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UBL: Looking beyond the challenges
UBL has not had a perfect start to CY18 where an unfavorable
pension case decision by SC alongwith potential investor concerns
on the banks NYC operations have been key hurdles  limiting
CYTD return to 1.8%. While regulatory/legal challenges hang in the
balance, operational outlook beyond CY18F seems well in shape
with the bank evidently focusing on targeting growth via 1)
continuous expansion of loan book (+13% growth over the next
3yrs), 2) timely restructuring of the investment portfolio (PIB
contribution scaled down to 49.6% from 70.7% in the same period
last year) and 3) steps to arrest fee income decline (3%YoY/27%QoQ
growth in fee income after 4%YoY dip in 9MCY17). Throwing effective
CA mobilization (C/A portfolio growing by 17%YoY) and adequacy
on the capital front (CY17 CAR: 15.4%; +30bps) in the mix and the
bank has a proficient working combination. Asset quality however
continues to pinch the bank particularly in relation to its foreign
portfolio (overseas NPL addition of PkR11.2bn during CY17). With
a 3yr forward NPAT CAGR of 15.3% and Tier-1 ROE crossing 20%
over our investment horizon, UBL is currently available at an
attractive CY18F/CY19F PB of 1.35x/1.29x. While price performance
can remain limited until clarity on NY operations come through, we
feel MPS in Mar18 can be a key checkpoint where a further rate
hike can resurrect investor interest in the sector and UBL particularly.
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News and Views

Banking sector deposits continued to climb resting at PkR11.9trn up
11.6%YoY at the end of Feb'18 according to figures released by the SBP.
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Media reports suggest that the National Transmission and Dispatch
Company is undergoing a severe financial crunch having halted payments
to its counterparties, suppliers and vendors. In related news, members
of the PPIB stated that the GoP was working to upgrade transmission
network while approving extensions for financial close of the LahoreMatiari and Thar coal transmission lines.
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The GoP during proceedings of foreign funds and undeclared offshore
assets case has confirmed the expected launch of an amnesty in the
current month allowing repatriation of undeclared assets at concessionary
tax rates.
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UBL: Looking beyond the challenges
UBL has not had a perfect start to CY18 where an unfavorable pension
case decision by SC alongwith potential investor concerns on the
banks NYC operations have been key hurdles  limiting CYTD return
to 1.8%. While regulatory/legal challenges hang in the balance,
operational outlook beyond CY18F seems well in shape with the
bank evidently focusing on targeting growth via 1) continuous
expansion of loan book (+13% growth over the next 3yrs), 2) timely
restructuring of the investment portfolio (PIB contribution scaled
down to 49.6% from 70.7% in the same period last year) and 3) steps
to arrest fee income decline (3%YoY/27%QoQ growth in fee income
after 4%YoY dip in 9MCY17). Throwing effective CA mobilization (C/A
portfolio growing by 17%YoY) and adequacy on the capital front
(CY17 CAR: 15.4%; +30bps) in the mix and the bank has a proficient
working combination. Asset quality however continues to pinch the
bank particularly in relation to its foreign portfolio (overseas NPL
addition of PkR11.2bn during CY17). With a 3yr forward NPAT CAGR
of 15.3% and Tier-1 ROE crossing 20% over our investment horizon,
UBL is currently available at an attractive CY18F/CY19F PB of
1.35x/1.29x. While price performance can remain limited until clarity
on NY operations come through, we feel MPS in Mar18 can be a key
checkpoint where a further rate hike can resurrect investor interest
in the sector and UBL particularly.

UBL: Earnings and TP revision
(PkR/sh)
New
Old
Change

CY18F
19.10
21.39
-10.7%

CY19F
24.65
23.94
3.0%

TP
243.6
238.7
2.1%

Source: AKD Research

CY17 remained a slow year: UBL posted consolidated NPAT of PkR26.2bn
(EPS: PkR21.39) in CY17 vs. NPAT of PkR27.7bn (EPS: PkR22.70) in
CY16, ending 6% YoY lower. Key CY17 result highlights included: (i)
flattish NII in CY17/4QCY17, (ii) provisioning charge of PkR2.7bn, up
73%YoY in CY17, (iii) 3%YoY decline in non-interest income while the
same was up 35%QoQ on account of healthy growth in fee income
(+27%QoQ) and (iv) total expenses were up 7%YoY. Sequentially, we
saw 8%QoQ increase in earnings on the back of lower expenses (down
2%QoQ), higher non-interest income (+35%QoQ) and lower tax rate (27%
in 4QCY17). Alongside the result, UBL also announced a higher than
expected final interim dividend of PkR4.0/sh taking total payout to
PkR13.0/sh (payout ratio: 61%).
CY18F outlook: Earnings performance for UBL is likely to remain subdued
during the year particularly on account of the one-off impact of revision
in the banks pension obligation after SC raised minimum pension rate to
PkR8,000/mth. While this regulatory change should lead to earnings
declining by 11%YoY, the bank otherwise remains sound from a fundamental
viewpoint (ex- pension adjustment earnings to have ended flat). In this
regard, our 3yr forward NPAT CAGR stands at a strong 15.3% with key
drivers including: 1) continuous expansion of loan book (avg. 13% growth
www.akdsecurities.net

02

AKD Securities Limited
Member Karachi Stock Exchange

Asset quality concerns to not wither soon: Asset quality deterioration
continued to be a concern this year with net provisioning expense increasing
by 73%YoY to PkR2.7bn. NPL stock has risen to PkR52.9bn (NPL ratio of
8.4% in Dec17) vs. PkR46.1bn in Dec16 with coverage standing at 76%.
International book in this regard has been the focal point with overseas
NPL increasing by PkR11.2bn. Going forward, provisions can possibly
remain on the higher side given an increasing interest rate environment,
struggling GCC economies and the banks aggressive push towards
advances.
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over the next 3yrs), 2) timely restructuring of the investment portfolio (PIB
contribution scaled down to 49.6% from 70.7% in the same period last
year) and 3) steps to arrest fee income decline (3%YoY/27%QoQ growth
in fee income after 4%YoY dip in 9MCY17).

Investment Perspective: UBL has lost 2% since the unfavorable pension
case outcome. This alongwith concerns on the banks NY operations
created further uncertainty. While the management sees no potential
compliance irregularity in this regard (already restricted its operations in
New York to trade transactions majorly done via correspondent banks),
price performance can remain limited until further clarity comes through.
That said, Mar18 MPS remains a key checkpoint where further rate hike
can resurrect investor interest in the sector and UBL particularly. Our revised
TP of PkR243.6/sh offers 26% upside with a D/Y of 7.3%.
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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.

comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
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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

www.akdsecurities.net

03
05

AKD Securities Limited
Member Karachi Stock Exchange

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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