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Banks’ 2QCY21 earnings preview

Commercial Banks Overweight

e Our banking sector coverage universe is expected to post an 8%YoY/7%QoQ decline in earnings during 2QCY21 primarily
due to lower NIl (with the 625bps reduction in policy rate by the SBP during Mar-Jun 2020) and absence of capital gains.
Higher fee & commission income and lower provisions are expected to restrict the shrinkage in bottom-line.
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Commercial Banks

Key Data
e Banking sector deposits as on June 30, 2021 have reported a 14-year high growth in 2Q of 22%YoY while advances have L

also managed to accelerate growth to 10%YoY, with the excess liquidity being parked in investments, which have grown MitiCapa(tobmn] 2,161
by 29%YoY Mkt. Cap. (PKRbn) 348.4
' Index Weightage (KSE-100) 17.2%

e We believe that the sector fundamentals are intact and the continued underperformance of the sector provides an
opportunity for accumulation of big banks that offer attractive valuations and higher payouts. UBL, HBL, MCB and BAFL
are our preferred picks at current levels.

Number of Listed Companies 19
Source: PSX, Next Research

Combined earnings to decline by 8%YoY in 2QCY21

. . . . . . EPS estimates
We present 2QCY21 earnings estimates for our banking sector universe, wherein we expect the combined

2Q21E  YoY QoQ  1H21E YoY
earnings of our coverage universe to report a dip of 8%YoY/7%QoQ. The YoY decline in earnings may be BAFL 1.54 1% -21% 3.50 11%
attributable to lower NIl that is expected to shrink by 8%YoY (with the 625bps reduction in policy rate by the SBP BAHL  3.73 5% -10% 7.87 21%
during Mar-Jun 2020) along with absence of capital huge gains this quarter. A healthy recovery in fee & BOP 0.5 33%  -21% 124 -10%
commission income of the sector coupled with lower provisions charge are expected to restrict the bottom- S 5.88 2% 4% 11.57 12%
line shrinkage. During 1HCY21, the combined earnings are expected to register a modest growth of 11%YoY
i ' o ; ) ] ] MCB*  5.97 4% 1%  11.89 5%
despite an estimated 2% decline in NIl. The growth is expected to be fuelled by higher non-interest income
. . . . L L. L. MEBL 3.88 20% -10% 8.19 51%
despite lower estimated capital gains and significant reduction in provisions charge.
UBL* 5.49 11% -12% 11.70 31%

Healthy growth in deposits leading to higher investments * Consolidated accounts for HBL, UBL, MCB
Source: Company Accounts, Next Research
Deposits during the quarter reported an increase of 22%YoY (highest 2Q YoY growth after 24.2% in Jun’07)
to PKR19.8tn whereas advances also managed to accelerate growth to 10%YoY to PKR9tn. The higher
liquidity however continued to be parked in investments that registered a growth of 28.7%YoY to PKR13.7tn.
At the end of 2QCY21, ADR/IDR of the banking sector stood at 45.4%/69.4% compared to 47.5%/64.6% of

Dec’20. DPS estimates

2QCY21E 1HCY21E

Next Bank Universe BAFL 2.00 2.00
PKRmn 2QCY21E 2QCY20 YoY 1QCy21 QoQ 1HCY21E 1HCY20 YoY BAHL _ -
Interest/Profit Earned 228,588 260,906 -12% 217,959 5% 446,547 531,899 -16% BOP : )
Interest/Profit Expensed 110,154 131,910 -16% 106,328 4% 216,482 296,168 -27%

Interest/Profit Net 118,434 128,996 -8% 111,631 6% 230,065 235,731 -2% HES o S0
Fee, Commission, etc. 20,235 13,996  45% 20,314 0% 40,549 30,789  32% mcB 5.00 9.50
Dividend Income 1,129 891 27% 1,286  -12% 2,415 1,678 44% MEBL 1.50 3.00
Income from FX 4,050 4,058 0% 4,230 -4% 8,280 6,936 19% UBL 4.00 8.00
Capital Gains/(Losses) 59 10,574 -99% 4,533 -99% 4,592 14,945 -69% Source: Company Accounts, Next Research

Others 2,182 2,676 -18% 2,618 -17% 4,800 3,179 51%

Non-Interest Income 27,656 32,195 -14% 32,981 -16% 60,637 57,525 5%

Total Income 146,090 161,191 -9% 144,612 1% 290,702 293,256 -1%

Operating Expenses 77,213 69,433 11% 75,531 2% 152,745 142,136 7%
Provisions & Write-offs 7,358 23,750 -69% 3,208  129% 10,566 33,051 -68% 35% KSE-100 Index  emmmmm Banking Sector
Others 1,401 1,560 -10% 1,476 -5% 2,877 3,692 -22%

Profit Before Tax 60,117 66,447 -10% 64,397 -7% 124,514 114,378 9% 25%

Tax 23,609 27,214 -13% 25,196 -6% 48,805 46,834 4% 15%

Profit After Tax 36,509 39,217 -7% 39,200 -7% 75,709 67,533 12%

Profit for Equity holders 36,250 39,375 -8% 38,952 -7% 75,202 67,660 11% 5%

* Consolidated accounts for HBL, UBL, MCB 5% ]

Source: Company Accounts, Next Research 2 83 83 833 338 8 8§ F

3 Y5838 5855553
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We maintain our overweight stance on the sector while it has been a major underperforming sector. We SeniEss (3 Mo eseie

believe that sector fundamentals are intact considering double-digit growth in deposits, resumption in
advances growth, expected hike in interest rates, and slowdown in provisions with improved coverage ratios
after the handsome amounts of general provisions booked by the sector during 2020. While we have buy Shahab Farooq
+92-21-35222203

shahab.faroog@nextcapital.com.pk

recommendations on all of our coverage banks, we prefer big banks that offer attractive valuations and
higher payouts including HBL, UBL, MCB and BAFL.
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Analyst Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all
of the subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.

Disclaimer

This information and opinion contained in this report have been compiled by our research department from sources believed
by it to be reliable and in good faith, but no representation or warranty, express or implied, is made as to their accuracy,
completeness or correctness. All opinions and estimates contained in the document constitute the department’s judgment
as of the date of this document and are subject to change without notice and are provided in good faith but without legal
responsibility.

This report is not, and should not be construed as, an offer to sell or a solicitation of an offer to buy any securities. Next
Capital Limited (the company) or persons connected with it may from time to time have an investment banking or other
relationship, including but not limited to, the participation or investment in commercial banking transactions (including loans)
with some or all of the issuers mentioned therein, either for their own account or the ac- count of their customers. Persons
connected with the company may provide or have provided corporate finance and other services to the issuer of the securities
mentioned herein, including the issuance of options on securities mentioned herein or any related investment and may make
a purchase and/or sale, or offer to make a purchase and/or sale of the securities or any related investment from time to time
in the open market or otherwise, in each case either as principal or agent.

This report may contain forward looking statements which are often but not always identified by the use of words such as
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“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to
certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward
looking statements. Readers are cautioned not to place undue relevance on these forward looking statements. NCEL expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or

circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

Next Capital Limited, its respective affiliate companies, associates, directors and/or employees may have investments in
securities or derivatives of securities of companies mentioned in this report, and may make investment decisions that are
inconsistent with the views expressed in this report.

Rating System
Next Capital Limited employs a three tier rating system depending upon sector’s proposed weight in the portfolio as
compared to sectors weight in KSE-100 index, as follows:

Rating Sector’s proposed weight in the portfolio
Over Weight > Weight in KSE 100 index
Market Weight = Weight in KSE 100 Index
Under Weight < Weight in KSE 100 Index

Next Capital Limited also employs a three tier rating system, depending upon expected total return (R) of the stock, as follows:

Rating Expected Total Return
Buy R2>15%
Neutral 0% >R < 15%
Sell R< 0%
Where;

R = Expected Dividend Yield + Expected Capital Gain
R’ is before tax
Investment horizon is between six months to twelve months

Ratings are updated regularly based on the latest developments in the economy/sector/company, changes in stock prices,
and changes in analyst’s assumptions.
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