@OPLINE

Pakistan Equity | Technology

Jul 21, 2023

N CFA Society

’//‘\\‘i{‘ Pakistan

Best Local Brokerage
House 2015-16, FY2020

ASiAMONEY

Best Local Brokerage House
Brokers Poll 2011-14, 2016-22

| COUNTRY
‘AVXARDS

b VEMENT

FinanceAsia

Best Brokerage
House 2018,19-20,23

Best Research
House 2019-20

An AW_‘.

9\l\
A
by

ﬁ' A SXYE
1oL e »
Best Brokerage
House 2019-21

* )
1z s°

REP-057

Nasheed Malik
nasheed@topline.com.pk
Tel: +49221-35303330 Ext:133
Topline Securities, Pakistan




PKR volatility + global slowdown affecting Pak IT export inflows @O PLINE

|
Pakistan’s IT Exports: Annual Trend
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Pakistan’s IT Exports: Segment Wise Trend
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"F& Pakistan IT Exports

Pakistan’s Information Technology (IT) export growth for FY23 has slowed down to its
lowest level since FY16. Export inflows remained flat YoY to record USS$2.6bn.

This growth is way lower than 5, 10, and 15 year Compound Annual Growth Rate (CAGR)
of 19.5%, 12.5%, and 16.3% respectively.

Some main reasons for slowdown in growth are 1) Tech companies retaining a greater
portion of their income abroad, and 2) global economic slowdown.

IT export number only indicates the amount remitted back to Pakistan by tech companies
and freelancers. It does not include income retained abroad. According to our channel
checks, IT players are retaining a greater portion of their proceeds outside the country due
to declining business confidence and volatility of exchange rate.

IT exports of Pakistan have also been victim of global slowdown in IT spending. According
to Gartner Research (technology consulting firm), worldwide IT spending slowed down to
2.7% in 2022 from 10.2% in 2021.

In 9MFY23 (as per available data), IT exports of Korea, Sri Lanka, Bangladesh, China, and
Philippines have recorded YoY decline/growth of -24%, -13%, -12%, +1% and +5%. This is
compared to average growth of 26% in these countries in FY22. For our analysis we have
used Net IT services exporters from Asian region.

India has been the only exception where growth in 9MFY23 stood at +20% YoY due to
pivot to new services verticals and emergence of many smaller IT companies.

Segment wise analysis indicates that Computer Services for FY23 remained flat at
USS$2.1bn and Telecom Services declined by 3% YoY to USS490mn.

Computer services share in IT exports has increased to 81.0% in FY23 from 40.4% in FY14.
Computer services are further composed of Software Consultancy, Export of Software and
Other Services etc. Telecom Services are composed of Telecom and Call Centers.



Net IT Exports reach highest ever figure of USS$2.3bn
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Pakistan’s Net (Exports Minus Imports) IT Exports Trend "
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Net Exports Comparison: Textile vs. IT
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Net (Exports Minus Imports) IT Exports of Pakistan, unlike Gross Exports, have increased

by 15% YoY in FY23. Net Exports have now reached highest ever level of US$2.3bn.
Net Exports have witnessed 5/10 year CAGR of 31.4%/19.2% respectively.

Main reason for this development are Computer Services exports increasing from
USS$330mn in FY14 to USS$2.1bn in FY23 at a CAGR of ~22%.

This growth was magnified during the COVID period of FY20-FY22 where computer
services exports more than doubled to US$2.1bn in FY22 from US$896mn in FY19.

During COVID, IT and Telecom were declared essential services while other regional
competitors faced lockdowns. IT companies and freelancers of Pakistan took advantage of

increased global IT spending, especially in Middle East, to gain market share.

Pakistan currency devaluation in FY18 and FY19 also had an impact which made software

developer of Pakistan cheaper compared to other Asian competitors.

Computer Services are mostly software based and require no raw material imports and
very minimal equipment imports. Since the raw material for these exports are IT

developers unlike a sector such as Textile which is dependent on Imported Cotton and

Machinery to generate exports.

As a result, IT services have become an important segment of Pakistan’s exports with

share in Total Exports (Goods & Services) increasing from 2.7% in FY14 to 7.4% by FY23.

Going forward, Gartner Research expects global software spending to increase by
13.5%/14.0% in 2023/2024. These services are offered by Systems Limited (SYS), which is
our top pick in the IT sector. SYS currently trades at a 2024 PE of 10.4x and PS of 1.8x.

@ Pakistan IT Exports



IT exports for Jun-23 remain flat MoM at US$236mn
'
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IT & Telecom Exports of Pakistan

usSmn Jun-23 YoY MoM FY23 YoY
Total 236.0 0% 0% 2,605.2 0%
Telecom services 35.4 -11% -36% 490.4 -3%
Call centers 17.0 -7% -47% 229.2 6%
Telecom services 18.3 -14% -22% 261.3 -10%
Computer services 199.6 2% 11% 2,109.2 0%
Hardware consultancy 0.2 -50% -49% 5.5 88%
Software consultancy 62.0 -22% -5% 760.8 -4%
Maintenance of computer 0.0 NM NM 2.9 97%
Eg?&:g r‘_’ef Computer 57.9 7% 15%  598.0 6%
Other Computer services 79.5 29% 24% 742.1 0%
Information services 1.0 252% 292% 5.5 6%
News agency services 0.9 339% 571% 3.6 4%
Other information services 0.1 7% -33% 1.9 9%

Source: SBP, Topline Research
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Pakistan’s Information Technology (IT) exports for June 2023 remained flat on MoM basis
with Telecom decreasing by 36% MoM and Computer increasing by 11% MoM.

Among Computer Services, Export of Software, and Other Services increased by 15% and
24% MoM respectively and Software Consultancy decreased by 5% MoM.

IT Export proceeds realization per working day increased to US$12.4mn/day in June 2023
compared to US$10.7mn/day in May 2023.

On a YoY basis, IT export number for June 2023 also remained flat at US$236mn with 11%
YoY decrease in Telecom and 2% YoY increase in Computer Services.

June 2023 exports is the 3" highest number in FY23 after Dec 2022 and May 2023.
December 2022 recorded highest exports of FY23 at US$246mn.

In Jun 2023, Telecom/Computer share of IT exports stood at 15/85% compared to 24/76%
share in May 2023 and 17/83% share in Jun 2022.

IT Exports as a % of Services Exports stood at 41% in Jun 2023 compared to 39% in May
2023 and 36% in Jun 2022.

IT Exports as a % of Total (Goods & Services) Exports of Pakistan stood at 8.7% in Jun 2023
compared to 7.4% in May 2023 and 6.2% in Jun 2022.

Net IT exports for Jun 2023 stood at US$207mn which is a decline of 2% MoM and an
increase of 6% on YoY basis.

On a segment wise basis for FY23, Telecom services decreased by 3% YoY to US$490mn
and Computer services remained flat at USS$2.1bn.
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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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