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Fiscal Accounts

Majore slippages on revenue side pushed fiscal
deficit to 8.9% of the GDP

= The latest release by Ministry of Finance shows that the consolidated fiscal
deficit for period 2018-19 touched PKR 3.45trn or in term of GDP fiscal
deficit amounted to 8.9% versus initial budget deficit projection of 7.2% or
PKR 2.76trn, a growth of 25%

=  Major slippages were seen in both tax and non-tax revenue which reduced by
PKR 322bn and PKR 274bn respectively

=  Relative to revenue, government expenditure side showed some containment.
Total expenditure clocked in at PKR 5.6trn against projected PKR 5.4trn
(+4% or PKR 208bn)

Consolidated fiscal deficit came at 8.9% of the GDP, one of the highest
recorded deficit

The latest release by Ministry of Finance shows that the consolidated fiscal
deficit for period 2018-19 touched PKR 3.45trn or in term of GDP fiscal deficit
amounted to 8.9% versus initial budget deficit projection of 7.2% or PKR
2.76trn, a growth of 25%. More importantly, country’s primary deficit now
stands at 3.5% of the GDP against a projected 2.0% and 0.6% under IMF-
recommendation. Nevertheless, revised number reveal major shortcomings on
revenue side, while total expenditure remained relatively in-line with
government projection.

Exhibit: Consolidated Federal Budget Snapshot

Source; SBP, PBS, MOF, IGI Research

PKRbn FY17 FY18 FY19 FY19R Diff. (%) Diff. (abs.) FY20F
Net Revenue Receipt 2,616 2,676 2,569 2,038 21% (531) 3,462
Total Expenditure 4,219 4,857 5,391 5,599 4% 208 7,036
Fiscal Balance (1,603) (2,180) (2,822) (3,561) 26% (739) (3,574)
Provincial Surplus 290 274 59 116 97% 57 423

Cons. Fiscal Balance  (1,313)  (1,907) (2,763)  (3,445) 25% (682) (3,151)
Fiscal Deficit -4.1% -5.5% -1.2% -8.9% -1.2%
Primary Deficit 0.2% A11% -2.0% -3.5% -0.6%
GDP (PKRbn) 31,862 34,396 38,559 38,559 0% - 44,003
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Lower than projected revenues key cause of concern

Against a projected revenue for FY 19 of PKR 5.03trn, actual gross revenue came
at PKR 4.4trn or 11.5% of the GDP versus 13.0%. Major slippages were seen in
both tax and non-tax revenue which reduced by PKR 322bn and PKR 274bn

respectively.

Expenditure remain close to projected

Relative to revenue, government expenditure side showed some containment.
Total expenditure clocked in at PKR 5.6trn against projected PKR 5.4trn (+4%
or PKR 208bn). Key slippages were seen in debt servicing cost at PKR 2.0trn
against projected PKR 1.98trn, on the back of higher domestic loan servicing
cost. Nevertheless, as a result of weak revenue collection, country’s primary
deficit clocked in 3.5% of the GDP or PKR 1.35trn against a projected PKR
0.77trn, difference of nearly +74%. To recall, IMF in its recent fund facility
agreement recommended a primary deficit cap of 0.6% of the GDP. More
importantly, Development expenditure reduced by 4% to PKR 795bn. Break-up
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wise, Public Sector Development Projects (PSDP) came short by PKR 132bn to
PKR 1.07trn down to 2.8% of the GDP.

With the new revenue base set lower, government will now require +43%
tax revenue growth to reach its PKR 5.8trn target in FY20

More intriguingly with the new revenue base set lower, government will now
require +43% tax revenue growth to reach its PKR 5.8trn target in FY20.
Similarly, non-tax revenue would need to increase two-fold to reach its target
number of PKR 0.9trn from current PKR 0.4trn. Even adjusting for ~11%
average inflation in FY20 total gross revenue growth comes at ~46% y/y. Given
a weaker domestic GDP growth rate of ~3% in FY20, we think achieving such a
revenue growth target will be an uphill task and we may see major slippages in
revenue collection mainly on sales, excise and income tax. Although expenditure
was more or less aligned with projected figures, we think government would
require cutbacks on current expenditure budgeted for PKR 7.3trn in FY20 from
current PKR 5.6trn (+30% growth), key to which is domestic debt serving cost
which is estimated to reach PKR 2.5trn from PKR 1.8trn, a growth of +39%.

Exhibit: Non-tax revenues nearly evaporated in the 4q 2019. Exhibit: Debt servicing cost accounts for nearly ~45% of total

revenue
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Exhibit: List of PSE approved for Privatization

PKRbn USDbn
SME Bank Limited n.m. n.m.
First Women Bank Limited n.m. n.m.
PAKRI n.m. n.m.
SLIC n.m. n.m.
OGDC 37.1 0.2
PPL 423 0.3
MARI 19.0 0.1
Balloki Power Plant 160.0 1.0
Haveli Bahadur Power Plant 160.0 1.0
PIA Roosevelt Hotel (NY) n.m. n.m.
Scribe Hotel in Paris n.m. n.m.
Total Proceeds 418.4 2.6

Earlier IMF highlighted the profligacy on fiscal side will act as a major drag
on achieving targeted GDP growth

The IMF in its recent assessment on Pakistan economic outlook highlighted the
profligacy on fiscal side will act as a major drag on country’s GDP, hence
targeting a GDP growth of 2.4% in FY20. Major slippages on fiscal side as per
the IMF authorities may emanate from higher power sector subsidies and lower
than estimated materialization of provincial surplus, which will likely bring the
fiscal deficit close to 7.0% of the GDP or PKR 3.0trn.

Privatisation proceeds to potentially bridge fiscal shortcomings

Moreover, privatization proceed is one area where we think the GoP has the room
to cover up for revenues shortcomings. For the year 2020 the government of
Pakistan has earmarked PKR 150bn or roughly USD 1.0bn under privatization
proceeds. With the recent news tooting government privatising 11 SOE in FY20
that has a potential to bridge in additional USD 2-2.5bn or PKR 400-450bn, in
our view.
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Exhibit: Consolidated Federal Budget Snapshot

FY17 FY18 FY19 FY19 Diff. Diff. FY20
PKRbn Actual Actual Budgeted  Revised %. PKRbn  Budgeted
Revenue

Tax Revenues 3,825 4,147 4,394 4072 -1% (322) 5,822

Tax Revenues / GDP 12.0% 12.1% 11.4% 10.6% 13.2%

of which FBR 3,521 3,935 4,150 3829 8% (321) 5,555

Direct taxes 1,379 1,563 1,659 1,446  -13% (213) 2,082

Indirect taxes 2,142 2,372 2,491 2,384 4% (107) 3,473

- Sales Tax 1,445 1,547 1,490 1,465 -2% (25) 2,108

b) Other Taxes 304 212 244 242 2 267

Non-Tax Revenues 912 845 638 364  -43% (274) 894

Non-Tax Revenues / GDP 2.9% 2.5% 1.7% 0.9% 2.0%

Gross Revenue 4,737 4,992 5,032 4,436  -12% (596) 6,717
Gross Revenue / GDP 14.9% 14.5% 13.0% 11.5%

Provincial Share 2,121 2,316 2,463 2,398  -3% (65) 3,255
Provincial Share / gross revenue 44.8% 46.4% 48.9% 54.1% 48.5%
Net Revenue Receipt 2,616 2,676 2,569 2,038 -21% (531) 3,462
Expenditure
Current Expenditure 3,905 4,298 5,589 5,599 0% 10 7,288

- Debt Servicing 1,361 1,526 1,987 2,091 5% 104 2,891
- Domestic 1,228 1,332 1,682 1,821 139 2,532

- External 133 194 306 270 (35) 360

- Defence 841 999 1,138 1,147 1% 9 1,153
- Education 85 91 97 97 0% (0) 77
Development 936 1,063 830 795  -4% (34) 950

a) PSDP 1,539 1,550 1,200 1,068 -11% (132) 1,613
PSDP / Total GDP 4.8% 4.5% 3.1% 2.8% 3.7%
Total Outlay 4,841 5,361 6,419 6,394 0% (25) 8,238
Total Outlay / GDP 15.2% 15.6% 16.6% 16.6% 18.7%
Total Expenditure 4,219 4,857 5,391 5,599 4% 208 7,036
Fiscal Balance

Federal (1,603) (2,180) (2,822) (3561)  26% (739) (3,574)

Provincial Surplus 290 274 59 116 97% 57 423
Consolidated (1,313.1)  (1,906.5) (2,763.3) (3,445.1)  25% (682) (3,151.2)
Fiscal Deficit -4.1% -5.5% -1.2% -8.9% -1.2%
Primary Deficit 43.0 (380.3) (776.0) (1,354.0) 74% (578)

Primary Deficit % of GDP 0.2% -1.1% -2.0% -3.5% -0.6%
GDP (PKRbn) 31,862 34,396 38,559 38,559 0% - 44,003
Financing 1,350.1 1,906.5 2,763.3 36349  32% 872 3,151.2
External 373.8 708.0 330.7 416.7  26% 86 1,828.8
Domestic 976.3 1,198.5 2,432.6 32182  32% 786 1,322.4
Domestic Financing share 72.3% 62.9% 88.0% 88.5% 42.0%

a) Bank 741 586 1,356 2456  81% 1,099 339

b) Non-banking 235 612 1,076 763 -29% (314) 983
Privatisation Proceeds 18 - - - - 150
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the
security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will not receive
direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s) is principally
responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or more of a class of
common equity securities of the following company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes only.
Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed) contained in this
document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to the accuracy or
completeness of the information. Neither, IGI Finex Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall
in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on the information. This document
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further professional advice
before making any investment decision. The subject Company (ies) is a client of the IGI Finex Securities Limited and IGI Finex Securities offers
brokerage services to subject company (ies) on a regular basis, in line with industry practice. This document and the information may not be
reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by any
person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital gain
exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and geopolitical
risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, business, economic, and
political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. given about the security (ies)/company
(ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an investment
analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome for his investment,
Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current
trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net income returned as a percentage
of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to Book ratio used to compare
a stock's market value to its book value. DY: The dividend yield is dividend per share, divided by the price per share.

IGI Finex Securities Limited

Research Analyst(s) D Jama
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