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MCB: On the straight and narrow

9MCY20 result review: MCB Bank reported earnings of PkR23.4bn (EPS: PkR19.75) in 9MCY20
vis-à-vis PkR16.1bn (EPS: PkR13.63) in the same period last year. On a quarterly basis, MCB reported EPS of PkR8.42, +46.2%/75.7% QoQ/YoY largely a product of i) NIMs standing at an elevated level of 5.74% in 3QCY20 vs. 6.1% in the previous quarter, benefitting from holding of PIB
floaters (due to reprice in 4QCY20) and holding of treasury bills at the long-end of the curve, and
ii) realization of capital gains (PkR2.9bn) primarily on bonds. Moreover, the bank booked lower
provisioning expense (down 66.2%QoQ) primarily as a result of lower contribution in loss reserves (PkR1.4bn general provisioning in 3QCY20 vs. PkR4.6bn in 2QCY20).
Find AKD research on Bloomberg, firstcall.com, Reuters Knowledge and ResearchPool
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MCB: Price vs Volume
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… though balance sheet growth could be cramped in the med run: Constricted deposit growth
(CY21-23F CAGR: 8.7%) leaves med run earnings growth (CY21-23F CAGR: 9.3%) hanging upon
the upturn in interest rate cycle (interest rate sensitive assets/liabilities: 1.2x as of Sep’20) and
potential efficiency gains. Accordingly, NIMs of the bank are likely to gradually climb to 4.7% in
the med run vs. normalized NIMs of 4.3%. Non-funded income’s contribution could gain prominence from potential capital gain realization (unrealized gains on investments stood at
PkR16.6bn as of Sep’20) and recovery in fee income base of the bank (fee income down 2.8%
YoY). With regards to improvement in efficiency, together with improving CA in the deposit, a
key role would be played by keeping a lid on cost side where during 9MCY20 admin expenses
(exc. PF reversals) are down 1.17%YoY. We have factored in admin cost growth 8.3% in our estimates in line with historical avgs (13 branches added pa. during the period CY12-16), accounting
for branch additions plan of 15 branches in CY21.
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Target price revised upward as interest rate cycle and asset mix to buttress earnings profile:
We revise and roll over our target price to Dec’21 for MCB Bank Limited (MCB), which stands at
PkR223.4/sh (previously: PkR211.0/sh) offering an upside of 20.5% from last close. Revision in
estimates come from, i) favorable tilt towards higher yielding PIBs of which ~70% are fixed-rate
that would continue bulwarking gross income of the bank (c. PIB yield stands at 11.85%) with
interest rate hikes (AKD estimates CY21-end interest rate at 8.5%) also contributing to the cause,
ii) increasing proportion of CA in the deposit mix (management targets 40% CA vs. 35.3% currently) though clenching deposit growth (CY21-23F CAGR: 8.7%), and iii) improving macro situation proportionally diluting credit risks (MCB booked general provision of PkR5.9bn to mitigate
such risks, 1.1% of performing advances) as well as opening opportunities for recovery from NIB
portfolio (PkR5.5bn to date, 49.1% of targeted recoveries). MCB has gained 6.6% over the past
1M – in line with market return – where stock performance could be triggered from expectations surrounding dividend announcement (4QCY20E: PkR15/sh, c. CY20F: PkR20/sh, CY21F DY:
10.8%) in the short run.
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MCB Bank reported earnings of PkR23.4bn (EPS: PkR19.75) in 9MCY20 vis-à-vis PkR16.1bn
(EPS: PkR13.63) in the same period last year. On a quarterly basis, MCB reported EPS of
PkR8.42, +46.2%/75.7% QoQ/YoY largely a product of i) NIMs standing at an elevated
level of 5.74% in 3QCY20 vs. 6.1% in the previous quarter, and ii) realization of capital
gains (PkR2.9bn) primarily on bonds.
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MCB: Valuation Glance
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Accordingly, NIMs of the bank are likely to gradually climb to 4.7% in the med run vs.
normalized NIMs of 4.3%. Non-funded income’s contribution could gain prominence from
potential capital gain realization (unrealized gains on investments stood at PkR16.6bn as
of Sep’20) and recovery in fee income base of the bank (fee income down 2.8%YoY).
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Revision in estimates come from, i) favorable tilt towards higher yielding PIBs and interest rate hikes (AKD estimates CY21-end interest rate at 8.5%), ii) increasing proportion of
CA in the deposit mix (management targets 40% CA vs. 35.3% currently), and iii) improving macro situation proportionally diluting credit risks (MCB booked general provision of
PkR5.9bn to mitigate such risks, 1.1% of performing advances).
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We revise and roll over our target price to Dec’21 for MCB Bank Limited (MCB), which
stands at PkR223.4/sh (previously: PkR211.0/sh) offering an upside of 20.5% from last
close. MCB has gained 6.6% over the past 1M – in line with market return – where stock
performance could be triggered from expectations surrounding payouts (4QCY20E:
PkR15/sh, c. CY20F: PkR20/sh, CY21F DY: 10.8%).

Dec-19



MCB

Source: PSX & AKD Research

AKD Securities Limited

AKD RESEARCH
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.
Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable, comprehensive information, but we make
no representation that it is accurate or complete. Facts and views presented in this 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
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 and other
considerations. AKDS uses a three tier rating system: i) Buy, ii) Neutral and iii) Sell with total returns (capital upside + dividend yield) benchmarked against the expected one year forward floating (variable) risk free rate (10yr PIB) plus risk premium.

Valuation Methodology
To arrive at our period end target prices, AKDS uses different
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