AKD Securities Limited
TREC Holder & Registered Broker
Pakistan Stock Exchange

Equity Research / Pakistan

| |
> .
.-8
M
o o
0
L
a :
Y &
(@]
< -

| |

| |

| |

Today’s Daily
Pakistan Fertilizers: Robust start of CY18

After a fitting end to CY17 (fertilizer/Urea offtake posted growth of
8%I7%YoY), CY18 got off to a robust start with not only urea but
cumulative fertilizer sales remaining promising during Jan'18.
According to the latest figures released by NFDC, total fertilizer
sales in Jan'18 clocked in at 774k tons, up 30%YoY. Similarly, urea
sales have also jumped by 33%YoY to 539k tons. Furthermore, DAP
sales also registered growth of 51%YoY to 92k tons in Jan'18.
However, on a monthly basis, total fertilizer/Urea/DAP off-take
expectedly came down by 25%/25%/39% in Jan’18 coming off a
high base (end of Rabi season). After correcting sharply in 1HCY17,
the fertilizer sector has posted a strong recovery (+16% since
Aug'17) on improving fundamentals. Going forward, we anticipate
further betterment on the back of: 1) continuous lowering of inventory
levels, 2) higher international prices and 3) upward trend in local
product prices. Maintaining our Marketweight stance on the sector,
EFERT (TP of PkR79.9/sh) remains our top pick on the basis of
attractive dividend yield of 10% at current levels, followed by FATIMA
(TP of PkR45.1/sh) with its diversified product mix, continuous
improvement in market share and concessionary gas pricing.

News and Views

The Financial Action Task Force (FATF) has decided to place Pakistan
back on its terror financing watch-list on a list of countries that financially
aid terrorism with effect from Jun’18, but Islamabad believed the decision
was politically motivated that may affect its future cooperation.

The Commerce Ministry has issued a notification withdrawing the new
clearing procedure for import of used cars in the country. Earlier on the
recommendation of SBP, the ministry notified new rules for clearance
of used imported cars which required that payment of duties and taxes
on every vehicle must be made from a bank account controlled by the
person shown as the importer under baggage and transfer of residence
rules.

Gov’t has moved a summary before the National Economic Council
(NEC) seeking its approval to finalize 12th five-year plan. As per summary,
the gov't seeks approval to stop expenditures on the new development
projects whose allocation was less than 25% of total approved cost
during the FY18.
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KSE100 - Index

Current 43,267.20
Previous 43,528.51
Chg. -0.60%

Mkt Cap. (PkRbn/US$bn)

Current  8,988/81.29
Previous 9,038 /81.74
Chg. -0.55%

Daily Turnover (mn)

Current  244.51
Previous 190.65
Chg. 28.2%

Value Traded (PKRmn/US$mn)

Current 10,079 /91.16
Previous 9,086 /82.17
Chg. 10.9%
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Pakistan Fertilizers: Robust start of CY18

After a fitting end to CY17 (fertilizer/Urea offtake posted growth of
8%I7%YoY), CY18 got off to a robust start with not only urea but
cumulative fertilizer sales remaining promising during Jan'18.
According to the latest figures released by NFDC, total fertilizer sales
in Jan'18 clocked in at 774k tons, up 30%YoY. Similarly, urea sales
have also jumped by 33%YoY to 539k tons. Furthermore, DAP sales
also registered growth of 51%YoY to 92k tons in Jan'18. However,
on a monthly basis, total fertilizer/Urea/DAP off-take expectedly came
down by 25%/25%/39% in Jan’18 coming off a high base (end of Rabi
season). After correcting sharply in 1HCY17, the fertilizer sector has
posted a strong recovery (+16% since Aug'17) on improving
fundamentals. Going forward, we anticipate further betterment on
the back of: 1) continuous lowering of inventory levels, 2) higher
international prices and 3) upward trend in local product prices.

>
- X Maintaining our Marketweight stance on the sector, EFERT (TP of
'E a PkR79.9/sh) remains our top pick on the basis of attractive dividend
n 9 yield of 10% at current levels, followed by FATIMA (TP of PkR45.1/sh)
o) with its diversified product mix, continuous improvement in market
n % share and concessionary gas pricing.
! g Jan'18 Fertilizer offtake (tonnes)
> Jan-18 Dec-17 MoM Jan-17 YoY CY17 CY16 YoY
< Urea offtake
FFC 222,854 364,777 -39% 153,192 45% 2,474,403 2,428,163 2%
FFBL 13,820 70,260 -80% 2,196 6.3 545,731 442,624  23%
EFERT 262,052 186,602 40% 107,214 2.4 1,802,186 1,653,214 9%
FATIMA 36,063 82,494 -56% 84,823 -57% 417,367 390,905 7%
FATIMA-DH - 5,376 -100% 40,659 -100% 212,754 254,952 -17%
Imported urea - 1,337 -100% 15,222 -100% 260,161 30,109 8.6
Total urea 539,215 716,924 -25% 406,265 33% 5,860,709 5,495,121 7%
DAP offtake
FFBL 31,013 66,199 -53% 33,796 -8% 831,173 790,622 5%
Imported 61,195 84,277 -27% 27,315 22 1,547,180 1,403,744 10%
Total DAP 92,208 150,476 -39% 61,111 51% 2,378,353 2,194,366 8%
Total CAN 76,984 101,528 -24% 72,403 6% 731,235 550,457 33%
Total NP 50,693 51,941 2% 48,057 5% 688,229 680,920 1%

TOTAL FERTILIZER 773,768 1,029,466 -25% 594,509 30% 9,869,189 9,112,420 8%

Source: NFDC & AKD Research

Company-wise breakup: Urea market share for Market Share-Urea

FFC/EFERT/FFBL/FATIMA in Jan'18 was recorded at 41%/49%/3%/7% Symbol Jans  Decd? Jand7
vs. share of 37%/26%/31%/1% in Jan'17. In this regard, EFERT sold 262k :EL 431// ?;j 3?;
tons (+2.4xYoY/+40%MoM), FFC sold 223k tons (up 45%YoY/ down EFERT 49% 6%  26%
39%MoM), FATIMA sold 36k tons (down 57%YoY/56%MoM) and FFBL ::“:’*d ;j 102; jj
sold 14k tons (up 6.3xYoY/ down 80%MoM). EFERT and FFC emerged Source: NFDC & AKD Research

as clear winners (double digit growth) with sales rising by 2.4xYoY to 262k
tons, and 45%YoY to 223k tons respectively, while FATIMA posted decline
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of 57%YoY to 36k tons. DAP off-take on the other hand also remained on
the higher side, rising by 51%YoY to 92k ton in Jan'18. In this regard,
importers sold 61k tons of DAP in Jan'18 (up 2.2xYoY) while FFBL sales
clocked in at 31k tons (-8%YoY). Looking at respective market shares,
EFERT’s market share improved by 22ppts to 48.6% (Jan’18 sales higher
than 1QCY17) while FATIMA lost out significantly where its market share
reduced by 24.2ppts to 6.7%.

Inventory Level (tonnes)
Jan-18  Dec-17 MoM Jan-17 YoY(x)
farm incomes along with export of urea and lower production from local Urea 254017 336494 -25% 1,035,125 -75%

players has led to significant drop in urea inventory towards the end of the DAP 180623 171188 6% 70270 157%
. i i CAN 198,273 233,103 -15% 332,015  -40%

year. Declining consistently every month, urea inventory now stands at NP 30883 43678 20% 70368 61%

just 254k tons, down 75%YoY/25%MoM in Jan'18 (lowest in last 2yrs and Source: NFDC & AKD Research

significantly lower than last 4yr average of 572k tons). This is now equivalent

to 0.5x of one month's average production for urea vs. last year average

of 2.5x.

Inventory levels under control: Higher demand on account of improved

Outlook & Investment Perspective: After correcting sharply in 1HCY17,
the fertilizer sector has posted a strong recovery (+16% since Aug'17) on
improving fundamentals. Going forward, we anticipate further betterment
on the back of: 1) low inventory levels at the start of a calendar year, 2)
higher international pricing dynamics and 3) upward trend in local product
prices. In this backdrop, we also expect urea manufacturers to further
reduce prevailing high level of discounts in the market (currently hovering
around PkR20-40/bag), thus improving margins. Maintaining our
Marketweight stance on the sector, EFERT (TP of PkR79.9/sh) remains
our top pick on the basis of attractive dividend yield (10% at current levels),
followed by FATIMA (TP of PkR45.1/sh) with its diversified product mix,
continuous improvement in market share and concessionary gas pricing.

Monday, Feb 26, 2018

AKD Daily

www.akdsecurities.net 03



AKD Securities Limited

Member Karachi Stock Exchange

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.

Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
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
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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
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
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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.
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