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Switching Strategy

BUY FFC; SELL EFERT

= FFCis far more attractively valued than EFERT

— Our Dec-22 PT for FFC is PKR 140. FFC provides an upside of 15.6% along with a dividend
yield of 13%, taking total expected return to 28.6%.

— Our Dec-22 PT for EFERT is PKR 85. EFERT offers a downside of 10.0% at current levels, with
an expected dividend yield of 14.9%, taking total expected return to 4.9%.

= 1QCY22 results expectation

— FFCis expected to post EPS of PKR 4.71 (up 3.1% YoY) during 1QCY21, while DPS is expected
at PKR 3.75.

— EFERT’s EPS is likely to clock in at PKR 3.94 (down 8.4% YoY). We expect EFERT to announce
DPS of PKR 3.5 in 1QCY22.

= EFERT has a downside risk from GIDC on concessional gas.

— On Nov 02, 2020, the Honorable Supreme Court of Pakistan (SCP) gave its verdict in
favor of the Government of Pakistan to receive GIDC from fertilizer companies in 48
monthly installment. The decision implied that fertilizer companies getting
concessionary gas will also be required to pay GIDC. Subsequently, EFERT received an
invoice from SNGPL on concessionary gas supplied under fixed price gas sale and
purchase agreement on feed stock gas supplied to its new plant. On December 17,
2020, EFERT along with another industry player filed a review and taken a stay.

— If EFERT is forced to pay GIDC on concessional gas, EPS impact would be a negative
PKR 27.7/share. Assuming 48 monthly installments, EFERT will have to cut dividend to
PKR 5.0/share annually.
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EFERT | Price: 94 Target: 85 Downside: 10.0%

EFERT | CY19A CY20A CY21A CY22F CY23F CY24F

12.63 13.58 15.80 17.26 17.65 17.36

DPS 13.00  13.00 1650  14.00  14.00  14.00
PER 7.4 6.9 5.9 5.4 53 5.4
YDiI;/II:end 15.0%  15.0%  19.0%  14.9%  14.9%  14.9%
P/B 2.9 2.7 2.7 24 2.2 21
ROE 39.0%  38.8%  44.8%  44.8%  41.9%  38.1%
FFC | Price: 121 Target: 140 Upside: 15.6%
- CY19A | cv20A | cv21A | cv22r | cv23F | cyaar
13.4 16.4 17.2 19.3 20.1 20.9
DPS 10.8 11.2 14.5 15.5 16.0 16.8
PER 9.0 7.4 71 6.3 6.0 5.8
$i';’|'je”d 8.9% 92%  11.9%  12.8%  13.2%  13.8%
P/B 43 3.6 3.2 3.0 2.7 25

ROE 48.1% 48.9% 46.1% 46.9% 44.5% 42.3%



Switching Strategy

BUY FFC; SELL EFERT

= FFCis more cash rich than EFERT

— FFC’s net cash and cash equivalents (net of short-term debt and GIDC payable)
improved to a negative PKR 1.7bn as of Dec-21 compared to negative PKR 9.6bn in
Dec-16.

— EFERT’s cash and cash equivalents (net of short-term debt and GIDC payable) fell to
negative PKR 5.8bn as of Dec-21 compared to negative PKR 2.6bn in Dec-16.

— This indicates that EFERT has been paying higher dividends recently by lowering its
net cash position whereas FFC has been strengthening its cash position. As such FFC’s
payouts have higher likelihood of sustaining in the future, versus EFERT.

= Current margins are at a 7-year high, which means an increased downside risk

— CY22 gross margins for FFC and EFERT are expected at 35.4% and 33.4%
respectively, highest since 2015. While margins are likely to remain strong in the
near term, given high international urea and commodities prices, there may not
be much further upside in margins or volumes. Hence earnings growth from
fertilizer business will likely remain timid.

= FFC has a much stronger dividend growth potential

— While EFERT is a pure fertilizer play with limited growth potential, FFC has a
strong investment portfolio comprising FFBL, Wind Power, Thar Energy, PMP
and Askari Bank. Wind Power, PMP, Askari Bank and FFBL are already
contributing to dividends whereas dividends from Thar Energy will likely
commence in CY23.
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EFERT CY16A | CY17A | CY18A | CY19A | CY20A | CY21A

Cash & Cash

el 1,124 9,984 8469 8925 30374 16,504

Less:StDebt 3919 5264 1,010 1,986 425 4,118

Less: GIDC

eyt 1,783 7,001 12,576 18,944 17,437 18,180

Net Cash &

CashiEq (2,568) (2,281) (5117) (12,004) 12,512  (5,793)
CY16A | CY17A | CY18A | CY19A | CY20A | CY21A

Cash & Cash

Equivalents ~ 16670 32,505 58404 53735 83,056 96,386

Less:StDebt 53977 11,539 28526 21,803 25258 38,954

Less: GIDC

ER 4,052 22,944 42,083 61,064 56,717 59,158

Net Cash &

Cash Eq (9,559) (1,888) (12,206) (29,131) 1,081  (1,727)



Switching Strategy

BUY FFC; SELL EFERT

= FFC has underperformed EFERT during the last 12 months, but future may be
different

— During the last 12 months, FFC’s share price has risen by 12.6%, much lower
than EFERT’s 47.9%. Additionally, FFC’s dividend return at 12.1% is also lower

than EFERT’s 17.5%. However, we believe that FFC will substantially outperform
EFERT going forward.

= Sharia Compliance

— FFC cash reserves earmarked for payment of its GIDC liability in short term
Treasury bills and earns interest on it. We believe, once payment of GIDC
commences, contribution from interest income will also decline which will pave

the way for the company to become shariah complaint. We have assumed GIDC
payment from CY23 onwards.
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BUY FFC; SELL EFERT

EFERT CY19A CY20A CY21A CY22F CY23F CY24F

Income Statement (PKR mn)
Net sales

Gross Profit

SG &A

Depreciation

Other income

Finance cost

Profit after tax

Balance Sheet
Non-Current Assets
Current assets

Total Assets
Non-Current liabilities
Current liabilities

Total Liabilities

Equity

Total Equity & liabilities
Cashflow Statement
Net Income

Non cash Charges
Operating Cash flows
FCFF

Net borrowings

FCFE

Net change in cash
Cash & Cash equivalents

121,355
39,540
9,985
5,677
4,352
3,887
16,871

71,159
55,888
127,047
34,632
49,135
83,767
43,279
127,047

16,871
5,677
21,786
20,782
1,182
19,571
2,684
8,925

105,846
34,255
10,365

5,343
1,667
3,236
18,134

70,981
60,733
131,713
35,975
49,007
84,983
46,731
131,713

18,134
5,343
33,043
30,645
8,242
36,132
198
30,374

132,363
44,074
10,430

3,029
1,790
1,602
21,093

78,394
54,425
132,818
30,924
54,808
85,732
47,087
132,818

21,093
3,029
18,192
8,997
-999
6,867
-2,345
16,504

141,029
47,123
10,710

3,225

1,589

2,339
23,058

81,226
53,782
135,008
22,018
61,540
83,558
51,451
135,008

23,058
3,225
22,291
17,920
74
16,185
-519
13,984

130,570

48,268
10,870
3,346
1,610
2,685
23,573

84,166
46,676

130,842

14,592
59,921
74,513
56,330

130,842

23,573
3,346
24,602
20,247
-3,642
14,699
-21
9,984

136,735
48,520

11,123
3,471
1,099
2,959

23,182

85,642
44,241

129,883

13,396
55,669
69,066
60,818

129,883

23,182
3,471
25,912
23,090
-5,606
15,383
-66
6,672

Net sales

Gross Profit

SG&A

Depreciation

Other income
Finance cost

Profit after tax
Balance Sheet
Non-Current Assets
Current assets

Total Assets
Non-Current liabilities
Current liabilities
Total Liabilities
Equity

Total Equity & liabilities
Cashflow Statement
Net Income

Non cash Charges
Operating Cash flows
FCFF

Net borrowings

FCFE

Net change in cash
Closing cash

105,783

30,737
8,288
2,286
7,191
2,477
17,110

56,089
97,301
153,390
10,947
106,876
117,823
35,567
153,390

17,110
2,286
28,670
29,844
-11,256
16,804
3,818
83,056

97,655
31,583
7,848
2,310
6,429
1,874
20,819

61,047
111,902
172,949
48,742
81,671
130,413
42,536
172,949

20,819
2,310
9,621

-29,443

40,070
9,309
5,695

96,386
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Income Statement (PKR mn)

108,651
38,879
8,409
2,435
7,919
2,292
21,896

74,737
126,270
201,007
41,323
112,169
153,492
47,514
201,007

21,896
2,435
37,332
10,667
7,941
16,954
1,153
98,497

127,371
45,050
9,094
2,354
8,181
3,636
24,539

74,993
132,603
207,596
22,834
132,427
155,261
52,335
207,596

24,539
2,354
37,918
35,682
-13,174
19,927
1,190
79,532

116,607
43,459
9,371
2,269
11,867
3,525
25,615

74,423
113,655
188,078
10,486
119,999
130,485
57,594
188,078

25,615
2,269
27,025
47,387
-24,073
20,811
1,397
65,917
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121,005
44,480
9,628
2,219
11,733
2,344
26,548

73,856
103,248
177,104

5,561
108,710
114,271

62,832

177,104

26,548
2,219
16,325
30,465
-7,123
21,677
1,852
55,380



Alpha
2 Capital

REN # REP-004 REN # REP-400R

This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alpha Capital (Pvt) Limited, hereinafter referred jointly as “JV” 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, the JV and/or any of their 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 professionals 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 the JV 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 the JV’s Research Department and do not necessarily reflect those of the JV
or its directors. Akseer Research and Alpha Capital as firms may have business relationships, including investment--banking relationships, with the companies referred to in this report. The JV or any of their officers,
directors, principals, employees, associates, close relatives may act as a market maker in the securities of the companies mentioned in this report, may have a financial interest in the securities of these companies to an
amount exceeding 1% of the value of the securities of these companies, may serve or may have served in the past as a director or officer of these companies, may have received compensation from these companies for
corporate advisory services, brokerage services or underwriting services or may expect to receive or intend to seek compensation from these companies for the aforesaid services, may have managed or co-managed a
public offering, take-over, buyback, delisting offer of securities or various other functions for the companies mentioned in this report.

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

AKSEER

RESEARCH

Disclosures and Disclaimer

Valuation Methodology
To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation methodology, and 3). Asset-based valuation methodology.

Ratings Criteria
JV employs a 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 Greater than or equal to +15%
Hold Between -5% and +15%

Sell Less than or equal to -5%

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a combination of these factors.

Research Dissemination Policy
The JV endeavours 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.

Analyst Certification

The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member of the JV’s Equity Research Team. The analyst certifies that (1) the views
expressed in this report accurately reflect his/her personal views 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.

Contact Details

Akseer Research (Pvt) Limited Alpha Capital (Pvt) Limited

1st Floor, Shaheen Chambers, KCHS block 7 & 8, off. Shahrah-e-Faisal 3rd Floor, Shaheen Chambers, A-4 Central Commercial Area, KCH Society, Block 7 & 8, Near Virtual
T: +92-21-34320359-60 University, Karachi

E: info@akseerresearch.com T:+92-21-38694242

E: info@alfaadhi.pk




