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Pakistan Banks: Pension case comes to a conclusion
After gaining 9.5%MoM in Jan18, the AKD Banking Universe lost
~1% MTD primarily on concerns pertaining to the outcome of
pension case. In this regard, it has been reported that the Supreme
Court (SC) has ordered banks to upward revise pension payout to
a minimum PkR8,000 per month (banks had been suggesting
PkR5,250 p.m.) with an annual growth of 5% in payments. With
channel checks suggesting applicability on a prospective basis,
the impact in such a scenario will be two pronged: 1) a one-off
impact arising from revision of the defined benefit obligation 
differential to be routed through P&L and 2) increase in banks
pension related expenses on a recurring basis. We have presented
earnings sensitivity to revision in pension obligation for every 1000
employees assuming various pension differential levels where our
calculations indicate impact in the range of PkR0.33-0.56 per share
for different banks. Moreover, banking sector results are to
commence this week with MCB (Feb 1518), UBL (Feb 1918), NBP
(Feb 2018) and ABL (Feb 2118) scheduled to declare results.
Earnings performance in CY17F is expected to remain subpar with
profits for B-6 expected to remain flat YoY (adjusting for HBL) as
lower yield on earnings assets continue to keep NIMs under pressure.
More specifically, BAFL and MCB, outshine peers remaining the
only banks expected to post earnings growth on the back of
continued improvement in credit quality alongwith double digit
growth in fee income.
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A governments proposal to eliminate subsidy on urea is likely to offset
the benefit of a three percent reduction in sales tax on the key agriculture
input. An industry official said the reduction of general sales tax on urea
from 5 percent (Rs70/bag) to 2 percent (Rs28/bag) would bring down
a bag price by Rs42.
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The governments incentives package to increase the countrys exports
is in final stage, which would offer subsidized rates of electricity and gas
to the exporters and is likely to be announced within next couple of
weeks. An official said the exporters would have to show 20-25 percent
growth in their exports to avail the package.
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The Trump administration has asked Congress to approve US$336mn
of civil and military aid to Pakistan for the next fiscal year, arguing that
the proposed military assistance will help defeat Al Qaeda and the militant
Islamic State (IS) group.
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Pakistan Banks: Pension case comes to a conclusion
After gaining 9.5%MoM in Jan18, the AKD Banking Universe lost
~1% MTD primarily on concerns pertaining to the outcome of pension
case. In this regard, it has been reported that the Supreme Court
(SC) has ordered banks to upward revise pension payout to a minimum
PkR8,000 per month (banks had been suggesting PkR5,250 p.m.)
with an annual growth of 5% in payments. With channel checks
suggesting applicability on a prospective basis, the impact in such
a scenario will be two pronged: 1) a one-off impact arising from
revision of the defined benefit obligation  differential to be routed
through P&L and 2) increase in banks pension related expenses on
a recurring basis. We have presented earnings sensitivity to revision
in pension obligation for every 1000 employees assuming various
pension differential levels where our calculations indicate impact in
the range of PkR0.33-0.56 per share for different banks. Moreover,
banking sector results are to commence this week with MCB (Feb
1518), UBL (Feb 1918), NBP (Feb 2018) and ABL (Feb 2118)
scheduled to declare results. Earnings performance in CY17F is
expected to remain subpar with profits for B-6 expected to remain
flat YoY (adjusting for HBL) as lower yield on earnings assets continue
to keep NIMs under pressure. More specifically, BAFL and MCB,
outshine peers remaining the only banks expected to post earnings
growth on the back of continued improvement in credit quality
alongwith double digit growth in fee income.
Pension case - the background: The pension issue was initially raised
by pensioners of the state run National Bank, claiming higher entitlement
to benefits (70% pension) instead of the reduced 33%. To note, the bank
reduced pension rate post dissolution of the Pakistan Banking council, as
it attained the status of an autonomous entity under MoF. Dismissing
NBPs plea, the court ended up giving a ruling in favor of the pensioners
stating that the GoPs notification, dated 1977, regarding 70% pension for
NBP employees was statutory in nature and all employees that retired
between 1999 and 2003 should be duly compensated. Consequently,
NBP was ordered to release claims worth PkR48bn as payment obligation.
Similarly, pre-privatization officers and executives of other banks (UBL,
HBL, ABL and possibly MCB) also sought the courts help for increasing
their pension. In this regard, it has been reported that the Supreme Court
(SC) has ordered the banks to increase pension payout to a minimum
PkR8,000 per month (banks had been suggesting PkR5,250 p.m.) with
an annual growth of 5% in payments.
Earnings impact below market expectations: With channel checks
suggesting applicability on a prospective basis (on future pension
obligations), the impact in this case will be two pronged in our view: 1) a
www.akdsecurities.net

Dec16: Pension fund obligation
PV of defined
Emp. under
benefit obligation pension scheme
(PkR)
(No.)
UBL

2,932

HBL

4,970

2,743

ABL

2,002

1,262

MCB

3,519

n.m.

*n.m = not mentioned

6,829

Source: Company Reports

Pre tax impact for revision in pension
obligation for every 1000 employees
PkR/sh

PkR5000

PkR6000 PkR6500

UBL

0.40

0.48

HBL

0.33

0.40

0.44

ABL

0.43

0.51

0.56

0.41

0.50

0.54

MCB

0.52

Source: Co. Report & AKD Research
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one-off impact arising from revision of the defined benefit obligation 
differential to be routed through P&L and 2) increase in banks pension
related expenses on a recurring basis. As we await further clarity in this
regard, we have calculated the potential revision in pension obligation for
every 1000 employees assuming various pension differential levels.
CY17F earnings to end flat: As a group, we expect the Big-6 banks to
post combined NPAT of PkR100.6bn in CY17F as compared to PkR129.7bn
in CY16- earnings decline of 22%YoY (post adjusting for HBL, earnings
ended up flat). Top-line growth is likely to be constrained on account of
lower yield on earning assets amid ongoing PIB substitution and flattish
banking spreads with net interest income anticipated to go down by 3%YoY.
However, improvement in credit quality( B-6 expected to book reversals
worth PkR1.1bn against provisioning charge of PkR2.83bn in CY16)
alongwith fee income growth (est. 11%YoY) are likely to be key positives
restricting earnings decline.

CY17F Earnings snapshot
(EPS)

(DPS)

CY17F

CY16

YoY

4QCY17F

QoQ

4QCY17

CY17

20.43

22.7

-10%

4.82

-3%

3.00

12.00

HBL

6.76

23.32

-71%

5.81

n.a.

-

7.00

MCB

20.08

18.6

8%

4.40

-5%

4.00

16.00

BAFL

5.88

4.95

19%

1.39

-4%

-

-

NBP*

9.19

10.83

-15%

2.24

-23%

-

-

ABL

11.33

12.84

-12%

2.70

-6%

1.75

7.00

UBL

* Assuming no pension related payment in CY17

Source: Company Report & AKD Research

Investment Perspective: Retracing ~1% MTD (after gaining 9.5%MoM
in Jan18), the price performance of B-6 has largely factored in the negativity
arising out of the pension case. The impact remains below market
expectations where we feel the investors would now re-shift their focus on
the fundamental themes of interest rate reversal and higher loan growth,
post resolution of the case.
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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,
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
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.
Regional Disclosures (Outside Pakistan)
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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