-
¥ o]

]

,_

F—
A\CRA

= T
=

The Pakistan Credit Rating Agency Limited

Rating Report

Report Contents

. . . . 1. Rating Analysis

Infra Zamin Pakistan Limited 2. Financial Information

3. Rating Scale

4. Regulatory and Supplementary Disclosure

Rating History

Dissemination Date Long Term Rating Short Term Rating Outlook Action Rating Watch

04-May-2021 AAA Al+ Stable Initial -

Rating Rationale and Key Rating Drivers

InfraZamin Pakistan Limited (1ZP) isarecent initiative of the Private Infrastructure Development Group (PIDG). PIDG through
group companies (InfraCo Asia Investments/ Indus Guarantees and GuarantCo) has partnered with Karandaz for taking this
initiative forward. The shareholding structure plays apivotal role in the assignment of rating. Devel oped by GuarantCo, 1ZPisto
function as afor-profit credit enhancement facility. GuarantCo, rated AAA by PACRA, was established in 2005 and executed its
first deal in Pakistan in 2013. The contextual experience of the local market dynamics will lend support to I1ZP. The business
model envisages greater participation of the private sector needed for uplifting the infrastructure of Pakistan. IZP is expected to
unlock the hidden potential of the local credit market by way of providing guarantees to reduce the implied credit risk. Thiswill
enable greater flow of capital to sectors like renewable energy, digital communication, waste water treatment, social
infrastructure and more. The ensuing benefits to the economy at large are innumerable. License for the company has been
issued, the CEO has been appointed, key executives have been hired and the company is well capitalized.

The ratings are dependent on the continued support and guidance from the key sponsors. The successful unfolding of the model
is of absolute necessity. The Governance and control mechanics are expected to be very strong and gradually mature as the steps
towards achieving commencement materialize.

Disclosure
Name of Rated Entity InfraZamin Pakistan Limited
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Purpose of the Rating Entity Rating
Applicable Criteria Methodology | NBFC(Jun-20),Methodology | Correlation Between Long-Term And Short-Term
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Related Research Sector Study | Credit Guarantee I nstitutions(Jun-20)
Rating Analysts Muhammad Noor Ul Hag | noorulhag@pacra.com | +92-42-35869504
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Structure Infra Zamin Pakistan (1ZP), a for-profit credit enhancement facility company, was incorporated on 30th Mar'20 as a non-bank financial company (“NBFC")
domiciled in Pakistan. The license was issued on 19 February 2021.

Background A credit enhancement facility is set up to ‘crowd-in’ private sector capital to boost investments in infrastructure and contribute to the development of
Pakistan's financial architecture. The core objective behind setting up IZP is to encourage enhanced financial participation in long-term local currency financings of
infrastructure assets.

Operations 1ZP's sole line of business will be to issue PKR denominated unconditional and irrevocable credit guarantees to credit enhance long-term loca currency debt,
ensuring the timely payment of interest and principal of senior ranking debt instruments backed by infrastructure related projects.

Ownership |

Ownership Structure 1ZP is co-owned by Private Infrastructure Development Group (PIDG) company InfraCo Asia Investments via Indus Guarantees (60%) and
Karandaaz Pakistan (40%).

Stability Shareholders have solemnized a Shareholders' Agreement which will determine their relationship among themselves and to the entity itself. Shareholders have a
lock-in period, which is pivotal to the development of 1ZP.

Business Acumen The business acumen is considered strong as |ZP has strong sponsors’ involvement and their experience will go a long way in developing and
stabilizing 1ZP.

Financial Strength PIDG with consolidated strength of eight members is a donor financed trust. Although, no formal commitment exists, the likelihood of support from
the sponsorsis high in case of need. GuarantCo is to provide a contingent capital facility of up to PKR 8,250min to IZP.

Governance

Board Structure 1ZP's Board of Directors currently constitutes two Indus nominees including the Chairman, one Karandaaz nominee, two independent directors, and the
CEO. The GuarantCo nominee will join in due course. Prior to the commencement of Business, the Board will form four committees for oversight of responsibilities.
These comprise (i) New Business and Credit Committee (ii) Finance and Audit Committee (iii) Appointments and Remuneration Committee (iv) Governance and Risk
Committee. The Governance and Risk Committee will be headed by GuarantCo. An Indus Guarantees nominee director will be the Chairman of the New Business and
Credit Committee.

Members Profile The board carries diversified experience including the financial sector, particularly banking, infrastructure developments, and other businesses. The
majority of the directors have above two decades of experience.

Board Effectiveness The directors shall hold meetings at least once every calendar quarter at the head office of the Company or such other place as the board may decide.
Minutes of the meetings shall be recorded.

Financial Transparency A.F. Ferguson & Co., Chartered Accountants, a member firm of the PwC network, have been appointed as the External Auditors of the
Company.

M anagement

Organizational Structure IZPisfunctionally divided into five main groups, each governed by its respective chief and al reporting to the CEO.

Management Team Ms Maheen Rahman assumed the role as CEO of Infra Zamin Pakistan Limited on 1st Jan' 21 and the requisite approvals for the appointment have
been obtained from the Securities & Exchange Commission of Pakistan (SECP). She brings with her over twenty years of experience in investment banking, research and
asset management.

Effectiveness Currently, due to the lean Management / Staffing of the organisation, there is one management committee which islooking at all relevant matters pertaining
to new Business, Risk & Compliance, Finance, HR and Administration, as well any other significant issues /matters for discussion that are to be presented to the
board/relevant board sub-committees. As the team size grows the relevant Management Committees will be established as per requirement.

MI1S Comprehensive MIS reports will be generated on a prescribed frequency for review by management on regular basis.

Risk Management Framework 1ZP will manages risk through the Governance and Risk Committee which will be responsible for the overseeing of how the risk
management functions and practices of 1ZP are expected to be conducted and that investment and management of its capital resources are conducted in a professional and
prudent manner. Experience of GuarantCo is a comfort in the identification and management of implied credit risk. IZP is adopting a set of pre-defined parameters for
managing credit, liquidity and market risk.

Business Risk

Industry Dynamics Credit Guarantee Institutions (CGls) facilitate lending by providing credit guarantees against the risk of default of issuers. These guarantees help
these entities in raising debt from financial institutions. Thus CGls are a vital source of financial assistance to these entities. Globally, most CGls are mandated to promote
business, financial markets and infrastructure development activities mainly in less developed segments.

Relative Position 1ZP's differentiating factor is conceded from direct engagement with the Investors/Lenders in the debt of underlying transactions, leading to a transfer
of knowledge on well-structured infrastructure debt, thus creating greater capacity in the infrastructure markets and a greater impact on domestic government policy given
the capital commitment to the country by alocal entity.

Revenues |ZP's revenue will flow through various sources. The main operations being the Guarantee Operations and |ZP is aiming to build a solid pipeline to generate
fee revenues. The guarantee fee charged by 1ZP will be market driven. 1ZP will be materially under levered in comparison to its capital base until track record is built.
Performance Leverage is a key driver of profitability but can also restrict the number of transactions |ZP can guarantee. Therefore, it is important to conservatively
manage leverage levels, as over leverage may result in a downgrade of 1ZP (thereby forfeiting the efficacy of its guarantee) whilst under leverage will restrict revenue
generation and hence returns. Expense management is also vital.

Sustainability 1ZP will be alocal entity, capitalized in-country and partnering with local capital providers, removing cross-border and systemic downgrade risks and thus
creating amore robust and sustainable and “future proofed” structure.

Financial Risk

Credit Risk A mitigant to managing capital is the use of Approved Credit Risk Mitigant Facilities including reinsurance from highly rated counterparties. For individual
credits, IZP may enter the reinsurance market with parties such as loca highly rated reinsurers (e.g. and “reinsure” certain credits). Whilst these Approved Credit Risk
Mitigant Facilities may not reduce loss given default on an underlying transaction, they will effectively reduce losses that 1ZP would have otherwise had to pay out
through its capital. Additionally, these facilities can be used effectively to decrease IZP's overall leverage as they reduce the overall par exposures within 1ZP's portfolio
of credit guarantees.

Market Risk |1ZP will have a very conservative policy with regards to investment of its funded capital. Unlike banks, a credit guarantor does not use its capital to make
illiquid loans to individuals or corporates etc. but rather invests its funds in highly liquid instruments. 1ZP will take minimal credit, pricing, market & liquidity risk and
can divest its investment portfolio at short notice due to its higher liquidity.

Liquidity And Funding Theinitial cash capital will be invested in liquid and safe avenues. I ZP does not primarily require cash to lend. Funding needs are being met from
investment returns and guarantee fees.

Capitalization 1ZP will be funded with PKR 4,125min equity capital from PIDG company InfraCo Asia Investments and Karandaaz Pekistan, provided by the United
Kingdom's Foreign, Commonwealth and Development Office (FCDO), and an initiadl matching Contingent Capital Facility (CCF) of PKR 4,125min from GuarantCo.
Should shareholders equity increase by way of fresh equity injection and/or earnings growth, the amount of the CCF available will increase on a matching basis upto a
maximum of PKR 8,250mlIn from GuarantCo. This facility is for atenor of 23 years.

Infra Zamin Pakistan Limited May-21
Rating Report www.PACRA.com
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Infra Zamin Pakistan Limited

BALANCE SHEET Year 1 | Year 2 | Year 3
Cash 3,975 4,093 4,364
Receiveables 328 1,173 2,120
Total Assets 4,303 5,266 6,484
Unearned Income 76 299 595
Financial Guarantee Fee Liability 252 874 1,525
Total Liabilities 328 1,173 2,120
Core Capital + Retained Earnings 4,082 3,975 4,093
Contingent Capital 4,125 4,125 4,125
Total Equity 3,975 4,093 4,364

INCOME STATEMENT Year 1 [ Year 2 [ Year 3
Total Income 322 542 865
Operating Income 101 246 516
Net Income (106) 117 302
EBITDA (102) 165 425

RATIO ANALYSIS Year 1 | Year 2 | Year 3
Leverage 0.4 1.6 3.0
Capital / Par 250.0% 63.9% 33.6%
EBITDA / Initial Core Capital -2.5% 4.1% 10.4%

Infra Zamin Pakistan Limited

May-21
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Scale — Credit Rating

Credit Rating

Credit rating reflects forward-looking opinion on credit worthiness of underlying entity or instrument; more specifically it covers relative ability to honor
financial obligations. The primary factor being captured on the rating scale is relative likelihood of default.

Long-term Rating Short-term Rating

Scale Definition Scale Definition
. . . . Lo . . Al+ The highest capacity for timely repayment.
AAA Highest credit quality. Lowest expectation of credit risk. Indicate exceptionally strong - -
capacity for timely payment of financial commitments Al A strong capacity for timely
repayment.
AA+ A satisfactory capacity for timely
AA Very high credit quality. Very low expectation of credit risk. Indicate very strong A2 repayment. This may be susceptible to
capacity for timely payment of financial commitments. This capacity is not significantly adverse changes in business,
vulnerable to foreseeable events. economic, or financial conditions.
AA- An adequate capacity for timely repayment.
A3 Such capacity is susceptible to adverse
At i i i i . . i changes in business, economic, or financial
High credit quality. Low expectation of credit risk. The capacity for timely payment of The capacity for timely repayment is more
A financial commitments is considered strong. This capacity may, nevertheless, be susceptible to adverse changes in business
A4 ’

vulnerable to changes in circumstances or in economic conditions. economic, or financial conditions. Liquidity

A- may not be sufficient.
BBB+ Short-term Rating
Good credit quality. Currently a low expectation of credit risk. The capacity for timely Al+ Al A2 A3 Ad

BBB payment of financial commitments is considered adequate, but adverse changes in AAA :
circumstances and in economic conditions are more likely to impair this capacity. AA+ :
BBB- AA i
BB+ ] o o ] ] o o AA- ! !
Moderate risk. Possibility of credit risk developing. There is a possibility of credit risk At : :
BB developing, particularly as a result of adverse economic or business changes over time; R - i i
however, business or financial alternatives may be available to allow financial = A i i
commitments to be met. = - - — - ! X
BB- sl BBB+ i i
B+ = BBB . E !
High credit risk. A limited margin of safety remains against credit risk. Financial E BBB- :
B commitments are currently being met; however, capacity for continued payment is éw BB+ i
contingent upon a sustained, favorable business and economic environment. g BB : :
B- O =1 i i
CccC . o . . . o B+ i
Very high credit risk. Substantial credit risk “CCC” Default is a real possibility. B |
Capacity for meeting financial commitments is solely reliant upon sustained, favorable 1
cc business or economic developments. “CC” Rating indicates that default of some kind C?.‘:C :
c appears probable. “C” Ratings signal imminent default. ce |
e e i
D Obligations are currently in default. *The correlation shown is indicative and, in certain

cases, may not hold.

Outlook (Stable, Positive,
Negative, Developing) Indicates
the potential and direction of a
rating over the intermediate term in
response to trends in economic
and/or fundamental
business/financial conditions. It is
not necessarily a precursor to a
rating change. ‘Stable’ outlook
means a rating is not likely to
change. ‘Positive’ means it may be
raised. ‘Negative’ means it may be
lowered. Where the trends have
conflicting elements, the outlook
may be described as ‘Developing’.

Rating Watch Alerts to the
possibility of a rating change
subsequent to, or, in
anticipation of some material
identifiable event with
indeterminable rating
implications. But it does not
mean that a rating change is
inevitable. A watch should be
resolved within foreseeable
future, but may continue if
underlying circumstances are
not settled. Rating watch may
accompany rating outlook of
the respective opinion.

Suspension It is not
possible to update an
opinion due to lack
of requisite
information. Opinion
should be resumed in
foreseeable future.
However, if this
does not happen
within six (6)
months, the rating
should be considered
withdrawn.

Withdrawn A rating is
withdrawn on a)
termination of rating
mandate, b) the debt
instrument is
redeemed, c) the rating
remains suspended for
six months, d) the
entity/issuer defaults.,
or/and e) PACRA finds
it impractical to surveill
the opinion due to lack
of requisite
information.

Harmonization A
change in rating due to
revision in applicable
methodology or
underlying scale.

Surveillance. Surveillance on a publicly disseminated rating opinion is carried out on an ongoing basis till it is formally suspended or withdrawn. A
comprehensive surveillance of rating opinion is carried out at least once every six months. However, a rating opinion may be reviewed in the
intervening period if it is necessitated by any material happening.

Note. This scale is applicable to the following methodology(s):

Entities

a) Broker Entity Rating
b) Corporate Rating

©)

Financial Institution Rating

Instruments

a) Basel 111 Compliant Debt Instrument Rating
b) Debt Instrument Rating

c) Sukuk Rating

d) Holding Company Rating

e) Independent Power Producer Rating
f) Microfinance Institution Rating

g) Non-Banking Finance Companies
(NBFCs) Rating

Disclaimer: PACRA has used due care in preparation of this document. Our information has been obtained from sources we consider to be
reliable but its accuracy or completeness is not guaranteed. PACRA shall owe no liability whatsoever to any loss or damage caused by or resulting
from any error in such information. Contents of PACRA documents may be used, with due care and in the right context, with credit to PACRA.
Our reports and ratings constitute opinions, not recommendations to buy or to sell.

The Pakistan Credit Rating Agency



Regulatory and Supplementary Disclosure
(Credit Rating Companies Regul ations,2016)

Rating Team Statements
(1) Rating isjust an opinion about the creditworthiness of the entity and does not constitute recommendation to buy, hold or sell any security of the
entity rated or to buy, hold or sell the security rated, as the case may be | Chapter I11; 14-3-(x)

2) Conflict of Interest

i. The Rating Team or any of their family members have no interest in thisrating | Chapter 111; 12-2-(j)

ii. PACRA, the anaystsinvolved in the rating process and members of its rating committee, and their family members, do not have any conflict of
interest relating to the rating done by them | Chapter 111; 12-2-(€) & (k)

iii. The analyst is not a substantial shareholder of the customer being rated by PACRA [Annexure F; d-(ii)] Explanation: for the purpose of above clause,
the term “family members’ shall include only those family members who are dependent on the analyst and members of the rating committee

Restrictions

(3) No director, officer or employee of PACRA communicates the information, acquired by him for use for rating purposes, to any other person except
where required under law to do so. | Chapter 111; 10-(5)

(4) PACRA does not disclose or discuss with outside parties or make improper use of the non-public information which has come to its knowledge
during business relationship with the customer | Chapter I11; 10-7-(d)

(5) PACRA does not make proposal's or recommendations regarding the activities of rated entities that could impact a credit rating of entity subject to
rating | Chapter I11; 10-7-(k)

Conduct of Business

(6) PACRA fulfillsits obligationsin afair, efficient, transparent and ethical manner and renders high standards of servicesin performing its functions
and obligations; | Chapter I11; 11-A-(a)

(7) PACRA uses due care in preparation of this Rating Report. Our information has been obtained from sources we consider to be reliable but its
accuracy or completeness is hot guaranteed. PACRA does not, in every instance, independently verifies or validates information received in the rating
process or in preparing this Rating Report.

(8) PACRA prohibits its employees and analysts from soliciting money, gifts or favors from anyone with whom PACRA conducts business | Chapter 111;
11-A-(q)

(9) PACRA ensures before commencement of the rating process that an analyst or employee has not had a recent employment or other significant
business or personal relationship with the rated entity that may cause or may be perceived as causing a conflict of interest; | Chapter I11; 11-A-(r)

(10) PACRA maintains principal of integrity in seeking rating business | Chapter 111; 11-A-(u)

(11) PACRA promptly investigates, in the event of a misconduct or a breach of the policies, procedures and controls, and takes appropriate steps to
rectify any weaknesses to prevent any recurrence along with suitable punitive action against the responsible employee(s) | Chapter 111; 11-B-(m)

Independence & Conflict of interest

(12) PACRA receives compensation from the entity being rated or any third party for the rating servicesiit offers. The receipt of this compensation has
no influence on PACRA s opinions or other analytical processes. In all instances, PACRA is committed to preserving the objectivity, integrity and
independence of its ratings. Our relationship is governed by two distinct mandates i) rating mandate - signed with the entity being rated or issuer of the
debt instrument, and fee mandate - signed with the payer, which can be different from the entity

(13) PACRA does not provide consultancy/advisory services or other servicesto any of its customers or to any of its customers’ associated companies
and associated undertakings that is being rated or has been rated by it during the preceding three years unless it has adequate mechanism in place
ensuring that provision of such services does not lead to a conflict of interest situation with itsrating activities; | Chapter 111; 12-2-(d)

(14) PACRA discloses that no shareholder directly or indirectly holding 10% or more of the share capital of PACRA also holds directly or indirectly
10% or more of the share capital of the entity which is subject to rating or the entity which issued the instrument subject to rating by PACRA; |
Reference Chapter 111; 12-2-(f)

(15) PACRA ensures that the rating assigned to an entity or instrument is not be affected by the existence of a business relationship between PACRA and
the entity or any other party, or the non-existence of such arelationship | Chapter I11; 12-2-(i)

(16) PACRA ensures that the analysts or any of their family members shall not buy or sell or engage in any transaction in any security which falsin the
analyst's area of primary analytical responsibility. This clause shall, however, not be applicable on investment in securities through collective
investment schemes. | Chapter 111; 12-2-(1)

(17) PACRA has established policies and procedure governing investments and trading in securities by its employees and for monitoring the same to
prevent insider trading, market manipulation or any other market abuse | Chapter 111; 11-B-(g)

Monitoring and review

(18) PACRA monitors al the outstanding ratings continuously and any potential change therein due to any event associated with the issuer, the security
arrangement, the industry etc., is disseminated to the market, immediately and in effective manner, after appropriate consultation with the entity/issuer; |
Chapter 111 | 18-(a)

(19) PACRA reviews dl the outstanding ratings on semi-annual basis or as and when required by any creditor or upon the occurrence of such an event
which reguiresto do so; | Chapter |11 | 18-(b)

(20) PACRA initiatesimmediate review of the outstanding rating upon becoming aware of any information that may reasonably be expected to result in
downgrading of the rating; | Chapter 111 | 18-(c)

(21) PACRA engages with the issuer and the debt securities trustee, to remain updated on all information pertaining to the rating of the entity/instrument;
| Chapter 111 | 18-(d)

Probability of Default

(22) PACRA s Rating Scale reflects the expectation of credit risk. The highest rating has the lowest relative likelihood of default (i.e, probability).
PACRA s transition studies capture the historical performance behavior of a specific rating notch. Transition behavior of the assigned rating can be
obtained from PACRA’s Transition Study available at our website. (www.pacra.com). However, actua transition of rating may not follow the pattern
observed in the past | Chapter 111 | 14-(f-VII)

Proprietary Information

(23) All information contained herein is considered proprietary by PACRA. Hence, none of the information in this document can be copied or, otherwise
reproduced, stored or disseminated in whole or in part in any form or by any means whatsoever by any person without PACRA’s prior written consent
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