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Pakistan Fertilizers: Strong Jul'18 draws inventory to 7yr low
Pakistan's fertilizer offtake remained promising in Jul'18, courtesy
of early monsoon rains that came to the rescue spurring a delayed
lift-off for Kharif season demand amid water scarcity. According to
the latest NFDC read, total fertilizer sales in Jul'18 stood at 980k
tons against 746k tons sold in Jul'17 (up 31%YoY/12%MoM). In
tandem, Urea/DAP offtakes have increased by 46%/7%YoY to
497/302k tons during the month under review. Similarly, CAN/NP
sales have also jumped by 83%/16%YoY to 99/56k tons in Jul'18.
On a cumulative basis, total fertilizer sales posted nominal growth
of 4%YoY to 5.06mn tons during 7MCY18 where urea offtake climbed
6%YoY to stand at 3.22mn tons. Backed by continuous improvements
in industry dynamics, the fertilizer sector has gained 21%CYTD,
outperforming the KSE-100 index by +13% during FY18. With this
impressive run-up in the backdrop, we assert a Market-weight
stance on the sector, where EFERT (TP of PkR87.8/sh) remains our
top pick on an appealing dividend yield of ~11%, followed by FATIMA
(TP of PkR45.1/sh).
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Prime Minister Imran Khan has declined to lead the Economic Coordination
Committee (ECC) of the cabinet and has delegated the responsibility to
Finance Minister Asad Umar who will lead the reconstituted economic
decision-making body.
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Public sector enterprises (PSEs) have eaten up almost PkR500 billion
within two years as their outstanding debts increased to PkR1.068trn at
the end of June 30, 2018. According to official data, PSEs debts in FY16
were PkR588bn and PkR822.8bn in FY17.
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International creditors have disbursed US$439mn loans to Pakistan in
July, though remains insufficient to meet country's growing external
sector imbalance. However of the total loans, two-third have been received
from china against four major projects exclusive of US$2bn one off
Chinese injection to stabilize the reserves
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Pakistan Fertilizers: Strong Jul'18 draws inventory to 7yr low
Pakistan's fertilizer offtake remained promising in Jul'18, courtesy
of early monsoon rains that came to the rescue spurring a delayed
lift-off for Kharif season demand amid water scarcity. According to
the latest NFDC read, total fertilizer sales in Jul'18 stood at 980k
tons against 746k tons sold in Jul'17 (up 31%YoY/12%MoM). In
tandem, Urea/DAP offtakes have increased by 46%/7%YoY to 497/302k
tons during the month under review. Similarly, CAN/NP sales have
also jumped by 83%/16%YoY to 99/56k tons in Jul'18. On a cumulative
basis, total fertilizer sales posted nominal growth of 4%YoY to 5.06mn
tons during 7MCY18 where urea offtake climbed 6%YoY to stand at
3.22mn tons. Backed by continuous improvements in industry
dynamics, the fertilizer sector has gained 21%CYTD, outperforming
the KSE-100 index by +13% during FY18. With this impressive runup in the backdrop, we assert a Market-weight stance on the sector,
where EFERT (TP of PkR87.8/sh) remains our top pick on an appealing
dividend yield of ~11%, followed by FATIMA (TP of PkR45.1/sh).
Company-wise breakup: Urea market share for
FFC/EFERT/FFBL/FATIMA in Jul'18 was recorded at 43%/35%/10%/12%
vs. share of 41%/22%/12%/7% in Jul'17. In this regard, FFC sold 213k
tons of urea (+55%YoY/-1%MoM), EFERT sold 172k tons (+2.32xYoY/30%MoM), FATIMA sold 61k tons (+3.08xYoY/-33%MoM) and FFBL sold
50k tons (up 19%YoY/-11%MoM). On cumulative basis, urea off-take
posted growth in 7MCY18 (up 6%YoY), where EFERT, FFC and FFBL
emerged as clear winners (respective market shares improved by
6.79ppts/4.40ppts/1.57ppts to 36.2%, 44.6% and 9.5% in 7MCY18) owing
to LNG based plant (Agritech & Fatimafert) closures. In tandem, urea
sales for the majors jumped by 31%YoY to 1.17mn tons, 18%YoY to
1.44mn tons and 27%YoY to 306k tons respectively for EFERT, FFC and
FFBL while FATIMA posted a cumulative decline of 31%YoY to just 304k
tons (non-operational Fatimafert plant).

Market Share-Urea
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Jul'18 Fertilizer offtake (tonnes)
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-
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DAP offtake
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Source: NFDC & AKD Research
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DAP off-take on the other hand also posted impressive growth of 13%YoY
to 984k ton in 7MCY18. In this regard, importers sold 655k tons of DAP
(up 19%YoY) while FFBL sales clocked in at 329k tons (+3%YoY).
Inevitable urea import or restart of shutdown plants? Higher demand
on account of improved farm incomes (subsidy continuation), export of
urea (+500k tons in CY17 and +60k tons at the start of CY18) and lower
production from local players (closure of LNG based plant and limited
supply of gas to other manufacturers) has led to significant depletion in
urea inventory from CY17 onwards. Declining consistently every month,
urea inventory now stands at just 86k tons, down 18%MoM/93%YoY in
Jul'18 (lowest level seen in last 7yrs). This is now equivalent to an alarming
0.2x of one month's average production for urea vs. last year's average
of 2.6x. Going forward, we expect urea inventory to remain at these
extreme levels in the upcoming months owing to: 1) continued high demand
in the ongoing kharif season and the run-up to the Oct-Dec Rabi season,
and 2) lower industry production. Therefore, prompt government attention
is needed to address the current urea deficit either through immediately,
1) importing at least 250-300k tons of urea (to meet expected demandsupply gap in current calendar year), or 2) restarting closed urea plants
at subsidized gas provisions (countering economically infeasible LNG
cost).

Inventory Level (tonnes)
Jul-18
Urea

Jun-18 MoM

Jul-17

DAP 359,393 405,544 -11% 385,386
CAN

76,269 135,821 -44% 286,882

NP

7,555

-7%
-73%

23,025 -67% 73,546 -90%
Source: NFDC & AKD Research

Fertilizer Production (tonnes)
('000) Jul-18 MoM

YoY 7MCY18 7MCY17 YoY

Urea

478

7%

-5%

3,051

3,362

-9%

DAP

73

3%

5%

404

451

-10%

NP

41

18%

-33%

269

406

-34%

CAN

40

16%

-26%

272

388

-30%

Source: NFDC & AKD Research

Prices to remain strong: After removing various discount offerings on
fertilizer products in the latter part of CY17, urea is currently available in
the country around an average price of PkR1,670/bag, post cumulative
increase of around PkR230-250/bag in the past few months. This continuous
uptrend in product prices is the effect of an overall improvement in sector
dynamics (lower inventory levels, expected urea shortage, higher int'l
prices and currency depreciation). In addition to, the highly probable import
scenario presents a lucrative opportunity for local manufacturers to further
increase local urea price, which is still trading at ~12-15% discount to
prevailing elevated cost of imported fertilizers of PkR1,900-1,950 (higher
int'l prices and sharp currency depreciation).
Outlook & Investment Perspective: Backed by continuous improvement
in industry dynamics, fertilizer sector has gained 21%CYTD, outperforming
the KSE-100 index by +13% during FY18. With this impressive run-up we
currently have Market-weight stance on the sector, where EFERT (TP of
PkR87.8/sh) remains our top pick on the basis of an attractive dividend
yield of ~11%, followed by FATIMA (TP of PkR45.1/sh) with its diversified
product mix and an equally impressive dividend yield crossing 10%. Having
said that, going forward, we anticipate the sector to remain in the limelight
on the back of: 1) continuing tightness in domestic supply dragging
inventory lower, 2) inevitable urea imports at elevated costs prevailing in
international markets ((hovering around PkR1,900-1,950/bag, a 12-15%
premium to local prices), and 3) upward trend witnessed in local product
.
prices (currently standing around PkR1,650-1,700/bag).
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.
Regional Disclosures (Outside Pakistan)
The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
For the United States
Compliance Notice.
This research report prepared by AKD Securities Limited is distributed in the United States to Major US Institutional Investors
(as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended) only by Decker & Co, LLC, a broker-dealer
registered in the US (registered under Section 15 of Securities Exchange Act of 1934, as amended). All responsibility for the
distribution of this report by Decker & Co, LLC in the US shall be borne by Decker & Co, LLC. All resulting transactions by a
US person or entity should be effected through a registered broker-dealer in the US. This report is not directed at you if AKD
Securities Limited or Decker & Co, LLC is prohibited or restricted by any legislation or regulation in any jurisdiction from making
it available to you. You should satisfy yourself before reading it that Decker & Co, LLC and AKD Securities Limited are permitted
to provide research material concerning investment to you under relevant applicable legislations and regulations.
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