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Today’s Daily
Pakistan Steel: RD reduction is more bark than bite

In a recent and what appears to be a populistic move, MoC has
reportedly recommended withdrawal of regulatory duty on 57 tariff
lines including 47 steel products in the upcoming budget. While
the said recommendations hold limited chance to get through
considering narrow fiscal space, approval of the same can have
wide-ranging implications for the steel sector. For long steel players
(ASTL, MUGHAL and ITTEFAQ), elimination of 30% RD on re-bars
would significantly hurt the pricing power of domestic manufacturers,
as the price differential between imported and local re-bars would
shrink to ~PkR13k per ton (which currently stands at ~PkR39k per
ton). For flat steel (manufactured by ASL & ISL), the said proposal
carries marginally negative implications, with potential elimination
of 5% RD on its final products (CRC, HDGC) narrowing the price
disparity between imported and local product by ~PkR4-5k per ton.
With imported re-bars prices remaining at a premium post RD
removal, we continue to like ASTL on the back of strong earnings
outlook (5yr forward NPAT CAGR of 30%).

News and Views

PM Shahid Khagan Abbasi yesterday unveiled a populist economic
reforms package (ERP) envisaging another ‘one-time’ amnesty scheme
to whiten undeclared assets domestically and abroad along with reduction
in income tax rates for existing taxpayers and issuance of dollar-
denominated bonds.

Jeddah-based International Trade Financing Corp. (ITFC) has agreed
to lend Pakistan US$3.285bn for a period of 3 years of which US$3bn
are to support trade activities while the remaining US$0.285bn are to
finance the gasoline purchases for the country.

SBP has asked Exchange Companies (ECs) to strictly compliance with
Anti-Money Laundering and Combating Financing of Terrorism (AML/CFT)
regulations to avoid any aggressive action by the FATF.
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KSE100 - Index

Current 46,560.82
Previous 46,103.61
Chg. 0.99%
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Current 9,494 /82.12
Previous 9,450/ 81.74
Chg. 0.46%
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Current  233.35
Previous 270.18
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Pakistan Steel: RD reduction is more bark than bite

In a recent and what appears to be a populistic move, MoC has
reportedly recommended withdrawal of regulatory duty on 57 tariff
lines including 47 steel products in the upcoming budget. While the
said recommendations hold limited chance to get through considering
narrow fiscal space, approval of the same can have wide-ranging
implications for the steel sector. For long steel players (ASTL,
MUGHAL and ITTEFAQ), elimination of 30% RD on re-bars would
significantly hurt the pricing power of domestic manufacturers, as
the price differential between imported and local re-bars would shrink
to ~PkR13k per ton (which currently stands at ~PkR39k per ton). For
flat steel (manufactured by ASL & ISL), the said proposal carries
marginally negative implications, with potential elimination of 5%
RD on its final products (CRC, HDGC) narrowing the price disparity
between imported and local product by ~PkR4-5k per ton. With
imported re-bars prices remaining at a premium post RD removal,
we continue to like ASTL on the back of strong earnings outlook (5yr
forward NPAT CAGR of 30%).

Proposed regulatory move could escalate competition: Apparently
aimed at extending relief to the export sector, Commerce division and
National Tariff Commission have identified 515 tariff lines for tariff
rationalization in the upcoming budget. The proposal also seeks abolition
of regulatory duty (RD) on 57 tariff lines including 47 steel products where
approval of the same would have wide-ranging implications for the sector.
For long steel players (ASTL, MUGHAL, ITTEFAQ), elimination of 30%
RD on re-bars would significantly hurt the pricing power of domestic
players, as the price differential between imported and local re-bars would
shrink to ~PkR13k per ton (which currently stands at ~PkR39k per ton).
For flat steel manufacturers (i.e. ISL and ASL), RD on final products (CRC
& HDGC) is mere 5%, where removal of the same would further narrow
the current low price gap (~PkR3-5k per month) between imported and
local products by ~PkR4-5k per ton. To note, the current low price differential
(~PkR3-5K per ton) is primarily due to recent rounds of Rupee depreciation,
where importers holding 4-6months old inventory are offering the imported
products at a discount price. The pricing gap would once again move to
the historical average of PKR10-12k per ton, as importers' inventory

Price differential: imported vs local

(PkR 000's) landed price of Import* Local Differential
Rebars

With RD 137 98 39
Without RD 111 98 13
Change -19% 0% -67%
Cold rolled Coil (CRC) Cold rolled Coil (CRC)

With RD 117 93 24
Without RD 112 93 19
Change -4% 0% -19%

Source: Bloomberg & AKD Research

* Determined on the basis domestic Chinese prices.
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Duty structure for steel sector

Custom y Anti-dumping

CRC ISL/ASL 5.0% 5.0%
HDGC IsL 5.0% 5.0%
Re-bars ASTL/MUGHAL 5.0% 30.0% 19.05%

13.0-19.04%
6.0-40.47%

Source: FBR, NTC & AKD Research
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backlog comes to an end (our discussion with industry experts also reflect
the same). However, this gap is still below price differential of PkR24k per
ton, when calculated using the domestic Chinese CRC prices, perhaps
affirming the existence of grey channels for imports.

Investment perspective: While proposed regulatory development (if
approved) could once again stir up competitive forces, we see limited
chance of these getting approved given the rising fiscal imbalance and
repercussions on the domestic industry. In this backdrop, we continue to
like ASTL on the back of strong earnings outlook (5yr forward NPAT CAGR
of 30%) with its flagship dhabeji plant commencing commercial operations
from early Apr '18.

Friday, Apr 06, 2018

AKD Daily

www.akdsecurities.net



AKD Securities Limited

Member Karachi Stock Exchange

Disclosure Section

Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.

The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.

Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
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Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
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an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.

We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.

Stock Ratings

Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view 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. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions

Buy > 20% upside potential

Accumulate > 5% to < 20% upside potential
Neutral < 5% to >-5% potential

Reduce < -5% to > -20% downside potential
Sell < -20% downside potential
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Analyst Certification of Independence

The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.

The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.

Disclosure of Interest Area

AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, 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 of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
the investment concerned or a related investment.

Regional Disclosures (Outside Pakistan)

The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.

Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
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copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
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not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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