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Provisioning expenses(ex-UBL) to more than double in 4QCY23

AFS banking universe is set to post earnings growth of 6.5/66.3% QoQ/YoY in
4QCY23. On a QoQ basis, Nll is likely to grow by 11.3% due to impact of asset
repricing. On the non-interest income side, foreign exchange gains are anticipated
to be lower QoQ and gain on securities (Ex-UBL) is likely to be higher. Moreover,
provisioning expenses (Ex-UBL) are estimated to more than double QoQ
(PKR13.7bn in 4QCY23 vs PKR5.8bn in 3QCY23), as some banks recorded
reversals in 3QCY23. We have an overweight stance on the sector as it trades on
cheap valuations, CY24E PB/PE: 0.7/2.6x and DY: 18.0%.

Earnings to grow on a sequential basis

O We expecta QoQ increase in profitability in 4QCY23 due to higher NIl (+11.3%
QoQ) due to lagged impact of asset repricing and stable interest rates since
past few months. Forex income shall be lower QoQ and administrative
expenses shall remain on the higher side.

O Interms of NI, we expect ABL, FABL and UBL to post highest QoQ increase as
asset repricing kicks-in further. Details of expected EPS and DPS are given in
Figurel on next page. On the other hand, MEBL and BIPL are estimated to
experience flattish NIl QoQ.

O We expect provisioning expenses to grow this quarter. Ex-UBL, which booked
a provisioning reversal of ~PKR%bn in 3QCY23, provisioning expenses are
estimated to more than double QoQ (PKR13.7bn in 4QCY23 vs PKR5.8bn in
3QCY23). Some banks in AFSCLSA Banking Universe recorded provisions in
3QCY23, whereas others posted a relatively smaller provisioning expense.

O CY23 PAT is poised to grow by ~95% YoY. NIl shall be higher by ~66% YoY
due to elevated interest rates and impressive deposit growth. On the other
hand, forex income is estimated to be lower (PKR36.7bn vs PKR58.2bn in
CY22) due to less currency volatility this year.

Overweight stance on the sector: We hold a positive stance on the banking sector
based on a blend of growth and impressive dividend yields. As base case, we expect
500bps rate cut in CY24, with the first cut expected in Mar-2024, however, lagged
asset repricing and deposit growth shall lead to ~14%YoY earnings growth in CY24.
AFSCLSA banking universe trades at 2024E PE/PB of 2.6/0.7%, and offers CY24E
dividend yield of 18.0%. We highlight BAHL, HMB and MEBL as our top picks;
offering total return of 90.8/54.6/48.4% respectively (CY24 dividend vyields of
23.6/23.5/10.5% respectively).
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Figure 1
Bank’s profitability
EPS (PKR) 4QCY23 3QCY23 4QCY22 QoQ YoY CY23 CY22 YoY
MCB 16.5 16.6 11.6 -0.1% 42.6% 57.2 29.0 97.4%
HBL 12.4 11.3 7.3 9.8% 71.1% 41.6 23.2 79.3%
UBL 13.6 12.0 10.9 13.0% 24.3% 49.1 25.8 90.6%
ABL 11.3 10.0 7.5 13.5% 50.4% 36.7 18.6 97.5%
MEBL 14.3 14.4 9.1 -0.6% 58.3% 47.1 25.1 87.5%
FABL 4.0 3.3 2.4 22.3% 69.3% 12.4 7.5 64.4%
HMB 7.5 7.1 3.8 5.7% 96.0% 26.1 13.7 90.4%
BAHL 114 10.2 1.5 11.8% 663.2% 38.2 15.0 154.5%
BIPL 2.8 3.0 1.4 -9.7% 92.1% 104 4.0 159.5%
DPS (PKR)
MCB 8.5 8.0 6.0 6.3% 41.7% 29.5 20.0 48%
HBL 3.0 2.3 1.5 33.3% 100.0% 8.8 6.8 30%
UBL 12.0 11.0 9.0 9.1% 33.3% 45.0 22.0 105%
ABL 3.5 3.0 2.5 16.7% 40.0% 11.5 8.5 35%
MEBL 5.0 5.0 3.0 0.4% 67.3% 17.0 8.5 100%
FABL 2.5 1.0 1.0 150.0% 150.0% 4.5 7.0 -36%
HMB 5.5 0.0 3.3 N/M 69.2% 10.5 5.3 100%
BAHL 7.0 4.5 7.0 55.6% 0.0% 16.0 7.0 129%
BIPL 1.8 1.8 1.0 0.0% 75.0% 3.5 1.0 N/M
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instruments.

Research Dissemination Policy
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course of business, in the subject company from time to time. Alfalah CLSA Securities (PVT) LTD.
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use the above material, conclusions, research or analysis in which they are based before the material is
disseminated to their customers. Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT)
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described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or
sale of any such securities or other financial instruments from time to time in the open market or
otherwise. Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) may make
markets in securities or other financial instruments described in this publication, in securities of issuers
described herein or in securities underlying or related to such securities. Alfalah CLSA Securities (PVT)
LTD. (Formerly Alfalah Securities (PVT) LTD) may have recently underwritten/or in the process of
underwriting the securities of an issuer mentioned herein. Alfalah CLSA Securities (PVT) LTD. (Formerly
Alfalah Securities (PVT) LTD) may also have provided/providing advisory services to the issuer
mentioned herein.

Rating System

Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) uses a 3-tier rating system
i.e Buy, Hold and Sell, based on the level of expected return. Time horizon is usually the annual financial
reporting period of the company. A Buy rating is assigned to any company when its total return exceeds
15%. A Sell rating is issued whenever total return is less than 0% and for return in between the 2 ranges,
Hold rating is meted out. Ratings are updated on a daily basis and can therefore change accordingly.
They can change because of a move in the stock's price, a change in the analyst's estimate of the stock's
fair value, a change in the analyst's assessment of a company's business risk, or a combination of any of
these factors.
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