
Directors’ Review 

On behalf of the Board of Directors, I am pleased to present the condensed interim unconsolidated financial 
statements for the half year ended June 30, 2015. 

Domestic Economy 

Pakistan’s economic indicators have shown improvement during FY15 on the back of a wide ranging reform 
program supported by the IMF. Primarily driven by historically low oil prices, inflation has remained benign, 
reaching a low of 2.1% in April 2015 and averaging 4.6% for FY15 compared to 8.6% in the previous fiscal 
year. GDP growth for FY15 improved to 4.2%, mainly supported by the agriculture and services sectors as 
slower growth in Large Scale Manufacturing dampened overall industrial growth. 

Exports fell by 4% during FY15 as a result of lower cotton prices and sluggish domestic industrial 
production. However, falling oil and commodity prices resulted in a 1% reduction in imports, which 
restricted growth in the trade deficit to 3%. In conjunction with  record remittances, which grew by over 
16% to reach USD 18.4 billion, the  current account deficit reduced by 27% over FY14, resulting in a  
balance of payments surplus of USD 2.6 billion for FY15.  

The 7th review under the IMF’s EFF facility was successfully completed, paving the way for the 
disbursement of the loan tranche of USD 506 million by end June 2015. The positive macroeconomic 
developments, capital flows from privatization, and the strengthened external stability on the back of 
higher CSF flows, IMF disbursements and high remittances, resulted in foreign exchange reserves reaching a 
record high of USD 18.7 billion by June 2015. In May 2015, S&P upgraded its Outlook on Pakistan from 
Neutral to Positive followed by Moody’s upgrade of Pakistan’s credit rating from Caa1 to B3. Improvements 
in external ratings and consequent increased investor interest in Pakistan has resulted in the KSE setting 
new records in 2015.    

The macroeconomic stability provided a basis for the SBP to further reduce its policy rate by 100bps to 
7.0%, a cumulative reduction of 300 bps since November, and to introduce changes in the interest rate 
structure which was a key benchmark under the IMF program. The newly introduced Target Rate is set at 
50bps below the discount rate and has effectively become the benchmark for KIBOR. In addition the central 
bank reduced the width of the interest rate corridor by 50bps to 2.0% resulting in an increase in the floor 
rate on savings deposits to 4.5%. 

Performance 

HBL has delivered a pre-tax profit of Rs29.5 billion for the six months ended June 30, 2015, representing a 
growth of 41.6% over the same period last year. Profit after tax reached Rs 16.9 billion, a growth of 25% 
over H1 2014. The lower growth in profit after tax is due to the retrospective application of several new tax 
provisions introduced in the Federal Budget. Consequently, earnings per share for the half year increased to 
Rs 11.53 as against Rs 9.23 for the first half of 2014. 

In June 2015, HBL’s Balance Sheet increased by 12.4% over December 2014. Total deposits grew by 5.4% 
despite continued shedding of expensive fixed deposits as the Bank remained focused on its strategy of 
growing current accounts which increased by 11.7%. The deposit mix has improved further as the ratio of 
Current Accounts has now risen from 33.9% in December 2014 to 35.9%. Average domestic current 
accounts for the first half of 2015 grew by 24% over the corresponding period and, along with a declining 



rate environment, resulted in a 110 bps reduction in the cost of domestic deposits over H1 2014.Interest 
income was also supported by a 4% growth in average domestic loans and a near doubling of average PIBs 
as a result of the 2014 repositioning of the fixed income portfolio. Overall margins thus showed an increase 
of 15 bps, despite the steep reduction in the interest rate environment with KIBOR, on average, 218 bps 
lower than in H1 2014. With an expansion of 20% in the average Balance Sheet over the comparable period 
of 2014, net interest income increased by 23% to Rs38.3 billion for the six months ended June 30, 2015.  

Non mark-up income increased by 76% to Rs16 billion for the half year ended June 30, 2015. In addition to 
capital gains of Rs 5.3 billion during H1 2015, fees and commissions increased significantly, growing by 41% 
over the previous year, as trade, remittances, Bancassurance and investment banking continued to make 
strong contributions.  

Administrative expenses increased by 16.8% over the corresponding six months of 2014 due to continued 
investments by the Bank in its people, brand and technology. However, as a result of the strong revenue 
growth, the cost/income ratio reduced to 41% compared to 47.3% inH1 2014. Provisions increased mainly 
as a result of aging of previously classified names as well as a conservative view taken by the Bank on 
certain borrowers. Consequently, the coverage increased from 88.8% in December 2014 to 90.8% as of 
June 2015. 

Movement of Reserves 

 Rs million 
 

Unappropriated profit brought forward  81,708 
Profit attributable to equity holders of the Bank  16,913 
Transferred from surplus on revaluation of fixed assets – net of tax 29 
Other comprehensive income – net of tax 22 
 16,964 
Appropriations  
Transferred to statutory reserves  (1,691) 
Cash dividend paid – Final 2014 
Cash dividend paid – 1st Interim 2015  

(8,068) 
(5,134) 

 (14,893) 
  
Unappropriated profit carried forward  83,779 
 
Earnings per share (Rs) 

  
 11.53 

 
 
Capital Ratios 

The Capital Adequacy Ratio (CAR) reduced from 15.1% in December 2014 to 14.1% in June 2015 due to 
growth in Risk Assets. While Tier 1 CAR also declined from 13.0% to 12.2% over the same period, the capital 
position of the Bank remains robust. 

HBL’s Return on Assets in H1 2015 was 1.8%, while the Return on Equity was 20.9%. 

 



Dividend 

The Board of Directors, in its meeting held on August 21, 2015 has declared a second interim cash dividend 
of Rs. 3.5 per share (35%) for the quarter ended June 30, 2015. 

Credit Ratings 

The Bank’s credit ratings were re-affirmed by JCR-VIS at AAA/A-1+ for long term and short term 
respectively. In addition, Moody’s also upgraded HBL’s baseline credit assessment from caa1 to b3 and its 
local and foreign currency ratings from Caa1 to B3 and Caa2 to Caa1 respectively. Moody’s rating actions 
were largely a consequence of their upgrade of Pakistan’s credit rating, but also reflect their expectations of 
continued improvements in HBL’s financial performance.   

Future Outlook 

The recent successful 8th review of the IMF, coupled with positive statements from external agencies 
provides a degree of optimism. The federal budget in June introduced new measures to broaden the tax 
base and it is imperative these are followed through. The government is projecting 5.1% real GDP growth 
for FY16 on the back of higher industrial growth and has set an ambitious PSDP budget of Rs 1.5 trillion 
targeting energy, infrastructure and relief projects. These projects, along with the China-Pakistan Economic 
Corridor are critical to achieving a step change in the country’s macroeconomic trajectory and must now be 
accelerated on a priority basis. 

The changes in the interest rate structure will further compress banking sector spreads which have been 
under pressure. However, the improving economy provides opportunities which HBL will be able to leverage 
with its extensive network, product range and its strong and highly liquid balance sheet. 
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On behalf of the Board 

 

Nauman K. Dar 
President & Chief Executive Officer 
August 21, 2015 

 






































