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FERTILIZER SECTOR KEY DATA

Sector PE 11.55
Sector Market Cap (Full OS) 578,512,705,981
Sector Market Cap (Full FF) 274,510,569,344
Avg Daily Volume (From: Jan 2018 ) 5,903,660
Sector Float 37.44%
KSE100 Market Cap (FF) 1,991,770,655,112
Fertilizer Sector Weightage 13.78%
Sector Price to Book 35.33

Jan 2018 to Date
14.78%
2.83%

Sector Return
Index Return
Source: PSX, Company Financials, DSL Research

PAKISTAN FERTILIZER OFF-TAKE (JULY 2018)

INDUSTRY

‘000 Tons 7M-CY'18 TM-CY'17 YoY %
UREA 3,225 3,040 6%
DAP 984 873 1B%
NP 305 414 -26%
CAN 429 445 -4%
NPK 35 39 -11%
TOTAL 5,061 4,882 4%
Company Exports Market share
EFERT 236kt 39%
FFC 232kt 39%
FATIMA B2kt 22%
Total Allowed 600kt

Source: Company's Account & DSL Research

7MCY18 Market Share of Urea Off-take

EFERT ® FFC EFFBL mFATIMA
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Fertilizer Sector Update
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“Pressure Tactic” or a “Serious Problem” ?

The matters discussed in the first meeting held by the ECC of the Cabinet on 29th
August 2018 turned out to be punitive for the “Fertilizer Sector” as it was believed

in

the meeting that the fertilizer manufacturers earned PKR 10bn windfalls by

exporting urea, taking advantage of the subsidized and regular supply of gas and
government’s permission to export 300kt of urea which later further increased to
300kt more, making the total export permitted to 600kt. Nevertheless, the
meeting remained inconclusive but also tried to shed some light on the discussed
summary which demands 600kt urea import to the country for the upcoming Rabi
season. Therefore, it was debated that the fertilizer manufacturers had earned
PKR 10bn extra “windfall” which now needs to be returned back and eventually
passed on to the local farmers.

As per the discussion in the ECC's meeting and impression taken from the
meeting, it is believed that the subsidized feed gas availability on urea production
was for only local consumption, whereas, the export condition did not specifically
mentioned this condition, however, the subsidized feed gas was to maintain price
in the local market.

How we understand the situation:

o

DSL views this as a “pressure tactic” used by the government to stabilize urea
prices which was recently increase by urea producers.

The differentiated amount of subsidized feed gas and the industry’s average of
feed gas on total industry export of around 600kt of urea translates into PKR
~6bn, where the government’s claim stands at PKR 10bn.

We also believe that urea export has contributed significantly to the foreign
reserves of the country, but that’s being said there is also a chance that the
government will re-operationalize the three closed plants by providing them
subsidized gas rather than importing urea in the long-run.

The three plants include Dawood Hercules, Pakarab fertilizers Limited and
Agritech (formerly Pak-American Fertilizers Limited). The plan is to supply 28%
domestic gas and 72% RLNG to above mentioned plants, which will increase
competition within the industry.

The discussion in the ECC’s first meeting spread like a wildfire and created
downward trend in fertilizer sector, but we maintain a “Positive” stance for the
sector with our top picks EFERT and FATIMA.

Email Us @ research@darsononline.com

Symbol Shares (MN) LDCP CY17 EPS P/E BVPS Free Float (MN) Free Float (%) P/B

FFBL 934 42 1.08 38.86 14.08 327 35% 2.98

FFC 1,272 97 8.42 11.52 23.07 700 55% 4.20
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Important disclosures

This report has been prepared by Darson Securities (Pvt) Ltd. and is provided for information purposes only.
Under no circumstances it is to be used or considered as an offer to sell, or a solicitation of any offer to buy.
This information has been compiled from sources we believe to be reliable, but we do not hold ourselves
responsible for its completeness or accuracy. All opinions and estimates expressed in this report constitute
our present judgment only and are subject to change without notice. This report is intended for persons
having professional experience in matters relating to investments.

Research Dissemination Policy:

Darson Securities (Pvt.) Ltd. endeavors to make all rightful efforts to disseminate research to all eligible
clients in a timely manner through either electronic or physical distribution such as email, mail and/or fax.
However, it is worth mentioning that, not all clients may receive the material at the same time.

Analyst Certification:

The research analyst(s), if any, denoted by AC on the cover of this report, who exclusively reports to the
research department head, primarily involved in the preparation, writing and publication of this report,
certifies that the expressed views in this report are unbiased and independent opinions of the analyst(s).
The observations presented also accurately reflect the personal views of the analyst(s) based on the
research about the subject companies/securities and in any case, no part of the compensation of the
analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or
views in this research report. It is also important to note that the research analyst(s) or any of its close
relatives do not have a financial interest in the securities of the subject company aggregating more than 1%
of the value of the company. Additionally, the research analyst or its close relative have neither served as a
director/officer in the past 3years nor received any compensation from the subject company in the past 12
months. The Research analyst or its close relatives have not traded in the subject security in the past 7 days
and will not trade in next 5 days.

Financial Interest Disclosure:

Darson Securities (Pvt.) Ltd. or any of its officers and directors does not have a significant financial interest
(above 1% of the value of the securities of the subject company). Darson Securities (Pvt.) Ltd., their
respective directors, officers, representatives, employees and/or related persons may have a long or short
position in any of the securities or other financial instruments mentioned or issuers described herein at any
time and may make a purchase and/or sale, or offer to make a purchase and/or sale of any such securities
or other financial instruments from time to time in the open market or otherwise.

Risk Associated with Target Price:

Any inability to compete successfully in their markets may harm the business. This could be a result of many
factors which may include geographic mix and introduction of improved products or service offerings by
competitors. The results of operations may be materially affected by global economic conditions generally,
including conditions in financial markets. The company is exposed to market risks, such as changes in
interest rates, foreign exchange rates and input prices.

Rating System:
If;

* Expected return >15% - Buy Call
* Expected Return is in between 0% to 15% - Neutral/Hold Call
* Expected Return <0% - Sell Call

Valuation Methodology
To arrive at our period end target prices, DSL uses
different valuation methodologies including:

¢ Discounted cash flow (DCF, DDM)

o Justified price to book (JPB)

« Relative Valuation (P/E, P/B, P/S etc.)

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

SECP JamaPunji Portal link: www.JamaPunii.pk

www.darsononline.com - UAN: 111 900 400

Contact Details

MALIK DILAWAYZ AHMED, CFA
Chief Executive Officer

Tel: +(92-21) 32471080-83
ceo@darsononline.com

SAAD PERVEZ

Equity Research Analyst

Tel: +(92-21) 32467224
research@darsononline.com

SANTOSH KUMAR
Head of Institutional Sales
Tel: +(92-21) 32471086-87

santosh.kumar@darsononline.com

SYED MOHSIN ALI

Head of Online Sales

Tel: +(92-21) 32468921
mobhsin.ali@darsononline.com

IMRAN KHAN

Head of Retail Sales

Tel: +(92-21) 32469678
imran.khan@darsononline.com
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