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Budget 2018-19

New Budgetary Measures to Address Previous
%% Government Fiscal Shortcomings
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Exhibit: Country's Fiscal Deficit as %age of GDP
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The much anticipated finance bill amendments for the ongoing year 2018-19
‘ dubbed “mini-budget 2018-19” was presented to parliament today by the
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newly elected PTI led government finance minister Asad Umar.
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The budgetary measures taken today echo government continuing effort to
benefit the underprivileged segment of the country. Government hopes to
bag in PKR 185bn through these new budgetary amendments.
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We see positive impact on autos, textiles and construction, while muted
impact on banks, OMCs and other sectors.
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New government replaces previous government budget
The much anticipated finance bill amendments for the ongoing year 2018-19 dubbed “mini-

Exhibit: Country's Development Budget as %age of budget 2018-19” was presented to parliament today by the newly elected PTI led
GDP government finance minister Asad Umar.
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The finance minister started his discourse by evaluating outgoing government fiscal
management performance citing total budget deficit for FY18 at 6.6% of the GDP or PKR
~2.3trn compared to previous government understated fiscal deficit of PKR ~1.9trn.
Nevertheless, the budgetary measures taken today echo government continuing effort to
benefit the underprivileged segment of the country. Government hopes to bagin PKR 185bn
(or 0.5% of the GDP) through these new budgetary amendments.
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Construction and automobile stands out major winner

We see construction activity picking pace owing largely to negating concerns over public
development projects cut downs and government aiming to carry on with its cheap housing
projects. Further assuring comments by finance minister on construction of dams and other
road network will bode well for the sector in general. For Fertilizer changes in gas prices will
be countered through increase in subsidy benefiting country’s agronomics. Other sectors
such as commercial bank, textiles and OMC will remain relatively unaffected through such
changes. Lastly and most importantly we see automobile to benefit from removal of
sale/purchase of new vehicle by non-tax filers.
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In short we see budget to be have a positive impact on the market. However, it does lack
concrete steps to address country’s ailing tax revenues.
Exhibit:
Consolidated Federal Budget Snapshot
PKRbn FY17 FY18 FY19B
Total Revenues 2,616 2,676 3,070
Total Expenditure 4,219 4,857 5,246
Fiscal Balance (1,603) (2,180) (2,176)
Provincial Surplus 290 274 286
Source: Bloomberg, PSX, MoF, IGI Research Consolidated Fiscal Balance (1,313) (2,907) (1,890)
Analyst Fiscal Deficit -4.1% -5.5% -4.9%
GDP (PKRbn) 31,862 34,396 38,388
IGI Research Source: MoF & IGI Research
research@igi.com.pk
Tel: (+92-21) 111-234-234 Ext.: 810
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Sector Budgetary Measures Comments Impact
Construction (Cements and = CPEC funding remains unchanged L] Concerns over demand of cement have been brushed off. Neutral to
Steel) = Dam Construction funds allocation remains Prioritization of CPEC along with enhancement of Federal Positive
unchanged at PKR 23bn PSDP allocations in comparison to last years' disbursement
= Federal PSDP amount enhanced to PKR 725bn reiterates the incumbent Government’s pro development
from last years’ spending of 660bn stance. Allocations for low cost housing schemes for the
= Housing schemes have been allocated PKR 4.5bn underprivileged goes with the government's stance of People-
Pro stance and further supports sector outlook
Fertiliser and Agricultural = PKR 6-7 billion subsidy allotted to farmers on urea . This will enhance local demand and benefit local manufacturers Neutral
for the upcoming Rabi season
= To curb urea shortfall, import of 100,000 ton has
been approved
Automobile Assemblers = Ban on sale/purchase non-filers lifted for asset L] Positive for entire auto sector as demand will revert back to Positive

valued above PKR 4mn
Custom duty on imported vehicles having engine
size >=1800cc is increased to 20% from 10%

growth trajectory

This will have a mixed effect, as sales of imported CBUs will be
affected. But, on the flip side this will shift demand to the local
cars produced, benefiting OEMs such as HCAR and INDU in

particular
Commercial Banks = With Holding Tax (WHT) on banking transaction L] We do not expect a major implication of this on banking Neutral
raised for non-filer to 0.6% from previous 0.4% transaction growth
Textiles = Regulatory Duty (RD) on purchased goods used as . This is estimated to create PKR 5bn relief for the sector and Positive
raw materials for export purposes will now be make export prices more competitive to region
exempted
= Subsidy of PKR 44bn in shape of reduce rates for L] This again will allow for competitive export prices
RLNG based textile plants in Punjab
omC = Petroleum Development Levy (PDL) collection L] Previous government had introduced maximum price for PDL at Neutral
amount reduced by PKR 100bn to PKR 200bn PKR 30/Itr. However, since the budget announcement in May-
18 PDL has been charged at PKR 10/ltr. Hence, we do not see
a major demand impact
Tobacco = FED increased on Tobacco L] Changes incorporate for both manufactured and un- Negative

manufactured tobaccos

Other tax revenue measures

Duty to be increased on expensive mobile phones
Tax by Parliamentarians now to be paid for
accommodation and other benefits

Modern technology will be used to curb down tax
evasion. In this matter FBR is expected to generate
PKR 92bn in revenues

Other relief measures

85% of EOBI registered members fall in the
minimum pensioner’s category; 10% raise to be
given for all

Previously, a scheme was launched in KPK called
Sehat Insaf Card for the lower income group; it has
been decided to introduce this to the capital territory

of Islamabad and FATA. This will also be introduced

in the Punjab budget by the government whereby
each family will receive PKR 540,000 for medical

Exhibit

Additional progressive slabs have been introduced which aim to collect higher taxes from high income groups. (amount in PKR)

Progressive Income Slabs

Current Proposed Tax

Existing Tax

less than 400k nil nil

400k-800k PKR 1,000 PKR 1,000

800k-1,200k PKR 2,000 PKR 2,000

12.mn-2.4mn 5% on amount > PKR 1.2mn 5% on amount > PKR 1.2mn

2.4mn-3.0mn 15% on amount > PKR 2.4mn & PKR 60k 10% on amount > PKR 2.4mn & PKR 60k
3.0mn-4.0mn 20% on amount > PKR 3.0mn & PKR 150k 10% on amount > PKR 2.4mn & PKR 60k
4.0mn-5.0mn 25% on amount > PKR 4.0mn & PKR 350k 10% on amount > PKR 2.4mn & PKR 60k
above 5.0mn 29% on amount > PKR 5.0mn & PKR 600k 15% on amount > PKR 4.8mn & PKR 300k

Source: Supplementary Finance Bill 2018-19, IGI Research, * Previous slab ranged from PKR 1,200,000 to PKR 4,800,000
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the
security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will
not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s)
is principally responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or
more of a class of common equity securities of the following company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes
only. Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed)
contained in this document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to
the accuracy or completeness of the information. Neither, |Gl Finex Securities Limited nor any director, officer or employee of I1GI Finex
Securities Limited shall in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on
the information. This document takes no account of the investment objectives, financial situation and particular needs of investors, who
shall seek further professional advice before making any investment decision. This document and the information may not be
reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use
by any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital
gain exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and
geopolitical risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including,
business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc.
given about the security (ies)/company (ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an
investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome
for his investment, Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares
outstanding by current trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net
income returned as a percentage of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings.
P/B: Price to Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided
by the price per share. CY/FY: Calendar/Fiscal/Financial Year. YoY/ QoQ/ MoM: Year-on-Year, Quarter-on-Quarter, Month-on-Month.
Th /Mn /Bn /Tr: Thousands/Million/Billion/Trillion.

IGI Finex Securities Limited

Research Analyst(s) D Jama

Research Identity Number: BRP009
© Copyright 2018 IGI Finex Securities Limited http://'www.jammapunji.pk
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