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Today’s Daily
Pakistan Fertilizers: Sector update Apr'17

Recovering from the declining trend seen during 1HCY16, urea
offtake during Apr'17 increased by 17%YoY/21%MoM to ~249k tons
vs. 213k tons in Apr'16 largely on account of subsidy continuation.
However, cumulative fertilizer offtake growth during Apr'17 remained
on the lower side clocking in at ~449k tons vs. 423k tons in Apr'16,
increasing slightly by 6%YoY, while declining 2% on monthly basis.
DAP sales on the other hand registered a decline of 38%MoM/9%YoY
to 95k tons in Apr'17. Furthermore, imported urea continued to
remain at negligible levels (2k tons) despite being available at a
significant discount to local urea. On a cumulative basis, total
fertilizer sales posted growth of 18%YoY to 1.98mn tons during
4MCY17 where urea offtake posted a decent recovery of 14%YoY
to stand at 1.12mn tons. Slower fertilizer offtake alongwith industry’s
weak pricing power & rising inventory level (urea inventory standing
at 1.67mn tons), we maintain our Marketweight stance on the sector
until a sustainable improvement in the demand scenario.

News and Views

The OGRA in its summary to petroleum ministry has proposed to reduce
MOGAS and HSD prices by PkR2.10/Itr and PkR1.8/Itr, respectively. In
addition, reduction in LSD and kerosene oil prices by PkR1.5/ltr and
PkR3/Itr was also recommended in the summary.

Pakistan Tanners association has lauded the removal of custom duty on
raw hides & skins/pickled and wet blue (currently at 3 %) in the FY18
budget.

The SBP and SECP have signed a Letter of Understanding to establish
a Council of Regulators to mitigate systemic risk and enhance financial
stability. The Council will comprise of top officials of the two regulators.
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KSE100 - Index

Current 52,636.66
Previous 52,869.01
Chg. -0.44%

Mkt Cap. (PkRbn/US$bn)

Current 10,410/ 99.27
Previous 10,445/ 99.61
Chg. -0.34%

Daily Turnover (mn)

Current  431.77
Previous 408.89
Chg. 5.6%

Value Traded (PKRmn/US$mn)

Current  20,731/197.70

Previous 24,426/ 232.94

Chg. -15.1%
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Pakistan Fertilizers: Sector update Apr'i7

Recovering from the declining trend seen during 1HCY16, urea offtake
during Apr'17 increased by 17%YoY/21%MoM to ~249k tons vs. 213k
tons in Apr'16 largely on account of subsidy continuation. However,
cumulative fertilizer offtake growth during Apr'17 remained on the
lower side clocking in at ~449k tons vs. 423k tons in Apr'16, increasing
slightly by 6%YoY, while declining 2% on monthly basis. DAP sales
on the other hand registered a decline of 38%MoM/9%YoY to 95k tons
in Apr'17. Furthermore, imported urea continued to remain at negligible
levels (2k tons) despite being available at a significant discount to
local urea. On a cumulative basis, total fertilizer sales posted growth
of 18%YoY to 1.98mn tons during 4MCY17 where urea offtake posted
a decent recovery of 14%YoY to stand at 1.12mn tons. Slower fertilizer
offtake alongwith industry's weak pricing power & rising inventory
level (urea inventory standing at 1.67mn tons), we maintain our
Marketweight stance on the sector until a sustainable improvement
in the demand scenario.

Company-wise breakup: Urea market share for FFC/EFERT/FFBL/FATIMA
in Apr'17 and 4MCY17 was recorded at 40%37%8%/10% and
42%32%5%/10% vs. Apr'16 & 4MCY 16 share of 54%/26%8%/3% &
48%/35%5%/6% respectively. In this regard, EFERT sold 92k tons (up
45%MoM /69%YoY), FATIMA sold 26k tons (up 11xMoM / 3xYoY) and
FFBL sold 21k tons (up 28%YoY / while it gained 6%MoM). However, FFC
offtake declined significantly by 13%MoM/14%YoY to 99k tons. On other
hand, DAP offtake remained unexciting after a decent start to CY17 with
FFBL selling 61k tons of DAP (down 42%MoM) while imported DAP sales
went down significantly by 30%MoM/50%YoY to 35k tons in Apr'17.
Moreover, NP & CAN sales continued their positive momentum rising by
16%MoM to 58k tons & 27%MoM to 31k in Apr'17.

Apr'17 Fertilizer offtake (tonnes)

Apr-17 Mar-17  MoM Apr-16 YoY 4MCY17  4MCY16 YoY
Urea offtake
FFC 99,478 114,806  -13% 115,238 -14% 475,981 472,245 1%
FFBL 20,577 21,734 -5% 16,087 28% 58,168 51,238 14%
EFERT 92,071 63,601 45% 54,451 69% 361,379 340,384 6%
FATIMA 25,724 2,127 11.1 6,348 &l 124,649 55,182 126%
FATIMA-DH 7,724 1,238 524% 3,728 107% 63,919 5,258 11.2
Imported urea 2,121 3,307 -36% 173 1126% 28,429 14,359 98%
Total urea 249,865 206,831 21% 213,012 17% 1,120,078 982,837 14%
DAP offtake
FFBL 60,986 104,701 -42% 34,787 75% 234,266 105,613 122%
Imported 34,711 49,350 -30% 70,046 -50% 174,229 233,297 -25%
Total DAP 95,697 154,051 -38% 104,833 -9% 408,495 338,910 21%
Total CAN 31,878 25,078 27% 28,381 12% 195,577 140,763 39%
Total NP 57,785 49,956 16% 66,041 -13% 197,013 171,885 15%

TOTAL FERTILIZER 448,656 457,186 -2% 423,600 6% 1,982,229 1,682,600 18%

Source: NFDC & AKD Research
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Market Share (Urea)
Apr-17 Mar-17 Apr-16 4MCY17 4MCY16

FFC 40% 56% 54% 42% 48%
FFBL 8% 1% 8% 5% 5%
EFERT 37% 31% 26% 32% 35%
FATIMA  10% 1% 3% 1% 6%
Imported urea 1% 2% 0% 6% 1%

Source: NFDC & AKD Research
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Inventory levels rising again: Weak demand on account of poor farm
incomes alongwith increasing production from local players has led to high
inventory build-up in the system. Rising consistently every month, urea
inventory stood at 1.67mn tons (up 10%MoM/11%YoY) in Apr'17. This is
equivalent to 3.7x of one month's average production for urea. In this
backdrop, ECC of the cabinet recently decided to increase the quota of
urea exports by another 300k tons (100% increase) to 600k tons with an
extended deadline of Oct'17. In this backdrop, the option to export comes
as a savior, despite lower int'l prices, easing domestic industry's increasing
pressure on working capital in our view.

Outlook & Investment Perspective: Having lost 8% CYTD, the fertilizer
sector remained under pressure on account of weak fertilizer dynamics,
lower commodity prices and depressed farmer incomes. While some
recovery can be expected in 2HCY17 on account of : 1) continuation of
fertilizer subsidy in Budget FY18 alongwith a number of agri-related
incentives offered, 2) upward revision in export quota for urea and 3)
upcoming Kharif season. We continue to maintain our Marketweight stance
on the sector, FATIMA (DCF based TP of PkR45.1/sh) remains our top
pick with its diversified product mix, continuously improving market share
and concessionary gas pricing.

www.akdsecurities.net

Inventory Level (tonnes)
Apr-17 MoM
Urea 1,671,882 10%

Apr-16 YoY
1,502,573 1%

DAP 56,473 2% 248,954 T7%
CAN 362,047 -10% 355,440 2%
NP 87,879 -10% 151,057 -42%

Source: NFDC & AKD Research
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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.

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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