NFDC | Fertilizer | Sector Update

AM

ADAM SECURITIES LIMITED

Date: 16" May’'24
REP # 048

Muhammad Asad Qureshi
Email: asad@adamsecurities.com.pk
Tel: +92-21-32440519 EXT: 117

Cell # 0334-3227771

© Copyright 2022, Adam Securities Limited | All rights reserved Jama

n/AdamSecurities m/oompany/adamsecurities W /adamSecurities e Room# 806-814, 8th Floor, Punji

info@adamsecuritiescom.pk 9091 324443156 T
2. ol i Main Pakistan Stock Exchange Building, o adamsecuritiesl4S@yahoo.com 0 T ;;;];'g;q;'m-; 80 e -‘_"“"““““""*"
[@l/sm.adamsecunnes nAdam Securities Limited @/adamsecurmes smadamsecufities it Saiat www.jamapunji.pk

Stock Exchange Road, Karachi




Wheat crisis has put limitations to meet Kharif season 2024 target AA!'I.%

ADAM SECURITIES LIMITED

REP # 048 The ongoing wheat crisis in Pakistan has suffered farmers with a massive loss of approx. Rs.400bn in the Rabi

season 2023-24. Wheat procurement rates have also plummeted below the support price of Rs. 3,900 per 40 kg
bag, which has caused higher inventory losses for farmers in the local market. Also, the imported wheat worth of
$1bn (Approx. Rs. 277bn) had dented local supply, allowed hoarders to take advantage of gambling of
Rs.100bn.

» Amid bumper crops during Rabi season 2023-24, Pakistan has still missed wheat production target of 32.2mn tons
(Actual Production of 29.69mn tons). In the ongoing Kharif season 2024, Govt. is working on to meet wheat
procurement target from 1.4mn tons to 1.8mn tons in order to facilitate the farmers at fair prices.

» On the Urea front, Pakistan’s Economic Coordination Committee has recently approved import of Urea up to
200KT to meet demand for ongoing Kharif season 2024. However, govt. has not disclosed the exact timeline to
import Urea. We believe Urea demand to surge during Jun-Jul during the ongoing Kharif season 2024 due to
seasonal impact which will put significant pressure on inventories, allowing fertilizer companies to seek imports in
order to adjust buffer stock. Moreover, govt has also set deal with fertilizer manufacturers to supply cheap gas
from Mari network at a unified prices for long term. Govt. will also ensure stable supply of gas to fertilizer plants
and make sure regulatory prices will protect farmers and discourage hoarders.

> As per meteorological department forecasts, the country will brace for normal to above precipitation from May
to August specifically in the upper Punjab region which we believe will reduce the water shortage for the
ongoing Kharif season 2024 and boost cultivation and meet growers’ target. However, certain limitations and risk
factors have considered to allow wheat crisis to stay intact during the ongoing season:

« Inadequate supply of Gas to fertilizer plants.
* Below normal precipitation
« Increase in inventory levels due to conditional factors like floods, excess supply and low offtakes.
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Product Wise Offtakes

Urea off’rokes, have plrosﬂcolly dropped by 5} 1% MoM dprmg ’{he 000toms  Mar-24 Apr2d Mom Apr23 Yor AMCY2d AMCY23 Yo
month of Apr'24 amid a ripple effect of ongoing wheat crisis which e

has reduced procurement of growers and disrupted supply of  [ererr 148 75 -490% 157 -519% 624 708 -11.9%
OdequcTe UreO _I_O _I_he fOrmerS FFC 232 187 -19.3% 134 40.0% 849 765 10.9%

REP # 048

. . . . FFBL 21 35 70.8% 37 -50% 100 125 -20.3%

» Moreover, the excess supply issues caused by high inventories of [ranma 55 26 -531% 25 29% 163 112 463%

fertilizer companies during Apr'24 have dented procurement |lotalurea ] €71 328 -517% 408 197% 2195 2032 61%

target of imported Urea (Up to 200kt) for the ongoing Kharif season mEFERT o o sp0% 11 7% o3 o 674%

2024 FFC 0 29 N/A 1 2.89x 47 24 91.8%

> Urea offtakes during Apr'24 decreased by 19.7% YoY despite robust  [Ffet 78 52 -333% 28 88J% 222 155 428%

. . . . FATIMA 2 0 -97.9% 0 -71.7% 5 20 -74.3%

performance of agricultural sector in Rabi season 2023-24 which  foopas T Ty T EEESC TR TR
surpassed target of sowing to 9.16mn hectares Vs. 8.99mn hectares Source: NFDC, ASL Research

set for the season. This drop in offtakes is mainly the resultant effect
of higher local Urea prices which have robustly grew by 65% YoY
during Apr'24 due to rise in gas prices by approx. 3.5x. 2023 2024
» During 4MCY24, Urea offtakes grew by 6.1% on account of
increase in wheat crops of Rabi season 2023-24 by approx. 7.5% to
29.69mn tons as against 27.63mn tons in Rabi season 2022-23. 3,500
> In the month of Apr'24, DAP offtakes have massively surged by
82.5% YoY due to dropped in int. DAP prices by 21% YoY. Moreover,
during 4MCY24, DAP offtakes have dropped by 13.1% on the back | %

Urea Prices Rs/bag- Local

. .. . R January February March April
of ongoing wheat crisis, regardless of reduced int. DAP prices by
15% YoY Source: PBS,, ASL Research
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FFC and EFERT to diverge on price mechanism during CY24

LA Unified Gas pricing to implement from MARI

> Three giant fertilizer companies i.e. FFC, EFERT and FATIMA have recently
invested in PEF (Pressure Enhance Facility) project of MARI network worth
$300mn in order to facilitate sustainable Urea production and ensure fair gas
price mechanism.

> The project is expected to complete by end of CY25, comprised of 2 phases in
which phase 1 will complete by end of CY24 and phase 2 by end of CY25.

FFC as an opportunist of Urea pricing unlike EFERT

» FCC (along with FATIMA) is currently benefitting from cheaper gas
(Rs.580/MMBTU) facility from MARI network. Its current Urea price per bag
(Rs.4,286/bag) is selling at 3% discount to EFERT (Rs.4,435/bag). We believe it will
take time to shift fertilizer plants under SNGPL/SSGC network to MARI due to
ongoing PEF project which is expected to complete in 2 years. So, we expect
FFC will take advantage to avail cheap MARI gas facility unlike EFERT, which is
procuring gas facility fromm SNGPL (Rs.1,597/MMBTU). Further, we anticipates
FFC's offtakes to grow during the ongoing Kharif season 2024 amid facilitating
farmers with discounted prices. Further, we also believe FFC will increase ifs
gross margins in between 38-43% when comparing with 5y avg. of 35%.

» On the other side, EFERT has recently ended concessionary gas facility with
SNGPL and immediately increased Urea price per bag in order to maintain
gross margins of approx. 30-33%. Moreover, EFERT's EnVen Plant is under
maintenance from mid of Apr'24 to Mid of Jun’24. So, we anticipate EFERT's
offtakes to drop along with contribution from ongoing wheat crisis in Pakistan.
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FFC: Buy

Target Price Rs 194.97
Last Day Closing Rs 142.98
Upside 36%
52 Week High/Low Rs 90.45/Rs 152.40
Market Capitalization Rs 181.80 billion
Average Daily Volume 295,911,899
Free Float 699.73 million (55%)
Outstanding Shares 1272.23 million

EFERT: Buy

Target Price Rs 182.91
Last Day Closing Rs 154.22
Upside 16%

52 Week High/Low Rs 75.30/Rs 176.99

Market Capitalization Rs 203.29 billion

Average Daily Volume 491,478,431
Free Float 600.88 million (45%)
Outstanding Shares 1335.29 million

Source: PSX, ASL Research
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ADAM SECURITIES LIMITED

The research analyst(s) primarily involved in the preparation of this report, certifies that (1) the views expressed in this report accurately reflect his/her personal views about all of the subject
companies/securities 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. Furthermore, it is stated that
the research analyst or any of its close relatives do not have a financial interest in the securities of the subject company aggregating more than 1% of the value of the company. Additionally, the
research analyst or its close relative have neither served as a director/officer in the past 3 years nor received any compensation from the subject company in the past 12 months.

Price Methodology:
To arrive atf our period end Target Price, Adam Securities Limited uses different valuation methods which include:
1) Discounted Cash flow method  2) SOTP method  3) Justified Price to Book Value method and  4) FCFE or FCFF method.

Company Specific Disclosures:

Adam Securities Limited may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis in which they are based before the material is
disseminated to their customers. Adam Securities Limited, their respective directors, officers, representatives, employees and/or related persons may have a long or short position in any of the securities or
other financial insfruments mentioned or issuers described herein at any time and may make a purchase and/or sale or offer to make a purchase and/or sale of any such securities or other financial
instruments from time to time in the open market or otherwise. Adam Securities Limited may make markets in securities or other financial instruments described in this publication, in securities of issuers
described herein or in securities underlying or related to such securities.

Research Dissemination Policy:
Adam Securities Limited endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or electronic distribution such as mail, fax and/or
email. Nevertheless, not all clients may receive the material at the same time.

Disclaimer:

Adam Securities Limited has produced this report for private circulation only. The information and stafistical data herein have been obtained from reliable sources to our knowledge where such
information has not been independently verified and we make no representation or warranty as fo its accuracy, completeness or correction. This report makes use of forward-looking statements that are
based on assumptions made and information currently available to us and those are subject to certain risks and uncertainties that could cause the actual results to differ. This report is not a solicitation or
any offer to buy or sell any of the securities mentioned herein. It is meant for information purposes only and does not take into account the particular investment objectives, financial situation or needs of
individual recipients. Neither Adam Securities Limited nor any of its affiliates or any other person connected with the company accepts any liability whatsoever for any direct or consequential loss arising
from any use of this report or the information contained herein.

Rating System:

Adam Securities Limited employs a 3-tier rating mechanism i.e. Buy, Hold and Sell, which is based upon the level of expected return for a specific stock. Time horizon is usually the annual financial
reporting period of the company. If total expected return exceeds or equals to 15.0%, a Buy rating is issued. If total expected return falls or equals to 10.0%, a sell rating is issued. If refurn is in between the
two ranges, hold rating is assigned. Aforementioned ratings are subject to change on the basis of change in stock price, change in analyst’s estimates, change in assessment of company’s business risk

or a combination of these factors. .
Stance Ciriterion

Buy >15.0%

<10.0%
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Corporate Member of Pakistan Mercantile Exchange (PMEX) - Reg No. BRC - 017
TREC Holder Pakistan Stock Exchange Limited - TRE Certificate No. 145
SECP Broker License No. 145
Management Rating by VIS - BMR2+
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