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Profitability rebounds in 1QCY26 on de-
mand recovery

e Food sector's profitability grew 15%YoY in 1QCY26 on higher sales amid improved
margins along with decline in finance costs.

e Sector’s gross margins expanded on improving demand, and easing finance cost on
lower interest rates supported bottom-line.

e FCEPL & NESTLE led the earnings recovery, with FCEPL posting growth on gross
margin expansion and a decline in finance cost.

e We maintain a positive outlook due to volumetric recovery in key segments amid
improved macros, improving operational efficiencies, and eased finance cost.

Profitability recovery led by demand: Pakistan’s listed food sector profitability increased
by 15%YoY to PkR17.0bn in 1QCY26 from PkR14.8bn in SPLY, mainly driven by i) higher
sales, ii) gross margin expansion, and iii) reduction in finance cost. Revenue increased by
5%YoY to PkR196.2bn in 1QCY26, compared to PkR186.9bn in SPLY, with major growth
led by Beverages (up 17%YoY), and Condiments & Culinary (up 16%YoY) segments. The
said growth in former was led by improved macroeconomic conditions and sales recovery
post GST implementation, whereas, growth in the latter was primarily supported by
better product-mix and improving purchasing power amid easing inflation.

Gross margins slightly higher on improving prices: Gross margins expanded by 152bps to
28.4% in 1QCY26, primarily led by higher prices amid demand recovery. Sector-wise, Con-
diments and Culinary witnessed the highest increase in its gross margins by 138bps to
40.3% in 1QCY26, mainly due to NATF’s sales growth amid high local demand. However,
the overall improvement was partially diluted by the margins attrition in Beverages seg-
ment by 183bps to 23.4% in 1QCY26 due to elevated input costs.

Other income & finance cost provides relief: Finance cost declined by 8%YoY to
PkR2.6bn vs PkR2.8bn in SPLY, mainly due to ease in policy rate, though partially offset
by a 9%YoY increase in sector debt to PkR91.0bn as of Mar'26. Moreover, other income
increased by 13%YoY, supported by 10%YoY increase in cash & ST investments, out-
weighing lower investment yields.

FCEPL & NESTLE lead earnings recovery: Out of the 17 companies under review, 11 re-
ported earnings growth in 1QCY26. FCEPL led the pack, posting a 71%YoY increase in
earnings to PkR1.9bn, primarily driven by higher sales, cost efficiencies, alongside a 65%
YoY lower finance cost due to decline in interest rate. Similarly, NESTLE recorded a 12%
YoY earnings increase, largely attributable to i) sales growth mainly on recovery post GST
implementation last year, ii) 46%YoY reduction in finance cost due to deleveraging, and
iii) higher other income supported by an increase in cash and short-term investments.
Segment-wise, Condiments & Culinary, and Dairy had the most profitability increase by
24%YoY/20%YoY led by improved consumer demand and better product mix.

Investment Perspective: The food sector is currently trading at a trailing P/E of 19.0x. We
maintain a positive outlook, supported by (i) volumetric recovery in key segments includ-
ing dairy, beverages, and condiments, (ii) improving operational efficiencies, and (iii) low-
er finance cost. We prefer NATF, FFL, and FCEPL in the sector, due to i) increasing de-
mand amid improving income levels, ii) supported gross margins given tilt towards value-
added segments, and iii) easing finance cost. However, prolonged Middle East conflict
could reduce purchasing power, which may limit sector demand. In addition, increasing
input prices amid commodity price volatility and supply chain disruptions also pose risks,
particularly for export-oriented companies.
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KSE100 vs. Food sector performance
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Company-wise multiples

TTM EV/Sales (x) P/E (x)
NESTLE 1.6 19.3
UPFL 3.8 26.2
ISIL 1.4 30.6
NATF 1.8 12.0
RMPL 1.1 13.4
FCEPL 0.8 23.0
FFL 1.4 40.4
MUREB 0.6 7.7
BBFL 1.0 10.3
PREMA 0.7 12.4
TOMCL 0.5 13.5
MFL 1.1 34.6
BNL 0.8 17.0
MFFL 1.3 25.3
QUICE 1.6 109.3
SHEZ 0.5 12.4
GIL 0.3 187.8
Sector 1.4 19.0

Source: PSX & AKD Research

AKD Securities Limited



AKD RESEARCH

Company-wise sales and profitability trend

Sales
1QCY26
(PkRmn)

Mkt cap

Change

Company YoY

(PkRmn) 1QCY26 Reasons

Revenue growth with stable gross margins, along with a major de-

1 NESTLE 345,372 54,020 7% 5,612 12% L
cline in finance cost.
) UPEL 167,325 13,192 26% 2108 26% Bot_h cgnsume_r and corr_)ora_t_e demand drove revenue expansion,
which in turn lifted profitability.
3 ISIL 126,761 26,884 -7% 1,008 -8%  Export sales decline and high input costs led to decline in earnings.
4 NATE 88,493 16,115 9% 2663 3% Revenue growth on the back of healthy demand, alongside other

income, drove increase in profitability.

Gross margin improved and lower finance cost, supported modest
5 RMPL 88,419 19,044 0% 2,033 4%  earnings growth, despite headwinds from Afghanistan trade closure
and weaker export demand.

Earnings recovery was primarily driven by improving sales and lower

6 FCEPL 79,649 28,722 10% 1,851 71% .

finance cost.
Higher distribution and lower other income outweighed the sales

7 FFL 45,259 8,543 8% 302 -10%
growth.

8  MUREB 25,561 7,368 20% 641 3% Sales. growth .SL.JppOFted by stronger local demand a.nd expansiqn in
the liquor division, was largely offset by gross margin compression.

9 BBEL 13,759 3,854 12% 356 8% .Proﬁtabl.llty was primarily driven by higher sales, alongside increase
in other income.

10 PREMA 7,545 3,225 15% 167 -15% High input costs outweighed the impact of increased sales.
Absence of exports to Afghanistan amid border closure along with

11 TOMCL 6,831 3,143 -3% 17 -86% lower exports to China, coupled with higher input cost, weighed on
profitability.

12 MEL 6,474 5 834 -30% 86 42% !mproved gross margins due to better product mix led to profitabil-
ity growth.

13 BNL 5,498 1,951 7% 57 5% nghe.r flour and. raw-material cost.s and a sharp rlse.: in fuel caused
margin contraction, but a tax credit drove bottom-line up.

14 MEEL 3674 921 28% 67 nm Gross ma.rgln contraction from higher input cos'Fs.comblned with
sharply higher opex on post-management-transition led to net loss.
Revenue grew due to Ramadan/Eid-led demand, and a rise in ex-

0, _BNY

15 Quice 2,675 422 a2 > e ports, but was outweighed by higher distribution expenses.

16 SHEZ 2302 2,400 8% 111 x Prc.>ﬁ.tab|I|ty recovers due to sales growth, led by improving demand
of juices.

17 GIL 578 559 519% 1 9x Dec.lme |n.tax§‘.uon outweighed the reduction in margins which aid-
ed in profitability.

Total 1,016,174 196,196 5% 16,951 15%

Source: PSX & AKD Research
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T@1 Food Sector Earnings Snapshot

(PkRmn) 1QCY26 1QCY25 YoY 4QCY25 QoQ
Revenue 196,196 186,921 5% 179,469 9%
Cost of Revenue 140,532 136,738 3% 136,850 3%
Gross Profit 55,663 50,183 11% 42,619 31%
Gross Margin 28.4% 26.8% - 23.7% -
Distribution Expense 21,454 18,569 16% 19,570 10%
Administrative Expense 5,359 5,354 0% 4,412 21%
Operating Profit 28,851 26,259 10% 18,637 55%
Other Income 1,906 1,691 13% 2,460 -22%
Other Expenses 2,271 2,211 3% 1,286 77%
Finance Cost 2,613 2,843 -8% 2,391 9%
Other gains/loss/adjustments 234 296 -21% 34 594%
Profit Before Taxation 26,108 23,192 13% 17,454 50%
Taxation 9,157 8,415 9% 6,113 50%
Profit After Taxation 16,951 14,777 15% 11,340 49%

1QCY25 -> 1QCY26 sector PAT bridge
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T@i Sales recovery & margins expansion drive profitability growth

Other income increased on higher cash & ST investments

...while finance cost declined along with lower policy rate
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...despite increase in total debt

Beverages lead the revenue growth
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Segment-wise Revenue (PkRbn)

Dairy Beverages Confectionery Condiments  Poultry and Grains
and culinary Meat processing

m1QCY24 m1QCY25 m1QCY26

...with Condiments & culinary segment led margin expansion

....leading to witness most growth in profitability

Segment-wise gross margins
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T©1 Cost relief and sales recovery drive food sector profitability

FCEPL & Nestle top sector earnings contribution
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Dairy companies growth in gross margins outpaces the 4-year avg.

MFFL’s avg. annual revenue growth rate outpaces the sector

YoYchange 1QCY23  1QCY24 1QCY25 1QCY26  CAGR
NESTLE 31% 10% 7% 7% 8%
;J;:t UPFL 63% -18% 20% 26% 4%
NESTLE RMPL 41% -1% 9% 0% 1%
SHEZ 62% 21% -5% 10% 11%
BNL 18% 30% 14% 9% 33%
Q“L/'“F; 0% 8% 42% 8% 38%
RMPL 26% 7% 16% 20% 23%
MUREB 25% 21% 23% 8% 20%
Fg;zt 99% -14% 4% 15% 1%
1SIL 8% 14% -30% 48%
PREMA 38% 105% -3% -3% 3%
,\:i 25% 19% 1% 7% 32%
TOMCL 0% 0% 0% 12% 8%
Gl o 52% 9% 15% 7% 24%
0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 5% 4% 4% 28% 49%
1QCY26  W4-year Avg (%) 124% -15% 3% 25% -53%
54% -12% -22% 51% 8%

NATF & MUREB remain attractive on P/E basis

...while MUREB & BBFL stand well-positioned in terms of P/B
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Disclosure Section

Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument
and is for the personal information of the recipient containing general information only. AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any
action based upon it. This report is not intended to provide personal investment advice nor does it provide individually tailored investment advice. This report does
not take into account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific person. Investors should
seek financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this
report and should understand that statements regarding future prospects may not be realized. AKDS recommends that investors independently evaluate particular
investments and strategies and it encourages investors to seek the advice of a financial advisor.

The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives. The securities or strategies dis-
cussed in this report may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them.

Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable, comprehensive information, but we make
no representation that it is accurate or complete. Facts and views presented in this report have not been reviewed by and may not reflect information known to
professionals in other business areas of AKDS including investment banking personnel. AKDS has established information barriers between certain business groups
maintaining complete independence of this research report.

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent
of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research analysts have any authority whatsoever to make any representation or war-
ranty on behalf of the issuer(s). AKDS Research Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for
review by an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.

We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with all prevailing Pakistani legislations.
However, no liability can be accepted for any errors or omissions, or for any loss resulting from the use of the information provided as any data and research mate-
rial provided ahead of an investment decision are for information purposes only. We shall not be liable for any errors in the provision of this information, or for any
actions taken in reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time and without no-
tice. No liability is accepted for such changes.

Stock Ratings

Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain information carrying the analyst's
view and investors should carefully read the entire research report and not infer its contents from the rating ascribed by the analyst. In any case, ratings or research
should not be used or relied upon as investment advice. An investor's decision to buy, sell or hold a stock should depend on individual circumstances and other
considerations. AKDS uses a three tier rating system: i) Buy, ii) Neutral and iii) Sell with total returns (capital upside + dividend yield) benchmarked against the ex-
pected one year forward floating (variable) risk free rate (10yr PIB) plus risk premium.

Valuation Methodology

To arrive at our period end target prices, AKDS uses different New Rating Definitions

valuation techniques including: BUY > 15% expected total return

(] Discounted Cash Flow (DCF, DDM) NEUTRAL > 0% to < 15% expected total return
° Relative Valuation (P/E, P/B, P/S etc.) SELL < 0% expected total return

(] Equity & Asset return based methodologies (EVA, Residual Income etc.)

Analyst Certification of Independence

The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they have not re-
ceived and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.

The research analysts, strategists or research associates principally having received compensation responsible for the preparation of this AKDS research report
based upon various factors including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

Disclosure of Interest Area

AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective of the fact that AKD Securities Limited
may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of,
any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in
relation to the investment concerned or a related investment.

Regional Disclosures (Outside Pakistan)

The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or regulation or which would subject AKDS or its affiliates to any registration or licensing requirements within such
jurisdiction or country.

Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS. No rights of any kind are licensed
or assigned or shall otherwise pass to persons accessing this information. You may print copies of the report or information contained within herein for your own
private non-commercial use only, provided that you do not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, trans-
mitting, distributing or displaying of material in this report (by any means and in whole or in part) is prohibited.

For the United States

Compliance Notice.

This research report prepared by AKD Securities Limited is distributed in the United States to Major US Institutional Investors (as defined in Rule 15a-6 under the
Securities Exchange Act of 1934, as amended) only by Decker & Co, LLC, a broker-dealer registered in the US (registered under Section 15 of Securities Exchange Act
of 1934, as amended). All responsibility for the distribution of this report by Decker & Co, LLC in the US shall be borne by Decker & Co, LLC. All resulting transactions
by a US person or entity should be effected through a registered broker-dealer in the US. This report is not directed at you if AKD Securities Limited or Decker & Co,
LLC is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that
Decker & Co, LLC and AKD Securities Limited are permitted to provide research material concerning investment to you under relevant applicable legislations and
regulations.
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