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EFERT PA Outperform
Stock price as of  1 Apr Rs 79.6   
Dec 15 target Rs 85.5   
Upside/dow nside % 7.4     
Valuation Rs 85.5   
- DCF

Fertilizer
Market cap Rs bn 105.9 
30-day avg turnover US$m 3.6     
Market cap US$m 1,039 
Number shares on issue m 1,331 

Investment fundamentals
Year end 31 Dec 2014A 2015E 2016E 2017E

Total revenue mn 61,425     59,498  63,228  65,757  
EBIT mn 17,389     18,044   19,631    20,732  
EBIT Growth % 9.0           3.8          8.8          5.6          
Recurring Pro fit m 8,208      12,361    13,064   14,563   
Reported Pro fit m 8,208      12,361    13,064   14,563   

EPS rep Rs 6.2           9.3          9.8          10.9        
EPS rep growth % 49.3         50.6       5.7          11.5         
EPS rec Rs 6.2           9.3          9.8          10.9        
EPS rec growth % 49.3         50.6       5.7          11.5         

PE rep x 12.9          8.6          8.1           7.3          
PE rec x 12.9          8.6          8.1           7.3          

Total DPS Rs 3.0           5.0          7.0          8.0          
Total div yield % 3.8           6.3          8.8          10.1         

ROA % 7.4           11.9         14.0        16.1         
ROE % 27.6         32.0       28.4       28.1        
EV/EBITDA x 5.8           5.8          5.0          4.5          
Net debt/equity % 42.7         42.6       13.9        (4.5)        
Price/book x 0.3           0.4          0.5          0.5          

EFERT PA rel KSE 100 performance 

Source: B loomberg, Foundation Research, April 2015

(all f igures in Rs unless no ted)

Analyst
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  Engro Fertilizer Ltd 
    

Concessionary gas provides partial 
immunity to looming gas price hike 
Event  
 Engro Fertilizer Limited’s (EFERT) time ahead seems propitious given 
partial immunity to increase in gas prices, acquisition of Engro Eximp, Pak 
Rupee stability and lower interest rate scenario. Moreover, expansion into 
pesticide and insecticide businesses may potentially add more value to the 
stock. We opine ‘Outperform’ stance on the stock with revised target price of 
Rs85.5/sh as we have adjusted our valuations post CY14 results.  
Impact 
 Partial immunity to gas price hike: We foresee margin attrition for the 
fertilizer sector amid its restricted ability to pass on gas price hike (64% and 
53% increase in feedstock and fuel stock prices, respectively). However, we 
believe EFERT is partially immune to this development given implementation of 
promised concessionary gas to EnVen plant and fixed tariff structure of Reti 
Maru. To highlight, we have factored in (1) 30%/10% increase in feed/fuel 
stocks prices and (2) no change in the urea prices for our sector’s valuation. 
The company has to increase urea prices by Rs120-130/bag (38% lower than 
FFC) to mitigate proposed hike.  

 In case the govt. exempts the sector from rate hike (as indicated by some 
media reports) we see possible upside to our valuation.  

 Foisting GIDC becomes blessing: The company holds Rs12.6bn in lieu of 
GIDC payment, which we have assumed would be paid by Jun’15. Therefore, 
the payment of GIDC (given recent govt stance) shall not require downward 
adjustment to our valuations. Holding the said amount on the book post Jun’15 
would add Rs227mn per quarter to our estimates.  

 Benefiting from improving economic conditions: We estimate finance cost 
to drop by its half to ~Rs3bn. Lower finance cost given stability of Pak Rupee 
(foreign borrowing) and lower interest rates along with debt repayment and 
conversions, would work as icing on the cake. The company’s foreign exposure 
has been reduced to 33%, down 4pps YoY as a component of total borrowing 
as a result of conversion and debt repayment.  

 Synergies to come from Eximp: The board of directors has approved the 
acquisition of Engro Eximp (Private) Limited (ex-rice business) from the parent 
company for a consideration of Rs4.4bn. Engro Eximp business is primarily 
associated with import and trading of phosphate related fertilizers (DAP, MAP, 
MOP and SOP). It is also involved in import of micro nutrients like Zinc for 
EFERT. We await shareholders and regulatory approvals, thus we are not 
incorporating in our valuations.  

 As per our initial working, the transaction would result in incremental EPS 
impact of ~Rs.0.7-0.8/sh and TP of ~Rs.5-6/sh. This would also enhance 
susceptibility of the company towards international fertilizer prices. 

Earnings Revision 
 We have revised down our CY15 earnings estimates by 6% given delay in 
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implementation of concessionary gas.  
Price Catalyst 
 Dec-15 price target: Rs85.5 based on DCF methodology 
 Catalyst: 1) Acquisition of Engro Eximp, 2) further extension in flows from Guddu, 3) diversification into pesticide and 

insecticide business, 4) delay in payment of GIDC and 5) no implementation of gas price hike. 

Action and Recommendation 
 We hold a favorable view on the stock that is trading at CY15E/16E P/E multiple of 8.6/8.1x. We believe risk to stock 

performance may come from possible increase in market float of the stock. 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

  

Sensitivity analysis  
      

Urea Prices Cases Feed stock Fuel Sock EPS (Rs) Rs/sh 

CY15E CY16E  CY17E TP 

No Change 
Base Case  30% 10%              9.3               9.8             10.9             85.5  

Scenerio 1 64% 53%              7.7               7.0               8.0             54.1  

Scenero 2 0% 0%              9.7             10.5             11.6             92.4  

Rs100/bag rise 

Scenerio3 30% 10%            10.6             11.2             12.5             88.6  

Scenerio 4 64% 53%              9.0               8.4               9.5             70.0  

Scenerio 5 0% 0%            11.1             11.9             13.2           108.3  

Source: Foundation Research, April 2015 
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About the company 
Engro fertilizer Ltd (EFERT) is a public limited company incorporated on June 29th 2009 as a wholly owned 
subsidiary of Engro Corporation Ltd. The principal activity of the company is manufacturing, purchasing, and 
marketing of fertilizers. It is located in Daharki, District Ghotki. The site hosts two plants, Base and Enven 
namely. Base plant has an installed capacity of 975k tons per annum, while Enven has a production 
capacity of 1267k tons per annum.  

 
 

 
 
 
 

 


