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QUARTERLY REVIEW & OUTLOOK

The Market

The market during the third quarter of 2011 (3QCY11) was
mainly bearish for the first 2 months of the quarter due to
foreign portfolio outflow, the security situation in Karachi and
negative spillover impact from selling pressure in global eg-
uity markets. However, the local bourses displayed some
bounce back in the final third of the quarter. The market can
be segmented into 3 distinct phases: 1) sharp descent; 2)
modest recovery and 3) short correction and bounce back.
Overall, the KSE-100 Index during 3QCY11 dropped 734
points or 5.9% to close the quarter at 11,761 on average
daily turnover of 59.33m shares while the KSE-30 Index
shed 365 points or 3.15% to 11,220. The 9mCY11 return
for the KSE-100 Index was -260 points or -2.17%; likewise
the KSE-30 Index return was -367 points or -3.17%. The net
outflow of foreign funds in the market during the quarter
according to the NCCPL figures comes to US$46.09m while
the calendar year to date net outflow stands at US$15.90.

Pakistan’s Banking Sector

The year 2010 and half of 2011 have been salubrious peri-
ods for the Pakistani banking industry. Interest rates were
high, liquidity was plenty so banks could get rid of expensive
deposits, and NPL accretion slowed down. The resulting
commendable performance of the banks, especially the top
tier banks, might, however, have peaked.

This is because we expect spreads to get squeezed in the
face of expected policy rate cut of 50 bps in the immediate
future and 50bps later. On the other hand, slashing of inter-
est rates will result in one time capital gains for banks when
they mark-to-market their PIBs, T-Bills and TFCs, and also
ease the NPL accretion scenario as borrowers will then find
it easier to service their debt .

Another positive outlook for the sector is expected continued
strong growth of deposits and consequently investments.
However, there are no signs in the macroeconomic environ-
ment that will propel banks to change their stance on private
sector credit off take.

Out of our seven coverage banks, we recommend to ACCU-
MULATE MCB and ABL. This report also covers these two

banks, along with HBL, UBL, BAHL, BAFL and FABL.
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PAKISTAN MARKET REVIEW & STRATEGY

July to September 2011 Market Review

The market during the third quarter of 2011 (3QCY11) was mainly bearish for the first 2
months of the quarter due to foreign portfolio outflow, the security situation in Karachi
and negative spillover impact from selling pressure in global equity markets. However,
the local bourses displayed some bounce back in the final third of the quarter. The
market can be segmented into 3 distinct phases: 1) sharp descent; 2) modest recovery
and 3) short correction and bounce back. Overall, the KSE-100 index during 3QCY11
dropped 734 points or 5.9% to close the quarter at 11,761 on average daily turnover of
59.33m shares while the KSE-30 Index shed 365 points or 3.15% to 11,220. The
9mCY11 return for the KSE-100 Index was -260 points or -2.17%; likewise the KSE-30
Index return was -367 points or -3.17%. The net outflow of foreign funds in the market
during the quarter according to the NCCPL figures comes to US$46.09m while the cal-
endar year to date net outflow stands at US$15.90.

Sharp descent

The market was bearish during most of July and August on the back of foreign portfolio
outflow, unstable security situation in Karachi and spillover impact from a slump in
global equity markets. From the beginning of July to August 23, the KSE-100 Index
plunged by 1,653 points or 13.2% to close at 10,842. The average daily turnover dur-
ing this period was 54.45m shares and the net outflow of foreign funds according to
NCCPL figures was US$39.85m.

The market was depressed for most of the first week of July. The market sentiments
were bearish mainly due to the law and order situation in Karachi on the back of more
target killings and other violent incidents. The KSE-100 Index shed 94 points to close
at 12,390 on July 8. Some of the major developments during this period were:

= MQM protest on July 8.
= The fiscal deficit for FY11 came at 5.3% of GDP higher than earlier estimate.
= FY11 average CPI stood at 13.92%.

The market was lackluster during the second week of July. The continuing deterioration
in the security situation in Karachi and the resignation of the SBP Governor had an ad-
verse impact on the bourses during the week. The market began the week on a nega-
tive note as the KSE-100 Index shed 198 points within the first 2 days. The main rea-
son for this slide was the news of the suspension of US$ 800m in military aid by the
U.S. Government to Pakistan that led to nervousness among investors that the US-Pak
relationship would undergo further strain. The KSE-100 Index dropped 46 points during
the week to close at 12,346 on July 15. Other significant developments during the
week were:

= MQM protest on July 14.
= Resignation of SBP Governor on July 13.
= Foreign remittances cross the US$11bn mark during FY11.

The market was slightly bullish with improved turnover during the third week (85m
shares/day) as compared with the previous week (40m shares/day) and notwithstand-
ing US$22.3m net foreign outflow. The improvement in the security and political situa-
tion in Karachi was a key driver in the early part of the week. There was buying interest
in selective stocks from the fertilizer, cement, banking, oil and energy sectors ahead of
expected quarterly/annual announcements during the next 6 to 8 weeks. The KSE-100
Index gained 130 points to end the week at 12,476 on July 22. Some good news was
reported on the macroeconomic front as the FY11 current account balance posted a
US$542 million surplus.
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The market was depressed throughout the final week of July because of foreign net out-
flow of nearly US$12m on the back of uncertainty regarding the debt ceiling crisis in the
U.S. and the Monetary Policy Statement expected on July 30. Despite corporate results
of major companies such as MCB, FFBL and UBL being in-line with market expectations,
investors were still net sellers. The volumes were mainly concentrated in second and
lower tier stocks during the week under review. Another factor for the bearishness was
the ongoing conflict between the judiciary and the government. The KSE-100 Index

plummeted by 286 points to end the week and month at 12,190 on July 29.

The market continued its slump from July into the first week of August on the back of
precarious security situation in Karachi and to some extent a spillover depression in
equity markets around the world. The market opened on a positive note on August 1
because of the surprise move by the SBP on the weekend to cut the policy rate by 50
bps to 13.5%. The global decline in equity markets can be attributed to investors’ fears
of the growing debt crisis weighing down global economic growth. The KSE-100 Index
shed 815 points to end the week at 11,375 on August 5.

The market was mixed with improved turnover (71m shares/day as compared to 52m
shares/day in the previous week) during the second week of August as uncertainty con-
tinued in global equity markets having a spillover impact on local bourses. On the eco-
nomic front, July 2011 remittances were reported at over US$1bn for the fifth consecu-
tive month and in the recent T-bill auction on August 10, the cut-off yields posted small
declines in all three tenors. The KSE-100 Index dropped further during the week by
113 points to close at 11,262 on August 12.

The market was flat and slightly erratic with lower turnover (49% WoW fall to 36.m
shares/day) during the third week compared to the previous week on the back of the
uncertain security situation in Karachi and global selling in equity markets on the back
of weak U.S. economic data. There was some buying interest in OMCs as the govern-
ment decided to increase the OMC margin on regulated products. The KSE-100 Index
shed 382 points to end the week at 10,879 on August 19. Major news during the week
was:

= The government has increased dealers’ commission and the rate of margins of oil
marketing companies (OMCs) on petroleum products by PKR0.41 to PKRO.70 per
litre.

= The MSCI Barra, a leading provider of worldwide stock indices, announced the re-
sults of its August 2011 review on August 17, maintaining a status quo on Paki-
stan’s stock weight in the Frontier Markets at 3.98 per cent.

= The State Bank of Pakistan on August 17 said that current account posted a deficit
of US$75m in July 2011 compared with US$631m in corresponding period of last
fiscal year 2010-11, depicting a decreased of US$556m.
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= The State Bank of Pakistan on August 17 conducted auction of Pakistan Investment
Bonds (PIBs) and accepted bids worth PKR 41.2 bn with a realized amount of PKR
38.31 bn.

The market began the week on August 22 staging a minor recovery as the KSE-100 Index
gained 14 points due to buying activity in fertilizer and energy stocks. However, the Index
shed 51 points the next day as the MQM’s mourning day paralyzed activity in the Karachi
forcing the KSE to close 90 minutes earlier than usual.

Modest recovery

Near the end of August, the market began to stage a modest recovery that continued after
the Eid ul-Fitr holiday break till the middle of September. The KSE-100 Index gained
1,009 points or 9.31% from August 24 to September 21 to close at 11,851. Foreign port-
folio inflow (net inflow of US$3.26m during this period) and improving security situation in
Karachi on the back of Supreme Court’s suo moto action and Rangers-led crackdown was
the impetus for the recovery in the market during this period. In addition, the low inflation
figure of 11.56% reported for August 2011 led to bullish sentiments among investors that
a deeper rate cut by the SBP was possible in its upcoming policy statement in October.
However, during this period, the market turnover was erratic. Some of the key develop-
ments during this stage were:

= The U.S. and the ADB may provide financing for Diamer-Bhasha dam.

= The recent flood in Sindh is estimated to have caused damage to 2-2.5m bales of
cotton.

J

Gas supply to fertilizer plants, including Engro Corporation has been restored 12 days
ahead of schedule as annual maintenance time period of Qadirpur Field was cut
short.

Trade deficit for 2MFY12 widens by 19.5% YoY to US$3.33bn.
Record US$1.31bn remittances received in August 2011.
Pakistan is expected to end IMF programme.

Monetary Policy Statement rescheduled for October 8.

The current account deficit for August stood at US$89 million.

On September 21, the cutoff yield for six-, and 12-month bills declined to 13.2331%
and 13.3124% from the previous rates of 13.3015% and 13.4026%, respectively.
However, the cutoff yield for three-month papers remained unchanged at 13.0697%.

L

Short correction and bounce back

From September 22 to 26, the equity bourses experienced a correction because of profit
taking by both local and foreign investors, negative spillover impact from global equity
selling pressure and nervousness over the war-of-words going on between high level gov-
ernment officials of both the U.S. and Pakistan regarding the Haggani network. The KSE-

100 Index shed 586 points or 4.95% to 11,265 during these 4 sessions.

There was a modest bounce back in the dying days of the month due to reports of back
channel diplomacy in play trying to diffuse the tension between the U.S. and Pakistan and
news of a rate cut for new NSS investments. In addition, the rebound in the Index was
being led by buying activity in fertilizer and oil stocks on the back of higher earnings ex-
pectations for the upcoming quarterly result season. In the last 4 sessions of the quarter,
the KSE-100 gained 496 points or 4.28% to end the quarter at 11,761 on September 30.

The significant news reports during the last 10 days of September were:

= Pakistan will have to fight the Haggani network and other militant groups if it wants to
continue to receive economic and security assistance from the United States, says
the US Senate Appropriations Committee.
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= Cement sales fell 18% MoM in August 2011.

= The government may have to revise downward 2011-12 GDP growth projection from
4.2% to 3.5% following an estimated loss of 2.5 million cotton bales in Sindh by re-

cent floods.

= A team of experts from the International Monetary Fund will visit Islamabad in Novem-
ber for talks with Pakistani officials, says Finance Minister Abdul Hafiz Shaikh.

= The SBP on September 26 decided to intervene in the open currency market to arrest
the continuing depreciation of rupee against US dollar.

= India supports Pakistan’s EU waiver package.

= ADB links lending to macroeconomic stability. ADB is willing to lend money to settle
circular debt issue but GoP must take steps to prevent its reappearance.

= FY11 fiscal deficit jumps to PKR 1.194trn (6.6% of GDP including electricity subsi-
dies).

Comparative Performance

During 3QCY11, most equity markets around the world were depressed. The debt crisis in
both the Eurozone and the U.S. had a contagion effect for the rest of the world leading to
selling pressure in equity investments. Even the Asian markets were not immune despite
stronger fiscal positions vis-a-vis U.S. and Europe. However, global economic slowdown
would have an adverse impact on most Asian economies due to their export orientation.
The best of the worst equity markets were Sri Lanka, Pakistan, the Philippines and Indo-

nesia during 3QCY11.

Performance of Selected Markets during 3QCY11 and 9MCY11

o Period 3QCY10  YTD
31-Dec-10 30-Jun-11 30-Sep-11 Change Change
Sri Lanka All Share Sri Lanka 6,635.87 682594 6,783.55 -0.62%  2.23%
KSE-100 Pakistan 12,022.46 12,496.03 11,761.97 -587% -2.17%
PSEi Philippines 420114 429121 399965 -6.79% -4.80%
Jakarta Composite Indonesia 3,703.51  3,888.57 354903 -8.73% -4.17%
Nikkei 225 Japan 10,228.90  9,816.09  8,700.29 -11.37% -14.94%
DJIA USA 1157750 1241430 1091340 -12.09% -5.74%
FTSE Bursa Malaysia KLCI Malaysia 151891 1579.07 1387.13 -12.16% -8.68%
Sensex India 20,509.10 18,845.90 16,453.80 -12.69% -19.77%
THAISET 50 Thailand 720.19 729.78 636.18 -12.83% -11.66%
Nasdag Composite USA 2,652.87 2,77352 2,41540 -1291%  -8.95%
FTSE 100 UK 5899.94 594571 512848 -13.74% -13.08%
Strait Times Singapore 3,190.04 312044  2,675.16 -14.27% -16.14%
S&P 500 USA 125764 132064 113142 -1433% -10.04%
SSE Composite China 2,808.08 2,762.08 2,359.22 -14.59% -15.98%
KRX 100 South Korea 4,386.97 446047 3,759.01 -1573% -14.31%
Taiwan Taiex Taiwan 897250 8,652.59 722538 -16.49% -19.47%
Hang Seng Hong Kong 23,035.40 22,398.10 17,592.40 -21.46% -23.63%
CAC-40 France 3804.78 398221 2,981.96 -25.12% -21.63%
DAX Germany 691419 737624 5502.02 -2541% -20.42%

Source: Business Recorder, Bloomberg
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Regional Valuation

The Pakistan market PE at 5.92x is trading at a 48% discount to the regional average of
11.38x. Based on dividend yield, Pakistan is the most attractive at 7.06% followed by
Taiwan at 4.68% and Thailand at 3.75%while the regional average is 2.88%.

Regional Valuation Comparison

12m F 12m F
Country -
PEXx Div. Yield (%)

China 11.49 1.88
Hong Kong 10.30 3.05
India 11.27 1.44
Indonesia 13.29 2.39
Malaysia 12.81 3.49
Pakistan 5.92 7.06
Philippines 12.47 271
Singapore 11.28 3.69
South Korea 8.34 1.68
Taiwan 11.96 4.68
Thailand 10.55 3.75

Source: Thomson One Analytics
Date: September 15, 2011

Looking ahead

In the recently published Asian Development Outlook 2011 Update by the Asian Develop-
ment Bank (ADB) states that Pakistan can expect modest economic growth during FY12
mainly on the back of agriculture (dependent on weather conditions) and services sectors.
The growth of large-scale manufacturing is likely to be subdued given the energy crisis in
the country not likely to be resolved any time soon. The ADB is projecting real GDP growth
to clock in at 3.7% during FY12.

The ADB has expressed concerns over the low economic growth rate of the last 4 years
given the population growth rate, particularly of young people under 30 years of age that
comprise more than 65% of the total population. The ADB states that Pakistan must
achieve an average 7% annual growth to absorb the 3% per annum rise in its labor force.

Sluggish growth in agriculture in the recent past reflects the overall decline of the sector
since the high growth era during the 1980s. The ADB believes that the sector requires
structural reforms to achieve higher productivity. However, such reforms according to the
Bank would reduce labor requirements, as the sector accounts for 44% of total employ-
ment and hence, other sectors would need to create employment to take in unemployed
agriculture workers.

According to ADB forecast, the average annual CPI inflation is expected to ease slightly to
13.0% because of planned hikes in electricity tariffs, return of automatic pass-through of
fuel price increase to consumers and strong inflation potential built into the economy.

The current account scenario is anticipated to weaken during FY12 on the back of slower
export growth of 8% due to lower export prices and import growth of 14% reflecting cur-
rent high commodity prices and some economic growth. The ADB expects workers’ remit-
tances to remain robust, acting as a cushion for a larger trade deficit and restraining pres-
sure on forex reserves as external debt service payments rise sharply. The current ac-
count deficit is estimated at 1.3% of GDP.
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Selected economic indicators (%)

2011 2012
— Update — Update
2011 2011
GDP growth 25 24 3.7 3.7
Inflation 16.0 139 13.0 13.0

Current acct bal.
(share of GDP) -1.7 02 -23 -1.3
Source:ADB estimates

The SBP will release its Monetary Policy Statement on October 8. Given the August 2011
figures showing a deceleration in the CPI of 11.56% YoY as compared to 12.79% reported
in August 2010, there are expectations of a policy rate cut. However, the non-food non-
energy core inflation remains sticky at 10.1% during August 2011 as against 10.3% for
the same month last year. We feel that a cut of 50-75 bps is likely and anything deeper
than this would be a boon for the equity markets.

The decision of the GoP to abandon the IMF program might be considered a political one,
as the country will be entering into an election year soon. The shackles of fiscal restraint
that were placed due to IMF conditions will be off and will allow the government to intro-
duce populist measures to entice voters to re-elect it. This will likely increase the risk of
higher fiscal deficit leading to an increase in borrowing from both the commercial banks
and SBP. Albeit, the forex reserves and current account situation are strong, the external
position could be under threat if commodity prices rise, particularly crude oil and slower
growth in exports could result in depleting reserves and devaluation of the Pak Rupee. In
addition, there is uncertainty regarding the impact of the recent floods in Sindh on ex-
ports. There are news reports stating that the GoP may have to revise the GDP growth
target for FY12 downwards to 3.5% from 4.2% due to flood damage to the cotton crop.
The outcome of talks between Pakistan and the IMF scheduled for November and the
future outcome of the SBA will impact the direction of local equity bourses.

On the political front, the security situation has improved in Karachi, which may lead to a
rapprochement between the PPP and the MQM. It appears that the MQM has been cor-
nered, as the previous deterioration in the security situation has placed the blame mainly
on all the political stakeholders in Karachi, but the MQM is perceived to shoulder most of
the responsibility by the rest of the country. It is likely that the MQM will return to the gov-
erning coalition at both the centre and Sindh. Hopefully, this will re-establish some politi-
cal stability in the immediate term. However, in Pakistan, the political situation is always
fluid, it is a just a matter of time when the next political crisis will arise.

On the geopolitical front, the U.S. is building pressure on Pakistan to launch an operation
on the Hagqgani network; however, the Pakistani security establishment is reluctant to act
at this time. The U.S. Secretary of Defence Leon Panetta and outgoing Chairman of the
Joint Chiefs of Staff Admiral Mike Mullen have recently applied pressure both publicly and
privately on General Kayani to move on the Haqggani network. The already strained rela-
tions between the U.S. and Pakistan will likely see more acrimony ahead, which could
have an adverse economic impact on Pakistan in terms of the external account if the U.S.
decides not to grant more financial assistance.

Another round of quarterly results is expected to begin next month and so investor atten-
tion would also be focused on the results of the major sectors, as there are expectations
of good results for sectors such as E&P and OMC.
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Investment Strategy

The market is facing risks on various fronts such as economic, political and geopolitical.
Any significant development on these fronts will impact the market direction in the imme-
diate term. We recommend investors to exercise caution.

Given the risks, we advise investors to take a defensive stance and invest in income and
value stocks such as PTCL, PPL, OGDC, KAPCO, HUBC, LUCK and FFC.
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RATINGS GUIDE

September 30, 2011

Target Closing price  Rating EPS DPS BVPS PIEx Dividend P/BVx Beta Shares  Year

Price ~ on 30-Sep-11 FY10A FYLF FYLOF FYI0A FYLIF FYI2F FYI0A FYLIF FY12F Vield Outstanding - end
ABL 69.00 6050 Accumulate 960 1160 1190 360 400 500 4180 5050 5730 520 % 120 106 860  Dec
BAHL 3030 2987 Hold 410 460 500 200 250 250 1830 2190 2450 640 8% 140 122 879 Dec
FABL 10.70 1022 Hold 160 180 210 NIL N 100 2250 2650 2860 5.60 NIL - 040 115 733 Dec
BAFL 1120 1128 Reduce 070 220 230 NL 100 100 1650 1790 1910 5.20 9% 060 126 1349 Dec
HBL 11280 11936 Reduce 1420 1810 2030 650 700 7.00 8120 9390 10780 6.60 6% 130 110 1,102 Dec
MCB 195.10 17327 Accumulate 2020 2440 2630 1050 1150 1200 9470 10130 11620 7.10 ™ 170 1.20 836 Dec
UBL 65.90 60.14  Hold 910 1040 1190 500 500 600 5590 6170 7020 580 8% 100 122 1224 Dec
ACPL* 7400 5402 Buy 1070 790 980 500 450 400 6230 6700 7200 550 7% 080 099 87 Jdun
CHCC 930 8.25 Accumulate (0.10) 040 120 NIL  NIL  NL 2350 2340 2660 2230 NIL - 040 089 96 Jun
DGKC 2110 2057 Buy 050 090 220 NIL NI NL 6050 6460 7170 23.0 NIL - 030 140 438 Jun
FCCL* 6.50 400 StongBuy 020 030 080 NL NL NL 720 830 1130 490 NIL 040 150 1331 Jun
LPCL 340 2.37 StongBuy 070 (020) 010 NL NL NL 670 650 660 NA NIL 040 107 1313 Dec
LUCK* 89.00 7552 Accumulate 970 1230 1390 400 400 400 7760 8590 9550 540 5% 080 126 323 Jun
MTL * 581.90 40100 StongBuy 6240 7300 79.10 6500 4750 6000 11450 12710 21830 5.0 15% 180 102 3 dun
INDU* 235.00 19301 Buy 4380 3490 4780 1500 1500 1400 160.10 17960 24430 4.00 ™ 080 110 79 Jun
PSMC 8740 6855  Buy 310 540 1100 050 100 100 17620 177.30 18480 12.80 1% 040 090 82 Dec
HUBC 5740 4150  Buy 480 500 580 500 490 570 2580 2580 2690 830 2% 160 080 1157 Jun
KAPCO*  52.00 4510 Accumulate 580 740 820 500 650 790 2560 2720 2630 550 18% 170 059 880 Jun
NPL 1730 1510 Accumulate 010 530 720 NIL  NIL 160 1020 2430 2430 280 NIL - 060 100 354 Jun
APL* 40840 30785 Hold 5200 6160 6240 2500 4150 40.00 13360 16700 137.80 640 10% 290 103 69 Jun
PSO* 34200 25458 Buy 5280 8620 6720 800 1000 1500 171.00 24430 31740 380 6% 080 1.05 172 dun
0GDC* 14330 13214 Hold 1380 1480 1610 550 550 600 3660 4690 5680 8.20 5 230 113 4301 Jun
POL* 30290 368.36  Sell 3140 4570 4560 2550 3500 3200 12310 14130 15030 8.10 9% 250 120 237 Jun
PPL* 238.00 18957 Buy 1770 2390 2900 680 1090 1300 6080 7180 8780 6.50 ™ 220 1.04 1314 Jun
PICT* 88.30 7213 Buy 830 1150 10.10 400 500 500 3410 4290 4010 7.0 % 180 080 109 Jun
PTC* 1734 1162 StongBuy 230 170 181 175 175 L75 2119 2110 2149 640 15% 050 L1l 5100 Jun
FFBL 61.00 5868  Hold 700 710 680 660 700 670 1310 1880 18.00 820 12% 310 097 934 Dec
FFC 18760 161.90 Accumulate  13.00 2280 24.30 1040 2000 2100 1820 2780 2810 7.0 12% 580 1.02 848 Dec
(Cl 168.20 145.22 Accumulate 1750 1450 1880 1750 1000 1000 9710 11950 128.10 10.00 % 120 103 139 Dec
LOTPTA  12.70 1186 Hold 300 290 180 NL 050 050 640 870 1000 4.20 4% 140 130 1514 Dec
EPCL 1040 859  Buy (1200 060 170 N NL NL 1040 970 1060 1390 NIL 090 1.09 663  Dec
* updated for FYL1 results
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KSE 100 INDICATORS

Oil And Gas

Sec. P/E:7.99
Chemicals

Sec.P/E:9

Forestry And Paper
Industrial Metals And Mining
Construction And Materials

Sec. P/E: 7.32

General Industries

Sec.PIE:5.15

Electronics And Electrical Equipments
Industrial Engineering

Sec.PIE:4.17

Industrial Transportation
Sec.PIE:5.33

Support Senices

Automobile And Parts

Sec. P/E: 6.07
Beverages
Food Producers

Sec.PIE:28.9
Household Goods
Leisure Goods
Personal Goods

Company

Attock Petroleum Ltd
Attock Refinery

Mari Gas Company Limited
National Refinery
0GDC

Pakistan Qilfields
Pakistan Petroleum Ltd
Pakistan Refinery
Pakistan State Oil

Byco Petroleum

Shell Pakistan

Clariant Pakistan
Dawood Hercules

Engro Corporation
Engro Polymer & Chemicals Ltd
Fauiji Fertiliser Bin Qasim
Arif Hahib Corporation
Fauji Fertilizer

ICI Pakistan

Agritech Limited

Lotte Pakistan PTA Ltd.
Fatima Fertilzer Company
Security Papers
International Industries
Attock Cement

Bestway Cement

D.G. Khan Cement
Javedan Cement
Lafarge Pakistan Cement
Lucky Cement
Gharibwal Cement
Ghani Glass

Packages Limited
Siemens Engineering
Thal Limited

Pakistan Cables Limited
Al-Ghazi Tractors

Millat Tractors

PICT

PNSC.

TRG Pakistan Limited
Atlas Honda

Indus Motors

Pak Suzuki Motors
Muree Brewery Co Ltd
Nestle Pakistan

Rafhan Maize

Unilever Pakistan Ltd.
Unilever Foods Ltd

Pak Electron Limited
Grays of Cambridge Pak
Azgard Nine Limited
Bata Pakistan Ltd.

Mkt. Cap

(mln)
27,499
9,476
8,084
29,358
568,325
87,134
226,532
2,396
43,665
2,800
15,017
4576
23,766
56,393
5,699
54,814
10,969
137,317
20,157
7,617
17,958
37,700
1,383
4,800
4,678
3,033
9,012
3,723
3111
24,421
2,133
5441
8,607
8,824
2,790
1,165
4,396
14,679
7,873
2,611
721
7,443
15,171
5,642
1,627
169,970
25,215
74,193
9,852
656
259
2,238
5,295

Equity  Sh. OIS

(mln)
9,236.6
12,196.9
9,190.8
19,638.0
201,565.6
29,1247
94,423.0
2,348.8
41,903.0
(8,068.9)
7,900.0
2,658.4
22,6718
30,599.0
6,906.3
12,210.0
16,1353
15,4475
15,4554
10,799.5
9,688.4
24,2588
32200
4,690.5
5,395.4
7,006.1
26,519.2
124358
88154
21,7728
4,000.4
41436
26,929.9
7,168.4
5,664.0
1,399.7
6,362.7
4,652.2
4,681.0
71335
1,015.7
46224
12,5876
14,4979
3,7855
55819
4,953.9
3560.3
4044
6,795.7
201.2
18,469.7
1,960.7

(mln)
69.1
85.3
735
80.0

4,300.9
236.5
1,195.0
35.0
1715
392.1
68.5
341
4813
393.3
663.5
934.1
375.0
848.2
138.8
3924
1514.2
2,000.0
411
119.9
86.6
325.7
438.1
58.1
1,312.6
3234
400.3
106.7
84.4
8.2
30.7
28.5
215
36.6
109.2
1321
3854
62.6
78.6
82.3
173
453
9.2
133
6.2
1219
73
4493
7.6

PAT
(mln)
35943
126.4
1,186.0
32848
63,5273
74310
31,445.7
(29745)
14,7793
(1,616.4)
16156
762.7
32480
6,441.0
(813.8)
6,514.4
(2,768.9)
11,0288
24288
885.7
45278
(163.6)
315.1
1,026.3
1,003.6
(1,209.4)
233.0
(128.9)
(948.5)
39704
(1,027.5)
947.2
(3324)
999.5
1,366.3
455
19089
2,670.7
1,253.9
7115
(1,616.8)
1,002.6
34434
2111
315.3
41128
18379
32732
4375
260.5
(18.3)
605
585.5

EPS
(Rs)
520
15
16.1
411
1438
314
263
(85.0)
86.2
(41)
236
224
6.7
164
(12)
70
(74)
130
175
23
30
(01)
17
86
116
(37)
05
(22)
(07)
123
(26)
89
(39)
1212
445
16
88.9
730
115
54
(42)
16.0
438
26
182
907
199.0
246.2
710
21
(25)
0.1
714

PIE

75.0
6.8
8.9
8.9

117
1.2

N.M
30
N.M
9.3
6.0
73
8.8
N.M
8.4
N.M

12,5
8.3
8.6
40

N.M
4.4
4.7
47

N.M

38.7
N.M
N.M
6.2
N.M
5.7
N.M
8.8
20

25.6
2.3
55
6.3
3.7
N.M
74
4.4

26.7
5.2

413

13.7

221

225
2.5
N.M

37.0
9.0

Price
30-Aug
397.85
111.10
109.98
367.13
132.14
368.36
18957
68.45
25458
7.14
219.27
13411
49.38
14339
8.59
58.68
29.25
161.90
145.22
19.41
11.86
18.85
33.61
40.04
54.02
931
20,57
64.05
237
75.52
533
51.00
102.00
1070.00
90.89
40.92
204.78
401.00
7213
19.77
187
119.00
193.01
68.55
93.95
374799
2730.00
5581.02
1600.00
5.38
35.18
498
700.35

Div. Yield Weightage

W)
7.54
0.00
2.82
545
4.16
6.92
4.75
0.00
3.14
0.00
547

10.07
10.13
4.18
0.00
11.16
0.00
8.03
12.05
0.00
4.22
0.00
14.88
9.99
9.26
0.00
0.00
0.00
0.00
5.30
0.00
4.90
3.19
8.41
4.40
3.67
9.77
16.21
5.55
7.59
0.00
2.10
.77
0.73
532
2.00
421
441
4.44
0.00
7.11
0.00
4.00

)
1.02%
0.35%
0.30%
1.08%

20.99%
3.22%
8.37%
0.09%
1.61%
0.10%
0.55%
0.17%
0.88%
2.08%
0.21%
2.02%
0.41%
5.07%
0.74%
0.28%
0.66%
1.39%
0.05%
0.18%
0.17%
0.11%
0.33%
0.14%
0.11%
0.90%
0.08%
0.20%
0.32%
0.33%
0.10%
0.04%
0.16%
0.54%
0.29%
0.10%
0.03%
0.27%
0.56%
0.21%
0.06%
6.28%
0.93%
2.74%
0.36%
0.02%
0.01%
0.08%
0.20%
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Company Mkt. Cap  Equity Sh.0/S  PAT Price  Div. Yield Weightage
(min) (mn)  (min)  (mlin) 30-Aug (%) (%)
Colgate Palmolive 18,375 35771 316 11516 365 160 58167 2.32 0.68%
Ibrahim Fibers 9,887 152381 3105 33601 108 29 3184 6.28 0.37%
Indus Dyeing & Mfg. Company 7,699 43104 181 18585 1028 4.1 42596 0.00 0.28%
Sec. PIE: 6.08 Nishat Mills 16,908 313763 3516 29155 83 58 4809 9.36 0.62%
Tobacco Phillip Morris 8,621 68199 616 9584 156 9.0 140 179 0.32%
Sec.PIE; 1441 Pakistan Tobacco Company 18,526 36021 2555 9251 36 200 7251 4.62 0.68%
Health Care Equipment And Services ~ Shifa International Hospitals 1717 10951 505 258.6 51 66 34 7.35 0.06%
Pharma And Bio Tech Abbot Laboratories 9810 39125 97.9 11769 120 83 1002 4.99 0.36%
Sec. PIE: 10.85 GlaxoSmith-Kline Pak Ltd. 14428 107998 2019 10574 52 136 7147 5.60 0.53%
Travel And Leisure Dreamworld Ltd 18,400 3471 320 19 01 96689 575 0.00 0.68%
PIAC.(A 5593 -56416.9 25775 -207851 -81 NM 217 0.00 0.21%
Sec. PIE: 53.59 Pak Services 4635 227920 325 4219 132 108 1425 0.00 0.17%
Fixed Line Telecommunication PTCL 59,262 993896 51000 91512 18 65 1162 15.06 2.19%
Electricity Hub Power Company 48,022 298813 11572  5556.1 48 86 415 12.05 1.77%
KES.C. 13413 313009 74516 -146412 20 NM 18 0.00 0.50%
Kohinoor Energy 2,754 70517 1695 6873 41 40 1625 15.38 0.10%
Sec.PIE:7.98 Kot Addu Power Co. Ltd 39,699 224947 8803  5089.1 58 78 451 11.09 147%
Gas Water And Multiutilities Sui Northern Gas Ltd 10,982 187021 5491 25546 47 43 20 10.00 0.41%
Sec. PIE: 4.55 Sui Southern Gas 20,655 140723 8390  4399.1 52 47 2462 6.09 0.76%
Banks Allied Bank Limited 52,049 359749 8603 82253 96 63 605 6.61 1.92%
Askari Bank Limited 6,568 160040 7070 9432 13 70 929 0.00 0.24%
Bank Al-Habib 26,244 160661 8786 36022 41 73 2987 6.70 0.97%
Bank A--Falah 15218 223055 13492 9685 07 157 1128 0.00 0.56%
Bank Of Punjab 3310 37431 5288 -100595 -190 NM  6.26 0.00 0.12%
Faysal Bank 7488 165178 7327 11903 16 63 1022 0.00 0.28%
Habib Bank 131543 895247 11021 156131 142 84 119.36 545 4.86%
Habib Metropolitan Bank 19,175 20308.1 10478 28180 27 68 183 0.00 0.71%
MCB Bank Ltd. 144895 792042 8362 168732 202 86 17327 6.64 5.35%
Meezan Bank 16,140 110800 8030 16496 21 98 201 0.00 0.60%
National Bank 77,028 1284958 16818 175632 104 44 458 16.38 2.85%
NIB Bank 6,146 136628 40437 -101121 -25 NM 152 0.00 0.23%
Soneri Bank 2,897 89177 6023 1254 02 231 481 0.00 0.11%
Standard Chartered Bank 30,779 510731 38716  3605.6 09 85 795 7.55 1.14%
Sec.PIE:7.16 United Bank Limited 73,622 684151 12242 111599 9.1 66 60.14 8.31 2.12%
Non Life Insurance Adamjee Insurance 6,621 110350 1237 24345 42 128 5352 467 0.24%
EastWest Insurance Co.Ltd. 7441 3382 25.1 84 03 8813 296 0.00 0.27%
E.F.U.General Insurance 4510 104645 1250 7323 59 6.2 36.08 0.00 0.17%
Gl Insurance 5821 115759 970 836.6 86 70 6002 5.00 0.22%
New Jubilee Insurance 5685 28734 98.9 450.2 46 126 575 3.48 0.21%
Sec.PIE: 741 Pakistan Reinsurance 4977 67857 3000 2699 09 184 1659 18.08 0.18%
Life Insurance E.F.U. Life Assurance 5919 15793 850 363.2 43 163 6964 7.18 0.22%
Real Estate Investment And Services  Pace Pakistan Limited 449 51944 2789 4368 16 10 161 0.00 0.02%
Jahangir Siddiqui & Co 4381 101277 7633  -89838 -118 NM 574 1742 0.16%
Equity Investment Instruments PICIC Growth Fund 3453 69372 2835  bB517 19 63 1218 16.42 0.13%
Software And Computer Senvices Netsol Technologies Limited 1,101 33372 779 9519 122 12 1413 8.85 0.04%
Technology Hardware And Equipment  Pakistan Telephone Cables 57 1556 210 -107.4 51 NM 27 0.00 0.00%
Media Media Times Ltd. 1341 13651 1341 -136 05 NM 10 0.00 0.05%
N.A = Not Available, N.M=Not Meaningful
(™) Companies have equity, dividend yield and PAT of 2009 Market Cap. (Rs m) 2,707,068
PIE (x) 8.26
Dividend Yield (%) 5.56
ROE (%) 19.86
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KSE-100 STATISTICS
September 30, 2011

20 Lowest P/E x Stocks 20 Lowest P/BV x Stocks Top 20 EPS Stocks (Rs)

Pace Pakistan Limited 1.03 Pace Pakistan Limited 0.09  Unilever Pakistan Ltd. 246.22
Netsol Technologies Limited 1.16 Pak Electron Limited 0.10  Rafhan Maize 198.99
Thal Limited 2.04 Azgard Nine Limited 0.12  Siemens Engineering 12119
Al-Ghazi Tractors 2.30 Pak Services 0.20  Indus Dyeing & Mfg. Company 102.83
Pak Electron Limited 2.52 Javedan Cement 0.30 Nestle Pakistan 90.69
Ibrahim Fibers 2.94 Packages Limited 0.32  Al-Ghazi Tractors 88.92
Pakistan State Oil 2.95 SoneriBank 0.32  Pakistan State Oil 86.17
P.N.S.C. 3.67 Netsol Technologies Limited 0.33  Bata Pakistan Ltd. 7745
Lotte Pakistan PTA Ltd. 3.97 D.G.Khan Cement 0.34  Millat Tractors 72.96
Kohinoor Energy 4,01 Lafarge Pakistan Cement 0.35  Unilever Foods Ltd 71.04
Indus Dyeing & Mfg. Company 4.14 Pakistan Telephone Cables  0.36  Attock Petroleum Ltd 52.00
Sui Northern Gas Ltd 430 PN.S.C. 0.37  Thal Limited 4451
National Bank 4.39 Pak Suzuki Motors 0.39  Indus Motors 4381
Security Papers 4.39 Kohinoor Energy 0.39  National Refinery 41.08
Indus Motors 441 Askari Bank Limited 0.41  Colgate Palmolive 36.45
Attock Cement 466 KES.C. 0.43  Pakistan Qilfields 3144
International Industries 4.68 Security Papers 0.43  Pakistan Petroleum Ltd 26.31
Sui Southern Gas 4.70 Muree BreweryCo Ltd 0.43  Shell Pakistan 23.59
Muree Brewery Co Ltd 5.16 E.F.U.General Insurance 0.43  Clariant Pakistan 22.35
Millat Tractors 5.50 Jahangir Siddiqui & Co 0.43 MCBBank Ltd. 20.18

Top 20 ROE Stocks (%) Top 20 Market Cap Stocks (Rsm) Top 20 Div. Yld Stocks (%)

Unilever Foods Ltd 108.18 0GDC 568,325  Pakistan Reinsurance 18.08
Unilever Pakistan Ltd. 91.94 Pakistan Petroleum Ltd 226,532 Jahangir Siddiqui & Co 17.42
Nestle Pakistan 73.68  Nestle Pakistan 169,970  PICIC Growth Fund 16.42
Fauji Fertilizer 71.40 MCB Bank Ltd. 144,895  National Bank 16.38
Millat Tractors 57.41 Fauji Fertilizer 137,317  Millat Tractors 16.21
Fauji Fertiliser Bin Qasim 53.35 Habib Bank 131,543  Kohinoor Energy 15.38
Lotte Pakistan PTA Ltd. 46.73  Pakistan Oilfields 87,134  PTCL 15.06
Indus Dyeing & Mfg. Company 43.12 National Bank 77,028  Security Papers 14.88
Attock Petroleum Ltd 38.91  Unilever Pakistan Ltd. 74193  IClPakistan 12.05
Rafhan Maize 37.10  United Bank Limited 73,622 Hub Power Company 12.05
Pakistan State Oil 35.27 PTCL 59,262  Fauji Fertiliser Bin Qasim 11.16
Pakistan Petroleum Ltd 33.30 Engro Corporation 56,393 Kot Addu Power Co. Ltd 11.09
Colgate Palmolive 32.19  Fauji Fertiliser Bin Qasim 54,814  Dawood Hercules 10.13
oGDC 3152 Allied Bank Limited 52,049  Clariant Pakistan 10.07
Sui Southern Gas 31.26  Hub Power Company 48,022 SuiNorthern Gas Ltd 10.00
Abbot Laboratories 30.08 Pakistan State Oil 43,665 International Industries 9.99
Al-Ghazi Tractors 30.00 Kot Addu Power Co. Ltd 39,699  Al-Ghaz Tractors 9.77
Bata Pakistan Ltd. 29.86 Fatima Fertilzer Company 37,700  Nishat Mills 9.36
Clariant Pakistan 28.69 Standard Chartered Bank 30,779  Attock Cement 9.26
Netsol Technologies Limited 28.52  National Refinery 29,358  Netsol Technologies Limited ~ 8.85
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KSE-100 Sector Statistics

P/Ex ROE(%) P/Ex ROE(%)

Oil And Gas 7.99 29.70  Tobacco 14.41 18.07
Chemicals 9.00 21.48  Health Care Equipment And Services 6.64 23.61
Forestry And Paper 4.34 9.78  Pharma And Bio Tech 10.85 15.19
Industrial Metals And Mining 4.68 21.88  Media n.m. 0.00
Construction And Materials 7.32 5.66  Travel And Leisure 53.59 1.86
General Industries 5.15 755  Fixed Line Telecommunication 6.48 9.21
Electronics And Electrical Equipments  25.59 3.25  Electricity 7.98 12.49
Industrial Engineering 4.17 4158  Gas Water And Multiutilities 455 21.22
Industrial Transportation 5.33 16.64  Banks 7.16 1451
Support Services n.m. 0.00  Non Life Insurance 7.41 10.99
Automobile And Parts 6.07 14.69  Life Insurance 16.30 23.00
Beverages 5.16 8.33  Real Estate Investment And Services 1.03 8.41
Food Producers 28.90 66.63  Financial Services n.m. 0.00
Household Goods 252 3.83  EquityInvestment Instruments 6.26 7.95
Leisure Goods n.m. 0.00  Software And Computer Services 1.16 28.52
Personal Goods 6.08 13.25  Technology Hardware And Equipment n.m. 0.00
|KSE-100 Index 8.26 19.86|

Top 20 Liquid Shares (m) 20 Lowest PEG Stocks* 10 Highest/Lowest Rel. Perf.*

Lotte Pakistan PTA Ltd. 5.84 Lotte Pakistan PTALtd. 0.06  Indus Dyeing & Mfg. Company 31.7%
Fauji Fertiliser Bin Qasim 535 P.UC.T 0.07  Siemens Engineering 28.9%
National Bank 5.29 TRG Pakistan Limited 0.10  Mari Gas Company Limited 26.0%
Fatima Fertilzer Company 4.25 GhaniGlass 0.16  Dawood Hercules 23.7%
Jahangir Siddiqui & Co 3.28 Al-Ghaz Tractors 0.18  Pakistan Refinery 21.5%
Arif Habib Corporation 3.18 Rafhan Maize 0.23  Pakistan Reinsurance 21.1%
PTCL 2.63 Meezan Bank 0.24  Attock Cement 20.0%
Engro Corporation 2.28 Allied Bank Limited 0.25  AiifHabib Corporation 19.4%
Fauji Fertilizer 2.11 Fauji Fertiliser Bin Qasim 0.30  SuiSouthern Gas 18.7%
Azgard Nine Limited 2.08 Bank Al-Habib 0.32  National Bank 18.2%
D.G.Khan Cement 2.04 Indus Dyeing & Mfg. Company 0.35 BestwayCement -17.5%
Bank Al-Falah 2.01 Muree Brewery Co Ltd 0.35 Netsol Technologies Limited -16.0%
Bank Of Punjab 1.96 Ibrahim Fibers 0.40 IGlInsurance -13.0%
Nishat Mills 1.76 Lafarge Pakistan Cement 0.42  Pace Pakistan Limited -12.5%
Hub Power Company 1.47 Pakistan Petroleum Ltd 0.49 PIAC.(A -11.8%
Lucky Cement 1.38 Fauji Fertilizer 0.51 TRG Pakistan Limited -11.0%
Pakistan Oilfields 1.37 Unilever Foods Ltd 0.58  Indus Motors -10.6%
Attock Refinery 1.32 Pakistan State Oil 0.63  Millat Tractors -9.8%
Sui Southern Gas 0.69 Habib Metropolitan Bank 0.82  Media Times Ltd. -9.1%
NIB Bank 0.64 Nestle Pakistan 0.84  PICIC Growth Fund -8.8%
*grow th taken over last 5 years *Rel. Perfomance taken over MoM

14



Taurus Securities Limited

Quarterly Report: July-September 2011

ECONOMIC INDICATORS

FYO4  FY05  FY06 FYO7T  FYO8  FY09 FYL0AP
Nominal GDP (Rs billions) 5533 6548 7195 8235 9922 12082 13844
Real GDP Growth (%) 6.4 8.4 58 6.8 3.7 12 4.1
Large Scale Manufacturing Growth(%) 182 154 8.3 8.7 40 (8.2) 44
Agriculture Growth (%) 2.2 75 6.3 4.1 1.0 4.0 2.0
Major Crops: Wheat (m tons) 195 216 216 233 210 24.0 239
Cotton (m bales) 10.0 14.3 14.3 12.9 117 118 12.9
Sugarcane (m tons) 534 472 472 54.7 63.9 50.0 49.4
Rice 48 50 5.0 54 5.6 7.0 6.9
Services Sector Growth (%) 6.0 79 6.5 7.0 6.0 16 46
Exports (US$ millions) 12313 14391 16451 16976 19052 17688 19346
Growth (%) 10.3 16.9 143 3.2 12.2 (7.2) 94
Imports (US$ millions) 15592 20598 28581 30540 39966 34822 34710
Growth (%) 21.6 321 38.8 6.9 309 (1290  (03)
Trade Balance (US$ millions) (3279)  (6207) (12130) (13564) (20914) (17134) (15364)
Current Account Balance (US$ millions) 280 (1070)  (4990) (6878) (13874) (9261) (3495)
SBP Foreign Exchange Reserves (US$ millior 10326 9578 10836 14333 8745 9527 13112
Exchange Rate (Rs per US$) 57.6 59.4 59.9 60.6 62.5 785 83.8
% change (1.6) 3.1 0.8 13 3.2 255 6.8
Total External Liabilities (US$ billions) 353 358 36.4 395 449 51.1 545
Domestic Debt (Rs billions) 1979 2129 2337 2610 3275 3861 4653
of which:
Permanent (Rs billions) 537 501 500 553 608 678 794
Floating (Rs billions) 543 778 941 1108 1637 1904 2399
Unfunded (Rs hillions) 899 850 882 940 1020 1271 1456
TaxRevenue (Rs billions) 510 590 704 840 1010 1252 1483
Budgetary Expenditures (Rs billions) 899 1001 1196 1365 1921 2101 2577
Budgetary Deficit (% of GDP) 2.3 3.3 43 44 7.6 53 6.3

Borrowing for Budgetary Support (Rs billions) 63.7 60.2 709 1020 5199 3056 304.6

Credit Expansion (%) 23.7 22.2 16.1 14.2 293 154 127
M2 Growth (%) 19.6 19.1 15.1 19.3 15.4 96 125
Consumer Price Index (FY91=100) 4.6 9.3 7.9 7.8 12.0 208 117
Sensitive Price Index (FY91=100) 6.0 111 7.8 94 142 22.1 132

Source : SBP Annual Reports
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PAKISTAN'S BANKING SECTOR

The year 2010 and half of 2011 have been salubrious periods for the Pakistani banking
industry. Interest rates were high, liquidity was plenty so banks could get rid of expensive
deposits, and NPL accretion slowed down. The resulting commendable performance of
the banks, especially the top tier banks, might, however, have peaked.

Rates cut: more bad than good

We expect interest rates to come down, which, when coupled with expected higher cost
of funds, will consequently squeeze margins and spreads. Slashing of interest rates will
result in one time capital gains for banks when they mark-to-market their PIBs, T-Bills
and TFCs. UBL and HBL, which have large holdings of PIBs and TFCs, will especially
stand to gain from these. Moreover, interest rate slashing will ease the NPL accretion
scenario as borrowers will find it easier to service their debt.

Balance Sheet growth to remain strong

We expect the balance sheets of banks to continue growing strongly because of: (i) ex-
pected monetary growth, (ii) conversion of power sector TFCs and loans into PIBs, which
will give banks room to lend even more to the power sector, (iii) government’s increased
appetite for borrowing as a result of expected fiscal slippages which appear all the more
eminent as a result of conversion of power sector and commodity financing borrowings
into PIBs, and (iv) most of our coverage banks are going for aggressive branch network
expansion which will increase the banked population.

Accumulate ABL and MCB

Within our universe of seven banks, MCB, BAHL and ABL stand out on fundamentals due
to their impressive performance history and solid earnings outlook. The market, however
appears to have priced in these earnings outlook for our universe, and so we recom-
mend an Accumulate stance on ABL and MCB only.

Market share in terms of deposits as of Jun'll

BEBAHL
EMCB
BFABL
6% BEBAFL
BUBL
BHBL
OABL
OOther Banks

11%

15%

Source: SBP, Company Reports, TSL Research
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Balance Sheets to remain robust

Deposits, and as a result, the earning assets of Banks, have grown substantially over the
years, with the growth in deposits averaging 12.96% YoY over the past three years. We
expect deposits to continue growing strongly at approximately 12% for the next five years
due to: (i) broad money growth on the back of hefty government borrowing and possibly

monetization, and (ii) a large population of Pakistan still being unbanked.

Within assets, we expect the current trend of deleveraging (investments in safe govern-
ment securities taking preference over credit) to continue for at least the next two years.
This is because we do not expect much improvement in the real economy and the govern-
ment’s fiscal indiscipline before that. In the immediate future, banks will likely see further
improvement in IDR (investments to deposits ratio) at the expense of ADR (Advances to
deposits ratio) due to conversion of power sector debt (both loans, which fall in advances
category, and TFCs, which fall in investments category) and GoP’s commodity financing

borrowing into PIBs.

Earnings Outlook: slight downward dip

Lending Rates to determine earnings trend

Ever since 2008 when banks became extra risk averse (due to NPL accretion scare) and
limited their lendings, interest income has been chiefly driven by interest rates, as shown
in graph below. The only exception has come of late, from the second half of CY10 to the
second quarter of CY11, when rates were fairly stable and interest income followed the
trend of advances. The former trend leads to the conclusion (by holding banks’ risk han-
dling stance constant) that interest income for banks will rely heavily on movement in in-
terest rates, instead of advances.

Graph 1: Banks' Interest Income has historically closely followed trend of
lending rates

—— QoQ ChangeoflLending Rates (LHS)

bps QoQ Growth of TSL's Coverage Banks' Interest Income (RHS)
150 - — QoQ Growth of Industry Advances (RHS) - 20%
100 1 Recent anomaly r 15%
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Source: Company Reports, SBP

Dip in rates to move interest income southward

SBP has recently cut the discount rate by 50bps in July which doesn’t bode well for inter-
est based income of the banking industry. Historically, lending rates have (for obvious
reasons) followed the monetary policy stance; however, their trend has not been as ex-
treme as that of the policy rate and the KIBOR. They didn’t rise by as much as the latter
two during 2008, and they remained downward sticky during the interest rate slashing of
20009 (see graph?2).
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Graph 2: Lending and deposit rates have historically losely followed the MPS

—— DiscountRate  —— KIBOR (avg. 6 mnths) Lending Rates Deposit Rates (RHS)
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As lending rates loosely follow the policy rate, we expect the former to have continued to
fall down to 12.90% by the end of September (Aug 2011: 13.65%). This is more volatile
than the period of Mar'09-Dec’09 when lending rates went down only by 89bps in re-
sponse to a policy rate cut of 250bps. Due to the lagged effect (see graph 3 which shows
a blow up of graph 2), we expect the full effect of the first rate cut to reflect in September
figures and that of the second rate cut (October 8, 2011) to become visible towards the
end of 2011. The Box on MPS gives our expectations for the range of lending rates.

Graph 3: Blow up of Graph 1: Lag in trend of lending rates
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Source: SBP

Year M2 Growth Deposit rates have historically remained sticky

FY06 15.07% Deposit rates have historically been more stubborn than lending rates due to banks facing
FY07 19.32% little competition for deposits in the face of under developed financial markets and also
continuous money supply growth. The one time that the deposit rates closely followed the
FY08 15.35%  KIBOR trend (late 2008), growth in M2 remained relatively low (see table on left). In addi-
FY09 9.56%  tion, banks were going through a liquidity crunch at that time, which propelled them to go
FY10 12.46%  for costlier deposits. At other times, especially since the second quarter of CY10, rates on
EV11 15.89% deposits appear to be entirely independent of the monetary policy stance (graph 2).

One contributing factor for low cost of deposits is the high level of cheap demand deposits
Source: SBP . . .
(current account and some savings accounts) available to banks. Due to a large Muslim
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Box 1: Monetary Policy Rate Determinants

SBP will be looking at the inflation, exchange rate and economic growth outlook when it
decides on its monetary policy stance. We expect a further cut of 50bps in this MPD an-

nouncement, as a result of the following factors:

= Cool aggregate demand: Surplus in the current account at a time when economic
growth has been lackluster implies that the aggregate demand has cooled down con-
siderably. However, so far this FY, C/A has been in deficit, which will deter SBP from
going for a bigger cut like 100bps.

= Curtailment of monetization: GoP has kept true to its word and not only shifted its
borrowing away from the central bank (and towards commercial banks) but it has also
started paying off some of this debt. As of Sep 17, 2011, outstanding debt of the gov-
ernment from SBP stood at Rs. 48.29bn as opposed to Rs. 195.06bn around the
same time last year. However, threats remain due to expected fiscal slippages. As a
result, SBP would not want to be too aggressive (100 bps) in its policy rate cut.

= Subdued inflation figures: Given low demand and monetization riddance (mentioned
above), we expect inflationary concerns to ease. In addition, crude oil prices will likely
remain low in the year as a result of low demand in the face of another international
economic dip, which will take care of threats of imported inflation. SBP, therefore,

does not need to keep a tight monetary stance in the coming year.

= Rise in core inflation: While general inflation has gone down, core inflation (non-food,
non-energy) has actually risen this year, after remaining range bound for much of last
year. As a result, SBP would not want to be too aggressive (100bps) in cutting down
the policy rate.

= Slow economic growth: With the finance ministry expecting economic growth to
hover around 2.4% in FY11, much lower than the target of 4.5%, and little chances of
a quick revival this year, we expect SBP to further loosen its policy stance in order to
boost growth.

= Elimination of IMF pressure: The current IMF SBA ended on September 30, 2011
(repayment from next year) and GoP is reluctant to go for a new program, which
means that the pressure to tighten the policy will now end.

As a result of the above we expect a 50bps policy rate cut in the coming MPD announce-
ment. The table below gives our expectations for the trend of interest rates.

Projected Rates

Month Policy Rate 6M KIBOR Lending Rate

Sep '11 13.50% 13.38% 12.90% - 13.00%
Oct '11 13.00% 12.85% - 12.95% 12.65% - 12.75%
Nov '11 13.00% 12.85% - 12.95% 12.60% - 12.70%
Dec '11 13.00% 12.85% - 12.95% 12.55% - 12.65%
Jan '12 13.00% 12.85% - 12.95% 12.55% - 12.65%
Feb '12 12.50% 12.35% - 12.45% 12.05% - 12.15%
Mar '12 12.50% 12.35% - 12.45% 12.15% - 12.25%
Apr '12 12.50% 12.35% - 12.45% 12.10% - 12.20%
May '12 12.50% 12.35% - 12.45% 12.05% - 12.15%
Jun '12 12.50% 12.35% - 12.45% 12.05% - 12.15%

Source: SBP, TSL Research
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population, many account holders prefer current and PLS accounts, however this is not the
only reason for large availability of cheap deposits as Indonesia and Bangladesh, two other
Muslim majority countries, have much lesser demand deposits in their deposits composition
(see graph 4). Availability of cheap deposits has also improved due to: (i) expansion in
money supply and (ii) little competition for bank’s deposits.

This access to cheap deposits is unlikely to go down any time soon, not only because of the

Islamic and money supply expansion factors, but also because a large portion of Pakistan’s
population is still unbanked.

Graph 4: Pakistan had one of the highest demand deposits/total deposits in the region

(Dec' 10)
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Source: SBP, Bank Indonesia, Central Bank of the Republic of China, Bangko Sentral ng Pilipinas, Bank of Thailand, Hong
Kong Monetary Authority, Reserve Bank of India, Bangladesh Bank, Monetary Authority of Singapore

Deposit rates to remain range bound going forward

The above factors make deposit rates upward sticky, and therefore, we do not expect them
to surge upwards even if the SBP goes for a surprise monetary tightening. However, these
rates are already too low for there to be room to move downwards, especially since SBP has
imposed a floor of 5% on savings accounts.

We, therefore expect rates on deposits to remain range bound between 5%-6% in FY12, and
to rise subsequently.

Conversion of power sector debt into govt. papers to have little impact

In the immediate future another factor to look at while determining banks’ earnings is the
GoP’s decision to convert power sector debt and the government’s commodity financing into
government papers. We expect bank’s ADR to fall further as a result of this step. However,
their earnings are expected to be little impacted as shown in the example below, which
takes our expected KIBOR for next year (see box 1). If the rate falls more than expected then
the amount that banks will lose out on will even nullify.

Affect of TFCs-to-PIB conversion on banks interest income in CY12

Rate Amt. (PKR bn)

TFCs Amount 165.00

Interestincome in case of no conversion Kibor + (1.75% to 2.00%) 23.15
0.5(avg. 5-yr PIB rates for past two
auctions)+0.5(1-yr T-Bill rate as of

Interestincome in case of conversion Oct5) 21.56

Amountlost out by Banks -1.59

Source: TSL Research, New s Reports

Asset Quality: further improvement ahead

Ever since the non-performing loans (NPL) accretion scare in 2008 and early 2009, Banks
started shifting their asset base from private sector loans to investments in government
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securities (discussed previously). As a result, growth in NPLs slowed which in turn led to
earnings improvement. Earnings were further helped by easing of prudential regulations
on provisions for banks.

Graph 5: Banking Sector's improving NPLs situation
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Source: SBP, TSL Research

After a spike in NPLs in the second half of 2010 (growth in NPLs in 3QCY10: 7.10% and
4QCY10: 12.47% QoQ), asset quality appears to have steadied slightly. The former spike
came on the back of interest rates hike as well as slow growth in the real sector. It had
been expected that post floods the agricultural sector would see a significant rise in NPLs,
however though there was an increase in the 31 quarter of 2010, by the end of 2010 ag-
ribusiness infection ratio actually declined to 6.6% (from 8.36% in Sep’10 and 7.54% in
Jun’10).

It should be kept in mind that though asset quality has slightly improved (leading to earn-
ings improvement); the quality of Banks’ loan books has not. NPLs as a percentage of
total loans have jumped to 14.8% in June 2011, as opposed to 9.9% towards the end of
2008. On a QoQ basis, it appears that the second quarter of CY11l was better than
1QCY11 (see graph 6), however, this is mostly due to base effect. Banks’ credit off take
increases in the second and fourth quarters on seasonal factors, which raises the base
for the infection ratio (calculated as classified advances divided by gross advances), and
subsequently gives a lower infection figure.

Outlook: positive

Going forward, the cut in discount rate will likely further ease the asset quality concerns.
In addition, banks will move further away from loans to the private sector due to GoP’s
increased appetite for borrowing from scheduled banks in the face of: (i) its commitment

Graph 6 : Infection Ratio has gotten higher on YoY basis
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to limit borrowing from SBP, (ii) little promising outlook on tax revenues and (iii) the en-
ergy sector inter-corporate debt.

The year so far: performance peaked

Banks operated in a very conducive environment during the first half of CY11, with high
spreads and improved asset quality. As a result, the average earnings of the conven-
tional, KSE listed banks rose by a hefty 23.10%. For almost all banks, the major driver for
this growth was substantial net interest income gains; while, for some of them this driver
was augmented by reversals in provisions (SILK, BOK, JSBL and SBL) and lower provi-
sions charge recorded this period compared to the corresponding period last year (ABL,
FABL, SNBL and AKBL).

Banks- Half Year Highlights In PKR'm
Banks Net Markup Income Provisions PAT/(LAT)
HY11 HY10 Growth HY11 HY10 Growth HY11 HY10 Growth

Allied Bank Ltd. 12,376 10,579 16.99% 992 2,128 -53.36% 5,033 3,620 39.02%
Askari Bank Ltd. 5,045 4,834 4.36% 1,219 1290 -547% 704 712 -1.16%
Bank Alfalah Ltd. 8,837 6,322 39.78% 1,664 963 72.69% 1,908 1,079 76.93%
Bank ALHabib Ltd. 6,588 4,955 32.94% 770 253 204.42% 2,075 1695 22.43%
Bank of Khyber 1,108 506 119.18% -26 2 N.M 460 252 82.64%
Faysal Bank Ltd. 4,443 2,668 66.55% 128 603 -78.70% 794 1,734 -54.22%
Habib Bank Ltd. 13,576 11,725 15.79% 2,382 1,724 38.22% 5,010 4,050 23.69%
Habib Metropolitan Bank Ltd. 3,619 3,436 5.33% 1,691 1,443 17.15% 1,433 1,472 -2.66%
JS Bank Ltd. 771 509 51.39% -224 100 N.M 100 -337 -129.79%
KASB Bank Ltd. -299 -108 178.19% 805 -63 N.M -2,177 -673 223.67%
MCB Bank Ltd. 22,227 17,697 25.60% 2,439 2,050 18.97% 10,571 7,942  33.10%
Meezan Bank Ltd. 4,321 2,977 45.16% 553 474 16.55% 1,382 719  92.25%
National Bank of Pakistan 22,862 20,877 9.51% 6,136 4,459 37.62% 8,133 7,879 3.23%
NIB Bank Ltd 894 2,025 -55.84% 3,086 1,989 55.17% -1,369 -1,944  -29.61%
Samba Bank Ltd. 688 475 44.92% -23 11 N.M 40 -97 -141.87%
Standard Chartered Bank Ltd. 9,704 8,492 14.28% 2,822 2,544 10.92% 1,715 1,358  26.31%
Silkbank Ltd. 1,025 280 265.97% -640 43 N.M 163 208 -21.89%
Soneri Bank Ltd. 1,807 1,399 29.15% 476 1,100 -56.76% 474 186 154.51%
United Bank Ltd 19,312 16,604 16.31% 4,923 4,094 20.25% 6,705 5201 28.92%
Average 7,311 6,118 19.49% 1,535 1327 15.74% 2,271 1,845 23.10%

Source: Company Reports

This is better performance than the past few years; unfortunately, we do not expect this
golden period to last. As discussed in the section on earnings outlook, we expect spreads
to decline which will subdue the major earnings driver. One factor that still looks good for
banks is administrative expenses, which we expect to remain subdued due to lower ex-
pected inflation than last year.

MCB, ABL and BAHL: Strongest among the strong

Within our coverage universe consisting of seven banks, MCB, ABL and BAHL lead the
pack. They have the strongest earnings prospects going forward given their strong per-
formance history, good asset quality and low funding costs.
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Graph 7: MCB, ABL and BAHL to lead in terms of Returns on Equity
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According to asset quality, two banks stand out from the rest: ABL and BAHL. These two
have not only had lower infection ratios over the years than the other banks in our uni-
verse, they also adopted the practice of earmarking more than required general provi-
sions. Apart from these two, UBL too has historically kept general provisions over and
above SBP’s requirements.

The table below gives how prudent banks in our coverage cluster are. We like those to-
wards the top as they are less likely to have a negative surprise in earnings going forward

given their prudent policies.

Banks' Prudent policiesin CY09 and CY10

Availed FSV Benefit Kept above required gen. provisions

BAHL No Yes

MCB Partly, both years Yes

ABL No No

UBL Yes In 2010

HBL Yes In 2010, for floods
BAFL Yes No

FABL Yes No

Source: Company Reports

The market appears to have undervalued almost all the banks within our coverage clus-
ter, with ABL having the most upside potential according to our valuations. On dividend
yield basis, BAFL is the most attractive scrip.
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Clpsing Target Pote.ntial EPS PEX PBx
Stock Price at Price Upside/
30-Sep-11 (Downside) Cy1lE CY12F CY10E CY11F CY11E CYI12F

ABL 60.50 68.96 14.0% 11,59 11.93 522 5.07 1.20 1.06  Accumulate
MCB 17327  195.08 12.6% 24.36 26.31 7.11 6.58 1.71 1.49  Accumulate
UBL 60.14 65.89 9.6% 10.42 11.90 5.77 5.05 0.97 0.86 Hold
FABL 10.22 10.68 45% 1.81 2.12 5.66 482 0.39 0.36 Hold
BAHL 29.87 30.29 1.4% 464 5.01 6.43 5.96 1.36 1.22 Hold
BAFL 11.28 11.23 -0.4% 2.15 2.26 5.24 4.99 0.63 0.59 Reduce
HBL 11936 112.83 -5.5% 18.05 20.27 6.61 5.89 1.27 1.11 Reduce

Source: TSL Research
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TSL Banks
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Target Price 68.96
12-month Trading data
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Analyst:
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Allied Bank Ltd. (ABL)

Performance history: ‘middling’ is the word

As one of the five largest banks in the industry (by asset size), ABL benefits
from its size and has managed, not unlike its peers, to translate this into the
bottom line. Its yields on earning assets and funding costs, and subsequently
its spreads are in line with its peers; however its asset quality is somewhat
better than them.

ABL’s performance shot up in 2009 when its earnings grew by 71.3%. As a
result of this recent growth spurt, ABL’s 3-year historical CAGR comes out at
26.4%, from PKR 4,076m (EPS: PKR 4.74) in 2007 to PKR 8,225m (EPS: PKR
9.56) in 2010. Its deposits and advances have grown impressively too at
12.0% and 14.6% respectively, from PKR 264bn and PKR 168bn in 2007 to
PKR 371bn and PKR 253bn in 2010 respectively. Out of all the seven banks
we cover, ABL is the one bank whose advances have grown at a faster pace

than deposits in recent years.
Outlook: neutral to positive

For CY11, we expect ABL to post profit after tax of PKR 9,970m (EPS: PKR
11.59), and to give out dividends of PKR 4.0/share. The bank has already
made PKR 5,033m in the first half, and we expect it to earn less in the second
half due chiefly to policy rate cut.

We are projecting ABL’s earnings to grow by a 4-year CAGR of 10.4%; from
PKR 8,225m (EPS: PKR 9.56) in 2010 to PKR 12,220m (EPS: PKR 14.20) in
2014.

Recommendation: Accumulate

We have utilized a variation of the Gordon growth model, the justified price-to-
book value approach, to arrive at a value for ABL. Our end 2011 target price
for the bank, using a justified P/BV multiple of 1.23x and forecasted average
book value per share of PKR 56.21 comes to PKR 68.96/share. This gives a
14% upside to the September 30, 2011 closing price of PKR 60.50. We,
therefore, recommend an Accumulate stance on it.
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Financial Highlights

CYO08A

CYO09A

CY10A

CY11E

In PKR m unless mentioned

CY12F

Net InterestIncome 14,011 18,700 22,565 26,122 27,907 30,205 35,029
Provisions Charge 3,156 4,498 4,083 3,731 4,563 5,484 6,719
Non-InterestIncome 4,152 5,958 5,672 6,173 6,825 7,508 7,884
Non-Interest Expense 8,886 9,624 11,810 13,458 14,616 16,058 17,678
Profit After Tax 4,157 7,122 8,225 9,970 10,265 10,673 12,220
Advances 212,972 237,344 253,100 278,177 307,479 340,207 377,247
Total Assets 366,680 418,374 449,932 508,636 562,842 623,261 688,667
Deposits 297,475 328,875 371,284 410,208 455,331 505,417 561,013
Equity 20,805 25,891 31,166 38,271 43,899 50,225 53,159
Earnings Per Share (PKR) 4.83 8.28 9.56 11.59 11.93 12.41 14.20
Dividends Per Share (PKR) 2.50 4.00 4.00 4.00 5.00 5.00 5.00
Book Value Per Share (PKR) 24.18 30.10 36.23 44 .48 51.03 58.38 61.79
Price to Earnings (X) 12.52 7.31 6.33 5.22 5.07 4.88 4.26
Dividend Yield (%) 413% 6.61% 6.61% 6.61% 8.26% 8.26% 8.26%
Price to Book Value (x) 2.50 2.01 1.67 1.36 1.19 1.04 0.98
Net Interest Margin (%) 474% 543% 585% 6.22% 6.03% 5.88% 6.15%
Return on Assets (%) 1.21% 181% 1.89% 2.08% 1.92% 1.80% 1.86%
Return on Equity (%) 21.20% 30.50% 28.83% 28.72% 24.98% 22.68% 23.64%

Source: Company Reports, TSL Research
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MCB Bank Ltd. (MCB)

Performance history: From strength to strength

Historically MCB’s earnings performance has been head and shoulders above
that of its peers. Banks in the Pakistani banking industry generally earn simi-
lar yields, it's the cost of funds and asset size that gives banks the competitive
edge. However, in MCB'’s case, it leads not only through its funding costs but
also by earning the highest yields amongst the seven banks we cover. For the
past three years, MCB has managed to attract the highest yields on its assets
and the lowest cost of deposits and its borrowings.

Through the greatest CASA ratio in our coverage cluster, MCB is able to mini-
mize its funding costs. As it already has too high composition of current and
savings account (CASA) in its deposits, we expect it to reach a plateau, and its
peers to catch up.

MCB is not only a star performer in its core interest based business; it has
also managed to keep its operating costs subdued, with its costs being only
36% as large as NIl in 2010, vis-a-vis an average of 66% for our coverage
banks. In addition, it is the only bank under our coverage that has been suc-
cessful in actually lowering its infection ratio in 2QCY11, compared to the
same period last year.

The one area that MCB lags behind is in credit costs (calculated as provisions
charge divided by gross advances) in which BAHL takes the lead. For the year
2010, BAHL's credit cost was only 73bps and BAFL's was 103bps, as op-
posed to MCB’s 113bps.

MCB’s growth over the recent past has been slow (compared to other banks in
our universe) but steady. From 2007 to 2010, its PAT grew at a CAGR of 3.4%,
from PKR 15,266m (EPS: PKR 18.26) in 2007 to PKR 16,873m (EPS: PKR
20.18). Given its already large size (and thus large base) its deposits grew at
an impressive 3-year CAGR of 13.9%; from PKR 292bn in 2007 to PKR 431bn
in 2010. As a result of its prudence and aversion towards risky credit, its ad-
vances grew at a much slower 3-year CAGR of 5.1% in the same period; from
PKR 219bn in 2007 to PKR 255bn in 2010.

Outlook: neutral to positive

In the light of our expectations for the entire banking sector, the coming years
will offer less of a conducive environment for MCB to operate in. Nevertheless,
we expect MCB’s bottom line to grow at a 4-year CAGR of 15.0%; from PKR
16,873m (EPS: PKR 20.18) in 2010 to PKR 29,504m (EPS: PKR 35.28) in
2014. For CY11, we expect MCB to post a PAT of PKR 20,374m (EPS: PKR
24.36) and to give out a cash dividend of PKR 11.5/share.

MCB will enjoy one time gain in the short run (post conversion of power sector
TFCs into government papers) as it had not recognhized interest income ac-
crued on Power Holding Company’s TFC since 2009.
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Recommendation: Accumulate

We are valuing MCB at PKR 195.08 using a justified P/BV multiple of 1.52x and
forecasted average book value per share of PKR 128.33. The market appears to
have undervalued MCB which was trading at 173.27 as of September 30, 2011,
as against a 12.6% upside to our target price. We therefore recommend an Accu-
mulate stance on it.

Financial Highlights In PKR m unless mentioned
Net InterestIncome 28,483 35,775 36,834 43,781 48,925 53,945 59,481
Provisions Charge 4,019 7,322 3,597 4,045 3,836 3,720 3,510
Non-InterestIncome 5,791 5,643 6,265 7,040 8,510 10,488 13,240
Non-Interest Expense 8,388 10,944 13,249 15,906 20,259 22,227 24,507
Profit After Tax 15,375 15,491 16,873 20,374 22,005 25,401 29,504
Advances 262,135 253,249 254,552 330,409 387,176 449,958 527,651
Total Assets 443,616 509,224 567,553 646,162 718,368 799,827 893,057
Deposits 330,274 367,605 431,372 481,942 539,775 604,548 677,094
Equity 52,245 61,071 63,996 75,775 88,306 103,843 123,520
Earnings Per Share (PKR) 18.39 18.52 20.18 24.36 26.31 30.38 35.28
Dividends Per Share (PKR) 11.50 11.00 11.50 11.50 12.00 12.00 12.50
Book Value Per Share (PKR) 62.48 73.03 76.53 90.61 105.60 124.18 147.71
Price to Earnings (X) 9.42 9.35 8.59 7.11 6.58 5.70 491
Dividend Yield (%) 6.64% 6.35% 6.64% 6.64% 6.93% 6.93% 7.21%
Price to Book Value (x) 2.77 2.37 2.26 191 1.64 1.40 1.17
Net Interest Margin (%) 8.82% 9.76% 8.81% 8.79% 8.25% 7.94% 7.82%
Return on Assets (%) 3.60% 325% 3.13% 3.36% 3.23% 3.35% 3.49%
Return on Equity (%) 31.49% 27.34% 26.98% 29.15% 26.82% 26.44% 25.95%

Source: Company Reports, TSL Research
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United Bank Limited (UBL)

Performance history: poorer recent performance overshadows past bril-
liance

For CYO6 and CYO7, UBL was the top yield earner within our coverage banks,
but since then it has lost this position to MCB. Despite the fact that UBL’s cost
of funds have risen in the first half of this year (by 36bps YoY, according to
their conference call), we are not concerned about it as its cost of funds were
already a low 4.49% compared to our coverage bank average of 5.63% last
year.

The one cause of concern in UBL’s case is its high credit costs, which, at
185bps for 2010, is the highest within our coverage banks. UBL’s loan book
infection too is one of the highest within our universe of banks, and as of June
30, 2011, its infection ratio stood at 13.87%, up 275bps from the same point
in time last year.

In CYO6, UBL’s bottom line surged by a massive 59.2% YoY; however, since
then and up till 2009 it struggled. In 2010, its performance was somewhat
better. For the past three years, PAT grew at a CAGR of 9.9%; from PKR
8,403m (EPS: PKR 6.81) in 2007 to PKR 11,160m (EPS: PKR 9.12) in 2010.
Given UBL'’s size, it also grew impressively by 11.2% in terms of deposits; from
PKR 401bn in 2007 to PKR 551bn in 2010. Growth of its advances, however,
was at a dismal rate of 3.7%; from PKR 299bn in 2007 to PKR 334bn in
2010.

Outlook: neutral to positive

For CY11, we expect UBL to post a profit after tax of PKR 12,760m (EPS: PKR
10.2) and give a cash dividend of PKR 5.0/share. According to our projec-
tions, the bank’s PAT will grow at a 4-year CAGR of 14.8%; from PKR 11,160m
(EPS: PKR 9.12) in 2010 to PKR 19,375m (EPS: PKR 15.83) in 2014.

UBL will suffer a double hit from GoP’s decision to convert debt into PIBs, be-
cause not only will it earn less interest income on the said debt (discussed
previously in section on earnings outlook) it will also suffer because it had
already recognized the accrued interest on the same borrowings since 2009,
and now it won't receive that high interest post conversion. UBL will have to
reverse the interest it had already recognized.

Recommendation: Hold

We are using the justified price-to-book value approach, a variation of the
Gordon growth model to value UBL. Our end 2011 target price for the bank,
using a justified P/BV multiple of 0.85x and forecasted average book value
per share of PKR 77.85 comes to PKR 65.89/share. This gives a 9.6% upside
to the September 30, 2011 closing price of PKR 60.14. We, therefore, recom-
mend an Hold stance on it.

31



Taurus Securities Limited

Quarterly Report: July-September 2011

Financial Highlights

In PKR m unless mentioned

CYO8A CY09A CY10A CY1l1lE CY12F CY13F CY1l4 F

Net InterestIncome 27,857 32,943 34,109 37,633 41,461 45,350 51,116
Provisions Charge 8,097 12,615 8,005 9,412 10,545 11,590 12,981
Non-Interest Income 10,680 11,420 10,121 12,238 13,634 15,210 16,771
Non-Interest Expense 16,565 17,713 18,482 20,172 21,395 22,698 24,103
Profit After Tax 8,333 9,193 11,160 12,760 14,565 16,525 19,375
Advances 371,140 354,092 333,732 351,660 394,492 455,426 510,895
Total Assets 605,538 619,716 698,785 764,580 856,734 960,697 1,076,225
Deposits 483,560 492,036 550,646 598,175 671,226 753,907 844,376
Equity 42,222 52,276 60,181 69,040 80,030 92,324 108,183
Earnings Per Share (PKR) 6.81 7.51 9.12 10.42 11.90 13.50 15.83
Dividends Per Share (PKR) 1.00 2.50 5.00 5.00 6.00 6.00 7.00
Book Value Per Share (PKR) 34.49 42.70 49.16 56.40 65.37 75.42 88.37
Price to Earnings (X) 8.83 8.01 6.60 577 5.05 4.46 3.80
Dividend Yield (%) 1.66% 4.16% 831% 8.31% 9.98% 9.98% 11.64%
Price to Book Value (x) 1.74 1.41 1.22 1.07 0.92 0.80 0.68
Net Interest Margin (%) 6.60% 6.24% 6.69% 7.00% 6.79% 6.49% 6.48%
Return on Assets (%) 1.47% 150% 1.69% 1.74% 1.80% 1.82% 1.90%
Return on Equity (%) 21.86% 19.46% 19.85% 19.75% 19.54% 19.18% 19.33%

Source: Company Reports, TSL Research
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Faysal Bank Ltd. (FABL)

Performance history: merger with RBS proved to be a hiccup

Amongst the banks we cover, FABL had the lowest NIM last year and the low-
est spreads for the past three years. While its yields are not much lower than
those of the other banks within our coverage, its funding costs far outstrip its
peers. We had feared that post RBS’s merger into it, FABL's funding costs
would shoot up as RBS had kept relatively expensive deposits; however, this
did not happen. So far this year, FABL has managed to keep its funding costs
under control. For the first half of this year, FABL’s cost of funds declined by
4bps to 4.57%, compared to the same period last year (1HCY10: 4.61%).

Our second fear at the time of FABL and RBS’s merger had been of loan book
infection. While this materialized immediately after the merger (end CY10 in-
fection stood at 16.34%, up 549bps from CY09 level of 10.22%), since then,
FABL has been somewhat successful in reigning it in (Jun 30 2011: 15.34%,
up 430bps from 11.12% in June of last year). Despite this, FABL still has the
poorest quality of advances within our banking universe.

The past few years have been tough for FABL. In 2008, its earnings dropped
by 50.9%, and since then it has struggled to match its past performance. As a
result, in the past three years, its bottom line has actually declined 19.4%
compounded annually, from PKR 2,272m (EPS: PKR 3.10) in 2007 to PKR
1,190m (EPS: PKR 1.62) in 2010. From 2007 to 20009, its deposits grew by a
2-year CAGR of 10.1% and a meager 2.3% respectively; however, thanks to
RBS’s merger, its 3-year CAGR for deposits and advances is 24.2% and 15.2%
respectively.

Outlook: neutral to positive

As far as merger of RBS into FABL is concerned, we expect FABL to take some
time to come around; however our outlook on it is mostly positive. We expect
FABL’s bottom line to grow at a 4-year CAGR of 16.9%; from PKR 1,190m
(EPS: PKR 1.62) in 2010 to PKR 2,223m (EPS: PKR 3.03) in 2014. For CY11,
we expect it to post a profit after tax of PKR 1,323m (EPS: PKR 1.81) with
earnings in the second half of CY11 remaining lower than those already re-
ported in the first half.

Recommendation: HOLD

We are using the justified price-to-book value approach, a variation of the
Gordon growth model, to value FABL. Our end 2011 target price for the bank,
using a justified P/BV multiple of 0.38x and forecasted average book value
per share of PKR 28.35 comes to PKR 10.68/share. This gives a 4.5% upside
to the September 30, 2011 closing price of PKR 10.22. We, therefore, recom-
mend a Hold stance on it.
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Financial Highlights In PKR m unless mentioned
Net InterestIncome 4,949 4,990 5,791 5,442 6,044 6,516 7,248
Provisions Charge 2,047 2,192 2,202 1,366 1,970 2,193 2,871
Non-Interestincome 2,311 2,813 4,012 5,002 5,723 6,471 7,296
Non-Interest Expense 3,416 4,311 6,775 7,044 7,404 7,781 8,253
Profit After Tax 1,115 1,200 1,190 1,323 1,555 1,958 2,223
Advances 83,512 91,346 133,707 139,897 163,022 184,435 206,818
Total Assets 138,241 180,865 267,321 303,340 345,410 385,740 428,562
Deposits 102,777 123,655 195,315 221,126 254,012 284,493 318,632
Equity 10,136 11,336 16,643 17,984 19,539 20,764 22,254
Earnings Per Share (PKR) 152 1.64 1.62 181 2.12 2.67 3.03
Dividends Per Share (PKR) - - - - 1.00 1.00 2.50
Book Value Per Share (PKR) 13.83 15.47 22.71 24.54 26.67 28.34 30.37
Price to Earnings (X) 6.72 6.24 6.29 5.66 4.82 3.82 3.37
Dividend Yield (%) 0.00% 0.00% 0.00% 0.00% 9.78% 9.78% 24.46%
Price to Book Value (x) 0.74 0.66 0.45 0.42 0.38 0.36 0.34
Net Interest Margin (%) 413% 3.71% 3.15% 255% 2.64% 2.48% 2.44%
Return on Assets (%) 0.80% 0.75% 5.91% 11.75% 12.75% 14.95% 15.90%
Return on Equity (%) 10.89% 11.18% 8.51% 7.64% 8.29% 9.72% 10.33%

Source: Company Reports, TSL Research
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Bank AL Habib Ltd.(BAHL)

Performance history: prudent all around

The first thing that differentiates BAHL from all other banks under our cover-
age is its extra prudent credit policy. Towards the end of 2010, when the av-
erage infection ratio of the industry was 14.7%, BAHL's was only 2.28%.

Due to this very policy, BAHL's yields are one of the two lowest in our universe;
however, since all banks earn somewhat similar yields, its yields are not that
below our coverage banks’ average (BAHL: 11.36%, coverage banks’ average:
11.44%). It is a higher than average funding cost that is more responsible for
BAHL having second to lowest spreads within our universe.

Despite this, BAHL has been one of the most consistent performers within our
universe. Its bottom line grew by a 3-year CAGR of 17.7% from PKR 2,211m
(EPS: PKR 2.52) in 2007 to PKR 3,602m (EPS: PKR 4.10) in 2010. Its depos-
its and advances too have grown impressively by 3-year CAGRs of 29.6% and
16.7%, respectively, from PKR 115bn and PKR 79bn in 2007 to PKR 250bn
and PKR 126bn in 2010. These balance sheet growth rates make BAHL the

fastest growing bank within our universe.

Outlook: neutral to positive

Due to policy rate cut, we expect BAHL to not fare as well in the second half of
CY11 as the first half, and its CY11 profit after tax to end up at PKR 4,081m
(EPS: 4.64). We are projecting BAHL's earnings to grow at a CAGR of 14.6%;
from PKR 3,602m (EPS: Rs 4.10) in 2010 to Rs. 6,208m (EPS: Rs. 7.07) in
2014.

Recommendation: Hold

We have utilized a variation of the Gordon growth model, the justified price-to-
book value approach, to arrive at a value for BAHL. Our end 2011 target price
for the bank, using a justified P/BV multiple of 1.14x and forecasted average
book value per share of PKR 26.62 comes to PKR 30.29/share. This gives a
1.4% upside to the September 30, 2011 closing price of PKR 29.87. We,
therefore, recommend a HOLD stance on it.
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Financial Highlights In PKR m unless mentioned
Net InterestIncome 6,583 9,067 10,797 11,326 12,091 13,657 15,282
Provisions Charge 1,149 1,183 946 1,126 1,164 1,124 1,161
Non-InterestIncome 2,454 1,836 2,130 2,808 3,131 3,467 3,828
Non-Interest Expense 4,309 5,208 6,324 6,731 7,283 7,839 8,398
Profit After Tax 2,425 2,856 3,602 4,081 4,404 5,305 6,208
Advances 100,197 105,985 125,773 136,149 152,322 172,221 192,832
Total Assets 177,324 249,807 301,552 338,458 377,903 424,065 470,529
Deposits 144,390 189,280 249,774 280,964 314,989 353,099 391,940
Equity 9,967 12,287 14,706 17,354 19,592 22,731 26,334
Earnings Per Share (PKR) 2.76 3.25 4.10 4.64 5.01 6.04 7.07
Dividends Per Share (PKR) 1.25 2.00 2.00 2.50 2.50 3.00 3.00
Book Value Per Share (PKR) 11.34 13.98 16.74 19.75 22.30 25.87 29.97
Price to Earnings (X) 10.82 9.19 7.29 6.43 5.96 4.95 4.23
Dividend Yield (%) 418% 6.70% 6.70% 837% 8.37% 10.04% 10.04%
Price to Book Value (x) 2.63 2.14 1.78 151 1.34 1.15 1.00
Net Interest Margin (%) 490% 490% 4.46% 4.05% 3.88% 3.91% 3.93%
Return on Assets (%) 152% 1.34% 1.31% 1.28% 1.23% 1.32% 1.39%
Return on Equity (%) 26.97% 25.67% 26.69% 25.46% 23.84% 25.07% 25.30%

Source: Company Reports, TSL Research
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Bank AlFalah Ltd. (BAFL)

Performance history: held captive by its investments

BAFL had the second highest yields on earning assets amongst our coverage
banks in CY10; however, its competitive edge got eroded by high funding
costs. High cost of funds have remained a source of concern for BAFL in the
last few years, and given our expectation of rising cost of funds for banks in
general (discussed previously) this concern is not expected to be alleviated
any time soon. It will, however, be helped by BAFL's aggressive branch net-
work expansion which will likely bring it in reach of cheap deposits.

One area in which BAFL stands out is in its loan book quality. Since 2009, the
infection of its loan book has remained below not only the industry average
but also below that of the star performers MCB, HBL and UBL (CY10; BAFL:

8.39%, industry average: 14.7%, coverage banks average: 9.42%).

While BAFL has gained a competitive edge through its higher quality loan
book, it has lost out on its investments. Impairment in the value of its associ-
ated companies (Warid and Wateen) resulted in a PKR 1,819m loss on the
profit and loss statement in 2010, and this year the value has gone up to PKR
478m in the first half alone.

BAFL has had a roller coaster ride in the past four years with the downs
stronger than the ups. As a result, its bottom line has declined at a 3-year
CAGR of -32.4%, from PKR 3,130m (EPS: PKR 2.32) in 2007 to PKR 968m
(EPS: 0.72) in 2010. The biggest factor responsible for this decline has been
provisions charge (especially that related to investments) which almost dou-
bled during this period. Deposits and advances grew by a 3-year CAGR of 9.0%
and 6.6% respectively, from PKR 273bn and PKR 171bn in 2007 to PKR
354bn and PKR 207bn respectively.

Outlook: neutral to positive

We expect the past poor performance streak of BAFL to reverse from 2011
onwards, as has already been witnessed in the first half of the year. According
to our projections, BAFL’s earnings will grow at a 4-year CAGR of 41.3%, from
PKR 968m (EPS: 0.72) in 2010 to PKR 3,859m (EPS: PKR 2.86) in 2014.

We expect BAFL to finally outpace MCB by 2014, as far as yields on earning
assets are concerned, to become the highest yield earner within our coverage
banks. We expect BAFL to accomplish this feat as a result of MCB’s higher

predilection towards investments in government securities.

Recommendation: Reduce

We have utilized a variation of the Gordon growth model, the justified price-to-
book value approach, to arrive at a value for BAFL. Our end 2011 target price
for the bank, using a justified P/BV multiple of 0.65x and forecasted average
book value per share of PKR 17.39 comes to PKR 11.23/share. This gives a -
0.4% downside to the September 30, 2011 closing price of PKR 11.28. We,
therefore, recommend a Reduce stance on it.
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Financial Highlights In PKR m unless mentioned
Net InterestIncome 10,472 10,907 13,675 17,239 18,739 20,221 22,286
Provisions Charge 3,543 4,072 4,260 4,090 4,524 4,693 4,886
Non-InterestIncome 4,823 5,182 4,708 5,193 5,741 6,307 6,998
Non-Interest Expense 9,957 11,002 12,754 13,938 15,333 16,864 18,552
Profit After Tax 1,301 897 968 2,906 3,052 3,281 3,859
Advances 191,791 188,042 207,153 232,978 264,670 301,491 341,467
Total Assets 348,991 389,070 411,484 446,455 496,416 552,276 615,260
Deposits 300,733 324,760 354,015 382,719 428,645 480,082 537,692
Equity 14,608 19,770 19,726 21,059 22,708 23,269 24,394
Earnings Per Share (PKR) 0.96 0.66 0.72 2.15 2.26 2.43 2.86
Dividends Per Share (PKR) - 0.80 - 1.00 1.00 2.00 2.00
Book Value Per Share (PKR) 10.83 14.65 14.62 15.61 16.83 17.25 18.08
Price to Earnings (X) 11.69 16.97 15.71 5.24 4.99 4.64 3.94
Dividend Yield (%) 0.00% 7.09% 0.00% 8.87% 8.87% 17.73% 17.73%
Price to Book Value (x) 1.04 0.77 0.77 0.72 0.67 0.65 0.62
Net Interest Margin (%) 3.77% 3.69% 4.28% 493% 4.78% 4.64% 4.65%
Return on Assets (%) 0.38% 0.24% 0.24% 0.68% 0.65% 0.63% 0.66%
Return on Equity (%) 9.17% 5.22% 4.90% 14.25% 13.95% 14.27% 16.19%

Source: Company Reports, TSL Research
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Habib Bank Ltd. (HBL)

Performance history: a little on the riskier side

As the largest private bank (by asset size) in Pakistan, HBL has made full use
of its position to take its performance from strength to strength over the years.
Its net interest margin and spread were second only to MCB in 2010.

Given our expectations of easing inflationary pressures for the rest of the year,
banks in general will have the opportunity to tame their administrative ex-
penses. We believe HBL is the one bank which will be the most successful in
this area thanks to its retrenching policy in previous years and its commitment
towards bringing operational costs down. HBL’s operating expenses as a per-
centage of NIl was 52% in 2010, compared to the average of 66% for our cov-
erage banks, and we expect this to further improve.

From our analysis, however, we gather that HBL is the least risk averse within
our coverage universe, which has led to high provisions charges. HBL's credit
costs were amongst the highest in 2010 at 160bps compared to an average
of 125bps average for the seven banks within our coverage and 143bps aver-
age for the top four private banks. Also, recall from the section on banks’ com-
parison that HBL is not very prudent in its provisioning policies. Its coverage
of classified advances (in all the four categories), however, has gone up from
79.4% towards the end of 2010, to 80% towards June end, 2011.

Ever since being publicly listed in 2007, HBL’s earning performance has gone
from strength to strength. From 2007, when it reported PAT of PKR 8,041m
(EPS: PKR 7.30), HBL’s earnings have grown at a CAGR of 24.8%, to reach
PKR 15,613m (EPS: PKR 14.17) in 2010. Its balance sheet growth has been
strong too, with deposits and advances growing at 3-year CAGRs of 12.3% and
6.3% respectively; from PKR 509bn and PKR 362bn in 2007 to PKR 721bn
and PKR 435bn in 2010, respectively.

Outlook: neutral to positive

Given a cut in policy rate, and expectations of further rate cut, HBL's perform-
ance in 2HCY11 will not likely match that of the first half. As a result, we ex-
pect it to post a profit after tax of PKR 19,891m (EPS: PKR 18.05) in CY11,
and to give a cash dividend of PKR 7.0/share. Further into the future, we ex-
pect HBL to maintain its good performance. We expect HBL’s PAT to grow at a
4-year CAGR of 15.7%; from PKR 15,613m (EPS: PKR 14.17) in 2010 to PKR
27,978m (EPS: PKR 25.39) in 2014.

Recommendation: Reduce

We are using the justified price-to-book value approach, a variation of the
Gordon growth model to value HBL. Our end 2011 target price for the bank,
using a justified P/BV multiple of 0.94x and forecasted average book value
per share of PKR 119.89 comes to PKR 112.83/share. This gives a 5.5%
downside to the September 30, 2011 closing price of PKR 119.36. We, there-
fore, recommend a Reduce stance on it.
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Financial Highlights In PKR m unless mentioned

CYO8A CY09A CY10A CY11E CY12F CY13F CY14 F
Net InterestIincome 35,634 41,663 45,909 53,903 59,156 63,756 71,712
Provisions Charge 9,295 9,612 7,980 8,561 9,122 9,705 11,015
Non-Interest Income 10,337 9,943 11,050 12,141 13,439 14,827 16,433
Non-Interest Expense 20,820 22,508 23,922 25,909 28,006 30,247 32,720
Profit After Tax 10,001 12,299 15,613 19,891 22,344 24,337 27,978
Advances 435,709 432,284 434,999 468,911 531,051 604,399 686,956
Total Assets 717,282 821,128 887,052 992,970 1,121,418 1,254,086 1,412,530
Deposits 572,399 653,452 721,069 797,843 901,742 1,009,951 1,139,111
Equity 61,291 71,235 81,812 96,089 111,692 129,371 150,233
Earnings Per Share (PKR) 9.07 11.16 14.17 18.05 20.27 22.08 25.39
Dividends Per Share (PKR) 5.50 6.00 6.50 7.00 7.00 7.50 7.50
Book Value Per Share (PKR) 55.61 64.64 74.23 87.19 101.35 117.39 136.32
Price to Earnings (x) 13.15 10.70 8.43 6.61 5.89 541 4.70
Dividend Yield (%) 461% 503% 5.45% 5.86% 5.86% 6.28% 6.28%
Price to Book Value (x) 2.15 1.85 1.61 1.37 1.18 1.02 0.88
Net Interest Margin (%) 597% 6.61% 6.69% 7.00% 6.79% 6.49% 6.48%
Return on Assets (%) 146% 1.60% 183% 2.12% 2.11% 2.05% 2.10%
Return on Equity (%) 17.85% 18.56% 20.40% 22.36% 21.51% 20.19% 20.01%

Source: Company Reports, TSL Research
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