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Todays Daily
Latest banking sector data for Apr'17 indicates that banks' earning
assets continue to grow at strong levels (+9%YoY) to PkR12.3tn.
While banks continue to maintain their preference for risk-free GoP
securities (investments up 12%YoY while almost remaining flat
since Jun'16), a healthy 15.7%YoY growth in private sector credit
is encouraging. In this regard, while conventional heavy borrowers,
Textiles and Food sector topped the list of sectors attracting the
most credit, we see a promising 27%YoY uptick in borrowings by
the Construction sector. This we believe, is CPEC infused largely,
with players gearing up for higher infrastructure development in
the upcoming years (expansions totaling 26.9mtpa in the Cement
listed space). Consumer financing grew by a healthy 16.8%YoY in
Apr'17 (8.3% of the private sector loans) as banks look to re-focus
on high margin auto finance and personal loans in the current lower
inflationary environment. Expecting spreads to bottom out this year
with reversal likely in Nov'17, we retain our liking for banks that
have: 1) the room to benefit from loan growth, 2) an adequate CAR
buffer, 3) achieved economies of scale and 4) a strong non-interest
income franchise. Playing this theme, we like HBL and UBL, where
the recent bearish spell (down 7%/10% MoM) has opened up
valuations.
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News and Views
The Supreme Court (SC) has expressed satisfaction over the second
15-day progress report submitted by the JIT, investigating the Panama
leaks case. While asking an explanation from JIT over Hussain Nawaz's
leak photograph, SC has made clear that there would be no extension
in the investigation time-frame (initially set at 60 days).
.
The ECC in its meeting presided by FM Ishaq Dar has approved: 1) not
to deregulate the price of sugarcane, 2) extension of the deadline for
export of sugar up to Jul 31'17, 3) payment of salaries to the employees
of Pakistan Steel Mills Corporation (PSMC) for the month of Feb'17, 4)
provision of bridge financing of PkR864mn for facilitating the Printing
Corporation of Pakistan, 5) allocation of 10 MMCFD gas from Tolanj field
to SNGPL, 6) allocation of 2.9 MMCFD gas from Khamiso-01 well to
EFERT and 7) government guarantee for a syndicated term finance
facility of PkR41bn for the power sector.
The KPK gov't has unveiled PkR603bn budget for FY18 comprising
development outlay of PkR208bn with major focus on elimination of
corruption and development of the social sector besides announcing
10% increase in the salaries and pension of the gov't employees after
merger of 2010 ad-hoc relief.
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Latest banking sector data for Apr'17 indicates that banks' earning
assets continue to grow at strong levels (+9%YoY) to PkR12.3tn.
While banks continue to maintain their preference for risk-free GoP
securities (investments up 12%YoY while almost remaining flat since
Jun'16), a healthy 15.7%YoY growth in private sector credit is
encouraging. In this regard, while conventional heavy borrowers,
Textiles and Food sector topped the list of sectors attracting the most
credit, we see a promising 27%YoY uptick in borrowings by the
Construction sector. This we believe, is CPEC infused largely, with
players gearing up for higher infrastructure development in the
upcoming years (expansions totaling 26.9mtpa in the Cement listed
space). Consumer financing grew by a healthy 16.8%YoY in Apr'17
(8.3% of the private sector loans) as banks look to re-focus on high
margin auto finance and personal loans in the current lower inflationary
environment. Expecting spreads to bottom out this year with reversal
likely in Nov'17, we retain our liking for banks that have: 1) the room
to benefit from loan growth, 2) an adequate CAR buffer, 3) achieved
economies of scale and 4) a strong non-interest income franchise.
Playing this theme, we like HBL and UBL, where the recent bearish
spell (down 7%/10% MoM) has opened up valuations.
.

Private sector growth shows an encouraging trend: Despite risk-free
government securities continuing to be the banking sector's preference,
a healthy 15.8%YoY growth in private sector credit as of Apr'17 has been
encouraging. While selected sectors like Textiles, Foods and Electricity
have been the key recipients of industry's credit disbursements (making
up 44% of the total private sector loans), we see the 27%YoY uptick in
borrowings by the Construction sector as promising.
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Spreads remain under 5%: With 4MCY17 spreads registering at an
average 4.94%, weighted average banking sector spreads clocked in at
4.87% for Apr'17, lower by 22bpsYoY/ 7bpsMoM. The downtrend in spreads
is more on account of a 57bps drop in lending yields to 7.85% against
35bps decline in deposit costs to 2.98% on a YoY basis. We believe,
spreads are likely to continue trending in the 4.8%-5.0% range for the
remainder of the year where a 25bps increase expected in Nov'17 is
unlikely to do any good. That said, we will see a more visible improvement
beyond CY17F with spreads averaging in the range of 6.0-6.5% in the
medium term.

Source: Company Report & AKD Research
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Consumer financing continues to expand: Consumer financing grew
by a healthy 19.1%YoY in Apr'17, making up 8.3% of the private sector
loans in Apr'17, as banks look to re-focus on high margin auto finance and
personal loans in the current lower inflationary environment. Going forward,
while interest rates are poised to go up, they are still likely to remain in
mid-single digit keeping room available for continued growth in advances.
www.akdsecurities.net
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Investment perspective: With interest rates likely to bottom out this year,
we retain our liking for banks that have: 1) the room to benefit from CPEC
led loan growth, 2) an adequate CAR buffer, 3) achieved economies of
scale and 4) a strong non-interest income franchise. Playing this theme,
our preferred plays include HBL (TP: PkR296.1/sh, upside: 9.4%) and UBL
(TP: PkR270.1/sh, upside: 14.9%). In addition to the aforementioned factors,
potential multiple expansion on account of inclusion into MSCI EM (AKD
Banking Universe trades at a 24% discount to banks in MSCI EM space),
can provide further upside.
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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.
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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