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Directors’ Review 
Standalone Financial Statements 

 
On behalf of the Board of Directors, we are pleased to present the condensed interim standalone financial 
statements of National Bank of Pakistan “the Bank” for the nine month period ended September 30, 2020.  

 
Economic Environment 
Due to continuation of factors dominated by Covid-19, Pakistan's GDP growth rate reduced to -0.4% in FY20 
and is now projected to grow at about 2% in FY21 as business confidence has improved and demand indicators 
are showing an uptick. Triggered by a hike in food prices, headline inflation accelerated to 9.0% in September 
2020, averaging 8.8% during 1st quarter of FY21. SBP and the Government have taken measures to keep 
inflation well-anchored within the announced range of 7%-9% during FY21. The current account recorded a 
surplus of USD 792 for the first quarter compared to a deficit of $1,492 million during the same period last 
year. This was reflective of the rise in home remittances to a record $ 7.1 billion in Q1-FY21, 31% higher than 
Q1-FY20. This helped in replenishing SBP’s forex reserves to the pre-pandemic level of around US$ 12.8 bn. As 
a result, Pakistan’s forex reserve adequacy is now back above the benchmark of 3 months of import cover, 
and the Rupee has slightly gained against the dollar. The Roshan Digital Account initiative is likely to further 
boost forex reserves as these accounts offer innovative banking solutions for millions of Non Resident 
Pakistanis seeking to undertake banking, payment and investment activities in Pakistan. 
 
Prioritising growth and employment, SBP has encouraged private sector credit through gradual reductions in 
the policy rate by a total of 625 bps from 13.25% to 7.0% and through allowing various refinance facilities. 
These facilities, coupled with other supervisory actions related to deferment and restructuring of loans, have 
increased the availability of necessary funding to households and businesses. However, insite of this, during 
this period private sector credit demand remained low and the banking sector advances recorded a 2% drop 
from the December ‘19 level. As deposits increased by 15%, the banks opted to invest in government 
securities. Asset quality has however emerged as a key concern as the economic slowdown undermined 
borrowers’ payback capacity and led to a rise in NPLs across the banking system. 
 
Review of Financial Performance 
Against this difficult environment the Bank has reported strong results with net profit doubling compared to 
the same period last year. Pre-provision profit, pre-tax profit and after-tax profit closed at PKR 62.6 billion “bn” 
(+64.3% YoY), PKR 39.3 bn (+34.6% YoY) and PKR 26.1 bn (+60% YoY), respectively. EPS improved to PKR 12.28 
Sep ’19: PKR 7.68); whereas RoA and RoE improved from 0.7% and 14.0% in Q3 ’19 to 1.2% and 19.7% 
respectively in Q3 ’20. This was achieved despite a combination of negative factors including reduced credit 
demand, lower economic activity due to the lockdowns, higher portfolio impairment and an inflationary 
impact on operating expenses. 
 

Financial Performance (PKR ‘Bn)  Sep '20  Sep  '19  Better / (Worse) 
Total Revenue  107.57  79.43  28.14  35.4% 

OPEX and Other Charges  45.00  41.36  (3.64)  (8.8%) 
Profit before-provision  62.57  38.07  24.50  64.4% 
Provisions/Write-off (Net)  23.30  8.89  (14.41)  (162.1%) 
Profit before-tax  39.27  29.18  10.09  34.6% 
Profit after-tax  26.13  16.33  9.8  60.0% 

         

Financial Position (PKR ‘Bn)   Sep '20    Dec '19   Better / (Worse) 
Total Assets   2,783.48   3,124.39   (340.91)  (10.9%

) Investments  1,368.39   1,439.16   (70.77)  (4.9%) 
Advances – Net  892.62    1,008.14   (115.52)  (11.5%

) Deposits   2,174.93    2,198.05   (23.12)  (1.1%) 
Borrowings  142.65  471.76  (329.16)  (69.8%

) Net Assets  267.20   232.61   34.59  14.9% 

 
 Mark-up/Interest Income 
During the nine month under review, the Bank earned gross mark-up/interest income of PKR 206.0 bn (+23.1% 
YoY). The performing interest-bearing assets during the period averaged at PKR 2,395.7 bn (+16.2% YoY). 
Investment portfolio averaged up at 31.3% at PKR 1,393.7 bn (Sep ’19: PKR 1,061.4 bn) and generated 
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interest/mark-up income of PKR 124.9 bn (+49.5% YoY) making 60.6% of the total mark-up income. Average 
loans and advances were up 3.1% at PKR 950.2 bn (Sep ’19: PKR 921.8 bn) generating mark-up/interest income 
of PKR 78.0 bn which, compared to PKR 77.6 bn level of Sep ’19, is marginally higher by 0.6%. Average interest-
bearing liabilities increased by 17.5% to PKR 2,458.5 bn. Therefore, the Bank’s cost of funds also increased to 
PKR 126.2 bn (+11.1% YoY), of which PKR 82.3 bn (Sep ’19: PKR 78.0 bn) was on account of profit to the 
depositors. However, cost of deposits dropped by 46 bps at 5.57% for 9M ’20 (9M ’19: 6.03%). Overall, the 
Bank’s net mark-up/interest income closed at PKR 79.8 bn, which was 48.2% higher against PKR 53.9 bn earned 
during the corresponding nine month of 2019.  
 
 Non mark-up/interest income  
The Bank generated non mark-up income of PKR 27.7 bn (Sep ’19: PKR 25.6 bn) constituting 25.8% of the total 
income (Sep ’19 :32.2%). Branch banking operations continued generating healthy fees & commission income 
that closed at PKR 12.8 bn (-8.1% YoY). Dividend income dropped 46% to PKR 1.3 bn as companies resorted to 
retaining profits to mitigate the risks emerging after the pandemic outbreak. Reduced volatility in the forex 
market, coupled with lower international trade volumes, depressed the Bank’s foreign exchange income by 
22.4% YoY to PKR 3.4 bn (Sep ’19: PKR 4.3 bn). These shrinkages were however off-set through higher gain on 
securities that amounted to PKR 6.9 bn (Sep ‘19: PKR 0.6 bn). Accordingly, the non-mark-up/ interest income 
of the Bank totalled at PKR 27.7 bn, being 8.4% up against PKR 25.6 bn of the similar period last year. 
 
 Expense Management  
Operating expenses of the Bank for the period under review were PKR 45.0 bn, 8.8% up YoY. However, the 
Bank’s cost-to-income ratio for the period improved to 41.8% as against 52.1% for the corresponding nine 
month period of 2019 mainly due to increase in total income. HR costs comprise 67% (Sep ’19: 65.6%) of the 
total operating expenses, amounting  to PKR 29.9 bn compared to PKR 27.0 bn for the prior comparative 
period..  
 
 Loan Losses and Provisions    
Reflecting the economic environment triggered by the Covid-19 pandemic, the asset quality of the Bank came 
under pressure during the recent months. As of September 30, 2020, NPLs totaled PKR 172.7 bn, being PKR 
24.0 bn or 16.1% higher than Dec ’19 level of PKR 148.7 bn. The Bank follows a prudent approach in it’s 
identification of loan impairments to strengthen its balance sheet by maintaining a robust level of specific as 
well as general provisions against NPLs and other contingencies. Provision charges of PKR 23.3 bn (Sep ’19: 
PKR 8.9 bn) were taken during the nine month period under review. Consequently, specific and general 
provisions increased to PKR 149.2 bn and PKR 18.6 bn. Total provisions held translate into coverage ratio of 
97.2%.  
 
 Profit Appropriation  
Profit for the nine months ended September 30, 2020 after carry forward of accumulated profit of 2019 is 
proposed for appropriation as follows: 
 

   (PKR ‘Bn) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Profit before tax for the nine months ended September 30, 2020 39.27 
Taxation:  

-     Current 20.13 
-     Prior Year - 
-     Deferred (7.00) 

 13.13 
Profit after tax for the nine month ended September 30, 2020 26.14 
  
Unappropriated profit brought forward 88.78 
Other comprehensive income - net of tax (0.47) 
Transfer from surplus on revaluation of fixed assets  0.17 

Profit available for appropriations 114.62 
  
Appropriation:  
Transfer to Statutory Reserve  2.61 

Unappropriated profit carried forward 112.01 
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Financial Position as of September 30, 2020 
 
As of September 30, 2020 the Bank’s balance sheet stood at PKR 2,783.5 bn which is 10.9% down from PKR 
3,124.39 bn at December 31, 2019. This drop is mainly because the Bank reduced its money market 
borrowings by PKR 329.16 bn in line with its funding & liquidity position during the period. On the liability side, 
the Bank’s balance sheet is driven by its wide market outreach and branch banking network where the focus 
remains on low-cost deposit mobilization.  
 
 Investments 
The Bank maintains an investment portfolio diversified across zero risk weighted treasury instruments and 
bonds, high dividend yielding equities and other interest-bearing financial instruments. As of September 30, 
2020, investments (at cost) amounted to PKR 1,338.4 bn (Dec ’19: PKR 1,417.7 bn), just over one-half of the 
Bank’s balance sheet. The investment portfolio-mix gives the Bank flexibility to capitalise on short-term price 
movement by frequently churning the short-term portfolio. 
 
 Loans and Advances 
Gross advances of the Bank amounted to PKR 1,060.5 bn; being 7.9% down lower against Dec ’19 level. The 
drop was due to reduced private sector credit demand and some seasonal adjustments in commodity 
financing. The Bank is pursuing a prudent strategy for its loan book growth across its target market. The loan 
book is predominantly in local currency (93.3%), and is fairly diversified. Given the Bank’s systemically 
important role in Pakistan’s financial system, the Bank is following a strategy to strengthen its resilience to 
shocks while continuing to support the communities it serves. At end-September 2020, the loan infection ratio 
stood at 16.3%. Domestic NPLs stood at PKR 128.8 billion (2019: PKR 107.7 billion) representing 74.6% (2019: 
72.4%) of the total NPLs.   
 
 Funding & Liquidity 
The Bank maintains an optimum level of funding and liquidity. As of September 30, 2020, deposits closed at 
PKR 2,174.9 bn (-1.1% YoY). Average deposits grew by PKR 246.7 bn or 14.3% to PKR 1,974.3 bn. The majority 
of the Bank’s funding comes from core customer deposits that contribute 89% (PKR 1,935.5 bn) of the Bank’s 
total deposits. Compared to Dec 31, 2019 level, customer deposits have increased by PKR 138.3 bn or 7.7%. 
FI deposits, however, dropped during the period under review by PKR 161.4 bn and closed at PKR 239.4 bn 
(Dec ’19: PKR 400.8 bn). The Bank is pursuing a prudent deposit mobilisation strategy, CASA ratio improved to 
83.0% from 81.8% at the year-end 2019. The Bank’s liquidity coverage ratio stood at 182%, and the Net Stable 
Funding Ratio stood at 263%, comfortably above the statutory requirement of 100%. 
 
Capital Strength and Adequacy 
Higher profitability and earnings retention, coupled with the reduction in the conservation buffer and the 
RWAs has improved the Bank’s Tier-1 capital adequacy ratio to 15.68% (Dec ’19: 12.11%) and total capital 
adequacy ratio to 20.75% (Dec ’19: 15.48%). The Bank’s capital and related ratios remain well above minimum 
regulatory requirements. 
 
Controls & Compliance 
The Bank emphasizes compliance with applicable laws, rules, regulations, and codes and recognises the need 
to improve its compliance & control capacity within its domestic network. A revamping of the network 
structure is under review to strengthen the supervision of its about 1509 branches. Significant attention is 
being given by the board to improving account reconciliation, complete data cleansing and building 
accountability of staff. Additionally priority is to be accorded to the major task of upgrading its Core Banking 
Application. At the Board level, there is a need for greater expertise in technology to facilitate effective 
oversight. This has been highlighted to the government and an appropriate nomination made over six months 
ago but it remains unresponded. 
 
While significant talent at senior levels has been attracted into the Bank, outdated Staff Service Rules enable 
staff to file whimsical suits directly at the High Court levels and this results in the Bank facing a large number 
of nuisance suits that distract management from pursuing necessary reform. Additionally, while a culture that 
is performance driven is being inculcated, it’s effectiveness is diluted by the same Staff Service Rules 
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prevalence. To allow the bank to reach its potential, the government’s assistance is needed to repeal these 
Rules. 
 
The international franchise of the Bank is being strategically streamlined to facilitate an enhanced level of 
compliance. To this end, work is underway to consolidate the Bank’s international footprint and decisions on 
the closure of a number of franchises have been made. 
 
In 2016 the Bank and its New York branch entered into a written agreement with the Federal Reserve Bank of 
New York and New York State Department of Financial Services (US regulators). This agreement, inter-alia, 
requires the Bank to address certain compliance and risk management matters relating to anti-money 
laundering and the US bank secrecy law requirements. This agreement also requires implementation of the 
requisite systems and controls and the allocation of adequate resources to ensure full compliance with such 
requirements. The Bank has undertaken significant personnel, systems and process changes in its NY 
operations to address identified regulatory weaknesses and ensures senior attention at Board Committee and 
Board levels, but a historically weak compliance culture will take time to change effectively and meanwhile 
the Bank remains vulnerable. 
 
 
Contingencies 
There is no change in the status of the pensions related contingencies as the matter is pending adjudication 
before the Honourable Supreme Court of Pakistan. This issue has been discussed in detail in note 22.3.4.1 to 
the nine months Financial Statements.  
 
 
Credit Rating 
In June 2020, M/S VIS Credit Rating Company affirmed standalone credit rating of the Bank as “AAA” (Triple 
AAA), the highest credit rating awarded by the company for a bank in Pakistan. Similarly, M/s PACRA Credit 
Rating Company has also affirmed the long-term entity rating of the Bank as 'AAA' and short-term credit rating 
as 'AA+' (A-one Plus). Moody’s Investors Service, in their report of August ‘2020, upgraded the Bank’s ‘Outlook’ 
to Stable with a ‘B3’ long-term rating. 
  
 
Outlook 
Going forward, there are prospects of gradual improvement in economic activity as the government is easing 
the lockdown while allowing many sectors to resume activities. External sector is also reasonably comfortable 
with the current account expected to stay range bound as oil demand and prices remain stable in the short 
run. However, progress will be dependent on the Covid-19 situation. A strong second wave will have serious 
adverse impacts on the momentum of home remittances, exports and the LSM index. Externally, the upcoming 
US election, political developments in the Middle East and the FATF decision will also influence the macro 
economic environment.  
 
NBP is conscious of its responsibilities to its customers and the wider economy, and is endeavouring to 
mitigate the impact of Covid-19 by extending appropriate financial solutions to its customers. The Bank’s 
business strategy encompasses inclusive development through reaching and supporting underserved sectors 
including SME, Microfinance, Agriculture Finance and finance for Micro-Housing on a priority basis. These 
underserved segments are the key areas in which NBP seeks to expand its contribution and leverage it’s natural 
niche. However, material growth here will be dependent upon the Government stepping forward to help 
address overdue from SOEs that are a considerable drag on the institution. Building a digital banking capability 
and a technology platform will be a central part of this strategy to make it cost effective as well ensure 
necessary controls.  
 
During the pandemic, the Bank’s focus is to maintain its income streams as well as asset quality, while creating 
liquidity for its customers so that the workers continue to get paid their wages and businesses carry on their 
operations uninterruptedly. Given the Bank’s systemically important role in Pakistan’s financial system, NBP 
has to ensure its resilience to shocks while continuing to support the communities  it serves. We have set aside 
high levels of provisions and we are committed to using our earnings to further strengthen our balance sheet.  
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