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FERTILIZER REVIEW

DAP outperforms Urea growth

The demand of Urea and DAP off take in November has remained constantly high. Especially DAP, which outperformed its historic
movements. Statistically compared on YOY basis, demand of both Urea and DAP has competently risen throughout the year. Espe-
cially, DAP has succeeded to outperform its last year performance in the wake of plunging international prices, lower DAP-Urea price
differential, stable and higher crop support prices and better availability of the product.
According to the data released by NFDC, DAP has been the most successful
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Fuel Gas price increased18%
Urea prices kept increasing as feedstock gas prices were again increased by the Figure 2- Fertilizer Rates (Source-NFDC)
GOP by 18% effective from Jan 2010 and hence passed to the consumers by the

manufacturers who raised their product prices by Rs20 per bag. Hence, 0.5% o0
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year and then witnessed some decline in international market on the back of Phos iigg
-acid prices which decreased from an all time high of USD 2,065 per ton to USD  son
420 per ton, but last month these prices have again rallied and have touched USD
650 per ton. Also, 18% jump in fuel gas price is seriously affecting the only manu-
facturer’s (FFBL) margins.
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Still one of the most attractive sectors

Considering all the factors discussed above, we have concluded the following fair values of the top 3 companies of fertilizer sector:

According to our research, ENGRO is the most attractive company out of the four in the

FV MP Discount Stance
sector with an upside potential of 25% at current rate. FFC is a high yield stock and is  Engro 235  188.55 25% Buy
less volatile than the others which is trading at 10% discount to its fair value. FFBL pro-  FFC 115 104.20 10% Buy
vides an upside potential of 18% at current market price. FFBL 31 26.35 18% Buy
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FATIMA FERTILIZER

A new but impressive entrant in the high profile fertilizer business:

Karachi stock exchange is soon going to witness a strong and impressive company on its screen with huge number of shares listed
(200 million shares). The public subscription rate is undecided and will open after the book building process. 150 million shares
(75% of total issue) are being offered to the high net worth investors and institutions whereas remaining 50 million shares are for
public subscription.

Sector Standings:
Fertilizer policy 2001 has always supported the new entrants and expansions not only be- Imports
cause it is vital for the growth of agriculture sector but can also save millions of rupees of | 000tonnes | 2009 | 2008 | 2007
foreign exchange. Also, there is always been a supply demand gap for the fertilizers in the ;re:om - ;'01;0 ‘;01/0 ;6/0
country which is supported by the stern imports throughout the year. ° axe > > >
DAP 850 470 1,030
% of Offtake 54% 60% 74%
Assessment of Fatima Fertilizer:
Fatima’s Key Financials: Fatima vs Peers:
(PKR Million except Ratios)
Paid up Capital 89,35 (Al figures in Million PKR except Ratios) Fatima Engro FFC FFBL DAWH
Total Liability 28,938 Paid up Capital 8,935 2,970 6,790 9,341 1,094
Total Assets 48,783 Total Liability 28,938 9,125 19,634 36,285 8,247
Finance Cost 5 Total Assets 48,783 60,289 31,919 46,772 25,630
Equity 19,884 Finance Cost 5 1,509 3,847 2,792 901
Turnover 18,887 Equity 19,884 25,609 14,140 10,486 17,382
Gross Profit 12,509 Cash & Bank Balances 235 1,872 8,873 7,942 934
Debt to Equity Ratio 56:44 Debt to Equity Ratio 56:44 55:45 30:70 49:51 32:68
Current Ratio 0.12 Current Ratio 0.12 2.55 0.82 1.09 1.28
Net Profit Margin 38%
Current Capacity and Future Plans of the Industry: 1000 tonnes Current | Expansion Total
Urea
Engro’s huge expansion, FFC’s and Pak American Fertilizer’s de-bottlenecking will Fatima 500 - 500
convert the industry into net exporter of Urea from importers. Engro’s expansion Engro I C Y 2o
is expected to become operational from 3Q10 and will enhance its production FFC 2,048 186 2,234
capacity from 2.048 million tonnes to 2.275 million tonnes. FFC’s B.M.R.E. will D'::I"H Zi; - ZZ:
come online from 1Q11 and Pak American’s de-bottlenecking will be operational i
from 2Q10. And alone, Fatima is going to contribute around 500,000 tonnes to Pk Arab 92 - 92
Pk Amer. 358 125 483

the Urea market.

Fatima is also going to cater other fertilizer products such as NP and NPK with NPK

handsome production capacities, greater than its competitors. It will be produc- i 0 - 0

ing NPK 300,000 tonnes per annum, almost double than the Engro. This plant Engro 160 - 160
would be operational from 4Q10. - CAN

Fatima will also be producing Calcium Ammonium Nitrate (CAN) with a available Fatima 420 - 420

. Pk Arab 340 - 340
capacity of 420,000 tonnes per year. NP

Fatima 360 = 360

Pk Arab 350 - 350
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Our Stance: BUY!
We are advising subscribe on Fatima Fertilizer on the following basis:

Fatima Fertilizer is a joint venture between the two most reliable and experienced groups; Fatima Group and Arif Habib Group.
First IPO after 1996 in a highly valued and stable Fertilizer sector.

The issue is coming during an ongoing rally.

Our DCF based value is calculated to be PKR 13.5 per share and

We expect strike price to be close at PKR 14-16 per share.
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DISCLAIMER

This material was produced by FDM Capital Securities (Pvt) Ltd, a corporate member of KSE. This document is not to be used or
considered as an offer to sell or a solicitation of an offer to buy any securities. FDM may, from time to time, to the extent permit-
ted by law, participate or invest in other financing transactions with the issuers of the securities (‘securities’), perform services
for or solicit business from such issuer, and/or have a position or effect transactions in the securities or options thereof. FDM
may, to the extent permitted by applicable law or other applicable laws or regulations, effect transactions in the securities be-
fore these materials published to recipients.

Information and opinions contained herein have been compiled or arrived by FDM from sources believed to be reliable, but FDM
has not independently verified the contents of this document. Accordingly, no representation or warranty, express or implied, is
made as to and no reliance should be placed on the fairness, accuracy, completeness or correctness of the information and opin-
ions contained in this document. FDM accepts no liability for any loss arising from the use of this document or its contents or
otherwise arising in connection therewith. This document is not to be relied upon or used in substitution for the exercise of inde-
pendent judgment. FDM shall have no responsibility or liability whatsoever in respect of any in accuracy in or omission from this
or any other document prepared by FDM for, or sent by FDM to any person and any such person shall be responsible for con-
ducting his own investigation and analysis of the information contained or referred to in this document and of evaluating the
merits and risks involved in the securities forming the subject matter of this or other such document.

Opinions and estimates constitute our judgment and are subject to change without prior notice. Past performance is not indica-
tive of future results. This document does not constitute an offer or invitation to subscribe for or purchase any securities, and
neither this document nor anything contained herein shall form the basis of any contract or commitment what so ever. It is be-
ing furnished to you solely for your information and may not be reproduced or redistributed to any other person. Neither this
report nor any copy hereof may be distributed in any jurisdiction outside Pakistan where its distribution may be restricted by
law. Persons who receive this report should make themselves aware of and adhere to any such restrictions. By accepting this
report you agree to be bound by the foregoing limitations. )
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