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Commercial Banks 

NBP: Adverse court ruling; Downgraded to 

‘Sell’  
 

Court verdict to result in expense of minimum PKR 47.7bn against Pensions benefits 
to retired employees 
As per the PSX notice, National Bank of Pakistan (NBP) has lost a pension related 
case in the Supreme Court. Resultantly, the bank will incur a onetime pension 
liability of PKR 47.7bn and a recurring increase in its pension expense. Although 
the bank, in its latest notification issued on PSX, has said to consider legal options 
to safeguard its interest, yet we have conducted preliminary impacts on bank’s 
profitability and valuation. Expensing the said liability will not only dent 
profitability, but will also subsequently impact CAR ratio, dividend payout and 
bank’s growth outlook.     
 

As per NBP note;  

“In case this [Pensionary benefits to retired employees] matter is decided 

unfavourably, as per the advice of Actuaries, the Bank might have a financial 

impact of Rs. 47.7 billion approximately as at year ended 31 December 2016, 

arising out of the additional pension liability exclusive of any penalties or 

additional profit due to delayed payment. Pension expense for the year 2017 and 

onwards may also increase. No provision was made in the financial statements 

for the said amount as prima-facie the bank has a strong case on merits and 

legal grounds.” 

 

Years old pension case comes back to haunt NBP   
To recall, a number of NBP employees, post retirement, filed a writ petition in 
Peshawar High Court (PHC) and Lahore High Court (LHC) asking for recalculation 
and increase in their pension benefits as per the Bank Circular No. 228(C) dated 26 
Dec-1977 as well as for matching their increases with those allowed to federal 
employees by the federal government. The court proceedings started in 2010 and 
2011 with PHC giving its verdict in favor of NBP on 3rd June 2014 and LHC giving its 
decision against NBP on 15th January 2016. Consequently, NBP filed intra court 
appeals which were rejected by LHC on 16th January 2017. Thereafter, NBP filed 
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an appeal against the verdict in the Supreme Court (SC) of Pakistan, the decision of 
which was rendered against the Bank, resulting in a pension liability of PKR 47.7bn.  

 
Pension liability to impact profitability, payout and growth prospects 
The liability amounting to PKR 47.7bn translates into a book value of PKR 
~14.6/share (tax-adjusted). Based on our NBP’s CY17E profitability of PKR 
10.1/share, the said additional expense will lead to a loss of PKR 7.0/share (during 
1HCY17 the bank reported profit of PKR 4/share with a standing book value of PKR 
79.8/share), reducing bank’s book value to PKR 76.1/share from estimated PKR 
86.1/share (CY17E). Moreover, we expect the aforesaid expense to also hurt bank’s 
dividend pay-out capacity, wherein, we do not see any dividend disbursement in 
CY17 and limited disbursement in CY18, given CET1 ratios reaching trigger points. 
In addition, lower CAR is expected to dent the bank’s asset growth momentum.  
 

Exhibit:  

NBP may be required to restrict its pay-out ratios 

  2016A 2017E 2018F 2019F 

Pay-out Ratio 70% 0% 0% 34% 

     

Unappropriated Profit 51,939 37,139 57,576 73,936 

Shareholders Capital 21,275 21,275 21,275 21,275 

     

Capital Equity (Tier I) 95,540 80,739 101,177 117,536 

Risk-Weighted Assets (Actual) 805,252 908,028 1,009,861 1,124,811 

     

CET 1 / RWA 11.9% 8.9% 10.0% 10.4% 

CCB 1.25% 1.88% 2.50% 2.50% 

CET1 / RWA - for calculation of distribution 10.6% 7.0% 7.5% 7.9% 

  

Minimum Earnings to be retained (%) - 40 20 20 

Source: IGI Research, Company Financials & SBP 

 
Exhibit: 

Impact of Pension liability on NBP financials 
  Amount 

(PKRbn) 
Impact 

(PKR/share) 
EPS BV/share P/E P/B Target Price 

(Dec-17) 
Recom. 

  CY17E CY18F CY17E CY18F CY17E CY18F CY17E CY18F 

Pre-pension Liability - - 10.1 9.6 86.1 88.7 6.0 6.3 0.7 0.7 82.8 Buy 

Post-pension Liability 47.7 14.6 -     7.0 9.6 75.1 85.7 -    8.0 5.8 0.7 0.7 45.7 SELL 

Source: IGI Research, Target price as at Dec-17, Recom.= Recommendation,  BV=Book Value 

 

Recommendation 

Despite the adverse verdict, NBP is considering all legal options available to 

safeguard its interest. However, we recommend investors to stay cautious as the 

decision is unlikely to be overturned in favour of NBP. Henceforth, we 

downgrade our investment case on NBP from initial ‘buy’ call to ‘Sell’ call. Based 

on our preliminary analysis, we value the bank with Dec-17 target price of PKR 

45.7/share, implying an exit P/B of 0.6x.  
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Important Disclaimer and Disclosures 
 
Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies 

and the security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has 

not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or 

views in this report. The analyst(s) is principally responsible for the preparation of this research report and that he/she or 

his/her close family/relative does not own 1% or more of a class of common equity securities of the following 

company/companies covered in this report.  

 

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for 

information purposes only. Whilst every effort has been made to ensure that all the information (including any 

recommendations or opinions expressed) contained in this document (the information) is not misleading or unreliable, IGI 

Finex Securities Limited makes no representation as to the accuracy or completeness of the information. Neither, IGI Finex 

Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall in any manner be liable or 

responsible for any loss that may be occasioned as consequence of a party relying on the information. This document 

takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further 

professional advice before making any investment decision. This document and the information may not be reproduced, 

distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by 

any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.  

 

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is 

defined as capital gain exclusive of tax) of the security in stated time period, as follows:  

 

Recommendation   Rating System   

 Buy    If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)  

 Hold  
 If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing 
price(s)  

 Sell   If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)  

 

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks, 

political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably be affected by multiple 

factors including, business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates, 

recommendation, opinion, etc. given about the security(ies)/company(ies) in the report will be achieved. 

 

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security 

stated by an investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing 

the best possible outcome for his investment. Market Cap.: Market capitalization is calculated by multiplying a company's 

shares outstanding by current trading price. ROE: Return on equity is the amount of net income returned as a percentage 

of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to 

Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided 

by the price per share. 
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