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List of Abbreviations

CAR Capital Adequacy Ratio

CB Commercial Bank

CDR Credit to Deposit Ratio

CRR Cash Reserve Requirement
CYy Calendar Year

FB Foreign Bank

HTM Held-to-Maturity

IB Islamic Bank

IBB Islamic Bank Branch

IBI Islamic Banking Institution
LPB Local Private Bank

MCR Minimum Capital Requirement
MTB Market Treasury Bill

NIl Net Interest Income

NOP Net Open Position

NPF Non Performing Finance

NPL Non Performing Loan

NSS National Saving Scheme

OMO Open Market Operation

PIB Pakistan Investment Bond
PSCB Public Sector Commercial Bank
ROA Return on Asset

ROE Return on Equity

RSA Rate Sensitive Asset

RSL Rate Sensitive Liability

RWA Risk Weighted Asset

SBP State Bank of Pakistan

SB Specialized Bank

SLR Statutory Liquidity Requirement

SME Small and Medium Enterprise



Glossary

Capital Adequacy Ratio is the
amount of risk-based capital as a
percent of risk-weighted assets.

Consumer Financing means any
financing allowed to individuals for
meeting their personal, family or
household needs. The facilities
categorized as Consumer Financing
include credit cards, auto loans,
housing finance, consumer durables
and personal loans.

Corporate means and includes
public limited companies and such
entities, which do not come under
the definition of SME.

Credit risk arises from the potential
that a borrower or counter-party will
fail to perform an obligation or repay
a loan.

Discount rate is the rate at which
SBP provides three-day repo facility
to banks, acting as the lender of last
resort.

Duration (Macaulay’s Duration) is
a time weighted present value
measure of the cash flow of a loan or
security that takes into account the
amount and timing of all promised
interest and principal payments
associated with that loan or security.
It shows how the price of a bond is
likely to react to different interest
rate environments. A bond’s price is
a function of its coupon, maturity
and yield.

GAP is the term commonly used to
describe the rupee volume of the
interest-rate sensitive assets versus
interest-rate  sensitive  liabilities
mismatch for a specific time frame;
often expressed as a percentage of
total assets.

Gross income is the net interest
income (before provisions) plus non-
interest income; the income available
to cover the operating expenses.

Interbank rates are the two-way
guotes namely bid and offer rates
quoted in interbank market are called
as interbank rates.

Interest rate risk is the exposure of
an institution’s financial condition to
adverse movement in interest rates,
whether domestic or worldwide. The
primary source of interest rate risk is
difference in timing of the re-pricing
of bank’s assets, liabilities and off-
balance sheet instruments.

Intermediation  cost is  the
administrative expenses divided by
the average deposits and borrowings.

Liquid assets are the assets that are
easily and cheaply turned into cash —
notably cash and  short-term
securities. It includes cash and
balances with banks, call money
lending, lending under repo and
investment in government securities.

Liquidity risk is the risk that the
bank will be unable to accommodate



decreases in liabilities or to fund
increases in assets. The liquidity
represents the bank’s ability to
efficiently and economically
accommodate decreases in deposits
and to fund increases in loan demand
without negatively affecting its
earnings.

Market risk is the risk that changes
in the market rates and prices will
impair an obligor’s ability to
perform  under the  contract
negotiated between the parties.
Market risk reflects the degree to
which changes in interest rates,
foreign exchange rates, and equity
prices can adversely affect the
earnings of a bank.

Net interest income is the total
interest income less total interest
expense. This residual amount
represents most of the income
available to cover expenses other
than the interest expense.

Net Interest Margin (NIM) is the
net interest income as a percent of
average earning assets.

Net loans are the loans net of
provision held for NPLs.

Net Non-Performing Loans
(NPLs) is the wvalue of non-
performing loans minus provision
for loan losses.

Net NPLs to net loans means net
NPLs as a percent of net loans. It
shows the degree of loans infection
after making adjustment for the
provision held.

Non-Performing Loans (NPLs) are
loans and advances whose mark-
up/interest or principal is overdue by
90 days or more from the due date.

NPLs to loans ratio/Infection ratio
stands for NPLs as a percent of gross
loans.

Paid-up capital is the equity amount
actually paid by the shareholders to a
company for acquiring its shares.

Rate Sensitive Assets (RSA) are
assets susceptible to interest rate
movements; that will be re-priced or
will have a new interest rate
associated with them over the
forthcoming planning period.

Repricing risk arises from timing
differences in the maturity of fixed
rate and the repricing of floating
rates as applied to banks’ assets,
liabilities and off-balance sheet
positions

Return on assets measures the
operating  performance of an
institution. It is the widely used
indicator of earning and is calculated
as net profit as percentage of average
assets.

Return on equity is a measure that
indicates the earning power of equity
and is calculated as net income
available for common stockholders
to average equity

Risk weighted Assets: Total risk
weighted assets of a bank would
comprise two broad categories:
credit risk-weighted assets and
market risk-weighted assets. Credit



risk weighted assets are calculated
from the adjusted value of funded
risk assets i.e. on balance sheet
assets and non-funded risk exposures
i.e. off-balance sheet item. On the
other hand for market risk-weighted
assets, first the capital charge for
market risk is calculated and then on
the basis of this charge amount the
value of Market Risk Weighted
Assets is derived.

Secondary market is a market in
which securities are traded following
the time of their original issue.

SME means an entity, ideally not a
public limited company, which does
not employ more than 250 persons
(if it is manufacturing/ service
concern) and 50 persons (if it is
trading concern) and also fulfils the
following criteria of either ‘a’ and
‘c’ or ‘b’ and “c’ as relevant:

(&) A trading / service concern with
total assets at cost excluding land
and building upto Rs50 million.

(b) A manufacturing concern with
total assets at cost excluding land
and building upto Rs100 million.

(c) Any concern (trading, service or
manufacturing) with net sales not
exceeding Rs300 million as per
latest financial statements.

Tier | capital: The risk based capital
system divides capital into two tiers-
core capital (Tier 1) and
supplementary capital (Tier 1l and
Tier I11). Tier 1 capital includes fully
paid up capital, balance in share
premium account, reserve for issue
of bonus shares, general reserves as

disclosed on the balance-sheet and
un-appropriated /un-remitted profit
(net of accumulated losses, if any).

Tier Il capital or Supplementary
Capital (Tier 11 & I1I) is limited to
100 percent of core capital (Tier I).
Tier Il includes; general provisions
or general reserves for loan losses,
revaluation  reserves,  exchange
translation  reserves, undisclosed
reserves and subordinated debt.

Tier 11l capital consists of short-
term subordinated debt and is solely
held for the purpose of meeting a
proportion of the capital
requirements for market risks.

Yield risk is the risk that arises out
of the changes in interest rates on a
bond or security when calculated as
that rate of interest, which, if applied
uniformly to future time periods sets
the discounted value of future bond
coupon and principal payments equal
to the current market price of the
bond.

Yield curve risk materializes when
unanticipated shifts have an adverse
effect on the bank’s income or
underlying economic value.
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Quarterly Performance Review of the Banking System
September 2007 *

Overview

The banking system has further consolidated its resilience against adverse
shocks during September 2007 quarter on the back of strong capital base.
In addition, continued healthy profitability of the banking system helped to
absorb the additional burden of incremental non-performing loans (NPLSs)
during the quarter. The Return on Assets (ROA) remained healthy at 2.0
percent, whereas, the Return on Equity (ROE) of the banking system
marginally declined to 20.0 percent, as compared to 20.6 percent in Jun-07
at the back large increase in paid up capital of the banks.

The increment in NPLs seems to be one of the consequences of extra
ordinary expansion of the private sector credit during last few years,
primarily with the intention to explore new areas. The credit expansion
appeared to be decelerating in the beginning of CYQ7; it touched its highest
level of Rs 2.5 trillion in Jun-07 and came down marginally in Sep-07
quarter. The NPLs have increased in absolute terms as well as a percentage
of total loans mainly due to slowdown in credit and fresh NPLs in
consumer loans. The decline in advances also led to a reduction in the
assets of the banking system in the quarter under review. Consequently, the
banks preferred to change their asset portfolio mix and redirected their
funds towards investment component.

The banks continued to receive fresh funds in the form of capital and
deposits. While the former was due to strong profitability and minimum
capital requirement (MCR) policy, the latter was primarily due to external

! The review is based on the data mainly taken from the Quarterly Reports of Condition and Annual
Audited Accounts submitted by the banks. It covers their global operations, unless otherwise
mentioned. The banks have been divided into four groups namely, Public Sector Commercial Banks
(PSCBs), Local Private Banks (LPBs), Foreign Banks (FBs) and Specialized Banks (SBs). PSCBs
include two nationalized commercial banks and two provincial banks, whereas LPBs consist of four
privatized banks and twenty two domestic private banks. The composition of these four groups has
been given at Annex-1V. The performance of the overall banking system, particularly these groups of
banks, has been evaluated using the financial soundness indicators.



inflows especially workers’ remittances, which were even higher in Sep-07
quarter than the ample amount witnessed in earlier quarters.

The strong deposit inflows along with decline in advances and rise in
investment in relatively liquid assets led to improve liquidity position of the
banking system. Though the liquidity risk of the banking system improved,
the credit risk raises a sign of concern emanating from incremental NPLs.
Specifically, NPLs to Advances ratio (both gross and net) deteriorated
slightly in Sep-07 quarter. Moreover, the market risks remained subdued as
the interest rate and exchange rate showed only tiny movements.

Given the seasonal nature of asset growth, it is expected that the credit
growth would regain momentum in the Dec-07 quarter and banking sector
would continue to demonstrate year-on-year growth trend experienced in
last few years. The liquidity available with the banks provides sufficient
room to improve on their earning assets. Further, it is also expected that all
the banks would meet MCR and CAR via mergers, acquisition transactions
and right issues as well as through other equity instruments.

Executive Summary

Assets and Funding Structure

The assets of the banking system witnessed modest decline during Sep-07
quarter, though the Jan-Sep 2007 cumulative increase in the assets of the
banking system remained above the increase recorded in the corresponding
periods of CY04-CYO06.

The slowdown in loans and advances continued, as a result, their share in
the total assets decreased marginally to 50.4 percent in Sep-07 quarter,
bringing the Jan-Sep 07 cumulative decline to 5.4 percentage points. In
fact, the loans and advances component has decreased in absolute terms;
due to persistent deceleration in credit to the private sector primarily
coming from slowdown in consumer loans and decrease in working capital
and commodity financing. On the other hand investment portfolio of the
banking system continued to enhance its weight during Sep-07 quarter. The
share of investment in total assets rose by 2.8 percentage points during Sep-



07 quarter, reached 26.6 percent; bringing the cumulative Jan-Sep 07
increase to 7.3 percentage points.

Though the deposits of the banking system witnessed a comparatively
modest rise in Sep-07 quarter, the cumulative Jan-Sep 07 rise was a
phenomenal Rs 489.4 billion, significantly higher than the increase
recorded in preceding years. The deposits component was well
supplemented by the equity support, which raised its share to 10.2 percent
in Sep-07 quarter, up 0.8 percentage points during CYO07 so far. The capital
of the banking system stood at Rs 499.3 billion in Sep-07, up by
approximately 25 percent during Jan-Sep 07. More importantly, nearly 60
percent of the capital rise came in the form of paid up (assigned) capital,
primarily to meet the increased MCR. The healthy profits also
supplemented the growing net assets of the banking system.

Solvency

Solvency position of the banking system gained further strength on the
back of healthy profits and fresh capital injection. The qualifying risk-based
capital of the banking system increased by Rs19.1 billion to Rs438.2 billion
in Sep-07 quarter. The core capital increased not only in absolute terms but
also in terms of share in total capital due to decline in supplementary
capital. The CAR of all banks rose to 13.6 percent in Sep-07 as compared
to 13.3 percent in Jun-07.

Total risk weighted assets growth slowed down, however, RWA to total
assets increased by 2 percentage points to 65.9 percent in Sep-07 quarter.
This can be explained by decline in total assets of the banking system as
well as compositional shift away from risky asset i.e. from advances to
investment.

Profitability

Overall, operating performance of the banking system further strengthened
during Jun-07 quarter. Both the core and non-core income contributed to
the healthy profits. The before and after tax profits reached Rs102.8 billion
and Rs68.4 billion respectively in Sep-07 and constitute 83 percent and 81
percent of CYO06 full-year profits. After tax ROA maintained the last



quarter level of 2 percent. Further, ROE declined marginally by 0.6 percent
to 20 percent.

The profit & loss composition of commercial banks (CBs) has witnessed a
slight change. The share of net interest income in the gross income, which
registered a slight decline of 2.5 percent to 70.5 percent in Sep-07, was
counterbalanced by the corresponding rise in the other non-interest income
by 2.6 percent to 12.5 percent in Sep-07. Particularly, other non-interest
income almost doubled during the quarter from Rs13 billion to Rs25.9
billion in Sep-07.

The slow increase in interest income may be attributed to declining interest
rate spread between the weighted average rates on incremental loans and
fresh deposits. The spread dropped down to 4.4 percent in Sep-07 from 5.0
percent in Jun-07. The return on fresh deposits increased to 6.0 percent as
compare to 5.3 percent in Jun-07.

Credit Risk

The fast credit growth in the previous years has resulted in higher Credit
Risk of the banking system during the Sep-07 quarter. Despite the decline
in loans of the banking system, total non-performing loans (NPLs) further
increased by Rs13.5 billion to Rs201 billion in Sep-07 quarter. Major
increase occurred in the initial categories of NPLs i.e. other assets
especially mentioned (OAEM) and substandard, which in turn brought
about higher increase in the net NPLs (increased by Rs12 billion to Rs57
billion). Further, most of the asset quality ratios of the banking system
deteriorated marginally on overall basis, among various categories of the
banks and various segments of the loans during the Sep-07 quarter.

Market Risk

Risk of re-pricing was contained as the re-pricing GAPs were largely
within the acceptable range. Re-pricing gaps in all three time buckets were
within +/-10 percent of total assets in local private banks (LPBs) and
foreign banks (FBs). However SBs and PSCBs have significant positive
gaps in 3-month to one-year bucket. Maturity mismatches have raised the
yield curve risk for the banks. Though the increase in the interest rate



remained gradual, comparatively higher increase in the short-term interest
rate during Jan-Nov 07 has flattened the yield curve.

For the exchange rate risk, Pak rupee against US dollar remained broadly
stable and hovered around Rupee 60.60 to 60.8 during Sep-07 quarter.
Subsequent to Sep-07, the pressure was seen on the rupee; consequently the
rupee depreciated and touched the level of Rs62 per USD in Dec-07 in the
interbank market. Foreign exchange exposure of the banks seemed at mild
level. Net Open position (NOP) of the bank though was negative in the end
September, largely remained positive December onwards.

Liquidity Risk

Liquidity position of the banking system improved further during Sep-07
quarter. Main contributing factors include easing of loans to deposit ratio
(from 63.9 in Jun-07 to 63.5 percent in Sep-07) and continuous shift of
share of advances to investments. With major portion of investments in the
government securities held in available for sale (AFS) and held for trading
(HFT) categories further substantiated the improved liquidity of the
banking system.

Maturity GAPs however remained a source of concern. Although the
overall gap between assets and liabilities as percentage of total assets
remained below +/-10 percent, however, individual groups showed
significant negative gaps in 3-month maturity bucket that may raise
liquidity concerns for the banks.

Islamic Banking

Islamic Banking has come a long way since 2002 when it started with a
single bank and has now grown to six full-fledged Islamic Banks (IBs) and
12 conventional banks operating Islamic Banking branches. As a result of
continuous growth over the last 5 years, size of Islamic banking system has
grown to 3.6 percent of the total assets of the banking sector in September,
2007. Major development regarding the Islamic banking sector has been the
shift from the Murahaba financing, which is still the major type of
financing, to other modes like Diminishing Musharika.



With improving asset quality and profitability coupled with capital
adequacy above the required ratio and expanding branch network, the I1BIs
appear to be firmly placed to gain further share in the banking system.

Resilience of the Banking System-Sensitivity Analysis

Fortifying capital base has lent greater resilience to the banking system
against the adverse shocks. Capital of all banks can fairly absorb the impact
of a shock of 10 percent in increase in NPLs. None of the groups would
experience a fall in its CAR to below 8 percent. However, the impact of an
increase in NPLs equivalent to 10 percent of consumer loans would be
higher; individually, 4 banks holding a share of 11 percent in the assets of
banking system would experience a decline in their CAR to below 8
percent under this sensitivity test.

The impact of interest rate, exchange rate and equity price shocks can also
be well absorbed by the healthy capital. Increased liquidity position has
improved the resilience of the banking system towards liquidity shocks.



2. Assets and Funding Structure

Figre 2.1: Cumulative Assets Growth
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which is considerably higher
than the growth recorded in
corresponding periods of last
few years (Figure 2.1).

Advances

Hinvestments

The asset structure continued to
shift away from loans and
advances during Sep-07 quarter
(see Figure 2.2). Specifically, the share of loans and advances in total
assets of the banking system further reduced by 0.1 percentage points to
50.4 percent in Sep-07 quarter, bringing the Jan-Sep 07 cumulative decline
to 5.4 percentage points. In fact, the loans and advances component has
decreased in absolute term during Sep-07 quarter first time in last five
years. The persistent slowdown in credit to the private sector has ultimately
resulted in an absolute decline, primarily arising from a reduction in
working capital for commodity finance and slowdown in consumer loans.?

Lendingto Fls 58 49 52 6.4 44
Cash & Balances 13.7 132 13.2 12.0
MOther Assets 52 6.4 6.5 6.2 6.6

2 See details in Advances section.



While the loan component continues to loose its weight in total assets
during Jan-Sep 07, the lending to financial institutions and cash & balances
also lost their share to investment in Sept-07 quarter. Specifically the
investments continued to enhance their share in assets which rose by 2.8
percentage points to 26.6 percent during Sep-07 quarter; bringing the
cumulative Jan-Sep 07 increase to 7.4 percentage points (Figure-2.2).
Though deceleration in private sector credit is one of the reasons for banks
growing investment portfolio, the continuous surge in deposits and
enhanced capital base added further liquidity of the banking system that led

the banks to change their
portfolio mix.

The banking  group-wise
composition of assets reveals
that LPBs have increased
their share to 75.1 percent
from 72.9 percent in the last
quarter (see Figure 2.3 and
Figure 2.4). This increase is
a result of merger of ABN
Amro Bank into locally
incorporated bank,
consequently the share of
FBs decreased in total assets
of the banking system. The

Figure-2.3: Total Assets of Banking System
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concentration continued its declining trend. Particularly, the share of five
big-banks declined by 0.5 percent to 50.6 percent in Sep-07 quarter and by
2 percent as compared to corresponding quarter of the last year. Number of
banks having 2 percent or more of banking assets increased to 15 from 13
in Jun-07 quarter.

Deposits and other accounts’, the largest component of the banking system
funds, witnessed a seasonal modest rise in Sep-07 quarter, bringing the
cumulative Jan-Sep 07 rise to phenomenal Rs 489.4 billion. As a matter of
fact, the deposits have been growing very rapidly over the last four years;
and Jan-Sep 07 deposits increase (in each quarter) was by a long way
higher than preceding three years’ performance. The huge external inflows
like workers’ remittances and public and private sector debt and equity
flows were the main contributors in steady deposit growth. This strong rise
contributed 81.4 percent in assets accumulation of the banking system
during first nine months of CYO07. As a result, the stock of deposits
enhanced its share in total assets of the banking system by 1.2 percentage
points to 75.6 percent in Sep-07 quarter.

Within the categories of deposits, the savings deposits remained the largest
component, followed by fixed deposits and current (non-remunerative)
deposits. The Sep-07 quarter did not see a considerable change in the
composition, however, the trend visible over last couple of years continued
in Sep-07 quarter.  Specifically, saving deposits have been replaced
gradually by fixed deposits; and in Sep-07 quarter the share of fixed
deposits incre‘?lSEd by 0.9 Figure-2.5: Deposits Structure
percentage points to 31.4 , ,

DFixed BSaving
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institutions (see Figure:-
2.5).

The Capital, which is the
second largest source of
assets funding, recorded a
marginal  growth (0.2
percent) in Sep-07 quarter.
Nevertheless, the Jan-Sep




07 cumulative increase remained higher than the increase recorded in the
corresponding periods of earlier years. The capital of the banking system
reached Rs499.3 billion in Sep-07, up by nearly Rs100.6 billion from
CYO06.

Despite the modest increase in capital during the quarter under review, the
policy of MCR has resulted in growing share of capital in funding total
assets of the banking system. Specifically, the assets backed by capital
entered into double digit (10.2 percent) in Sep-07, first time in years from
as low as 4.8 percent in CY02. More importantly, paid up capital
contributed most of the capital augmentation during the current quarter as
well as in Jan-Sep 07 in contrast to Jan-Sep 06 where most of the increase
was contributed by revaluation surplus, reserves and unappropriate profit.

The Borrowings of the banking system witnessed a turnaround in Sep-07
quarter, recorded a substantial decline of Rs 103 billion after recording a
massive increase of Rs 97.5 billion in Jun-07 quarter. As a result, the share
of borrowings in funding of total assets dropped by 2 percentage points in
Sep-07 quarter.

A further analysis of banking system borrowings unveils that both secured
and unsecured components witnessed decline in Sep-07 quarter. In secured
borrowings, the banks paid back Rs 29.3 billion to the SBP, which they
availed under refinance of EFS; and reduced the borrowings under repo
agreements by Rs 51.3 billion. The banks also decreased the unsecured call
borrowings by Rs 18.7 billion in Sep-07 quarter. It is important to note that
the share of secured borrowings in total borrowings increased significantly
during Jan-Sep 07 period; raised its share by 5 percentage points to 89.1
percent in Sep-07.

The Advances (net) of the banking system witnessed a slowdown in CY07
so far, after showing substantial expansion during CYO03-CY06 (27.2
percent per annum). In fact, of the three quarters of CY07, the March and
September quarter recorded decline of Rs 20.5 billion and Rs 39.5 billion
respectively. However, the Jun-07 quarter increase was large enough to
bring the Jan-Sep 07 cumulative increase to Rs 70.2 billion, only 32.6
percent of increase in advances recorded in the comparative period of
CY06. The lower increase in advances resulted in a sharp decline of its
share in total assets by 5.4 percentage points during first nine months of
CYO07 to 50.4 percent in Sep-07.

10



A breakup of advances data® witnessed slowdown across the board as well
as absolute decline in some sectors both during Sep-07 quarter and Jan-Sep
07 (see Table 2.1). Specifically, the absolute decline was recorded in
working capital loans of the corporate sector and commodity financing,
followed by small decline in other personal loans. An important point to
note here is that corporate sector borrowings for trade finance increased
significantly during the quarter as well as in Jan-Sep 07 period. The
corporate sector borrowing for fixed investment increased marginally in
Sep-07 quarter; however the volume of increase during Jan-Sep 07 is
significant.

Table 2.1: End-use of Advances (net)
Amount in billion Rs, share in percent

Dec-06 Mar-07 Jun-07 Sep-07
Amount Share Amount Share Amount Share Amount Share
Fixed Investment 503.4 21.0 529.1 223 534.4 216 546.1 22.3
Corporate Sector: 461.6 19.2 482.2 20.3 490.0 19.8 499.0 20.4
SMEs: 41.8 1.7 46.9 2.0 444 18 47.1 1.9
Trade Finance 336.4 14.0 373.6 15.7 369.6 14.9 393.9 16.1
Corporate Sector: 278.3 11.6 311.4 131 309.5 12.5 329.9 135
SMEs: 58.1 2.4 62.2 2.6 60.1 2.4 64.0 2.6
Working Capital* 1,161.4 48.4 1,062.1 447 1,135.6 45.8 1,074.5 43.9
Corporate Sector: 539.2 225 512.0 216 543.8 219 504.3 20.6
SMEs: 308.4 12.8 278.0 11.7 278.3 11.2 283.7 11.6
Agriculture 141.9 59 140.5 59 144.3 5.8 148.1 6.0
Commaodity Financing 171.9 7.2 131.6 55 169.2 6.8 138.4 5.7
Consumer Finance: 325.2 135 333.9 141 354.4 143 356.6 14.6
Credit Cards 39.2 1.6 41.3 1.7 445 1.8 475 1.9
Auto Loans 104.1 4.3 105.1 4.4 107.6 43 111.4 45
Consumer Durable 13 01 41 0.2 1.0 0.0 14 0.1
Mortgage Loan 49.2 21 52.0 22 58.1 2.3 60.6 25
Other personal Loans 131.3 55 131.4 55 143.3 58 135.8 55
Staff Loans 48.0 2.0 48.0 2.0 48.9 2.0 50.6 21
Housing Finance 32.7 14 33.9 14 34.7 14 35.7 15
Others 15.2 0.6 14.1 0.6 14.2 0.6 14.8 0.6
Others 26.4 11 271.7 1.2 35.9 14 26.4 11
Total 2,400.8 100.0 2,374.4 100.0 2,478.8 100.0 2,448.1 100.0

* agriculture and commaodity finance are added in this category for analysis in this section only

® This section is based on banks domestic operations only.
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In relative terms, there was a visible shift in the composition of end-use of
the banking system advances. Specifically, the year 2007 so far witnessed
a decline in the share of working capital loans which was largely captured
by fixed investment loans, trade finance and consumer finance. In terms of
user/segment of the advances, the corporate sector is still the biggest
borrower of banking system followed by SME sector and consumer

finance.  Commodity finance
and other unspecified sector lost
their shares in total advances
whereas rest of the sectors
inched up their shares in Sep-07
quarter. SME sector increased
its share by 0.68 percentage
points whereas corporate sector
and consumer finance inched up
their shares by 0.27 percentage
points each (see Figure 2.6).

Consumer finance continued to
decelerate in Sep-07 quarter. A
break up of consumer finance
data reveals that while the loans
in ‘other personal loans’ category
declined in absolute term to Rs
135.8 billion from 143.3 billion
during Sep-07 quarter, the loans
under remaining categories did
show tiny increases.
Consequently, the share of all
consumer products in overall
consumer loans increased except
other personal loans.
Nonetheless, other personal loans
remained the largest consumer
finance product followed by
unchanged sequence of other

Figure-2.6: Loans by Type of Borrowers-
September-07
Staff
Loans
/_2.1%

Commodit

y Finance

Consumer 57%

Finance
14.6%

Others
1.1%

Agricultur
e
6.0%

Corporate
Sector
54.5%

SMEs
16.1%

Figure-: 2.7: Composition of Consumer Loans-
Sep-07 (Domestic Operations)
Other
personal
Loans
38.1%

Credit
Cards
__—133%

Consume
rDurable
0.4%

31.2%
17.0%

products as seen in Jun-07 quarter (see Figure 2.7).
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Investment (net), the second
largest component of the assets
of the banking system next to the
advances (net) saw a sharp
increase both in terms of absolute
volume as well as share in total
assets. Specifically, the
investment recorded an increase

Figure-: 2.8: Break up of Investments - Sep-07

. Fully
TFCs, Bo Subsidiar  pajg up
nds, PTC ¥e3 Ordinary

s etc. 3.6%

5.9%

Shares
3.0%
Other

Investme
nts
8.5%

of Rs476.1 billion, nearly 80 |
percent of assets increase during
Jan-Sep 07. Comparing it with
advances, the increase in
investment was about nine times
of the increase in the advances in
this period. The (net) investment
growth rate in CYQ07 so far is
phenomenal 57.6 percent, not
seen in last many years. These
changes resulted in growing
share of investment in total
assets; reached 26.6 percent in
Sep-07, from below 20 percent in
CYO06.

The investment data breakdown

reveals that in Sep-07, 79 percent

of the banks’ investment is in federal government securities, mostly in
short-term marketable treasury bills (MTBs) followed by long-term
Pakistan Investment Bonds (PIBs). It is important to note that the
investment in federal government securities increased by Rs 396.7 billion
during Jan-Sep 07, followed by other investment (Rs 44.7 billion) and
investment in subsidiaries and associated undertakings (Rs 30.8 billion)
(see Figure 2.8).

Govt Sec
79.0%

Figure-2.9: Break up of Federal Govt.
Securities

DMTBs
DPIBs

BOthers

Sep-07 —W

A break up of investment in federal government securities shows that the
addition came almost entirely from MTBs followed by a tiny contribution
from PIBs (see Figure 2.9). Consequently, the share of MTBs in
government securities increased to 78.7 percent in Sep-07 from 66.3
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percent in CY06. Moreover, there was substantial increase in other
investment during the period under review.
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3 Financial Soundness of the Banking System
3.1 Solvency

Solvency position of the Figure-3.1.1: Risk-based Capital Position
banking  system  gained -
further strength on the back 350 |
of healthy profits and fresh

300 4

capital injection. The , 200
qualifying risk-based capital ' 100 /———

of the banking system o)

Billion rupees

increased by Rs19.1 billion CYS7 CYO3 CY04 CYO5 CY06 J::" Sg;"
to Rs438.2 b||||0_n in Sep-07 p— v PP FEeT RS e Y e
quarter. More importantly, capital

the core Capital being the Core Capital 25.4 77.0 1317 1953 288.3 3345 357.5
H 1) H Required Core 25.0 473 69.6 942 1152 1183 1287

n:}z:g;‘;aé)é (;f bgglg; k;:?lpgﬁl e=————Required Total ~ 50.0 94.7 139.3 188.3 230.5 236.55 257.37

| Yy 1ion.

However, the supplementary

Figure:-3.1.2 Capital Structure and Capital

Adequacy
capital declined by 4.6 percent 100 - 16
during the quarter under 80 | 114
review (see Figure-3.1.1) due T12
to decrease in  general 60 710
provisions, retirements of 40 | g
subordinated debt and 14
revaluation of reserves. As a 20 12
result, the share of core capital 0 0

in total capital increased to A D DO > O © A Q

: L L L L LS D
81.6 percent (see Figure- © O G G G G O §
3.1.2). Tier 1 Tier 2 CAR (RHS in %)

Total risk-weighted assets of the banking system increased by 1.8 percent
in Sep-07 as compare to an increase of 7 percent in Jun-07 quarter. The
slower increase in risk weighted assets may be explained by decline in total
assets of the banking system as well as compositional shift away from risky
asset i.e. from advances to investment. The shift in asset mix has also
resulted in increasing the RWA as a percentage of total assets by 2
percentage points to 65.9 percent in Sept-07 quarter (see Figure: 3.1.3).
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The capital grew at relatively
higher pace as compared to
increase in risk weighted

assets, which further
strengthened the solvency of
the banking system.

Interestingly all the capital
indicators registered increase
in the current quarter as
compared to last quarter.
Specifically, the CAR rose to
13.6 percent in Sep-07 as
compared to 13.3 percent in
Jun-07 (see Table 3.1.1). Core
Capital to RWAs ratio also
strengthened to 11.1 percent
from 10.6 percent. This implies
that both ratios exceed the
generally acceptable
benchmarks for well-capitalized
banks.

Group-wise, CAR of PSCBs
remained the highest at 17.1
percent followed by the FBs at
14.9 percent, both registering an
increase of 0.9 percentage
points as compared to June-07

Figure-3.1.3: RWA to Total Assets

65

55 4

45 4

354

CY97 CY03 CY04 CYO05 CY06

All Banks 43.5
Comm. Banks 411

46.5
45.2

57.2
56.6

Table-3.1.1: Capital Adequacy Indicators

64.3
64.1

67.3
67.0

Jun-
07

63.9
63.7

Sep-
07

65.9
65.7

Percent CY97 CY03 CY04 CYO05 CYO06 Jun-07 Sep-07

CAR

PSCBs 1.3) 11.0 134 145 15.2 16.2 17.1

LPBs 11.9 9.0 10.1 10.6 127 132 134

FBs 14.6 23.0 17.4 16.4 15.0 14.0 14.9

CBs 6.0 111 114 119 133 138 142

SBs (62) (282)  (90) (77 (83 (73) (8.0
All banks 4.5 8.5 10.5 113 12.7 1313 13.6

Tier 1 Capital to RWA

PSCBs (2.0) 8.2 8.6 8.8 11 119 131

LPBs 114 7.0 25 83 10.4 109 113

FBs 14.4 23.0 17.1 16.1 143 1313 14.2

CBs 55 9.1 8.6 9.1 10.7 112 118

SBs (63) (287) (150) (136) (133) (127) (134)
All banks 4.1 6.5 7.6 8.3 10.0 10.6 11.1

Capital to Total Assets

PSCBs 0.3 6.1 8.7 126 122 124 134

LPBs 49 53 6.5 7.0 9.2 9.8 9.9

FBs 7.9 9.9 8.9 9.5 10.1 9.6 11.2

CBs 31 6.1 72 8.4 9.9 103 10.6

SBs 88 (100) (94 (81) (80) (62 (7.5
All banks 35 5.5 6.7 7.9 9.4 9.9 10.2

quarter. Core Capital to RWAs of FBs remained the highest at 14.2 percent.

The other key solvency ratios also witnessed improvement during the
quarter, Capital to total assets ratio increased to 10.2 percent in Sep-07
from 9.9 percent in Jun-07 (see Table-3.1.1).

The disaggregated analysis shows that out of 40 banks, well-capitalized
banks i.e., the banks with CAR of more than 10 percent increased to 36
from 35 in Jun-07 (see Table-3.1.2). Of the remaining 4, one bank has
CAR above 8 percent. In fact, the share of well-capitalized banks has
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|ncreased from 89.2 percent Table-3.1.2: Distribution of Banks by CAR
in Jun-07 to 94 9 percent in Total Below8% 8t010% 10to15% Over 15 %

. CY02 40 4 4 9 23
Sep-07 (see Figure-3.1.4). cYos 40 4 10 5 21
- CY04 38 1 13 9 15

As regards the compliance cyos 5 N ; 13 17
with ~ minimum  capital cvos 30 3 4 15 17
requirement, 34 out of 40 o7 4 2 5 L Le
Sep-07 40 3 1 19 17

banks are meeting this
requirement (this includes Figure-3.1.4: Banks' Market Share by CAR

5 foreign banks, which are i3
allowed to keep Rs2 billion Soot
instead of Rs3 billion as 70% |
capital). Of the remaining, o]
4 banks are under process 40%
of restructuring/ 23;
privatization and the rest 0% ]
are going through merger 0%- T e
process and have been CY97 CY03 CY04 CYO05 CY06 07 07

given short extensions to 10 percentand ~ 28.0 482 445 605 86.7 89.2 94.9
meet MCR by end of the *°*

8 to 10 percent 8.7 438 551 388 1221 8.2 24
current year. mBelows percent 633 80 04 07 12 26 27

Owing to relatively faster increase in NPLs, Net NPLs to Capital ratio
however increased to 11.4 percent from 10.7 percent in Jun-07 (see Figure
3.1.5). Group wise position shows that PSCBs witnessed greater increase
by 1.8 percentage points whereas this ratio for FBs remained negative due

to excess provisioning. Figu re—3.1.5;7:5Net NPLs to Capital Ratio (in %)

Conclusively, aided by strong o

— 125
profits and capital injections to g 100
meet the enhanced minimum & i
capital requirement, the banks ’s5
witnessed strengthening of their 0 Sep.
solvency position. However, the CY03 CYO04 CYO5 CYO6 Junor
banks need to keep check on PSCBs 500 162 54 64 54 72
quality of assets so as to ensure == TE S T 0 e
sustained  profitability  and s8s . S
50|Vency proﬁ|e. ——tr—CBs 369 190 88 62 78 85

el All Banks 54.4  29.2 41 9.7 10.7 1n4a
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3.2 Profitability

The pace of strong earnings
remained intact during Sep-07
quarter. Both the core and non-
core income contributed to the
healthy profits. The before and
after tax profits reached
Rs102.8 billion and Rs68.4
billion respectively in Sep-07 as
compare to Rs90.3 billion and
Rs61.7 billion respectively in
the corresponding period of last
year (see Table 3.2.1).

Group-wise, LPBs remained the
highest contributors to before
and after tax profits, which
increased to Rs73.5 billion and
Rs48.7 billion respectively as
compare to Rs56.5 billion and
Rs 38.1  Dhillion in the
corresponding period of the last
year. While the merger of one
of the FBs into LPBs increased
the profits of LPBs, it also
resulted in the lower
profitability of FBs. PSCBs
remained the other key
contributor with before and
after tax profits of Rs27.4
billion and Rs19.2 billion

Table-3.2.1: Profitability of Banking System

(Billion Rs) CY03 CY04 CY05 CY06 Mar-07 Jun-07 Sep-07
Profit before tax

PSCBs 161 142 228 315 78 167 24
LPBs 238 310 605 856 244 491 735
FBs 1 72 16 63 21 28 25
CBs 470 524 949 1235 343 686 1034
Bs (33 (04 @y 01 (13 (01 (05)
All Banks 437 520 938 1236 331 685 1028
Profit after tax

PSCBs 94 80 155 202 52 111 19.2
LPBs 148 218 411 591 164 328 48.7
FBs 42 58 80 43 13 16 12
CBs 284 356 646 846 229 455 69.2
Bs (37 (09 (L3) (05 (13 (0.1) (08)
All Banks 247 347 633 841 216 454 68.4
Tabled.12: Profitsbibiy Indicatars

(Pescest) (Pl CYM  CTE  CYM Mard? Jmd?  3epd7
Afer T R4

PACBs n B3 12 7 M B 19
LPZ 4 1 B 1 u u 1
FBs 13 1 23 13 2] 13 10
B 12 3 w 1 1 U 1
3B 3 03 (1) {4 dn s )]
AT Baeks 14 12 19 11 W M

Ajffer Tag ROE bored on Byciy plas Suplasan Rasclaztion

PACBs 1 nmr oM N7 Be 3 né
1P% oL S A 1 S N /1 B I} 1§
Pl UL I A B T A1 I ¥ 2
B i B B4 BT NI N2 L]
323 . . . . . .
AT Baebs 203 M1 N6 28 ul

respectively as compare to Rs16.7 billion and Rs11.1 billion in Jun-07
quarter. The PSCBs have earned Rs4.3 billion as dividend income during
the quarter ended Sep-07 which was just Rs0.3 billion in Jun-07.

The performance of banking system in terms of ROA and ROE after tax
remained largely on the last quarter’s level. Specifically, the ROA
maintained at 2 percent whereas ROE declined slightly to 20 percent from
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20.6 percent in Jun-07 (see
Table 3.2.2). It is worthy to

note that paid up capital
increased by Rs30.8 billion in
Sep-07 quarter, which

substantially raised the equity
base of the banks to Rs499.3
billion.

The Group-wise analysis shows
that PSCBs have shown
remarkable increase both in
before and after tax ROA. The
slight deterioration in
profitability indicators of LPBs
in Jun-07 quarter improved
during Sep-07 quarter. The after
tax ROA and ROE of LPBs
have reached 2.0 percent and
19.6 percent in Sep-07 from 2.0
percent and 20.7 percent in Jun-
07. However, after tax ROA
and ROE of FBs declined as
one large foreign bank shifted
to LPBs category.

During the quarter under
review, the profit & loss
composition of CBs witnessed a
slight change as the share of net
interest income in the gross
income has slightly declined to
70.5 percent in Sep-07 (see
Figure 3.2.1). However, such a
decline was counterbalanced by
the corresponding rise in the
other non-interest income to
12.5 percent in Sep-07. The

FquL)JOrg-&Z.l: CBs' P&L Structure
gEEEEREDp

80 4 - B i

i

60

40 1

20

Percent of Gross Income

CY03 CY05

[ Other Non-Interest Income
Fee Based &Currency Dealing Income

CY04

Jun-06 CY06 Jun-07 Sep-07

e Net Interest Income

— Allexpenses +Extraordinary charges
= QOperating Exp.+P rovision

= Operating Expense

Figure-3.2.2: Operating Exp. to Gross Income
60

Percent

CY03 CY04 CY05 CY06 Mar-07 Jun-07 Sep-07

I PSCBs [ LPBs FBs

SBs m—CBs em— A

Figure-3.2.3: Weighted Average Rates for Fresh
Disbursements and Fresh Deposits (in%o)

Return on fresh deposits
e Spread

6.2 Return on fresh disbursement (RHS)

61 A
A
5.6
54 v\/ S AA
5.2

51
4.8 4 ’
4.6 - :
4.4 9.2

Mar-06 Jun-06 Sep-06 Dec-06 Mar-07 Jun-07 Sep-07

share of fee-based and currency dealing income in the gross income slightly
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dropped by 0.4 percentage points to 17.1 percent in Sep-07 which was at
the level of Rs35.4 billion in Sep-07. The other non-interest income also
doubled from Rs13 billion in Jun-07 to Rs25.9 billion in Sep-07. Further,
the increased provisioning raised the share of operating expenses and
provisions in the gross income by 2 percent.

On the expense side, share of operating expenses in gross income remained
at the same level. However, PSCBs have shown some improvement as their
operating expense to gross income ratio decreased by 2 percent to 31
percent in Sep-07 whereas FBs showed marginal deterioration as their ratio
has increased to 55 percent in Sep-07 from 53 percent in Jun-07 (see
Figure 3.2.2).

The analysis of core income reveals that CBs’ net mark up/interest income
kept increasing though at a slower rate. It has increased by 52 percent to
Rs146.3 billion in Sep-07 from Rs96.1 billion in Jun-07. This increase may
be attributed to higher cost of deposits during the quarter. It also suggests
that deposit rates are also responding to the increasing lending rates. The
declining interest rate spread between the weighted average rates of returns
on incremental loans and fresh deposits strongly favour this viewpoint. The
spread has dropped to 4.4 percent in Sep-07 from 5.0 percent in Jun-07 (see
Figure:-3.2.3). The return on fresh deposits has increased to 6.0 percent
from 5.3 percent in Jun-07.

The further analysis Of 7323 taeBreskonof Siking St Totl st 74) oy ROA
ROA shows that 23 banks T

have ROA one percent No.of %Share No.of %Share No.of %Share No.of % Share No.of % Share

and above and their . . . . .
market share have also ROA Binks inTA Baks mTA Baks inTA Baks iTA Baks inTA
0 and below [ S Y ¥ T A || I YA

increased  from  82.8

percent in Jun-07 to 85.4 Jl5 188 ) boTh

percent in Sep-07 (see Uinl S T O O A

Table 3.2.3). However the 15 % 9 5 |

number of banks having s 2 @1 9 ® & M 6 B 6 B

ROA 0.5 percent to 1.0

percent dropped to 4 in Sep-07 from 6 in Jun-07. Further, banks having less
than O percent ROA have increased from 7 to 9 in Sep-07. Most of the
banks in this category are either recently established banks or where change
of management has taken place for meeting the shortfall in MCR. Most of

b
4 3
A
5 5

=

20



these institutions are in expansionary phase, where the administrative
expenses are usually high, thus lower ROA.

The recent mergers and acquisition transactions, technological
advancement and improvement in quality of human resource of the banking
sector have positively impacted the profitability of the banking industry.
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4. Risk Assessment of the Banking System

4.1 Credit Risk

Credit risk of the banking system experienced a marginal increase during

the Sep-07 quarter. Although
loans of the banking system
experienced a decline of Rs39
billion to Rs2,459 billion in
Sep-07 quarter, total non-
performing loans (NPLs) of the
banking system witnessed an
increase of Rs13.5 billion to
Rs201 billion in Sep-07 quarter
mainly due to an increase in the
NPLs of commercial banks (see
Figure: - 4.1.1). This increase
in NPLs was not unexpected on
the back of aggressive credit
growth in the last few years.

Group-wise position shows that
LPBs, holding the largest pie in
loans portfolio, were the major
contributors to increase in
NPLs. Low cash recoveries and
recognition of large number of
NPLs in OAEM and Sub-
standard categories by one of
the larger private banks were
the key factors behind this
increase.

The category-wise break-up of
NPLs shows that increase has
been witnessed in all the four
categories. In absolute terms,
significant increase has been
seen in initial categories 1i.e.
OAEM and  sub-standard.

Figure:-4.1.1 NPLs of Banking System
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Figure:-4.1.2 Category-wise Breakup of NPLs
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Figure:-4.1.3 Net NPLs of Banking System
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However, the share of 10SS  Figure:-4.1.4 NPLs to Loans (Gross)

category is still quite high, with 60 18
the amount of NPLs of Rs133 50 .
billion (see Figure:- 4.1.2). & W \—/ 1
o 30

Moreover, Net NPLs of the & :
banking system witnessed an 10 ;
increase of Rs12 billion to Rs57 0 CY!; CY!M- L L L
billion in Sep-07 mainly due to Pscs 2 B © 9 85 ol
increase in fresh stock of NPLS, = miee. PO ¢
which requires no or lesser =% & o o 0 & 3
provisions (see Figure:-4.1.3). —aws v 2 & 7 1
All the categories of bank ' Figure:-4.1.5 NPLs to Loans (Net)
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Similarly, NPLs to loans ratio
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The increase in NPLs by Rs13.5 billion during Sep-07 along with a lesser
increase in provision (by Rs2.0 billion) adversely impacted the coverage
ratio (see Figure:-4.1.6). Specifically, the coverage ratio declined to 72
percent in Sep-07 from 76.0 percent in Jun-07. Further analysis of the
coverage ratios shows that FBs have the highest coverage ratio of 183
percent followed by PSCBs (80 percent), LPBs (71 percent) and SBs (62.6
percent) in Sep-07.

Disaggregated analysis reveals that the increase in NPLs has been shared
by all of the loan segments (see Table:-4.1.1). In absolute terms, SMEs
witnessed the highest increase (Rs4.0 billion), followed by corporate (Rs3.6

bllllon)’ . _agrlculture Table: 4.1.1 Segmentwise Infection of Loans Portfolio
(RS?’O bllllon) and (Domestic Operations) (in %)
consumer finance (Rs2.9 Sector CBs SBs Al
billion). NPLs to loans sep07 | auno7 | sep07 | auno7 | sepo7 | auno7
ratio of agricu|ture Corporate 6.9 6.6  100.0 98.4 7.2 6.9
sector remained the SMEs 8.5 7.7 84.6 85.3 104 9.7
. Agriculture 11.6 7.8 31.7 29.6 220 19.3
hlgheSt among a” the Consumers 44 3.6 10.0 19.8 44 3.6
segments followed DY | crgicarss 63 66 - - 63 66
SMEs, corporate and | auoLoas 38 24 148 140 39 24
consumer Seg ment. Consumer Durables ~ 46.4 14.8 27.2 254 45.3 15.7
Specifically, the Mortgage Loans 43 29 43 29
Consumer finance NPLs | %™ 38 98 38 38
. Commodity Finance 0.9 0.8 - - 0.9 0.8
to Ioans ratio Of Staff Loans 0.8 0.8 0.1 0.1 0.8 0.8
increased by 0.8 percent  [opes 36 36 154 144 38 37
to 4.4 percent in Sep-07. [rotl | 64| 58| 00| 7| 77| 70

This  increase  was

basically contributed by the auto loans, which registered a substantial
increase of 1.5 percent to 3.9 percent followed by mortgage loans, which
registered an increase of 1.4 percent to 4.3 percent in Sep-07.

Overall, loan portfolio of the banking system experienced deterioration
during the quarter, which though undesirable but not unpredicted.
Aggressive loan growth during the past few years not only lent a hand to
this deterioration but also made the asset quality management a bit
challenging for the banks in near future.
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4.2 Market Risk

Of the three market risk factors,
interest rate risk carries a greater
significance in terms of explaining the
market risk of banking system in
Pakistan.

During Sep-07 quarter, interest rates
witnessed an overall increase almost
in all the short and medium term
maturities. Major rise was noticed in
short-term  maturities. ~ However,
interest rate on long-term maturities
of over 5 years actually declined
from its Dec-06 level.
Comparatively higher increase in
the short-term interest rate during
Jan-Nov 07 has flattened the yield
curve (see Figure:-4.2.1). However,
since the movement in the vyield
curve, on the average, was less than
half a percentage point, the concern
on the interest rate risk remains
subdued.

Risk of re-pricing was contained
since the overall re-pricing GAPs*
were largely within the acceptable
range. In all three time buckets (up to
3 months, 3-12 months, and over 1
year buckets), re-pricing gaps were
within +/-10 percent of total assets in
commercial banks (see Figure:-
4.2.2). Group wise analysis shows
that FBs and PSCBs have negative
gaps of 12 percent in up to 3 months
bucket but significant positive gaps in
3-12 months and over 1 year buckets.

Figure-4.2.1: Shift nYield Curve
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HOWG_VGry A LP?ES) Whin]l Figure:-4.2.4 NOP of Al Baziks (in Million $)
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the total banking assets had the
re-pricing GAPs well below +/- ™ | o
10 percent of their total assets | -
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Foreign exchange exposure of = o 1 I

the banks seemed at mild level. a sl

Net Open position (NOP) of 0 0

the banks though was negative FECES| LPE | TEs | CB: | S piBuk

in the end September, largely fdBpoem | 39 |mLj 0L 1| L |

remained positive in December B T a1 [ a1 | a1 | 3 1
Figure:-4.2 6 Inve';lment i Fully Paidup Ordinary

onwards period (see Figure  giaressep-o
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The equity exposure of the
banking system (which includes
investments both in listed and
unlisted stocks) has increased
from Rs33.2 billion to Rs38.1
billion in Sep-07 quarter. This ot 1o
is also reflected in the overall - et S ettt tetetonee
exposure of the banks in Moe 3 2 1 0 0 0 0
equities, which as a percentage Market Share of Bank (in%)

of their net assets increased to

7.6 percent in Sep-07 from 6.8 per cent in Jun-07.

According to group-wise analysis, none of the banking groups has exposure
over 9.1 percent in terms of capital. LPBs group, being the largest banking
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segment, holds about 87 percent of the total equity exposure of the banking
system. As per the disaggregated analysis, top 5 banks in terms of total
assets of the banking system share almost 57 percent of the total equity
investment. In terms of capital, the exposure of almost all of the banks is
fairly within the acceptable limits.

Summing up, increase in the interest rates during the quarter might have
increased market risk for a few banks that have significant re-pricing
GAPs. Inflationary expectations and trade imbalances are also putting
pressure on the rupee and slackening of credit off take has mildly exposed
the banks to the risks associated with the investments.
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4.3 Liquidity Risk

During the Sep-07 quarter,
liquidity position of the banking
system experienced further ease as
the liquid assets in terms of total
assets increased to 36.1 percent
from 35.8 percent. Loans to
deposit ratio also experienced
slight ease to 63.5 percent from
63.9 percent in Jun-07 (see
Figure:-4.3.1).

In fact, the compositional shift in
the asset-mix of the banking
system improved the liquidity
profile of the banking system.
Specifically, an increase in the
investments by Rs121 billion,
(which also raised its share in total
assets to 26.6 percent) provided
additional liquidity during the
quarter. This is also reflected in
the higher excess liquid reserves
maintained by the banking system
in addition to the statutory

Figure4.3.1 Liquidity Indicators
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liquidity requirement (see Figure:-4.3.2). Surplus liquidity of the banking
system has found its way in government securities, as evident from excess
liquid reserves maintained over and above the statutory liquidity

requirement by the banks.

Market based liquidity increased as a significant share of the government
securities have been categorized under HFT and AFS categories.
Investment in HFT and AFS securities increased to 85 percent as compared
to 83 percent in June-07. An important point to note is that around 96
percent of MTBs have been placed under tradable categories (see Figure:-

4.3.3).
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Maturity'mismatChes i.e. GAPs Figure: 4.3.3MTBs of the Banking System Sep-07
between the maturity of asset

and liabilities, another indicator

of liquidity, were largely within G -

the acceptable range. As of 4.1% e

Sep-07, the overall gap

between assets and liabilities as

28N
percentage of total assets in K
commercial banks remained @ &
below 10 percent in all three T
maturities  buckets.>  LPBs g5 Tk
which constituted about 75
percent of the total banking Figure: -4.3.4 Maturity GAP (Assets- Liabilities) to
assets were also within the Total Assets (in %) Sep-07
acceptable range in the three 25 1
maturity buckets. In 3 month

maturity band; FBs and

PSCBs recorded significant 5 /——‘
negative thereby .

15 A

gaps;
raising a concern for short- ) Uptozﬁs monthsto1 Owver 1 year
term liquidity for these banks D

(see Figure:-4.3.4). This &7 7

large negative gap may also 25y - i o

be attributable to the nature R ——— il

of deposit structure as the (35
large amount of deposits
generally fall in the near-term buckets.

Summing up, liquidity of the banking system has increased during Sep-07
quarter. A compositional shift away from advances to investments added to
the liquidity profile of the banking system.

> Up to 3 months, 3-12 months, and over 1 year.
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5. Performance of Islamic Banking

Islamic Banking has come
single bank. As of Sep-07,
Banks (IBs) having 132
branches and 12
conventional banks are
operating 63 Islamic
banking branches (see
Table-5.1). The size of

a long way since 2002 when it started with a
the system constitutes six full-fledged Islamic

Table-5.1: Islamic Banking Participants

CY02 CY03 CY04 CYO05 CY06 June 07 Sept 07

No. of Islamic Banks (IBs) 1 1 2 2 4 6 6
No. of Branches 6 0 23 37 93 109 132
No. of conventional banks operating
Islamic Banking Branches

No. of Islamic Banking Branches
(1BBs)

3 7 9 12 12 12

721 33 57 58 63

Islamic Banking System grew by 11.7 percent during the quarter against a

reduction of 1.4 percent of
all banks. The balance
sheet has grown by 49
percent since CY06 (see
Table-5.2). Consequently
the share of IBs has
increased from 3.2 percent
in Jun-07 to 3.6 percent in
Sep-07.

A review of the channels of
funds reveals that the
deposits ~ continue  to

dominate the sources of
funds for the Islamic
Banking System. The share
of deposits increased from
68 percent in Jun-07 to 70
percent in Sep-07.
Investments increased by
121 percent whereas Cash,
bank balance and
placements experienced a
decline of 12.9 percent

Table-5.2: Sources and Uses of Funds (Billion rupees)
CY03 CY04 CY05 CY06 Jun07 Sept07

SOURCES
Deposits 84 302 499 837 1083 1244
Borrowings 19 66 90 108 143 147
Capital & other funds 20 51 78 163 262 261
Other liabilities 06 23 47 B84 111 125
129 441 715 1193 1590 1777
USES:
Financing 87 215 458 656 788 88.3
Investments 12 20 19 73 115 25.5
Cash, bank balance,
placements 20 119 193 314 53.2 46.3
Other assets 10 27 45 150 155 176
129 441 715 1193 1590 1777
Figure-5.1: Composition of Deposits
Current
ACEOUNS < Financial
Non Others InStlng;) ns Fixed
Remi\L/Jgerat 0'9%/ o deposits
ey, 38.1%
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Current
accounts -
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during the quarter under review.

The deposits have grown by 14.9 percent in Sep-07. The breakup of
deposits reveals that fixed deposits have increased from 36.6 percent in
Jun-07 to 38.0 percent in Sep-07, whereas saving deposits have increased
from 29.2 percent in Jun-07 percent to 31.0 percent in Sep-07. Current
Account non remunerative deposits have declined from 22.0 percent in Jun-
07 to 19.7 percent in Sep-07 whereas deposits from financial institutions
have declined

mal’gina"y from 11.3 Figure-5.2: Modes of Financing

percent in Jun-07 to QuziQaze
1 ers

10.3 percent in Sep- - Hasna o

Diminishing 0%

07 (see Figure-5.1).

Istisna

0% Murabaha

The second largest 41%
source of funding for

Islamic Banking Mudaraba
Institutions  (1BIs) ®% N
was capital, which

increased by 3.6 Mstoraia
percent during the 29%

quarter. CAR of IBIs

though declined from 21.8 percent in Jun-07 to 19.4 percent in Sep-07, is
still higher than the minimum CAR of 8 percent, and therefore place the
IBIs in the comfortable position to support the expansion of their
businesses.

llarah

The financing remained at around 50 percent of total assets of the IB
system. The composition of financing reflects that Murabaha continued to
be the major source of financing at 41 percent however its share has
significantly declined from 45 percent in Jun-07. Similarly the share of
ljarah has declined from 30 percent in Jun-07 to 29 percent in Sep-07. Both
these modes of financing have lost their share to Diminishing Musharika,
which increased from 20 percent in Jun-07 to 26 percent in Sep-07. The
combined share of these three modes of financing forms around 96 percent
share in total financing by IBIs (see Figure-5.2).
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Improvement in asset quality of IBIs is evident from a decline of non-
performing finances (NPFs) to total financing ratio from 1.0 percent to 0.9
percent despite an increase in NPFs from Rs790 million in Jun-07 to Rs846
million in Sep-07. The decline in the ratio of NPFs to total financing was
largely the result of increase in provisioning which is currently at 108
percent of NPFs (see Table 5.3). Financing to deposits ratio declined
marginally from 71 percent in Jun-07 to 70 percent in Sep-07, which was
78.4 percent in CY06. In fact, the financing to deposits ratio has constantly
been declining since the formative period of the Islamic Banking system;
this depicts the increasing diversification of operation as well as availability
of other opportunities for deployment of earning assets.

The improved operations have resulted in increased profitability, which is
reflected from the profit after tax of Rs1 billion during Jan-Sept-07, which
is higher than CYO06 full-

Table-5.3: Key Performance Indicators

year figures of Rs0.9 7.
billion.  Likewise net g CY03 CY0 CY05 CY06 Jun07 Septl
markup and non-markup  “Npkstototl financing 07 09 10 13 10 09
income are higher than  NetNPFstonet financing 02 02 04 00 (1)
CYO06 full-year figures Provisionto NPFs 1000 83 806 720 1021 108
(see Table-5.4).  NetMarkup Income to total assets 17 14 23 24 31 30
However, the incidence  NonMarkupincometototalassets 22 14 17 09 12 11
of  higher  operating Operating Expense to Gross Income. 546 653 499 728 722 733
expense as percentage of ROA(a\{erageassets) 22 12 17 09 09 09
gross income (733 Growth!nAssets_ 845 2418 620 669 172 118
percent) has resulted in Growth!nD.ep05|.Is 646 2595 654 6717 164 149
Growth in Financing 470 2182 663 433 126 120
lower net markup iNCOME  1apies54: ncome Statement (Rs Billo)
to total asset and non- OB CYM CY5 CY§ n0T  Setr
markup income to total Yo 1 32 64 54 87
assets at 3 percent and 1.1 yypeqme 02 05 15 3% 29 0
percent_ (annualized) Markup Income 02 06 16 29 25 40
respectively. The ROA has pyismegne 0 00 02 02 02 03
Consequently Stagnated at Non Markup Income 03 06 12 11 09 15
Séirperc(esr;te thro_ll'l_gg?:_ts tg)e Operating Expense 03 08 14 29 25 40
Induction of 2 new IBs and Profit Before Tax 02 04 12 08 08 12
opening of 45 new ™ wew s ol g
Profit Aftr Tax 02 03 10 09 06 10
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branches by the IBIs since 2006, induction of qualified and experienced
personnel as well as institution of technology and risk management regime
may well explain the increase in operating expenses.

The overall performance of IBIs during the quarter remained promising.
With improving asset quality and profitability coupled with capital
adequacy above the required ratio and expanding branch network, the 1BIs
appear to be firmly placed to gain further share in the banking system.
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6 Resilience of the Banking System Based on Stress Tests

As part of the ongoing assessment of resilience of the banking system
towards plausible shocks, stress tests have been carried out and are briefly
discussed in this segment. This exercise assesses the impact of various
shock scenarios on the banking system. The methodology used is simple
sensitivity analysis and the reference scenarios have been devised using
both the historical as well as hypothetical changes in the risk factors. The
impact of the shocks has been assessed for both individual banks as well as
all the three commercial banking groups viz. Public Sector Commercial
Banks (PSCBs), Local Private Banks (LPBs) and Foreign Banks (FBs) (see
Box 6.1).

Box: 6.1
Reference Scenarios for Stress Tests
For the Year ended on September 30, 2007
Credit Shocks
Scenario C-1 assumes a 10 percent increase in NPLs (with a provisioning rate of 100 percent).
Scenario C-2 assumes a downward shift of NPLs from Substandard to Doubtful and from Doubtful to
Loss category.
Scenario C-3 assumes a cumulative impact of the two shocks under Scenarios 1and 2.

Scenario C-4 assumes an increase in NPLs upto 10%age points rise in NPLs to Loans ratio of
consumer finance (with 100% provisioning against increased NPLs)

Market Risk: Interest Rate Shocks

Scenario IR-1 assumes an increase in interest rates by 200 basis points.

Scenario IR-2 assumes a shift and steepening in the yield curve by increasing interest rates of all the
three maturities (by 50, 100, and 150 basis points)

Scenario IR-3 assumes a shift coupled with flattening of the yield curve by increasing 150,120 and 100
basis points in the three maturities respectively (almost same as was increased from Aug-03 to Dec-03).
Market Risk: Exchange Rate Shocks

Scenario ER-1 assumes a depreciation of ER by 13 percent (closer to the highest change in the monthly
average PRS/US$ exchange rate (12.83) over the period since 1994, in September 2000).

Scenario ER-2 is based on the hypothetical assumption of appreciation of rupee by 10 percent.

Market Risk: Equity Price Risk Shocks

Scenario E-1 assumes the impact of a 20 percent decline in the price of stock holding.

Scenario E-2 assumes the impact of a 40 percent decline in the price of stock holdings.

Liquidity Shocks

Scenario L-1 assumes a 5 percent decline in the liquid liabilities and its impact on liquidity coverage
ratio calculated after excluding Govt. securities under Held to Maturity category from liquid assets.
Scenario L-2 assumes a 10 percent decline in the liquid liabilities and its impact on liquidity coverage
ratio calculated after excluding Govt. securities under Held to Maturity category from liquid assets.

The impact of credit and market shocks has been gauged in terms of change
in profits and is calibrated on capital adequacy ratio (CAR) of the banks.
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Box : 6.2

“Stress Tests” on Commercial Banks

September 30, 2007 June 30, 2007
%age PoiNt | j o cred cAR- | 70298 POINL | ) i isted CAR-

Shocks Chgr/lg; n After Shock Chgl;gg n After Shock
Credit Shocks
Scenario  C-1 Deterioration in the qualityof loan -05 13.8] -04 13.7]
Scenario  C-2 Shift in categories of classified loans -0.4 13.8] -04 13.7]
Scenario  C-3 Cumulative impact of all shocks in 1and 2 -0.9 1813 -0.8 13.3
Scenario  C-4 Deterioration in NPLs ratio of consumer finance -1.0 13.2] -1.0 13.1]
Market Shocks; Interest Rate Shocks
Scenario  IR-1  Shift in the yield curve -0.7 13.5] -0.6 13.5]
Scenario  IR-2 Shift and steepening of the yield curve -0.5 13.7] -0.4 13.7]
Scenario IR-3  Shift & flattenining of the yield curve -0.4 13.9) -0.3 13.8]
Market Shocks; Exchange Rate Shocks
Scenario  ER-1

Depreciation of Rs/US$ exchnage rate (the historical high) 11 15.3] 13 15.4]
Scenario ER-2  Appreciation of Rs/US$ exchnage rate (hypothetical) -0.9 i3 -1.0 13.1]
Market Shocks; Equity Price Shocks
Scenario  E-1 Fall in the KSE index (historical high) -0.1 14.2) 0.0 14.1]
Scenario  E-2 Fall in the KSE index (hypothetical scenario) -0.3 13.9) -0.2 13.9]
Liquidity Shocks
Liquidity Coverage Ratio Actual Stressed Actual Stressed
Scenario  L-1 5 Percent Fall in the Liquid Liabilities 40.9 37.8] 40.0 36.9
Scenario  L-2 10 Percent Fall in the Liquid Liabilities 40.9 34.3] 40.0 33.3

Note: The results have not been adjusted for deferred tax benefits accruing on these losses.

For liquidity shocks, the after shock liquidity coverage ratio® is calculated.
The summary results of the impact of these shocks are presented in Box

6.2.

Fortifying capital base has lent greater resilience to the banking system
against the adverse shocks. Under the Credit Scenario C-1 capital of all
banks can fairly absorb this increase in NPLs. Group-wise, none of the

groups would experience a fall
in its CAR to below 8 percent
minimum  acceptable level.
CAR of PSCBs would
experience the largest decline
of 0.6 percentage points.
Foreign banks with already low
level of NPLs would experience
a least hit (see Figure: 6.1).

An adverse shift in the
categories of NPLs, assumed
under Scenario C-2 would also

® Ratio of liquid assets to liquid liabilities

Figure:-6.1 Impact of 10% Rise in NPLs on CAR-

Scenario C1
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A CAR Before Shock
CAR After Shock

-
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be well absorbed by the banks. In fact, more than 70 percent of NPLs lie in
loss category against which a provision of 100 percent is required,
therefore, this adverse shift in NPLs would not significantly affect the
capital position of the banks. Combined affect of these two scenarios, under
Scenario C-3 would also be absorbed by the banks. In this case, CAR of
CBs would decline by less than 1 percentage points under this scenario.

Con5|der|ng the pressures on Figure:-6.2 Impact of Credit Shocks on CAR,
the asset quality of consumer sepo7
Scenario C-1

segment the banks resilience 100
has also been assessed towards N\
significant decline in the asset
quality of this segment. Under )
Credit Scenario C-4, which  scenario c-4 <
takes into account a 10 percent
rise in NPLs to loans ratio of
consumer finance, the impact
remained comparatively higher.
Group-wise, FBs followed by
LPBs having significant
exposure in consumer sector would experience a greater decline in their
CAR. The CBs would experience a decline of around 1 percentage point in
terms of CAR (see Figure:-6.2). Individually, four banks holding a share of
around 13 percent in the assets of banking system would experience a
decline in their CAR to below 8 percent under this shock.

Existing CAR
Stressed CAR
Standard

Scenario C-2

Scenario C-3

Under the market shocks

Scenario IR-1, the CAR of Figure:-6.3 Impact of Interest Rate Shocks on
CBs may experience a decline  CAR, Sep-07 Scemaro R i ting CAR
by 0.7 percentage points (see Stressed CAR
Figure: -6.3). Under Scenario Standard
IR-2, the impact would be
comparatively on lower side.
CAR of CBs may decline by
0.5 percentage points to 13.7 o

percent under this scenario. A scenaror3 < % Scenario IR-2
flattening in the yield curve

assumed under Scenario IR-3,

would be further reduced and
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may cause a_d9C|_ine of 0.4 Figure:-6.4 Impact of Exchange Rate Shocks on
percentage points in CAR of CAR, Sep-07

the CBs.

16 -
The exchange rate shocks have A
been assumed under Scenario 14 4 A :
ER-1 & ER-2. The first E i
scenario considers a historical s |
level of depreciation in _the 10 | N ———
rupee by 13 percent. Since AStressed CAR
foreign currency assets of banks g _ ‘ _

Scenario ER-1 Scenario ER-2

well exceed the foreign
exchange liabilities, the banks

would rather gain from the Figure:-6.5 Impact of Equity Price Shocks on

.. . CAR- Sep-07
depreciation (see Figure:-6.4). 145
However, under the second
scenario of appreciation of 4 A
rupee the CAR of CBs may g140+ :
decline by 0.9 percentage §
points.
13.5 + o

Under Scenario E-1, an equity ‘;X's“”jg::
price shock, which assume a resse
20% fall in the direct equity 39 ) | )

Scenario E-1 Scenario E-2

investment, the banks can

sustain this level of shock.

Since quite a few banks do not have exposure in equities and the rest of the
banks have sufficient surplus available against such share, the impact of
this shock is insignificant. Under this shock, CAR of CBs would decline
by 0.1 percentage pints (see Figure:-6.5). Under Scenario E-2, a 40
percent fall in the value of equity investments may decrease the CAR of
CBs by 0.3 percentage points. Bank wise, CAR of none of the CBs would
fall to below 8 percent under the equity price shocks.

Liquidity coverage ratio has been used to express the level of liquidity of
the banks. During the Sep-07 quarter this ratio of the banks has improved
significantly. The analysis shows that a 5 percent decline in liquid
liabilities, a shock assumed under Scenario L-1, the liquidity coverage
ratio (calculated after excluding HTM securities from liquid assets) of CBs
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declined from 40.9 percent to
37.8 percent (see Figure:-6.6).
Whereas, under a 10 percent
decline in the liquid liabilities,
Scenario L-2, may decrease
this ratio to 34.3 percent.

Summing up, the fortified
capital base has added to the
resilience of the banking
system.

Figure:-6.6 Liquidity Coverage Ratio Calculated
After Excluding HTM Portfolio-Sep-07

45 + A Existing
Stressed
40 + A A
= : l
3 |
< 35 + )
o
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25 . |

Liquidity Coverage, Liquidity Coverage,
Scenario L-1 Scenario L-2
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Einancial Soundness Indicators of the Banking System

Annex-I
Indicators [ 2000 [ 2001 [ 2002 | 2003 | 2004 | 2005 [ 2006 [ Jun-07 | Sep-07
ICAPITAL ADEQUACY |
Risk Weighted CAR
Public Sector Commercial Banks 10.4 9.6 123 11.0 134 145 15.2 16.2 171
Local Private Banks 9.2 9.5! 9.7 9.0 10.1 10.6 127 132 134
Foreign Banks 18.0 186 232 23.0 174 16.4 15.0 14.0 149
Commercial Banks 114 113 126 AL AL 114 L) 133 13.8 14.2
Specialized Banks (33) (189) (31.7) (282) (9.0 @.7) (83) (7.3 (8.0)
All Banks 9.7 8.8 8.8 85 10.5 L 12.7 133 13.6
Tier 1 Capital to RWA
Public Sector Commercial Banks 7.7 7.1 8.6 8.2 8.6 8.8 111 119 130
Local Private Banks 8.1 8.4 6.6 7.0 7.5 83 10.4 10.9 113
Foreign Banks 17.9 186 230 23.0 17.1 16.1 143 133 142
Commercial Banks 9.8 9.7 9.7 9.1 8.6 &l 10.8 112 118
Specialized Banks (34) (189) (31.7) (287) (15.0) (136) (1333) (127) (134
All Banks 83 7.3 6.2 6.5 7.6 8.3 10.0 10.6 it
Capital to Total Assets
Public Sector Commercial Banks 46 3.7 5.6 6.1 8.7 12.6 12.2 124 134
Local Private Banks 35 3.8 5.2 53 6.5 7.0 ()2 9.8 oY
Foreign Banks 8.8 8.5 10.6 o 8.9 9.5 10.1 9.6 11.2
Commercial Banks 4.9 4.6 6.1 6.1 T2 8.4 9.9 10.3 10.6
Specialized Banks (1.1)  (10.3) (23.0) (10.0) 9.4 8.1) (8.0) (6.2) (7.5)
All Banks 45 38 4.8 &5 6.7 7.9 9.4 9.9 10.2
[ASSET QUALITY |
NPLs to Total Loans
Public Sector Commercial Banks 26.3 25.9 25.5 20.4 133 10.0 9.0 83 9.1
Local Private Banks 15.4 16.3 15.4 113 9.0 6.4 52 5.7 6.1
Foreign Banks 47 43 338 31 16 1.2 10 11 12
Commercial Banks 19.5 19.6 17.7 137 9.0 6.7 57 6.0 6.5
Specialized Banks 52.4 53.0 54.7 55.6 54.1 46.0 39.1 37.9 38.9
All Banks 235 23.4 218 17.0 11.6 8.3 6.9 7 7.7
Provision to NPLs 0
Public Sector Commercial Banks 59.2 56.6 57.1 65.8 77.0 86.8 84.5 84.5 79.8
Local Private Banks 36.9 40.5 58.6 62.7 69.9 76.4 78.7 2 70.5
Foreign Banks 65.9 74.1 733 787 1019 1459 1917 188.9 181.6
Commercial Banks 53.9 53.2 58.2 64.8 724 80.4 815 76.9 737
Specialized Banks 58.1 59.2 66.9 615 64.9 64.8 64.1 62.9 62.6
All Banks 55.0 54.7 60.6 63.9 70.4 76.7 718 74.3 717
Net NPLs to Net Loans
Public Sector Commercial Banks 12.7 131 12.8 8.1 34 15 1.5 14 2.0
Local Private Banks 10.3 10.4 7.0 45 210) 16 L.l 16 e
Foreign Banks 17 11 11 0.7 (00) (06  (10) (1.0) (1.0)
Commercial Banks 10.1 10.3 8.3 5.3 2.7 14 11 14 18
Specialized Banks 31.6 315 285 32.5 29.3 231 187 185 19.2
All Banks 122 121 9.9 6.9 38 21 16 19 2.3
Net NPLs to Capital
Public Sector Commercial Banks 1245 160.2 834 50.0 16.2 515 6.4 54 (22
Local Private Banks 1535 125.2 54.8 39.1 24.3 13.0 71 9.6 9.6
Foreign Banks 9.0 58 4.7 3.2 (0.2) (3.0) (5.1) (5.0) 4.3)
Commercial Banks 96.7 100.7 54.2 36.9 19.0 9.0 6.2 7.8 85
Specialized Banks - - - - - - - - -
All Banks 1313 150.5 85.5 54.4 29.2 143 9.7 10.7 114
EARNINGS |
Return on Assets (Before Tax)
Public Sector Commercial Banks 0.5 = 13 18 24 33 4.0 3.8 4.1
Local Private Banks (0.2) 0.9 14 22 17 2.7 31 3.0 2.9
Foreign Banks 14 iy 2.8 2.6 7243 3.6 3.2 2as 2.0
Commercial Banks 0.4 0.6 15 21 2.0 2.9 32 31 31
Specialized Banks 2.3) (84) (10.2) (3.3) (0.4) (1.0) @3) 0.7 (0.6)
All Banks 03 0.1 0.9 18 19 28 31 3.0 3.0
Return on Assets (After Tax)
Public Sector Commercial Banks 0.2 (0.5) 0.6 1.0 13 2.2 2.7 25 2.9
Local Private Banks 0.7) 0.4 0.8 14 72 18 24 2.0 19
Foreign Banks 0.6 0.8 15 15 2.0 2.5 24 13 1.0
Commercial Banks (0.0) (0.0) 0.8 12 13 2.0 2.2 21 21
Specialized Banks (2.3) (88 (121) @7 (08 (12  (18) 0.6 (0.9)
All Banks 0.2) (0.5) 0.1 1.0 1.2 1.9 21 2.0 2.0
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Indicators

| 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | Jun-07 | Sep-07

ROE (Avg. Equity & Surplus) (Before Tax)
Public Sector Commercial Banks
Local Private Banks
Foreign Banks
Commercial Banks
Specialized Banks
All Banks
ROE (Avg. Equity & Surplus) (After Tax)
Public Sector Commercial Banks
Local Private Banks
Foreign Banks
Commercial Banks
Specialized Banks
All Banks
NII/Gross Income
Public Sector Commercial Banks
Local Private Banks
Foreign Banks
Commercial Banks
Specialized Banks
All Banks
Cost / Income Ratio
Public Sector Commercial Banks
Local Private Banks
Foreign Banks
Commercial Banks
Specialized Banks
All Banks

LIQUIDITY |

Liquid Assets/Total Assets
Public Sector Commercial Banks
Local Private Banks
Foreign Banks
Commercial Banks
Specialized Banks
All Banks
Liquid Assets/Total Deposits
Public Sector Commercial Banks
Local Private Banks
Foreign Banks
Commercial Banks
Specialized Banks
All Banks
Advances/Deposits
Public Sector Commercial Banks
Local Private Banks
Foreign Banks
Commercial Banks
Specialized Banks
All Banks

10.9

32)

15.6
8.8

5.7

49

(17.4)
6.1

0.3)

(35)

61.8
63.2
54.0
612
78.6
62.3

70.1
80.9
59.4
716
70.5
716

37.1
34.0
45.2
375
127
36.0

45.0
443
67.7
48.0
90.8
48.5

54.0
67.5
715
60.5

553.0

66.2

0.5
254
19.3
12.2

14

(12.2)
10.3

©3)
(12.6)

69.9
721
59.4
68.9
86.7
70.4

62.3
67.3
54.5
62.7
59.0
62.4

36.5
39.8
50.3
39.9
13.6
38.5

43.4
49.6
78.3
50.3
79.8
50.7

53.8
&1L
66.8
56.9
450.5
61.7

26.3
323
242
275

211

115
17.3
152
143

3.2

69.5
65.5
57.5
66.1
78.0
67.1

56.9
60.0
45.4
56.7
84.7
59.1

49.0
47.1
48.5
48.1
16.4
46.7

59.6
60.2
742
61.5
98.5
61.8

443
523
720
51.0
4538
54.9

29.9
415
25.0
337

354

173
258
148
20.3

20.0

64.1
55.9
55.3
58.9
62.2
59.2

43.9
532
48.2
49.0
67.5
50.5

49.1
42.9
49.2
46.1
229
45.1

59.0
545
68.9
57.8
135.0
58.5

45.7
58.2
63.8
53.6
379.1
56.4

30.8
28.8
26.7
29.0

30.5

7.2
20.2
215
19.6

20.3

63.7
62.0
57.7
61.9
819
62.8

39.5
56.2
49.0
51.7
57.8
52.0

43.9
343
39.8
37.0
253
36.6

52.6
423
53.4
45.7
154.1
46.5

49.7
67.3
70.1
63.6
370.5
65.8

30.7
40.1
389
372

38.2

20.9
272
27.1
254

258

713
73.0
61.5
713
87.7
72.0

343
431
422
412
478
415

35.6
324
418
339
258
337

44.7
403
57.9
42.7
183.2
435

59.8
70.8
68.7
68.4
400.7
70.2

324
36.2
30.0
34.7

352

217
25.0
20.4
23.7

238

69.5
735
65.8
721
40.1
70.9

318
40.7

39.4
62.6
40.3

339
311
41.0
322
23.0
319

42.6
40.6
61.1
42.0
205.4
42.7

64.6
745
80.1
727
528.4
74.6

30.4
311
23.3
30.5

31.0

203
20.7
132
20.2

20.6

75.9
72.8
61.2
726
52.2
7

331
434

421
49.2
424

358
35.6
42,0
36.0
264
35.8

45.7
46.8
63.1
474
238.5
48.1

61.5
67.0
73.6
66.1
525.4
67.8

322
295
18.0
29.7

30.1

226
19.6

8.8
g1g)

20.0

68.7
7.7
57.7
705
5789
70.0

310
445
547
423
41.8
423

35.0
36.5
431
36.5
194
36.1

43.9
47.6
59.9
473
183.2
41.7

61.0
65.8
68.2
64.9
587.9
66.6

Note: The indicators for June & September 2007 are based on Un-audited returns.
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Selected Indicators for Different Categories of Banks, September 30, 2007- Annex-I1
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Major Banking Statistics, September 30, 2007 Annex-111
(Rs in Millions)
S.No. Name of Bank Assets Deposits Equity

1 | The Bank of Khyber 34,493 23,100 6,256
2 | The Bank of Punjab 223,042 191,419 20,858
3 | First Women Bank Limited 8,149 6,756 1,046
4 | National Bank of Pakistan 667,924 522,929 96,585
5 | Industrial Development Bank of Pakistan 8,124 5,841 (27,972)
6 | Zarai Taragiati Bank Limited 86,683 2,613 13,841
7 | The Punjab Provincial Cooperative Bank Limited 13,144 1,817 2,796
8 | SME Bank Ltd. 6,905 1,878 2,765
9 | Allied Bank Limited 280,087 233,835 20,047
10 | Bank Alfalah Limited 312,460 260,228 15,362
11 | Bank Al-Habib Limited 133,661 109,339 7,726
12 | Askari Bank Limited 178,498 142,436 13,285
13 | Crescent Commercial Bank Limited 19,026 11,108 6,975
14 | Atlas Bank Limited 21,937 12,630 2,967
15 | Habib Bank Ltd 622,742 506,564 58,738
16 | Faysal Bank Limited 144,278 105,902 16,966
17 | KASB Bank Ltd 37,521 30,616 2,866
18 | Dubai Islamic Bank Pakistan Limited 17,069 12,422 3,930
19 | JS Bank Limited 20,757 11,689 3,411
20 | Bank Islami Pakistan Limited 9,985 6,246 3,169
21 | Arif Habib Rupali Bank Limited 13,788 7,363 6,181
22 | Emirates Global Islamic Bank Limited 7,485 4,271 2,831
23 | First Dawood Islamic Bank Limited 4,434 1,071 3,038
24 | ABN Amro Bank N.V. 116,045 95,743 6,760
25 | MCB Bank Limited 382,594 287,922 48,129
26 | Meezan Bank Limited 64,236 51,657 5,436
27 | Habib Metropolitan Bank Limited 173,053 132,030 12,780
28 | Mybank Limited 37,229 27,983 5,682
29 | NIB Bank Limited 109,686 45,308 22,565
30 | PICIC Commercial Bank Limited 82,471 62,246 4,734
31 | Saudi Pak Commercial Bank Limited 60,759 43,465 5,194
32 | Soneri Bank Limited 74,016 57,976 6,419
33 | United Bank Limited 483,398 380,752 34,785
34 | Standard Chartered Bank (Pakistan) Limited 259,238 172,594 44,143
35 | Oman International Bank 2,674 591 2,028
36 | The Hong Kong and Shanghai Banking Corp. Ltd. 29,106 21,784 2,560
37 | Deutche Bank AG 11,956 3,791 3,170
38 ] The Bank of Tokyo-Mitsubishi-UFJ, Limited 4,854 1,410 2,326
39 | Citibank N.A. 101,672 80,252 6,537
40 | Albarka Islamic Bank 18,528 13,744 2,365
4,883,705 | 3,691,321 499,280
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Group-wise Composition of Banks

Annex-IV

1997-1998

2005

2006

|A. Public Sector Com. Banks (6)
Habib Bank Ltd.

National Bank of Pakistan
United Bank Ltd.

(First Women Bank Ltd.

The Bank of Khyber

he Bank of Punjab

BB. Local Private Banks (16)
(Bskari Commercial Bank Ltd.
'Bank Alfalah Ltd.

Bank AL Habib Ltd.

'Bolan Bank Ltd.

Faysal Bank Ltd.

(Metropolitan Bank Ltd.
Platinum Commercial Bank Ltd.
Prime Commercial Bank Ltd.
Prudential Commercial Bank Ltd
'Bulf Commercial Bank Ltd.
Soneri Bank Ltd.

‘Union Bank Ltd.

(Muslim Commercial Bank Ltd.
Rllied Bank of Pakistan

Trust Bank Ltd.

(fndus Bank Ltd

IC. Foreign Banks (20)

BN AMRO Bank N.V.
Rlbaraka Islamic Bank B.S.C.
Express Bank Ltd.
IANZ Grindlays Bank

'Bank of America

Bank of Ceylon

The Bank of Tokyo - Mitsubishi
Eitibank, N.A.

Credit Agricole Indosuez

Deutsche Bank AG

'Boha Bank

Emirates Bank International

Habib Bank AG Zurich
The Hongkong & Shanghai Banking

amaratinn | td

;FIC Bank Ltd.

(Mashreq Bank PISC

'®man International Bank S.A.0.G.

(Rupali Bank Ltd.

Societe Generale

Standard Chartered Bank

ID. Specialized Banks (4)

Rgriculture Development Bank of Pakistan

(fndustrial Development Bank of Pakistan
Federal Bank for Co-operatives

'Punjab Provincial Co-operative Bank Ltd.
|All Commercial Banks (42)

Include A+ B +C

|AIl Banks (46)

Include A+ B +C + D

. Public Sector Com. Banks (4)

[A. Public Sector Com. Banks (4)

(National Bank of Pakistan
[First Women Bank Ltd.

*he Bank of Khyber

*rhe Bank of Punjab

B. Local Private Banks (20)
(Mskari Commercial Bank Ltd.
(Bank Al-Falah Ltd.

1Bank Al Habib Ltd.

My Bank Ltd.

Faysal Bank Ltd.

Metropolitan Bank Ltd.

I'KASB Bank Ltd.

Prime Commercial Bank Ltd.
[Saudi Pak Commercial Bank Ltd
(PICIC Commercial Bank Ltd.
[Soneri Bank Ltd.

[Union Bank Ltd.

IMCB Bank Ltd.

(Allied Bank Limited.

United Bank Ltd.

[Meezan Bank Limited

(NIB Bank Ltd.

[€rescent Commercial Bank Ltd.
Habib Bank Ltd

[Dawood Bank Ltd.

|C. Foreign Banks (11)

I'ABN AMRO Bank N.V.
(Rlbaraka Islamic Bank B.S.C.
[American Express Bank Ltd ",
*rhe Bank of Tokyo — Mitsubishi.

National Bank of Pakistan

|First Women Bank Ltd.

(*rhe Bank of Khyber

*rhe Bank of Punjab

B. Local Private Banks (24)
(Pskari Commercial Bank Ltd.
Bank Alfalah Ltd.

(Bank AL Habib Ltd.

(Mybank Limited

|®aysal Bank Ltd.

[Mabib Metropolitan Bank Ltd.
IKASB Bank Ltd.

®rime Commercial Bank Ltd.
Saudi Pak Commercial Bank Ltd
(PICIC Commercial Bank Ltd.
Soneri Bank Ltd.

Standard Chartered Bank (Pakistan) Ltd.
IMCB Bank Ltd.

Rllied Bank Limited

|United Bank Ltd.

(Meezan Bank Limited

INIB Bank Limited

(Trescent Commercial Bank Ltd
Habib Bank Limited

tlas Bank Limited.

|A\rif Habib Rupali Bank Ltd.
Dubai Islamic Bank Pakistan Ltd.
Bankislami Pakistan Ltd.

9S Bank Limited

IC. Foreign Banks (7)

€itibank N.A.
[‘Deutsche Bank AG
(Habib Bank AG Zurich

*rhe Hongkong & Shanghai Banking
(Corporation Ltd.
[®man International Bank S.A.0.G.

'Rupali Bank Ltd.

Standard Chartered Bank
D. Specialized Banks (4)

%arai Taragiati Bank Ltd.
Industrial Development Bank of Pakistan

ISME Bank Ltd

Commel Banks (35)
Include A+B +C

|All Banks (39)

Include A+B +C +D

(Punjab Provincial Co-operative Bank Ltd.

IABN AMRO Bank N.V.
lbaraka Islamic Bank B.S.C.
(Bank of Tokyo - Mitsubishi UFJ, Limited

[Titibank N.A.

Deutsche Bank AG

The Hongkong & Shanghai Banking
ICorporation Limited

®man International Bank S.A.0.G.

D. Specialized Banks (4)

|Zarai Taragiati Bank Ltd.

('™dustrial Development Bank of Pakistan
Punjab Provincial Co-operative Bank Ltd.
ISME Bank Limited

|All Commercial Banks (35)

Include A+B +C

|All Banks (39)

Include A+ B +C + D

National Bank of Pakistan

First Women Bank Ltd.

The Bank of Khyber

The Bank of Punjab

B. Local Private Banks (26)
Rskari Bank Ltd.

'Bank Alfalah Ltd.

'Bank AL Habib Ltd.

'Mybank Limited

Faysal Bank Ltd.

"Habib Metropolitan Bank Ltd.
'KASB Bank Ltd.

IABN AMRO Bank (Pakistan) Ltd 1
Saudi Pak Commercial Bank Ltd
PICIC Commercial Bank Ltd.
Soneri Bank Ltd.

'Standard Chartered Bank (Pakistan) Ltd.
'MCB Bank Ltd.

Allied Bank Limited

‘United Bank Ltd.

"Meezan Bank Limited

'NIB Bank Limited

Erescent Commercial Bank Ltd.
‘Habib Bank Limited

Atlas Bank Limited.

[Arif Habib Bank Ltd.

'Dubai Islamic Bank Pakistan Ltd.
Banklslami Pakistan Ltd.

9S Bank Limited

'Emirates Global Islamic Bank Ltd.
‘Dawood Islamic Bank Ltd

IC. Foreign Banks (6)
lbaraka Islamic Bank B.S.C.

'Bank of Tokyo - Mitsubishi UFJ, Limited
The Hongkong & Shanghai Banking
(Corporation Limited

Deutsche Bank AG

Titibank N.A.

'Oman International Bank S.A.0.G.

D. Specialized Banks (4)

%Zarai Taragiati Bank Ltd.

"ndustrial Development Bank of Pakistan
'Punjab Provincial Co-operative Bank Ltd.
'SME Bank Limited

IAll Commercial Banks (36)
Include A+ B +C

|All Banks (40)

Include A+ B +C +D

1. ABN AMRO Bank NV. (Pakistan) branches were descheduled on account of its merger with Prime Commercial Bank. The name of Prime
Commercial Bank has been changed to ABN AMRO Bank (Pakistan) Ltd.
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