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Engro Fertilizers Limited

Fertilizer

Recommendation NEUTRAL
Target Price: 80.6
Last Closing:  23-Apr-18 73.3
Upside: 10.0

Valuation Methodology: Discounted Cash Flow (DCF)

Time Horizon: Dec-18
Market Data
Bloomberg Tkr. EFERT PA

Shares (mn) 1,335.3

Free Float Shares (mn) 600.9
Free Float Shares (%) 45.0%
Market Cap (PKRbn | USDmn) 97.8 845.4
Exchange KSE 100
Price Info. 90D 06M 12M
Abs. Return 5.8 15.2 17.0
Lo 67.4 61.0 51.9
Hi 73.3 73.3 73.3
‘Key Company Financials
Period End: Dec

PKRbn CY17A CY18E CY19F CY20F
Total Revenue 77.1 78.4 80.9 82.1
Net Income 11.2 11.0 11.2 11.3
EPS (PKR) 8.4 8.2 8.4 8.4
DPS (PKR) 8.5 7.0 8.0 8.0
Total Assets 111.8 91.9 98.4 84.9
Total Equity 425 44.1 44.6 452
Key Financial Ratios 7
ROE (%) 26.3 24.9 25.0 24.9
P/E (x) 8.8 8.9 8.8 8.7
P/B (x) 2.4 2.3 2.2 2.2
DY (%) 11.6 9.6 10.9 10.9
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About the Company

The Company is a public limited company incorporated on June 29,
2009 in P akistan as a wholly owned subsidiary of Engro
Corporation Limited. The principal activity of the Company is
manufacturing, purchasing and marketing of fertilizers.

Source: Bloomberg, PSX & IGIResearch
Suleman Ashraf
Research Analyst

Suleman.ashraf @igi.com.pk
Tel: (+92-21) 111-234-234 Ext.: 957

Fertilizer
EFERT: 1QCY18 Analyst Briefing Takeaways

= Engro Fertilizers Limited (EFERT) held its analyst briefing on 23"-Apr-18
to discuss its financial results for 1QCY18 and future prospects of the
company. The company reported profit after tax of PKR 3.9bn v/s PKR
1.6bn during the same period last year, an increase of +137%YoY.

= Net sales were up by +81%YoY to PKR 18.2bn attributable to high offtake
in both phosphate and urea segment wherein urea and DAP sales were
up by +16%/46%YoY to 497/54k tons. In addition, further support to
topline came from growth in specialty fertilizer business within which
combined offtake stood at 44k tons, up by +40%YoY.

= We have a ‘HOLD’ call on EFERT with Dec-18 based target price of PKR
80.6/share, offering +10% upside from its last closing. The company is
currently trading at FY18E P/E of 8.9 x and offers a dividend yield of 9.6%.

Engro Fertilizers Limited (EFERT) held its analyst briefing on 23™-Apr-18 to discuss its
financial results for 1QCY18 and future prospects of the company. The company reported
profit after tax of PKR 3.9bn v/s PKR 1.6bn during the same period last year, an increase of
+137%Y0Y. Increase in earnings was due to a) high urea offtake tuning at 497k tons; b) high
domestic prices of urea and DAP (leading to improved DAP margins in the range of PKR 200-
250/bag); and c) reduced finance cost (PKR 0.52bn vs PKR 0.67bn).

High pricing levels and strong demand triggered offtake during the quarter; Net
sales up by +81%YoY to PKR 18.2bn

Net sales were up by +81%YoY to PKR 18.2bn attributable to high offtake in both phosphate
and urea segment wherein urea and DAP sales were up by +16%/46%YoY to 497/54k tons.
For DAP in particular, high sales were due to pre-buying in anticipation of increase in
international prices and demand from farmers driven by coupon based subsidy. In addition,
further support to topline came from growth in specialty fertilizer business within which
combined offtake stood at 44k tons, up by +40%YoY.

Major highlights of analyst briefing as stated by the management:

e The company has a capex plan of PKR 2.5-3bn (debt-financed) which includes
compressor modification and removal of CO2 gas to enhance gas supply for its Enven
plant, thereby achieving efficiency gain (8-10 mmscfd).

e  The management has put forth various proposal for the upcoming budget which
includes a) removal of urea subsidy (¥PKR 8bn outstanding amount) and subsequent
price increase; and b) reduction in input sales tax (PKR1-1.5bn)

e On demand-supply situation, the management expects demand for urea to remain
stable on average around 5.7mn tons but might fluctuate slightly depending on water
supply issue. Further, pricing levels are expected to remain stable along with
sustained production levels thereby keeping demand- supply in balance.

e On pricing front, international urea prices are expected to remain soft owing to new
capacity additions and low crop prices.

e  For DAP, demand is expected to hover around 2mn tons, expected to decrease slightly
owing to increase in local prices.
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Source: Bloomberg, PSX & IGl Research

. The company continues to accrue GIDC on non-concessionary gas while no
accrual or payment is being made for GIDC on concessionary gas. Moreover,
outstanding receivable from GoP amounts to PKR 7.7bn on subsidy.

Recommendation

We have a ‘HOLD’ call on EFERT with Dec-18 based target price of PKR 80.6/share,
offering +10% upside from its last closing. The company is currently trading at FY18E
P/E of 8.9 x and offers a dividend yield of 9.6%.
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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 — 2018

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
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Rahim Yar Khan Office
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Model Town, Town Hall Road
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Fax: (+92-68) 5871651

Multan Office
Mezzanine Floor, Abdali Tower,
Abdali Road
Tel: (92-992) 408243 - 44

Abbottabad Office
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Peshawar Office
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