SLA reached on USD3bn SBA with IMF - A Critical Development .
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Key Points

. During the Eid holidays the local authorities and the IMF staff managed to reach a Staff Level Agreement
(SLA) on a new 9-month ~USD3bn Stand-By Arrangement (SBA) avoiding the imminent risk of default,
subject to the approval of the IMF’s Executive Board by mid-Jul’23.

= This SBA would cover the last months of the current government, the interim setup, elections, and setting
up and takeover by the new elected government.

= Response of foreign investors have been positive as yield on Pakistan’s Eurobond maturing in Apr'24 has
dropped from 97.8% to 66.2%. We expect that the domestic capital and currency markets are also likely
to react positively in the near term as the imminent risk of default is avoided in the near term with expected
support from the multilateral and bilateral sources.

- We recommend cautious optimism as we expect a decent performance in energy sector stocks exposed to
the circular debt, along with cyclical sectors with expected ease of imports of raw material that led to plant
shutdowns during the past few months including autos, cements and steels.

. However, a long-term sustainable rerating of multiples is dependent on reduction in political uncertainties,
implementation of structural reforms and their results getting visible, and lowering of interest rates not
expected before 1QCY24.

USD3bn SBA comes as a positive surprise from the IMF

As the 2019 EFF of the IMF for Pakistan expired on Jun. 30, 2023, Pakistani authorities and the IMF
staff managed to seal another 9-month SDR2.25bn (~USD3bn) Stand-By Agreement for the period
Jul’23 to Mar’24. It would cover the last months of the current government, the interim setup, elections,
and setting up and takeover by the new elected government. The new agreement is subject to the
approval of the IMF’s Executive Board in a meeting expected in mid-Jul’23, which would also give
clarity on the break-up of amounts and timelines of reviews for the receipt of USD3bn. Under the 9th,
10th, and 11th reviews of the EFF just expired, Pakistan was expected to receive a sum of SDR1.95bn
(~USD2.5bn) by May’23 if the reviews had concluded on time. This SBA will be taken as a positive
surprise by the markets as only the conclusion of the 9th review was expected during the Eid holidays
paving the way for the receipt of USD1.1bn only, with the remaining USD1.4bn wasted.

Pakistan'’s last-ditch efforts to resume the IMF program paid-off

During the last couple of days Pakistan’s desperate efforts to secure an IMF program paid-off which
included a couple of major actions apart of multiple dialogues of Pakistan’s PM with MD IMF and
utilizing other diplomatic platforms. The key actions by Pakistani authorities included: 1) revision in the
Federal budget for FY24 in order to bring it in-line with the objectives and guidelines of the IMF while
introducing revenue measures amounting to PKR215bn (FBR target increased from PKR9.2tn to
PKR9.415tn), and curtailing expenditure by PKR85bn with increased BISP allocations, 2) SBP’s
withdrawal of its guidelines for the prioritization of imports amid critically low foreign exchange
reserves (less than a month of import cover that too based on restricted imports), 3) commitment to a
market-oriented foreign exchange market, and 4) another hike of 100bps in interest rates.

Start of new beginning
The statement of the IMF’s staff includes the following:

e The new SBA will support the authorities’ immediate efforts to stabilize the economy from recent
external shocks, preserve macroeconomic stability and provide a framework for financing from
multilateral institutions and bilateral partners.

e The new SBA will also create space for social and development spending through improved
domestic revenue mobilization and careful spending execution to help address the needs of the
Pakistani people.

e  Steadfast policy implementation is key for Pakistan to overcome its current challenges, including
through greater fiscal discipline, a market determined exchange rate to absorb external
pressures, and further progress on reforms, particularly in the energy sector, to promote climate
resilience, and to help improve the business climate.

We foresee the new SBA as a step towards achieving fiscal discipline and developing a framework for
macroeconomic stability primarily to tackle the imminent external account challenges and to control
inflation, until the new government takes over aiming a new longer-term program for implementation
of the much-needed structural reforms for achieving a long-term all-inclusive sustainable growth.
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Pakistan Equities

Strategy
Key Data
KSE100 Index 41,453
KSE-All Share Value (PKRmn) 7,477
KSE-All Share Value (USDmn) 26.1
KSE-All Share Volume (Shmn) 234.7
Market Capitalization (PKRtn) 6.4
Market Capitalization (USDbn) 22.3
1Year High 43,888
1 Year Low 38,136

Source: PSX, Next Research
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Markets to react positively in the near term - Medium-long term rerating of multiples is not in sight in
the near term

Response of foreign investors have been positive as yield on Pakistan’s Eurobond maturing in Apr'24
has dropped from 97.8% to 66.2% on June 30, 2023 (price increased from 62.2 to 71.5 cents). In
response to this positive development, we believe that the capital and currency markets are also likely
to react positively in the near term as the imminent risk of default is avoided in the near term with
expected full support from the multilateral and bilateral sources. We expect some appreciation in the
domestic currency against the USD where the REER is hovering between 85 and 87 since Feb’23. The
stock market is also likely to post a healthy rally in confinuation to the pre-Eid holiday momentum with
this arrangement subsiding the risk of immediate default. We expect a decent performance in energy
sector stocks exposed to the circular debt, along with cyclical sectors with expected ease of imports of
raw material that led to plant shutdowns during the past few months including autos and cements.
However, a long-term sustainable rerating of multiples is dependent on reduction in political
uncertainties, implementation of structural reforms and their results getting visible, and lowering of
inferest rates not expected before TQCY24. We recommend cautious optimism on the stock market in
the near term with sectors highlighted above.

Market Response to SLAs with IMF

Before After

12-month  6-month  3-month  1-month  12-month  6-month  3-month  1-month
29-Jun-23  SLA for USD3bn SBA 0.4% 4.3% 3.9% 0.3% N/A N/A N/A N/A
13-Jul-22 SLA for 7th & 8th reviews of 2019 EFF -12.9% -9.7%  -10.4% 1.1% 0.3% -2.5% 1.8% 3.7%
16-Feb-21  SLA for 2nd, 3rd, 4th & 5th reviews of 2019 EFF 15.2% 15.1% 14.5% 1.0% -1.5% 1.2% -2.6% -3.3%
27-Feb-20  SLA for 2nd review of 2019 EFF -0.9% 25.4% 0.6% -9.9% 19.6% 72%  -11.7%  -26.7%
8-Nov-19 SLA for Tst review of 2019 EFF -13.6% 2.1% 20.2% 6.8% 13.9% -7.0% 12.3% 13.9%
12-May-19  SLA for 39-month USDébn EFF -20.4%  -15.5%  -14.5% -7.0% -3.2% 59% -15.2% 0.6%
4-Aug-16 SLA for 12th and final review of 2013 EFF 10.3% 22.0% 12.2% 4.3% 18.3% 25.1% 5.6% -0.4%
12-May-16  SLA 11th review of 2013 EFF 9.8% 5.8% 15.3% 7.9% 42.7% 18.2% 10.0% 1.9%
4-Feb-16 SLA for 10th review of 2013 EFF -7.5%  -10.7% -7.1% -2.8% 54.5% 22.9% 10.1% 1.1%
5-Nov-15 SLA for 9th review of 2013 EFF 12.8% 3.0% -4.5% 5.3% 21.2% 4.1% -5.9% -5.3%
7-Aug-15 SLA for 8th review of 2013 EFF 22.7% 4.5% 7.4% 1.9% 8.7% -10.4% -5.0% -9.1%
11-May-15  SLA for 7th review of 2013 EFF 17.7% 7.1% -2.0% 3.6% 8.2% 1.2% 8.0% 3.2%
5-Feb-15 SLA for 6th review of 2013 EFF 29.6% 16.8% 13.3% 5.8% -6.3% 4.3% -3.3% -3.8%
8-Nov-14 SLA for 4th & 5th reviews of 2013 EFF 32.4% 8.5% 5.3% 2.7% 11.3% 8.4% 12.0% 3.5%
10-May-14  SLA for 3rd review of 2013 EFF 43.1% 21.9% 8.5% -2.6% 17.7% 9.8% 3.1% 3.7%
9-Feb-14 SLA for 2nd review of 2013 EFF 52.7% 14.8% 14.2% 1.2% 29.6% 10.1% 6.8% 0.8%
8-Nov-13 SLA for 1st review of 2013 EFF 43.0% 19.2% -0.1% 5.2% 33.2% 22.8% 14.9% 7.1%
4-Jul-13 SLA for 3-year USD6.64bn EFF 53.8% 31.0% 17.1% -2.1% 35.9% 19.5% 1.3% 5.9%

Source: IMF, PSX, Next Research
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Analyst Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all
of the subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.

Disclaimer

This information and opinion contained in this report have been compiled by our research department from sources
believed by it to be reliable and in good faith, but no representation or warranty, express or implied, is made as to their
accuracy, completeness or correctness. All opinions and estimates contained in the document constitute the department’s
judgment as of the date of this document and are subject to change without notice and are provided in good faith but
without legal responsibility.

This report is not, and should not be construed as, an offer to sell or a solicitation of an offer to buy any securities. Next
Capital Limited (the company) or persons connected with it may from time to time have an investment banking or other
relationship, including but not limited to, the participation or investment in commercial banking transactions (including
loans) with some or all of the issuers mentioned therein, either for their own account or the ac- count of their customers.
Persons connected with the company may provide or have provided corporate finance and other services to the issuer of
the securities mentioned herein, including the issuance of options on securities mentioned herein or any related investment
and may make a purchase and/or sale, or offer to make a purchase and/or sale of the securities or any related investment
from time to time in the open market or otherwise, in each case either as principal or agent.

This report may contain forward looking statements which are often but not always identified by the use of words such as
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“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an

”

event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to
certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward
looking statements. Readers are cautioned not to place undue relevance on these forward looking statements. NCEL
expressly disclaims any obligation to update or revise any such forward looking statements to reflect new information,

events or circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

Next Capital Limited, its respective affiliate companies, associates, directors and/or employees may have investments in
securities or derivatives of securities of companies mentioned in this report, and may make investment decisions that are
inconsistent with the views expressed in this report.

Rating System
Next Capital Limited employs a three tier rating system depending upon sector’s proposed weight in the portfolio as
compared to sectors weight in KSE-100 index, as follows:

Rating Sector’s proposed weight in the portfolio
Over Weight > Weight in KSE 100 index
Market Weight = Weight in KSE 100 Index
Under Weight < Weight in KSE 100 Index

Next Capital Limited also employs a three tier rating system, depending upon expected total return (R) of the stock, as

follows:
Rating Expected Total Return
Buy R2>15%
Neutral 0% =R < 15%
Sell R< 0%
Where;

R = Expected Dividend Yield + Expected Capital Gain
R" is before tax
Investment horizon is between six months to twelve months

Ratings are updated regularly based on the latest developments in the economy/sector/company, changes in stock prices,
and changes in analyst’s assumptions.
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