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FFC: Strong fundamentals warranting an update
In the backdrop of continuously improving sectors dynamics,
we revisit our investment case for FFC with our revised Dec'19
TP standing at PkR104.6/sh (total return: 21%). Noteworthy
improvement in company fundamentals include: 1) significant
+13%YoY growth in urea offtake during 1HCY18 (characterized
by 4.91ppts improvement in its overall market share to 45.1%)
and 2) continuous upward trend in local product prices (+14%
since Apr18) on the back of alarmingly low inventory levels,
pointing towards inevitable urea import in the upcoming months
at current elevated landed cost of imported fertilizers (higher
intl prices alongwith sharp PkR depreciation). Following this,
we revisit our investment case for FFC incorporating, 1) upward
revision in FFC's urea market share to 43.1/42.8% (owing to
closure of LNG based plants) from 41.4/41.3% for CY18F/CY19F
and 2) recent uptick in local Urea prices (up ~PkR120/bag).
Moreover, we have also assimilated budgetary measures (gradual
1% annual reduction in corporate tax to 25% by FY23, 5%/1%
super tax impact in CY18/CY19 and GST fixation at 2%) in our
valuations. In this regard, our earnings estimate for CY18F/CY19F
now stand at PkR8.75/PkR10.22 (revised up by 10%/14%) while
our rolled forward Dec'19 TP goes up by 8% to PkR104.6/sh.
Having gained 19%CYTD, FFC currently trades at a CY19F PE
of 9.1x, offering an appealing CY19F dividend yield of 10% at
current levels.
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News and Views

Remittances sent by overseas Pakistanis reached US$19.62bn in FY18,
up 1.4%, from US$19.35bn the previous year. Despite a continued
decline, Saudi Arabia remained the largest source of remittances.
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Announcing the largest troops deployment for the general elections in
the countrys history during a press conference by DG ISPR, the army
pledged to remain neutral in the voting process. But hours after Maj Gen
Ghafoors presser, Nawaz Sharif, while talking to the media in London,
alleged that the entire machinery was being used to target just his party
and its members were being forced to join other parties.
.
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In the first incident of terrorism targeting the ongoing election campaign,
13 people, including Awami National Party (ANP) senior leader and
provincial assembly candidate for PK-78 Haroon Bilour, were killed and
34 others injured when a blast targeted a corner meeting of the party at
around midnight in Peshawar.
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FFC: Strong fundamentals warranting an update
In the backdrop of continuously improving sectors dynamics, we
revisit our investment case for FFC with our revised Dec'19 TP
standing at PkR104.6/sh (total return: 21%). Noteworthy improvement
in company fundamentals include: 1) significant +13%YoY growth
in urea offtake during 1HCY18 (characterized by 4.91ppts improvement
in its overall market share to 45.1%) and 2) continuous upward trend
in local product prices (+14% since Apr18) on the back of alarmingly
low inventory levels, pointing towards inevitable urea import in the
upcoming months at current elevated landed cost of imported
fertilizers (higher intl prices alongwith sharp PkR depreciation).
Following this, we revisit our investment case for FFC incorporating,
1) upward revision in FFC's urea market share to 43.1/42.8% (owing
to closure of LNG based plants) from 41.4/41.3% for CY18F/CY19F
and 2) recent uptick in local Urea prices (up ~PkR120/bag). Moreover,
we have also assimilated budgetary measures (gradual 1% annual
reduction in corporate tax to 25% by FY23, 5%/1% super tax impact
in CY18/CY19 and GST fixation at 2%) in our valuations. In this regard,
our earnings estimate for CY18F/CY19F now stand at
PkR8.75/PkR10.22 (revised up by 10%/14%) while our rolled forward
Dec'19 TP goes up by 8% to PkR104.6/sh. Having gained 19%CYTD,
FFC currently trades at a CY19F PE of 9.1x, offering an appealing
CY19F dividend yield of 10% at current levels.

KATS Code
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Market Cap (US$mn)
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119,132
984.57
1,272.24
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1.13
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FFC: Earnings & TP revision
EPS(PkR)
New
Old
Change

CY18F
8.75
7.96
10%

CY19F TP- Dec'19
10.22
104.57
8.95
96.9
14%
8%

Source: Co. Reports & AKD Research

1QCY18 Result Review: FFC posted unconsolidated NPAT of PkR2.26bn
(EPS: PkR1.78) in 1QCY18 vs. NPAT of PkR2.19bn (EPS: PkR1.72) in
1QCY17, an increase of 3.3%YoY. Key highlights of the result included:
1) strong 84%YoY growth in topline to PkR20.55bn reflecting 52%/2.4xYoY
increase in Urea/imported DAP off-take to ~573k/105k tons, 2) 3.3ppts
fall in GM to 19.9% owing to urea subsidy (included in other income) &
higher proportion of low margin imported DAP in total sales, 3) 29.6%YoY
decline in finance cost and 4) higher effective tax rate of 35.2% in 1QCY18
against 23.4% in 1QCY17.
Improving market share coupled with higher product prices: FFC
witnessed an impressive growth of ~13%YoY in urea offtake to 1.23mn
tons during 1HCY18, characterized by 4.91ppts improvement in FFCs
overall market share to 45.1% (lower industry production due to overall
gas shortage and closure of LNG based plants owing to economically
infeasible LNG cost). Following this, we revisit our investment case for
FFC incorporating the recent volumetric uptick in Urea offtake. Accordingly,
we revise up our FFC's urea market share assumption for CY18F/CY19F
to 43.1/42.8% vs. 41.4/41.3% previously. Besides this, we have also
incorporated recent uptick in urea prices (+PkR120/bag) on the back of:
1) alarmingly low inventory levels, pointing toward inevitable urea import
in upcoming months and 2) elevated landed cost of imported fertilizers,
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currently hovering around PkR1800-1900/bag (owing to higher intl prices
alongwith sharp PkR depreciation against US$). Incorporating the
aforementioned developments, our earnings estimates for CY18F/CY19F
now stand at PkR8.75/PkR10.22 (revised up by 10%/14%) while our rolled
forward Dec'19 TP goes up by 8% to PkR104.6/sh (total return: 21%).
Investment Perspective: Having gained 19%CYTD on improving
fundamentals, FFC is trading at a CY19F PE of 9.1x. Going forward, we
anticipate the sector to remain in limelight on the back of: 1) alarmingly
low inventory levels (high demand against low production), 2) inevitable
urea import at current elevated cost of imported fertilizers, hovering around
PkR1,800-1,900/bag (owing to stable int'l prices along with recent bouts
of PkR depreciation against US$) and 3) upward trend in local product
prices (currently standing around PkR1,550-1,600/bag). Additionally, in
case of urea imports in CY18 (highly likely in current scenario), we believe
urea manufacturers possess pricing power to further increase their product
prices in the local market, considering the prevailing high discount between
local and intl prices (~PkR250-300/bag), thus improving margins. Our
revised Dec19 TP for FFC stands at PkR104.6/sh offering a total return
of 21% (includes dividend yield of 10%).
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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.
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