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Fatima Fertilizers Limited

Improved price dynamics lift earnings outlook; reiterate Buy Friday, November 02, 2018
FATIMA -BUY = We have revised up our earnings estimates of FATIMA incorporating (i) recent increase
Target Price: PKR 43.7 in urea prices, (ii) acquisition of PFL, (iii) incremental production of Fatimafert, and (iv)

actual 9M18 results. We now project FATIMA to post EPS of PKR6.5/5.9/7.1 in

Current Price: PKR 35.9 CY18/19/20E.

FATIMA Performance * In a recent filing to the exchange, FATIMA provided additional details regarding

3M 6M 12M acquisition of PFL assets. Consideration for acquisition would be staggered over three
years and should put to rest the fears of possible dip in cash payout, in our view.

Absolute % 3% 12% -58%

Relative to KSE % 5% 20% -61% With gafs s.upply from Mari expectgd to commence by the e.nd ?f the yea?r, acquisition
of PFL is likely to be value accretive for FATIMA as contribution margin per bag of

Bloomberg FATIMA PA urea/CAN/NP should register at PKR120/503/1,563, respectively.

Reuters FATF.KA = FATIMA’s low cost structure, diversified product mix and dedicated supply from Mari

MCAP (USD mn) 577 network are some of the company’s key strengths. We reiterate our Buy rating on

12M ADT (USD mn) 04 FATIMA with DCF-based TP of PKR43.7, which reflects a total return of 31% along with

i a dividend yield of 9%.
Shares Outstanding (mn) 2,100

= Key risks to our thesis include, (i) higher than expected delay in commencement of gas
flows from Mari, (ii) non realization of synergy benefits, (iii) weakness in fertilizer
prices, (iv) higher than expected gas tariff hike and/or currency depreciation.

Source: BMA Research

Multiple developments supporting earnings outlook: We revise up our earnings estimates
of Fatima Fertilizers Limited (FATIMA) incorporating (i) recent increase in urea prices, (ii)
acquisition of PFL, (iii) incremental production of Fatimafert for the months of Oct’18 and

FATIMA: Valuation snapshot Nov’18, and (iv) actual 9M18 results. We now project FATIMA to post EPS of PKR6.5/5.9/7.1

CY17A CY18F QFEI in CY18/19/20E, up 21%/11%/23% from previous estimates. Resultantly, we arrive at our
Net Sales 45,371 51,801 65,823 new DCF based TP on FATIMA of PKR44, offering 31% upside from current levels.
Growth % 14% 27%  staggered payment of acquisition of PFL should alleviate dividend cut fears: In a recent
PAT 9,268 13,566 12,398 filing to the exchange, FATIMA provided additional details regarding its proposed
Growth 1% 46% .9y acquisition of Pak Arab Fertilizer Limited’s (PFL) six production assets (ammonia, nitric acid,

urea, CAN, NP and clean development mechanism plants). The transaction would be spread

EPS (PKR) 4.41 6.46 5.90 ) AR

out over a period of three years and payment of PKR9bn would be divided into seven equal
P/E (x) e e 6.09  semi-annual tranches with mark up payable at KIBOR +1.5%. Staggered payment of
DPS (PKR) 2.25 3.25 3.25 consideration should put to rest any fears of possible dip in dividend payout ratio, in our
D/Y (%) 6% 9% 9% view. Furthermore, FATIMA would pay PFL a rent of PKR144mn per annum for use of land,
EBITDA 14,933 24,342 22,625 buildings and utilities at PFL plant (transaction only encompasses production plants) along

with compensation for actual man power costs incurred in production inclusive of all taxes
and an 8% commission to PFL. Post completion of this transaction, FATIMA would emerge
Source: BMA Research as the largest fertilizer manufacturer in the country (on the basis of capacity) with a total
installed capacity of 2.6mn tons vs. current capacity of 1.7mn tons. Furthermore, this
acquisition would also make FATIMA the sole manufacturer of CAN and the largest
manufacturer of NP in the country (the second being Engro Fertilizers Limited).

EV/EBITDA 6.54 4.09 3.84

Operation on PP12 gas price likely to be value accretive: Historically, PFL’s plant has faced
operational issues due to suspension of gas supplies, however, this is set to change as the
company has signed gas sale agreement (GSA) with Mari Petroleum Company (MARI) for
supply of 75mmcfd of gas, that is expected to commence by the end of Dec’18. Erring on
caution, we have assumed a delay of three months in commencement of gas flows and

Syed Khurram Mohiuddin assumed a capacity utilization level of 50% in first year of operations. This gas would be
Khurram.mohiuddin@bmacapital.com priced based on Petroleum Policy 2012 (PP12) and the company is likely to accrue GIDC on
4+9221-111-262-111 Ext: 2053 it. We estimate that operations of PFL’s plant on PP12 gas would be value accretive for

FATIMA as contribution margin per bag of Urea/CAN/NP should register at
REP-005 PKR120/503/1,563 per bag of urea/CAN/NP. CAN and NP are likely to be more profitable
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Capacities (000' tons)

Urea*
CAN
NP

Total

Existing
946
420
360
1,726

New
1,038
870
665
2,572
Source: BMA Research, PSX
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products for FATIMA due to lower energy intensity of these fertilizers. To note, CAN and
NP, currently contribute 71% of FATIMA’s total net sales which is projected to rise to 74%
of FATIMA'’s net sales in the next five years. Higher than expected sales of CAN and NP
from newly acquired PFL assets represents a potential upside risk to our estimates.

CAPITAL

Investment perspective; reiterate Buy: FATIMA’s low cost structure, diversified product
mix and dedicated supply from Mari network are some of the company’s key strengths.
Moreover, acquisition of PFL would further increase market share of FATIMA in the CAN
and NP segments. We reiterate our Buy rating on the scrip with DCF based TP of PKR44,
which reflects a total return of 31% along with a dividend yield of 9%.

Key risks: Key risks to our thesis include, (i) higher than expected delay in
commencement of gas flows from Mari, (ii) non realization of synergy benefits, (iii)
weakness in fertilizer prices, (iv) higher than expected gas tariff hike and/or currency
depreciation.
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Disclaimer

This research report is for information purposes only and does not constitute nor is it intended as an offer or solicitation for the purchase or sale of securities or other
financial instruments. Neither the information contained in this research report nor any future information made available with the subject matter contained herein will
form the basis of any contract. Information and opinions contained herein have been compiled or arrived at by BMA Capital Management Limited from publicly available
information and sources that BMA Capital Management Limited believed to be reliable. Whilst every care has been taken in preparing this research report, no research
analyst, director, officer, employee, agent or adviser of any member of BMA Capital Management Limited gives or makes any representation, warranty or undertaking,
whether express or implied, and accepts no responsibility or liability as to the reliability, accuracy or completeness of the information set out in this research report. Any
responsibility or liability for any information contained herein is expressly disclaimed. All information contained herein is subject to change at any time without notice. No
member of BMA Capital Management Limited has an obligation to update, modify or amend this research report or to otherwise notify a reader thereof in the event that
any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate, or if research on the subject
company is withdrawn. Furthermore, past performance is not indicative of future results.

The investments and strategies discussed herein may not be suitable for all investors or any particular class of investor. Investors should make their own investment
decisions using their own independent advisors as they believe necessary and based upon their specific financial situations and investment objectives when investing.
Investors should consult their independent advisors if they have any doubts as to the applicability to their business or investment objectives of the information and the
strategies discussed herein. This research report is being furnished to certain persons as permitted by applicable law, and accordingly may not be reproduced or circulated to
any other person without the prior written consent of a member of BMA Capital Management Limited. This research report may not be relied upon by any retail customers
or person to whom this research report may not be provided by law. Unauthorized use or disclosure of this research report is strictly prohibited. Members of BMA Capital
Management and/or their respective principals, directors, officers and employees may own, have positions or effect transactions in the securities or financial instruments
referred herein or in the investments of any issuers discussed herein, may engage in securities transactions in a manner inconsistent with the research contained in this
research report and with respect to securities or financial instruments covered by this research report, may sell to or buy from customers on a principal basis and may serve
or act as director, placement agent, advisor or lender, or make a market in, or may have been a manager or a co-manager of the most recent public offering in respect of any
investments or issuers of such securities or financial instruments referenced in this research report or may perform any other investment banking or other services for, or
solicit investment banking or other business from any company mentioned in this research report. Investing in Pakistan involves a high degree of risk and many persons,
physical and legal, may be restricted from dealing in the securities market of Pakistan. Investors should perform their own due diligence before investing. No part of the
compensation of the authors of this research report was, is or will be directly or indirectly related to the specific recommendations or views contained in the research report.
By accepting this research report, you agree to be bound by the foregoing limitations.

BMA Capital Management Limited and / or any of its affiliates, which operate outside Pakistan, do and seek to do business with the company(s) covered in this research
document. Investors should consider this research report as only a single factor in making their investment decision. BMA Research Policy prohibits research personnel from
disclosing a recommendation, investment rating, or investment thesis for review by an issuer/company prior to the publication of a research report containing such rating,
recommendation or investment thesis.

Rating

Investors should carefully read the definitions of all rating used within every research reports. In addition, research reports carry an analyst’s independent view and investors
should ensure careful reading of the entire research reports and not infer its contents from the rating ascribed by the analyst. Ratings should not be used or relied upon as
investment advice. An investor’s decision to buy, hold or sell a stock should depend on said individual’s circumstances and other considerations. BMA Capital Limited uses a
three tier rating system: i) Buy, ii) Neutral and iii) Underperform (new rating system effective Jan 1’18) with our rating being based on total stock returns versus BMA’s index
target return for the year. A table presenting BMA’s rating definitions is given below:

Buy >20% expected total return
Neutral 0%-20% expected total return
Underperform <0% expected total return

*Total stock return = capital gain + dividend yield

Old rating system

Overweight Total stock return > expected market return + 2%
Marketweight Expected market return + 2%
Underweight Total stock return < expected market return - 2%

Valuation Methodology

To arrive at our period end target prices, BMA Capital uses different valuation methodologies including
. Discounted cash flow (DCF, DDM)

. Relative Valuation (P/E, P/B, P/S etc.)

. Equity & Asset return based methodologies (EVA, Residual Income etc.)



