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Pakistan Economy

Going with populist move

Prime Minister Imran Khan addressed the nation on Monday evening where
he announced multiple incentives and policy actions to provide relief to the
masses. PM'’s decision to reduce electricity and petrol prices is the most s |
important aspect of this said relief package as decision regarding reduction in ,,,, |
energy prices came at a time when international commodity prices are sky

rocketing, which will put significant pressure on both fiscal and external side. 1
We opine that the possible reasoning behind the reduction in petrol and 1 HH ‘ ‘ H‘ H

Economy: Inflation (YoY)
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electricity price is to get political mileage as the rising inflation has dampened
the sentiments of masses and opposition parties are mulling for ‘no- )
confidence vote’ & blaming against the govt. The decision to reduce energy  *° @& PP PP & & LS
prices at this point seems like a shot in dark, as Gov't is still expecting a e sop, insight research

slowdown in global commodity prices at a time when the world is surrounded

with uncertainty.

In addition to this, PM also announced multiple incentives for the IT sector

coupled with subsidized loans for farmers and youth. One interesting oo -
development, announcement of incentives for industries, where no question *®
will be asked for industrial investment coupled with tax benefit on revival of ,502 |
sick units.

As per media reports and ministers, IMF has given green light on the said -
measures and Gov't will fund these subsidies through dividends from SOEs, -
leftover of COVID & Ehsaas program funds and PSDP curtailment.

From equity market perspective, we believe that E&P companies mainly PPL .. sgp. insight Research
and OGDC will remain in investor’s radar due to possible resolution of gas

circular debt and dividend announcement. Furthermore, financing of the said

relief measures will put further pressure on already shrinking fiscal space.

This might cause T-bills yields to go up in next auction which might keep

equity investors on the sideline. Overall this sudden populist move will help

PTI Gov't to get some political ground but in an uncertain environment like

this, this moves seems like a risky bet.

Reduction in MS & HSD prices by PKR10/Ltr

. . . Economy: CPI - Transportation Index
As per the announcement, government will reduce the petrol and diesel prices

by PKR10/Itr and there will be no change in price till the next budget. The 8
difference in price will be funded by government via subsidy. Country’'s
average monthly demand for Petrol & Diesel currently stands at 991mn liters 7
& 710mn liters, as per our back of the envelope working this will likely have an
impact of ~PKR130bn on govt's revenue in next four months. Contrary, this
will have a positive impact on CPI by ~25bps.
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However, it is worth citing that if MS & HSD prices inch-up further, it will 15 |
result in price differential for importers which will likely be subsidize by the 100 -
government. Any delays in disbursement of subsidy will pile up receivables on
OMC’s book.
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Power tariff slashed down by PKR5/kwh

As per the announcement, reduction in power tariff by PKR5/kwh on fuel IR Ayl iyt
adjustment will only be applicable to residential and commercial users, which
accounts for 49% and 7% of total electricity consumption, respectively. This
will add-up ~PKR95bn to the subsidy. However, it is worth mentioning that
previously, the government had waived-off fuel adjustment (FCA) charge as
Covid relief. Later, under the direction of IMF, the government decided to
recover the said FCA from consumers. This reduction in power tariff will likely
have a positive effect on the inflation side, as per our estimates, said
adjustment will reduce CPI by 70bps.
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Possible dividend from E&Ps

For budgetary reallocation, Govt. intends to increase its non-tax revenue .
Overdue Receivables (PKR bn)

through dividend from its state-owned entities (SOEs). However, its not
possible without clearing SOEs overdue receivables. If govt. impose or
implement policy which requires to payout at least 50% of their profits then it

250 -
would be negative for the SOEs as two major entities OGDC & PPL have trade  ,, |
debt of PKR407bn & PKR319bn on their balance sheet. 150 |
So, in order to achieve such targets, it is a pre requisite for the Govt. to resolve 1

50
liquidity management through resolving circular debt. In this case, it is positive N

for both E&Ps companies i.e. OGDC & PPL and Govt.
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Multiple incentives for IT/ITES sector o R P
IT sector remained the key focus of the PTI Gov't as they believe the sector
has the potential to turn the tables for our economy. In a bid to support
industry, PM Imran Khan announced multiple incentives for the sector in his
latest speech. The key incentives are given are as follows: i) 100% tax
exemption for ITES companies and freelancers, ii) Retention of 100%
remittances on transactions through proper banking channels and iii)
Exemption from CGT on tech startups. We opine that the implementation of
the said measures will boast the investment in IT sector and will also attract
international venture capitals firms. Exception from CGT on tech based
startups is a good omen for Systems Limited as they incorporated Systems
Ventures to tap on to the nascent startup industry of Pakistan.
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Disclaimer: This report has been prepared by Insight Securities (Private) Ltd, hereinafter referred as ‘ISL’) and is provided for information purposes
only. Under no circumstances is to be used or considered as an offer to sell or solicitation of any offer to buy. While all reasonable care has been tak-
en to ensure that the information contained therein is not untrue or misleading at the time of publication, we make no representation as to its accura-
cy or completeness and it should not be relied upon as such. This report is provided solely for the information of professional advisers who are ex-
pected to make their own investment decisions without undue reliance on this report. Statements regarding future prospects may not be realized
while all such information and opinions are subject to change without notice. ISL recommends investors to independently evaluate particular invest-
ments and strategies and it encourages investors to seek the advice of a financial advisor.

Investments in capital markets are subject to market risk and ISL accepts no responsibility whatsoever for any direct or indirect consequential loss
arising from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial situation and partic-
ular need of individuals, who should seek further advice before making any investment or rely upon their own judgment and acumen before making
any investment. The views expressed in this document are those of the ISL Research Department and do not necessarily reflect those of ISL or its
directors.

ISL may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis in which they are based
before the material is disseminated to their clients. ISL, as a full-service firm, has/intends to have business relationships, including investment-banking
relationships, with the companies in this report. Investors should be aware of that the ISL may have a conflict of interest that could affect the objectiv-
ity of the report. Investors should consider this report as only a single factor in making their investment decision. This report may not be reproduced,
distributed or published by any recipient for any purpose whatsoever without prior written approval by ISL. Action may be taken for unauthorized
reproduction, distribution or publication.

ISL Stock Rating System: ISL employs a 3-tier rating mechanism i.e ‘BUY’, ‘HOLD’ and ‘SELL’, which is based upon the level of expected annualized
return for a specific stock. When total annualized return (capital gain + dividends) exceeds 17%, a 'BUY’ rating is assigned. A ‘SELL’ rating is issued
whenever total annualized return is less than negative 5% and for return in between the 2 ranges, ‘HOLD’ rating is meted out. An 'Under Review’
stance is given if ISL research stance depends upon the outcome of an uncertain event having significant impact on the valuations. Different securities
firms use a variety of rating terms/systems to describe their recommendations. Similar rating terms used by other securities companies may not be
equivalent to ISL rating system.

Time horizon is usually the annual financial reporting period of the company (unless otherwise mentioned in the report). Ratings are updated daily and
can therefore change daily. They can change because of a move in the stock's price, a change in the analyst's estimate of the stock's fair value, a
change in the analyst's assessment of a company's business risk, or a combination of any of these factors. In addition, research reports contain infor-
mation carrying the analyst’s views and investors should carefully read the entire research report and not infer its contents from the rating ascribed by
the analyst. In any case, ratings or research should not be used or relied upon as investment advice. An investor’s decision to buy, sell or hold a stock
should depend on individual circumstances (such as the investors existing holdings or investment objectives) and other considerations.

Target price risk disclosures: Any inability to compete successfully in the markets may harm the business. This could be a result of many factors which
may include (but not limited to) geographic mix and introduction of improved products or service offerings by competitors. The results of operations
may be materially affected by global economic conditions generally, including conditions in financial markets. The company is exposed to market risks,
such as changes in interest rates, foreign exchange rates and input prices. From time to time, the company may enter into transactions, including
transactions in derivative instruments, to manage/offset certain of these exposures.

Valuation Methodology: To arrive at our period end target prices, ISL uses different valuation methodologies including
e Discounted cash flow (DCF)

e Relative Valuation (P/E, P/Bv, P/S etc.)

e Equity & Asset return based methodologies (EVA, Residual Income etc.)

Frequently Used Acronyms

TP Target Price DCF Discounted Cash Flows FCF Free Cash Flows

FCFE Free Cash Flows to Equity FCFF Free Cash Flows to Firm DDM Dividend Discount Model
SOTP Sum of the Parts P/E Price to Earnings ratio P/Bv Price to Book ratio

P/S Price to Sales EVA Economic Valued Added BVPS Book Value per Share
EPS Earnings per Share DPS Dividend per Share DY Dividend Yield

ROE Return on Equity ROA Return on Assets CAGR Compounded Annual Growth Rate
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ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES

Analyst Certification: The research analyst(s), if any, denoted by AC on the cover of this report, who exclusively reports to the research department
head, primarily involved in the preparation, writing and publication of this report, certifies that (1) the views expressed in this report are unbiased and
independent opinions of the Research Analyst(s) which accurately reflect his/her personal views about all of the subject companies/securities and (2)
no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report.

The research analyst or any of its close relatives do not have a financial interest in the securities of the subject company aggregating more than 1% of
the value of the company and the research analyst or its close relative have neither served as a director/officer in the past 3 years nor received any
compensation from the subject company in the past 12 months. The Research analyst or its close relatives have not traded in the subject security in
the past 7 days and will not trade in next 5 days.

Disclosure of Financial Interest: ISL or any of its officers and directors does not have a significant financial interest (above 1% of the value of the secu-
rities of the subject company) in the securities of the subject company. Under normal course of business, ISL, their respective directors, officers, repre-
sentatives, employees and/or related persons may have a long or short position in any of the securities or other financial instruments mentioned or
issues described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or sale of any such securities or other
financial instruments from time to time in the open market or otherwise. ISL or its employees may trade contrary to the recommendation given by ISL
Research through this report or any other. ISL may be providing, or have provided within the previous twelve months, significant advice or brokerage
services to the subject company. ISL may have, within the past twelve months, served as manager or co-manager of a public offering of securities for,
or currently may make a primary market in issues of, any or all, the entities mentioned in this report or received compensation for corporate advisory
services, brokerage services or underwriting services from the subject company. Apart from this, ISL or any other of its officers and directors have
neither served as a director/officer in any company under ISL research coverage in the past 3 years nor received any compensation from the subject
company in the past 12 months.

ISL Research Dissemination Policy: ISL endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner
through either physical or electronic distribution such as mail, fax and/or email. Nevertheless, not all clients may receive the material at the same time.
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