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Hello everyone, welcome to BMA’s Investor Forum. This is Maheen Rahman, the Head 
of Research at BMA Capital. The idea behind today’s call is really to get a sense of 
where corporate earnings will end up over the next six to twelve months given the 
changed economic and political environment that we’re operating in. This will be first in 
a series of conference calls with senior management of major listed corporates to get a 
sense from the companies themselves on where they think their earnings are headed 
over the next six to twelve months based on the differing and changed economic 
environment that they’re operating in.  
 
We have with us today: Mr Ali Raza, who is the President and Chairman of the National 
Bank of Pakistan, Mr. Atif Bajwa, President and CEO of MCB, and we have Mr. 
Aameer Karachiwalla, CFO of UBL.  
 
The format of this forum will be such that first I will throw the floor to Saad Qureshi, who 
is our banking sector analyst and from then we will invite each of the gentlemen here to 
present their view on their corporates. We also hope that you have received the 
presentation that we sent out earlier on the banking sector as that is what Saad will be 
talking to.  
 
 
Thank you, Maheen, good afternoon everyone. I will be giving a synopsis of past 
banking sector performance as well as our expectations for the sector’s profitability and 
growth over the coming year. 
 
If we move to the first slide we see that the banking stocks have underperformed the 
KSE100 Index falling by 40.9% compared to the Index which has come off by 35.5%. 
Higher provisioning (in part due to SBP regulation changes) along with imposition of 
minimum deposit rates and increases in the base discount rate has hurt banking sector 
valuations. However, we believe that banking stocks are in significantly oversold 
territory with several banks such as NBP, BOP, AKBL trading below book values. If we 
move to the next slide we see that the Pakistani banking sector is trading at a 
significant discount to its regional peers. The sector is currently trading at a CY08E 
PBR of 1.3x compared to the regional average of 3.4x and historical average of 3.2x. 
Even on a ROE basis, Pakistani banks have one of the highest ROEs in the region. 
 
At the beginning of 2008 we highlighted that this would be a consolidation year in terms 
of banking growth. We expected loan growth to slow from previous levels and some 
shrinkage in high NIMs as banks began to focus more on improving asset quality. We 
believed the boom previously seen in consumer finance would begin to level off, while 
power, housing and SME would drive additional growth. While these factors have 
continued to hold up, our analysis did not factor in the substantial hike in the base 
discount rate which has raised the possibility of higher NPLs and hence greater 
provisioning. Asset quality thus is now the biggest concern for bank balance sheets.  
 
The question now arises if these valuations are fundamentally justified. Even with the 
changed economic environment and our more conservative assumptions, we believe 
the potential upside on banking stocks is substantial. I’ll briefly highlight our outlook for 
the sector including key challenges and opportunities and then pass the floor to our 
guest speakers.  
 
Asset growth clocked a 5-year CAGR of 15% since 2003. Going forward, we expect 
asset base to sit at PKR4.0trn for CY08 compared to PKR3.6 for CY07 – representing 
a growth of 11.1%. This comes predominantly from loan growth, though investments 
are also expected to increase approximately 16.0% during the year.  



 

 

 

Tuesday, September 02, 2008 

3  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Aameer Karachiwalla, CFO, UBL 
 
 
 

 
Similarly, deposit growth has been robust owing to high growth in money supply (M2) 
and strong foreign inflows, remittances and increases in overall economic activity – 
averaging 17.6% CAGR over the last five years. We expect this trend to continue. 
Deposit growth for CY08 YTD has been 6.6% and we expect it to cross 13.0% for the 
full year. The bulk of these deposits are low cost although with recent changes from the 
SBP, deposit costs have begun to trend up over the last six months from an average of 
4.18% to 5.18% as of Jun 08. 
 
Advances growth has clocked a robust 5-year CAGR of 21.0%. This year as well, loan 
growth is steady at 11.3% for 1HCY08 but we believe much of this has come due to 
government borrowing. For the full year we expect loan growth to sit at approximately 
16% given the higher interest rate environment which will dampen private sector credit 
offtake. 
 
Haven spoken about the slowdown in advances and deposit growth, the question 
arises about the profitability of the sector. Net interest margins have come under some 
pressure during 2QCY08 mainly due to the minimum deposit cost set by the SBP. 
NIMs are still high compared to their regional peers but we do expect a gradual 
downward dip in NIMs. However in the medium term, NIMs should stay well above 
regional averages given the upward bias in interest rates. In fact given higher discount 
rates expected, we may actually see an increase in NIMs over next year. In the short 
term though, NIMs should remain where they are even with the rising discount rates as 
banks may be unable to pass on the increase to their consumers without undermining 
asset quality. 
 
Let’s talk about some of the key challenges presently faced by banks today. We 
believe asset quality and managing the higher interest rate are the two key challenges 
faced by the banking sector.  Higher interest rates increase the overall interest spread 
for banks, but does also lead to NPLs. In 1QCY08 we saw overall provisioning for the 
banking sector increase from PKR121bn to PKR164bn – a jump of 21.4% YoY. In part 
this was due to a change in SBP regulations regarding provisioning, but this is also due 
to growing concerns with regard to asset quality. Thus there are limitations to a bank’s 
ability to continue to pass on higher interest rates to customers.  
 
We thus maintain a conservative stance on future provisioning and expect total 
provisioning to settle at approximately PKR168bn (USD2.2bn up 38.6% YoY- (5.9% 
Provisioning/Total loans) for CY08. 
 
Most of the banks that we speak to are expecting some reversals to flow in during 
CY08. This represents a potential upside to our valuations. 
 
Therefore, profitability is expected to be relatively subdued this year, though much 
room for growth still exists, particularly in the power and agri sectors. The consumer 
segment also remains relatively untapped and represents another avenue which banks 
will likely pursue once political and economic stability emerges. As such, banking 
stocks even under a higher discount rate analysis appear significantly undervalued.  
Thus, even factoring a worst case scenario of additional increase in discount rate, the 
sector appears significantly undervalued and represents a long term opportunity. 
 
I would like to now invite Mr. Aameer Karachiwalla CFO, UBL to the floor to share his 
insights with us. 
 
Thank you Saad. It was a very good overview of the banking sector. I share with you 
most of your sort of positives and also your concerns. What I would like to add, are a 
couple of things on to whatever you’ve been saying. The general view is that the 
spreads are going to be under compression going forward because of the five percent 
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increase that the State Bank has enforced on the banks. However, we found that there 
is also a parallel shift upward in our advances portfolio. We project only a 100 basis 
points reduction in our spread going forward into December.  
 
So although there is sort of a view that the spreads are going to be compressed but 
that’s going to be as much as one expects. On the other side, on the profitability, and 
that’s going down to the bottom line, because of large banks like UBL we have very 
diversified revenue streams. We have it through corporate, consumer and international. 
Even our treasury book has a certain sort of profit stream. So we actually believe, and 
our projections are, that whatever we’ve achieved, about 5.8 billion after tax for the first 
six months, we are probably likely to maintain that going forward. So despite all the 
economic downturn, and of course that’s going to have an impact on our numbers, 
there are enough opportunities as well, which will help counter some of the negatives 
there.  
 
More specifically, one of the questions that I keep getting asked is about provisions. 
You’re quite right that the provisions are going to be increasing a little bit going forward 
mainly from consumer, but that’s something we have known. We have had that 
portfolio now in UBL particularly for the last three years. Experience has actually given 
us enough statistics to project forward. We in the bank have actually accrued most of 
the provisions in the beginning of the year and therefore the trend is unlikely to worsen 
going forward because our provisions are not only based on potential regulation but 
also on our judgmental and our bucket flows.  
 
So we are confident that we know what’s happening to our consumer portfolio, what’s 
happened in the past is likely to continue slightly and improve with our resources that 
we’ve put in to it. Even then, the consumer only happens to be twelve percent of our 
portfolio and although it gets the highest share of attention from everywhere it is still 
twelve percent. Forty-two percent is our corporate which is low risk, well-diversified, 
and our textile exposure is low. So when you look at our portfolio and put stress tests 
on all of it we, don’t see serious problems ahead.  
 
But obviously, economy is where it is and all of our customers are going to face the 
same challenges that everybody else is and therefore there will be some fallback 
because of that. Overall, our growth that we’ve been showing for the last many years is 
unlikely to continue, quite clearly. But, what we have achieved in the first six months, 
about eight percent in advances, we will probably end up with fifteen percent. You 
(Saad) gave a figure of about sixteen percent of overall growth – we were looking at 
about fifteen percent so very close to what you were showing, Saad. However, 
international, which predominantly is in the Middle East what seventy percent, that’s 
showing robust growth. We had thirteen percent growth there; we’re probably likely to 
have the same sort of growth numbers there which takes you to about twenty-six 
percent for the full year.  
 
Overall, expenses, is the next area that we actually focus on i.e. our expense 
management. We restructured our bank about a year and a half ago. We started the 
process last year and we are still in the midst of it but our restructuring has actually 
paid off: despite inflationary pressures our expenses are only up with about nine 
percent. Our personnel cost is actually almost flat so we are very happy we that – we 
are actually letting people off. And therefore, we think that expense growth is not going 
to be a major problem either. Although inflationary pressures are there but the 
economies are kicking in – in terms of how we restructured our branch network.  
 
So overall, [on the loan] portfolio, yes, the consumer part is slowing down. We have 
actually intentionally slowed it down for what we did with our consumer book was that 
we started changing our trade parameters which has worked favourably. With our 
consumer, we have all six consumer products so again within the consumer it is 
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reasonably well diversified. Half the products are secured: auto, mortgage, and the 
other for the business line products. So even within the consumer, half the portfolio is 
secured. So overall we’re very confident that despite all these things, our profitability 
will continue. Obviously, the mix will change a little bit [with respect to] what’s coming in 
from NRFS or NIMs, what’s coming in from expenses and what’s part of the other 
income. We have had a good derivative revenue [stream as well]. So because the 
diversified revenue stream if one area of the business doesn’t do too well, the others 
kick in so fortunately we actually maintained our profitability and we believe we will be 
able to continue going forward.  
 
I think this is what I wanted to say about the banks but if you have any questions… 
 
Thank you very much. I would now like to invite Mr. Ali Raza. 
 
Good afternoon, good morning wherever you are. My name is Ali Raza and I am the 
Chairman and President of National Bank. My comments pretty much will echo what 
has just been recited by Mr. Karachiwalla in terms of how we see our results and our 
numbers going forward and clearly as the presentation earlier has indicated the 
banking sector in Pakistan is really undervalued right now.  
 
I will give you our own example, the maximum stock price during the last 12-14 months 
for National Bank was something in the region of PKR360, book value is around 145, 
today the stock price is trading at PKR94-95. so there has been a precipitous fall which 
is certainly not reflecting the operating performance.  
 
Yesterday we had our board meeting to announce six month numbers and we had a 
top line growth of 30%, the bottom line was actually a little less than the corresponding 
period in 2007 because of higher provisions, but I think an important point has been 
made about provisions by the earlier speakers. Because of the change in the State 
Bank regulations whereby last year the benefit of Forced Sale Value which was 
allowed up to 50% of the value of the collateral that has been taken away by the central 
bank, so today the Pakistani banks I think are extremely well cushioned against any 
downside in the sense that all their problem loans are a 100% provided. So going 
forward that gives a lot of potential income or a very good income stream in the future 
because of the overall discipline and so on in terms of repayment is a lot better than it 
was in the 90s. 
 
So what appears to be maybe a high absolute NPL number will be a source of good 
income to the banks going forward. In terms of National Bank I think I would echo 
precisely what has been said by Mr. Karachiwalla. We have a very diversified revenue 
stream, we have something in the region of twelve to fifteen products so we are not 
really dependent on one line of business. Corporate is around 50% of our business, but 
the balance is very well diversified between consumer, SME and mortgages and we 
also have some micro finance products through a private public partnerships 
arrangement with the government of Pakistan and even with the new government. We 
see a lot of future in these micro products comes through this private public partnership 
program.  
 
Again, we don’t really expect much growth in the next twelve months given the tight 
monetary policy. On the NPL side we have taken some of the larger hits in the second 
quarter of this year so we don’t really expect too many hits in the future. Our consumer 
portfolio consists largely of a very safe product which is called the Advance Salary 
Product where we essentially lend to government officers based on a certain 
percentage of their salary and this is extremely secure because the instalment is 
deducted before the salary is paid and the loan is also secured by salary and service 
benefits. We don’t really have any other personal loan product so we have a very safe 
consumer loan portfolio and we never have any default to that.  
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So on the corporate side we’re pretty much the same as the large banks; it is a good 
performing portfolio. On the SME and consumer the pressure was a little more but we 
expect that to increase. We have taken a deliberate decision not to increase our asset 
pricing beyond a certain level because if you would improve it, you’d simply pass out 
the increase in funding cost through a higher price in a situation where customers are 
feeling the pressure based on increased production costs and increased imports and 
we don’t want the costs of servicing to go beyond a reasonable level so I think we have 
taken a deliberate decision to manage our asset pricing in a way that we don’t end up 
putting a customer in a difficult situation and [worsen] a non performing loan by 
increasing the pricing with a 150 basis points.  
 
So we’re managing the asset pricing in a, I would say, very careful way to avoid the 
danger of any further growth in the NPLs. One of the earlier speakers referred to the 
increase in the cost of funds for the large banks. This is because the minimum rate on 
savings accounts was raised three months ago to five percent and this was applicable 
as of July. So the impact of this higher rate which was going to affect the five large 
banks more than the [medium] or the smaller banks because we have roughly 
something like 35% of our funding comes from these savings. This is going to have an 
impact in the second, no sorry, the third and fourth quarter of this calendar year. We’ve 
done a calculation where we feel that something in the region of 60-65% of this 
increase in costs can be managed by a combination of an increase in asset pricing – 
up to a reasonable level – and the fact that the [the rate on] government treasury bills 
has correspondingly increased. So a combination of the increase in asset price as well 
as the increase in treasury bill rates and as you know there is a reserve requirement of 
around 25% [of investment required in T-bills] so a good chunk of our deposits are 
invested in treasury bills.  
 
So there is mitigation to the tune of 65% or thereabouts which will offset the increase of 
impact in the service rates. And the rest will be obviously compensated by maybe more 
products, by an increase in the balance sheet and overall by improving efficiency in the 
institution. 
 
So in a nutshell I think the values are extremely good. I [already] gave you an idea of 
what our maximum share price was previously and what it is today. Our book value is 
around 140 or 145 rupees so at a price of Rs95 it’s a substantial discount to book 
value, which is certainly not representative of the true potential of our organization. I 
would just like to end by saying that we invested a substantial amount on a state of the 
art [technology] system which is going to [be] fully implemented in the next two years. 
The process has already started. We are investing a lot in our human resources: in 
training, in hiring. We’re hiring about 140, 150 employees a year.  
 
So going forward, when you evaluate the potential of this organization there are two 
critical areas which is people and which is technology. I think we are very well 
positioned in terms of those two areas. So overall, I think the values are extremely 
good but the country is going through obviously a slightly challenging economic 
situation but I’m confident that in the next couple of weeks things are going to start 
settling down. Pakistan as a country has a tremendous amount of resilience – I think in 
terms of national resources, human resources, strategic location this country is 
extremely important. If you look at the global economic situation, it has [changed] over 
the last 18 months. Pakistan is a country which has a tremendous potential of 
agriculture and the government has already announced a very [strong intention to] 
invest and improve agriculture.  
 
We are very rich in mineral wealth. Hopefully in the next two years we will be largely 
self-sufficient in energy which at the moment is one of our major challenges. And then, 
with our strategic location and our very good human resource, mineral wealth and so 
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on I think this country is extremely well positioned to take advantage of the new 
developments in the global economy: high commodity prices, and so on. And the 
banking sector in particular, one of its main features which I’m sure everyone is well 
aware of is that the banking system is being entirely privatized and even National Bank 
which is government owned, by 75%, obviously reported in the stock exchange.  
 
More importantly the government of Pakistan is a passive investor so all decisions are 
made by the Board and the management and the board consists of, except for one 
director of the government, consists of people appointed by the government from the 
private sector. So we are functioning for all intents and purposes as a private 
corporation and therefore being able to compete with the privatized index. I guess 
that’s about it. Thank you.        
 
Thank you very much. I would now like to invite Mr Atif Bajwa, President and CEO of 
MCB Bank for his comments. 
 
Thank you very much. I guess I will just start off by commenting on our second quarter 
results. Our net interest income was 10% up year on year and this is based on higher 
interest income of 9% and then backed up by advances growth. Average advances 
growth have actually been higher but end numbers suggest a 5% growth which is 
slightly suppressed, because in the last couple days we actually had a large repayment 
coming in, but overall our average asset growth has been in line with our interest 
income growth and in line with the market.  
 
As far as our deposits are concerned we grew YoY by 17% which was I think under the 
circumstances healthy growth because [as] mentioned earlier, the systems deposits 
grew by about 8.5%. We were affected by lower capital markets related earnings, but 
of course [this] is no surprise given the circumstances of the capital markets and 
consequently our total revenues were Rs.7.4bn which was slightly down YoY. We were 
also affected by provisioning; provisioning charge was taken which was lower on year 
to year basis but was higher than the first quarter of 08, this includes a provision also 
from our equity portfolio.  
 
Turning to the operating cost line, non interest expenses which is prior to the impact of 
pension reversal that we have in our numbers was 11% year on year which is lower 
than inflation but clearly [if] we [take] this into account [with] rising wages, inflationary 
impact coming in through rentals as well as utility bills and resultantly our costs 
increase to 11% was actually good [given that] we have been investing in some new 
businesses so a 11% YoY growth is I think [is a] pretty good one from that perspective.  
 
So our Earnings Per Share was Rs.7.2 for the quarter we had a slight increase in our 
(10% increase) EPS and we declared a cash dividend of Rs.3 per share. I think those 
are the key figures… our Return on Equity remains high at 36% and our return on 
assets are above 4%, our NPLs have crept up to 4.99% which is still one of the best in 
the market. Capital ratio still stays at around 18% of which 15% or whereabouts is Tier 
1 capital. So the outlook for the second half of the year for us is better than the first 
half.  
 
I think we have discussed before the impact of rising cost on savings account and in 
the month of June particularly where we were hit by these increased cost but could not 
pass it on in terms of higher yields on advances; clearly that is going to reverse itself in 
the next month - July was already showing reversal with the re-pricing on the floating 
rates stock of advances is now beginning to kick in. Increased cost on the balance 
sheet because [minimum] rate increased by a large extent - this all will be passed on 
through an increase in re-pricing of advances.  
 
This is not that we are looking to pass on or increase our spreads more than we have 
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but KIBOR itself has gone up by about 3% since the discount rate hike started, [due to] 
monetary policy action. So we expect that a big chunk of our asset book will be re 
priced and the cost of funds increase will be passed on.  
 
We also expect that our loan interest earnings will other than the capital markets side 
will do better in terms of fees and commission and therefore we are looking at a better 
second half of the year than we had up to June. The advances overall in the market I 
think have increased about 10-11% which I think is a trend that is likely to continue - it 
has been spurred by higher commodity prices and oil prices and of course the level of 
borrowing by the government, those were the key factors that will continue to drive 
demand on the credit side.  
 
Some of the private sector [loans] and the consumer sector [loans] are being 
squeezed. Consumer growth in assets is going to slow down, it has already slowed 
down in the first half, it will continue to be at lower growth rate than it has seen in the 
past years. We also expect that there will be higher delinquency in the consumer 
portfolio which would be leading to possible higher losses so there I think the system 
overall will need to be a bit cautious on the consumer side with interest rate at the 
current level and possibly even higher the consumer portfolio is something that will 
need to be cautiously approached.  
 
On the deposit side I think the growth rate of the system has been lower than would 
have been anticipated last year and this has a lot to do with the economic 
circumstances and perhaps the flight of capital but I think the balance of the year will 
also likely to continue with that trend. We expect and hope to be able to continue our 
growth at a higher pace than the market and therefore be able to gain a little bit of 
market share in that process. Longer term, I think with the political situation hopefully 
settling down over the next few months, although that may look very difficult at this 
stage, but there is underlying potential [which] I think I heard at the end of Ali’s 
comments earlier. There is potential in the country, there are lots of possibilities for 
investment and you know returns for the banking sector should be quite good and 
wholesome. I think I will end there but will be very happy to answer any questions if 
they come up. 
 
Thank you very much Mr. Bajwa. I just like to thank all our guest speakers and of 
course if you do have questions right now please do go ahead I would just request that 
you would kindly identify yourself and your organization before you ask the question. 
 
I wanted to ask you one thing, given that inflation is gone above 20%, if the State Bank 
decide to increase the discount rate further, how will the banks deal with that? Will they 
just re-price their asset? What effect will that have on the net interest margins? 
Because if they increase asset prices won’t that just increase provisioning and asset 
quality of banks. 
 
Most of the portfolio, in fact the entire portfolio except from some of the consumer is on 
a variable basis so as KIBOR goes up the spreads will increase  - this is the inherent 
riskiness because of the KIBOR going up but that’s the price adjustment the corporates 
have actually always gone through in the past as well. Ten to fifteen years ago rates 
were high as well then, corporates have gone through such high interest margin and 
they have a pass through effect there as well; yes there will be some reduction in 
quality over time but its something that as a bank we will also have to look at our own 
profitability so the margin is unlikely to be brought down, its just a natural increase due 
to KIBOR that we would maintain our spreads.  
 
It would be unrealistic and imprudent to increase asset pricing. This is something which 
I think institutions that are able to manage this better will be more successful than 
others. First of all, I don’t see the discount rate increasing imminently and even if it 
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does, we are talking maybe a percent or 100 basis points or thereabouts. On the 
contrary you must have seen that there is a real clamour for the reverse to happen i.e. 
for the State Bank to reduce the discount rate – for a number of different reasons. So I 
don’t think there is going to be a major impact because I don’t see the rates going up 
by much, but even if there is I think that needs to be managed very very carefully by 
the institutions  - because in a situation where you have inflation at the rates at which 
you are suggesting and in a situation where production costs have gone up you don’t 
really want to add to the problems of a company by increasing the debt servicing 
beyond a reasonable level  - so this is something where there has to be much more 
proactive communication between the banks and the borrowers. I am talking about the 
large corporate borrowers, in particular to ensure we don’t run into a situation where 
high interest rates can actually have a negative impact on the quality of the loan 
portfolio 
 
Given that net interest margins are high for the industry. You think the State Bank can 
take further measures to bring them down by increasing deposit rates any further than 
they already have? 
 
No, I think that the steps they have taken are fairly aggressive, we have never had a 
situation where the Central Bank mandated a certain rate of deposits and there is a 
justification for doing so, I suppose, because the rates were quite low, but I don’t think 
there will be any further intervention in that regard. I think the law of the market, the 
market forces will basically put an upward pressure on deposit rates because there is 
not too much liquidity coming into the system, and the liquidity that is there, will 
obviously have more of a premium and therefore deposit rates are bound to go up, and 
as they go up the objectives of the State Bank - in that depositors should get a good 
return - are automatically being achieved.  
  
See, everyone talks about PLS savings and the State Bank having forced them [the 
rate] at 5%. The market rate is already high in that aspect. PLS savings are not really 
savings accounts they are transactional balances so the consumers can actually get 
any kind of interest rate the want depending on the tenure, depending on the 
investment - its just that the SBP has forced us to pay a minimum on a transactional 
balance which I believe that need not have been done because consumers do have a 
choice. They can move from transactional balances to investment products or mutual 
funds in the market.  
 
No Aameer, I’m sorry his question was that will the State Bank raise it any further; My 
answer was very unlikely as they have already taken a big step and now the market is 
determining the rates and like you said consumers have a choice. I think he (Aameer) 
has made a very important point, as to the reason why the current and savings account 
as a percentage of deposits in Pakistan is really high is because these are used as 
transactional accounts and they are insensitive to interest rates. People want to have 
the benefit of a check book because we still are a cash economy and people want to 
have an access to a check book so they can take the cash out and pay the vendors, 
pay the suppliers; the culture of savings in this country is that people save either by 
buying gold or buying property or maybe equities and so on. They don’t use the 
banking system as a conduit for saving. It’s going to take a cultural transformation 
which could take a decade or so for this to be achieved. Ultimately this will come but 
the measures taken by the central bank are simply accelerating this change or that 
process.  
 
I think a lot has been said on this and the likelihood of another increase in savings rate 
is unlikely. I don’t see that as options for customers are there to get higher yields. 
There are new products that are being introduced that are raising the savings rates [so] 
I don’t think the pressure to further increase the rate on the savings account is going to 
be as strong as it was perhaps.  
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The other thing that you see which [BMA] has highlighted in their presentation, is that 
the percentage of CASA deposits rose from 2000 to 2003 up to 80% and then started 
declining; this seems to suggest that during that time there was a huge activity in the 
market [with] a lot of transactional accounts being opened or accounts being used for 
transactional purposes. Now with the economy slowing down, the [bias] is shifting 
towards investment accounts whereby more where people are actually converting from 
CASA to term deposits or other investments. So you see that shift happening in any 
case. I think if the State Bank were to see this from that point of view, they would 
realize that the need for further unilateral decisions to increase the savings rate is not 
required. 
 
How do you expect the current political climate to impact your business and earnings 
growth (question rephrased by call moderator due to poor call quality)  
 
 
Credit offtake has been there - we grew by about 8% in 1HCY08 and we expect a 
further 7% increase in our advances book so there is appetite. Obviously this is very 
selective and our mix is going to change certainly from our consumer to our corporate 
and little bit to SME - so there will change of mix but the growth will be there because 
demand is there. Another area where we are seeing a lot of growth is infrastructure. A 
lot of commitments made in the power and other utilities. Those will be disbursed 
during the year so there is a pipeline demand that we will be meeting for this year and 
then early 2009 onwards.  
 
I have a question to Mr. Syed Ali Raza, I want to know what was the reason of higher 
provisioning in 2QCY08 for NBP? 
 
Actually a large percentage of provisioning was basically change in buckets i.e. loans 
going down from substandard to doubtful which obviously means a 25% higher 
provisioning, and correspondingly loans going down from doubtful to substandard 
which means 50% higher provisioning. But when you look at the comparison between 
CY07 and CY08, you should bear in mind, that in CY07 we were carrying the benefit of 
force sale value which we didn’t in 2008 so on a pure apple to apple comparison, 
bearing in mind that now we don’t have the benefit of FSV which we did in 2007, the 
difference is not that much. The difference is in fact less than 50% so that was the 
primary reason.  
 
Second, in terms of sectors we have had some difficulty in the textile industry which as 
you know is something like 25% of the total banking sector advances and textile has 
been having a relatively difficult period, so there are some accounts in that sector 
which we have provided for, that’s the second reason why there has been an increase. 
On the consumer side it’s been very little because as I told you, we have a flagship 
product which is quite safe.  
 
On the SME and commercial there has been a marginal increase, so the numbers 
really do not really present the actual story and it looks as if there has been a 
substantial deterioration whereas for the reasons I had explained earlier i.e. strip off the 
FSV and then you take into account the fact that the textile industry has been in 
difficulty, we are not talking about a major deterioration. Going forward, in the third and 
fourth quarters, I think we will see lower provisioning and larger recoveries so we may 
actually end up in the third and fourth quarter with a write back instead of a write off on 
a net basis.  
 
Where do you see NIMs going forward? 
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Basically on the NIMs, I did briefly touch upon it. For UBL we had NIMs of 6.1% in June 
CY08YTD and that included only a small part of the increase in cost of funds because 
the 5% came in about 1st June, so that’s just one sixth of the effect. However going 
forward we are looking at that moving up from 4.2% to 5.4% (the cost of funds) that’s 
about 120bps increase but on the other hand, on the asset side we believe that our 
projections show that we would probably go from 10.3% to 11.4% and hence our NIMs 
for the latter half of 2008 will only be 10bps lower. This is our projection. These are the 
number we have been working on very closely with others in our business obviously it 
incorporates international growth, which is 20%, looking at a change in our mix, a 
change in our deposit mix so there are various factors. Overall we believe that the 
NIMs are maintainable for this part of the year. 2009 is still far away.    
 
Well I think our numbers, at least our projections are a little different; we see a higher 
impact on net interest margin than my colleague from UBL. We see something like, on 
a comparable YoY basis, something in the region of a 70 to 80bps reduction. Like I told 
you we feel we can pass on maybe 65% to 70% of the higher cost as a consequence 
of the increase in the savings accounts but not 90%. We see a larger impact than UBL, 
I don’t know what my colleague in MCB has to say about this. 
 
Hi. This is Mustafa Pasha from BMA Funds. My first question is from Mr. Ali Raza, I 
would like to know what the status of the GDR issue is for National Bank; it has been 
talked about a lot by the privatization announced, I was wondering what sort of a 
reasonable time line we can expect for the issuance. And secondly for the panel I 
would like to know what sort of efforts and what sort of progress have been made with 
regards to the compliance of Basel 2 across the whole banking sector. Thanks 
 
Okay on the GDR, likelihood is that it may be delayed; there is no decision as yet from 
the new government on whether and when they want to do the GDR. So the best I can 
tell you is that it’s status quo - more likely that it will not be happening this year - if at all 
it happens. At the current share price you realize it will really be to the disadvantage of 
the government to sell their equity in such a strong entity at such a discounted price. 
So the likelihood is that there won’t be a GDR at least in this calendar year.  
 
On Basel 2, the Central Bank of Pakistan has been taking a very aggressive approach 
in ensuring that the banks come up to international standards. I think all the banks are 
now compliant, virtually compliant with the standardized approach and what the Central 
Bank has done is that they have given the banks more time to comply with the 
advanced approach and they have been flexible enough and sensible enough to give 
each bank the leeway to determine what kind of timelines it wants to follow on the 
advance approach.  
 
By the way, let me take advantage of the fact that I am on the speaker and talk about 
something that I haven’t discussed in my earlier presentation. I have not talked about 
the international franchise of National Bank, which is in my opinion, is one of our crown 
jewels. We have over the last five years, made a strategic investment in virtually all the 
countries in Central Asia and the Middle East. We will be opening a branch in Riyadh in 
November of this year. We have a branch in virtually all the “-stans” in Central Asia, we 
have four branches in Afghanistan; we have four branches in Bangladesh. We expect 
going forward when trade/investment within South Asia and trade/investment flows 
between South Asia and Central Asia and Middle East become or achieve some kind 
of critical mass which they inevitably will, in the next two to five years period, I think 
National Bank will be extremely well positioned to take advantage of these 
opportunities.  
 
So this is something which I did not mention in my earlier presentation. We are present 
in 25 countries around the world including all countries which are Pakistan’s major 
trading partners, but I think going forward our key areas going to be kind of larger 
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Central Asia, South Asia, Middle East region and we will be the only institution which 
will have a physical presence in this very important region and therefore it will be very 
important for the bank going forward. 
 
We just had a question on NIMs, I think Mr. Bajwa did not get a chance to comment on 
that. Would you like to comment on that now? 
 
Yes sure, I think this question on NIMs was how do we project this going forward, and 
as I briefly touched upon it, NIMs during the second quarter dipped some  down 
because of the impact of the savings rate going up in June. But we expect earnings will 
go back to about the same level that we have experienced before in the first quarter 
because the asset book is going to adjust itself in terms of yields because of the 
KIBOR increasing primarily. Most of our book is on a floating rate basis not fixed 
therefore we anticipate that the impact of higher cost of funds will be passed on. We 
expect to return to our first quarter NIMs in the third quarter and fourth quarter.  
 
 
The banking sector has obviously done exceedingly well over the last five to eight 
years but there has been a slowdown because of economic and political factors. Just in 
summary over the next six months to eighteen months, how much of a slowdown are 
you seeing in your earnings growth and business compared to the previous five years, 
if any. 
 
The previous five years have been exceptional. Let me put it this way, they have been 
exceptional because the market grew, we entered in new businesses, the other 
revenue, even the spreads actually because of the increase in interest rates, discount 
rate actually helped the banks. Going forward, the growth in the NIMs is not likely to 
happen. One of the drivers of our revenue was the growth in NIMs. Now it’s actually 
protecting the NIMs to some extent [which is the focus], although Ali Raza Sahib does 
not believe we can protect our NIMs, but we need to protect our NIMs. Because of that 
previous growth multiples is unlikely.  
 
So, protecting NIMs and increasing the other revenue sources and then managing your 
expense base [is now important]. Because of the high growth, banks like ours and 
others have actually invested back into the businesses. We have renovated our 
branches - and the banking industry has been paying higher salaries than they should. 
Those hired outside the banking industry are hired much lower. It’s quite well-known 
outside. So overall there will be some sort of a reduction in cost base. The growth in 
NIMs percentage wise will be maintained, but in terms of hard numbers bottom line is 
not likely to grow as much, maybe at about 15 - 20% or thereabouts and therefore we 
will see that the minute the economy turns around right now we see further growth 
spurting up. 
 
So we are still seeing 15% growth over the next 12 months or so.  
 
That’s what we are projecting. We have to do a five year projection for our board and 
we have to do a lot of projections and that’s one of the things that we keep doing. Now 
that we are actually in a situation where, in the current scenario, we are doing a three 
plus nine and six plus six and a nine plus three and we are doing a lot of those things. 
So we are constantly working with our numbers and we don’t see a contraction in our 
projections. Obviously, it requires further investments in certain areas and then 
diversification going into overseas markets and stuff. So overall if you look at the bank 
itself we will be quite positive going forward.  
 
Yes would pretty much agree with what Aameer has said. I think 12-18 months is a 
very immediate timeframe, we have to look at the beyond. In the next 12-18 months I 
see assets increasing between 7 and 10% but I see earnings correspondingly 
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decreasing by the same percentage by 7% and 10% for the industry as the whole. Now 
there could be winners and losers within that matrix but by and large because of the 
pressure on funding costs and the impact on inflation all over, of course, we are looking 
at earnings roughly 10% less and assets maybe 7 to 10% more.  
 
So obviously the ROA will be lower than what it has been and bear in mind the last five 
years like Aamir said have been absolutely exceptional in terms of performance. I 
mean looking at our own situation here our six year pre tax income CAGR was 48%. 
Now obviously that is unsustainable and the reasons for that were just enunciated by 
Aameer. But I think in the next 18 months to 5 years we have to view institutions in the 
longer term, I think the banking industry kind of maturing and going into areas which it 
is currently not doing or not allowed to do enough so due to regulation. I think there is 
going to be a much more intensive interaction between the capital markets and the 
financial markets which is going to give banks more opportunities. The capital markets 
in Pakistan, going forward I think will be much more active than they have been so far.  
 
The last seven years there has really been a value correction taking place. Not too 
many companies have access to the capital markets. That is going to change. I think 
banks will play an important role either as underwriters, managers or whatever. 
Secondly, after mentioning infrastructure, I think infrastructures going to be another 
very very substantial area. Here we are talking about making hybrid financial 
arrangements and hence banks are going to play a very very important role. Thirdly, I 
see in the area of SME and mortgages a much greater growth because mortgages are 
still in embryonic phases. Total mortgages as a percentage of loans in this country are 
about one and half percent which I am sure you all understand is much lower than what 
it can and what it should be. So SME and mortgages are the areas of high growth and 
the whole micro finance business which currently is again in its embryonic phase. 
 
I think banks with large franchises like the three banks you are talking to, I think will 
have good opportunities in that area and of course the small volumes are compensated 
by the fact that the interest rates are very high. So banks will be moving into different 
areas in addition to obviously consolidating traditional areas. Therefore looking beyond 
the next 18 months to 5 years the earnings drop that I foresee over the I perceive over 
the next 6 to 18 months will be reversed and banks will be growing again at between 5 
and 7% which is a pretty decent rate.  
 
I have one question to Aameer and Mr. Ali Raza, as you pointed out earlier that the 
price to book ratios in the banking sector have collapsed; for the last few years we 
have seen the banking sector trade at a 5.8x time book multiples, Standard Chartered 
acquired Union Bank at about 5.0x book we have seen as recently as March 2008 the 
banking sector trading at an average price to book of 3.3x and today the price to book 
is about 1.3x with National Bank trading at almost 0.6x. My question is with regard to 
consolidation, with cost pressure and earnings slowing down can we expect to see an 
increase in the level of M&A activity in the banking sector and perhaps a further 
consolidation - and perhaps with that how do you see the prospects for further new 
entrants coming into the sector from overseas. 
 
That is a very good question and I think as we speak there are a number of 
players/people in the market who are positioning for exactly this type of M&A activity 
that you are referring to, because the prices are dirt cheap and Pakistan as a country 
has tremendous potential and tremendous future and  if we can get into the market at 
these prices - I think you will be foolish not to do so, so I see, I see a lot of that activity 
already taking place I mean I obviously don’t know the details, but at these prices there 
are you know syndicates being formed from within Pakistan and you know JVs etc. to 
acquire big chunks of these institutions of these shares from the market of selected 
financial institutions.  
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The second part of the question is that regarding going forward  - I think you need to 
have especially in context of Pakistan you need to have a minimum branch network 
and a minimum number of customers in order to compete in the market, you cannot 
function with a branch network of 25 branches or a hundred thousand customers. You 
cannot. You need to have a little more than that and I think a minimum of a hundred 
and fifty branches and you need to have possibly four hundred to five hundred 
thousand customers if you are to survive and play any role at all. So I see smaller 
banks coming under increasing pressure going forward and they will also be the targets 
for acquisitions or M&A activity. So yes I see a lot of that happening in the next 12 to18 
months. I think you will see that happening sooner rather than later. 
 
Whether you can see other entrants coming into the market, that I am not sure at this 
stage because I think we are overall over-banked in Pakistan the way I see it; so M&A 
activity is certainly [possible] at the current levels although the pricing [would be an 
issue] given that values are so low [it is unclear] who would want to sell out [given 
current valuations]. But other than that I think there is an opportunity here and 
valuations are very low. I mean that is clearly the case - it is all too sentiment driven, I 
don’t think the current valuations are to do anything with the fundamentals about the 
profitability of the banks; finance institutions actually do well unless there is a huge 
problem whether they are in a good market or bad market, weak economy or bad 
economy, you just have to handle your problems better and pick on the areas and 
areas that will be profitable for you. 
 
Can we expect to see acquirer banks to be UBL, National Bank MCB on the frontline of 
the price run? 
 
 
It is unlikely that the large banks would be the front end of the acquiring line because 
they already have a large franchise but it will be the middle banks, the middle market 
banks, or let’s say the second-tier middle market banks who want to get to the first tier 
of middle market banks, that might acquire smaller banks. [There are the] large banks, 
then your mid size banks and then your small banks, so the small banks especially 
those that cannot meet the minimum capital requirements - i.e. hundred and fifty million 
dollars, this is what the State Bank is expecting to impose very shortly. Therefore you 
can have mid size banks, second tier acquiring smaller banks and then becoming mid 
size banks in the first tier. 
 
Mr. Atif Bajwa if you are back on the line just a couple of questions came through; one 
of them was related to how you see earnings growth over the next 12-18 months for 
MCB and also there was an additional question on do you think there will be new 
entrants in terms of foreign players into this market and also what is the outcome for 
future M&A activity. If you would like to comment on this?  
 
Yes I can make a few comments on this. Yes I think the next few years are certainly 
going to be much more difficult for the banking sector in terms of growth; growth, as 
was pointed out earlier, by Aameer and Ali, a lot of the growth that came in the last few 
years is what I call commodity profits - related to movements in the underlying prices of 
commodities which in our case deposits versus loans, and that margin grew 
significantly over the last many years and that was the key driver for earnings growth.   
 
Fortunately, inflation rate was reasonably under control and you know the margins kept 
on growing. Now that we have discussed earlier while NIMs may be under pressure 
and may or may not be sustained, but it is unlikely that NIMs as a percentage is going 
to grow significantly more and therefore growth will not going to come from that 
avenue. It will come from volumes so we all need to work on expanding our balance 
sheet. The second area is diversification of revenue streams which means that we got 
to move into non interest revenue sources that may come from consumer, SME or 
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even corporate, that is where I think banks will need to focus on for growth; and as a 
challenge they really need to manage the pressures that come from the cost side which 
are going to now increase significantly because of the wages increasing, inflationary 
impact on rentals, most of our branches are coming up for renewals (every year one 
third of branches or thereabout relate to renewals and there is this increase in those 
rentals).  There are of course utility costs that are going up etc. etc.  
 
So I think we have a ‘growth challenge’, since we have all these areas to worry about 
and the champions will be the one that can grow volumes that can diversify income 
streams and that can manage their expenses better. And I am sure all banks have their 
own strategy in place to do that. I guess the implementations of those strategies are 
where we will be to tell the successful ones from the not so successful ones. 
 
The other question on new entrants coming in. On the face of it does look quite 
attractive  - this kind of market place where the margins are high, the return on equity is 
quite high, so you would expect that investors from outside would be interested to 
participate in this profit pool. But having said that the political and economic conditions 
and uncertainty in place may push back investment plans if there are any.  
 
I think the greater play will probably be in consolidation locally; I think the central bank 
would certainly be interested in further consolidation in the local market. I think, really if 
you look at it, there is a lot more synergy to be gained if you had a few mergers or 
acquisitions in the local market rather than fresh new entrants from outside, because 
you will be able to, in case of a merger cut out a lot of costs. I think the primary drivers 
of mergers or acquisitions will be cost synergy rather than revenue upside and cost 
synergies are best attained when there are few local players.  
 
So that is how [I see it developing]… now if that happens or not is based on a number 
of different factors -  pricing is one, asset pricing is still quite rich and high so one’s not 
sure whether the current price levels will be right. Other than that operationally also the 
last few mergers that we have seen have gone through significant integrations issues 
will be you know will we all need to learn lessons from but that is not to say that we 
should shy away from mergers or acquisitions, there are significant financial synergies 
to be gained and we just need to overcome the execution and implementation hurdles 
that we have seen. But in the next one and a half years, if that’s the time frame then, I 
don’t certainly see any big consolidation phase.  
 
Thank you. Before concluding this call I would like to thank our guest speakers and our 
clients for attending. Just to conclude on some of the comments we heard here - I think 
this has reinforced the view that Saad mentioned earlier that the banking sector has 
gone through a phenomenal growth phase for the last five years and it is entering a 
consolidation phase over the next two years so that means obviously that profitability 
growth does slow down and of course the other problems of higher provisions and of 
course the squeeze on NIMs; but the fact remains that is this really priced in already or 
has the market over reacted to where banking sector valuations should be sitting. Our 
view is - and we take a fairly conservative stance on the banking sector - we are 
Marketweight on the banking sector, but we do think that for example banks such has 
National Bank of Pakistan, UBL, Bank Al Falah, and even BOP to a certain extent have 
come off quite substantially in the latest market downturn and we do have a Buy stance 
on these banks. At this moment, there is a fair amount of political and economic 
uncertainty that will continue to weigh on the Index and I think a positive trigger is 
needed to come through in the market before we see investor confidence begin to 
recover. So clearly while banking stocks are undervalued they do represent a very 
strong long term investment opportunity at this point.  
 
With that I would just like to thank everyone for participating in the call. This is again 
the first in a series of calls that we have focusing on different sectors and we will let you 
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