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Finance Minister again hinted at the possibility of debt reprofiling
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Pakistan’s Finance Minister, Mr Dar in a recent press conference had said that Pakistan is
working on External Debt reprofiling of its bilateral debt.

After taking charge in Sep-2022, Mr Dar in Oct-2022 said Pakistan may seek rescheduling
of some USS27bn worth of Non-Paris Club debt largely owed to China, but will not pursue
haircuts as part of any restructuring. Since then there was no discussion on this topic.

Before that in Sep-2022, Pakistan Prime Minister in an interview with Bloomberg TV said
we have sought a moratorium on Pakistan’s debt repayments from the Paris Club and
others. As a result, Pakistan’s Eurobonds prices fell by 5-10% in one day after his
statement.

Soon after that statement, Mr Miftah Ismail (Former Finance Minister) clarified on Sep 23,
2022 that "We are neither seeking, nor do we need, any relief from commercial banks or
Eurobond creditors.”

Topline has been writing on Pakistan Debt Restructuring since Dec-2022 due to huge
external debt repayments in next few years.

In Dec 03, 2022, we issued a detail report captioned “Pakistan’s Debt Restructuring -
External debt repayment crisis where we highlighted Pakistan’s external debt repayment
obligations and the need to address them in a sustainable way. We had opined these
external debt repayments are too high and should ideally be rescheduled and reduced to
more sustainable levels.

After that in Jan 24, 2023, we issued “Debt Restructuring Part Il - Effective Management
of External Debt is Critical” in which we recommended Pakistan should ideally try to go
for pre-emptive debt restructuring by converting its short term external loans with long
term with the help of friendly countries. This will be less painful and will help in speedy
recovery.

In that report we said that if the government does not opt for orderly and amicable
restructuring and continues to rely on short term funding from friendly nations to manage
the country’s external accounts, the country could move towards a disorderly and coercive
restructuring that will be very painful and may trigger a further credit rating downgrade.



Pakistan current IMF Program will end in June-2023 @OPLIN E

IMF Current Program Timeline

Timeline Dates
First Review

Staff Level Agreement (SLA) November 8, 2019
IMF Board Approval December 19, 2019

Second, Third, Fourth and Fifth Reviews

Staff Level Agreement (SLA) February 27, 2020
IMF Board Approval March 24, 2021
Sixth Review

Staff Level Agreement (SLA) November 21, 2021
IMF Board Approval February 4, 2022
Seventh and Eight Reviews

Staff Level Agreement (SLA) July 13, 2022
IMF Board Approval August 29, 2022

Source: IMF, Topline Research

M Pakistan Debt Restructuring — Part 3

Finance Minister of Pakistan who has been saying that Pakistan will not default has
recently said that they are considering to Reprofile/Restructure bilateral debt. This signals

that situation is not fully under control on the debt repayment front.

He said that they are working on extending external loan repayment without any haircut

not giving any more details.

He also mentioned that Paris Club Loans and Multilateral Loans will not be reprofiled. He
did not specifically mentioned about Commercial loan and Eurobonds, but we understand

that he doesn't want to touch these also.

Interestingly, SBP Governor after the Finance Minister Statement said, he is not aware of
Debt Reprofile/Restructure.

Pak Eurobonds, local stock market and PKR did not show any major reaction after this
recent statement, as we think current bond and stock prices have already incorporated to

a larger extent a possibility of debt restructuring.

This comes at a time when Pakistan IMF Program is about to end in Jun-2023 with third
last tranche (9t review) still pending as certain IMF conditions are not met. Pakistan also

blames geo-politics for this delay.

To recall, 9th review of Pakistan US$7bn EFF program was initially scheduled in September
2022 but was delayed due to lack of imposition of policy actions including market driven

exchange rate, energy tariff rationalization & increased tax measures, among others.

As per media reports IMF needs credible assurance of US$6bn from different lenders out
of which US$4bn support has been provided so far. Moreover budget and some issues
related to currency market is also a concern for the IMF.

Considering that IMF funding may not be coming soon, Pakistan may have think to speed
up the process of debt reprofiling or/and immediate inflows from friendly countries.



China is a major contributor to Bilateral & Commercial debt @OPLIN E

Pakistan External Debt Composition March-2023

usSbn % of Total
External Debt Total 96.3 100%
Multilateral Creditors 44.6 46%
IMF 7.5 8%
Bilateral Creditors 37.5 39%
Paris Club 8.8 9%
Non-Paris Club 28.8 30%
Bonds/Sukuk 7.8 8%
Commercial Creditors 6.4 7%

Source: SBP, Topline Research
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Based on available information, Pakistan total external public debt is US$96bn (28% of
GDP) as of March 2023. External debt and liabilities are at US$126bn.

Multilateral debt (owed to International Financial Institutions) accounted for the bulk at
46% or USS45bn out of USS96bn.

Bilateral debt is currently at US$38bn or 39% of which Paris Club is US$9bn and Non Paris
Club is US$29bn.

On the other hand, Commercial Debt has fallen close to US$6bn while Bonds and Sukuks
are USS8bn constituting only 15% of total external debt.

According to our estimates, China lending to Pakistan stand between US$25-30bn
including bilateral loan and commercial loan through Chinese institutions.

Similarly Saudi Arabia has provided Pakistan an estimated amount of US$5-10bn.

In next 12 months Pakistan has to pay US$23bn according to SBP Governor. Out of that as
per our estimate 30-40% is due to China and Saudi Arabia.

Net amount payable after expected rollover is USS9-11bn in FY24. Rollover is again a risk
in prevailing economic conditions.

Thus China along with Saudi Arabia can help Pakistan come out of this crisis. There is an
urgent need for Pakistan to engage with China and capitalize on its historical ties to get
this less painful orderly debt reprofiling at reasonable terms and conditions.

It has been reported that China seems unwilling to participate in debt restructuring unless
the other lenders including World Bank and other regional development banks also agree
to write down their own loans.

However World Bank dismisses that demand, arguing that development bank financing
already comes with low interest rates and does not add significantly to a country’s debt
burden.

In Sri Lanka, China’s delayed assurances to agree on a plan for Debt Restructuring was
seen as the last hurdle in securing the IMF bailout.



Pakistan External Debt in Graphs F?OPLIN E

Pakistan: Public External Debt Trend Pakistan: Multilateral Debt Trend Pakistan: Bilateral Debt Trend
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Pakistan: External Commercial Loan Trend Pakistan: Euro/Sukuk Bonds Trend
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Timely and orderly Debt Restructuring needed

Angola — Rating Improved After Debt Restructuring in 2020

Moody'’s Rating Outlook Date
B3 positive Oct 20 2022
B3 stable Sep 13 2021
Caal stable Sep 08 2020
B3 under review Mar 31 2020
B3 stable Apr 28 2018
B2 under review Feb 07 2018
B2 stable Oct 202017
B1 negative Apr 29 2016
Ba2 negative watch Mar 04 2016
Ba2 negative Mar 04 2015
Ba2 stable Aug 08 2014
Ba3 positive Aug 22 2012

Source: Moody's

Sri-Lanka - Rating downgraded to Default in Economic Crisis of 2022

S&P Fitch

Ratings Date | Ratings Date
Selective Default Apr 25 2022 | Restricted Default May 19 2022
CC Apr132022 | C Apr 13 2022
CcC Jan 122022 | CC Dec 17 2021
CCC+ Aug 27 2021 | CCC Nov 27 2020
CCC+ Dec 11 2020 | B- Apr 24 2020
B- May 202020 | B Dec 18 2019
B Jan 142020 | B Dec 03 2018
B Dec 04 2018 | B+ Feb 09 2017
B+ Nov 20 2017 | B+ Feb 29 2016
B+ Mar 10 2016

B+ Feb 29 2012

Source: S&P, Fitch
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Pakistan is currently facing a liquidity crisis and not a sovereign crisis, we think. This is
because Pakistan overall external debt is not huge but reliance on short term foreign loans
is creating issues with repayment.

In our report Debt Restructuring Part Il we also suggested that ideally Pakistan should go
for an orderly preemptive Debt Restructuring. This will be less painful and will help in
economic stabilization and faster than expected economic recovery.

Pre-emptive restructuring is quicker to complete and secure higher creditor participation,
according to experts. It provides faster access to international capital markets, as per the
empirical evidence.

We also believe that new IMF Program will most likely come with the condition of this
debt reprofiling or debt restructuring. We have also seen IMF supporting Debt
Restructuring both in case of Ghana and Sri Lanka.

Based on our Research, Angola stands out having restructured their debt proactively and
their macroeconomic indicators have improved after going through a brief period of
distress.

If Pakistan delays the negotiation process of Debt Restructuring or Reprofiling at a time
when IMF review is getting pushed back, then the consequences will be very painful.

Post-default restructuring usually aims to tackle a solvency crisis and is more painful. This
entails larger haircuts while the country takes years to come back to the market due to
bad reputation.

As seen in few countries, restructuring post default results in hyperinflation, higher
interest rates, sharp currency devaluation, food/fuel shortages, local debt restructuring
etc.

The debt restructuring events of Argentina, Ghana, Sri Lanka and Zambia can be classified
as disorderly and post default. Their pre and post debt restructuring economic indicators
remain challenging and all were classified by rating agencies under default.



Formal process of Debt Restructuring should start F?OPLIN E

. But the issue is who will initiate this formal process of debt reprofiling/restructuring in full spirit in Pakistan. The current coalition government term will be over in second week of
August-2023. Then there will be an interim government for 2-3 months.

. And if Election are held on time in Oct/Nov then the new government will be taking charge in Nov/Dec 2023.

. There are slim chances that the present coalition government (PDM) might get its office term extended beyond August-2023. The government might invoke the Article 232 of the
constitution under the garb of ‘Emergency’ in the country on the pretext of security concerns or/and financial crisis.

. Whosoever is in charge of Finance Ministry the delay in initiating this transaction is risky and increases a chance of disorderly default that has its far reaching consequences as
mentioned earlier.

. Ideally Pakistan should start active work on this Debt Restructuring and if needed should hire legal experts and consultants.

. Sri Lanka hired leading financial and legal advisory firms Lazard and Clifford Chance LLP in May-2022 and IMF board approves US$3bn under the new Extended Fund Facility (EFF)
exactly 9 months after that.

. In 1999 when Pakistan announced debt moratorium it hired experts to assist them in negotiations with different lenders.

. Pakistan cannot afford any further delay in negotiation with IMF for a new loan along with hiring experts for Debt Restructuring. Inaction has already cost the country and further
delays may cause an abrupt default.

A Guideline to Orderly Debt Restructurings with Special Reference to Lebanon

A Sovereign's Guideline to an
Orderly Debt Restructuring Process
(Sowrce: BLONmvest Bank)
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Domestic Debt Restructuring: Chances are low but cannot ruled out (.TOPLIN E

Pakistan: Markup Expense to Total Revenue Trend
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Ghana: Markup Expense to Total Revenue Trend
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Though Finance Minister has ruled out chances of domestic debt restructuring, but in case

demanded by lenders this may happen.

It all depends on how Pakistan capitalize on its relationship with China and other bilateral

lenders. If negotiations are smooth then the local debt may not be touched.

But from Ghana and Sri Lanka experience we see that external lender insist for equal

treatment therefore local debt was also affected.

Pakistan markup expense to total federal revenue is expected to reach a record 51% in
FY23 vs average of 34% in last 15 years. In Ghana, same ratio is expected to reach 41% in
FY23 vs 15 years average of 28% and in Sri Lanka it is expected to reach 67% in FY23 vs
45% in last 15 years.

Pakistan’s Domestic debt to GDP is 43% which is very much similar to Ghana of 46% and
Sri Lanka of 50%.

In Ghana, domestic debt restructuring has done through voluntary debt exchange of all
domestic debt instruments other than T-bills. In total, 85% of the face value of bonds held
by investors other than pension funds was exchanged which is equivalent to 28% of all

outstanding domestic debt.

Ghana’s Government offered most bondholders a set of new bonds at fixed exchange
proportions with a combined average maturity of 8.2 years and coupons of up to 10%

(with part of the coupons capitalized rather than paid in cash in 2023 and 2024).

At a 16-18% discount rate, the final terms imply an average NPV reduction of about 30%
for these bondholders of Ghana, according to IMF. Individual bondholders were also
offered an exchange into shorter term debt with higher coupons. As per IMF, local debt

restructuring will provide a relief of almost GHS50bn (82% of interest expense) in 2023.



~
Domestic Debt Restructuring: Sri Lanka and Ghana experience (.TOPLIN E
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Federal Securities to Total Equity 2023E
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In Sri Lanka, second tranche of IMF under EFF program is also linked to debt treatment and
the Debt Restructuring talks with local creditors. Government had initially planned to

present debt plan in April 2023.

After delays, Sri Lanka is now expected to complete workings on Debt Restructuring by
July 2023 and is targeting to complete this exercise by September 2023 which is time for
first review by IMF.

In case IMF and other lenders insist on equal treatment then the Government may target
to reduce its mark up payments on local debt along with other measures including an

increase in tax rates on interest income.

This could lead to a probable cut in yields on Government Securities to generate desired

savings for the government and to create fiscal space.

We believe, cut in investment yield will affect short term profitability and Balance Sheet of
Banks. Earrings of Banks with high investment income to total earnings will be most

affected while banks with lowest investment income to total earnings will be less affected.

In terms of Capital Adequacy Ratio (CAR), few banks will not be able to meet minimum
CAR requitements if there is a reduction in investment yield and thereby affecting the

dividend paying ability of banks, as per our analysis.

We believe that in case local Debt Restructuring happens then SBP will provide support in
the form of (1) lower MDR to reduce impact on earnings and balance sheet, (2) moving
from AFS & HFT to HTM category and (3) extension in meeting CAR and other capital

related requirement.
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The research analyst(s), denoted by an “AC” on the cover of this report, primarily involved in the preparation of this report, certifies that (1) the views expressed in this report accurately reflect his/her personal
views about all of the subject companies/securities/sectors 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.

Furthermore, it is stated that the research analyst or its close relative have neither served as a director/officer in the past 3 years nor received any compensation from the subject company in the past 12
months.

Additionally, as per regulation 8(2)(i) of the Research Analyst Regulations, 2015, we currently do not have a financial interest in the securities of the subject company aggregating more than 1% of the value of
the company.

Rating System
Topline Securities employs 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 Stock will outperform the average total return of stocks in universe

Neutral Stock will perform in line with the average total return of stocks in universe
Sell Stock will underperform the average total return of stocks in universe

For sector rating, Topline Securities employs three tier ratings system, depending upon the sector’s proposed weight in the portfolio as compared to sector’s weight in KSE-100 Index:
Rating Sector’s Proposed Weight in Portfolio

Over Weight > Weight in KSE-100 Index
Market Weight = Weight in KSE-100 Index
Under Weight < Weight in KSE-100 Index

Ratings are updated daily to account for the latest developments in the economy/sector/company, changes in stock prices and changes in analyst’s assumptions or a combination of any of these factors.

Valuation Methodology
To arrive at our 12-months Target Price, Topline Securities uses different valuation methods which include: 1). Present value methodology, 2). Multiplier methodology, and 3). Asset-based methodology.

Research Dissemination Policy
Topline Securities 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.
Nevertheless, all clients may not receive the material at the same time.

Disclaimer

This report has been prepared by Topline Securities 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, Topline Securities and/or any of its 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 professional advisers 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 Topline Securities 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 Topline Research Department and do not necessarily reflect those of Topline
or its directors. Topline as a firm may have business relationships, including investment-banking relationships, with the companies referred to in this report.

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