Day Break IGI

Monday, 25 March 2019 Seourities

P SWwEw vou Y e
Sector Update -
Urea Industry Offtake (Ktons) Fertlllzer
450 Feb-19: Strong demand keeping urea offtake
400 362 w0 ®  afloat; inventory closing at 54k tons
346
350
315 = As per the latest available data by NFDC for the month of Feb-19, urea offtake
300 rose by +5%YoY to 388k tons. On a sequential basis, offtake was down by
257 31%MoM owing to high base effect. For 2MCY19, total industry offtake
250 inched down by 2%YoY to 834k tons.
200 =  For DAP, offtake witnessed a significant decline of 60%YoY to 49k tons owing
150 to price increase following PKR depreciation. On a cumulative basis for
2MCY 18, total industry sales have gone down by 42%YoY to 124k tons.
100
Feb-14  Feb-15 Feb-16 Feb-17 Feb-18 Feb-19 = We expect demand for urea to remain intact with Kharif season approaching.
While other manufacturers haven’t increased prices yet, we believe distributors
will resort to pre-buying in anticipation of further price hike. For DAP, subdued
DAP Industry Offtake (Ktons) demand and weak offtake will pose rather challenging situation for FFBL
140 - =  We have a “BUY” call on EFERT, based on our Dec-19 target price of PKR
122 80.2/share, offering +11% upside from its last closing. The company is
120 A currently trading at CY 19E P/E of 6.00x and offers a dividend yield of 15.3%.
100 {1 9 %
Urea offtake increased by +5%YoY to 388k tons
As per the latest available data by NFDC for the month of Feb-19, urea offtake rose by
80 1 64 71 +5%YoY to 388k tons while on a sequential basis, offtake was down by 31%MoM. For
2MCY19, total industry offtake inched down by 2%YoY to 834k tons.
60 1 49 On an individual basis, FFC led the industry offtake at 170k tons, up by +8%YoY.
EFERT came second with an offtake of 131k tons, falling by 10%YoY. Similarly,
40 FFBL’s urea offtake witnessed a substantial decline of 60%Yo0Y to 11k tons with Fatima
(DHCL) also reporting decline of 42%MoM to 16k tons owing to interrupted gas supply
20 - With respect to market share, FFC’s share decreased to 38% during 2MCY19 with
Feb-14  Feb-15 Feb-16 Feb-17  Feb-18  Feb-19 EFERT witnessing a hefty drop to 31% compared to 45% during the same period last
year.

Relative Performance to KSE 100 ...while DAP sales are on a declining trajectory
Fertilizer

20% KSE100 Index For DAP, offtake witnessed a significant decline of 60%YoY to 49k tons owing to price
-

increase following PKR depreciation. On a cumulative basis for 2MCY 18, total industry
15% - sales have gone down by 42%YoY to 124k tons. On an individual basis, EFERT
10% - witnessed highest DAP offtake of 14k tons during the month with a decline of 22%YoY.
FFBL’s DAP offtake inched up slightly by +2%MoM to 12k tons, while witnessing a
5% - drop of 72%YoY. For FFC DAP sales have slowed down considerably to 8k tons (down
0% by 84%Y oY) with bulk of inventory piled up (200k tons), highest amongst other players
in the industry.
-5% With respect to market share, EFERT grabbed a share of 39% (compared to 18% in the
-10% same period last year) with FFCs’ share weakened to 10% from 34%. Similarly, FFBL
witnessed decline in its share to 18% as against 34% last year.
-15%
20% - Outlook
T 0 0 o ® 0 0 o o D D B D O Urea inventory levels have been on a declining trend since the last three months despite
R T T added production (NFML, Agritech and Fatimafert) coming in the system. Strong
ﬁ § g g 3 3 28 o) 285 § demand has therefore kept supply situation rather tight which may give manufacturers
Source: Bloomberg, PSX & IGI Research an edge over pricing power. As such, FFC has increased its prices (PKR 80/bag) given
limited supply (Agritech and Fatimfert‘s production is on hold owing to gas supply
Analyst issues). Although other players haven’t increased prices yet, we expect distributors will
Suleman Ashraf resort to pre-buying in anticipation of price hike. Moreover, with Kharif season round
suleman.ashraf @igi.com.pk thf's corner, thls will keep Qemapd of urea intact. For DAP, demar{d remains bleak (high
Tel: (+92-21) 111-234-234 Ext.: 957 prices) with inventory having picked up pace. This poses challenging situation for FFBL
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being the sole producer of DAP and we therefore expect IHCY'19 to be trickier for the
company.

Recommendation

We have a “BUY” call on EFERT, based on our Dec-19 target price of PKR 80.2/share,
offering +11% upside from its last closing. The company is currently trading at CY19E
P/E of 6.00x and offers a dividend yield of 15.3%.

Exhibit:

Product

000'Tons Feb-19 Jan-19 MoM  Feb-18 Yoy 2MCY19 2MCY18  YoY
UREA

Production 373 460  -19% 398  -6% 834 855  -2%
Offtake 388 564  -31% 3710 5% 952 909 5%
Est. Inventory 54 71 -23% 271 -80%

DAP

Production 61 31 99% 65 -6% 92 9%  -4%
Offtake 49 75 -35% 122 -60% 124 214 -42%
Import 7 39 -81% 89  -92% 1,589 1671  -5%
Est. Inventory 508 488 4% 215 136%

Source: NFDC,IGI Research

Exhibit:
Company wise off-take

000'Tons Feb-19 Jan-19 MoM  Feb-18  YoY 2MCY19 2MCY18  YoY

FFC

Urea 170 196 -13% 157 8% 365 380 4%
Dap 8 5 4% 48  -84% 13 74 -83%
EFERT

Urea 131 161 -19% 145 -10% 291 407  -28%
Dap 14 34 -59% 18 -22% 48 34 42%
Np & Npk 2 5 -66% 2 -14% 7 5 35%
FFBL

Urea 11 3 2719% 27 -60% 14 40 -67%
Dap 12 11 2% 41 -72% 23 72 -68%
FATIMA

Np 13 49 -73% 34 -61% 62 78 -20%
Can 44 77 -43% 65 -32% 122 139 -13%

Source: NFDC,IGI Research

Exhibit:

Company wise urea inventory levels
000'Tons Feb-19 Jan-19  MoM Feb-18 Yoy
FFC 4.6 6.0 -24% 22.5 -80%
EFERT 9.2 13.7 -33% 109.8 -92%
FFBL 0.5 0.0 n.m 25 -719%
FATIMA 32.0 32.7 -2% 127.1 -75%
FATIMA (DHCL) 4.7 3.6 33% 34 38%
AGRITECH-PAFL 0.2 0.6 -74% 0.5 -69%

Source: NFDC,IGI Research
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the
security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will
not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s)
is principally responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or
more of a class of common equity securities of the following company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes
only. Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed)
contained in this document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to
the accuracy or completeness of the information. Neither, |Gl Finex Securities Limited nor any director, officer or employee of I1GI Finex
Securities Limited shall in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on
the information. This document takes no account of the investment objectives, financial situation and particular needs of investors, who
shall seek further professional advice before making any investment decision. This document and the information may not be
reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use
by any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital
gain exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)
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):
(Discounted Cash Flow)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and
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.
Th /Mn /Bn /Tn: Thousands/Million/Billion/Trillion.

IGI Finex Securities Limited

Research Analyst(s) U Jama

Research Identity Number: BRP009
© Copyright 2018 IGI Finex Securities Limited hitp./fwww. jammapunji.pk

FETTRY  N TT O ARNRT . T

Part of Wzl Frsncial Sarvcs ﬂ A Packages Group Company



BRP - 009

Contact Details

Research Team

Tel: (+92-21) 111-234-234 Ext: 810
Tel: (+92-21) 111-234-234 Ext: 912
Tel: (+92-21) 111-234-234 Ext: 957
Tel: (+92-21) 111-234-234 Ext: 816
Tel: (+92-21) 111-234-234 Ext: 974

Tel: (+92-21) 35301779

saad.khan@jigi.com.pk
abdullah.farhan@igi.com.pk
suleman.ashraf@igi.com.pk
muhammad.saad@igi.com.pk
umesh.solanki@igi.com.pk

faisal.jawed@igi.com.pk

Saad Khan Head of Research

Abdullah Farhan Senior Analyst

Suleman Ashraf Research Analyst

Muhammad Saad Research Analyst

Umesh Solanki Database Manager

Equity Sales

Faisal Jawed Khan Head of Equities

Zacem Haider Khan Regional Head (North)
Muhammad Naveed Regional Manager (Islamabad & Upper North)
Irfan Ali Regional Manager (Faisalabad)
Asif Saleem Branch Manager (RY Khan)
Mehtab Ali Branch Manager (Multan)

Zeeshan Kayani
Thsan Mohammad

IGI Finex Securities Limited
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Pakistan Stock Exchange Limited |
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