AKD Securities Limited
TREC Holder & Registered Broker
Pakistan Stock Exchange

REK-216

Equity Research / Pakistan

www.jamapunji.pk

Todays Daily

Friday, Dec 16, 2016

AKD Daily

HBL: Asset quality betterment to assist earnings
Beating our expectations, HBL's 3QCY16 earnings were up 40%QoQ
taking 9MCY16 earnings to PkR17.47/sh. The focal point in this
regard was the improvement in asset quality that came under
considerable stress following the slowdown in GCC economies in
CY15 raising concerns on further infection of its international
exposure. However, with provisions going down by a substantial
67%YoY in 9MCY16 on the back of PkR336mn reversal in 3QCY16
(first after 2QCY14), we are now more optimistic on the bank's asset
quality metrics. Amending the same, we have lowered our provision
charges for CY16F/CY17F by 14%/12% raising our profitability
estimates by 8%/7% (our TP goes up by 11%).Gaining 47% from its
1yr low, HBL's price performance has been driven by a confluence
of factors such as: 1) Pakistan's inclusion into MSCI EM space, 2)
interest rate cycle reversal drawing close and 3) a resilient earnings
profile. Valuation multiples have expanded with CY16F P/E and P/B
ratios at 10.6x and 1.8x respectively where we advocate building
position on dips.
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News and Views

As per SBP, The total liquid foreign exchange reserves of the country
decreased US$50mn to US$23.294bn during the week ended Dec 9'16.
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As per SBP, Pakistan's foreign direct investment (FDI) sharply fell
45.2%YoY to US$459.8mn from US$839.7mn during the 5MFY17. The
inflow from China and UK significantly decreased to US$156.5mn
US$39.6mn from US$375.9mn and US$66.7mn respectively. FDI from
UAE, however, increased to US$63.7mn from US$39.4mn. In Nov 16
alone, FDI stood at US$143.7mn as against US$229.2mn in Nov'15.
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ECC of the cabinet on Thursday reversed its earlier decision to reduce
the gas sale price for industrial sector from PkR600/mmbtu to
PkR400/mmbtu. However it approved reduction in price for power stations
and IPPs from PkR613/mmbtu to PkR400/mmbtu.
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Beating our expectations, HBL's 3QCY16 earnings were up 40%QoQ
taking 9MCY16 earnings to PkR17.47/sh. The focal point in this regard
was the improvement in asset quality that came under considerable
stress following the slowdown in GCC economies in CY15 raising
concerns on further infection of its international exposure. However,
with provisions going down by a substantial 67%YoY in 9MCY16 on
the back of PkR336mn reversal in 3QCY16 (first after 2QCY14), we
are now more optimistic on the bank's asset quality metrics. Amending
the same, we have lowered our provision charges for CY16F/CY17F
by 14%/12% raising our profitability estimates by 8%/7% (our TP goes
up by 11%).Gaining 47% from its 1yr low, HBL's price performance
has been driven by a confluence of factors such as: 1) Pakistan's
inclusion into MSCI EM space, 2) interest rate cycle reversal drawing
close and 3) a resilient earnings profile. Valuation multiples have
expanded with CY16F P/E and P/B ratios at 10.6x and 1.8x respectively
where we advocate building position on dips.

HBL: EPS & TP Revision
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3QCY16 earnings were a positive surprise: HBL posted consolidated NPAT
of PkR25.6bn (EPS: PkR17.47) in 9MCY16 vs. NPAT of PkR26.8bn (EPS:
PkR18.19) in 9MCY15, down 4%YoY. Sequentially, we saw 40%QoQ jump in
earnings on the back of 1) reversals worth PkR336mn in 3QCY16 vs. provisions
of PkR1.4bn in 1HCY16, 2) lower taxation expense (effective tax rate for
3QCY16 at 36% vs. 52% in 2QCY16). Alongside the result, HBL also announced
a third interim dividend of PkR3.5/sh taking 9MCY16 payout to PkR10.5 (payout:
60%).
An unexpected reversal in 3QCY16: HBL posted a loan reversal of PkR336mn

Quarterly provision trend

in 3QCY16 vs. a provisioning charge of 986mn in 2QCY16. Additionally, NPL
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growth has stagnated with coverage hovering close to 86%. We believe, this
is commendable particularly in the backdrop of infection concerns on its GCC
exposure that sprung up in CY15. With oil prices now stabilizing alongwith
improvement in domestic recoveries, we are now more optimistic on HBL's
credit quality, accordingly lowering our provision charges by 14%/12% in
CY16F/CY17F.
Earnings momentum to sustain in CY17: Despite the prevailing lower interest
rate scenario and maturity of high yielding PIBs in Jul'16, the bank was able
to grow its NII by 7%YoY in 9MCY16. While the impact of the ongoing PIB
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substitution is likely to trickle down, we feel HBL's strategic focus on building
its low cost current account base alongwith the keen urge to grow its advances
book will likely counter pressure on NIMs. In this regard, we see current
accounts increasing by 15%YoY in CY17F while advances growth is likely to
remain at 10%YoY (with room for improvement should pvt. sector credit
growth/CPEC related activity picks up pace).
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Investment Perspective: After a lackluster start in 1HCY16 (-1.7%), HBL's
price performance rebounded strongly in 2HCY16 gaining 14.1% since then.
While a resilient earnings profile was one, price triggers also included 1)
interest rate cycle reversal drawing close and 3) mutliple re-rating upon formal
MSCI inclusion. Valuation multiples have expanded after the price bull-run
with CY16F P/E and P/B ratios at 10.6x and 1.8x respectively. We currently
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have an Accumulate stance on the scrip, advocating building position on dips.
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.

The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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