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Commercial Banks Overweight October 13, 2020

Key Points Pakistan Equities

e Earnings of our banking sector coverage universe is estimated to report an improvement of 10%YoY in earnings for Commercial Banks
3QCY20. On QoQ basis however, the earnings are estimated to drop by 24% as NIMs normalize.

e HBL is expected to lead the earnings growth table in both 3Q and 9M YoY comparisons, primarily due to normalization Key Data

of operating expenditure post winding-up of New York operations while BAFL is the only bank that is estimated to

report a positive growth number in QoQ comparison during 3QCY20. mt: g:z' gEERD;:?) é’g?g
e 9MCY20 earnings are estimated to grow by 35%YoY on the back of higher NIMs and huge capital gains that offset the Inde.x Wéightage (KSE-100) 23:.0%
impact of higher provisions and lower fee income. Number of Listed Companies 20
e We do not expect dividend announcement by any bank except MEBL. Source: PSX, Next Research
e We have an over-weight stance on the banking sector with preference to big banks including HBL, MCB and UBL.
3QCY20 earnings of Next Banking Universe estimated to grow 10%YoY/-24%QoQ
BAFL, BAHL, BOP, HBL, MCB, MEBL and UBL that form Next Banking Sector Universe are expected to report
a combined earnings that would be higher by 10%YoY but lower by 24%QoQ. HBL is expected to lead the EPS estimates
. . . . . s . 3QCY20E YoY QoQ 9MCY20E YoY
earnings growth table in both 3Q and 9M YoY comparisons primarily due to normalization of operating BAFL 156 -8% 1% 471 -9%
expenditure post winding-up of New York operations. BAFL is the only bank that is estimated to report a BAHL 283 23% -28% 9.33 48%
positive growth number in QoQ comparison while UBL is estimated to report a decline of 7%QoQ. In QoQ BOP 0.54 -34% -34% 192 -18%
* .
comparison, MEBL is estimated to post the highest decline in earnings of 44%QoQ. During 9MCY20, AL e lzoz el
) ) ) ) ) ) MCB* 501 4% -13% 16.34  20%
earnings of the universe are estimated to improve by 35%YoY as a result of higher NIMs in 2QCY20, and MEBL 245 -24% -44% 1070 97%
higher capital gains during the year compared to losses during the previous year, restricting the impact of UBL* 463 12% -7% 13.57 17%

* Consolidated

hlgher provision and lower fee income. Source: Company Accounts, Next Research

Next Banking Sector Universe Financial Highlights

PKRmn 3QCY20E 3QCY19 YoY 2QCY20 QoQ 9MCY20E 9MCY19 YoY

Interest/Profit Earned 214,351 262,443 -18% 260,897  -18% 746,250 666,013  12%

Interest/Profit Expensed 105,577 162,480 -35% 131,910  -20% 401,745 383,154 5%

Net Interest/Profit Income 108,774 99,963 9% 128,987 -16% 344,505 282,859  22% -

Fee, Commission, etc. 16,151 17,169 -6% 13,996 15% 46,890 53,391 -12%
Dividend Income 845 692 22% 891 5% 2,523 2,821  -11% 30% RSTEIED (NI2T2 B
Income from FX 2,900 5333 -46% 4,058  -29% 9,836 11,221 -12%

Capital Gains/(Losses) 42 (242) n/a 10,574 n/a 14,987 (2,460) n/a 10%

Others 1,405 2,022 -30% 2,676  -47% 4,633 5813  -20%

Non-Interest Income 21,344 24,975 -15% 32,195 -34% 78,869 70,788 11% -10%

Total Income 130,118 124,938 4% 161,182  -19% 423,374 353,646  20%

Operating Expenses 69,548 69,445 0% 69,433 0% 211,693 199,426 6% -30%

Provisions & Write-offs 9,395 7,784  21% 23,750  -60% 42,445 18,101 134% TIIISIIIII]I]R
Others 1,192 1,551  -23% 1,560  -24% 4,883 3,625  35% §288:8855553238
Profit Before Tax 49,983 46,157 8% 66,438  -25% 164,352 132,495  24% i

Tax 20,109 18,658 8% 27,214  -26% 66,943 58,468  14%

Profit for Equityholders 30,034 27,387 10% 39,366  -24% 97,685 72,371 35%

Source: Company Accounts, Next Research

Phenomenal growth in deposits where advances growth lags behind

By the end of Sep’20, total deposits of scheduled banks reported a phenomenal improvement of 17.5%YoY
(12.7%YTD) whereas average deposits during 3QCY20 increased by 17.5%YoY also. Advances on the other
hand remained flat with 0.7%YoY growth in Sep’20 and 1.1%YoY growth in average advances during
3QCY20. A 19.2%YoY growth in investments of scheduled is reported in Sep’20 with 25.6%YoY growth in
average investments during 3QCY20.

NIMs to normalize during 3QCY20

As a result of aggressive monetary easing during Mar-Jun’20 when policy rate was reduced by 625bps to
minimize the negative impacts of the COVID-19 pandemic and subsequent lockdown, NIMs of the banking
sector had gone up significantly higher during 2QCY20 (NIMs of Next Banking Universe went up to 4.6% in
2QCY20 compared to 4.1% in 1QCY20 and 3.9% in 2QCY19). As interest rates normalize and asset yields
adjust downwards, we estimate NIMs of our coverage universe to come down to 3.7% during 3QCY 20 that
is expected to result in 15%QoQ dip in NIl of the sector. Exposure to long-term fixed rate PIBs of higher +92-21-35222203
rates would hedge some banks against the decline in NIMs. shahab.faroog@nextcapital.com.pk
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Provisions to come down but still high

During 2QCY20 most of the banks in our coverage booked pre-emptive general provisions amounting to
~PKR10bn (24bps of average net advances) out of the total provisions charged to the tune of PKR23.8bn
(54bps of average net advances). During 3QCY20, we estimate a slightly lesser credit cost of 23bps
(PKR9.4bn) compared to 30bps charged (specific) during 2QCY20 and quarterly average of 10bps during the
past 6 years. While infection ratio is estimated to climb up to 7.3% against 6.6% in Dec’19, coverage ratio is
also expected to improve from 91% to 94%.

MEBL may announce dividend

In line with the directives of the SBP banks that have declared dividends with Mar’20 result (HBL, MCB and
UBL from our universe) would not be announcing cash dividend along with 3QCY20 results whereas others
can announce but BOP and BAHL generally announce on annual basis while BAFL announce on half yearly
basis. In short we do not expect dividend announcement by any bank except MEBL.
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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
“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 R215%
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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