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Pakistan Automotive Sector: Draft Auto Policy 2026-31

Tariff liberalization reshapes the competitive landscape

The proposed Auto Policy 2026-31 targets US$6bn in vehicle and auto-parts exports over five years, shifting the industry towards
export-led growth, localization and greater competition. While the Prime Minister has given in-principle approval, IMF endorsement
and formal government approval remain pending.

Key Takeaways:

= Export-linked incentives and penalties: OEMs and parts manufacturers face a combined US$6bn export target. Qualifying exports
attract a 5% incentive, with an additional 10% on incremental exports if annual growth exceeds 5%. OEMs missing targets face
penalties of 1-3% of production value; two consecutive misses could lead to cancellation of manufacturing licenses.

= Tariff rationalization: Duties on CBUs, CKDs and parts are set to decline progressively by up to 15% by FY31, increasing import
competition and reducing protection for local assemblers.

= NEV incentives: Proposed sales tax rates are 1% for BEVs, 6% for REEVs and 9% for PHEVs, versus 18% to 25% for conventional ICE
vehicles and hybrids. Entry-level EVs below US$15,000 receive a 5% tariff for two years, while the green financing limit rises to
PKR10mn from PKR3mn.

= Automotive Development Levy (ADL): The proposed levy is expected to generate c.PKR232bn over five years to fund export
incentives and industry development. Rates vary by engine capacity, with higher charges on larger ICE vehicles.

= Localization requirements: OEMs will face annual domestic value-addition targets. Non-compliance could result in lost export
incentives and a 3ppt reduction in duty concessions on non-localized parts.

The proposed framework is a long-term positive for export-oriented manufacturers and could support NEV adoption through
preferential taxation and financing. However, lower import protection and binding localization requirements create execution risks for
incumbent assemblers and parts suppliers. Smaller and mid-segment ICE vehicles may face increasing competition from NEVs, while
the impact on vehicle prices will depend on the final tax structure and manufacturers’ pricing decisions.

We view the policy as potentially positive for SAZEW, NCPL and NPL, given SAZEW's SUV and NEV offerings and NCPL/NPL's exposure
to Omoda and Jaecoo. Lower NEV taxes and improved financing could support adoption, while tariff liberalization may intensify
competition for ICE-focused assemblers. The net impact will depend on final policy terms, localization requirements and the pace of
NEV adoption.
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Ratings Guide* Criteria

Buy Total return expectation of > 15% or expected to outperform the KSE-100 index

Neutral Total return expectation of > -5% or expected to match the return of KSE-100 index

Sell Expected downside of more than 5% or expected to underperform the KSE-100 index
*Based on 12 month horizon unless stated otherwise in the report.

Valuation Methodology: We use multiple valuation methodologies in arriving at a Target Price including, but not limited to, Discounted Cash Flow (DCF), Dividend Discount Model
(DDM) and relative multiples based valuations.

Risks: i) Approval delays, ii) FBR's FED decision, and iii) ADL legislation and penalty enforcement
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Intermarket Securities Limited (IMS) has sole control over the contents of this research
report.

Intermarket Securities Limited (IMS) is the employer of the research analyst(s)
responsible for the content of this report and research analysts preparing this report are
resident outside the U.S. and are not associated persons of any U.S. regulated broker-
dealer. The analyst whose name appears in this research report is not registered or
qualified as a research analyst with the Financial Industry Regulatory Authority (“FINRA")
and, therefore, may not be subject to applicable restrictions under FINRA Rules on
communications with a subject company, public appearances and trading securities
held by a research analyst account.

None of the materials provided in this report may be used, reproduced, or transmitted,
in any form or by any means, electronic or mechanical, including recording or the use of
any information storage and retrieval system, without written permission.

Disclaimers

Investing in any non-U.S. securities or related financial instruments (including ADRs)
discussed in this report may present certain risks. The securities of non-U.S. issuers may
not be registered with, or be subject to the regulations of, the U.S. Securities and
Exchange Commission. Information on such non-U.S. securities or related financial
instruments may be limited. Foreign companies may not be subject to audit and
reporting standards and regulatory requirements comparable to those in effect within
the United States. The value of any investment or income from any securities or related
financial instruments discussed in this report denominated in a currency other than U.S.
dollars is subject to exchange rate fluctuations that may have a positive or adverse
effect on the value of or income from such securities or related financial instruments.

Frontier and Emerging Market laws and regulations governing investments in securities
markets may not be sufficiently developed or may be subject to inconsistent or arbitrary
interpretation or application. Frontier and Emerging Market securities are often not
issued in physical form and registration of ownership may not be subject to a
centralized system. Registration of ownership of certain types of securities may not be
subject to standardized procedures and may even be effected on an ad hoc basis. The
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fluctuations in available currency rates and exchange control regulations. Not all of
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distribution to “major U.S. institutional investors” and other "U.S. institutional investors”
in reliance on the exemption from registration provided by Rule 15a-6 of the U.S.
Securities Exchange Act of 1934, as amended (the “Exchange Act”).

Distribution outside US
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