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Budget 2018-19

FY17 FY18 FY19B

GDP growth % 5.3 5.8 6.5
Inflation % 4.5 4.5 6.0
GDP PKRtn 319 344 38.4
Fiscal Account (%age of GDP)
FY17 FY18 FY19B
Total Revenue 16.2 16.0 16.3
Tax Revenue 13.1  13.2 13.9
Non Tax Revenue 3.1 2.8 2.4
Total Expenditure 20.4 215 21.2
Current 15.9 16.6 16.5
Development 4.5 4.9 4.7
Fiscal Balance 4.2) (5.5) 4.9)
Public Debt (gross) 64.8 70.1 68.0
Fiscal Deficit/ cbP
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Budget 2018-19
Initial Impressions

As expected, the 6™ and the last budget presented by the incumbent government
did not make for particularly pleasant reading by the opposition. The government
has revised its FY18 fiscal deficit target by a good PKR 430bn or 1.24% of the GDP to
5.5%. Major slippages came from higher than budgeted debt servicing cost and
lower than collected tax revenue, off by nearly PKR 183bn. To make up for the
losses, government slashed overall development budget by PKR 278bn.

For FY19, government has yet again set an ambitious target of consolidating deficit
in years ahead (by 2021, government projects fiscal deficit to drop to 4.5% of the
GDP). For a starting point, government now aims to reduce fiscal deficit to 4.9% of
the GDP or at PKR 1.89tn (PKR 1.91tn in FY18) in FY19. The way to achieve this is by
gradual reduction of corporate tax rates for the corporates and income tax for
individuals. Moreover, development budget was kept loose in order to make way
for rising debt servicing and defense cost, both of which are expected to take up
56% of the total tax revenues in FY19B compared to 61% in FY18.

From market perspective we expect investors to receive Budget 2019 rather well,
given reduce corporate tax burden and other tax incentives.

Nevertheless, government has set aside long-term inflation target of 6.0% and 7.0%
growth target by 2021.

Key Budget features

= Total Budget outlay is set at PKR 5.93trn, up by +16.2%YoY from last year
estimated budget.

= Taxrevenues are targeted at PKR 4.89trn, up by +17.9%YoY or 12.7% of the GDP.
This is led by +11.0%YoY growth in direct taxes to PKR 1.74trn and +13.8%YoY
rise in Indirect taxes to PKR 2.70trn. Non-tax revenues are targeted at PKR
0.77trn (down by 0.9%YoY).

= Current expenditure is increased to PKR 4.8trn, 12.5% of GDP compared to 12.5%
of GDP in FY17.

= Subsidies have been scaled up to PKR 174.8bn from PKR 147.6, with major
increase coming from subsidies to WAPDA/PEPCO under Tariff differential
subsidy.

= Total development expenditure is targeted at PKR 1.15trn (~3% of the GDP) up
by ~8.4%, of this PKR 800bn (~+21%YoY growth) has been allocated for Federal
PSDP. Though total Federal PSDP is PKR 1,030bn out of which PKR 230bn would
be self-financed by the corporation/authorities.

= OQverall fiscal deficit target is set at PKR 1.89trn or 4.9% of GDP, including
provincial surplus of PKR 286bn leaving federal deficit of PKR 2.18trn or 5.7% of
the GDP.

= Major financing remains skewed towards domestic sources (PKR 1.55trn or
~81.9% of the total fiscal deficit) with banks contributing nearly ~53.7% or PKR
1.02trn and non-banks contributing the rest of PKR 533bn.
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= Corporate tax would be reduced gradually by 1% from FY19 onwards to 25% in
FY23.

= Inaddition, super tax on banking and non-banking companies will be reduced by
1% from FY19 onwards.

Exhibit:
Corporate Tax Rate and Super tax

2018 2019 2020 2021 2022 2023
For non-banks
Corporate Tax Rate 30% 29% 28% 27% 26% 25%
Super Tax 3% 2% 1% 0% 0% 0%
For Banks
Corporate Tax Rate* 35% 35% 35% 35% 35% 35%
Super Tax 4% 3% 2% 0% 0% 0%

Source: IGI Research, Ministry of Finance
*Unclear whether reducing Corporate Tax Rate will also be applicable on banks

=  The condition of distributing 40% after tax profit is being reduced to 20% with
applicable tax rate levied at 5% from 7.5%, but does not include bonus.

. Tax credit under section 65B, 65D and 65E is being extended till Jun21
= Withdrawal on withholding tax on issuance of bonus shares from 5% to 0%.
= Exemption on plant and machinery used for setting up Special Economic Zone.

= The tax credit limit on investment in shares/sukkuks has been increased to PKR
2Mn from PKR 1.5Mn

= Exemption given to mutual funds on withholding tax from 5% to 0%.
=  Tax on commission earned by members of the stock will now be adjustable

=  Unabsorbed depreciation losses can be carried forward indefinitely however it
has been limited to 50% of the business income for tax year except where the
taxable income does not exceed PKR 10 MN.

= Additional custom duty to be increased from 1% to 2%.

=  Rate of withholding tax rate on dividend payment by REIT will be reduced from
12.5% to 7.5%

Part of [(3] Financial Services A A Packages Group Company
Page | 2



Saturday, 28 April 2018

IG1

Securities

Banking Sector and insurance sector

Fertiliser and agricultural sector

Advance tax rate on banking transaction has been reduced from 0.6% to 0.4%
for non-filers. (Neutral)

Reduction in withholding tax on banking transaction for non-filers from 0.6% to
0.4%. (Neutral to Positive)

Super tax on banking will be reduced by 1% from current 4% in FY19. (Negative)

Amendment has been introduced which will restrict provisions for advances and
off balance sheet items of foreign branches of resident banks to be made against
their income. (neutral)

Construction (Cements and Steel)

Sales tax on fertilizer products to be reduced by 3% with tax on feed gas to be
reduced from 10% to 5% (positive)

The federal government will remove subsidy (neutral to negative)

In addition, tax exemption is proposed on LNG imported as feed by the
manufacturers

Sales tax on agriculture machinery reduced from 7% to 5%
Super tax (negative)

Reducing Corporate tax (positive)

Neutral to Negative

Automobile Assemblers and Autoparts Manufacturers

Federal PSDP budgeted at PKR 1.03tn up from PKR 750btn in FY18. (Positive for
demand)

FED on cement is being increased from PKR 1.25 per kg to PKR 1.50 per kg.
(Negative — this translate into PKR 12.5/bag price increase)

Import duty on coal to be reduced from 5.0% to 3.0% (Positive)
Sales tax on electricity increased to PKR 13/kWh from PKR 10.5/kWh. (negative)

Cumulatively PKR 138bn has been allocated for power sector which include
projects such as Dasu hydropower project, Neelum Jhelum Hydropower project
and Tarbela fourth extension hydro power project. (positive for demand)

Super tax (negative)

Reducing Corporate tax (positive)

Neutral to Negative

Non-fillers will not be able to purchase new motor vehicles manufactured
(assembled) in Pakistan or import (negative for demand)

For electric vehicles, custom duty will be reduced to 25%, previously 50%, with
exemption given on regulatory duty (negative for local assemblers)

In addition, customs duty on import of CKD kits will be reduced from 50% to 10%
(negative for local assemblers)
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Exports and Textiles

Custom duty on Carbon Black (rubber grade) will be reduced from 20% to 16%
(positive for tire manufacturers)

To safeguard domestic manufacturer custom duty on rickshaw tyres will be
increased from 11% to 20% (positive to tire manufacturers)

Super tax (negative)

Reducing Corporate tax (positive)

Oil & Gas and Chemicals

LTFF and ERF Rates: Reduced mark-up rates shall continue to be available as per
SBP policy under Long Term Finance Facility and Export Refinance Facility
respectively.

Move towards zero rating of import materials for export sector will significantly
reduce creation of new refund claims.

Refund claims currently pending will be cleared in a phased manner over the
next 12 months starting 1st July 2018. After 1st July 2018 all new refund claims
will be paid as per the time stipulated in law and regulations on monthly basis
and there will be no delay (positive for textile)

The government will announce a new export package with focus on value added
exports and non-traditional markets.

Super tax (negative)

Reducing Corporate tax (positive)

The Petroleum Development Levy (PDL) on petroleum product has been
increased to PKR 30/liter from PKR 10/litre for petrol and PKR &/litre. (negative
for POL demand)

Tax emption proposed for twenty years for setting up deep conversion refineries
between the periods 1 July 2018 to 30 June 2023 with a minimum capacity of
100,000bpd. This exemption is also extended to existing refineries that opt for
increasing their capacity by 100,000bpd falling under the deep conversion
category. (negative for existing refineries)

Sales tax on import and supplies of furnace oil has been reduced to 17% from
20%. (neutral to positive)

Tax on dealer margin of HSD will now be collected on the ex-depot price at the
rate of 0.5% for filers and 1% from a non-filer, which was previously charged on
commissions or discounts given to dealers at the rate of 12% for filers and 17.5%
for non-filers. (neutral)

Waiver of value addition tax at 3% and reduction in sales tax from 17% to 12%
on import of LNG (positive for O&G marketing companies)

Custom duty will be withdrawn on catalysts used by PTA industry (positive for
manufacturers)

Custom duty increased on dioctyl terephthalate used as a raw material for PVC
from 3% to 20%

Super tax (negative)

Reducing Corporate tax (positive)
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Consumer and Pharmaceuticals

Federal excise duty on locally produced cigarettes is proposed to be enhanced
(negative)

Custom duty on Acetic Acid has been reduced to 16% from 20% (positive for
food)

Exemptions given on custom duty on anti-cancer medicine (positive for
Pharmaceutical companies)

Regulatory duty on optical fiber cables reduced to 10% from 20% with custom
duty on various input materials to stand at 5%

Proposal to reduce custom duty on silicon electrical steel sheets from current
10% to 5% which is used for transformer manufacturing (positive for transformer
manufacturers)

Custom duty on import feed for livestock and growth promoters for poultry
sector to be reduce from 10% to 5% (positive for meat producers)

Animal feed for dairy farm to be exempted from sales tax (positive for dairy
sector)

Reduction in custom duty from 20% to 18% and 16% on Multiply /Aluminum foil
and ethylene film used by Liquid Food Packaging industry (positive for packaging
industry)
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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
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