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FFBL board has granted in principle approval for amalgamation ((ﬁ‘rogli e

CURITIES
- Fauji Fertilizer Bin Qasim (FFBL) board has granted in principle approval to evaluate and prepare a proposal for amalgamation of FFBL with and into Fauji Fertilizer Company
(FFC) by way of Scheme of Arrangement (SoA).

= For the background, both fertilizer companies are part of Fauji Foundation group and FFC currently holds 49.9% stake in FFBL. With this merger activity, FFBL business

operations will be merged into FFC and shareholders of the FFBL will get shares of FFC, in our view.

= To highlight, Fauji Group has been doing this activity of restructuring and consolidation for last few years wherein in the past, Askari Cement Limited (ACL) was merged into
Fauji Cement (FCCL).

- According to SECP regulations, fair value of shares shall be determined by averaging the fair value arrived at through any three of the suggested 4 methods, (1) Net Worth

Method (or break up value method), Market Value Method, Discounted Cash Flow, and Comparable Transaction Method.

- The valuation and subsequently swap ratio of the ACL and FCCL was determined by EY Ford Rhodes using average of the income approach (DCF), Cost Approach (Adjusted net
asset value) and Market Approach. This resulted into 5 shares of FCCL against 1 share of ACL.

= The SWAP ratio of FCCL and ACL was determined within 22 days of the board announcement, as per the timeline of the notices shared with exchange. However, overall

process took around 7 months as this transaction needed approval of competition commission and was required to be sanctioned by high court.

= In our view, FFBL and FFC amalgamation once approved by board and shareholders will be vetted by competition commission as this would be a horizontal merger (operating
in same industry) like ACL and FCCL.

= End Results of Surviving Entity: If all approvals are accorded, the surviving entity post this amalgamation would be FFC with combined market share of 52% in Urea based on
6M2024 sales data and 71% in DAP. The capacity-based market share of Urea would be 41%.

. Furthermore, the merged entity, if okayed by regulator/board, will hold 65% market share in Askari Bank (AKBL), 37.5% in Pakistan Maroc Phosphore, S.A. (PMP), and 82%
stake in Fauji Foods (FFL) amongst others.

= We have used 3 approaches (1) Market Approach (Forward P/E Multiples) and (2) Income approach (DCF), and (3) Breakup Value method (Book Value) to arrive at likely SWAP
ratio of this transaction. The probable range based on our calculation is ~3.2-3.6 shares of FFBL against 1 share of FFC. The average of these methods comes around 3.39. This

suggest long approach on FFBL to eliminate any arbitrage opportunity. However, the quantum of dividends announced by FFC may limit the arbitrage opportunity.
- Nonetheless, actual SWAP ratio will be determined by external/independent valuators and will simultaneously be approved by board.

- In the recent past, Dawood Hercules (DAWH) demerger into 2 legal entities “DH Corp” and “DH Partner” was a different case and shareholders of Engro will get shares 2.24

shares of DH Corp (against 1 share of Engro) to maintain proportionate shareholding in Engro Corp indirectly through DH Corp.
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SWAP ratio below 4 is favorable for FFBL investors ((ﬁ‘rogline
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If FFBL moves If FFC moves
SWAP FFC - FFBL - FFBL - FFC -
Ratio Current Rate Target Rate Current Rate Target Rate
2.8 167.6 59.9 41 114.9
3 167.6 55.9 41 123.1
3.2 167.6 524 41 131.3
3.4 167.6 49.4 41 139.5
3.6 167.6 46.6 41 147.7
3.8 167.6 44.1 41 155.9
4.0 167.6 41.9 41 164.1
4.2 167.6 39.9 41 172.3

Source: Topline Research

FFC SoTP

Rsmn % shareholding Valuation Remarks
Fertilizer Business 216,907 DCF
Fauji Cement 4.3% 2,393 Market Value
FFBL 49.9% 26,501 Market Value
Askari Bank 43.1% 17,290 Market Value
Thar Energy 30% 15,436 3.7x PE
FFL 18.45% 4,115 Market Value
PMP 12.50% 11,963 5.0x PE
Energy businesses 80-100% 39,146 3.7x PE
FFNF 100% 7,007 P/S 1.3x
Total Value 340,759

No of Shares 1,272

SoTP/Share 268

Source: Topline Research
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Market Approach of Valuation: Based on our back of the envelope working, Sum of The Parts
(SoTP) value of FFC is estimated at Rs253, with core fertilizer business valued at 61% of total,
and portfolio companies at 39%. While, SoTP value of the FFBL is estimated at Rs75/share with
core fertilizer business constituting 62% of the total value while rest is coming from portfolio
companies. In this approach, we have used market approach in valuing fertilizer business of
both companies with multiple of 6.2x, last 10 years forward multiple of fertilizer sector. This
translates into likely SWAP ratio of 3.36x, suggesting long approach FFBL.

Income Approach of Valuation: Similarly, if we value core fertilizer business using income
approach (DCF) for FFC, we arrive at SoTP value of Rs271/share with core fertilizer business
contributing 63%. Similarly, for FFBL using DCF for core fertilizer business, we arrive at SoTP
value of Rs74.5/share, suggesting SWAP ratio of 3.59x.

Breakup Value Method: FFC book value as of Mar 2024 is Rs121 and FFBL book value is Rs37,
this suggest SWAP ratio of 3.26 shares of FFBL against 1 share of FFC.

SWAP ratio below 4 is favorable for FFBL investors: We believe, SWAP ratio arrives below 4x, it
will be favourable for FFBL investors, while ratio above 4x will be favourable for FFC investors.

FFBL SoTP

Rsmn % shareholding Valuation Remarks
Fertilizer 59,274 DCF
PMP 25.00% 4,785 5x PE
AKBL 21.57% 8,645 Market Value
FFBL power 75.00% 10,906 3.7xPE
FFL 63.71% 12,697 Market Value
Total Value 96,307
No of Shares 1,291
SoTP/Share 75

Source: Topline Research
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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.10

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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