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Pakistan back on investors' radar; concerns remain Thursday, August 09, 2018

=  We conducted a road show in major financial centers last week and present key
takeaways from our meetings. Pakistan’s investment case has clearly started
attracting attention post the major political event in the form of elections and a
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were also discussed at length. Investors believe Pakistan may not be able to enter
Source: PSX, BMA Research an IMF program before Dec’18. We see the govt. adopting a multi-prong strategy
and expect entry into the program by end-Sep/early-Oct’18.

= Banks are a clear favorite though disappointment in 2Q18 earnings of big banks has

. . . definitely added to investors’ frustration.
Worsening twin deficits

What are investors thinking? We interacted with fifteen foreign clients last week in major

2% - Current Account M Fiscal Account financial centers with a major objective to gauge investors view on Pakistan following
0% - elections. We clearly see increased investors interest in Pakistan post the major political
2% - event in the form of elections and policy action by authorities (17% devaluation, 175bps
4% - rate hike). However, investors clearly view Pakistan as a market where more policy action
6% | is required and the challenges to political stability in the aftermath of election results
remain. We present below major discussion points from our meetings.
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_j);: | Political stability: Investors believe political stability following better-than expected
N e e S T B AT SR results in elections may continue to face challenges from a joint opposition and coalition
Ttz E partners, particularly small regional parties. While we consent with the investors view, we

believe the bargaining power of small parties is relatively limited at individual level and
Source: SBP, BMA Research  may not tantamount to significant challenge to stability of the future government.

Foreign policy: Possibility of a change in Pakistan’s foreign policy and the influence of the
US for Pakistan’s likely re-entry into the IMF program were also at the top of investors’
mind. We believe recent visit of the US ambassador to nominated Prime Minister,
Chairman of PTI- Mr. Imran Khan, should serve to dilute the impact of recent statement
from the US officials. All in all, we believe sharing of relevant details on repayment of loans
from China will not be a sticking point.

A key surprise: Surprisingly, investors’ apparent focus is on possibility of populist

measures and likely dent to corporate earnings. Pricing for cement, fertz, directed lending

for banks, re-opening of tariff for IPPs came under discussion. We see little room for

adventurism by the new government in terms of re-opening of agreement signed with

IPPs. Normalization of margin in cement (down from 45% in FY16 to 32% in FY19E) already

addresses a key concern associated with disciplined pricing in cement, in our view. In fact
Muhammad Fawad Khan cement nominal prices have jumped 57% since Jul’'08 but are down 8% in USD terms. For
fawad.khan@bmacapital.com fertz, we believe the government is likely to exercise control where recent price increase
4+9221-111-262-111 Ext: 2061 in urea has created room for intervention by the government.

IMF program: Expectedly, timing and size of IMF program and potential pre-
conditions/conditions were also discussed at length. Investors believe Pakistan may not be
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able to enter an IMF program before Dec’18. We see the govt. adopting a multi-prong
CY19/FY19E P/E P/BV LYAM  strategy and expect entry into the program by end-Sep/early-Oct’18. Key conditions for
MCB 954 1.49 g%  an IMF program may include: (i) increase in gas price (we expect 25% over 12-mths), (ii)
Rupee devaluation (7-10% in 12mths), and (iii) policy rate hike (another 100bps), and
measures to address twin-deficit (for complete details, see our report titled Watch out
PPL 7.63 1.62 7%  for three E’s; Elections, Economy and Earnings). Deceleration in demand momentum for
cyclicals appears to be on the cards, however we highlight valuation/stock prices
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BMA Top Ten Picks

UBL 8.14 1.13 9%

MARI 7.27 1.91 0%

reaction in select stocks is overdone.
HUBC 8.43 2.68 8%

What explains subdued interest among active funds? Drop in Pakistan’s weight in MSCI
NCL 10.74 0.96 4%

EM index (to merely 0.07% from initial 0.14%, making it the smallest market) and
EFERT 9.12 2.45 11%  expectation of further devaluation are believed to be major reasons for relatively
subdued interest in Pakistan by EM active funds. Smooth formation of the governments

FATIMA 6.56 0.97 9%
at both in the center and the Punjab, and entry into the IMF program are two major
DGKC 6.37 0.63 5% events that may increase comfort for the investors. Current valuation of the market is
ASTL 8.65 2.01 5% not seen as rich and investors’ interest in select sectors/stocks remain. Banks are clear
Source: BMA Research favorite though frustration among investors on 2QCY18 earnings miss is palpable. We

continue to favor defensive, high D/Y and devaluation friendly stocks along with select
cyclicals. We reiterate our top ten picks: PPL, MARI, UBL, MCB, ASTL, NCL, DGKC, EFERT,
FATIMA, and HUBC.
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Disclaimer

This research report is for information purposes only and does not constitute nor is it intended as an offer or solicitation for the purchase or sale of securities or other
financial instruments. Neither the information contained in this research report nor any future information made available with the subject matter contained herein will
form the basis of any contract. Information and opinions contained herein have been compiled or arrived at by BMA Capital Management Limited from publicly available
information and sources that BMA Capital Management Limited believed to be reliable. Whilst every care has been taken in preparing this research report, no research
analyst, director, officer, employee, agent or adviser of any member of BMA Capital Management Limited gives or makes any representation, warranty or undertaking,
whether express or implied, and accepts no responsibility or liability as to the reliability, accuracy or completeness of the information set out in this research report. Any
responsibility or liability for any information contained herein is expressly disclaimed. All information contained herein is subject to change at any time without notice. No
member of BMA Capital Management Limited has an obligation to update, modify or amend this research report or to otherwise notify a reader thereof in the event that
any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate, or if research on the subject
company is withdrawn. Furthermore, past performance is not indicative of future results.

The investments and strategies discussed herein may not be suitable for all investors or any particular class of investor. Investors should make their own investment
decisions using their own independent advisors as they believe necessary and based upon their specific financial situations and investment objectives when investing.
Investors should consult their independent advisors if they have any doubts as to the applicability to their business or investment objectives of the information and the
strategies discussed herein. This research report is being furnished to certain persons as permitted by applicable law, and accordingly may not be reproduced or circulated to
any other person without the prior written consent of a member of BMA Capital Management Limited. This research report may not be relied upon by any retail customers
or person to whom this research report may not be provided by law. Unauthorized use or disclosure of this research report is strictly prohibited. Members of BMA Capital
Management and/or their respective principals, directors, officers and employees may own, have positions or effect transactions in the securities or financial instruments
referred herein or in the investments of any issuers discussed herein, may engage in securities transactions in a manner inconsistent with the research contained in this
research report and with respect to securities or financial instruments covered by this research report, may sell to or buy from customers on a principal basis and may serve
or act as director, placement agent, advisor or lender, or make a market in, or may have been a manager or a co-manager of the most recent public offering in respect of any
investments or issuers of such securities or financial instruments referenced in this research report or may perform any other investment banking or other services for, or
solicit investment banking or other business from any company mentioned in this research report. Investing in Pakistan involves a high degree of risk and many persons,
physical and legal, may be restricted from dealing in the securities market of Pakistan. Investors should perform their own due diligence before investing. No part of the
compensation of the authors of this research report was, is or will be directly or indirectly related to the specific recommendations or views contained in the research report.
By accepting this research report, you agree to be bound by the foregoing limitations.

BMA Capital Management Limited and / or any of its affiliates, which operate outside Pakistan, do and seek to do business with the company(s) covered in this research
document. Investors should consider this research report as only a single factor in making their investment decision. BMA Research Policy prohibits research personnel from
disclosing a recommendation, investment rating, or investment thesis for review by an issuer/company prior to the publication of a research report containing such rating,
recommendation or investment thesis.

Rating

Investors should carefully read the definitions of all rating used within every research reports. In addition, research reports carry an analyst’s independent view and investors
should ensure careful reading of the entire research reports and not infer its contents from the rating ascribed by the analyst. Ratings should not be used or relied upon as
investment advice. An investor’s decision to buy, hold or sell a stock should depend on said individual’s circumstances and other considerations. BMA Capital Limited uses a
three tier rating system: i) Buy, ii) Neutral and iii) Underperform (new rating system effective Jan 1'18) with our rating being based on total stock returns versus BMA’s index
target return for the year. A table presenting BMA’s rating definitions is given below:

Buy >20% expected total return
Neutral 0%-20% expected total return
Underperform <0% expected total return

*Total stock return = capital gain + dividend yield

Old rating system

Overweight Total stock return > expected market return + 2%
Marketweight Expected market return + 2%
Underweight Total stock return < expected market return - 2%

Valuation Methodology

To arrive at our period end target prices, BMA Capital uses different valuation methodologies including
3 Discounted cash flow (DCF, DDM)

. Relative Valuation (P/E, P/B, P/S etc.)

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



