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Commercial Banks 
Rate Hike to Benefit Banks’ Interest Income; But 
More Likely to Feel the Pain elsewhere 

 

Banks earning preview 
We preview 2QCY18 banking sector earning result. We expect profitability to decline by 
~5%YoY to PKR 33.6bn, whereby big 5 banks’ profitability is expected to get worst hit. 
 

Exhibit: 
Expected 2QCY18 banks financial Highlights 
PKRmn 2QCY18e 2QCY17 YoY QoQ 1HCY18 1HCY17 YoY 

Net Interest Income          94.9         93.5 2% 2%     187.9      181.5  4% 

Fee Income          21.7         20.5 6% 7%       42.1        38.7  9% 

Non-Interest Income          37.6         40.1 -6% 7%       72.9        78.5  -7% 

Total Revenue        132.5      133.6  -1% 4%     260.8      260.0  0% 

Operating Expenses          74.8         70.9 6% 3%     147.5      137.1  8% 

Pre-Provisioning Profits          57.8         62.7 -8% 4%     113.3      122.9  -8% 

Provision (Rev.) / Charge           (0.5)          0.9 n.m. -40%        (1.3)        (0.6) 1.15x 

Pre-Tax Profits          58.2         61.8 -6% 22%     105.8      123.5  -14% 

Taxation          24.6         26.4 -7% 44%       41.7        48.2  -13% 

Profit After Tax          33.6         35.4 -5% 10%       64.1        75.3  -15% 

Source: Company Financials, IGI Research 

 
Patchy Start to CY18; Weakest Profitability Display in 1Q  
Banks had a patchy start to the year. During the 1QCY18, asset growth has been slowest in 
the past ~4yrs while deposits kept piling on. A combination which led to weakest profitability 
display. Adjusted to one-offs, big 5 banks were the worst performer with profitability down 
by nearly 31%YoY. For 2QCY18, we do not expect banks earning seasons to be eventful. 
Asset growth has picked up pace ahead of deposit growth, which will provide some relief to 
shrinking NIMs. However, banks are more likely to feel the pain elsewhere. Higher taxation, 
lower non-funded income and bearish market performance will bulge up more provisions 
under investments. 
 

• We preview 2QCY18 banking sector earning result. We expect profitability to 
decline by ~5%YoY to PKR 33.6bn, whereby big5 banks profitability is 
expected to be worst hit. 

• Banks had a patchy start to the year. During the 1QCY18, asset growth has 
been slowest in the past ~4yrs while deposits keep piling on. A combination 
which led to weakest profitability display.  

• Interest income along with fee income is expected to grow modestly, 
however, lower capital gains on fixed income bonds will keep overall non-
interest growth restricted.  

• A big positive impact is expected to come from loan loss provisions, however, 
investments are likely to suffer from a less buoyant capital markets 
performance and higher effective tax rate owing to super-tax will keep 
profitability rather slim.  

• Amongst our coverage banks, we have strong preference for MCB, FABL and 
AKBL. 

2018 2018 2018

PER (x) PB (x) DY (% ) (Dec2018)
HBL 9.4        1.3        4.5        162.6    
UBL 9.5        1.3        6.3        190.9    
MCB 8.5        1.6        9.9        232.8    
ABL 9.2        1.1        5.9        108.1    
NBP 4.6        0.6        8.0        66.2      
BAFL 9.2        1.3        5.3        55.2      
BAHL 11.4      1.9        4.4        89.8      
FABL 7.1        0.9        4.4        34.9      
AKBL 5.1        0.8        6.0        40.9      
HMB 9.0        1.0        7.1        41.7      
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Exhibit: Banks Qtrly Profitability

Exhibit: Banks Valuation Matrix

Source: SBP,Company Accounts, IGI Research
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Rate Hike to Benefit Banks Interest Income; But More Likely to Feel the Pain 
Elsewhere 
Interest income along with fee income is expected to grow modestly just over +2%YoY, 
however lower capital gains on fixed income bonds will keep overall non-interest growth 
restricted despite seeing a +6%YoY growth in fee income. Thus total revenue is likely to show 
a decline of 1%YoY during 2QCY18. Amongst our coverage banks, MCB and FABL are most 
likely to show a growth in revenues, led by higher interest income growth (average of 
~10%YoY). Banks across are also likely to face higher operating expenses, with HBL leading 
the chart as it continues to book expenses related to NY branch ongoing compliance 
transformation program. A bigger positive impact is expected to come from loan loss 
provisions. Expect UBL (due to its international branches) nearly all banks have been 
reporting net reversals. However, investments are likely to suffer from a less buoyant capital 
markets performance in 2QCY18, which will keep overall provisioning charge supportive 
rather than limited. Finally, we expect higher effective tax rate owing to super-tax charge. 
 

Exhibit: 

Expected 2QCY18 banks EPS (DPS) 
PKR 2QCY18e 2QCY18e (DPS) 2QCY17 2QCY17 (DPS) YoY QoQ 1HCY18e 1HCY18e (DPS) 1HCY17 1HCY17 (DPS) YoY 
HBL 4.1 1.00 4.4 3.5 -7% 31% 7.2 2.00 10.6 7.00 -32% 

UBL 4.5 3.00 4.9 3.0 -9% 1.06x 6.6 6.00 10.8 6.00 -39% 

MCB 4.5 4.00 6.4 4.0 -29% 12% 8.5 8.00 11.6 8.00 -26% 

ABL 2.8 1.75 2.5 1.8 12% -15% 6.1 3.50 5.7 3.50 8% 

NBP 2.5 - 2.0 - 22% 5% 4.9 - 4.0 - 21% 

BAFL 1.4 - 1.3 - 7% -31% 3.4 - 3.0 - 13% 

BAHL 1.9 - 2.0 - -6% 1% 3.8 - 4.2 - -9% 

FABL 0.7 - 0.7 - 15% -6% 1.5 - 1.9 - -18% 

AKBL 1.1 - 1.4 - -23% 0% 2.2 - 2.4 - -9% 

HMB 1.0 - 0.9 - 45% -12% 2.5 - 2.1 - 32% 

Source: Company Financials, IGI Research 
 
Recommendation 
We maintain an overweight stance on sector eyeing further rate hike of 50bps by 2019 end. 
Amongst our coverage banks, we have strong preference for MCB, FABL and AKBL.  
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Important Disclaimer and Disclosures 
 
Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the 
security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will 
not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s) 
is principally responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or 
more of a class of common equity securities of the following company/companies covered in this report.  
 
Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes 
only. Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed) 
contained in this document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to 
the accuracy or completeness of the information. Neither, IGI Finex Securities Limited nor any director, officer or employee of IGI Finex 
Securities Limited shall in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on 
the information. This document takes no account of the investment objectives, financial situation and particular needs of investors, who 
shall seek further professional advice before making any investment decision. This document and the information may not be 
reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use 
by any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.  
 
Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital 
gain exclusive of tax) of the security in stated time period, as follows:  
 

Recommendation   Rating System   
 Buy    If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)  
 Hold   If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)  
 Sell   If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)  

 
Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and 
geopolitical risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, 
business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. 
given about the security (ies)/company (ies) in the report will be achieved. 
 
Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an 
investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome 
for his investment, Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares 
outstanding by current trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net 
income returned as a percentage of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. 
P/B: Price to Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided 
by the price per share. CY/FY: Calendar/Fiscal/Financial Year. YoY/ QoQ/ MoM: Year-on-Year, Quarter-on-Quarter, Month-on-Month. 
Th /Mn /Bn /Tr: Thousands/Million/Billion/Trillion.  
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