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Economy: Government initiates first debt buyback
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The Ministry of Finance conducted its first-ever debt buyback auction
(target: PKR 500bn) following the rejection of all bids in the recent T-bills
auction (Sep 18, 2024). This will enable the government to retire a portion
of its outstanding domestic debt before its maturity. The development offers
a unique opportunity for the country to (i) partially reduce the debt buildup
and dilute the debt servicing cost (fiscal), (ii) put downward pressure on
secondary market yields (interest rate), and (iii) dilute the ever-increasing
OMO size (money supply). From an equity market perspective, this offers a
re-rating prospect as the government looks to utilize the record PKR 2.74tn
profits from the SBP.

A unique opportunity; record SBP profit to provide much-needed fiscal
space

The unprecedented rise in the interest rate, coupled with a stable exchange rate,
translated to record high profits of PKR 3.42tn for the SBP in FY24, a 3x YoY
increase. Consequently, the transferrable income of PKR 2.74tn to the government
(80%) would be higher than the budgeted amount of PKR 2.5tn. Assuming the
government rejects the upcoming T-bill auctions on Oct 3, 2024 and Oct 17, 2024
(cumulative maturity: PKR1.4tn), in addition to the already matured (not rolled
over) T-bills and PIBs worth PKR 113bn and PKR 512bn, the government will still
be left with PKR 324bn buffer stock to fund the core fiscal requirements. To
highlight, the government bought back PKR 351bn T-bills on Sep 30,2024.

Impact of buyback decision for banks; lower investment size vs yield erosion
We anticipate that GOP’s decision to buy back T-bills will result in (i) lower
investment in GOP securities corresponding with lower borrowing requirements,
thereby diluting the buildup of OMOs or (ii) asset yield erosion by deploying
surplus cash in the declining secondary market. To highlight, 12M PKRV has
decreased by 347bps to 13.48% in Sep-24.

Strong prospects for monetary easing

The recent inflation readings have remained subdued, wherein average MoM
inflation has been recorded at 0.13% (cumulative 0.9%) since Jan-24. Using an
average run rate of 0.5% MoM, 0.7% MoM and 1% MoM, we have explored three
possible scenarios where headline inflation for the next 12M (post Sep-24)
translates to a range of 6.2% YoY - 12.7% YoY. Extrapolating the 2013-2019 RIR
average of 270bps, the policy rate comes out at 8.9%, 11.4%, and 15.4%, signaling
strong prospects of monetary easing in the upcoming MPC meetings.
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Exploring equity market’s re-rating potential
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Falling yields present a favorable proposition for equities valuation, making room
for market re-rating. The 12M PKRV has dropped to 13.5%; however, the earnings
yield still stands at 26.2%, translating to a spread of 12.8%. We explore four cases
in our analysis using 1-year average EY differential of 7.8% with (i) spot 12M PKRV
(Case A) and (ii) projected policy rates in Cases B-D. Cases B and C exhibit
significant re-rating potential for the market with a resultant P/E of 6.0x and 5.2x.
This results in a capital upside of 57.2% and 36.7%, respectively.

Exploring Market Re-Rating Potential

Cases Spot
P/E 3.8
EY 26.2%
12M PKRV/ policy rate 13.5%
EY differential 12.8%
Re-rating
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Disclaimer

This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alpha Capital (Pvt) Limited, hereinafter referred jointly as “JV"
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, the JV and/or any of their 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 professionals 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 the JV 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 the JV's Research Department and do not necessarily reflect those of the JV or its directors.
Akseer Research and Alpha Capital as firms may have business relationships, including investment--banking relationships, with the companies referred to
in this report. The JV or any of their officers, directors, principals, employees, associates, close relatives may act as a market maker in the securities of the
companies mentioned in this report, may have a financial interest in the securities of these companies to an amount exceeding 1% of the value of the
securities of these companies, may serve or may have served in the past as a director or officer of these companies, may have received compensation from
these companies for corporate advisory services, brokerage services or underwriting services or may expect to receive or intend to seek compensation
from these companies for the aforesaid services, may have managed or co-managed a public offering, take-over, buyback, delisting offer of securities or
various other functions for the companies mentioned in this report.

All rights reserved by the JV. 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 the JV. Action could be taken for unauthorized reproduction, distribution or publication.

Valuation Methodology
To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation methodology,
and 3). Asset-based valuation methodology.

Ratings Criteria
JV employs a 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 Greater than or equal to +15%
Hold Between -5% and +15%

Sell Less than or equal to -5%

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a combination of these
factors.

Research Dissemination Policy
The JV 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.

Analyst Certification

The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member of JV's Equity
Research Team. The analyst certifies that (1) the views expressed in this report accurately reflect his/her personal views 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.
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