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Deepak Fertilisers
| TAN commissioned; margin sacrifice imminent in wake of rising input 
costs 

TAN commissioned, however sale vols below our estimates: New Technical 
Ammonium Nitrate plant (TAN) commissioned, likely to sell ~20,000-25,000 mt in 
Q4FY11E, however below our estimate of 50,000 mt. TAN to account for Rs 463 in 
revenues (3% of FY11E overall revenues at realisation of Rs 18,500/mt).  
TAN to be EPS accretive in Q4: New associated Nitric Acid (key feed for TAN) plant 
not stabilized and the company is drawing on existing Acid facilities to meet acid 
requirements of the new TAN plant. We thus expect the incidence of capital-related 
charges to be lower (like depreciation and interest) in Q4FY11E and that, TAN 
commissioning to be PBT accretive at about 2%. Also, locally procured ammonia (20% 
cheaper compared to imports) in this quarter could help earnings favourably.  
Rise in costs partially mitigated by increase in end product price, though not 
adequate: Going forward, we see fall in gas availability raising the risk of higher gas 
prices for the company as also rising phosphoric acid and ammonia prices are key risks 
to attaining our earnings estimates. To partially combat the rise in Ammonia costs, the 
company has raised Ammonium Nitrate prices by Rs 2700/mt or 17% w.e.f. Jan 
(indicated in the Q3 call). However, the price hike seems less, given it has to push 
higher volumes (0.3mmt new TAN) and margin sacrifice seems imminent.  
Q4FY11E earnings could be somewhat higher over Q3FY11E, however, below our 
estimates, due to cost inflation: Much of the better performance in Q3FY11 was 
helped by higher methanol prices/margins and the same trend is expected to continue. 
Methanol prices have advanced by 5% qoq to US$ 344/mt. We estimate Q4FY11E 
EPS at Rs 5.6/share and Rs 21.5/share in FY11E.    
Lower estimates by 5%/10%, view intact, valuations attractive: To account for 
higher ammonia/phos. acid costs, we lower FY11E/12E earnings by 5/10%, 
respectively, to Rs 21.5/24. However, reiterate Buy for attractive valuations and higher 
dividend prospects (expected to generate free cash flows after many years). Book value 
growth of 15% and dividend yield of 4.5%, could give stock return of over 20%. Also, 
while investments in ISHAANYA have been a dampener on returns, the new TAN 
project (project cost 1/4th that of global TAN projects) could maximise returns and 
earnings. Value unlocking possibilities over the long term in ISHAANYA/chemicals 
division limits investment downside. Maintain Buy, albeit at a revised price target of Rs 
200 (Rs 220 earlier). 
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COMPANY DATA 
O/S SHARES : 88MN 
MARKET CAP (RS) : 14BN 
MARKET CAP (USD) : 303MN 
52 - WK HI/LO (RS) : 212 / 102 
LIQUIDITY 3M (USD) : 1.5MN 
FACE VALUE (RS) : 10 
 
SHARE HOLDING PATTERN, % 
PROMOTERS : 42.6 
FII / NRI : 14.7 
FI / MF : 9.6 
NON-PROMOTER CORP. HOLDINGS : 6.9 
PUBLIC & OTHERS : 26.1 
 
PRICE PERFORMANCE, % 
 1MTH 3MTH 1YR 
ABS  -8.2  -2.9 40.9 
REL TO BSE  -7.4  4.6 35.9

VALUATION SUMMARY 

Y/E MAR, RS MN FY08 FY09 FY10 FY11E FY12E 
NET SALES 11,255 14,586 13,120 17,179 22,439 
EBIDTA 2,383 3,098 3,276 4,413 5,574 
EBIDTA MARGINS, % 21.2 21.2 25.0 25.7 24.8 
NET PROFIT 1,098 1,380 1,228 1,894 2,127 
NET PROFIT MARGIN, % 9.8 9.5 9.4 11.0 9.5 
NET PROFIT (ADJUSTED) 1,098 1,380 1,228 1,894 2,127 
EPS, RS 12.4 15.6 13.9 21.5 24.1 
EPS GROWTH, % 19.4 25.7 (11.0) 54.2 12.3 
PER, X 12.5 9.9 11.1 7.2 6.4 
EV/EBIDTA, X 7.1 5.8 5.8 4.5 3.2 
PRICE/BOOK VALUE, X 1.9 1.7 1.5 1.3 1.1 
ROIC, % 15.9 17.6 16.7 18.1 21.4 
ROE, % 16.1 18.1 14.2 19.1 18.8 
Source: Company, MF Global India Research Estimates 
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FINANCIALS 
 
INCOME STATEMENT 

Y/E MAR, RS MN FY08 FY09 FY10 FY11E FY12E 
NET SALES 11,255 14,586 13,120 17,179 22,439 
GROWTH, % 29 30 -10 31 31 

OTHER INCOME 452 420 529 326 357 
TOTAL INCOME 11,706 15,006 13,649 17,505 22,796 
OPERATING EXPENSES -9,323 -11,909 -10,373 -13,092 -17,222 
EBITDA (CORE) 2,383 3,098 3,276 4,413 5,574 
GROWTH, %               26.7               30.0                 5.8               34.7               26.3 

MARGIN, %               21.2               21.2               25.0               25.7               24.8 

DEPRECIATION -515 -593 -714 -793 -938 
EBIT 1,868 2,504 2,563 3,621 4,636 
GROWTH, %               26.7               30.0                 5.8               34.7               26.3 

MARGIN, %               21.2               21.2               25.0               25.7               24.8 

INTEREST PAID -171 -407 -464 -751 -1,412 
OTHER NON-OPERATING INCOME 0 0 0 0 0 
NON-RECURRING ITEMS -28 -33 250 0 0 
PRE-TAX PROFIT 1,670 2,064 2,349 2,870 3,223 
TAX PROVIDED -580 -694 -697 -976 -1,096 
PROFIT AFTER TAX 1,090 1,370 1,653 1,894 2,127 
NET PROFIT 1,090 1,370 1,653 1,894 2,127 
MF NET PROFIT 1,098 1,380 1,228 1,894 2,127 
GROWTH, %               19.4               25.7              (11.0)               54.2               12.3 

NET PROFIT (ADJUSTED)             1,098             1,380             1,228             1,894             2,127 
EXTRAORDINARY ITEMS: GAINS/(LOSSES) 0 0 0 0 0 
UNADJ. SHARES (M)                   88                   88                   88                   88                   88 
WTD AVG SHARES (M)                   88                   88                   88                   88                   88 

 
 
CASH FLOW 

Y/E MAR, RS MN FY08 FY09 FY10 FY11E FY12E 
PRE-TAX PROFIT 1,670 2,064 2,349 2,870 3,223 
DEPRECIATION 515 593 714 793 938 
CHG IN WORKING CAPITAL 156 -527 42 -338 -451 
TOTAL TAX PAID -624 -663 -730 -976 -1,096 
OTHER OPERATING ACTIVITIES -141 409 -93 817 1,412 
CASH FLOW FROM OPERATING ACTIVITIES  1,576 1,877 2,281 3,166 4,027 
CAPITAL EXPENDITURE -2,160 -2,250 -2,634 -2,948 0 
CHG IN INVESTMENTS 538 -44 -30 0 0 
CHG IN MARKETABLE SECURITIES -2 -22 33 0 0 
OTHER INVESTING ACTIVITIES 179 136 330 0 0 
CASH FLOW FROM INVESTING ACTIVITIES -1,446 -2,181 -2,302 -2,948 0 
FREE CASH FLOW  130 -304 -20 218 4,027 
EQUITY RAISED/(REPAID) 7 7 5 0 0 
DEBT RAISED/(REPAID) 241 2,584 1,234 3,188 0 
DIVIDEND (INCL. TAX) -361 -380 -452 -503 -704 
OTHER FINANCING ACTIVITIES -766 -1,535 -300 -817 -1,412 
CASH FLOW FROM FINANCING ACTIVITIES  -880 676 487 1,868 -2,116 
NET CHG IN CASH  -750 372 467 2,086 1,911 
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BALANCE SHEET 

Y/E MAR, RS MN FY08 FY09 FY10 FY11E FY12E 

CASH & BANK 317 1,602 2,069 4,156 6,067 

MARKETABLE SECURITIES AT COST 10 33 0 0 0 

DEBTORS 2,263 2,781 2,020 3,153 4,119 

INVENTORY 849 1,035 1,163 1,399 1,840 

LOANS & ADVANCES 936 897 1,117 897 898 

OTHER CURRENT ASSETS 0 0 17 17 17 

TOTAL CURRENT ASSETS 4,376 6,348 6,387 9,622 12,942 

INVESTMENTS 870 914 944 944 944 

GROSS FIXED ASSETS 11,471 13,742 14,672 18,816 21,764 

LESS: DEPRECIATION -5,297 -5,869 -6,583 -7,375 -8,314 

ADD: CAPITAL WIP 2,483 2,440 4,144 2,948 0 

NET FIXED ASSETS 8,657 10,313 12,234 14,388 13,450 

NON-CURRENT ASSETS 0 0 0 0 0 

TOTAL ASSETS 13,903 17,575 19,564 24,954 27,335 

            

CURRENT LIABILITIES 2,128 2,213 1,708 2,475 3,256 

PROVISIONS 442 495 646 690 866 

TOTAL CURRENT LIABILITIES 2,570 2,708 2,354 3,165 4,122 

NON-CURRENT LIABILITIES 4,155 6,770 7,970 11,158 11,158 

TOTAL LIABILITIES 6,725 9,478 10,324 14,323 15,280 

            

PAID-UP CAPITAL 882 882 882 882 882 

RESERVES & SURPLUS 6,307 7,220 8,358 9,749 11,172 

SHAREHOLDERS’ EQUITY 7,177 8,097 9,240 10,631 12,055 

TOTAL EQUITY & LIABILITIES 13,903 17,575 19,564 24,954 27,335 
 
 
PER-SHARE DATA 

Y/E MAR, RS MN FY08 FY09 FY10 FY11E FY12E 

MF EPS (INR)               12.4               15.6               13.9               21.5               24.1 

GROWTH, %               19.4               25.7              (11.0)               54.2               12.3 

BOOK NAV/SHARE (INR)               81.4               91.8             104.8             120.5             136.7 

FDEPS (INR)               12.4               15.6               13.9               21.5               24.1 

CEPS (INR)               18.6               22.8               19.2               30.5               34.8 

CFPS (INR)               19.5               16.6               26.9               26.6               29.6 

DPS (INR)                  3.5                  4.0                  4.5                  5.0                  7.0 
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PROFITABILITY, PRODUCTIVITY, LIQUIDITY AND VALUATION RATIOS 

Y/E MAR, RS MN FY08 FY09 FY10 FY11E FY12E 

RETURN ON ASSETS (%)                  9.2               10.4               10.5               10.7               11.6 

RETURN ON EQUITY (%)               16.1               18.1               14.2               19.1               18.8 

RETURN ON INVESTED CAPITAL (%)               15.9               17.6               16.7               18.1               21.4 

ROIC/COST OF CAPITAL (X)                  1.8                  1.9                  1.8                  2.0                  2.3 

ROIC - COST OF CAPITAL (%)                  7.1                  8.6                  7.6                  8.9               12.2 

RETURN ON CAPITAL EMPLOYED (%)               10.6               12.0               11.7               11.8               13.0 

COST OF CAPITAL (%)                  8.8                  9.0                  9.1                  9.2                  9.1 

ROCE - COST OF CAPITAL (%)                  1.9                  3.0                  2.7                  2.6                  3.9 

            

ASSET TURNOVER (X)                  1.1                  1.2                  0.9                  1.1                  1.3 

SALES/TOTAL ASSETS (X)                  0.9                  0.9                  0.7                  0.8                  0.9 

SALES/NET FA (X)                  1.4                  1.5                  1.2                  1.3                  1.6 

WORKING CAPITAL/SALES (X)                  0.2                  0.2                  0.2                  0.2                  0.2 

RECEIVABLE DAYS               73.4               69.6               56.2               67.0               67.0 

INVENTORY DAYS               27.5               25.9               32.4               29.7               29.9 

PAYABLE DAYS               83.3               67.8               60.1               69.0               69.0 

CURRENT RATIO (X)                  2.1                  2.9                  3.7                  3.9                  4.0 

QUICK RATIO (X)                  1.7                  2.4                  3.1                  3.3                  3.4 

INTEREST COVER (X)               10.9                  6.2                  5.5                  4.8                  3.3 

DIVIDEND COVER (X)                  3.6                  3.9                  3.1                  4.3                  3.4 

            

PER (X)               12.5                  9.9               11.1                  7.2                  6.4 

PEG (X) - Y-O-Y GROWTH                  0.6                  0.4                (1.0)                  0.1                  0.5 

PRICE/BOOK (X)                  1.9                  1.7                  1.5                  1.3                  1.1 

YIELD (%)                  2.3                  2.6                  2.9                  3.2                  4.5 

EV/NET SALES (X)                  1.5                  1.2                  1.4                  1.2                  0.8 

EV/EBITDA (X)                  7.1                  5.8                  5.8                  4.5                  3.2 

EV/EBIT (X)                  7.1                  5.8                  5.8                  4.5                  3.2 

EV/NOPLAT (X)                  9.3                  7.5                  7.3                  5.8                  4.0 

EV/CE                  1.4                  1.2                  1.1                  0.9                  0.8 

EV/IC (X)                  1.7                  1.5                  1.4                  1.2                  1.1 
Source: Company, MF Global India Research Estimates 
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RECOMMENDATION HISTORY  

RECOMMENDATION TARGET RS CMP RS DATE 

BUY 200 155 17-MARCH-11 

BUY 220 177 28-OCTOBER-10 

BUY 195 152 23-JULY-10 

BUY 150 110 27-MAY-10 

NEUTRAL 112 110 19-MARCH-10 

BUY 89 87 03-NOVEMBER-09 

BUY 107 87 14-SEPTEMBER-09 
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VINEET BHATNAGAR MANAGING DIRECTOR 91-22-2300 2999 VBHATNAGAR@MFGLOBAL.COM 
SAJID KHALID HEAD – INSTITUTIONAL EQUITIES 91-22-6667 9972 SAKHALID@MFGLOBAL.COM 
JIGNESH SHAH HEAD – EQUITY DERIVATIVES 91-22-6667 9735 JSHAH@MFGLOBAL.COM 
  
EQUITY RESEARCH 
MANISH AGARWALLA VP - BANKING 91-22-6667 9962 MAGARWALLA@MFGLOBAL.COM 
ABHISHEK RANGANATHAN, CFA RETAIL, REAL ESTATE 91-22-6667 9952 ABHISHEKR@MFGLOBAL.COM 
ALOK DALAL PHARMACEUTICALS 91-22-6667 9950 ALDALAL@MFGLOBAL.COM 
ANJALI VERMA ECONOMIST 91-22-6667 9969 ANVERMA@MFGLOBAL.COM 
ANKUR SHARMA ENGINEERING, CAPITAL GOODS 91-22-6667 9759 ASHARMA@MFGLOBAL.COM 
DEEPAK JAIN AUTOMOBILES & AUTO ANCILLARIES 91-22-6667 9758 DJAIN@MFGLOBAL.COM 
DHAWAL DOSHI METALS, POWER 91-22-6667 9769 DDOSHI@MFGLOBAL.COM 
DIPESH SOHANI REAL ESTATE, MIDCAP 91-22-6667 9756 DSOHANI@MFGLOBAL.COM 
GAURI ANAND OIL & GAS, FERTILISER 91-22-6667 9943 GANAND@MFGLOBAL.COM 
KAPIL BAGARIA MIDCAP, SUGAR 91-22-6667 9965 KBAGARIA@MFGLOBAL.COM 
NAVEEN KULKARNI, FRM TELECOM, FMCG, MEDIA 91-22-6667 9947 NKULKARNI@MFGLOBAL.COM 
VAIBHAV AGARWAL CEMENT 91-22-6667 9967 VAGARWAL@MFGLOBAL.COM 
VIHANG NAIK, CFA IT SERVICES, MIDCAP 91-22-6667 9768 VNAIK@MFGLOBAL.COM 
DHARMESH SHAH RESEARCH ASSOCIATE 91-22-6667 9974 DHSHAH@MFGLOBAL.COM 
ENNETTE FERNANDES RESEARCH ASSOCIATE 91-22-6667 9764 EFERNANDES@MFGLOBAL.COM 
JISHAR THOOMBATH RESEARCH ASSOCIATE 91-22-6667 9986 JTHOOMBATH@MFGLOBAL.COM 
NEHA GARG RESEARCH ASSOCIATE 91-22-6667 9992 NGARG@MFGLOBAL.COM 
SAPNA SHAH RESEARCH ASSOCIATE 91-22-6667 9996 SAPSHAH@MFGLOBAL.COM 
SAURABH RATHI RESEARCH ASSOCIATE 91-22-6667 9951 SRATHI@MFGLOBAL.COM 
SHUBHANGI AGRAWAL RESEARCH ASSOCIATE 91-22-6667 9964 SAGRAWAL@MFGLOBAL.COM 
VARUN VIJAYAN RESEARCH ASSOCIATE 91-22-6667 9766 VVIJAYAN@MFGLOBAL.COM 
GANESH DEORUKHKAR PRODUCTION 91-22-6667 9966 GDEORUKHKAR@MFGLOBAL.COM 
ROSHNI KALLOOR RESEARCH COMPLIANCE OFFICER 91-22-6667 9762 RKALLOOR@MFGLOBAL.COM 
  
TECHNICAL & QUANT RESEARCH 
NEPPOLIAN PILLAI CHIEF TECHNICAL STRATEGIST 91-22-6667 9989 PNEPPOLIAN@MFGLOBAL.COM 
SHIKHA KHURANA QUANT ANALYST 91-22-6667 9948 SKHURANA@MFGLOBAL.COM 
  
INSTITUTIONAL CASH EQUITY SALES 
SUDHIR PADIYAR VP - EQUITY SALES (ASIAPAC) 91-22-6667 9991  SPADIYAR@MFGLOBAL.COM 
KINSHUK TIWARI EQUITY SALES 91-22-6667 9946 KTIWARI@MFGLOBAL.COM 
NASIR MOHAMED EQUITY SALES  91-22-6667 9973 NMOHAMED@MFGLOBAL.COM 
PAWAN KAKUMANU EQUITY SALES 91-22-6667 9934  PKAKUMANU@MFGLOBAL.COM 
PAYAL PANCHAL ASSOCIATE SALES (DMA) 91-22-6667 9949  PPANCHAL@MFGLOBAL.COM 
ROSIE FERNS SR. EXEC. – EQUITIES SALES SUPPORT 91-22-6667 9971  RFERNS@MFGLOBAL.COM 
  
INSTITUTIONAL CASH EQUITY SALES TRADING 

SUNIL KAMATH VP - SALES TRADER 91-22-6667 9747 SKAMATH@MFGLOBAL.COM 
CHETAN SAVLA SALES TRADER 91-22-6667 9749 CSAVLA@MFGLOBAL.COM 
RAJESH ASHAR SALES TRADER 91-22-6667 9746 RASHAR@MFGLOBAL.COM 
  
INSTITUTIONAL CASH EQUITY DEALING 

CHETAN BABARIA DEALER 91-22-6667 9945 CBABARIA@MFGLOBAL.COM 
MAYUR SHAH DEALER 91-22-6677 9945 MASHAH@MFGLOBAL.COM 
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Rating Rationale 
BUY and SELL recommendations are used to draw attention to stocks, which we believe are under-priced or over-priced by circa 15%, that is, price differential of +/- 15% between our 
price target and the market price. Stocks which do not achieve this price differential are NEUTRAL. Price targets are established in the context of a flat market. 
 
Disclosures and Disclaimers 
MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report 
has been prepared by Institutional Equities Research. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, 
estimates, rating, target price of the other equity research groups of MF Global Sify Securities India Pvt. Ltd. 
This report is issued by MF Global Sify Securities India Pvt. Limited which is regulated by SEBI. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd. 
References to "MFGSSIPL" or “Firm” in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. This report is prepared and distributed by 
MFGSSIPL for information purposes only and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as 
offering advice for the purposes of the purchase or sale of any security, investment or derivatives. The information and opinions contained in the Report were considered by 
MFGSSIPL to be valid when published. The report also contains information provided to MFGSSIPL by third parties. The source of such information will usually be disclosed in the 
report. Whilst MFGSSIPL has taken all reasonable steps to ensure that this information is correct, MFGSSIPL does not offer any warranty as to the accuracy or completeness of such 
information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and MFGSSIPL does not accept any liability as a result. Securities 
and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily a guide to future performance. 
This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must 
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment 
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or 
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from 
trade and statistical services and other sources, which we believe are reliable. MF Global Sify Securities India Pvt. Ltd. or any of its group companies do not guarantee that such 
information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice 
Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all 
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request. 
Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s 
personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will 
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members 
does not own the stock(s) covered in this research report. 
 
Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services 
from, the subject issuers in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject 
issuers in the next three (3) months. The Firm is not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short 
positions in such securities. The Firm does not hold more than 1% of the shares of the company(ies) covered in this report. 
Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of 
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to 
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment 
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest 
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results. 
Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that the Firm and the research analyst believe to be reliable, but neither 
the Firm nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed 
herein are current opinions as of the date appearing on this material and are subject to change without notice. 
Furthermore, the Firm is under no obligation to update or keep the information current. 
Copyright: The copyright in this research report belongs exclusively to the Firm. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, 
in whole or in part, is permitted without the Firm’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety. 
Caution: Risk of loss in trading in can be substantial.  You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources 
and other relevant circumstances. 
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