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Pakistan Construction Sector Federal Budget FY25: Challenges and Opportunities
for Pakistan’s Construction Sector

= The FY25 federal budget was announced on Wednesday, 12t June 2024. The
measures relating to the construction sector in the federal budget would have a
neutral to negative impact on the sector as per our analysis.

= The measures relevant to the construction sector in the budget included
revision in capital gain tax on immovable properties and advance tax on sale
and purchase of the real estate assets, increase in Federal Excise Duty (FED) on
cements, and rationalization of sales tax on steel.

= Federal PSDP allocation is set at a record high of PKR 1.4tn, representing a
substantial increase of 112% compared to the revised figures for FY24. This
significant boost highlights the government’s commitment to infrastructure
development.

= Going forward, we believe that the demand for Cement, Steel, and Glass would
improve if the actual disbursement of the Federal PSDP is better than the
historical trends.

Federal PSDP Allocation

The FY25 budget witnessed a 2.1x increase in the Federal PSDP allocation
which can be viewed very positively for the construction sector in Pakistan but
the history suggests that the actual disbursement has always been way below
the allocation. Given the generous allocation to PSDP, we expect that the actual
disbursement would be better than the historical numbers and this would have

Performance Relative to KSE-100 a positive impact on the entire listed construction space of Pakistan.

Steel Sector

150% Increase in FED on Cement
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measure which include: Filers, late filers, and non-filers. The non-filers and late-

Source: PSX, IGI Research filers would have to pay significantly higher taxes as compared to the filers. The
rates can be found in the below tables:
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Exhibit: Advance Tax on purchase of Immovable Property

Category FMV < PKR 50mn PKR 50mn < FMV < PKR 100mn FMV > PKR 100mn
Filers 3.0% 3.5% 4.0%
Late Filers 6.0% 7.0% 8.0%
Non-Filers 12.0% 16.0% 20.0%

Source: Income Tax Ordinance, Finance Bill 2024, |Gl Research, FMV=Fair Market Value

Exhibit: Advance Tax on Sale/Transfer of Imnmovable Property

Category Consideration < PKR 50mn \ PKR 50mn < Consideration < PKR 100mn  Consideration > PKR 100mn

Filers 3.0% 3.5% 4.0%
Late Filers 6.0% 7.0% 8.0%
Non-Filers 12.0% \ 16.0% 20.0%

Source: Income Tax Ordinance, Finance Bill 2024, |Gl Research,

Exhibit: Revised CGT rates on disposal of immoveable properties

Rate of tax on properties acquired Rate of tax
before 30-Jun-24 on
Holding Period p;sg;:zzs
Open Plots Constructed Flats  Flats after 30-
Jun-24
1 Lessthan 1 year 15% 15% 15%
2 More than 1 year and less than 2 years 12.50% 10% 7.50%
3 More than 2 years and less than 3 years 10% 7.50% -
4 More than 3 years and less than 4 years 7.50% 5% - 15%
5 More than 4 years and less than 5 years 5% - -
6 More than 5 years and less than 6 years 2.50% - -
7 More than 6 years - - -

Source: Income Tax Ordinance, Finance Bill 2024, |Gl Research

Rationalization of Sales Tax Across FATA/PATA region on Steels

Currently the FATA/PATA regions benefit from a sales tax exemption which
applies to the sale of steel within the region of operation of such steel
manufacturing facilities, import of steel manufacturing equipment in that
region. It is proposed in the FY25 budget that the sales tax would be imposed
in a phased manner, set to expire towards the end of FY24, which would stay at
6% during FY25 and would be increased to 12% in FY26.

The current sales tax exemption, introduced six years ago to support the steel
sector in tribal areas, aimed to encourage local production and sales within
those regions. However, it resulted in unintended challenges where steel
produced in tribal areas was sold outside at reduced prices, impacting
companies in the listed space that paid sales tax. Removing this exemption is
anticipated to create a more competitive landscape in the steel sector, favoring
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listed steel companies. This withdrawal of exemption would to much extent
address the fake flying invoies issue as well.

Besides this the steel sector is likely to benefit from the proposed sales tax
exemption on iron and steel scrap, this is more of a strealimining measure and
would ultimately benefit the listed steel companies.

Final Tax Regime to end for exporters

The exporters currently fall under the final tax regime in which they pay a final
tax of 1% on the export sales, as per the FY25 finance bill, it is proposed that
this final tax regime be ended for the exporters and the taxation on exports
would be normalized which would be negative for the cement and steel. The
net margins for the cement sector in case of implementation of this measure
would be squeezed, making the exports uncompetitive in the global markets.
The same would be the case with the steel sector if the final tax regime ends
for the exporters.

Duties to increase on import of glass products

The Finance Bill proposed that the duties on the import of glass products be
increased which would be positive for the local glass manufacturers as this
measure would make the imported glass product expensive in comparison to
the local glass.

Outlook

In our view, higher PSDP allocation is likely to support demand within
construction sector, however, growth is likely to pick up gradually. Withdrawal
of sales tax exemption in FATA/PATA region is likely to benefit steel sector.
Moreover, recent decline in commodity prices is likely to improve margins
within the sector and decline in interest rates are further expected to suppot
bottomline.
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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 |Gl 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, IGI 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. The subject Company (ies) is a client of the I1GI Finex Securities Limited and IGI Finex Securities offers brokerage services to
Subject Company (ies) on a regular basis, in line with industry practice. 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: |G| 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)

Valuation Methodology: To arrive at Target Prices, |Gl Finex Securities uses different valuation methodologies including
- Discounted Cash Flow (DCF)
- Reserve Based DCF
- Dividend Discount Model (DDM)
- Justified Price to Book
- Residual Income (RI)
- Relative Valuation (Price to Earning, Price to Sales, Price to Book)

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.
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