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Quarterly Performance Review of the Banking System
September 2004

The review is based on the data mainly taken from the Quarterly Reports of Condition
and Annual Audited Accounts submitted by banks. It covers their global® operations,
unless otherwise indicated. The banks have been divided into four groups’ namely,
Public Sector Commercial Banks (PSCBs), Locd Private Banks (LPBs), Foreign
Banks (FBs) and Speciaized Banks (SBs). PSCBs include nationalized commercial
banks and two provincia banks, whereas LPBs consist of privatized banks and
domestic private banks. The performance of the banking industry as a whole and
these groups in particular has been evaluated by using the financia soundness
indicators.

1 Overview

The successful restructuring of one of the big banks coupled with overall strong
profitability led to significant improvement in the solvency indicators of the banking
system. The Capitd Adequacy Ratio (CAR), despite substantial rise in Risk-
Weighted Assets (RWA), inched up by 0.6 percentage points over the last quarter to
10.4 percent. In pursuance of its policy of consolidation and strengthening of the
banking system, the State Bank of Pakistan (SBP) further raised the minimum capital
requirement for banks operating in Pakistan from Rs1.0 billion to Rs2.0 billion. The
banks are required to achieve this mark in a phased-manner by December 2005°. This
will give afurther boost to the solvency of the banking system.

The banking system, on the back of rising economic activity, continued posting
strong profits during this quarter as well. The encouraging aspect of profitability for
this year so far is that it mainly stems from stable sources of income. The year-to-date
after tax profit of commercial banks reached Rs23.6 billion, which represents around
83 percent of last year's profit of Rs28.4 hillion®. The hedlthy growth in the core
earnings depends a great deal on the strong growth in loans over the last few quarters.
The increase in loans perssted, though at a dower pace compared with the last
quarter, in this quarter as well. Despite the relatively slower growth in loans, the
increase is till very encouraging given the fact that credit needs of businesses shrink
substantialy in this period because of a seasonal dow down. The surging credit
demand and upward movement in interest rates have diverted the focus of banks from

! Domestic plus overseas operations of Pakistani banks and domestic operations of foreign banks operating in
Pakistan

2The composition of these groups has been given in AnnexIV.

% The banks are to raise their paiclup capital net of losses to Rsl.5hillion by Decerrber -04 and Rs2billion by
December -05.

* Profit is for the whole year of 2003.



investment in the government securities, which had been occupying their attention for
quite sometime.

The growth in deposits, which was singularly responsible for the rapid expansion in
the balance sheets of banks over the last many quarters and was aso instrumental in
creating the liquidity glut slowed down during this quarter. This forced banks to
realign their asset-mix to meet growing credit demand. Consequently, the system had
to experience some liquidity pressure. The quarter also saw building pressures on the
Rupee as the trade deficit kept growing. To support the Rupee and to reign in
inflationary tendencies, the SBP had to raise interest rates, which reinforced short-
term liquidity strains. Resultantly, a number of banks had to resort to the SBP's three-
day repo facility.

The banking system is yet to pass the acid test of showing resilience in difficult
conditions because the conditions so far have remained greatly benign for their
impressive performance over the past many quarters. The fast credit growth, though
fairly diversified and broad-based, raises concern about its quality. Non-Performing
Loans (NPLSs), no doubt, remained well in check and in fact declined by Rs1.1 billion
in this quarter. However, the gradual rise in interest rates has the potential of
affecting the credit repayment capacity of borrowers especialy the consumer
banking borrowers, and thus impinging upon the asset quality of the banking system.
In addition to the credit risk, the impending liquidity and market risksmight trandate
into greater pressures on profits of the banking system. In spite of these likely risks,
the banking system is expected to display huoyancy as itsconduct of businessis now
based primarily on commercial considerations. Banks are not only far better equipped
in their credit appraisal systems but have also substantially enhanced their capital
which would enable them to absorb unforeseen shocks.
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The quater under review
witnessed dow down in the growth
of tota assets of the banking
sysem (see  Figure  2.1).
Comparing with the extraordinary
growth of Rs228.7 hillion (8.9
percent) in the lagt quarter, total
assets increased by Rs68.8 hillion
(2.4 percent). The increase is till
impressive considering the fact that
total assets experienced a decline
in the corresponding period last
year. It signifies strong uplift in
business activites since then. A
visible shift in asset-mix in favour
of loans further substantiates this
fact (see Table 2.1). Deposits,
which have been the main funding
source, grew a a moderate pace
during this quarter. Consequently,
banks had to reluce their lending
to financial ingtitutions to meet
increasing credit demand.

The LPBs, which enjoy the
dominant position among al
groups, extended their share even
further with an increase of Rs71.1
billion (4.0 percent) in their asset
base (see Figure2.2. The FBs,
though at a relatively dower pace
also managed a riseof Rs6.2 hillion.
The PSCBs, which had spearheaded
the extreordinary increase in tota
assets of the banking system during
the last quarter, saw a decline as a
result of across the board fdl in
deposits, which reduced their
overall baance sheet footing. The
shae of SBs in totd assets
continued to decline.

Assets and Funding Structure

Figure-2.1: Assets of the Banking System
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Table-2.1: Major Sources and Uses of Funds
(Percent) CY00 CYOL CY02 CY03 Jun-04 Sep-04
Source
Deposits 742 759 7.3 71 784 5
Borrowings 148 138 125 us 14 us
Equity 45 38 48 54 51 56
Others. 65 65 7.3 57 51 51
Total 1000 1000 1000 100.0 1000 1000
Uses
Loans 491 469 415 435 463 472
Investments 168 181 315 309 274 268
Others 340 H1 270 255 263 260
Total 1000 1000 1000 100.0 1000 1000
Figure-2.2:Group-wise Sharein Total Assets
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PscBs | 49.9 48.8 39.5 37.8 215 21.0




Tota deposits growth of the

banking system with an increase of Figure-2.3 : Deposits of the Banking System
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approaching month of Ramadan,

which could have induced the people to keep their monies out of banks to avoid the
Zakat levy. Moreover, the low rates of return on various deposit schemes, which
have started to show signs of improvement on fresh deposits of late, also entail low
opportunity cost.

The five largest banks mainly bore the brunt of the fall in deposits. Consequently, the
share of these five banks in the total deposits of the system decreased to 60.7 percent
from 62.4 percent in the last quarter. The next five banks in the top ladder, on the
other hand, kept the upward

momentum and managed to [Figure-2.4:Composition of Deposits

increase their share to 14.6 percent

from 13.8 percent in the last 1

quarter. 80

The composition of deposits shows g

that saving and current deposits g

grew further in size with an increase 2

of 2.8 percent and 3.4 percent, .
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depqsits however, continued  to & From Fin. Instit 04|88 |65 |38 ] 34] 36 | 31
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in yields seemed to have generated

expectations of rise in returns on such deposits in the near future. This could have
influenced the decision of depositors to keep their funds liquid and deploy them in
longer maturities once the interest rates stabilized. The recent build up of pressure on



the Rupee in the backdrop of external prepayments, and a higher oil import bill
seemed to have increased the charm of foreign currency deposits, which increased by
another Rs12.3 hillion in this quarter.

The LPBs, which now hold almost Figure-2.5:Group-wise Sharein Deposits
twothird of the total deposits of the 100%
system, made the largest gains both
in absolute terms and relative share 80%1
However, the performance of FBs
was significant which recorded the
highest increase at 9.4 percent as 2006
compared to the LPBs, which
witnessed a 1.6 percent growth 20%;
during the same period. The PSCBs,

which were in the forefront duri ng 9T voo | cvor | cvoz | cvos | aun-04 Sep-04
the last quarter, saw adeclineof 2.7 [asss 12 12 10 0.9 07 0.7
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60%+

The borrowing needs of the banking system did not subside in this quarter as well.
Relatively sower deposit growth combined with the SBP's measures to restran
inflationary tendencies and aso to prop up the under-pressure Rupee generated
liquidity pressures, forcing some banks to resort to borrowing to meet their maturing
obligations as well as credit demand by businesses, which is untypica at this time of
the year. This is supported by a sgnificant rise in the borrowing under repo
arrangements and unsecured borrowings by R9.8 hillion and R%.4 hillion
respectively. Consequently, the total borrowing by the banking system swelled by
Rs19.6 hillion. The majority of unsecured borrowing comprised overdrawn nostro
accounts, which is indicative of

incr_easing _trad_e af[iVitieS_ The Figure-2.6 : Loans of the Banking System
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corresponding quarter of the last year testifies this assertion. This is a strong
indication that the growth momentum gained by the economy remains intact. The
private sector was the real driver of the growth in loans as the public sector, which
absorbed about 42 percent of the total growth in loans in the last quarter, experienced
adecline of Rs5.9 hillion.

The active participation by second tier banks has been the hallmark of increased
lending activities during the last few quarters. The top five banks saw their share
reduced to 51 percent from 52 percent in the last quarter as they accounted for merely
18 percent of thetotal growth of loans during this quarter. On the other hand, the next
five big banks contributed 30 percent of the overall loans growth. Similarly, the next
10 banks effected 39 percent of the loans growth during the same period.

Ba d$ I ncr% ng Compaltl OnY Table-2.2: Sector-wise Break Up of L oans (Domestic Operations)*
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Table 22. Of the remaining Commanlty Operations %9 o0 ©9 ©9
%Ctors, consumer f| nance Of which Housing Loans 28.0 28.3 0.3 1.0
. Others 36.1 29.7 (6.4) (17.8)
regﬂered the fastest grOWth by Towal 1.350.9 L4114 60.5 25

contributing 37.4 percent to the | ot i

loans growth. Small and Medium

Enterprise (SMES) and agricutural sector also managed a satisfactory performance by
attracting 25.8 percent and 15.0 percent respectively, of the overall loans growth.

Because of persistently strong growth over the last few quarters, the overall share of
consumer finance in the total loans portfolio, which was 5.6 percent in December
2003, has increased to 8.9 percent (see Figure 2.7). The growth in the consumer
sector was aso al pervasive. However, auto loans and persona loans played a far
more prominent role. M ortgage |oans have also started to show vibrancy of late. The
growth of Rs9.1 hillion in agriculture lending during this quarter has aso been
impressive. However, because of the faster growth by the corporate and consumer
sectors, its sharein total outstanding loans diminished dightly to 8.3 percent from 9.0
percent in December 2003. The lending to SMEs sector has aso been growing.
However, in its case aso, the comparatively faster growth in lending to other sectors
led to afal in its share from 18.5 percent in December 2003 to 17.5 percent in this
quarter. The end-use distribution of loans shows that a greater portion of the loans
went to meet the working capital needs of both the corporate and SMEs sectors. This



led to a further increase in the loans for working capital purposes (see Figure-2.8).
Loans for fixed investment have sowed down in this quarter. The corporate sector
employs around 92.3 percent of this type of loans.

The LPBs were the leader in loan growth as they contributed Rs58.1 hillion (91.7
percent of al banks growth). The FBs and SBs aso managed to increase their loans
portfolio by Rs7.0 billion (11.1 percent of all banks) and Rs2.3 hillion (3.7 percent of
dl banks), respectively. The PSCBs, which in percentage terms saw the fastest
increase in the preceding quarter, witnessed a decline of Rs4.1 hillion during this

Figure-2.7 : Sectoral Allocation of Bank Figure-2.8 : End-Use Distribution of Bank
Loans - Sep-04 Consumers CO:jmodlty L oans-Sep-04
smEs ~ Adriculture 8% oo StffLoans Consumer Others _
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Agriculture  staff loans) 26100
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commodity
operations)
14.4%

Others
21%

Trade Working
Corporate Finance: Capital

54.3% 15.4% 30.3%

quarter. The fal in loans by this sector may be traced to a sharp decline in
commodity financing by the largest bank in this group.

The past trend suggests that the loan portfolio gathers momentum with the upswing of
the credit cycle at the tail end of the year. Its strength in the next quarter would
depend, to a large extent, upon the interest rate behaviour and prevailing liquidity
conditions. So far, the SBP has succeeded in its efforts to allow a measured and well-
calculated Increase In m_tereg_ rates Figure-2.9 : Breakup of Investments Sep-04
to comkbat the inflationary Other Gout.
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banking system made a dight
recovery during this quarter and
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this rise was the deliberate move by
the largest public sector bank which
reduced lending to financia MTBs
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Others
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Treasury Bills (MTBs). Mgority of the banks, on the other hand, reduced their
investment portfolios. By isolating the impact of this bank, the rest of the banking
system actualy saw a decline of Rs30.7 billion. The factors governing their loss of
interest in investments remained the gradud rise in yields as well as the increasing
credit demand.

The federal government securities, which form the overwhelming portion which is
around 80 percent (see Figure 2.9), saw afar greater activity in MTBs in this quarter.
The MTBs registered an increase of Rs19.2 billion against the decline of Rs59.7
billion during the last quarter. The longer tenor securities i.e. Pakistan Investment
Bonds (PIBs), which had drawn higher interest in the previous quarter, decreased by
Rs12.4 hillion. Absence of any PIBs auction since early June 2004, inter alia, appears
to be the main reason for the decline in the level of PIBs holding by banks.
Consequently, their share in total investments also declined to 251 percent from 26.9
percent during the last quarter. — _ —
Conversely, the MTBs witnessed a Figure-2.10: Investmentsin F.G. Securities
rise in their share to 47.2 percent 700
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3 Financial Soundness of the Banking system
31 Solvency

The current quarter is marked with some major developments that are expected to
have important bearings on the overal solvency postion of the banking system.
These include:

? The successful restructuring of one of the big five banks that brought an
additional capital of Rs14.2 billion into the system. With this development, al the
commercia banks now stand compliant with the minimum CAR of 8 percent.

?  The minimum capital requirement for the banks operating in Pakistan was further
raised to Rs2 hillion from Rsl billion, to be achieved in a phased-manner by
December 2005°.

Though strong profitability, coupled with availability of some free reserves, would
make it easier for most of the banks to achieve the mark of Rs2billion, some of them
would have to either inject fresh capita or go for mergers and consolidation®. This
will be in line with the policy being pursued by the SBP to have lesser but stronger
banks.

The banks continued strengthening  [Figure-3.1: Risk-based Capital Position
their capita base through fresh 180
injection as well as profit retentions 160
during the current quarter. As a 1497
result, the risk-based capital of the
banks further rose by Rs20.7
billion to Rs152.5 hillion (see
Figure 3.1). The mgjor portion of
this increase came through fresh
injection, though profitability also ,
supported this wdll by accounti ng cvoo | cvor | cvoz | cvos [sun-04 [ sep-04
for around 44.0 percent However, = Tier Il Capital 13 | 120 | 235 | 233 | 322 [ 335
the required level of risk-based == Tier | Capital 65.1 605 | 55.2 77.0 | 99.6 | 1190
Caplta a|&) wrgw aS the |ncr%$ —Requi‘redTierl 315 33.1 35.9 47.3 54.0 58.6
|n RWA a/en wrpm the | e RequUired Total 63.1 66.2 718 94.7 108.1 1171
balance sheet expansion. This happened because of the reshuffling of asset-mix
towards more risky assets and a substantia rise in non-funded exposure. This is
testified by the rise in the ratio of RWA to total assets from 48.3 percent to 51.0
percent. The growth in the RWA at 8.4 percent during the quarter, however, remained
below the risk-based capita growth of 15.7 percent. This led to significant
improvement in the CAR, which after a long time reached double digits (see Table
3.). The ratio would improve even further to 12.1 percent if one weak bank was

120 A
100 A
80 1
60 4

Billion rupees

40 |
20

® The banks are to raise their capital -net of losses to Rsl.5hillion by December-04 and Rs2 billion by December -05.
5 Of 39 banks, 14 already have a capital of more than Rs1.5billionand one of the remaining banks has merged with
another bank in the post quarter development.



excluded. The other two ratios, i.e.
tier 1 capital to RWA and balance
sheet cepital to total assets, aso
improved considerably.

The groupwise position of CAR
shows a mixed picture. The LPBs

and PSCBs saw improvement in Allbag

their ratio, while FBs and SBs
experienced a decline. The reason
for the decline in the ratio of FBs is
the faster expansion of risky assets
in three of them. Further, some of
these aso remitted part of their
profits to their head offices. Despite
this decline, the CAR of FBs is still
the highest among al groups. The
deterioration in the ratio of SBs is

Table-3.1: Capital Adeguacy I ndicators

Percent CY00 Cy0l CY02 CYO03 Jun-04 Sep-04
CAR

PSCBs 104 96 123 11.0 122 124
LPBs 9.2 9.5 9.7 9.0 9.4 106
FBs 18.0 18.6 23.2 230 18.6 179
CBs 114 11.3 126 111 109 116
SBs (33) (139 (317 (282 (82) (12.2)

K 97 338 338 35 938 104

Tier 1 Capital to RWA

PSCBs 7.7 7.1 86 8.2 9.0 9.6
LPBs 81 8.4 6.6 7.1 7.2 84
FBs 179 18.6 230 230 185 17.8
CBs 9.8 9.7 9.7 9.1 8.7 95
SBs (34) (139) (31.7) (287) (136) (17.8)
All banks 8.3 7.3 6.2 6.5 7.4 8.1
Capital to Total Assets

PSCBs 46 3.7 5.6 6.1 6.2 6.5
LPBs 35 3.8 5.2 5.1 5.1 59
FBs 8.8 8.5 10.6 10.0 7.9 7.8
CBs 49 4.6 6.1 6.0 5.7 6.2
SBs (1.1) (103) (230) (95 (93) (12.6)
All banks 46 3.8 438 54 5.1 5.6

due to heavy provision made by one of them to cleanup its balance sheet.

A comparative position of top 5, 10
and 20 banks reveals that solvency
ratios of smaller banks, despite
having relatively higher risk

Table 3.2: Capital Adequacy Indicators of Top Banksin termsof Size

Capital Adequacy [ Top5 [ Topio | Top20 [ Industry ]
Capita/RWA 11.1% 11.6% 11.7% 10.4%
Tier 1 Capital / RWA 84% 8.9% 9.2% 81%
Net Worth / Total Assets 5.8% 5.8% 6.1% 5.6%

profile, are stronger than the large banks (see Table 3.2). This, however, is due to the
higher degree of financial leverage of large banks because of their extensive branch
network. The total assets of top 5 banks are more than three times of total assets of
the next 5 top banks as compared to their capital, which is two times. Nevertheless,
the encouraging aspect is that al the solvency ratios of top 5 banks are above the
internationally accepted benchmark for the well capitalized banks’.

7 A bank with CAR of 10 percent & above and core capital to RWA ratio of 6 percent & above is consdereda well-

capitalized bank.

10



Dispersion anaysis of CAR reveds
that, since the last quarter, the
number of banks below 8 percent
remained unchanged at 2, however
their share declined sharply to a
mere 0.7 percent from 5.1 percent
(see Table 3.3& Figure 3.2). The
single most important factor, which
caused the decline in their market
share, was the elevation of one of
the large banks to the upper bracket
because of massive capitd
injection. It was the rdegation of
one of the SBs to the lower
bracket, which kept the number of
banks in this bracket intact a two.
The positive change in the lower
bracket naturally proved
favourable for the higher brackets.
The market share of banks with

Table 3.3 Distribution of Banksby CAR

Total No. of Banks  Below 8%

81010 %

10to 15%

Over 15 %

CY00
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Cy02
CYo03
Jun-04
Sep04

24
43
40
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39
39

5

NN B A O
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4
10
10
10

16
11
9
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11
13

17
22
23
21
16
14
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Figure-3.2: Banks' Market Share by CAR
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CAR above 10 percent increased to 63.9 percent from 60.5 percent. However, a
glance at individual performances shows that 23 banks saw minor to significant
decrease in their CARs, whereas the rest registered an increase in the same degree of
intensity. The reason for the decline in CAR for greater number of banks is again
traced to rapid expansion in their RWAS, which outpaced the growth in their capital.

3.2 Profitability

On the back of risng economic activity, the banking system showed a strong
Table-3.3: Profitability of Banking System

performance during the first three
quarters of CY04 and the prospects
of its achieving the last year's
unprecedented level ae quite
bright The yeer-to-date after tax
profit of CBs reached Rs23.6
billion, which represents around 83
percent of last year's profit of
Rs28.4 hillion (see Table 3.3. The
Return on Assets (ROA) matched to
last year's level of 1.2 percent (see
Table 3.4). Based on the results of
firgt three quarters, the net interest
income is likely to remain stable

Billionrupees _CY00 CYO1L CY02 CYO03 Jun-04 Sep-04
Profit before tax

PSCBs 3.9 02 10.¢ 161 El5 86
LPBs -0.6 50 11.¢ 238 135 20.7
FBs 3.7 5.0 6.6 7.1 32 52
Comm. Banks 7.0 10.2 29.4 47.1 22.2 34.8
SBs -2.5 92 -104 (25 (14 (1.9
All Bank 45 11 19 44.6 20.7 32.8
Profit after tax

PSCBs 18 -4.6 48 9.4 34 55
LPBs -3.5 20 64 14.8 86 134
FBs 14 24 42 4.2 23 46
Comm. Banks  -0.2 -0.2 152 284 14.4 23.6
SBs -2.6 -9.5 2124 (3.2) (16) (1.9)
All Banks -2.8 -9.8 29 25.1 12.€ 21.7

in CY04, whereas capita

gains will shrink

significantly. However, this reduction in capital gains is going to be made up by
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risng fee income and lOWering Tables4: Earningsand profitability indicators
incidence of NPLs and taxation. (Percenfy  CY00 CY0l CY02 CY-03 Jin-04 Sep-04
The SBs, however, may end up ROA@e @)

with aggregate loss for this year Ei;fs %27 ;’f gj 12 1(2) ii
too, (zjasthey are still not out of the FBe 06 08 15 15 17 o1
WOoOds. Comm. Banks -0.01 -0.01 0.8 12 11 1.2
The qudity of income of SBS 23 88 .21 32 -14 30
Commercid Baks (CBs) aso Qgszﬁz w0 B R
improved over the last year as pgep 49 122 15 173 183 171
major part of ther year-to-date | pgs 174 103 173 262 191 201
income is derived from stable Frss 61 91 152 149 181 240

sources. Though share of overal CommBaks 03 -03 143 205 187 199

nortinterest income in the gross SBs -
income amost remained same at AllBaks 35 126 32 2051 183 200

around 40 percent, the composition <t 'Meret Mg

. . PSCBs 3.6 43 4.0 37 31 2.6
O_f ,S,JCh income  witnessed  a LPBs 34 43 43 35 30 3.4
sgnlflcant Change towards core  ggs 32 33 31 34 31 33
income (see Figure 3.3). ThegainS comm.Baks 35 41 38 35 31 32
on sde of securities which were a  sBs 32 33 75 71 68 92
major drivi ng force behind last Al Banks_ _ 35 43 4.0 3.7 32 3.4
year’s strong profits were replaced  'Mermediation cost
by fee based income. Accordingly, P°¢®* 34 32 29 23 21 18
he share of such gains in gross - 39 %6 82 29 29 80
:t g g FBs 29 25 2.3 2.8 26 2.6
income reduced to 7-_8 percent commpaks 34 32 30 26 27 2.7
from 16.5 percent in CY-03 sgs 32 30 73 36 29 30
whereas share of fee-based income  All Banks 34 32 32 2.7 27 2.7
rose by 4.5 perce.ntage pomts _'[0 Figure-3.3: Com Banks' P&L Structure
17.3 percent. The improvement in 10
the fee-based income is attributable
to acceerated foreign trade |, o
activity. On an overdl besis the |§
share of non-core income has (£ ]
dropped to only 7.8 percent now as é
compared to 16.5 percent in CY-03 |2 |
. o
(see Figures-3.4a & 3.4b). =
[}
. . o
On the expenses side, operating (& =1
expenses of CBs grew at a dightly
faster pace and stayed a around o
@1 percan o the lat yer's | TL_n w0
f|gure ThIS was the Outcome Of an [ FeeBased & Currency Dealing Income
. . . Net Interest Income
expansionary policy being followed —a— All expenses + Extraordinary charges
by most of the LPBs. Their income Operating Exp.+ Provision
- ! Operating Expense
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Figure-3.4a:Composition of Earnings-CY-03 Figure-3.4b:Composition of Earnings-Sep-
04

Non-Core
16.5%

Core
83.5%

however, could not keep this pace. As a result, the cost income ratio of these banks
went up by 4.9 percentage points to 53.5 percent against the generaly acceptable
level of maximum 60.0 percent. This also led to the increase in the cost income ratio
of the banking system by 2.6 percentage points to 51.7 percent.

The provison charges, which used to consume large portion of banks earnings,
showed downward trend on account of better quality of fresh loaning. During the
period under review the burden of these charges further reduced to around 7.0 percent
of the gross income from 10.0 percent for the last year.

The year-to-date interest income and interest expenses, despite a substantial balance
sheet expansion, remained subdued and constituted 72.4 percent and 65.0 percent
respectively, of last year's figures. This was due to the lower interest rates for the
period under review as compared to last year. The relatively larger reduction in
interest expenses is attributed to
the reprofiling of deposts.
HOVVQ/G', in rmn% to Chmge in === Return on Earning Assets
the SBP stance on the monetary o] = Cost of Funds
policy, the interest rates have ——spread

garted a gradual rising trend. As a
result, both the return on earning
assets and cost of funds inched up
during Sep--04 quarter by 17 bps
and 2 bps respectively (see Figure- 4]
3.5. The dow increase in cost of
funds led to the improved spread as 2
well as NIM a 3.5 percent and 3.2
percent respectively, though both 0
are gtill below last year's leve.

Figure-3.5:Interest Rate Spread

Percent
(2]

CY00 CYO1 CY02 CY03 Mar04 Jun04 Sep04
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The group-wise position shows that, by virtue of size, LPBs contributed amajor share
of the system’s profits. Since their administrative and provisioning expenses are
relatively higher, they lagged behind FBs which lead on return on assets and equity.
The performance of PSCBs more or less corresponds to that of the LPBs. The SBs,
however, posted negative ROA as they are still undergoing restructuring process.

The outlook for this year and onward suggests that the banking sector is well set to
post another remarkable performance on last year scales. Pick up in economic activity
has enabled them to achieve and sustain an al time high level and enriched mix of
earnings assets. If the economy continues to show the present vigour, which it is
expected to do at least in the short run; banks will post commendable profits. While
this elevated level of lending portfolio bodes well for the banks' future earnings, it
also demands increased vigilance on the part of the banks and regulators. The banks
have so far been able to keep it free from infection. However, a proactive provision
for loan losses in this benign period so as to counter any cyclical patterns of economic
activity would be advisable.
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4, Risk Assessment of the Banking System
41 Credit Risk

The gross NPL s of banks decreased dightly during the quarter. This was mainly due
to reduction in NPLs portfolio of the SBs by Rs2.1 hillion (see Figure 4.1). The
increase in NPLs of CBsis not much disturbing though, as many of the accounts were
classified by banks due to the expiry of limits which in no way indicates deterioration
in credit quality of their portfolios. Besides, banks have continued making substantial
provisions againgt their infected portfolio and al the different groups as well as the
overal banking industry has observed a significant reduction in ret NPLs (see Figure

4.2,

Figure-4.1: Total NPLsof Banks Figure-4.2: Net NPLs of Banks
™4 b 250 90 120
= 200 ®] 100
g 125 g_ 60 | oo
100 A [ 150 =]
= c 45 0 lso
< 7 1
= 100 2 30; L a0
= 50 1 =
CO— I 50 o 5 - L 20
0 1 ro cvol cvoz cvo3 s | sepos | ©
cvol cvo2 cvos Jun-04 Sep-04 P
PSCBs 1296 95.5 85.9 43.2 44.0 === PSCBs 56.2 41.0 29.4 13.1 12.8
== LPBs 45.7 66.9 67.4 107.0 107.3 — | PBS 27.2 27.7 25.1 33.9 33.0
= Bs 6.1 52 4.0 2.8 2.7 — Bs 1.6 14 09 0.0 0.0
—=css 1814 167.6 157.2 153.0 154.0 —=css 85.0 70.1 55.4 46.9 45.8
sBs 62.7 63.9 54.1 54.8 52.7 ] SBs 256 212 212 22.0 14.5
All (RHS) 244.1 2315 211.3 207.8 206.7 e Al (RHSS) 1105 91.3 76.7 69.0 60.3

Group-wise, PSCBs and LPBs have experienced an increase in their gross NPLS,
however, net NPLs showed a margina decline. The FBs further decreased their
aready low level of NPLs marginaly; net NPLs remaining intact at rock bottom. It
was the SBs whose performance was quite impressive with a reduction of Rs2.1
billion and Rs7.5 hillion in gross and net NPLs, respectively. The decline in their
infected portfolio is aso reflected in their key asset quality ratios. The ratios of NPLs
to loans, both gross and net have come down to 13.8 percent and 4.5 percent,
respectively from 14.5 percent and 5.3 percent at the end of last quarter (see Figures
43 & 4.4. The ratios for other groups of the industry reveal that the PSCBs
displayed a poor performance by gaining 0.5 percentage pointsin their gross NPLs to
loans ratio while net NPLs to net loans being intact at 5.7 percent. The LPBs did
relatively better by improving these ratios by 0.6 and 0.3 percentage points
respectively. The FBs improved their gross NPLs to total loans ratio dightly while
maintaining the other ratio at 0.0 percent. The SBs outdid the rest of the groups this
quarter by showing improvement of 3.3 and an impressive 10.3 percentage points in
theseratios, respectively.
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Figure-4.3: NPLsto Loans (Gross) Figure-4.4: Net NPLsto Net Loans
25
40
75 4 I 13
l 20 351
60 4 30 4 I 10
= 1=
S s S 251 L g
o o
5 T 207
a1 30 1 [ 15 F5
15 [s 101 L3
54
0 Lo 0 Lo
Cyo01 Cyo02 CYO03 Jun-04 Sep-04 Cyo01 CYo02 CYo03 Jun-04 Sep-04
PSCBs 25.9 25.5 20.4 16.6 17.1 PSCBs 13.1 12.8 8.1 5.7 5.7
LPBs 16.3 15.4 113 11.4 10.8 LPBs 10.4 7.0 4.5 3.9 3.6
= FBs 4.3 3.8 3.1 2.0 18 —— FBs 1.1 11 0.7 0.0 0.0
—— CBs 19.6 17.7 13.7 11.4 11.0 —— CBs 10.3 8.3 5.3 3.8 3.6
SBs 53.0 54.7 55.6 55.5 52.2 SBs 31.5 28.5 33.0 33.4 23.1
23.4 21.8 17.0 14.5 13.8 12.1 9.9 6.9 53 4.5
| e A1 (RHS) I—.—An (RHS)

As can be inferred from the net
NPLs to net loans ratio, the NPLs
coverage ratios for al the groups
have also witnessed a continued
improving pattern (see Figure 4.5).
In the wake of issuance of new
Prudentiadl  Regulations  (PRs)
wherein the kanks are required to
apply discounting factors on the
value of their collateral to make up
for possible erosion in the vaue of
the collateral, banks have started
making provisions more prudently
S0 as to avoid any abrupt blow to
their P&Ls on account of required
provisonin the future.

Sector-wise breskup of loans and
their corresponding NPLs reved
good credit risk containment for the
corporate sector (see Table 4.1).
Share of corporate sector loans in
total domestic loans of the banking
sector has dightly shrunk from
5.9 percent in last quarter to 54.3
percent in this quarter.
Accordingly, its share in totd
domestic NPLs has also marginally

Figure-4.5: Provisionsto NPLs

100
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=
g 60
5 50
O 40
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20 A
10 4
0 L
Cyo1 CY02 CY03 Jun-04 Sep-04
PSCBs 56.6 57.1 65.8 69.8 70.9
LPBs 40.5 58.6 62.7 68.3 69.2
=—=FBs 74.1 73.3 77.4 99.9 99.8
—CBs 53.2 58.2 64.7 69.3 70.2
SBs 59.2 66.9 60.8 59.8 725
e All (RHS) 54.7 60.6 63.7 66.8 70.8
Table:4.1 Segmentwise I nfection of Loans Portfolio as of 30-09-04
(Domestic Operations) (RsInBillions)
Amount NPLsas % of
Sector Outstanding Share% NPLs Share Outstanding
Corporate 7659 54.3% 1073 57.3% 14.0%
SMEs 2473 17.5% 271 145% 10.9%
Agriculture u78 8.3% 48 23.9% 38.1%
Consumers 1258 8.9% 11 0.6% 0.8%
Credit Cards 127 0.9% 03 0.1% 21%
Auto Loans a4 2.9% 03 0.1% 0%
Consumer Durables 18 0.1% 01 0.1% 9%
Mortgage Loans 124 0.9% 01 0.0% 0%
Others 575 21% 04 02% 0%
Commodity Finance 80 6.0% 08 0.4% 1.0%
Stf Loans 200 2.8% 05 03% 1.4%
Others 207 2.1% 57 3.0% 19.1%
[Toal | 14114 | 100%] 1873 | 100%] 13.3%)|

decreased to 57.3 percent from 57.4 percent. Furthermore, NPLs, as percentage of
totd loans, have also decreased to 14.0 percent from 14.6 percent as of last quarter.
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SMEs sector on the other hand displays a rather worrisome picture. The increase in
NPLs of this sector outpaced the loan growth. Resultantly NPLs to total loans ratio
deteriorated to 10.9 percent from 9.3 percent during the last quarter. The banks need
to focus more on improving risk assessment and credit appraisal to ward off any
further deterioration in this sector. Consumers sector has not displayed any signs of
weakening credit quality until now. However, banks need to be cautious about
aggressive lending to consumers and SMEs because large numbers and lower
volumes might tempt banks to make compromised credit appraisals. Nevertheless,
these sectors are promising and in fact in most of the successful economies, they are
the backbone of loan growth. Therefore, prudently administered lending to these
sectors can bring the needed impetus to the earnings of banks through an optimum
risk/reward mix. The agriculture sector has aso exhibited an improved performance
by an increased share in total loans and a lesser share in total NPLs. Its NPLs to loans
ratio has also come down to 38.1 percent from 42.2 percent during the last quarter.
One of the reasons for this improvement could be that recently the focus of banks has
been more towards agriculture development loans rather than production loans, which
has helped tillers get better gains for their efforts and their repayment capacity has
also improved. Overal, the credit risk of the banking sector has been on atight rein.

4.2 Market Risk

While striking a balance between inflation and growth, the SBP changed its stance on
its monetary policy to alow a gradual and measued rise in interest rates
Consequently, the rise in interest rates and building pressure on the exchange rates
dueto the current account deficit have kept the rising trend of the market risk intact.

Increasing mtereSt_ raf[eShave been Figure-4.6: Shiftin Yield Curve
athreat to the profitability of banks 10.0
thet have substantial investment in
fixed income securities. The 80
secondary market yields on 3y, 5y,

10y, 15y and 20y bonds have been = 60 1
up since August 2003 (see Figure | <

4.6. However, the duration of 40 1
these securities, though moderate 50 |

since the gtart of this year, is till
on the higher side. The weighted
average duration of 3y, Sy, 10y, — 1
15y and 20y bondsisat 1.19, 2.82, |t 1T T T
560, 818 and 8.73 years, anos | 24 20 o
respectively. Accordingly, the price =tfronoeoe—
sengitivity of these bonds stayed at 1.17, 2.73, 5.27, 7.57 and 7.98 percent,
respectively. As for MTBs, the weighted average price sendtivity for all of the three
maturities of 3, 6 and 12 months is a 0.29 percent for the same rise in interest rates.

3m 6m 1y 3y sy 107
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In line with International Accounting Standards (1A S), the current quarter witnessed a
policy changein terms of which Held to Maturity securities are no longer subject to
mark-to-market rule and the surplus/deficit on Held for Trading securities is to be
routed through the profit and loss account. This has prompted banks with risky
investments to categorize such portfolio under Held to Maturity category to avoid
booking revaluation deficit and their good portfolio in the rest of the two categories
i.e. Held for Trading and Available for Sale securities. As a result, the banks have
shown surplus on revauation of such securities as against deficit during the last
Quarter, despite further rise in interest rates since Jure 2004. Through such
reshuffling, the banks are avoiding revaluation deficit at the expense of re-pricing
gains in future. At the same time, the banks would have to compromise on lower
returns till the maturity of these securities as most of the liability side bears a shorter
re-pricing period and if interest rate on liability side rises, the banks would be left
with lower spreads.

Re-pricing GAPs between the rate
senditive  assets and  the  rate
sengitive liabilities bears out this
(see Figure 4.7). For the three-
month bucket, the GAP remained

Figure-4.7: GAP (RSA-RSL) to TA
300 1
200

100 1

negative as most of the deposits fall 00
in this category. While for the more -100 1
than one-year category, the rate 200
sensitive assets well exceed the rate 200

Upto3M Over3aMtolY Over1year

sendgitive liabilities due to large
investment in fixed income longer

=——= PSCBs 17.3 -27.4 25.7

LPBs -22.3 166 19.9

tenor securities. Resultantly, the |—. a2 81 102
GAP in this category exceeds the |[—=sss 08 03 -6.0
acceptable limit of ++ 10 percent. |——a us 59 192
This significant mismatch creates =5 = = ==
re-pricing risk for banks.

The volume of the financia derivatives market, though growing, is still quite small.
Until now, every individual transaction was to be approved by the SBP. However, in
order to develop an Over The Counter (OTC) derivatives market, the banks and
Development Financial Ingtitutions (DFIs) have been given the option by the SBP to
become ether Authorized Derivatives Dedlers (ADDs) or Non-Market Maker
Financial Ingtitutions (NMFIs) after meeting certain criteria. These ingtitutions would
be dlowed to enter into foreign currency options, forward rate agreements and
interest rate swaps.

Drain in the interbank dollar liquidity on account of heavy import bills and
prepayment of externd debt, in addition to narrowing of the RupeeDollar interest
rates spread have put a strain on the exchange rate Though the SBP remained a net
sdler of foreign currency in the interbank market, the Rupee withessed depreciation
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(see Figure 4.8). Since the middle of

Figure-4.8: Exchange Rate (E/R) Vs Forex Reserves

July 2004, the swap points turned 1 «
positive and six months forward rate A aaDRAARARA A
swap points have been up from — o Tl

0.0456 since the gtart of this quarter to
0.5163 by the end quarter and 1.1663
in mid of November 2004 (see Figure
4.9. Despite this, around 12 banks “I
were running overal short Ne&t Open 21
Position (NOP) as of September 30. ol LLLLELL LU LD LV LT
Though the exposre is well within the | g
limits, if the Rupee becomes weaker, | | ewmes lsdslsndsrfsrdorfonfsdsfsolon fsodso foe
the banks would have to pay a price to

sguare their positions.

Billion $
®
Rupess

Despite al the positive trends in the [rFigure:4.9: swap Points
equities market, exposure in shares in  |s.o0
terms of equity has largely been
normalized. While absolute investment [v\/\
in shares remained in the vicinity of [z00 o

Rs27 hillion, overall exposure in terms

of capital declined to 17 percent as

250

150

. . . 6 months A
againgt 19 percent in the previous | j N
quarter. 0% -
Bak-wise, the number of banks |, f—’“W__ —
exceeding the 20 percent benchmark® T o o & o

decreased and in the post quater 22
period it further declined to 2. Whilst the investment in equities has somewhat
rationalized, some of the banks are still assuming excessive indirect exposure i.e.
Cary Ove Transactions (COT).

Figure-4.10: Bank-Wise Exposurein Stock Market-
The total exposure on the stock market  [sen-na
remains high. Figure 4.10showsthe |,
share of banks in the overall banking |2 .
sysem and the bank-wise total 5 801
exposure in stock market viz. shares, |5 | |* .
Term Finance Certificates (TFCs) and |8 rz <
Nationa Investment Trust (NIT) units |& 4o b s .
comes to 32 percent of the equity of |5 [¢&,% « ¢
the overadl banking system. Giventhe & [, * .
volatility of the stock market, therisk |5 o & —ae®
of a sudden fall in prices is there. % Dercentege Sherein Totel Asets |

8 Exposure in share(net of subsidiaries and strategic investments) and mutual funds in terms of equity
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However an analysis simulating
adverse shocks suggests that the
impact is severely redtricted (see
Figure 4.11).T he share of the banks
carrying high exposures is not so
high in the overal banking system;
hence the potentia for any systemic
risk remains low.

Figure-4.11: Impact of 10% fall in the Stock Market

on the CAR of Banks- Sep-04
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4.3 Liquidity Risk 2
Liquidity conditions came, for a
short period, under pressure during
this quarter as the SBP drove to
tackle rising inflationary tendencies.
The SBP remained engaged in
mopping  up liquidity  quite 60 |
frequently through Open Markt
Operations (OMOs) during the
quarter, effecting a modest rise in
interest rates. The banks had
therefore, to resort to the SBP
discount window to meet short-term
liquidity requirements. The visits
were more frequent during the last
month of the quarter. This changein

Below 8 81010 10to 20 20t0 100  above 100

Figure-4.12: Liquidity Indicators
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succeeded in wiping out excess
liquidity. =~ The dtuation il
remained under control as banks continued to hold sufficient liquid assets mainly in
the form of government securities. Liquid assets in terms of totd assets dropped
dightly to 41.6 percent (see Figure 4.12). Loans to deposits ratio, though increased to
60.8 percent (net of export refinance at 57 percent), however, the levd is ill
comfortable.

Maturity GAPs across dl the time buckets remained within an acceptable level.
Secondary market trading, which is one of the indicators of market liquidity,
continued to gain momentum during the quarter. However, wiping out of the
additiona liquidity from the interbank market has widened the bid/ask spreads of
these securities. Moreover, the post quarter witnessed a shift in the average daily
turnover of the securities away from PIBs to MTBs. This can be attributed to the fact
that banks have moved most of their PIBs portfolio under the Held to Maturity
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category while a negligible
portfolio rests with the Held for
Trading category (see Figure
4.13). Hence, most of the trading
activity after the quarter end is
witnessed in MTBs.

Figure-4.13: Investment in PIBs
Available
for Sale

Held for
Trading 43%

1%
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Financial Soundness|ndicators Annex-

Indicators | 1997 | 1098 | 1999 | 2000 | 2001 | 2002 | 2003 | Jun-04 | Sep-04

CAPITAL ADEQUACY
Risk Weighted CAR

Public Sector Commercial Banks (%) 116 106 10.4 96 12.3 11.0 12.2 124
Local Private Banks 119 114 107 9.2 95 9.7 90 9.4 106
Foreign Banks 146 15.6 186 180 186 232 230 186 179
Commercial Banks 6.0 125 122 114 13 126 11 109 16
Specialized Banks 62 (14) 03 (33) (13.9) (317) (282 (82 (122)
All Banks 45 10.9 109 97 88 88 85 98 104
Tier 1 Capital to RWA
Public Sector Commercial Banks (20 83 77 7.7 71 86 82 90 %
Local Private Banks 1.4 102 93 8.1 84 66 71 72 84
Foreign Banks 14.4 15.4 184 17.9 186 23.0 23.0 185 178
Commercial Banks 55 105 103 9.8 o7 9.7 91 8.7 95
Specialized Banks ©3 (6) 03 (34) (139) (6L7) (287 (136) 17.8)
All Banks 4.1 9.1 92 8.3 73 6.2 65 74 a1
Capital to Total Assets
Public Sector Commercial Banks 03 49 38 46 37 56 61 62 65
Local PrivateBanks 4.9 49 49 35 38 52 51 5.1 59
Foreign Banks 7.9 88 a7 838 85 10.6 10.0 79 78
Commercial Banks 31 5.6 50 4.9 46 6.1 60 5.7 62
Specialized Banks 838 0.2 17 @y (103) (230) @5 ©3 (126)
All Banks 35 53 48 45 38 48 54 51 56

ASSET QUALITY
NPLsto Total Loans

Public Sector Commercial Banks 308 29.0 07 26.3 259 255 20.4 16.6 171
Local Private Banks 10.2 11 155 154 163 15.4 1.3 114 108
Foreign Banks 50 53 51 47 43 38 31 20 18
Commercial Banks 20.1 19.5 20 195 196 17.7 13.7 11.4 10
Specialized Banks 50.6 47.2 516 52.4 530 54.7 55.6 55.5 522
All Banks 235 231 %9 235 234 218 17.0 145 138
Provision to NPLs
Public Sector Commercial Banks 52.9 55.6 88 59.2 566 57.1 65.8 69.8 709
Local PrivateBanks 57.8 53.3 0 36.9 405 58.6 62.7 68.3 62
Foreign Banks 65.9 75.0 634 65.9 741 733 77.4 99.9 %98
Commercial Banks 54.2 56.2 466 53.9 532 58.2 64.7 69.3 702
Specidized Banks 22.8 65.3 542 58.1 59.2 66.9 60.8 59.8 725
All Banks 46.6 58.6 486 55.0 547 60.6 63.7 66.8 708

Net NPLsto Net Loans

Public Sector Commercial Banks 17.0 15.0 185 127 31 128 81 57 57
Local PrivateBanks 46 55 107 103 104 7.0 45 39 36
Foreign Banks 18 14 19 17 11 11 07 0.0 00
Commercial Banks 103 96 131 10.1 103 83 53 38 36
Specialized Banks 241 236 28 316 315 285 330 334 21
All Banks 141 111 153 122 121 9.9 69 5.3 45
Net NPLsto Capital
Public Sector Commercial Banks 20810 119.9 2120 1245 1602 834 50.0 347 27
Local Private Banks 33 514 1035 1535 1252 54.8 405 36.8 01
Foreign Banks 10.0 71 29 9.0 58 a7 33 0.0 00
Commercial Banks 1436 721 174 96.7 1007 54.2 375 30.6 265
Specialized Banks 380.0 11,139.0 15023 - - - - - -
All Banks 1838 92.6 1498 1313 1505 85.5 55.4 48.1 376
EARNINGS
Return on Assets (Before Tax)
Public Sector Commercial Banks (34) (04) (0.4) 05 - 13 18 19 17
Local Private Banks 14 09 09 (01) 09 1.4 22 16 17
Foreign Banks 3.0 17 18 14 17 23 26 23 24
Commercial Banks 08 04 03 0.4 06 15 21 18 18
Specialized Banks 02 ©4) 18 @3 (8.4) (102) (25 2 39
All Banks 08 ©3 04 03 o1 09 19 16 16
Return on Assets (After Tax)
Public Sector Commercial Banks @1 07 (1.0) 02 (05) 06 10 12 u
Local PrivateBanks 05 04 04 ©7) 04 07 14 10 u
Foreign Banks 14 04 07 06 08 15 15 17 21
Commercial Banks @3 05 (03) 09 (0.0) 08 12 11 12
Speciaized Banks (02) (94) 17 23) (8.8) (12.1) (32 (14) (30)
All Banks 12) (01) 0.2) (02) (0.5) 0.1 11 10 11
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Indicators | 1997 | 1098 | 1999 | 2000 | 2001 | 2002 | 2003 | Jun-04 | Sep-04

ROE (Avg. Equity& Surplus) (Before Tax)

Public Sector Commercial Banks (2727) (146) (9.6) 10.9 05 26.3 29.9 298 23
Local PrivateBanks 29.0 175 185 32 254 323 422 29.8 09
Foreign Banks 377 205 193 15.6 193 24.2 25.2 248 274
Commercial Banks (238) 80 65 8.8 122 275 34.0 28.9 23
Specialized Banks [¢X:) (2110) 1828 - - - - -
All Banks (202) (64) 87 5.7 14 211 36.4 29.7 203
ROE (Avg. Equity &Surplus) (After Tax)
Public Sector Commercial Banks (255.0) 24.0 (24.0) 49 (122) 115 173 183 171
Local Private Banks 10.9 7.3 81 (17.4) 103 17.3 26.2 19.1 200
Foreign Banks 17.2 5.1 71 6.1 o1 15.2 14.9 18.1 240
Commercial Banks (362) 120 (62) ©3 (0.3) 143 205 18.7 199
Specialized Banks (20 (2116) 1791 - - - - - -
All Banks (307) @7 (39 @5 (126) 32 205 183 200
NI1/Grossincome
Public Sector Commercial Banks 36.1 58.6 565 61.8 699 69.5 64.1 61.2 604
Local PrivateBanks 50.2 54.9 534 63.2 721 65.5 56.8 58.3 606
Foreign Banks 56.1 50.1 500 54.0 59.4 57.5 55.3 56.2 568
Commercial Banks 46.5 55.6 543 61.2 68.9 66.1 59.4 58.7 601
Specialized Banks 88.5 85.1 nr 78.6 8.7 78.0 75.8 86.3 82
All Banks 48.7 59.3 556 62.3 704 67.1 60.5 60.2 624
Cost /IncomeRatio
Public Sector Commercial Banks 140.0 92.1 a7 70.1 623 56.9 428 451 44
Local Private Banks 60.9 738 766 80.9 673 60.0 53.2 57.4 573
Foreign Banks 436 55.5 570 59.4 545 45.4 483 8.9 479
Commercial Banks 85.8 78.5 769 716 627 56.7 486 53.8 55
Specialized Banks 746 322 622 70.5 590 84.7 55.6 56.9 278
All Banks 85.2 72.7 758 716 624 59.1 49.1 54.0 517
LIQUIDITY
Liquid Assets/Total Assets
Public Sector Commercial Banks 39.4 40.4 86 371 %5 49.0 49.0 459 78
Local PrivateBanks 406 40.1 80 34.0 298 471 429 412 201
Foreign Banks 47.6 46.0 403 45.2 503 48.5 49.8 49.4 48
Commercial Banks 414 413 87 375 299 481 46.0 431 23
Specialized Banks 141 14.6 105 127 136 16.4 222 223 210
All Banks 395 30.7 8 36.0 385 46.7 45.1 424 16
Liquid Assets/Total Deposits
Public Sector Commercial Banks 46.0 48.4 264 450 434 59.6 59.0 52.9 565
Local Private Banks 49.9 49.7 80 243 496 60.2 545 50.9 507
Foreign Banks 57.9 56.9 556 67.7 783 74.2 69.7 711 602
Commercial Banks 49.4 50.3 82 8.0 503 615 57.9 53.3 530
Specialized Banks 102.8 1348 788 90.8 798 9.5 1315 1462 136.9
All Banks 50.0 51.0 186 485 507 61.8 58.5 54.0 536
AdvancesiDeposits
Public Sector Commercial Banks 8.4 46.5 508 54.0 538 43 456 441 u3
Local PrivateBanks 56.6 57.0 506 67.5 579 52.3 58.3 59.5 625
Foreign Banks 54.3 56.7 632 715 668 72.0 63.9 66.4 638
Commercial Banks 51.8 51.2 59 60.5 56.9 51.0 53.6 56.5 584
Specialized Banks 551.7 671.3 5868 553.0 4505 4538 3815 4086 4127
All Banks 57.6 56.6 620 66.2 617 54.9 56.5 59.1 608
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Selected Indicatorsfor Different Categories of Banks Annex-11

l Indicators | Top5Banks | Top 10 Banks| Top 20 Bankd Industry |
Share of Total Assets 55.77% 73.43% 92.98% 100.00%
Share of Total Deposits 60.71% 75.28% 94.22% 100.00%
Share of Gross Earnings 52.82% 74.37% 94.18% 100.00%
Share of Foreign Exchange

Share of Risk Weighted Assets 48.80% 68.80% 91.39% 100.00%
Canital Adequacy

Capital/RWA 11.08% 11.59% 11.66% 10.42%
Tier 1 Capital / RWA 8.41% 8.86% 9.19% 8.13%
Net Worth / Total Assets 5.75% 5.81% 6.09% 5.59%
Asset Composition

Sectoral Distribution of L oans (Domestic)

- Corporate Sector: 49.53% 66.02% 92.22% 100.00%
- SMEs: 50.49% 66.30% 88.61% 100.00%
- Agriculture 24.12% 92.34% 94.57% 100.00%
- Consumer Finance: 36.45% 73.80% 93.96% 100.00%
- Commaodity Financing 68.03% 83.54% 97.74% 100.00%
- Staff Loans 79.30% 90.43% 95.64% 100.00%
- Others 32.50% 61.40% 93.26% 100.00%
- Total 48.01% 70.61% 92.39% 100.00%
NPLs/ Gross Loans 16.72% 16.06% 13.20% 13.79%
Net NPLs/ Capital 39.67% 39.49% 31.82% 37.62%
ROA 0.70% 0.67% 0.83% 1.07%
ROE 13.69% 12.73% 14.44% 20.00%
Net Interest Margin / Gross Income 60.51% 63.87% 62.63% 62.36%
Income from Trading & Foreign Exchange / 11.94% 10.84% 11.73% 11.98%
Gross Income
Non-Interest Expense/ Gross Income 57.64% 52.64% 50.68% 51.73%
Liguid Assets/ Total Assets 46.17% 43.17% 41.77% 41.55%
Liquid Assets held in Govt. Securities/ Total
o 58.91% 56.42% 53.42% 52.29%
Liguid Assets
Liquid Assets/ Total Deposits 54.70% 54.31% 53.17% 53.60%
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Bank-wise Major Statistics (Unaudited) September 30, 2004

Annex-111

(Rsin Million)

Name of Bank Capital | Total Assets Deposits
The Bank of Khyber 1,885 20,495 13982
The Bank of Punjab 6,303 54,962 43,587
First Women Bank Ltd 641 9,553 7,677
National Bank of Pekistan 30,327 516,173 443185
Allied Bank of Pakistan Ltd 10,131 143,538 124,845
Bank Alfdah Ltd. 4,963 142,589 100,460
Bank Alhabib Ltd. 3584 73,684 58,811
Askari Commercia Bank Ltd. 5,788 107,676 77,839
Bolan Bank Ltd. 1134 11,586 9,236
Crescent Commercia Bank Ltd. 1,748 5,862 2379
Dawood Bank Ltd. 1,058 1,946 69
Faysal Bank Ltd. 8511 69,029 49,918
Habib Bank Ltd. 25304 444,213 366,448
KASB Bank Ltd. 1242 13,831 8,722
Trust Bank Ltd. 693 5,076 1,506
Meezan Bank Ltd. 1,79% 16,054 9,843
MCB 11,360 256,246 216,464
Metropolitan Bank Ltd. 3,967 66,240 46,269
NDLGIFIC Bank Ltd. 1,298 14,942 8,808
PICIC Commercid Bank Ltd. 3,067 47,656 39,248
Prime Commercid Bank Ltd. 1,802 36,326 26,356
Saudipak Commercial Bank Ltd. 1504 39,438 28,693
Soneri Bank Ltd. 2734 46,464 34,502
UBL 14,867 239,541 199,146
Union Bank Ltd. 3122 78,970 61,827
ABN AMRO Bank 2675 55,349 44,007
Habib Bank AG Zurich 1,782 38,315 27,117
Al-Baraka Idamic Bank 1297 10,072 7,330
American Express Bank Ltd 1074 10,582 5445
Citibank, N.A. 5976 69,642 48,827
Deutsche Bank 1121 4,204 1561
The Hongkong & Shanghai Banking Corp. Ltd 1284 12,138 8,305
Oman Internationa Bank 1,004 1,955 644
Rupali Bank Limited 110 512 149
Standard Chartered Bank 5976 99,452 82,039
Bank of Tokyo -Mitsubishi 1,741 4,985 3,209
Industrid Development Bank of Pakistan - 24,523 10,326 11,632
Zara Taragjati Bank Ltd 10479 78,038 1,789
Punjab Provinciad Cooperative Bank Ltd 1,527 10,786 1,786
All Banks 160,353 2,868,447 2,223,707
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List of Abbreviations

CAR
CBs
CcoT
Cy
FBs
LPBs
MCR
MTBs
NII
NPLs
OMOs
PIBs
PSCBs
PTCs
ROA
ROE
RSAs
RSLs
RWA
SBP
SBs
SMEs
TFCs
ZTBL

Capital Adequacy Ratio
Commercid Banks

Carry Over Transactions
Calendar Year

Foreign Banks

Loca Private Banks
Minimum Capital Requirement
Market Treasury Bills

Net Interest Income

Non Performing Loans

Open Market Operations
Pakistan Investment Bonds
Public Sector Commercia Banks
Participation Term Certificates
Return on Assets

Return on Equity

Rate Sensitive Assets

Rate Sensitive Liabilities

Risk Weighted Assets

State Bank of Pakistan
Speciaized Banks

Small and Medium Enterprises
Term Finance Certificates
Zaral Taragiati Bank Limited
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Glossary

Capital Adequacy Ratioc The
amount of risk-based capital (Tier |
and I1) as a percent of Risk-Weighted
Assets

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

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

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

Interbank rates The twoway quotes
namely bid and offer rates quoted in
interbank market are cdled as
interbank rates.

Intermediation cost: Administrative
expenses divided by the average
deposits and borrowings.

Liquid assets: The assets that are
easly and cheaply turned into cash —
notably cash and short term securities.
It includes cash and baances with
banks, cal money lending, lending
under repo and investment in
government securities.

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

expense.
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Annex-V

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

Net loans Loans net of provision held
for NPLs.

Net Non-Performing Loans (NPLS):
The value of non-performing loans
minus provision for loan losses.

Net NPLs to net loans 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 (NPL9):
Loans and advances whose mark-
up/interest or principal is overdue by
90 days or more from the due date are
classified as non-performing.

NPLs to loans ratioc NPLs as a
percent of gross loans.

Paidup capital This is the equity
amount actudly paid by the
shareholders to a company for
acquiring its shares.

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

Return On Assets. It measures the
operating  performance of an
ingtitution. It is the widely used
indicator of earning and is caculated
as net profit as percentage of average
assets.

Risk Weighted Assets: Each asset
and off-balance sheset item is assigned
to one of the four broad risk categories
based on the perceived credit risk of
the obligor. These risk categories are



assigned weights of O percent, 20
percent, 50 percent and 100 percent.
The standard risk category is 100
percent. The Rupee vaue of the
amount in each category is multiplied
by the risk weights associated with
that category. The off-balance sheet
items are first converted to credit
equivalent vaues by using the
converson factors. The resulting
values for each of the risk categories
are added together. The resulting sum
isthetota risk weighted assets.

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

(&) A trading / service concern with
total assets at cost excluding land and
building up to RS0 million.

(b) A manufacturing concern with
total assets at cost excluding land and
building up to 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 capita
system divides capital into two tiers -
core  capitd (Tier 1) and
supplementary capital (Tier II). Tier |
capitd is defined as common
stockholders  equity (including the
common stock, surplus and undivided
profits), noncumulative perpetua
preferred stock and minority interest
in consolidated subsidiaries.
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Tier Il capital: The supplementary
Capita (Tier 1I) is limited to 100
percent of the core capital (Tier I). It
includes cumulative perpetual
preferred stock, mandatory convertible
debt, the genera provision or reserves
for loan losses, term subordinated
debt, limited life preferred stock and
other hybrid capita instruments.

Yield risk: The risk arising out of the
changes in interest rates on a bond or
security when calculated as that rate of
interest which, if gplied uniformly to
future time periods sets the discounted
value of future bond coupon and
principa payments equa to the
current market price of the bond.
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Group-wise Composition of Banks Annex-VI
1997 — September 2004
19971998 19992000 2001 2002 2003 Sep- 2004
A. Public Sector Comm. Banks | A. Public Sector Comm. Banks | A. Public Sector Comm. Banks | A. Public Sector Comm. Banks | A. Public Sector Comm. Banks | A. Public Sector Comm. Banks
®) (6 ©] 6] 6] C]
- Habib Bank Ltd. - Hehib Bank Ltd. - Hehi b Bank Ltd. - HabibBank Ltd. - Helib BarkLtd" - National Bank of Pakistan
- National Bank of Pakistan - National Bank of Pekistan - National Bark of Pakistan - National Bark of Pakisian - Nationa Bank of Pekisian - First Women Bank Ltd.
- United Bank Ltd. - United Bank Ltd. - United Bank Ltd. - First Women Bank Ltd. - First Women Bark Ltd. - TheBank of Khyber
- First Women Bank Ltd. - First Women Bank Ltd. - First Women Bank Ltd. - TheBank of Khyber - TheBank of Khyber - The Bark of Punjab
- TheBank of Khyber - TheBank of Khyber - TheBark of Khyber - The Bank of Punjeb - TheBark of Purjch B.Local PrivateBanks (1)
- TheBank of Punjah - TheBank of Punjab - TheBank of Punjab B. Local Private Banks (L6) B. Local Private Banks (18 - Askari Commercial Bank Ltd.
B.Local PrivateBanks (16) B.Local PrivateBanks (14) B. Local Private Banks(14) - Askari Commercidl Bank Ltd. | - Askari Commercid Bank Ltd. | - Bank AkFdah Ltd
- Askari Commercial Bank Ltd. | - Askari Commercial Bank Ltd. | - Askari Commercial Bank Ltd. | - Bank Al FalahLtd - Bank AlFalahLtd. - Bank Al HabibLtd.
- Bank ARFdeh Lid - Bak Al-FalahLtd. - Bank Al-FalahLtd. - Bank Al HabibLtd. - Bank Al HabibLtd. - Bolan Bank Ltd.
- Bank Al Habib Ltd. - Bak Al Habib Ltd - Bak Al Hahib Ltd - Bolan Bank Ltd. - BolanBank Ltd. - Faysd Bank Ltd.
- BolanBank Ltd, - BolanBank Ltd. - BolanBank Ltd. - Faysal Bank Lid. - Faysd Bank Ltd. - Metropolitan Bank Ltd.
- Faysd Bank Ltd. - Faysd Bank Ltd. - Faysd Bank Ltd. - Metropolitan Bank Ltd. - Metropolitan Bank Ltd. - KASB Bank Ltd.
- Metropolitan Bank Ltd. - Metropolitan Bank Ltd. - Metropolitan Bank Ltd. - KASBBank Ltd, - KASBBak Ltd. - Prime Commercidl Bank Ltd.
- Platinum Commercial Bank | - Platinum Commercidl Bank - Platinum Commercidl Bank | - Prime Commercial Bank Ltd. | - Prime Commercial Bank Ltd. | - Saudi Pak Commercial Bank
Ltd Ltd Ltd - Saudi Pak Commercial Bank | - Saudi Pak Commercial Bank Ltd
- Prime Commercial Bank Ltd. | - Prime Commercidl Bank Ltd. | - Prime Commercial Bank Ltd Ltd Ltd - PICIC Commercial Bank Ltd.
- Prudentid Commercial Bak | - Prudentil Commercial Bank | - Saudi Pak Commercial Bank | - PICIC Commercidl Bank Ltd. | - PICIC Commercial Bark Ltd. | - Soner Bank Ltd.
Ltd Ltd Ltd - Soneri Bank Ltd. - Soneri Bank Ltd. - Union Bank Ltd.
- Gulf Commercial Bank Ltd. | - PICIC Commercial Bank Ltd. | - PICIC Commercial Bank Ltd. | - Union Bank Ltd. - UnionBank Ltd. - Musiim Commercidl Bark
- Soneri Bank Ltd. - Soneri Bark Ltd. - Soneri Bark Ltd. - Muglim Commercid Bark - Musiim Commercial Bank
- Union Bark Lid. - Union Bark Ltd. - Union Bank Ltd. Ltd. td. - Allied Bank of Pekistan
- Muslim Commercial Bak - Muslim Commercial Bank - Muglim Commercial Bank - Allied Bank of Pekistan - Allied Bank of Pakistan - United Bank Ltd.
Ld Ltd. Ltd. - United Bank Ltd. - United Bank Ltd. - Meezan Bark
- Allied Bank of Pekistan - Allied Bankof Pakistan - Allied Bank of Pekistan - Meezan Bank - Meezan Bark - NDLC-IFICBank Ltd
- Trust Bank Ltd, C. Foreign Banks (2) C.Foreign Banks (19) C. Foreign Banks (16) - NDLCAFICBank Ltd - Crescent Bank Ltd.
- Indus Bank Ltd. - ABN Anvro Bank - ABN Amro Bank - ABN AmroBank - Crescent Bank Ltd. - HabibBank Ltd
C. Foreign Banks (20) - Al Baakaldamic Bank - Al Barak Bank - Al Barakalslamic Bank C.Foreign Banks (14) - Dawood Bank
- ABN Amro Bak - American ExpressBank Ltd. | - American Express Bank Ltd. | - American Express Bank Ltd. | - ABN Amro Bak - TrustBank
- Al Baaka Idamic Bank - ANZ Grindlays Bank - Standard Chartered Grindlays | - Bank of Ceylon - Al Barka Idamic Bank C. Foreign Banks (L1)
- American ExpressBank Ltd. | - Bank of America Bank - TheBank of Tokyo - - American ExpressBank Ltd. | - ABN Amro Bank
- ANZ GrindlaysBank - Bank of Ceylon - Bank of Ceylon Mitsubishi - Bankof Ceylorf - Al Baraka Isiamic Bank
- Bank of America - TheBank of Tokyo- - TheBank of Tokyo- - Citibank, N.A. - TheBank of Tokyo- - American Express Bank Ltd.
- Bankof Ceylon Mitsubishi Mitsubishi - Credit Agricole Indosuez Mitsubishi - TheBank of Tokyo-
- TheBank of Tokyo- - Citibank, N.A. - Citibank, N.A. - Deutsche Bank A.G. - Citibank, NA. Mitsubishi
Mitsubishi - Credit Agricole Indosuez - Credit Agricole Indosuez - DohaBank - Credit Agricolelndosuez* - Citibank, N.A.
- Citibank, N.A - Deutsche Bank A.G. - Deutsche Bank A.G. - HabibBank A. G. Zurich - DeutscheBank A.G. - DeutscheBank A.G.
- Credit Agricole ndosuez - Doha Bak - DohaBank - The Hongkong & Shanghd | - DohaBark’ - HahibBank A. G.Zurich
- DeutscheBank A.G. - Emirates Bank Internationd - Emirates Bak Banking Corporation Ltd. - HabibBank A. G. Zurich - TheHongkong & Shangha
- DohaBank - HabibBank A. G. Zurich - Hahib Bank A. G. Zurich - IFIC Bank Ltd. - TheHongkong & Shanghal Banking Corporation Ltd.
- EmiratesBank Internationdl - TheHongkong & Shanghai - The Hongkong & Shanghd | - Mashreq Bank PISC Banking Corpordion Ltd. - Oman Internationd Bank
- HabibBank A. G. Zurich Banking Corporation Ltd. Banking Corporation Ltd. - Oman International Bank - Oman International Bank SAQOG
- TheHongkong & Shanghai - IFICBank Ltd. - IFIC Bank Ltd. SA0.G SAOG Rupdli Bank Ltd.
Banking Corporation Ltd. - Mashreq Bank PISC - Mashreq Bank PISC - Rupali Bank Ltd. - Rupdli Bank Ltd. Standard Chartered Bank
- IFIC Bak Lid. - O iondl Bank - O ional Bank - Standard Chartered Bank - Standard Chartered Bank D, Spevialized Banks(3)
- Mashreg Bank PISC SAOG SA0G D. Specialized Banks (3 D. Specialized Banks (3) - Zai Taragiati Bank Ltd.
- Oman Intemational Bank - Rupdi Bark Ltd. - Rupdi Bank Ltd. - Zai Taagjati Bank Ltd. - Zai Taragiati Bank Ltd. - Industrial Development Bank
SAOG - Societe Generde - Societe Generdle - Industrial Development Bank | - Industridl Development Bank of Pekistan
- Rupdli Bank Ltd. - Standard Chartered Bank - Standard Chartered Bank of Pakistan of Pekistan - PunjabProvincial Co
- Societe Generdle D. Specialized Banks (4) D Specialized Banks (4) - Punjab Provincid Co- - PunjabProvincial Co operativeBank Lid
- Siandard Chartered Bank - Agriculture Dev elopment - Agriculture Development operative Bank Ltd. operativeBank Ltd. All Commercial Banks (36
D. Specialized Banks ) Bank of Pakistan Bank of Pakistan All Commercial Banks (37) All Commercial Banks (37) IncludeA +B+C
- Agriculture Development - Industrial Development Bank | - Industrial Development Bank | IncludeA+B+C IncludeA +B +C All Banks 89
Bank of Pakistan of Pakistan of Pakistan All Banks (40) All Banks(40) IncludeA +B+C+D
- Industrial Development Bank | - Federal Bank for Co- - Federal Bank for Co- IncludeA +B+C+D IndudeA +B+C+D
of Pekistan operatives operatives
- Federal Bank for Co- - Punjab Provincid Co- - Punjab Provincial Co-
peratives operative Bank Ltd. operative Bank Ltd.
- Punjab Provincia Co All Commercial Banks @40) All Commercial Banks (39)
operative Bank Ltd. IncludeA +B+C IncludeA +B +C
All Banks (44) AllBanks (8)
IncludeA +B +C IncludeA +B+C+D IndudeA +B+C+D
All Banks (46)
IndudeA +B+C+D
1 HBL now standsas local private bank after being privatized on 26 (2-2004.
2 Bank of Ceylon now stands aslocal private bank (Dawood Bankafter acquisition by a privategroupon 25-03-2004.
3 Credit Agricole now stands as|ocal private bank after being merged into NDLG IFIC Bank on 19 04-2004.
4. Doha Bank now stands as local private bank (Trust Bank) after acquisition by a private groupon 05-05-2004.



