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Global Overview

* Globally, Holding Company structures are well accepted and growing, especially in
the developed economies. The concept of establishing Holding Companies to
form corporate groups is increasing because of the many benefits that the

structure offers. A few of them are mentioned in the adjacent diagram. Protects

Asset
* In USA, a Holding Company is defined as the parent business entity, usually a

Corporation or LLC, that does not manufacture anything, sell any products or
services, or conduct any other business operations. Its purpose, as the name Reduces Risk
implies, is to hold the controlling stock or membership interests in other

companies in order to form corporate groups. Benefits of

* Aclassic example of a Holding Company is the Alphabet Inc. - An American HOId'n_g
multinational Conglomerate), that was created through restructuring of Google in Companies -
October 2015, and became the parent company of Google and several former T FleXIbtlrl:ty |3
e growth an
Google subsidiaries. — o ane

* Another example is the Berkshire Hathaway Inc. — An American multinational
conglomerate). The company wholly owns a wide variety of big businesses, and Diversification
also owns significant minority holdings in public companies such as The Coca-Cola
Company, Bank of America, and Apple.

Source: PACRA database, Companies Act, 2017, USA Investor Relations, Company Websites
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Local Overview

As per the Companies Act 2017, a holding Company is defined as “a company which is another company’s holding company if, but only if, that other
company is its subsidiary” while a subsidiary is defined as “a company in which the Holding Company controls the composition of the Board or
exercises or controls more than one-half of its voting securities either by itself or together with one or more of its subsidiary companies”.

A holding company is also sometimes called an "umbrella" or parent company.

PACRA’s definition of Holding Companies (also referred to as HoldCos) is broader and encompasses a greater range of entities, as compared to the
definition of HoldCos laid out in the Companies Act, 2017.

PACRA defines HoldCos as entities which are primarily involved in holding controlling and/or non-controlling stakes (equity participation) in other
companies for the purpose of generating capital gains and/or dividend income. These stakes may be in group companies or outside the group. For
the purpose of sector classification, PACRA takes into account only those HoldCos whose primary business is investment in equity and debt
instruments, mainly of group companies. Such HoldCos that have operations of their own are classified in the respective sectors to which their
operations pertain.

As per SECP Group Companies Registration Regulations’08: “Group” means a holding company and its subsidiaries registered with the Commission”
(i.e., SECP).

Investment Types
HoldCos can make investments in Equity, Debt or Other Instruments.

Equity investments are funds invested in a company by purchasing shares of that company. These could be listed or unlisted.

Debt investments are fixed return investments in which an investor lends money to a firm or project sponsor with the expectation that the
borrower will pay back the investment with interest.

Other Investments refer to all investments not classified in equity and debt instruments.

Source: PACRA database, Companies Act, 2017 2
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Investment Strategies

* Broadly speaking, HoldCos can be classified into two categories based on their underlying structure, investment holding companies and operational

holding companies.

Following are the various types of investment portfolios of HoldCos.

Core

The entities where the HoldCo has
operational control and are essentially
a part of the HoldCo or treated as a
wholly owned subsidiary. Financial
stress for core entities will have a
significant effect on the HoldCo’s credit
profile. It is very unlikely that the
HoldCo would decide to divest

Strategic

The entities where the HoldCo has
operational control and are essentially
a part of the HoldCo or treated as a
wholly owned subsidiary. Financial
stress for core entities will have a
significant effect on the HoldCo’s credit
profile. It is very unlikely that the
HoldCo would decide to divest

Trading

These comprise listed equity stakes
held in other companies classified as
‘Available for Sale’ and/or ‘Held for
Trading’. These investments are least
integrated and are held primarily with
the intention of deriving trading
income. The key risks involved here are
liguidity and market risks.

Operational segment

These are treated as core business.
These are embedded in the legal
structure of the entity, offering full
ownership with complete operational
control. Major resource allocation is
involved in operations and their
management. Financial stress on
operations can create a significant drag
on the overall credit profile.

Source: PACRA database

3



Holding Companies

Snapshot

e Market size: Unlike other Corporates, the size of the HoldCos is gauged by their
Investment books, primarily because their mainstream business is managing
investment portfolio and earning returns on these investments. Such HoldCos (rated
by PACRA) are 11 in number and have a total investment book of PKR~¥354blnasat ~ Number of Players
End-Mar’22 (PKR~363bln as at End-Dec’21). A large portion of investments is
dominated by equity stakes (~70%) which are classified into core, strategic and Total Asset Size (PKR bln) 356 380 387*
trading categories according to their nature. Around ~3% of the Investment book
pertained to debt as at End-Dec’21 (CY20:18%) while around ~27% belonged to

other investments (CY20:~19%). Investment Breakup (PKR bin)

e Interms of total assets, the market size stood at PKR~387bln as at End-Mar’22 Total Investments 336 363 354*
(CY20: PKR~380bln). As an asset protection strategy, a parent corporation might
structure itself as a HoldCo, while creating subsidiaries for each of its business lines.  Equity Investments 212 255 256*
* Players: HoldCos generally have diverse investment portfolios depending upon their  QOthers 123 108 gg*
investment policy and are protected from losses accrued by subsidiaries. Many
Hol.dC.os P_ma_ve S|gn!f|cant investments in tradable short-term securities which fosters Sector Growth 59 79 2%
their liquidity profile.
. . . . . Sector Structure Oligopoly
* Recently, trend is increasing towards investment HoldCos as major business houses
in Pakistan have established their investment Holding Companies, including Engro,
Packages, DH Corp, TPL etc. Regulator SECP

*Based on PACRA Rated clients Source: PACRA Database 4
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Investment Portfolio

Breakup of Investments | PKR (bin) Growth in Investment
400 400 60%
363 354
350 336 350 40%
308
97
300 65 300 20%
57
250 250 0% e
200 200 -20%
150 150 -40%
255 256
100 212 100 -60%
178
50 50 -80%
- - -100%
cv19 CY20 cv21 3MCY22 CY20 cy21 3MCY22
m Equity (LHS Debt (LHS mmm Others (LHS =—@=—Total (RHS =@ Equity Debt e=@==Others
ity (LHS) bt (LHS) hers (LHS) I (RHS) i b h

* Total Investments of the sector stood at PKR~354bln as at End-Mar’22 (End-Dec’21:PKR~363bln). Equity investments continued to grow at~20%
recording at PKR~255bln as at End-Dec’21 (End-Dec’20: PKR~212bln) while debt investments declined by ~81% clocking in at PKR~11bln (End-
Dec’20: PKR~59bln). Other Investments, which make up a small portion of the Investment portfolio, grew by ~51% as at End-Dec’21 to
PKR~97bln (End-Dec’20: PKR~64bln).

Source: PACRA Database 5
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Investments | Equity & Debt

Break-up of Equity Investment | PKR (bin) Break-up of Debt Investments | PKR (bin)
300 300 80 73 80
225 252 70 70
250 250 59
60 60
200 200
50 50
150 150 40 40
30 30
100 199 199 100
161
20 1 14 20
50 50 =0
10 20 10
CY19 CY20 CY21 3MCY22 CY19 CY20 Cy21 3MCY22
I Subsideries Associates I Joint Ventures — ==@==Total Equity Investment s Governement Securites Other Debt Investments ==@==Total Debt Investments
* Total equity Investments stood at PKR~255bln as at End-Dec’21 (End-Dec’20: PKR~212bln). Most of the HoldCos have strategic investments in subsidiaries
(~78%) in which they have controlling interests and decision-making powers. Only ~18% of equity investments are in associates and ~4% are in joint
ventures.
* HoldCos’ debt Investment portfolio clocked in at PKR~11bln as at End-Dec’21 (End-Dec’20: PKR~59bln) which constitutes~34% Government Securities
and ~66% other debt Investments.
Source: PACRA Database 6
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Investment — Company Wise

otal Investments CY19 CY20 cY21 3MCY22 Company Wise Investment Share | CY21

PKR bin 308 336 363 355

Engro Corporation Limited 29% 27% 27% 27% oo 1% 0%

Hub Power Holdings Limited 11% 18% 19% 19% 3%

Packages Limited 16% 14% 13% 14% 4%

Dawood Hercules Corporation Limited 13% 11% 10% 11% 8% 2%

Jahangir Siddiqui & Co Limited 9% 10% 9% 9%

Mega Conglomorate (pvt) Limited 10% 8% 8% 8% \

IGI holdings Limited 5% 5% 4% 5% 9%

TPL Corp Limited 2% 2% 3% 3%

Fazal Holdings (pvt) Limited 4% 3% 5% 3%

Ghani Global Holdings Limited 1% 1% 1% 1% 10%

Energy Infrastructure holding (pvt) Limited 1% 1% 0% 0% 19%
* Interms of market share in investments, ECorp has the highest share in the sector 13%

recording at ~27% of the investment book as at End-Dec’21 (End-Dec’20: ~27%). It = Engro Corporation Limited = Hub Power Holdings Limited

is followed by Hub Power Holdings (~19% as at End-Dec’21 and ~18% in End- = Packages Limited = Dawood Hercules Corporation Limited

Dec’20). = Jahangir Siddiqui & Co Limited = Mega Conglomorate (pvt) Limited
* The size of the investment book of a HoldCo is a depiction of the size of the = IGI holdings Limited TPL Corp Limited

business conglomerate itself, since the Sector’s investments are largely deployed Fazal Holdings (pvt) Limited Ghani Global Holdings Limited

in subsidiaries. ECorp has a diversified equity portfolio in fertilizers, chemicals, Energy Infrastructure holding (pvt) Limited

polymers and other prominent sectors.
Source: PACRA Database 7
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Total Assets - Company Wise

Asset Size Company Wise CY19 CY20 CY21 3MCY22
PKR bin 340 356 380 387 Company Wise Assets | CY21
Engro Corporation Limited 28% 27% 27% 28% 1%
., 3% 1%
IGI holdings Limited 5% 5% 4% 4% 4%
Dawood Hercules Corporation Limited 12% 11% 10% 10%
27%
Packages Limited 20% 15% 14% 14% 7%
Hub Power Holdings Limited 10% 18% 19% 18%
Jahangir Siddiqui & Co Limited 9% 10% 9% 9%
TPL Corp Limited 2% 2% 3% 3% 9%
Fazal Holdings (pvt) Limited 3% 3% 1% 1%
Mega Conglomorate (pvt) Limited 9% 8% 7% 7%
Energy Infrastructure holding (pvt) Limited 1% 1% 1% 1%
Ghani Global Holdings Limited 1% 1% 1% 1%
14%
e Total assets of the Sector stood at PKR~387bln as at End-Mar’22 (End- c — b Sddiau & Co Limited
. . . m Engro Corporation Limite m Jahangir Siddiqui o Limite
Dec’21: PKR~380bln). This reflects that a major portion of the Sector’s o o
. L. . = Dawood Hercules Corporation Limited m Packages Limited
assets is deployed in its investments, with a small share of other - -
. ~28% of the Sector’ t< bel to EC +h = Mega Conglomorate (pvt) Limited = TPL Corp Limited
operating assets. Almost ~28% o e Sector s assets pelong to cLorp wi = 1GI holdings Limited Hub Power Holdings Limited
e 1 . . ~1 00 (N~ A0
Jahanglr SIdquUI & Co Limited bemg the next at 18/" while ~ 14% Fazal Holdings (pvt) Limited Energy Infrastructure holding (pvt) Limited
belong to Dawood Hercules Corporation Limited. Ghani Global Holdings Limited

Source: PACRA Database 8
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Business Risk | Investment Diversification

e The business risk of HoldCos is correlated to the performance of Investment Diversification | CY21
their investments. The performance of investments can be
evaluated in a number of ways, however, the key two factors

used to determine the investment quality (covered in this report)

are ‘diversification’ and ‘portfolio assessment’. 25%
e Measuring diversification of the Investments helps in evaluating

the level of concentration the HoldCo possesses in a particular as%

sector. The higher the diversification, the lower the risk and vice

versa.

7%

e Considering the Portfolios of top 5 listed players of the Sector

(which account for ~75% of the Sector’s investments), the

concentration of the Sector’s investments reflects elevation in &%

power generation sector (~45%). Others include investments in

7%
sectors, which are below ~25% in total.

m Power Generation m Packaging
m Chemical Fertilizers = PVC
Commercial Banking Others

*Figures are estimated upon PACRA rated clients Source: PACRA Database 9
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Business Risk | Portfolio Assessment

* Portfolio Assessment considers two key factors: (i) the level of core and marketable investments that HoldCos possess against their total investments
at fair value. As per PACRA methodology, core investments are those where the HoldCo has 100%/wholly owned stake in a company. This implies that
the HoldCo is fully exposed to the risks associated with its core investments. On the other side, Marketable investments are those that can be
converted to cash at a readily available price. Such investments are necessary to provide support to the HoldCo’s liquidity profile.

* The sectors core investments accounted for ~50% of the market value of its total investments as at End-Dec’21 (End-Dec’20: ~39%), while marketable
investments accounted for only ~27% of total investments as at End-Dec’21 (End-Dec’20: ~28%).

Portfolio Assessment

60%
50%

50%
40% /
30% /

28%

20%
10%
0%

CY18 CY19 CY20 Cy21

=@==Core investments/Market Value of Total Investments Marketable Invesments/ Total Investments

Source: PACRA Database 10

*Figures are estimated upon PACRA rated clients
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Leverage of the sector remained stable at ~¥14% as at End-Mar’22, maintaining its robust internal capital generation. Borrowings comprised ~90%

Short term borrowings (End-Dec’20: ~95%) and ~9% Long-term Borrowings (~4% as at End-Dec’20).

In CY21, short-term borrowings increased to PKR~27bln (CY20:PKR~30bln), due to debt retirement by a major HoldCo.

Total leverage

30%
25%
20%

15%

10%
5%
0%

CY19 CY20 Cy21 3MCY22*

= Long term Borrowings

Breakup of Borrowings | CY21

1%

9%

90%

= Short Term Borrowings Current Portion of Long term Borrowings

*Figures are estimated upon PACRA rated clients

Source: PACRA Database

11
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Rating Scale

* PACRA rates 11 clients in the Holding Companies sector.
e Rating Bandwidth of the sector ranges from A- to AA+.

Rating Scale

Number of Clients
N

0
AA+ AA AA- A+

m PACRA 1 5 1 0 2 2

m PACRA

Source: PACRA Database 12
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Regulatory Framework

* The Securities and Exchange Commission of Pakistan (SECP) has implemented the Group Companies Registration Regulations, 2008 to provide a
regulatory framework for the formation of group companies, comprising a holding company and its subsidiaries.

e The Commission registers the holding company and its subsidiary companies as a Group in the prescribed form.

e The Commission is also empowered to cancel the registration of the group if any company within the group fails to comply with the
requirements of the Regulations or any direction given by the Commission.

e After registration of the group, the HoldCo ensures that the group follows the requirements of the Code of Corporate Governance,
International Financial Reporting Standards as applicable in Pakistan, and that transactions by any company within the Group with its
associated companies and associated undertakings are carried out and recorded on an arm’s length basis.

* The Regulations also facilitate streamlining of the group ownership structures and consolidation of the present complicated cross-
company ownership to make the corporate sector internationally competitive.

e Surrender of tax losses between eligible group companies is allowed since 2007. The provisions allow both holding and a subsidiary company
within the group to surrender their respective losses.

Source: AF Ferguson, SECP 13
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SWOT

/0 Economies of scale. Unclear borrowing patterns N

* Increased asset size Exposure to exchange rate volatility

e Efficient allocation of capital Inventory management issues in case an

e Reduced risk of losses investee loses its market

e Central Control and Management

* Tax benefits

Weaknesses

N /
( Complex legal structures *  Less competition \

*  Flexibility of growth and competition
* Diversify more efficiently
*  Minimized Taxes

M Investment Concentration

Opportunities

14
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Outlook: Stable

The trend of establishing HoldCos to manage group structures is gradually increasing, as is witnessed in most of the big business groups such as
ECorp, DHCorp, Packages, JS & Co. IGl, etc.

The Sector is significantly organized with ~64% listing penetration of PACRA Rated HoldCos.

Overall, the Sector has a sizable asset base and Investment book, clocking in at PKR~387bln and PKR~380bln respectively, as at End-Dec’21.

The Sector’s equity investment portfolio is majorly tilted towards the power sector (~45%), however, the remaining portfolio is well diversified in

other sectors. Moreover, most of the HoldCos have a sufficient level of marketable securities in their investment book which provides support to

their liquidity profiles.

The Sector has a robust capital formation and equity base to meet the financial needs of its subsidiaries and other strategic investments.

Overall, the trend of establishing HoldCos structure is expected to increase, going forward, since most of the country’s large business groups have

investments in a multiple number of companies operating in different sectors. This necessitates the need to establish a HoldCo structure for
better management, control, financial discipline and synergies across the group.

15
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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. The information in this document may be copied or otherwise

reproduced, in whole or in part, provided the source is duly acknowledged. The presentation should not be relied upon as

professional advice.
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