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Sector Update
Mapping Pakistan Banks’ exposure to rising yields

The gap between market yields (KIBOR/PKRV) and policy rates have been drifting higher, even as SBP holds policy rate steady. We
therefore highlight a sample of banks which appear comfortable/squeezed based on their current balance sheets. We assess how
funding mix, asset repricing speed, capital cushion and bond book positioning leave Pakistan Banks placed for a further leg up in
yields and potential rate hike. In this note, we have weighed in (i) how liability sensitive banks’ funding appears after deposit
repricing and (i) how much capital and bond book cushion sits between each bank and a shock to the investment book, where we
use investment duration as proxy for price risk.

It is pertinent to mention that Pakistan Banks are intrinsically not forced sellers where active management of the book, change in
duration of the bond book and gains on the non-funded side can help offset much of the assessed risk.

Based on their Jun'26 financial statements MCB, FABL, BAHL and MEBL emerge as least exposed to a rise in interest rates whereas
UBL, BOP, BIPL and AKBL appear most exposed.
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UBL (76.7%) (67.1%) 84.9% 126.4% 6.1% 0.1% 21.2% 6.5% Surplus Most exposed
BOP (1) (24.8%) (12.0%) 68.5% 30.5% 1.9% 0.6% 25.1% 5.0% Deficit Most exposed
BIPL (46.6%) (23.4%) 74.7% 2.2% 4.7% 2.1% n/a 4.7% Surplus Most exposed
AKBL (20.5%) (39.1%) 89.4% 61.0% 6.8% 0.3% 9.0% 4.3% Surplus Most exposed
NBP (47.5%) (19.1%) 65.0% 38.2% 7.9% 0.7% 20.5% 14.7%  Surplus
HMB 1.2% (13.2%) 71.9% 26.7% 4.2% 1.9% 25.5% 44%  Surplus
BAFL (28.4%) (17.5%) 70.8% 33.3% 5.1% 0.8% 21.9% 3.9%  Surplus
HBL (11.5%) (6.8%) 82.5% 21.9% 4.2% 1.3% 25.4% 46%  Surplus
ABL (20.8%) (23.7%) 76.2% 27.5% 12.4% 1.7% 28.7% 1.5% Deficit
MEBL (40.8%) (14.2%) 90.3% 26.9% 83% 2.2% 28.6% 1.8% Deficit
BAHL (29.4%) (0.3%) 74.5% 11.2% 4.8% 1.0% 11.9% 3.9%  Surplus
FABL (14.0%) 13.1% 85.6% 8.5% 3.7% 1.6% 21.9% 2.3% Deficit
MCB (9.1%) 16.3% 89.8% 18.8% 6.1% 2.4% 18.6% 5.6%  Surplus

Source: IMS Research and company accounts (Jun'26 and Dec'25).

7-BOP's balance sheet position should improve as PKR30bn injection comes through from Govt. of Punjab
2-Contractual less than 3M repricing gap (based on Dec'25 disclosures)

3-Gap adjusted for deposits (current, savings, term) - reported Jun'26

4-Minimum CAR requirement for D-SIB banks have been revised for UBL, HBL, NBP (effective Mar27)
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Bank-wise lens

UBL has the widest funding-side gap in the sector (c.-67%), driven by scale where borrowings
() run well above the deposit base (125%). This is despite having the highest Current account

mix in the space. Capital buffer is available (CAR 6.1%) and the bond book carries the sector's

largest unrealized surplus, though the leverage ratio buffer is the thinnest on the list at 7bps.

UBL

BOP is exposed through capital and not funding mix due to the thinnest CAR buffer in the

sample (1.9%) against an unrealized deficit on its debt securities, leaving the least room in the
BOP o sample space to absorb further shocks. However, it is important to note that this does not

include the PKR30bn injection slated to come through via Govt. of Punjab which will

materially change the case towards positive territory for BOP.

BIPL has a deposit-driven exposure with one of the widest gaps in the sample despite very
BIPL o little reliance on borrowings. Capital buffer lies on the thinner side leaving little room if its

currently small bond-book surplus turns negative.

AKBL appears exposed through heavy reliance on borrowings (c.60% of deposits) layered on
AKBL o top of an otherwise sticky, CASA-rich deposit base. Offsetting this, AKBL has the lowest long-
duration share in the sample and capital buffer of 6.8% which offers protection.

NBP has a moderate funding gap and a comfortable capital buffer. While the NPL ratio is

NBP high +14%, this is fully provided. NBP appears to be mid-range exposed.

HMB is the only bank where the contractual gap looks fine but the deposit mix adjustment
HMB flips it negative. Capital buffer is on the thinner side and 25% of investments sit beyond one

year.

BAFL has no standout weakness and appears moderate on repricing gap, capital buffers and
BAFL long-duration exposure (22%). Importantly BAFL has already realized substantial gains in

THCY26.

HBL has quite a low exposure on the funding side, but capital buffer leaves limited room after
HBL BOP, FABL and HMB and is worth watching given its long-duration book (25%) — particularly

after 50bps rise in D-SIB charge effective March'27.

ABL has a wide funding-side gap and sits against by far the thickest capital buffer in the
ABL sample and the best asset quality on the list. It carries the highest long-duration share (29%)
and a small bond book deficit, but the buffer comfortably absorbs it.

MEBL has a wide funding gap paired with a bond book already in deficit and the second-
highest long-duration share (29%). However, MEBL stands with the best asset quality in the
sample space which, alongside a comfortable capital buffer, cushion the balance-sheet side
considerably.

MEBL

BAHL has a near-zero funding gap and the second-lowest long-duration share in the sector
BAHL (12%), therefore the bond book barely moves the needle. It emerges as structurally the
cleanest name in our sample space on both counts.

FABL is asset-sensitive on funding thanks to a low borrowings share and sticky deposits.
However, the capital buffer is the second thinnest on the list and the bond book is already in
a small deficit, Consequently, the tailwind on the funding side does not extend to the balance
sheet.

FABL

MCB is asset-sensitive on funding, the best gap reading in the sector, thanks to a low-cost,
MCB high-CASA deposit base. Its comfortable capital buffer provides resilience against potential
mark-to-market pressure on its large bond book.

Source: IMS Research
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An important caveat - SBP has tightened D-SIB requirements for UBL and HBL

Importantly, SBP has issued a revised circular for D-SIB banks where capital requirements for UBL, HBL and NBP have been revised,
effective March'27. The new requirement for UBL is 2.5% vs. 1.5% previously, while HBL's has been lifted from 1.0% to 1.5%.
Interestingly, however, NBP has seen a 50bps reduction in its D-SIB req. to 1.0% vs. 1.5% previously. The relaxation for NBP allows
further liquidity headroom although immaterial for NBP given its already high CAR buffer.

Bank Current requirement New requirement Actual Headroom
(pre-Mar 2027) (from Mar 31, 2027) (Jun 30, 2026) (Actual - New Req.)
Bank Tier-1 CAR Tier-1 CAR Tier-1 CAR Tier-1 CAR
UBL 10.5% 13.0% 11.5% 14.0% 16.3% 19.4% 4.8% 5.4%
HBL 10.0% 12.5% 10.5% 13.0% 13.7% 17.2% 32% 4.2%
NBP 10.5% 13.0% 10.0% 12.5% 16.9% 22.3% 6.9% 9.8%

Source: SBP BPRD Circular August 26

Comfort can emerge from actively managing the book

It is important to note that this report reflects banks’ exposure on limited metrics with several mitigants to this thesis:

= It is important to highlight that Pakistan banks aren't forced sellers. A mark-to-market loss on FVOCI securities may erode capital
optically but may not be realized through the P&L unless the bank sells. Therefore, CAR-comfortable names (NBP, UBL, AKBL) can
hold the position through the cycle, unless the current macroeconomic climate worsens and policy rate shocks occur. In addition
we highlight, that upward repricing of the loan book and floating PIBs would eventually absorb the higher cost of funds.

= Banks will actively manage duration going into a rate move (shifting towards floaters, shortening T-bill maturities, or using swaps
where available UBL has already used a swap hedge for its loans). The FVOCI portion acts as a ceiling on total capital exposure,
while the held at amortized cost (HTM) portion of the investment book sits entirely outside it.

= Banks with large CASA franchises with sticky, relationship-driven deposit bases have historically repriced slower.

= This is an NIl analysis where cushion can emerge from non-fund income (fee commissions, trade, fx, and treasury gains) provide a
buffer that we have not yet captured.

Prudence in being selective

Pakistan Banks have shed 7% MTD with sector trading at TTM P/B of 0.42x and P/E of 7.5x. While rising yields may pressure the
investment books of banks with long-duration holdings, the eventual impact will depend on capital cushions, portfolio duration,
asset repricing and the pace of deposit repricing. We recommend playing defensive, adequately capitalized banks with defendable
dividends. MCB and BAHL are the cleanest read on most counts, with FABL close behind on funding but carrying a capital-side flag.
We also like NBP, where a moderate funding gap and a comfortable capital buffer shield the overall book.
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|, Yusra Beg, certify that the views expressed in the report reflect our personal views about the subject securities. We also certify that no part of our compensation was, is, or will be,
directly or indirectly, related to the specific recommendations made in this report. We further certify that we do not have any beneficial holding of the specific securities that we have
recommendations on in this report.

Ratings Guide* Criteria

Buy Total return expectation of > 15% or expected to outperform the KSE-100 index

Neutral Total return expectation of > -5% or expected to match the return of KSE-100 index

Sell Expected downside of more than 5% or expected to underperform the KSE-100 index

*Based on 12 month horizon unless stated otherwise in the report.

Valuation Methodology: We use multiple valuation methodologies in arriving at a Target Price including, but not limited to, Discounted Cash Flow (DCF), Dividend Discount Model
(DDM) and relative multiples based valuations.

Risks: Not applicable

Disclaimer: Intermarket Securities Limited has produced this report for private circulation only. The information, opinions, and estimates herein are not direct at, or intended for
distribution to or use by, any person or entity in any jurisdiction where doing so would be contrary to law or regulation or which would subject Intermarket Securities Limited to any
additional registration or licensing requirement within such jurisdiction. The information and statistical data herein have been obtained from sources we believe to be reliable where
such information has not been independently verified and we make no representation or warranty as to its accuracy, completeness, and correctness. This report makes use of forward
looking statements that are based on assumptions made and information currently available to us and those are subject to certain risks and uncertainties that could cause the actual
results to differ materially. No part of the compensation of the author(s) of this report is related to the specific recommendations or views contained in this report.

This report is not a solicitation or any offer to buy or sell any of the securities mentioned herein. It is meant for information purposes only and does not take into account the particular
investment objectives, financial situation or needs of individual recipients. Before acting on any information in this report, you should consider whether it is suitable for your particular
circumstances and, if appropriate, seek professional advice. Neither Intermarket Securities Limited nor any of its affiliates or any other person associated with the company directly or
indirectly accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information contained herein.

Subject to any applicable law and regulations, Intermarket Securities Limited, its affiliates or group companies or individuals connected with Intermarket Securities Limited directly or
indirectly may have used the information contained herein before publication and may have positions in, or may from time to time purchase or sell or have a material interest in any of
the securities mentioned or may currently or in future have or have had a relationship with, or may provide investment banking, capital markets and/or other services to, the entities

mentioned herein, their advisors and/or any other connected parties.

RESEARCH DISCLOSURES

Third Party Research

This is third party research. It was prepared by Intermarket Securities Limited (IMS),
with headquarters in Karachi, Pakistan. Intermarket Securities Limited (IMS) is
authorized to engage in securities activities according to its domestic legislation.
Intermarket Securities Limited (IMS) has sole control over the contents of this research
report.

Intermarket Securities Limited (IMS) is the employer of the research analyst(s)
responsible for the content of this report and research analysts preparing this report are
resident outside the U.S. and are not associated persons of any U.S. regulated broker-
dealer. The analyst whose name appears in this research report is not registered or
qualified as a research analyst with the Financial Industry Regulatory Authority (“FINRA")
and, therefore, may not be subject to applicable restrictions under FINRA Rules on
communications with a subject company, public appearances and trading securities
held by a research analyst account.

None of the materials provided in this report may be used, reproduced, or transmitted,
in any form or by any means, electronic or mechanical, including recording or the use of
any information storage and retrieval system, without written permission.

Disclaimers

Investing in any non-U.S. securities or related financial instruments (including ADRs)
discussed in this report may present certain risks. The securities of non-U.S. issuers may
not be registered with, or be subject to the regulations of, the U.S. Securities and
Exchange Commission. Information on such non-U.S. securities or related financial
instruments may be limited. Foreign companies may not be subject to audit and
reporting standards and regulatory requirements comparable to those in effect within
the United States. The value of any investment or income from any securities or related
financial instruments discussed in this report denominated in a currency other than U.S.
dollars is subject to exchange rate fluctuations that may have a positive or adverse
effect on the value of or income from such securities or related financial instruments.

Frontier and Emerging Market laws and regulations governing investments in securities
markets may not be sufficiently developed or may be subject to inconsistent or arbitrary
interpretation or application. Frontier and Emerging Market securities are often not
issued in physical form and registration of ownership may not be subject to a
centralized system. Registration of ownership of certain types of securities may not be
subject to standardized procedures and may even be effected on an ad hoc basis. The
value of investments in Frontier and Emerging Market securities may also be affected by
fluctuations in available currency rates and exchange control regulations. Not all of
these or other risks associated with the relevant company, market or instrument which
are the subject matter of the report are necessarily considered.

Intermarket Securities Limited (IMS) is not registered as a broker-dealer in the United
States and, therefore, is not subject to U.S. rules regarding the preparation of research
reports and the independence of research analysts. This research report is provided for
distribution to “major U.S. institutional investors” and other "U.S. institutional investors”
in reliance on the exemption from registration provided by Rule 15a-6 of the U.S.
Securities Exchange Act of 1934, as amended (the "Exchange Act”).

Distribution outside US

This report is not intended for distribution to the public and may not be reproduced,
redistributed or published, in whole or in part, for any purpose without the written
permission of Tellimer. Tellimer shall accept no liability whatsoever for the actions of
third parties in this respect. This report is for distribution only under such
circumstances as may be permitted by applicable law.

This report may not be used to create any financial instruments or products or any
indices. Neither Tellimer, nor its members, directors, representatives, or employees
accept any liability for any direct or consequential loss or damage arising out of the use
of all or any part of the information herein.

United Kingdom: Distributed by Exotix Partners LLP only to Eligible Counterparties or
Professional Clients (as defined in the FCA Handbook). The information herein does not
apply to, and should not be relied upon by, Retail Clients (as defined in the FCA
Handbook); neither the FCA's protection rules nor compensation scheme may be
applied.

UAE: Distributed in the Dubai International Financial Centre by Exotix Partners LLP
(Dubai) which is regulated by the Dubai Financial Services Authority (“DFSA"). Material is
intended only for persons who meet the criteria for Professional Clients under the Rules
of the DFSA and no other person should act upon it.

Other distribution: The distribution of this report in other jurisdictions may be
restricted by law and persons into whose possession this document comes should
inform themselves about, and observe, any such restriction



