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Inflation paradox

We expect that overall Inflation for CY16 will increase as government has
invested huge amount in Energy, Transportation and Connectivity. The
inflation y-o-y could increase by 4% as per our model (Jan 3.3%).

We believe inflation could keep on increasing until
~ Improvement in tax collection i.e. inclusion of informal sector.

In Pakistan 70% of labour force is associated with informal sectors. As a
result it is very difficult for government to collect direct tax. Thus the
only option government utilize is indirect taxation. Therefore beside
reduction in crude oil prices of petroleum products are not reduced at
the same rate. Similarly withholding tax of 0.6% on transactions above
amount of Rs50,000 is also one step of government indirect taxation. In
order to boost incidence of direct taxation in the tax collection mix,
government announced voluntary tax scheme in which 1 % of tax will be
charged and source of income will not be required. So far the response
has been lukewarm in the month of February wherein only few hundreds
have opted for the voluntary scheme.

Last month in Jan 2016 IMF approved loan USD 495 mn for Pakistan
which is part of bailout plan given to Pakistan three years ago. Total
amount of bailout plan is USD 6.7 bn out of which USD 5.6 bn has been
given. Pakistan’s precarious balance of payment crisis given weakening
real sector is forcing government to go to IMF for bail outs.

Given the removal of subsidies on energy sector and no reduction in
electricity price (as significant amount of electricity is generated through
oil) - inflation we believe would likely to increase. Since government is
working on this issue and developing new power plants which require
LNG for electricity production, a comparatively cheaper source of
energy. While government is also converting conventional furnace oil
power plants into LNG.
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Government should develop mechanism
for inclusion of informal sector in taxation.
Thus protection of small and medium
enterprises should be encouraged and
must encourage by interest free loans.
Thus development of specialized banks is
very important. Since banks branches are
not enough as compare to population
therefore people take loans from illegal
market. On other hand they are also
unable to show collateral for getting loans
which deprived them from getting loan.
Currently there are 9.4 bank branches per
100,000 populations which are not
enough.

Analyst
Nasir Ali
0092 21 32461427

Disclaimer: This report has been prepared by Standard Capital Securities (Pvt) Ltd and is provided for information purposes only. The information
and data on which this report is based are obtained from sources which Standard Capital Securities (Pvt.) Ltd believe to be reliable but Standard
Capital Securities (Pvt.) Ltd do not guarantee that it is accurate or complete. Standard Capital Securities (Pvt) Ltd accepts no responsibility
whatsoever for any direct or indirect consequential loss arising from any use of this report or its contents. Investors are advised to take
professional advice before making investments and Standard Capital Securities (Pvt) Ltd does not take any responsibility and shall not be held liable
for undue reliance on this report. This ‘Research Report’ may not be reproduced, distributed or published by any recipient for any purpose.


http://www.scstrade.com/

Research Analyst or his close relative has neither served as a director/officer in the past 3 years nor received any compensation from the
Subject Company in the previous 12 months
- his compensation will not be related to the recommendations or views given in Research Report

Distribution of ‘Research Report’

Standard Capital Securities (Pvt.) Ltd. will distribute Research Report to clients in a timely manner through electronic distribution vide email or
through physical distribution such as courier express. Standard Capital will make all efforts; even so it is possible that not all clients may receive
Research Report at the same time given technical glitches or breakdown/slowdown of internet during the process of sending emails.

‘Research Entity’ Disclosures

- Standard Capital Securities (Pvt.) Ltd. or any of its officers and directors does not have a significant financial interest (above 1% of the
value of the securities) of the subject company.

- Standard Capital Securities (Pvt.) Ltd. employee including directors, officers or associates has not served the subject company in
preceding 36 months.

- Subject Company is not been a client for Standard Capital Securities (Pvt.) Ltd. during the publication of Research Report

- Standard Capital Securities (Pvt.) Ltd. has not managed public offering, take-over or buyback of securities for the Subject Company in the
past 12 months neither receives any compensation from the subject company for corporate advisory or underwriting services in the past
12 months.

- Standard Capital Securities (Pvt.) Ltd. may make markets in securities or other financial instruments described in this publication, in
securities of issuers described herein or in securities underlying or related to such securities. Standard Capital Securities (Pvt.) Ltd. may
have recently underwritten/or in the process of underwriting the securities of an issuer mentioned herein. Standard Capital Securities
(Pvt.) Ltd. may also have provided/providing advisory services to the issuer mentioned herein.

Rating System

- Standard Capital Securities (Pvt.) Ltd. standardized recommendation structure i.e. Buy/positive, Hold/neutral and Sell/negative, based on
Target, if any or vide various valuation methods.

- For the determination of target price, Analyst shall use Price to earnings, price to book, Discounted cash flows etc as valuation method

- The time duration is the financial reporting period of Subject Company.

Disclaimer: This report has been prepared by Standard Capital Securities (Pvt) Ltd and is provided for information purposes only. The information
and data on which this report is based are obtained from sources which Standard Capital Securities (Pvt.) Ltd believe to be reliable but Standard
Capital Securities (Pvt.) Ltd do not guarantee that it is accurate or complete. Standard Capital Securities (Pvt) Ltd accepts no responsibility
whatsoever for any direct or indirect consequential loss arising from any use of this report or its contents. Investors are advised to take
professional advice before making investments and Standard Capital Securities (Pvt) Ltd does not take any responsibility and shall not be held liable
for undue reliance on this report. This ‘Research Report’ may not be reproduced, distributed or published by any recipient for any purpose.




