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Foundation Alert
FFBL: Analyst Briefing Key Takeaways

Event

= Fauji Fertilizer Bin Qasim Limited (FFBL PA) held its analyst briefing session today to discuss the
financial/operational performance of 9MCY22 and future outlook of the company. Following are the key
takeaways of the briefing.

Impact

= On consolidated basis, Fauji Fertilizer Bin Qasim Limited (FFBL PA) profitability clocked in at Rs3.5bn (EPS
Rs2.68) in 9MCY22 as compared to profit of Rs5.7bn (EPS Rs4.40) in 9MCY21.

= Management attributes decline in company’s profitability to (1) imposition of super tax in FY23 budget, (2)
increase in finance cost due to higher interest rates and (3) higher exchange loss on translation of foreign
currency denominated debt due to rupee depreciation.

= FFBL management has shared that industry UREA/DAP offtake clocked in at 4.77/.71mn tons in 9MCY22 as
compared to 4.66/1.21mn ton in 9MCY21. Decline in DAP offtake is attributable to use of other fertilizers by the
farmers to meet the phosphate requirement of land given higher prices of DAP.

= Moreover, FFBL UREA/DAP offtake declined 26/4% YoY to 367/381K ton in 9MCY22. FFBL UREA/DAP
production increased by 1/19% YoY to 387/673K tons in 9MCY22 due to better natural gas supplies and delayed
annual maintenance turnaround. In 9MCY22, FFBL UREA/DAP market share clocked in at 54/8%.

= FFBL management has attributed decline in margins to (1) 152% YoY increase in phosphoric acid cost, (2) 148%
YoY increase in utilities cost and (3) increase in other overheads due to higher inflation.

= While discussing impact of super tax and rupee depreciation company management disclosed that FFBL
profitability declined by Rs2.7/4.8bn in 9MCY22 due to super tax and rupee depreciation.

= Furthermore, current imported DAP CFR Pakistan prices are in the range between $900-1000/ton while
phosphoric acid prices are expected to settle at $1,200/ton in 4QCY22.

= Management also discussed current developments in Fauji Foods Limited (FFL PA) and shared that FFL is in the
process of generating Rs11bn in equity from its sponsors that would allow company to reduce its debt.

= Management expects industry Urea sales of 6.6mn tons for this year while DAP offtakes are expected to clock
in at ~¥1.5mn tons in CY22.

Outlook

= We have an “Outperform” stance on the scrip as improvement in core business would unleash potential of
diversification drive. We expect international DAP margins to remain on the higher side going forward given
reduced production and restricted exports by Chinese manufacturers. Furthermore, India’s DAP imports are
also expected to increase due to lower domestic production amid higher phosphoric acid prices.

= Furthermore, we expect FFBL to benefit from (1) pricing power in DAP market given higher landed cost for
importers and constrained supply internationally, (2) higher Urea production due to restoration of gas supplies
as per quota to meet the shortfall, (3) improved cash flows due to higher payouts from power ventures and
PMP and (4) decline in loss contribution of food businesses due to capital restructuring.

= Moreover, payment of GIDC in installments along with likely adjustment of payable amount against Sales tax
and subsidy receivables would ease cash flow concerns of FFBL. Furthermore, better pricing for wheat,
sugarcane and maize crop would also provide additional support to farmer’s liquidity position.
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Fig 1: FFBL 3QCY22 Key Financial Highlights (Rs mn)

3QCY22 3QCY21 YoY QoQ 9MCY22 9IMCY21 YoY
Net sales 28,514 43,030 -34% -45% 108,824 81,637 33%
COGS 22,271 32,731 -32% -45% 84,766 61,714 37%
Gross profit 6,243 10,299 -39% -43% 24,058 19,923 21%
S&A expense 1,957 2,426 -19% -17% 6,957 6,375 9%
Financial charges 2,194 1,155 90% 27% 5,324 3,691 44%
Other operating expenses 4,484 3,022 48% 31% 8,995 5,928 52%
Other operating Income 1,942 2,209 -12% -9% 6,833 4,908 39%
PBT (449) 5,904 na -108% 9,615 8,837 9%
Tax 6 1,822 -100%  -100% 5,987 2,877 108%
PAT (455) 4,082 na -152% 3,628 5,960 -39%
Owners of the parent company (598) 4,022 -115%  -169% 3,457 5,679 -39%
Non-controlling interest 142 59 172 282
EPS (0.46) 3.11 2.68 4.40
GP Margin 21.9% 23.9% 22.1% 24.4%
NP Margin -1.6% 9.5% 3.3% 7.3%
Effective tax rate -1.4% 30.9% 62.3% 32.6%

Source: Company Accounts, Foundation Securities, November 2022
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implied is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for
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Recommendations definitions

If

Expected return >+10% Outperform.
Expected return from -10% to +10% Neutral.
Expected return <-10% Underperform.
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