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The incumbent government is due to present its last federal budget
on May 26'17 where we expect the government to move ahead with
its growth agenda. Setting an ambitious GDP growth target of 6%
in FY18F, the GoP is likely to enhance its development expenditure
primarily making its case on uptick in CPEC led activity, with news
flows suggesting federal PSDP allocation at PkR1,001bn vs.
PkR800bn in FY17B. However, fiscal constraints will remain in play
where higher tax collection is likely to be supported by increase in
duties and continued penalization for non-filers. For capital market,
incoming PSX proposals including: 1) reduction in CGT, 2) bonus
tax applicability on face value instead of the value of the bonus
issued, 3) extension in tax credit for new listings to five years and
4) reduction in corporate tax rate to 30%, entail positive implications,
attempting to increase the depth in the market. Specifically, we feel
continued support will be extended to exporting industries via relief
packages (positive for Textiles) while infrastructure focus is to keep
Construction and Allied sectors (positive for Cements, Autos) in
limelight. Banks might bear the brunt of additional taxation measures
(continuation of super tax likely) alongwith Dairy manufacturers in
case of any increase in sales tax on tea whiteners.
.
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News and Views
Sindh Engro Coal Mining Company (SECMC) has signed two separate
coal supply agreements with the Thar Energy Limited (TEL)(a subsidiary
of HUBC) and ThalNova (JV between subsidiaries of THALL & Novatex
Ltd) to supply 1.9mtpa coal to each.
KPK government has signed four agreements for mega projects worth
of US$10.86bn (PkR1,173bn) with the Frontier Works Organization
(FWO). The mega projects will include Peshawar Model/Smart City
Township (US$4.6bn), KP China Investment Plan (KPCIP)-M1 City
Nowshera (US$4.4bn), three hydro power plants in Chitral (US$1.11bn),
one cement plant at Haripur (US$160mn) and one state-of-the-art oil
refinery at Karak (US$600mn).
The GoP has allocated PkR250bn in the FY18 budget for various special
social programs to improve socioeconomic developments. Of the total
allocation, major chunk will be utilized under different PM's initiatives,
which include: 1) PkR30bn for PM's global sustainable development
goals (SDGs) program, 2) PKR20bn for PM's youth scheme and 3)
PkR10 bn for PM's national health program.
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The incumbent government is due to present its last federal budget
on May 26'17 where we expect the government to move ahead with
its growth agenda. Setting an ambitious GDP growth target of 6% in
FY18F, the GoP is likely to enhance its development expenditure
primarily making its case on uptick in CPEC led activity, with news
flows suggesting federal PSDP allocation at PkR1,001bn vs. PkR800bn
in FY17B. However, fiscal constraints will remain in play where higher
tax collection is likely to be supported by increase in duties and
continued penalization for non-filers. For capital market, incoming
PSX proposals including: 1) reduction in CGT, 2) bonus tax applicability
on face value instead of the value of the bonus issued, 3) extension
in tax credit for new listings to five years and 4) reduction in corporate
tax rate to 30%, entail positive implications, attempting to increase
the depth in the market. Specifically, we feel continued support will
be extended to exporting industries via relief packages (positive for
Textiles) while infrastructure focus is to keep Construction and Allied
sectors (positive for Cements, Autos) in limelight. Banks might bear
the brunt of additional taxation measures (continuation of super tax
likely) alongwith Dairy manufacturers in case of any increase in sales
tax on tea whiteners.
Economic targets set too ambitiously: The GoP has revealed that FY17
GDP growth is provisionally recorded at 5.28%, crossing the 5% mark to
reach its 9yr high, primarily reflecting 3.46% recovery in the Agriculture
sector from a low base (0.27% in FY16R) and encouraging trend in the
LSM sector (4.93% in FY17 vs. 2.94% earlier. Maintaining the momentum,
GDP growth for FY18 is ambitiously targeted at 6%, however we expect
it to remain lower at 5.48% on the back of LSM growth stagnating around
current levels as energy bottlenecks linger amid higher inflationary outlook.
Keeping in line with the growth agenda and likely populist nature of the
budget before elections in 2018, Budget FY18 is expected to lean towards
greater development expenditure where news flows suggest that federal
PSDP allocation would be raised to PkR1tn vs. PkR800bn in FY17B (total
PSDP at PkR2.141tn vs. PkR1.675bn in FY17B) to cater for CPEC related
activity. However, fiscal constraints will remain in play with the GoP setting
tax collection target at an ambitious PkR4tn (vs. PkR3.6tn in FY17B), likely
to be supported by increase in duties and continued penalization for nonfilers. That said, in lieu of maintaining its populist tilt, we expect continued
support to export and other industries through relief packages. Fiscal deficit
target for FY18B has been set at 4% of GDP, slightly lower than the upwards
revised target of 4.1% of GDP for FY17, though we expect the deficit for
FY18 to cross 5% of GDP on the back of low tax collection.
.
Investment Perspective: By and large, Budget FY18 is likely to hold
positive implications for the market. The incoming budgetary proposals
remain largely in favor of Cements (continued infrastructure push), Fertilizers
(agri-related incentives), and Autos (rationalization of GST on tractors,
announcement of car schemes). While super tax is an earnings dampener
for banks, we feel it has been already priced in by the market. Reiterating
our index target of 55,808, we look favorably towards OGDC, UBL, DGKC,
FCCL, MLCF, FATIMA and PSO.
www.akdsecurities.net

Market level Proposals and
implications
Proposals

Impact

Reduction in corporate tax rate by 1ppt to

Positive

30% for non-banking companies.
Continuation of Super tax at 3%/4% for banking/non-

Neutral

banking companies having profits above PkR500mn.
PSX proposes reduction in CGT rates

Positive

Bonus tax of 5% to be imposed on face value

Positive

Extension in tax credit period to 5 yrs

Positive

(vs. 3 yrs) for new listings.
Further segregation between filers and non-filers in

Neutral

case of taxation on dividends.

Source: Newsflows & AKD Research

PSX's CGT Proposal for Filers
Holding Period

Existing

Proposed

upto 6months

15.00%

10.00%

>6months - 12months

15.00%

8.00%

>12months - 24months

12.50%

0.00%

>24months - 48months

7.50%

0.00%

> 48months

0.00%

0.00%

Source: AKD Research

FY18 Preliminary Budget Estimates
FY16R
Current Expenditure (PkRbn) 3,599
Defence Expenditure

FY17B FY18T*
3,844

4,350

776

860

1,393

1,675

2,141

Federal

661

800

1,001

Provincial

732

875

1,140

3,104

3,621

3,887

4.6

4.1

PSDP (PkRbn)

FBR Tax Collection (PkRbn)
Fiscal Deficit (% of GDP)

950

4.0

T= target; *estimates from news flows

Source: MoF, Newsflows, AKD Research
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Source: MoF & AKD Research
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Cements

Oil & Gas

Bank

Proposals

Negative

Extension in super tax is expected to impact AKD Banking Universe by 4-6%

Deletion of seventh schedule from income tax ordinance

Neutral

While taking away certain allowances on provisions, abolition of the seventh
schedule should also bring banks under the corporate tax regime lowering their
tax rate to 30% (vs. flat 35% on all income sources) in the process.

CPI linkage of OMC margins (slated for June'17), payments to relieve
circular debt constraints on liquidity for PSO and continued implementation
of monthly pricing regime

Neutral

Delivering what has been promised to the sector and accomodated in investor
expectations is a prerequisite for long term dynamics of the sector (alleviating
energy shortages, privatization plan). Any shortening of the pricing period could
normalize inventory variations.

FBR proposes riasing the GST rate on POL products by ~3%

Negative

Continuation of super tax

.

Low oil prices continue to encourage higher demand, where the marginal propensity
of transport customers may wane in an environment of higher global oil prices
(shift to CNG).

Inclusion of E&P in normal corporate tax structure from current higher tax
rate of 40%.

Positive

The GoP is expected to continue maintaining its focus on infrastructure
development in FY18 as well, where Federal/Provincial PSDP allocation is
expected to rise by 25/27% to PkR1/1.1tr against allocation of PkR800/875bn
in FY17 budget respectively.

Positive

Relatively higher infrastructure spending is expected to sustain domestic growth
momentum where we anticipate the same to register double digit growth in FY18
(+10.7%YoY in 10MFY17).

APCMA has proposed to increase customs duty on the import of clinker
from 10% to 20%, along with registration of foreign clinker exporters with
the Pakistan Standards and Quality Control Authority.

Positive

The move will extend support to local manufacturers from low-grade quality cement
being dumped in the Pakistani market.

Reduction of 1% in corporate tax

Positive

Expected reduction in corporate tax rate by further 1% to 30% should improve
profitably across the sector.

Regulairize deviations in import stage (SRO 499) and retail stage taxation
measures for OEMs, effectively acting as a double taxation.

Positive

Continued implementation of AIDP-II incentives, framework and reforms.

Neutral

Rationalization of input and output sales tax for tractor
manufacturers(Current input/output sales tax stands at 17%/5%)

Positive

Expected announcement of Punjab passenger vehicle subsidized scheme
(~100000 vehicles)

Positive

Removal of GST on all fertilizer products as replacement of current cash
subsidy.

Positive

Currently E&P sector is taxed at higher rate of 40% as compared to corporate tax
of 30% (FY18) on other sectors. Inclusion of E&Ps (OGDC, PPL, POL & MARI) in
normal tax regime will be positive for sector, improving their bottomline.

Undue cost escalations arise from dual taxation as OEMs pass on duties and cesses
at import stage, and retail level taxation is also borne by consumers, where any
reduction may support demand.
BoI is the focal agency for approving incentives under the policy, where new entrants
are currently being encouraged, with implementation of health, saftey and recall
standards yet to be seen
This is likely to improve liquidity situation of tractor manufacturers
Replacing Punjab Rozgar Scheme, any such announcement will be positive for
PSMC's sales growth
Currently 17% GST is charged on fertilizer product, except urea on which 5% GST
is applied. Removal of GST will save the sector from excessive delay in subsidy
refunds, hence easing pressure on woking capital and liquidity.
Further allocation to the ferlizer subsidy announced last year to stimulate demand
going forward and restrict further inventory pile-up.

Continuation of current fertilizer subsidy

Positive

Increased GST on RFO (FY17 average of 22%)

Negative

Raises EPP costs that are passed through to consumers and end up raising cicrular
debt accretion

Headway on circular debt clearance, reforms and privatizations

Positive

Supertax continuation

Negative

Highly unlikely as poilitcal motives favour short term, stop gap responses, where
as long term solutions may be initiated post May'18 elections

Payment of all pending sales tax refunds, duty drawbacks, and other export
package claims

Positive

Zero-rating tax regime for all textile manufacturing inputs

.

Positive

Abolition of GIDC & other surcharge on gas and electricity, respectively

Positive

KAPCOs NPAT falls by the amount of the levy, negating any favourable movement
of indexation barometers
Textile industry is in deep liquidity crisis due to pending claims, disbursement of
pending claims will alleviate liquidity concerns and reduce financing cost.
The said proposal demanding zero-rated tax regime for all inputs (packaging material,
spares, coal, HFO etc) will extend support to margins and industry competitiveness
resulting in higher exports. While on the flip side, GoP recently reimposed duty
and sales tax on import of cotton/manmade fibre.
Reduction and rationalization of electricty and gas tariffs will definitely improve
industry competitiveness, however implementation of proposal is unlikely considering
heavily subsidized textile sector.

Source: Newsflows & AKD Research
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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.

comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this

Tuesday, May 23, 2017

AKD Daily

Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
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
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
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
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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
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
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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