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Fertiliser 
GIDC resolution; Not exactly a win-win game  

Proposal of 50% reduction in GIDC rate and payment of accrued amount 
Later in January 2019, along with the ‘Economic Reform Package 2019’ the Finance 
Minister Asad Umar put forward before the cabinet of allowing 50% reduction in Gas 
Infrastructure Development Cess (GIDC) rate, with a condition of paying half of accrued 
amount of GIDC for the period 2012-18. In addition to above, the government has further 
proposed for fertilizer sector to reduce urea bag price by PKR 200/bag which is currently 
selling at PKR 1,830/bag.  
 
To recall, the GIDC was first enacted in 2011 on industrial users with the purpose of 
utilizing the collected amount for infrastructure development of Iran-Pakistan Pipeline 
Project, (TAPI). With its imposition industrial users filed litigation against the bills passed 
(GIDC ACT 2011, 2014 &2015) and after subsequent hearings (Islamabad High Court and 
Peshawar High Court) the levy was declared unconstitutional and unlawful. On 
government fiscal side, total GIDC amount payable by the industry players including 
fertilizer, captive power plants and CNG filling station is estimated to be PKR ~420bn. If 
realized this will increase government non-tax revenue by roughly PKR ~100bn or reduce 
country fiscal deficit by approximately 4-5%.  
 
 

Exhibit: 
GIDC budgeted and realized amount 
(in PKRbn) 2012 2013 2014 2015 2016 2017 2018 2019B 2012-18 
Budgeted 25 30 30 38 145 145 110 100 623 
Revised 24 35 35 88 145 80 15 422 

Actual collection 23 32 32 57 80 42 15 281 
(Shortfall)/Excess (1) (3) (3) (31) (65) (38) - (141) 

Source:  IGI Research, Company accounts, MoF 
  
Proposal sets in mixed implications for the fertilizer sector; FFC and FFBL 
turning out beneficiaries 
For fertilizer alone we estimate total accrued amount for the period is PKR ~180bn (both 
on feed and fuel gas), of which roughly PKR 98bn has already been paid, leaving net 
receivable of PKR 11bn. We have also included subsidy receivables in our analysis to 
determine net impact on cash flows. With respect to 50% accrued amount of GIDC 
payable to government, companies will see a positive on-off positive impact on income 
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statement, with FFC being the major beneficiary while for a price reduction, FFBL stands 
as a major beneficiary (0.70/share impact on earnings), followed by FFC, leaving EFERT 
and FATIMA in disadvantageous position with a negative impact. 
 
Total GIDC amount during the period calculated at PKR 180bn; PKR 100bn 
already paid  
The total amount payable by the company from 2012-18 is estimated to be PKR 109.2bn 
on the basis of GIDC rates levied for feed and fuel in the respective years. Our calculation 
suggests, the company has already paid an estimated amount of PKR 66bn as of CY17. 
With reference to the recent proposed GIDC settlement of granting 50% waiver on the 
total amount, a reversal of PKR 54bn (50% of the 109.2) or PKR 30/share (after tax basis) 
will be a one-off effect in the income. However, on cash flow basis the impact comes at 
PKR 11.7bn (PKR 9.2/share) after slashing the amount already paid. Hence, total 
receivables from the government is estimated to be PKR 19.0bn (PKR 14.0/share) after 
taking into account outstanding amount of subsidy.   
 
FFC: Earnings to witness one-off impact of PKR 30/share  
The total amount payable by the company from 2012-18 is estimated to be PKR 109.2bn 
on the basis of GIDC rates levied for feed and fuel in the respective years. Our calculation 
suggests, the company has already paid an estimated amount of PKR 66bn as of CY17. 
With reference to the recent proposed GIDC settlement of granting 50% waiver on the 
total amount, a reversal of PKR 54bn (50% of the 109.2) or PKR 30/share (after tax basis) 
will be a one-off effect in the income. However, on cash flow basis the impact comes at 
PKR 11.7bn (PKR 9.2/share) after slashing the amount already paid. Hence, total 
receivables from the government is estimated to be PKR 19.0bn (PKR 14.0/share) after 
taking into account outstanding amount of subsidy.   
 

Exhibit: 
Impact on cash flows and income  Estimated GIDC amount 2012-18 
Accrued Amount          109.4   (in PKRbn) CY12 CY13 CY14 CY15 CY16 CY17 CY18* 
50% GIDC Reversal            54.7   Opening - 9.2 2.6 24.7 0.8 4.1 22.9 
GIDC amt. already Paid            66.3   GIDC Payable 12 12 12 13.3 20.1 20 20 
Net Receivable am. from  Govt.            11.6   GIDC Paid 2.8 18.6 -10.2 37.2 16.8 1.1 - 
Outstanding Subsidy Amount              7.3   Ending  9.2 2.6 24.7 0.8 4.1 22.9 42.9 
Total Receivable from Govt. (2018)            18.9   GIDC Rate on Feed Gas  197 197 197 197 300 300 300 

   GIDC Rate on Fuel Gas 50 50 50 100 150 150 150 
P&L: Other Income            54.6      
Number of Shares              1.3      
Per Share Before Tax            42.9      
P&L: PKR / Share (after tax)           30.0      
Cash flows:  PKR / Share              9.2      
Source: Company accounts and IGI Research, Estimated* 

EFERT: Benefit of concessionary feed rate to minimize the accrued burden; PKR 
7.6/share impact on income   
For EFERT, the impact is relatively on the lower-side (given the quantum of total urea 
production, second to that of FFC) as much of the gas cost comprises of concessionary 
rate (no GIDC charged on feed gas). However, company accrues GIDC cost for the gas 
supplied to its base plant. As per our calculation, total amount during the years sums up 
at PKR 29bn, of which we estimate company has already paid PKR 17.6bn. On net basis, 
the impact on cash flow comes positive at PKR 3.1bn (PKR 2.3/share) recouping from 50% 
waiver on the total amount. Similarly, a reversal of PKR 7.6/share (after-tax basis) in other 
income will be a one-off effect in the income. 
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Exhibit: 
Impact on cash flows and income  Estimated GIDC amount 2012-18 
Accrued Amount            29.0   (in PKRbn) CY12 CY13 CY14 CY15 CY16 CY17 CY18* 
50% GIDC Reversal            14.5   Opening - - 4.3 12.6 0.8 1.8 7 
GIDC amt. already Paid            17.6   GIDC Payable 5.1 1.6 2.9 4.1 5.6 5 4.7 
Net Receivable am. from  Govt.              3.1   GIDC Paid - 2.7 -5.4 15.9 4.6 -0.2 
Outstanding Subsidy Amount              6.5   Ending  - 4.3 12.6 0.8 1.8 7 7 
Total Receivable from Govt. (2018)              9.6   GIDC Rate on Feed Gas  197 197 197 197 300 300 300 

   GIDC Rate on Fuel Gas 50 50 50 100 150 150 150 
P&L: Other Income            14.5     
Number of Shares              1.3     
Per Share Before Tax            10.9     
P&L: PKR / Share (after tax)             7.6     
Cash flows:  PKR / Share              2.3     
Source: Company accounts and IGI Research, Estimated 

FFBL: GIDC settlement to result in PKR 11.9/share impact on income  
Taking into consideration urea and DAP production the GIDC amount payable is 
estimated at PKR 32bn. However, for CY18 the cost accrued will be lower compared to 
that in preceding years as company has its own facility to supply steam for fuel purposes; 
hence, we assume no GIDC charges on fuel for the outgoing year. With PKR 13.8bn 
estimated to be paid off by the company, the net impact turns out be a cash outflow of 
PKR 2.0bn (PKR 2.2/share). For income purpose, the per share after tax impact is PKR 
11.9, derived from 50% reduction on total estimated amount. 

Exhibit: 
Impact on cash flows and income  Estimated GIDC amount 2012-18 
Accrued Amount            31.8   (in PKRbn) CY12 CY13 CY14 CY15 CY16 CY17 CY18* 
50% GIDC Reversal            15.9   Opening     -       -       -   2.3 7.9 5.6 11.6 
GIDC amt. already Paid            13.8   GIDC Payable 2.8 2.8 2.7 3.4 6.3 7.5 6.3 
Net Receivable am. from  Govt.            (2.1)  GIDC Paid 2.8 2.8 0.3 -2.2 8.6 1.5 
Outstanding Subsidy Amount              2.6   Ending      -       -   2.3 7.9 5.6 11.6 11.6 
Total Receivable from Govt. (2018)              0.5   GIDC Rate on Feed Gas  197 197 197 197 300 300 300 

   GIDC Rate on Fuel Gas 50 50 50 100 150 150       -   
P&L: Other Income            15.9      
Number of Shares              0.9      
Per Share Before Tax            17.0      
P&L: PKR / Share (after tax)           11.9      
Cash flows:  PKR / Share            (2.2)     
Source: Company accounts and IGI Research, Estimated 

 
FATIMA: GIDC payable amount relatively on the lower-side; impact estimated 
at PKR 0.9/share on income with an outflow of PKR 0.8/share 
For FATIMA the impact on cash flows and income will be minimal at PKR 0.8/share and 
PKR 0.9/share respectively. The company receives gas at concessionary rate and hence 
we have incorporated GIDC cost on fuel only in our calculations. Our cost estimates for 
GIDC takes into account production of urea, CAN and NP. The total accrued amount 
accumulates at PKR 5.3bn, signifying per share impact of PKR 0.9 on income. However, on 
cash flow basis, the impact is negative with an outflow of PKR 1.6bn (PKR 0.8/share). 
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Exhibit: 
Impact on cash flows and income  Estimated GIDC amount 2012-18 
Accrued Amount              5.3   (in PKRbn) CY12 CY13 CY14 CY15 CY16 CY17 CY18* 
50% GIDC Reversal              2.7   Opening - - - 0.6 1.5 2.2 2.8 
GIDC amt. already Paid              1.0   GIDC Payable 0.2 0.3 0.4 0.7 1.1 1.4 1.2 
Net Receivable am. from  Govt.            (1.7)  GIDC Paid - - - -0.2 0.3 0.9 
Outstanding Subsidy Amount              2.6   Ending  - - 0.6 1.5 2.2 2.8 2.8 
Total Receivable from Govt. (2018)              1.0   GIDC Rate on Feed Gas  - - - - - - - 

   GIDC Rate on Fuel Gas 50 50 50 100 150 150 150 
P&L: Other Income              2.7      
Number of Shares              2.1      
Per Share Before Tax              1.3      
P&L: PKR / Share (after tax)             0.9      
Cash flows:  PKR / Share            (0.8)     
Source: Company accounts and IGI Research, Estimated 

GIDC proposal seeks reduction in urea price (PKR 200/bag) 
On a net basis, a) 50% reduction in GIDC rate for both feed and fuel on non-
concessionary and b) price reduction of PKR 200/bag, we estimate FFBL to benefit the 
most.  

 
Exhibit: 
Net impact of Price reduction and GIDC rate 
(In PKRbn) FFC EFERT FFBL FATIMA 
CY19 Estimates 11.1 11.3 1.2 6.7 
Urea production (kTons) 2,481.0 1,726.0 521.0 516.0 
GIDC Cost (PKR/bag) 397.5 157.1 260.8 87.9 
50% reduction  198.8 78.5 130.4 44.0 

  

Per Share:    

Impact of 50% reduction GIDC rate 5.2 1.2 2.1 0.1 
Impact of price reduction (PKR 200/bag)  0.4 (2.0) 0.7 (0.5) 
Total Impact 5.6 (0.9) 2.8 (0.4) 
as %age of est. 2019 EPS 50% -8% 228% -6% 

Source:  IGI Research, Company accounts, PSX 
 

GIDC resolution; Not exactly a win-win game  
We are of the opinion that if resolution gets materialized this could benefit government 
in terms of revenue shortfall, albeit slightly. However, even still this might not come as 
straightforward as some sort of settlement may be needed, such as manufacturers 
demanding outstanding subsidy receivable form the government and tax refundable. 
More so, price reduction may seem infeasible as manufactures have already absorbed 
90% of the GIDC cost (in the form of sales tax and other operational costs). 
 
Recommendation 
So far the sector’s price performance has been lucid as the news flow regarding GIDC 
started pouring in during the start of January. The sector return stands at +9% as of 
CY19TD with FFC leading the growth, marking a return of +18%. We believe the market 
has already priced in the impact of the proposal. Our stance on the sector remains 
neutral, with strong preference for EFERT at Dec-19 target price of PKR 80.2/share. The 
company is currently trading at CY19E P/E of 6.84x and offers a dividend yield of 13%. 
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Recommendation   Rating System   
 Buy    If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)  
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 Sell   If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)  

 
Time Horizon: Dec – 2019 
 
Valuation Methodology: The analyst(s) has used following valuation methodology to arrive at the target price of the said 
security (ies): 
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geopolitical risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, 
business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. 
given about the security (ies)/company (ies) in the report will be achieved. 
 
Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an 
investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome 
for his investment, Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares 
outstanding by current trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net 
income returned as a percentage of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. 
P/B: Price to Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided 
by the price per share. CY/FY: Calendar/Fiscal/Financial Year. YoY/ QoQ/ MoM: Year-on-Year, Quarter-on-Quarter, Month-on-Month. 
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