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Mini-budget, SBP bill passed in National Assembly
IMF board approval likely in few weeks      
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Tax exemptions of over Rs350bn withdrawn 

 National Assembly (lower house) on Thursday passed mini-budget and SBP autonomy bill that were two key conditions set by IMF for the approval of sixth

review of the Extended Fund Facility (EFF).

 The mini-budget gives effect to withdrawal of tax exemptions of over Rs350bn whereas SBP bill envisions to increase the autonomy of the central bank. SBP

bill is also needed to be passed by the Senate (upper house) before it comes into effect.

 To recall, Pakistan had requested IMF to defer Pakistan’s review to the end of this month which was initially scheduled on Jan 12, 2022. This was to ensure

that these bills are passed ahead of the IMF executive board review, paving way for the release of US$1bn tranche under six review. Govt. had initially tabled

the bills for discussion in National Assembly on Dec 30, 2021 and was later passed on Jan 13, 2022.

 Few of the changes/amendments made to the original mini-budget includes: 1) sales tax exemption/concessionary rates on laptops to continue, 2) tax

exemption for locally manufactured (infant milk/cereals) up to Rs500 per 200 grams will continue, 3) locally manufactured electric vehicle will be subject to

sales tax of 8.5% (up to 1800cc cars) and 12.75% (from 1801cc to 2,500cc cars) respectively instead of initially proposed 17% sales tax.

 We believe that the passage of these bills and likely approval of sixth review by IMF board bodes well for the overall external account situation of the

country as we could see foreign flows from other multilateral and bilateral agencies. Sector wise impact on the proposed measures will be Neutral to

Negative.
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Proposed Changes in Mini-budget

Sector Impact Measures & Comments

Autos Neutral to Negative

Federal Excise Duty (FED) of 2.5% imposed on upto 1300cc cars, 5% on 1300-2000cc cars & 10% on above 2000cc cars. Sales tax of
8.5% on local production of Electric Vehicles of up to 1800cc cars, 12.75% from 1801cc to 2500cc. This will take away the policy
incentives that were announced in Budget. Imported Electric Vehicle CBUs will also be subject to 17% tax, this will be slightly positive
for local assemblers

Food/Diary Neutral 
Local manufacturing of infant milk of up to Rs500 per 200 gram is tax exempted. On the other hand, tax exemptions on imported
infant milk is removed which is positive for local manufacturers like ICI

IT & Telecom Neutral to Negative
Exemption/concessionary tax rate on laptops to continue while 17% fixed rate GST on import of phones worth US$200 and above is
proposed which will increase mobile phone cost. Further, it is proposed that GST is increased from 10% to 15% on cellular services.
We believe that this will be passed on by Telecom companies and will be neutral for the sector

Pharma Neutral
GST is being increased from 0% to 17% on APIs at import stage whereas final product will be subject to zero rating allowing input tax
adjustment. This may increase the recievables for the sector. It is also proposed that GST on local supply of API will be tax exempted.

Source: News reports, Topline Research



Inflationary pressures to remain in short run

 With the passage of mini-budget and increased taxation measures, inflationary

pressures in the system is likely to continue going forward as companies are likely to

pass on the increased cost to end consumers.

 Government has also agreed with IMF to increase the Petroleum Levy (PDL) by at least

Rs4/liter each month to achieve PDL targets. It is also anticipated to gradually increase

GST on petrol which is currently at 5% which will exert further pressure on inflation.

 With rising international oil prices, government may find it difficult to completely pass

on higher prices along with increased taxes/levies to the end consumer. OGRA has

already proposed increase of Rs6/ltr of petrol price due to increase in oil prices for the

next 14 days.

 To recall, government had initially set a PDL collection target of Rs600bn for FY22

which was revised down to Rs300bn due to government’s inability to collect the

required PDL in 1HFY22.

 As per news reports, government has collected around Rs36bn in 5MFY22 so far. Our

calculation suggests that even if government is able to increase PDL by Rs16/liter to

Rs30/liter in 2HFY22, it would be able to collect around Rs200bn-250bn from PDL.

 Further, every 10% increase in petrol prices impacts CPI inflation by around ~70bps. It

also leads to higher food prices owing to expected increase in transportation cost. The

government in principle has also agreed to increase power tariff hike in 2HFY22 which

is not going to make things any easier for government. Electricity/Gas charges

combined have a weight of ~5% in CPI which will further create further inflationary

pressures.

 To recall, inflation rose to a 22 months high of 12.3% YoY in Dec 2021 with 1HFY22

inflation clocking in at 9.8% (inflation in 1HFY21 stood at 8.3%). Our CPI inflation

estimate for FY22 is close to 11%.
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Source: PBS, Topline Research

FY22 Average CPI inflation to touch decade high of close to 11%
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Current Petrol Price Breakup (Rs/liter)

15-Dec-21

PSO Cost of supply / E-10 base price 108

Inland Freight Equalization Margin (IFEM) 4

Sub Total 112

Sub Total 112

OMC's Margin 4

Dealers Commission 5

Petroleum Levy 14

Sub Total 134

Sales Tax 6

Sales tax as % of price 0

Petrol Pump sale price 141

Source: OGRA, Topline Research



The research analyst(s), denoted by an “AC” on the cover of this report, primarily involved in the preparation of this report, certifies that (1) the views expressed in this report accurately reflect his/her personal
views about all of the subject companies/securities/sectors and (2) no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this
report.
Furthermore, it is stated that the research analyst or its close relative have neither served as a director/officer in the past 3 years nor received any compensation from the subject company in the past 12
months.
Additionally, as per regulation 8(2)(i) of the Research Analyst Regulations, 2015, we currently do not have a financial interest in the securities of the subject company aggregating more than 1% of the value of
the company.

Rating System
Topline Securities employs three tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific stock. The rating is based on the following with time
horizon of 12-months.
Rating Expected Total Return
Buy Stock will outperform the average total return of stocks in universe 
Neutral Stock will perform in line with the average total return of stocks in universe
Sell Stock will underperform the average total return of stocks in universe
For sector rating, Topline Securities employs three tier ratings system, depending upon the sector’s proposed weight in the portfolio as compared to sector’s weight in KSE-100 Index:
Rating Sector’s Proposed Weight in Portfolio
Over Weight > Weight in KSE-100 Index
Market Weight = Weight in KSE-100 Index
Under Weight < Weight in KSE-100 Index
Ratings are updated daily to account for the latest developments in the economy/sector/company, changes in stock prices and changes in analyst’s assumptions or a combination of any of these factors.

Valuation Methodology
To arrive at our 12-months Target Price, Topline Securities uses different valuation methods which include: 1). Present value methodology, 2). Multiplier methodology, and 3). Asset-based methodology.

Research Dissemination Policy
Topline Securities endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or electronic distribution such as email, fax mail etc.
Nevertheless, all clients may not receive the material at the same time.

Disclaimer

This report has been prepared by Topline Securities and is provided for information purposes only. Under no circumstances this is to be used or considered as an offer to sell or solicitation of any offer to buy.
While reasonable care has been taken to ensure that the information contained therein is not untrue or misleading at the time of publication, we make no representation as to its accuracy or completeness and
it should not be relied upon as such. From time to time, Topline Securities and/or any of its officers or directors may, as permitted by applicable laws, have a position, or otherwise be interested in any
transaction, in any securities directly or indirectly subject of this report. This report is provided only for the information of professional advisers who are expected to make their own investment decisions
without undue reliance on this report. Investments in capital markets are subject to market risk and Topline Securities accepts no responsibility whatsoever for any direct or indirect consequential loss arising
from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial situation and particular needs of investors, who should seek further professional
advice or rely upon their own judgment and acumen before making any investment. The views expressed in this report are those of Topline Research Department and do not necessarily reflect those of Topline
or its directors. Topline as a firm may have business relationships, including investment‐banking relationships, with the companies referred to in this report.
All rights reserved by Topline Securities. This report or any portion hereof may not be reproduced, distributed or published by any person for any purpose whatsoever. Nor can it be sent to a third party 
without prior consent of Topline Securities. Action could be taken for unauthorized reproduction, distribution or publication.
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