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CAPITAL

2010: WALKING THE TIGHT ROPE TO
RECOVERY
PAKISTAN EQUITIES: AMIDST RE-RATING

KSE100 closed up 60% in 2009 as the country recovered from severe political and
economic turmoil. Amidst sharp commodity meltdown, entry into IMF regime,
easing monetary environment, progress to democratic evolution and marked
improvement in risk perception; the local bourses witnessed a surprising return of
foreign investors. With valuations and growth story still enticingly appealing, we
reason that the upside potential overshadows the risks of weak political climate.

THE ECONOMIC STORY: RECOVERY AND STRUCTURAL
REFORMS

With inflation easing from historic highs, the current account deficit shrinking to
manageable proportions and the government implementing structural reforms under
the guidance of the IMF; there are definitive signs that economic activity has started
to pick up. GDP growth is expected to post a modest recovery in FY10; however it
continues to be constrained by a number of factors. Most important to the
resumption of 5.0%+ economic growth will be the rehabilitation of the
manufacturing sector which has been plagued by frequent and prolonged power
outages, poor confidence resulting from terrorist activities, high interest rates, weak
currency and lacklustre global demand for Pakistani exports.

VALUATIONS: DISCOUNTS DON'T LAST FOREVER

Pakistan equities remain deeply undervalued, trading at a mere 8.1x FY10E PER or
at an estimated 50% discount to the region. Based on our thesis of regional
discount convergence to historical average, KSE mean reversion, upside to BMA
Universe fair values and Gordon Growth assumptions, we project 2010 KSE100
target at 11,500 — reflecting a potential upside of 23% for the year!

Key events expected to play important role in determining market liquidity will be
the (re)introduction of leverage products and potential inclusion of Pakistan in MSCI
EM index (May10).

THE UNDERLYING THEME: GETTING THE RIGHT MIX

Over the year 2010, we expect the broader market to be largely driven by political
landscape, liquidity flows, regulatory actions and monetary easing while companies
that stand to benefit should reflect pricing power, devaluation positive revenues and
attractive valuation with growth.

We maintain an OVERWEIGHT stance on Oil Marketing Companies, Fertilizer and
Power while our detailed model portfolio is illustrated on the next page. Equal
weighted portfolio of our top picks, as recommended in the strategy report 2009,
has posted an absolute performance of 137% for 2009; outperforming the
benchmark KSE100 index by 77% (refer to pgll for performance break-up of 2009
picks).
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BMA MODEL PORTFOLIO; REITERATING THE NEED FOR CONCENTRATED PORTFOLIOS

TICKER

Symbol

Oil and Gas Exploration
POL Pak Oilfields Ltd.
PPL * Pak Petroleum Ltd.

Commercial Banks

NBP National Bank of Pak
MCB MCB Bank Ltd.
BAFL Bank Al-Falah

Power Generation

HUBC * Hub Power Co.
Fertilizer

ENGRO Engro Chemical
FFBL Fauji Fert Bin Qasim

Oil & Gas Marketing Companies

PSO * Pak State Oil
Cements

DGKC D.G.K.Cement
ACPL * Attock Cement
Tech. & Comm.

PTC P.T.C.LA
NETSOL Netsol Technologies
Autos

INDU Indus Motors
Chemicals

ICI ICI Pakistan

Model Portfolio Weightage

* High Conviction Ideas for 2010
Source: BMA Research

Price (PKR)

31-Dec-09
231

190

74
220
14

31

183
26

297

33
52

18
29

197

168

BMA Fair
Value (PKR)

282
236

91
249
17

43

218
34

367

39
81

29
45

288

176

Upside

22%
24%

22%
13%
23%

38%

19%
30%

23%

20%
56%

64%
55%

47%

4%

BMA Reco

15%
10%
25%

10%
8%
5%

23%

15%
15%

8%
4%
12%

11%
11%

3%
2%
5%

3%
1%
4%

3%
3%

2%
2%
100%

Index Weightage (%)

|  KSE100 MSCI PK

MARKETWEIGHT

2% 3%
8% 6%
30% 26%
MARKETWEIGHT
3% 6%
6% 17%
1% 0%
27% 43%
OVERWEIGHT
1% 3%
4% 6%
OVERWEIGHT
2% 6%
1% 0%
7% 14%
OVERWEIGHT
2% 6%
5% 6%
MARKETWEIGHT
0% 0%
0% 0%
2% 0%
MARKETWEIGHT
3% 3%
3% 3%
MARKETWEIGHT
1% 0%
2% 0%
MARKETWEIGHT
1% 0%
2% 0%
81% 98%
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