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Sector Update Fertilizer

Target oo oy o0 feom  FFC, FFBL & Fatima Result Previews for 1QCY18
Sym. Price
FFC 98.8 111 8.1% HOLD = Fauji Fertilizer Company Limited (FFC) is scheduled to announce its financial
FFBL 38.5 14.6 5.5% HOLD result for 1QCY18 on 25™ Apr-18, wherein we expect the company to post
FATIMA 38.3 6.3 11.1% BUY earnings of PKR 2.5bn (EPS: PKR 1.93), up by +12%YoY.

= Fauji Fertilizer Bin Qasim Limited (FFBL) is scheduled to announce its

financial results for 1QCY18 on 24™MApr-18. We expect the company to

Industry Offtake: Urea (ktons) and DAP (ktons) report loss (unconsolidated) of PKR 0.51bn (LPS: 0.55) compared to loss of
PKR 0.14bn (LPS: PKR 0.14)

B Urea (Ktons) B DAP (Ktons) = Fatima Fertilizers Company Limited is scheduled to announce it’s financial
1,500 result for 1QCY18 on 26MApr-18. We expect the company to report a profit

1300 (unconsolidated) of PKR 3.1bn (EPS: PKR 1.46), up by +35%YoY.

=  We have a ‘HOLD’ call on FFBL and FFC based on a Dec-18 target prices of
PKR 38.5/share and 98.8/share, respectively while we maintain a “BUY” call
on FATIMA based on Dec-18 target price of PKR 38.3/share offering +20%
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upside from it’s last closing.
700
1,25 FFC: Strong pricing dynamics and increase in offtake to lift earnings by
500 +12%YoY to PKR 2.5bn (EPS: PKR 1.93) for 1QCY18
et Fauji Fertilizer Company Limited (FFC) is scheduled to announce its financial result
300 539 l l for 1QCY18 on 25thApr-18 wherein we expect the company to post profit
370 342 (unconsolidated) of PKR 2.5bn (EPS: PKR 1.93) up by +12%YoY. Major accretion to
100 earnings stems from increase in total offtake up by +41%YoY to the tune of ~592k

(100) Jand8  Feb-18 Mar-18F 1QCY17 1QCYISE tons, within which offtakes for urea and DAP are ~514k tons and ~79K tons

respectively. In addition to this high pricing power and lack of discounts, have

------------------------------------------------------------------------- improved retention prices of urea (+6%YoY). Accordingly, we expect net sales for the

quarter to clock in at PKR 17.7bn, up by +58%YoY. However, other income will

Relative Performance to KSE 100 decrease by 29%YoY to PKR ~2bn primarily on the back of low dividend income

KSE100 Index FFC wherein only FFBL contributed (PKR 0.35bn) to the income stream. We expect
company to declare cash dividend of PKR 1.50/share.

20% 7 ——FFBL ——— FATIMA
Exhibit:
10% FFC: 1QCY18 result highlights (unconsolidated)
0% Period End Dec- PKRmn 1QCY18E 1QCY17  YoY 4QCY17  QoQ
° Net Sales 17,732 11,190 58% 32,964  -46%
-10% Gross Profit 3,390 2,601 30% 6,530  -48%
Selling / Dist. 1,154 1,676 -31% 2,039 -43%
220% Other Op. Income 1,962 2,779  -29% 3,208  -39%
EBIT 3,874 339%  14% 7,06  -45%
30% Finance Cost 455 536  -15% 553 -18%
Pre-Tax Profits 3,419 2,860 20% 6,553  -48%
-40% Taxation 964 668 44% 1,775 -46%
Post-Tax Profits 2,454 2,192 12% 4778  -49%
-50% -
5SS e85 S58%82353 EPS 193 1.72 376
§§§§§°§g§§§§§§ DPS 1.50 1.50 3.00
Key Ratios
Source: Bloomberg, PSX & IGI Research Gross Profit Margins 19% 23% 20%
Suleman Ashraf EBIT Margins 22% 30% 22%
Effective Tax Rate 28% 23% 27%
Research Analyst Source: IGI Research, Company Financials, PSX No. of shares :1272mn
suleman.ashraf@igi.com.pk
Tel: (+92-21) 111-234-234 Ext.: 957
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Exhibit:

FFC: Urea and DAP offtake (Ktons)

Exhibit:
Sona urea (PKR/bag) and DAP prices (PKR/bag)
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Source: IGl Research, Company financials

FFBL: Despite improvement in margins, company to report a loss of PKR
0.51bn (LPS: PKR 0.55) for 1QCY18

Fauji Fertilizer Bin Qasim Limited (FFBL) is scheduled to announce its financial results
for 1QCY18 on 24™MApr-18 wherein we expect the company to report a loss
(unconsolidated) of PKR 0.51bn (LPS: 0.55) compared to a loss of PKR 0.14bn (LPS:
PKR 0.14) in the corresponding period last year. We expect offtake for the quarter to
clockin at ~88k tons (+2.5x YoY) and ~127k tons (+80%YoY) for urea and DAP, resulting
in net sales of PKR 9.3bn (+16%YoY). Moreover, gross margins may improve on the
back of a) increased retention prices (removal of price cap in DAP), b) decrease in
phosphoric acid prices (5%YoY) and c) reduced fixed cost/bag (smooth urea
production as a result of consistent supply of steam from Fauji Power Company
Limited). However, major dent to earnings may come from decrease in other income
(ignoring the impact of removal of DAP subsidy) whereby dividend income from other
businesses stands nil compared to PKR 0.41bn in the corresponding period last year.

Exhibit:
FFBL: 1QCY18 result highlights (unconsolidated)

Period End Dec- PKRmn 1QCY18E 1QCY17  YoY 4QCY17 QoQ
Net Sales 9,307 7,999 16% 25,577 -64%
Gross Profit 808 (254)  -418% 3,945 -80%
Selling / Dist. 970 917 6% 1,552 -37%
Other Op. Income 266 1,745 -85% 888 -70%
EBIT (267) 180  -248% 2,249 -112%
Finance Cost 466 477 2% 469 -1%
Pre-Tax Profits (733) (298)  146% 1,780  -141%
Taxation (220) (163) 35% 498  -144%
Post-Tax Profits (513) (135)  281% 1,282  -140%
EPS (0.55) (0.14) 1.37

DPS - - 0.75

Key Ratios

Gross Profit Margins 9% -3% 15%

Ebit Margins -3% 2% 9%

Effective Tax Rate 30% 55% 28%

Source: IGI Research, Company Financials, PSX No. of shares :934mn

Part of Ml Francal Seevices
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Exhibit:
FFBL: Urea and DAP Offtake (Ktons)
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Source: Company Financials, IGI Research

FATIMA: Low Finance cost and modest growth in offtake expected to
increase earnings by +35%YoY to PKR 3.1bn (EPS: PKR 1.46) for 1QCY18
Fatima Fertilizers Company Limited (FATIMA) is scheduled to announce it’s financial
result for 1QCY18 on 26MApr-18, wherein we expect the company to report a profit
(unconsolidated) of PKR 3.1bn (EPS: PKR 1.46), up by +35%YoY. We expect total offtake
for the period to increase by +5%YoY to ~345k tons wherein CAN offtakes will surge by
+25%YoY to ~159k tons while urea and NP offtakes may witness decline of 14%/2% YoY
to ~85/101k tons. Moreover, with improved retention prices due to strong pricing
power we expect net sales to increase by +20%YoY to PKR 9.9bn which corroborated
by decrease in phosphate rock prices (12%YoY) will lift gross margins by +600bps YoY.
Additionally, we expect finance cost to ease down by 52%YoY owing to debt
repayments and decrease in short term financing.

Exhibit:

FATIMA: 1QCY18 result highlights (unconsolidated)

Period End Dec- PKRmn ~ 1QCY18E  1QCY17  YoY 4QCY17  QoQ
Net Sales 9,887 8,259  20% 11,533 -14%
Gross Profit 5,984 4509  33% 6,787  -12%
Selling / Dist. 890 720 24% 1,084  -18%
Other Op. Income 167 174 4% 155 7%
EBIT 4,628 3,404  36% 5,098 -9%
Finance Cost 239 497 -52% 591 -59%
Pre-Tax Profits 4,389 2906 51% 4,508 -3%
Taxation 1,317 632  108% 607  117%
Post-Tax Profits 3,072 2274 35% 3901 -21%
EPS 1.46 1.08 1.86

DPS - 3.60

Key Ratios

Gross Profit Margins 61% 55% 59%

Ebit Margins 47% 41% 44%

Effective Tax Rate 30% 22% 13%

Source: IGI Research, Company Financials, PSX

No. of shares :2100mn

Part of Ml Francal Seevices
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Exhibit: Exhibit:
FATIMA: Urea, CAN and NP offtake (Ktons) CAN (PKR/bag) and NP prices (PKR/bag)
m Urea (Ktons) m CAN (Ktons) NP (Ktons) ———CAN (PKR/bag) —— NP (PKR/bag)-RHS
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Source: IGI Research, Company financials
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Recommendation

We have a ‘HOLD’ call on FFBL and FFC based on Dec-18 target prices of PKR 38.5/share
and 98.8/share respectively while we maintain a “BUY” call on FATIMA based on Dec-18
target price of PKR 38.3/share offering +20% upside from it’s last closing.

Part of MGl Francal Services A A Packages Group Company
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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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