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Engro Fertilizers Limited

Fertilizer

Recommendation BUY
Target Price: 80.8
Last Closing: 3-Apr-18 69.5
Upside: 16.3

Valuation Methodology: Discounted Cash Flow (DCF)

Time Horizon: o .......Decis
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) 92.7 799.8
Exchange KSE 100
Price Info. 90D 06M 12M
Abs. Return 1.5 12.4 11.3
Lo 67.4 590.1 51.9
A~ 70 710 710
Key Company Financials

Period End: Dec

PKRbn CY16A CY17A CY18E CY19F
Total Revenue 69.5 77.1 78.4 80.9
Net Income 9.0 11.2 11.0 11.2
EPS (PKR) 6.8 8.4 8.2 8.4
DPS (PKR) 7.0 8.5 7.0 8.0
Total Assets 102.4 111.8 91.9 98.4
TotalEquity 413 425 = 441 446
Key Financial Ratios

ROE (%) 21.9 26.3 24.9 25.0
P/E (x) 10.3 8.3 8.4 8.3
P/B (x) 2.2 2.2 21 2.1
bv(%) 101 122 101 = 115
Relative Price Performance
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About the Company

The Company is a public limited company incorporated
on June 29, 2009 in Pakistan as a w holly ow ned
subsidiary of Engro Corporation Limited. The principal
activity of the Company is manufacturing, purchasing
and marketing of fertilizers.

Source: Bloomberg, PSX & IGI Research
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Fertilizer
EFERT: Strong fundamentals keep
“BUY” call intact

=  We reiterate our “BUY” stance on the scrip based on strong
fundamentals ensuing from stable earnings outlook captured by
favorable urea and DAP demand. We have revised our earnings
estimates after incorporating CY17 results and have adjusted our
assumptions accordingly.

=  With industry demand expected to reach at ~5.7mn and 2.3mn tons
for urea /DAP we expect company to maintain its foothold in both
urea and DAP, keeping its market share intact at 31% and 22%.

= |n addition, retention price of urea is expected to improve (~PKR
1,250/bag) with DAP margins to hover on average at ~PKR 300/bag.

=  Moreover, with respect to upcoming budget proposals; price increase
of PKR 100/bag in urea and removal of subsidy bodes well for the
company as this will result in improved cash flows.

=  We have a ‘BUY’ call on the scrip based on a Dec-18 target price of
PKR 80.8/share, offering +16% upside from its last closing. The
company is currently trading at CY18E P/E of 8.4x and offers a
dividend yield of 10.1%.

We reiterate our “BUY” stance on the scrip based on strong fundamentals ensuing
from stable earnings outlook captured by favorable urea and DAP demand. We have
revised our earnings estimates upwards after incorporating CY17 results and have
adjusted our assumptions accordingly. In addition, multiple factors support our
stance on the scrip a) healthy market share in urea and DAP, b) concessionary feed
gas rate (50.7/MMBtu) keeping margins smooth and c) attractive dividend yield of
11% amongst its peers. Moreover, with respect to upcoming budget proposals; price
increase of PKR 100/bag in urea and removal of subsidy bodes well for the company
as this will result in improved cash flows. Our target price has revised down slightly
by 4% to PKR 80.8/share.

Earnings revised upwards on average by +6% to PKR 8.2/8.3/8.4/share for
CY18E/CY19/CY20

We have revised our earnings estimates upwards on average by +6% to PKR
8.2/8.3/8.4/share for CY18E/CY19/CY20 after adjusting domestic prices given
current pricing dynamics, and favorable demand outlook for urea and DAP.

Stable market share supported by healthy offtake in urea and DAP

The company during the outgoing year maintained its market share of 30% in urea
accompanied by a decline in DAP share to 21%. Henceforth, with industry demand
expected to reach at ~5.7mn and 2.3mn tons for urea /DAP we expect company to
maintain its foothold in both urea and DAP, keeping its market share intact at 31%
and 22%. Although, LNG based fertilizer manufacturers may pose a threat to market
share, nevertheless this seems unlikely given high cost of RLNG associated with urea
production (no production output in the past six months).

Strong pricing dynamics and low feed cost to keep margins stable

As per the fertilizer policy (2001), the company enjoys concessionary feed cost
(50.70/MMBtu) for its Enven plant and hence incurs average gas cost of PKR 200/bag
v/s PKR 500/bag compared to other major players in the industry. Accordingly, we
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Exhibit:
Urea, DAP and NP/NPK offtake (k tons)
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see margins to remain intact at ~29% which may slide down post CY22 given GIDC and
feed cost to replace concessionary feed rate. In addition, retention price of urea is
expected to improve (¥PKR 1,250/bag) owing to low discounts relative to that in the
preceding year wherein substantial discounts by the company trickled prices down to
~PKR 1,100/bag. Moreover, for DAP with international prices following upward
trajectory (USD 430/ton) and local prices crossing PKR 3,000/bag we expect margins
on average at ~PKR 300/bag.

High payout ratio offering attractive dividend yield of 11%

The company offers attractive dividend yield on average at 11% amongst its peers
with payout crossing 100% in the last two years. We have revised our payout
assumptions and restricted it to 90% going forward, as we expect company to curtail
its dividend payout for subsequent debt re-payments.

Exhibit:
Feed cost (PKR/bag) comparison amongst major players
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Source: IGI Research, Company Financials, Bloomberg

Earnings for CY17 increased by+23%YoY to PKR 11.3bn (EPS: PKR 8.36/share)

To recall, the company reported earnings of PKR 11.3bn for CY17 (EPS: PKR 8.36), up
by +20%YoY attributable to healthy offtake in urea/DAP clocking at 1.7mn tons
(enhanced by exports of 223k tons) and 502k tons respectively. In addition, low
inventory and handling costs during the 4QCY17 coupled with improved gross
margins (29%; increase of +800bps YoY) and one-off gains (sale of land at PKR 0.7bn)
also lifted earnings by +19%YoY.

Outlook:

With budget around the corner, fertilizer manufacturers have demanded various
proposals. The major ones being: (i) removal of subsidy (PKR 100/bag) and
corresponding increase in urea price and (ii) removal of GIDC (PKR 300/MMBtu) on
feed gas. The former proposal suits well for the industry as a whole, provided demand
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remains sustained with government offering subsidy to farmers as prices may reach
PKR 1,500/bag. For EFERT, in particular this will result in improved cash flows in the
future as current outstanding subsidy amounts to PKR ~7.3bn. However, removal of
GIDC on feed gas bodes well for players such as FFC (GIDC cost: PKR 351/bag) and
FFBL (PKR 400/bag for urea; PKR 156/bag for DAP) as this will uplift margins and hence
profitability, whereas for EFERT this may come as a setback as the competitive
advantage (concessionary feed gas) which the company has will cease to exist.

Recommendation

We have a ‘BUY’ call on the scrip based on a Dec-18 target price of PKR 80.8/share,
offering +16% upside from its last closing. The company is currently trading at CY18E
P/E of 8.4x and offers a dividend yield of 10.1%.
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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)

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 /Tr: Thousands/Million/Billion/Trillion.

IGI Finex Securities Limited

Research Analyst(s) D Jama

Research Identity Number: BRP009
© Copyright 2018 IGI Finex Securities Limited http://'www.jammapunji.pk
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