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Pakistan continues to have an image problem on the world stage which is proving tough to shake off.
Investing to the west of India hardly has investors climbing over each other to get in on the action. Agreed,
this part of the world has previous but which part of the world doesn’t?

Say what you want but trading EM/FM is all about timing, do it at the right time
and you’re a hero, pull the trigger at the wrong time and your fund will
essentially go to zero.

If you can’t identify a bull from a bear you will end up paying the price, its
inevitable. While some “choose” to sit through catastrophic drawdowns the bottom
line is your strategy has to cut the mustard in all market conditions. Anyone can make money
in a bull market “the game” is keeping it in a bear.

While the busts can be devastating the booms can be life changing. Pakistan is booming but no one cares.
When you choose to ignore a market because you previously lost money in it, don’t blame the market,
your timing just sucked!

| remember some 15-yrs ago when | was starting in the industry, a very famous PM visiting said “Pakistan
is the best information arbitrage opportunity in the world.” Over the last 20-yrs, Pakistan has averaged
20%/yr in USD terms.
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It's 2021 and for those capable of looking past outdated headlines Pakistan’s stock market is again winning
accolades. With January behind us, we are #2 in the region and #8 in the world, but very few foreign
investors are listening, which is very bullish. There are numerous EM/FM PM’s on CYBORG's distro, to the
ones that trade Pakistan | tip my hat to you and wish you the best. For the ones that don’t, I still wish you
well....... but c’mon grow a pair and stop being an index hugger. Learn from history, when Pakistan trends
your favorite markets can’t hack the pace.

If being +/-2% from your BM is your objective then good luck to you in your world of mediocrity. But if
true outperformance and standing out from your peers is what gets you out of bed every morning then
don’t sleep on Pakistan.

A “Pair of Soccer Balls” from Sialkot, Pakistan. Sialkotis the world's largest producer of hand-
sewn footballs, with local factories manufacturing 40-60 million footballs a year, amounting to roughly
60% of world production.

Let’s leave the baggage behind, what if Pakistan wasn’t called Pakistan? Let's change Pakistan’s name to
Wakanda - home of the Black Panther!

— /% /[ “Ssorthe blue
OB 7 7 pillandgo

[
I

£,

Bilal Khan — bilal.khan@arifhabibltd.com CYBORG 2.0 - Pakistan



mailto:bilal.khan@arifhabibltd.com

CYBORG 2.0 — February 2021

Graph 1: “Wakanda” Stock Exchange ADTV in USD
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Liquidity has improved significantly and the market is now trading just under USD 150mn/day, up
significantly from the CY19 doldrums. The correct way to play this market is to enter in a low liquidity
environment where large blocks are being offered at discounts not when a market gets upgraded from

FM to EM.

CYBORG 2.0 is not a perma bull/bear, we are not married to one side of the market. We were out of the
market holding USD from late '16 to mid ‘19 and underperformed in '16 as a result. But we had zero
sleepless nights in’17,’18 or '19, that did happen in Feb/March 20 though ©. But if you go back and read

those issues we didn’t blame “the virus”.

Graph 2: MoM Foreign Activity
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Like other EM and FM markets, foreigners have been net sellers and have net sold more than USD 2bn
since 2015. With a total market cap of USD 51bn and a free-float market cap of USD 14bn if you exclude
strategic holdings, foreign investors hold around 13% of the free float which is similar to the 2009 bottom.
There is very little additional foreign selling left to come and the next move will be the return of foreign
investors on the buy-side. Who will be the first big global manager to come and go down in “Wakandian

folklore” and be spoken about for decades to come?

Graph 3: Domestic Mutual Funds AUMs
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Domestic mutual funds are flush with cash and total AUMs are currently USD 5bn which is significant for

a market of this size.

Graph 4: Domestic Mutual Fund Equity Allocation and Policy Rate
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In 2020 the discount rate was cut from 13.25% to 7% and in the very recent MPC press conference, the
forward guidance from the Central Bank was that they want rates to remain where they are for now.

Mutual funds have been caught on the wrong foot and have low exposure to equities. They will now have
to chase the market higher.

Graph 5: Domestic Mutual Fund Equity / Debt Split
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The current allocation of 25% equity is the lowest since 2012. Also worth noting is that the Insurance

Companies have become significant players in the stock market. They have total AUMs of USD 1.8bn and
their allocation is 34% equity and 66% debt.
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A 5% change in allocation from Mutual Funds and the Insurance Sector will bring in USD 340mn to the
market, this allocation should increase by much more than 5%.

Graph 6: Historic Market PE and PB
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The market currently trades at a PE/PB of 7.7x/1.0x. The discount to the region and its own history is
excessive. Historical peaks in the past have seen the market touch much higher levels. With corporate
earnings coming in strong (double-digit growth in 21) and a supportive economic environment driving
capital into equities after a 3-year bear market a multiple re-rating is already underway. The market also
has a DY of 6.5% and the currency is stable vs the USD.

Traditional macroeconomic risks to the market in the form of deficits and inflation seem contained though
we do expect normalization of monetary policy towards the end 2021 to reflect the stronger macro
footing of the economy.

At the same time, the policies being implemented in the form of circular debt resolution (negotiations
with IPPs), amnesty to the construction sector, and focus on digitization such as Roshan Digital Accounts
and digital onboarding for stock brokerage accounts will generate significant liquidity in the system
(banking sector deposits up 22% YoY, a 15 year high) which should drive valuations higher.

This combination of cheap valuations, strong earnings growth, an accommodative monetary stance, policy
reform, and increasing liquidity are all positives for the market which gained +6.01% in January well above
the 10-yr average to move into the 45k — 47k target zone we have been projecting. The KSE-100 is now
rapidly approaching the 2018 highs @ 47k which is the last resistance level before the 2017 all-time high
of 53k.

Graph 7: World Equity Index Ranking 2021 TD
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CYBORG 2.0 gained +8.53% during the month and moved to new all time highs above its 2020 peak taking
compounded gains to +280% since inception. Pakistan continues to look good on the charts and the focus
this month will be on how the market reacts to the 47k level.

Seasonally we are entering the weakest 2-mth period for Pakistan equities but remember the wisdom of
Old Man Partridge and his “it’s a bull market” quote. Our focus this year is all about riding the bull and not
trying to outsmart it by raising cash ahead of a resistance level. We want to stay invested and focus on
the primary trend, if that means giving back some gains in the short term so be it, the larger trend will
continue to drive the market higher.

Graph 8: KSE-100 10-yr Seasonality
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Table 1: CYBORG 2.0 January Portfolio Performance

CYBORG 2.0 Portfolio January 2021

Serial Sector Weight Open / Entry Price Weighted Gain
OPEN POSITIONS

10 Materials FCCL 5.00% 21.67 24.78 14.35% 0.72%
26 Materials MLCF 5.00% 45.01 45.87 1.91% 0.10%
27 Materials CHCC 5.00% 146.19 163.59 11.90% 0.60%
28 Materials LUCK 5.00% 696.09 727.29 4.48% 0.22%
17 Materials ISL 8.00% 93.23 98.02 5.14% 0.41%
33 Materials ASL 5.00% 23.3 25.03 7.42% 0.37%
34 Materials MUGHAL 5.00% 75.73 77.64 2.52% 0.13%
35 Materials ASTL 5.00% 48.26 50.62 4.89% 0.24%
13 Health Care SEARL 5.00% 249.23 261.84 5.06% 0.25%
37 Energy PRL 5.00% 23.79 26.91 13.11% 0.66%
41 Energy HTL 5.00% 43.78 67.09 53.24% 2.66%
39 Industrials PIBTL 5.00% 12.86 13.05 1.48% 0.07%
48 Industrials TRG 8.00% 91.41 127.28 39.24% 3.14%
42 Consumer Discretionary SAZEW 5.00% 181.32 187.92 3.64% 0.18%
46 Consumer Discretionary HCAR 6.00% 328.11 313.08 -4.58% -0.27%
47 Consumer Discretionary GHNI 6.00% 326.42 309.27 -5.25% -0.32%
49 Consumer Discretionary GHNL 3.50% 122.91 115.70 -5.87% -0.21%
50 Consumer Discretionary PSMC 3.50% 243.03 232.57 -4.30% -0.15%
44 Financial JSCL 5.00% 32.68 30.26 -7.41% -0.37%
Sub Total 100.00% Total OPEN 8.43%
KSE-100 43,755 46,386 6.01%

CLOSED POSITIONS Stock Weight Open / Entry Price Exit Gain Weighted Gain
43 Materials CPPL 2.00% 237.18 242.27 2.15% 0.04%
40 Energy HASCOL 2.00% 14.69 15.08 2.65% 0.05%
38 Industrials PICT 3.00% 177.71 177.22 -0.28% -0.01%
Total CLOSED 0.10%
Grand Total 8.53%

During the month we exited CPPL PA, HASCOL PA, and PICT PA, and new positions were taken in GHNL
PA and PSMC PA.

Our best performers during the month were HTL PA +53% and TRG PA +39%, both names accounted for

+5.8% of the month's gains. On a sector basis Materials, Energy and Industrials contributed +9.4% from
which Financials and Consumer Disc eroded -1.13%.
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Graph 9: January Sector Attribution
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Table 2: Strategy Deviation from BM - January

GICS Sector CYBORG 2.0 KSE-100 Deviation from BM
Communicaton 0%  028%  -028%

Consumer Discretionary 24% 8.31% 15.69%

Consumer Staples 0% 5.42% -5.42%

Energy 10% 15.48% -5.48%

Financials 5% 25.18% -20.18%

Healthcare 5% 3.97% 1.03%

Industrials 13% 4.31% 8.69%

Info Tech 0% 1.44% -1.44%

Materials 43% 28.66% 14.34%

Real Estate 0% 0.31% -0.31%

Utilities 0% 6.49% -6.49%

Total 100% 100% 79.35%
Source: AHL
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Chart 1: KSE-100 Daily
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Pakistan’s bull did what bulls do and trended higher in January. The KSE-100 is now in the 45-47k target
zone and we are entering historically weak months.

The 18 highs marked by the red horizontal can see the market correct however equally likely is that the
market blows straight through it and drives towards the 53k all time highs.

Price could potentially correct down to the green horizontal @ 43k, the first indication that a correction
towards 43k is underway would be via moves below 45k.
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Chart 2: KSE-100 Weekly
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The market has now sustained moves through the January highs this now allow us to project strong
support in the 40-43k zone for the remainder of 2021 on this timeframe.
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Chart 3: KSE-100 Monthly
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That “October bar!” | am still in awe.

Nothing bearish about closing at the top of the bar. Monthly looks strong with 50k and all time highs
coming.
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Strategy:

For February we are reallocating 10% of the portfolio. We are taking new positions in PAEL PA (highlighted
last month) and GATM PA both at 5% weights. These positions will be funded by selling ASL PA (5% weight)
and reducing our weight in TRG PA by 2%, ISL PA by 2% and HCAR by 1%.

All changes will be made on February 1 and we will use VWAP as entry/exits.

ASL PA is a position we took in August ‘20 at 13.31 with a 5% portfolio weight. The position has returned
around +90% and is approaching its all time high.

e TRG PA was bought in October 20 @ 46.64 and is currently trading @ 127.28, +172%

e ISLPA was added to the portfolio in November’19 @ 52.93 and is currently trading @ 98.02, +85%

e TRG PA and ISL PA will continue to be the highest weights in the portfolio but now @ 6% weight
each

Chart 4: ASL PA
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Chart 5: PAEL PA
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PAEL PA - Pak Elektron Limited manufactures and sells a variety of electrical products and domestic
appliances. The Company's power products include transformers, energy meters, and switch gears. Pak
Elektron's appliances consist of a range of deep freezers and air conditioners.

On the charts 40 is the key level, it appears that supply has now been absorbed and the basing which has
been in place since late 17 is now ready to give way to a trending move higher. The initial target is 60 but
after such a long basing period this can go significantly higher.
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Chart 6: GATM PA
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Source: AHL
GATM PA - Gul Ahmed Textile Mills Ltd manufactures and sells textile products.

Bull channel in place since late “15 remains in play. After falling out of the channel in the covid crash price
is now trading in a steeper channel. The gap up above 40 and volume spike is viewed as positive and we
are looking for GATM PA to move to new all time highs.
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Table 3: CYBORG 2.0 February Portoflio

Serial Sector Stock Weight
OPEN POSITIONS

10 Materials FCCL 5.00%
26 Materials MLCF 5.00%
27 Materials CHCC 5.00%
28 Materials LUCK 5.00%
Materials ISL 6.00%
34 Materials MUGHAL 5.00%
35 Materials ASTL 5.00%
13 Health Care SEARL 5.00%
37 Energy PRL 5.00%
41 Energy HTL 5.00%
39 Industrials PIBTL 5.00%
Industrials TRG 6.00%
Industrials PAEL 5.00%
42 Consumer Discretionary SAZEW 5.00%
-Consumer Discretionary HCAR 5.00%
47 Consumer Discretionary GHNI 6.00%
49 Consumer Discretionary GHNL 3.50%
50 Consumer Discretionary PSMC 3.50%
-Consumer Discretionary GATM 5.00%
44 Financial JSCL 5.00%
Sub Total 100.00%

Graph 10: CYBORG 2.0 Sector Allocation — February
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Table 4: Strategy Deviation from BM - February

GICS Sect
Communication

-0.28%

Consumer Discretionary

19.69%

Consumer Staples

-5.42%

Energy

-5.48%

Financials -20.18%
Healthcare 1.03%
Industrials 4.31% 11.69%
Info Tech 1.44% -1.44%
Materials 28.66% 7.34%

Real Estate

0.31%

-0.31%

Utilities

6.49%

-6.49%

Total

100%

79.35%

Source: AHL

Table 5: AHL Valuation Summary

AHL Universe - Recommendation Summary

iation from BM
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Graph 11: Value of PKR 1,000,000 Invested in CYBORG at Inception
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Table 4: Performance Summary CYBORG 2.0 ITD - PKR
Jan Feb March  April [\ EW, June July Aug Sept  Oct Nov Dec CYBORG KSE-100 KSE-30
2019| -0.45% 0.17% 1.09% 0.61% 6.49%| 1.20%| -3.07%| -4.55% 0.63% 4.19% 11.54% 1.29% 19.14% 9.90% 8.64%
2020/ 2.98% -10.19% -17.62% 5.76% 0.75%| 2.39%  3.68% 3.38% -2.23% -1.01% 1.44% 16.64% 5.96% 7.41%  -2.55%
2021 8.53% 8.53% 6.01% 6.26%
TOTAL 33.63% 23.32% 12.35%
Source: AHL
Table 5: Performance Summary CYBORG 1.0 and CYBORG 2.0 Continuation - PKR
Jan Feb March  April May June July Aug Sept  Oct [\ Dec CYBORG KSE-100 KSE-30
2013 11.87%  11.87% 3.95% 3.08%
2014 8.59% -3.96% 8.01% 3.28% 1.67% 1.01% 1.89% -5.05% 1.40% -1.08% 9.44% 6483%' 32.02%  25.06% 10.42%
2015 5.01% -3.65% -8.66% 15.31% -0.29% 3.56% 6.67% -4.48% -0.34% 0.94% 0.02% -0.93% 13.15% 4.40%  -4.47%
2016/ 3.24% -0.24% 0.10% 2.96% 7.69%| 5.15% 6.02% -1.13% 2.42% -1.21% 0.07% -0.45% 24.60%  39.23%  30.92%
2017| 0.35% 0.04% 0.02% -0.08% 0.08%| 0.05%  0.51% -0.16% 0.17% -0.03% 0.00% 5.05% 6.00% -15.36% -22.92%
2018/ 0.06% 0.02%  4.55% 0.03% 0.00%| 5.10%| 2.21%| 0.05% 0.00% 6.63% 4.96% -0.14% 23.47% -8.41% -15.05%
2019/ -0.45% 0.17% 1.09% 0.61% 6.49%| 1.20%| -3.07%| -4.55% 0.63% 4.19% 11.54% 1.29%  19.14% 9.90% 8.64%
2020/ 2.98% -10.19% -17.62% 5.76% 0.75%| 2.39%  3.68% 3.38% -2.23% -1.01% 1.44% 16.64% 5.96% 7.41% -2.55%
2021 8.53% 8.53% 6.01% 6.26%
TOTAL 144.75% 72.19% 14.33%

Source: AHL
The Heavy — How you Like me Now?

https://youtu.be/edqpcywI8KY
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Disclaimer

This document does not constitute an offer or solicitation for the purchase or sale of any security. This publication is intended
only for distribution to the clients of the Company who are assumed to be reasonably sophisticated investors that understand
the risks involved in investing in equity securities. The information contained herein is based upon publicly available data and
sources believed to be reliable. While every care was taken to ensure accuracy and objectivity, AHL does not represent that it is
accurate or complete and it should not be relied on as such. In particular, the report takes no account of the investment
objectives, financial situation and particular needs of investors. The information given in this document is as of the date of this
report and there can be no assurance that future results or events will be consistent with this information. This information is
subject to change without any prior notice. AHL reserves the right to make modifications and alterations to this statement as may
be required from time to time. However, AHL is under no obligation to update or keep the information current. AHL is committed
to providing independent and transparent recommendations to its client and would be happy to provide any information in
response to specific client queries. Past performance is not necessarily a guide to future performance. This document is provided
for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The user
assumes the entire risk of any use made of this information. Each recipient of this document should make such investigation as
it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved), and should consult his or her own advisors to determine the merits and risks
of such investment. AHL or any of its affiliates shall not be in any way responsible for any loss or damage that may arise to any
person from any inadvertent error in the information contained in this report.

© 2021 Arif Habib Limited: Corporate Member of the Pakistan Stock Exchanges. No part of this publication may be copied,
reproduced, stored or disseminated in any form or by any means without the prior written consent of Arif Habib Limited.
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