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Fertilizer Sector: 2QCY21 Earnings Preview p/AIfa Adhi 2 AKSEER
Universe earnings to rise by 65% YoY

= With the onset of 2Q results season, we expect our fertilizer universe to B GIEE
post earnings jump of 65% YoY in 2Q, mainly led by high DAP margins.

- . . . ) Market Cap (PKR bn) 513.42
= Fertilizer companies in our universe are expected to post 1.2pps jump in

Gross Margins, primarily due to increased DAP prices. DAP prices were up  Current Traded Value (PKR bn) 0.24

50% YoY during 2QCY21, whereas Urea prices grew by 3.4% YoY in 2Q.
Current Turnover (mn share) 5.23
= |n 2QCY21, Urea offtake is expected to remain lower, down 20% YoY to

1.3mn tons, compared to 1.6mn tons in 2QCY20. However, 49% YoY jump
in DAP offtake to 0.4mn tons along with ~50% YoY jump in DAP prices will “
likely improve profitability. Price Price Return

= Company wise, EFERT is likely to report profitability growth of 29% YoY  EFERT 17.9% 11%
during 2Q whereas FFC’s earnings are to decline by 23% YoY. For FFBL, the
bottom-line will turn green during 2Q compared to the net loss in 2QCY20.  FFC 107.8 124 12.3% 27%
= Topline of our fertilizer universe is expected to grow by 12% YoY due to  FfBL . -4%

FFBL's hefty DAP sales coupled with 50% YoY jump in DAP prices during 2Q.

= EFERT is likely to announce PKR 3 dividend along with the results, and FFC “--
likely to pay PKR 2.4 dividend for 2Q. For FFBL, we do not expect any
payout this time. EFERT 2.9 29% 141%

= We have a HOLD call on both EFERT and FFBL with PTs of PKR 68/share and-
26/share respectively. For FFC, we recommend a BUY with PT of PKR
124/share.

FFC 3.83 2.94 -23% 7.18 7.51 5%

FFBL -1.24 1.55 225% -4.5 2.53 156%

Source: Company Accounts., Akseer Research
July 26, 2021 Refer to last page(s) for disclosures and disclaimers 2
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Engro Fertilizers Limited - Earnings to surge by 29% YoY

= Engro Fertilizers (EFERT) earnings are expected to grow by 29% YoY to PKR WAl eE RS BT (LG TD))

3.76/ share in 2QCY21 compared to PKR 2.91 in the same quarter last year,

driven by hefty decline in finance and other charges during the quarter. e o S B
. _Q0, 0,
For 1HCY21, EPS is expected to come at PKR 8.05, up 141% compared to '\etSales 29,911 27,488 S 26,951 e
PKR 3.34 in the same period last year. Cost of Sales 19,522 17,477 10% 26,678 35,363 33%
The company is expected to pay an interim cash dividend of PKR 3/share g, o« profit 10,390 10,010 4% 14,025 21,568 54%
along with the results, which will take its 1HCY21 payout to PKR 7/ share.
Distri. & Admin. Exp. 2,733 2,231 -18% i 4,470 8%
We estimate Gross Margins for 2QCY21 to clock in at 36.4%, up 1.7 pps YoY, .
due to higher decline of 10% YoY in COGS versus 8% YoY decrease in sales. ~ Otherincome 244 442 82% 505 921 83%
Finance cost is likely to reduce by 32% YoY on the back of debt pay off as Other Charges 1,222 554 -55% 1,371 1,227 -11%
well as loan repricing at lower interest rates. _
Finance cost 896 605 -32% 2,108 874 -59%
Other charges expected to decline 55% YoY due to absence of provisions of  other gains / ]
around PKR 600mn related to sales to unregistered dealers. (losses)/GIDC Payments
, , _ Profit Before Tax 5,782 7,062 22% 6,903 15,723 128%
We have a ‘HOLD’ call on EFERT with Dec-21 PT of PKR 68 per share. The
target return of the scrip is 11%,which incorporates dividend yield of 18%. Taxation 1,896 2,048 8% 2,447 4,967 103%
Net Income 3,886 5,014 29% 4,457 10,756 141%
EPS 2.91 3.76 29% 3.34 8.05 141%
DPS 4.00 3.00 4.00 7.00
Source: Company Accounts., Akseer Research
July 26, 2021 Refer to last page(s) for disclosures and disclaimers 3



Fertilizer Sector: 2QCY21 Earnings Preview

Engro Fertilizers Limited

EFERT - Valuation Basis

The target price of EFERT has been computed by using the free cash flow to firm method FCFF. Terminal
growth is taken at 4.0%, Risk free rate is 11%, Market risk premium at 6%, and thus our cost of equity is
17%..

Investment Thesis

Our recommendation for EFERT is "HOLD" on the stock-based with a target price of PKR 68 on December
21. The total return is expected to be 11%, while the dividend yield is anticipated to be 18%. Our
investment case on EFERT is based on 1) higher fertilizer prices, 2) volumes sustainability and 3) attractive
dividend yield.

Risks
Key downside risks to our investments thesis are: 1) below expected gas supply, 2) lower than anticipated
fertilizer demand, and 3) lower than expected fertilizer prices.

Company Description
Marketing of fertilizers. Engro Fertilizers Limited is a wholly owned subsidiary of Engro Corporation Limited.

Balance Sheet

CY17A CY18A CY19A CY20A CY21F CY22F CY23F
PPE 68,204 65,924 65,646 63,020 60,499 58,079 68,204
Other LT assets 4,630 5,235 5,247 5,129 5,030 4,947 4,630
Non-Current Assets 72,834 71,159 70,892 68,149 65,529 63,026 72,834
Current assets 44,887 55,888 60,821 53,023 48,745 44,716 44,887
Total Assets 117,721 127,047 131,713 121,172 114,274 107,742 117,721
Non-Current liabilities 33,069 34,632 35,975 27,714 21,107 13,738 33,069
Current liabilities 39,129 49,135 49,007 40,842 35,912 32,438 39,129
Total Liabilities 72,198 83,767 84,983 68,556 57,020 46,176 72,198
Equity 45,523 43,279 46,731 52,616 57,254 61,566 45,523
Total Equity & liabilities 117,721 127,047 131,713 121,172 114,274 107,742 117,721

Source: Company Accounts, Akseer Research

July 26, 2021

Income Statement
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Net sales

Cost of sales
Gross Profit
SG&A
Operating Profit
Other income
Other charges
Finance cost
Profit before tax
Taxation

Profit after tax

CY17A
109,197
73,880
35,316
9,593
25,723
2,062
1,432
2,071
24,282
6,869
17,414

CY18A
121,355
81,815
39,540
9,985
29,555
4,352
2,623
3,887
27,398
10,526
16,871

CY19A
105,846
71,591
34,255
10,365
23,890
2,549
1,905
3,236
21,298
3,165
18,133

CY20A
99,451
63,607
35,844
10,877
24,968
2,002
1,977
2,598
22,395
6,494
15,900

CY21F
106,197
70,069
36,128
11,580
24,548
1,641
1,960
2,651
21,578
6,258
15,321

CY22F
112,315
74,021
38,294
12,348
25,946
1,116
2,084
1,980
22,999
6,670
16,329

CY23F
109,197
73,880
35,316
9,593
25,723
2,062
1,432
2,071
24,282
6,869
17,414

Source: Company Accounts, Akseer Research

Cashflow

CY17A CY18A CY19A CY20A CY21F CY22F CY23F
Net Income 17,414 16,871 18,133 15,900 15,321 16,329 17,414
Non cash Charges 5,195 5,677 5,343 5,414 5,179 4,957 5,195
Operating Cash flows 21,650 21,786 32,954 10,251 18,966 19,228 21,650
FCFF 18,660 20,782 30,645 9,308 18,189 18,096 18,660
Net borrowings -4,330 1,182 8,242 -5,816 -11,247 -9,491 -4,330
FCFE 12,845 19,571 36,131 1,648 5,060 7,199 12,845
Net change in cash -1,066 2,684 198 -338 935 52 -1,066
Closing cash 730 3,413 3,611 3,273 4,208 4,261 730
Source: Company Accounts, Akseer Research

4
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Fauji Fertilizer Co. Limited — Bottomline to decline 23% YoY in 2Q

Financial Estimates (PKR mn)

= Fauji Fertilizer Co. (FFC) net earnings are expected to decline by 23% YoY to

PKR 2.94/share during 2QCY21 compared to PKR 3.83/share posted in the

same period last year on the back of sluggish Urea sales despite Urea prices 2QCY20  2QCY21E Yoy  1HCY20 1HCY21E YoY
being on the upside(+4% YoY).
Net Sales 23,156 24,931 8% 43,782 46,519 6%
On half yearly basis, nevertheless, net earnings will likely see positive
growth of 5% YoY to PKR 7.51/ share compared to 1HCY20 EPS of PKR 7.18.  Costofsales 15,757 16,771 E 29,925 e
The company is expected to pay an interim cash dividend of PKR 2.4/share  Gross Profit 7,398 8,160 10% 14,889 16,595 11%
along with the results, taking cumulative payout for 1HCY21 to PKR 5.90
per share Distribution cost 1,855 2,495 35% 3,930 4,503 15%
Uptrend in Urea prices (+4% YoY to PKR 1,775 per bag) during 2Q will likely ~ Other income 2,287 = e 1,135 3,373 S
lead to 8% YoY jump in net sales given FFC’s Urea offtake is expected to
decline by 12% YoY Other Charges 628 476 -24% 1,191 1,199 1%
2Q Gross margins are anticipated to clock in 32.7%, up by a 0.7 pps YoY due Fnance Cost gz = o 1,135 g2 R
. . o
to containment of COGS’ which were up by mere 6% YoY. Profit Before Taxation 6,740 5,270 -22% 12,640 9,557 -24%
Higher distribution cost will be a drag on FFC’s profitability as they are L . o L85 . - L50%
. . e axation , , -18% . b %
expected to rise by 35% YoY to PKR 2.5bn, due to increased logistics costs.
We have a BUY call on the scrip with Dec-21 PT of PKR 124,providing an Netincome e O B e s .
. . o : . : 0
upside potential of 15% and a lucrative dividend yield of 12.3%. . - o o . _— »
DPS 2.75 2.40 5.25 5.90
Source: Company Accounts., Akseer Research
July 26, 2021 Refer to last page(s) for disclosures and disclaimers 5



Fertilizer Sector: 2QCY21 Earnings Preview

Fauji Fertilizer Company Limited

FFC - Valuation Basis

Our PT for Fauji Fertilizer Company Limited (FFC) has been computed using Free cash flow to equity (FCFE)
method. We have used a risk free rate of 11.0%, beta of 1.0 & market risk premium of 6% to arrive at cost of
equity of 16.0%.

Investment Thesis

We have a ‘BUY’ recommendation on the stock based on our PT of 124/share. Our price target offers an upside
of 15% along with a dividend yield of 12.3%. Our investment case on FFC is based on 1) stable margins and 2)
attractive dividend yield.

Risks
Key downside risks to our investments thesis are: 1) lower than expected fertilizer prices and 2) below estimated
fertilizer demand.

Company Description

The principal activity of the Company is manufacturing, purchasing and marketing of fertilizers and chemicals,
including investment in other fertilizers, chemical, other manufacturing, energy generation, food processing and
banking operations.

Balance Sheet

CY17A CY18A CY19A CY20A CY21F CY22F CY23F
PPE 21,534 22,212 22,841 23,069 23,300 23,533 21,534
Other LT assets 29,601 33,877 38,206 36,990 36,400 35,848 29,601
Non-Current Assets 51,135 56,089 61,047 60,059 59,700 59,381 51,135
Current assets 95,355 97,301 111,902 84,112 71,063 65,593 95,355
Total Assets 146,490 153,390 172,949 144,171 130,762 124,974 146,490
Non-Current liabilities 13,162 10,947 48,742 28,622 9,337 6,997 13,162
Current liabilities 99,945 106,876 81,671 68,947 70,486 62,640 99,945
Total Liabilities 113,107 117,823 130,413 97,569 79,824 69,637 113,107
Equity 33,383 35,567 42,536 46,602 50,939 55,337 33,383
Total Equity & liabilities 146,490 153,390 172,949 144,171 130,762 124,974 146,490

Source: Company Accounts, Akseer Research

July 26, 2021

Income Statement
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Net sales

Cost of sales
Gross Profit
SG&A
Operating Profit
Other income
Other charges
Finance cost
Profit before tax
Taxation

Profit after tax

CY17A

105,964
77,986
27,979
8,833
19,145
6,283
2,109
1,637
21,683
7,244
14,439

CY18A

105,783
75,046
30,737
8,288
22,449
7,191
3,409
2,477
23,753
6,643
17,110

Source: Company Accounts, Akseer Research

Cashflow

Net Income

Non cash Charges

Operating Cash flows

FCFF

Net borrowings
FCFE

Net change in cash

Closing cash

CY17A

14,439

2,162

26,214

3,198

10,406

12,513

1,713

3,818

CY18A

17,110
2,286
28,670
29,344
(11,256)
16,804
3,818

5,695

Source: Company Accounts, Akseer Research

Refer to last page(s) for disclosures and disclaimers

CY19A
97,655
66,071
31,583

7,848
23,735
6,429
2,639
1,874
29,591
8,772
20,819

CY19A

20,819
2,310
9,621

(29,443)

40,070
9,309
5,695

1,153

CY20A

102,316
65,587
36,729
8,479
28,250
6,656
2,924
2,525
29,457
8,542
20,914

CY20A

20,914
2,286
14,359
43,325
(24,433)
17,100
1,153

1,406

CY21F

107,160
69,620
37,539
8,900
28,639
6,996
2,989
2,796
29,850
8,657
21,194

CY21F

21,194
2,309
29,731
37,578
(18,785)
16,808
1,406

1,356

CY22F

112,168
73,749
38,419
9,342
29,077
7,938
3,134
2,600
31,281
9,072
22,210

CY22F

22,210

2,332
24,442
26,380
(6,302)
18,233

1,356

1,777

CY23F

105,964
77,986
27,979
8,833
19,145
6,283
2,109
1,637
21,683
7,244
14,439

CY23F

14,439

2,162

26,214

3,198

10,406

12,513

1,713

3,818
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Fauji Fertilizer Bin Qasim Limited — 2Q EPS to come at PKR 1.55 . A

2QCY21 versus the net loss of PKR 1.24/share posed during 2QCY20. Hefty

surge in the DAP prices will likely to contribute to the positive earnings 2QCY20  2QCY21E Yoy  1HCY20 1HCY21E YoY
growth.
Net Sales 15,224 24,287 60% 24,782 37,292 50%
= For 1HCY21, EPS is expected to come at PKR 2.53 as compared to a net loss
of PKR 4.50 posted during 1HCY20. Cost of Sales 13,293 19,368 46% 23,410 29,896 28%
= Gross margins are likely to increase to 20.3%, +7.6 pps compared to 12.7%  Gross Profit 1,930 4,919 155% 1,372 7,396 439%
in the comparable period last year.
Distri. & Admin. Exp. 1,549 2,064 33% 2,549 3,265 28%
= Other income, though, likely to recede 21% YoY during 2Q, but is expected
grow by 57% YoY to PKR 2.6bn in 1HCY21 due to higher dividends from Oloer [mesie e L 2 L e S0
associates.
Other Charges 1,391 139 -90% 1,584 284 -82%
= We do not expected any dividend to be announced by the company along
with the results Finance Cost 1,208 964 -20% 2,726 1,960 -28%
= We have a HOLD call on FFBL with Dec-21 PT of PKR 26, providing a Profit Before Tax (846) 2,825 - (3,800) 4,531 1
downside potential of 4%.
Taxation 314 819 161% 408 1,259 209%
Net Income (1,160) 2,005 - (4,208) 3,272
EPS (1.24) 1.55 225% (4.50) 2.53

Source: Company Accounts., Akseer Research

July 26, 2021 Refer to last page(s) for disclosures and disclaimers 7



Fertilizer Sector: 2QCY21 Earnings Preview

Fauji Fertilizer Bin Qasim Limited

FFBL - Valuation Basis
Our PT for Fauji Fertilizer Bin Qasim Company Limited (FFBL) has been computed using Free cash flow to
firm (FCFF) method. We have used a risk free rate of 11.0%, beta of 1.0 & market risk premium of 6%.

Investment Thesis

We have a 'HOLD' recommendation on the stock based on our PT of 26/share. Our price target offers a
downside of 4%.FFBL earnings are increasing YoY basis, and internationally, DAP prices are rising.
Therefore, it helps in increasing the revenues. Our investment case on FFBL is based on 1) strong fertilizer
demand during CY21 and 2) Constant margin.

Risks
Key downside risks to our investment thesis are: 1) lower than expected fertilizer prices and 2) below
estimated fertilizer demand.

Company Description

he principal activity of the Company is manufacturing, purchasing and marketing of fertilizers and
chemicals, including investment in other fertilizers, chemical, other manufacturing, energy generation,
food processing and banking operations.

Balance Sheet

CY17A CY18A CY19A CY20A CY21F CY22F CY23F
PPE 10,405 9,748 10,428 10,193 9,581 9,006 8,466
Other LT assets 24,487 27,145 29,407 31,619 34,478 34,478 34,478
Non-Current Assets 34,892 36,893 39,835 41,811 44,060 43,485 42,944
Current assets 30,760 43,471 51,332 49,157 36,617 37,392 37,466
Total Assets 65,652 80,364 91,167 90,968 80,676 80,876 80,411
Non-Current liabilities 15,858 17,032 15,370 29,955 27,729 15,866 4,284
Current liabilities 36,644 49,434 68,962 47,054 34,967 43,891 52,161
Total Liabilities 15,858 17,032 15,370 29,955 27,729 15,866 4,284
Equity 13,151 13,897 6,834 13,959 17,981 21,119 23,966
Total Equity & liabilities 65,652 80,364 91,167 90,968 80,676 80,876 80,411

Source: Company Accounts, Akseer Research

July 26, 2021

Income Statement
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Net sales

Cost of sales
Gross Profit
SG&A
Operating Profit
Other income
Other charges
Finance cost
Profit before tax
Taxation

Profit after tax

CY17A
52,733
46,705

6,028
6,599
(571)
4,377
423
1,941
1,441
437
1,004

CY18A
61,511
53,327

8,183
6,074
2,109
3,182
1,259
2,223
1,809

373
1,437

Source: Company Accounts, Akseer Research

Cashflow

Net Income

Non cash Charges

Operating Cash flows

FCFF

Net borrowings
FCFE

Net change in cash

Closing cash

CY17A

1,004

1,600
10,558

6,958
(7,271)
(1,665)
(2,276)

3,547

CY18A

1,437
1,634
(8,096)
(8,049)
6,646
832
142

3,690

Source: Company Accounts, Akseer Research

Refer to last page(s) for disclosures and disclaimers

CY19A
66,839
60,955

5,885
6,767
(883)
4,370
2,158
5,199
(3,869)
2,052
(5,921)

CY19A
(5,921)
1,667
(16,295)
(760)
11,464
2,748
1,605

5,294

CY20A
83,234
70,655
12,579

6,773
5,806
5,184

312
4,444
4,393
2,700
2,192

CY20A

2,192

1,667
23,766
25,334
(8,522)
14,821
19,754

25,048

CY21F
83,021
66,286
16,735

7,563
9,171
4,666

571
3,510
9,756
2,829
6,927

CY21F

6,927
1,427
(10,160)
(9,492)
(6,730)
(18,715)
(21,620)

3,429

CY22F
84,335
69,293
15,041

8,418
6,623
4,297

419
3,353
7,148
2,073
5,075

CY22F

5,075

1,341

987

1,996

3,244

2,860

923

4,351

CY23F
87,542
72,299
15,244

9,033
6,211
4,440

396
3,518
6,737
1,954
4,784

CY23F

4,784
1,261
2,375
3,183
418
1,103
(833)

3,518
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This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alfa Adhi Securities (Pvt) Limited, hereinafter referred jointly as “JV” and is provided for information purposes only. Under no
circumstances this is to be used or considered as an offer to sell or solicitation of any offer to buy. While reasonable care has been taken to ensure that the information contained therein is not untrue or misleading at the
time of publication, we make no representation as to its accuracy or completeness and it should not be relied upon as such. From time to time, the JV and/or any of their officers or directors may, as permitted by
applicable laws, have a position, or otherwise be interested in any transaction, in any securities directly or indirectly subject of this report. This report is provided only for the information of professionals who are expected
to make their own investment decisions without undue reliance on this report. Investments in capital markets are subject to market risk and the JV accepts no responsibility whatsoever for any direct or indirect
consequential loss arising from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial situation and particular needs of investors, who should seek further
professional advice or rely upon their own judgment and acumen before making any investment. The views expressed in this report are those of the JV’'s Research Department and do not necessarily reflect those of the JV
or its directors. Akseer Research and Alfa Adhi Securities as firms may have business relationships, including investment--banking relationships, with the companies referred to in this report. The JV or any of their officers,
directors, principals, employees, associates, close relatives may act as a market maker in the securities of the companies mentioned in this report, may have a financial interest in the securities of these companies to an
amount exceeding 1% of the value of the securities of these companies, may serve or may have served in the past as a director or officer of these companies, may have received compensation from these companies for
corporate advisory services, brokerage services or underwriting services or may expect to receive or intend to seek compensation from these companies for the aforesaid services, may have managed or co-managed a
public offering, take-over, buyback, delisting offer of securities or various other functions for the companies mentioned in this report.

All rights reserved by the JV. This report or any portion hereof may not be reproduced, distributed or published by any person for any purpose whatsoever. Nor can it be sent to a third party without prior consent of the JV.
Action could be taken for unauthorized reproduction, distribution or publication.

Valuation Methodology

To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation methodology, and 3). Asset-based valuation methodology.

Ratings Criteria

JV employs a three tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific stock. The rating is based on the following with time horizon of 12-months.

Rating Expected Total Return

Buy Greater than or equal to +15%
Hold Between -5% and +15%

Sell Less than or equal to -5%

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a combination of these factors.

Research Dissemination Policy

The JV endeavours to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or electronic distribution such as email, fax mail etc.

Analyst Certification

The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member of JV’s Equity Research Team. The analyst certifies that (1) the views expressed in
this report accurately reflect his/her personal views and (2) no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report.

Contact Details

Alfa Adhi Securities (Pvt) Limited

3rd Floor, Shaheen Chambers, A-4 Central Commercial Area, KCH Society, Block 7 &
8, Near Virtual University, Karachi

T: +92-21-38694242

E: info@alfaadhi.net

Akseer Research (Pvt) Limited

1st Floor, Shaheen Chambers, KCHS block 7 & 8, off. Shahrah-e-Faisal
T +92-21-34320359 -60

E: info@akseerresearch.com
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