
 
 

PhosAgro 
Sustainable in low cycle 
 
 We initiate the coverage of PhosAgro (LSE: PHOR), Russia’s 

largest phosphate-based fertilizer producer. The company benefits 

from a vertically integrated structure with high-grade phosphate rock, sulfuric and 
phosphoric acids, and ammonia/urea/AN, MAP/DAP/NPK/NPS capacities. 
PhosAgro’s total fertilizer output amounted 5.48mt in 9M16, up 8% YoY. Low 
cash costs and an investment in its distribution infrastructure contributed to an 
increase in sales volumes during the weak price environment. Meanwhile, the 
ruble devaluation helped to improve the EBITDA margin in 2015-16. PhosAgro is 
planning to complete its investment cycle in 2017-18, when 760kt of ammonia 
and 500kt of urea are planned to be added to its nitrogen capacities. The new 
volumes will help PhosAgro to achieve 8.1mt of overall fertilizer capacity (from 
6,5mt in 2014) and to become self-sufficient not only in phosphate rock but also in 
ammonia. Good scale, low costs and high quality products are major value 
drivers for the company’s valuation, notwithstanding the market conditions.  

 Fertilizer price remains the main driver for global sector. The 

strong rebound in potash demand accompanied with the c15% price increase in 
3Q16 gives an indication of how quickly the market can recover. Large production 
volumes in the main producing countries are preventing phosphate and nitrogen 
prices from recovering in 3Q16. However, the new season’s deliveries, which 
start in December-January, may ignite demand for phosphate-based fertilizers 
and prices.  Soft commodity prices remain supportive for fertilizer demand. We 
believe the fertilizer market will rebalance, at least for phosphorus and nitrogen 
fertilizers during 2017. 

 PhosAgro’s value reflects not only dynamics in fertilizer 
prices. The company has currently four independent directors on its eight-

member Board, while the free float remains at c 23% with the Group’s main 
shareholders owning c76%. Given the Russia-specific risks, PhosAgro is 
following a consistent position to meet the global standards required of a public 
company. Social, environmental and corporate governance standards are the 
minimal idiosyncratic risk for investors, currently. The 35-74% discount to the P/E 
and EV/EBITDA 2015-16 multiples of international peers looks high to us. The 
company trades 6.6x EV/EBITDA’17, based on our estimates, given the bottom 
cycle prices for phosphate and nitrogen fertilizers in 2016-17.  We have a 12-
month price target of $14.7 per GDR and rate PhosAgro’s GDR BUY.  
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Description:  

PhosAgro is the leading Russian producer of 
phosphate, nitrogen and complex fertilisers. The 
company operates high quality apatite-nepheline 
resource base and several nitrogen and 
phosphate production facilities in Russia. 

 

Figure 1: Price performance – 3 years  Figure 2: PhosAgro EV/ Forward EBITDA 

  

Source: Capital IQ  Source: Capital IQ, as of 7-November-2016 
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Executive summary 

We initiate coverage of PhosAgro (LSE: PHOR), a vertically integrated Russian fertilizer producer with 

primary phosphate-based and nitrogen fertilizer capacities. The company produces high-grade 

phosphate rock with >35.7% P2O5 content, diammonium-phosphate (DAP) and monoammonium-

phosphate (MAP) fertilizers, NPK, ammonia, urea and other products. PhosAgro had total fertilizer 

capacity of 6.5mt in 2014 and plans to expand that further through the launch of additional ammonia 

and urea capacities in 2017-18, which will raise its total capacity to 8.1mt by 2020. The integrated 

business model allows PhosAgro to maintain relatively low production costs and to generate solid 

margins in comparison to other large phosphate-based fertilizer producers. PhosAgro reported an 

EBITDA margin of 41% in 1H16 versus the 15% margin reported by Mosaic and the 26% average for 

diversified fertilizer producers (including Agrium, Yara, PotashCorp, Mosaic, EuroChem, ICL, 

PhosAgro, and Acron). In 2Q16, the company generated 66% of its revenue from export sales and 

34% from sales in Russia. PhosAgro’s main export markets are North and South America 

(contributing 19% to revenue in 2Q16), Europe (21%) and India (10%). Phosphate-based fertilizers 

accounted for 89% of total revenue in 2Q16. PhosAgro’s investment case is based on several value 

drivers: 

 PhosAgro benefits from access to a large high-quality resource base of apatite 

concentrate.  The cheap feedstock also includes natural gas and sulfur supplied by third 

parties. The volume of phosphate rock is difficult to expand but the company targets 

production of around 8mt over the next five years. The advantageous environmental 

characteristics of the phosphate rock supplied by PhosAgro may drive demand in the EU and 

in other regions with high environmental requirements. 

 The group is self-sufficient in phosphate rock (it consumes c 80% of rock produced 

internally and sells с 20% of its phosphate rock output). The launch of new ammonia 

capacity will cover 100% of group’s needs in ammonia.  

 The vertical integration of the group’s internal ammonia, phosphoric and sulfuric acid, and 

phosphate rock production allows PhosAgro to control most of its cash costs.  

 The company’s cash costs are low compared with its competitors. Ruble devaluation in 

2015 affected the PhosAgro’s cash costs relative to its peers.  

 Two main raw materials purchases, natural gas for nitrogen production and sulfur, are 

abundant  in Russia although they are supplied by gas-monopoly-related entities. 

 PhosAgro’s current investment cycle is close to completion, with urea and ammonia 

capacities scheduled to come on stream in 2017-18. That will add some 10% to its total 

fertilizer capacity.  

 Being a low-cost producer, PhosAgro has good cash generation ability even during 

periods of low fertilizer prices.  

 Stable dividend policy and a declared payout ratio of 30-50% guarantee a stable 

dividend yield to shareholders. 

 We expect the social and environmental responsibility of the company to remain in 

line with the highest global standards. The company adheres to the highest global 

standards in terms of the environmental impact of its operations. The reported volumes of 

emissions and water withdrawal are decreasing, whereas recycling volumes are raising. The 

‘Green Chemistry for Life’ program financed by PhosAgro since 2013 underlines the 

company’s intention to maintain achieved standards.  

PhosAgro’s investment case look sustainable disregarding how the fertilizer price situation remains, 

driven by the operational performance. The outlook for fertilizer market remains cautious due to the 
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mixed performance of soft commodities and the oversupply on the market. Meanwhile fertilizer prices 

have corrected much deeper than soft commodity prices, with the result that some spare fertilizer 

capacities have been shut down. We use a base-case price scenario in our valuation, assuming that 

the current fertilizer price level demonstrate some balance on the market – essentially with no 

downside to our DAP price range is $377-431 per ton for 2017-20, versus the average price of $365/t 

in 1H16. 

We value PhosAgro using DCF and comparative multiples. We assume the Russian fertilizer producer 

will remain at relatively cheap levels compared with global peers because of the country-specific risk. 

The current discount of PhosAgro to its peer group is 35-74% based on EV/EBITDA and P/E 2016-17. 

Our 12-month target price is $14.7 per GDR based on 14.3% WACC estimate. We believe that 

PhosAgro is well positioned to leverage the fertilizer price growth and to deliver high a dividend yield 

during market recovery. We expect a 50% payout ratio for the next 3-4 years, upon completion of 

investment cycle. 

We see following risks surrounding the market and the company. 

 Downside risk for fertilizer prices may affect the fertilizer stocks in the next few months. The 

price pattern will become clearer in January-February 2017, when new seasonal demand 

data is available. 

 The current outlook on fertilizer prices is affected by the new capacities scheduled to come 

on-stream in 2017-18. Another risk for prices is the position of Chinese exporters, known for 

their essentially increased export volumes in 2015. 

 Fertilizer prices are influenced by soft commodity prices, the current and expected yields of 

farmers in the largest-producing regions, government regulations and other factors. 

 PhosAgro, as a Russian fertilizer producer, is also exposed to country-related risk, including 

political risk, regulatory changes and other specific risks that may influence the business 

environment. 

 PhosAgro is over 76% controlled by a group of shareholders with aligned interests. The 

Board of Directors has eight members, including four independent directors. 

We believe that PhosAgro might be an interesting medium-term investment opportunity, as an 

exposure to a rebound in fertilizer prices. The company targets production growth and is able to 

maintain low production costs, as a result of being self-sufficient in the main feedstocks. We expect 

further development of its distribution infrastructure, which forms an important component of 

PhosAgro’s strategy, to expand the retail margins in the future.  

Triggers for the share price: 

 DAP/MAP, urea and other price recovery potential, possibly in December-March 2017. 

 Inventory and demand during the high season in 1Q17. 

 Financial results for 3Q-4Q16. 

 Launch of ammonia and urea facilities in 2017-18. 
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Business overview 

PhosAgro is the largest apatite-nepheline ore and phosphate-based fertilizer DAP/MAP producer in 

Russia and one of the largest global phosphate players. The company operates 7.9mt of phosphate 

rock capacity. It is ranked the fourth phosphate company globally by rock capacity after OCP (27mt 

ore capacity in 2014), Mosaic (14mt) and Vale (8.4mt). Among DAP/MAP producers, PhosAgro (4mt 

capacity) takes third place after Mosaic (11.9mt) and OCP (9mt), and followed by Ma’aden (2.9mt), 

EuroChem (2.4mt) and PotashCorp (1.3mt). PhosAgro benefits from high-grade ore and self-

sufficiency in phosphate rock for its DAP/MAP/NPK/NPS production. 

PhosAgro (LSE: PHOR) was established in 2001 as a holding company for three production plants, 

including Apatit in the Murmansk region, Voskresensk Mineral Fertilizers (VMF, later sold) in the 

Moscow region, Balakovo Mineral Fertilizers in the Saratov region, and the Scientific Research 

Institute for Fertilizers and Insect fungicide. During 2003-08, the group launched integrated DAP/MAP 

production with the consolidation of Ammophos (phosphate plant) and Cherepovetsky Azot (nitrogen 

producer).  

 

Upstream 

The upstream operations of PhosAgro include apatite and nepheline ore mining at Apatit, the largest 

phosphate rock producer in Europe. The high-grade phosphate rock with minimum P2O5 content of 

38.5% (by comparison PotashCorp and Mosaic report approximately 30.5% P2O5 content) is the core 

competitive advantage of PhosAgro. A comparison with the rock material compositions of other 

phosphate producers is in the table below. 

Figure 3. World premium phosphate resource base 

Location PhosAgro Morocco USA Jordan China Tunisia 

World phosphate rock 
reserves, bn t 2,05 50,00 1,40 1,50 3,70 0,10 
Ore tyre Igneous Sedimentary Sedimentary Sedimentary Sedimentary Sedimentary 

AL2O3 Content 13-14% High Very low Very low Very low Very low 
Low to 

moderate 
Minor Element Ratio 
(MER*) 0,02-0,04 0,02-0,04 0,05-0,1 0,02-0,03 

More than 
0,05 0,05 

Cadmium content Less than 0,1 15-40 9-38 5-6 2 40 

Level of radioactivity Very low Moderate 
Moderate to 

high 
Low to 

moderate 
Low to 

moderate Moderate 
Hazardous metals 
content Very low Moderate 

Moderate to 
high Low 

Low to 
moderate 

Low to 
moderate 

Source: PhosAgro, Fertecon, IMC, USGS 2011 
*) MER – average MER greater than 0,1 not sustainable for production of high quality DAP – PhosAgro,  Average cadmium content in 
ppm 

 

The core competitive advantage for PhosAgro is a low level of radioactivity and heavy metals in its ore  

by comparison with other producers supplying to environmentally highly-regulated countries in the 

European Union. The upstream capacities include Apatit’s mining of apatite-nepheline ore and its 

production of phosphate rock (7,9mt capacity) and nepheline concentrate (1,7mt). PhosAgro’s mining 

licenses are presented below.  

Figure 4. Mining licenses of PhosAgro 

Mining licenses License expiration date 

Kirov mine (Kukisvumchorr and Yukspor deposits) 31.12.2025 
Vostochniy mine (Koashva deposit) 31.12.2017 
Vostochniy mine (Njorkpahk deposit) 31.12.2016 
Rasvumchorrskiy mine (Aatitovy Cirque and Plateau Rasvumchorr deposits) 01.01.2024 
Tsentralniy mine (Plateau Rasvumchorr deposit) 31.12.2017 
Exploration license Date granted 
Illitoviy otrog deposit 07.02.2014 
Source: Company data 
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The total apatite-nepheline ore resources of PhosAgro amount to 2,07 bt, translating into over 75 

years of production, Al2O3 resources amount to approximately 280mt, REO (rare earth oxides) 

resources amount to 7,5mt. Resources by deposit are presented on the figure below. 

Figure 5. PhosAgro ore resources as of 1 January 2016 

Deposit Resources, 000 t (ABC1) Average P2O5 content, % 

Kukisvumchorr 407 134 14,24 
Yukspor 515 292 14,17 
Apatitovy Cirque 107 918 14,24 
Plateau Rasvumchorr 325 168 13,01 
Koashva 595 550 16,88 
Njorkpahk 59 957 13,30 
Lyolitovy otrog 1 754 14,14 
Source: Company data 

 

The company commissioned main shaft #2 at Apatit’s Kirov mine which increased the annual capacity 

of the mine from 13.0mt to 16.5mt. The company processes the ore itself and operates 4.9mt of 

sulfuric acid and 2.1 mt phosphoric acid capacities.  

The company is targeting to maintain its phosphate rock capacity at c8mt until 2020. The internal 

consumption of phosphate rock reached 5.9mt in 2015 while the capacity of phosphate-based 

fertilizers in the total product mixed gradually increases from 4.1mt in 2011 to over 5.4mt in 2015. 

 

Figure 6. PhosAgro phosphate rock production, mt Figure 7. PhosAgro fertilizer production, mt 

  

Source: Company data Source: Company data 

 

 

 

 

Downstream 

Since its creation as a group of companies, PhosAgro has been implementing a large modernization 

and expansion program aimed at improving efficiency and expanding capacities of all production 

plants. The capacity evolution for phosphate-based fertilizers grew from c4.0mt in 2010 to over 5.5mt 

in 2016. PhosAgro plans to launch an essential nitrogen capacity in 2017-18. The nitrogen capacity 

will include annual ammonia capacity of 760kt pa and urea capacity of 500kt. Following the launch of 

new facilities, the group plans to reach 8,1mt of total fertilizer capacity. 
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Figure 8. PhosAgro phosphate-based capacity, kt Figure 9. PhosAgro nitrogen-based capacity, kt 

  

Source: Company data, Hypothesis Research forecast Source: Company data, Hypothesis Research forecast 

 

The downstream operations include several production facilities: 

- PhosAgro-Cherepovets is the result of the merger of Ammophos and Cherepovetsky Azot. 

The integrated fertilizer complex is able to produce sulphuric, phosphoric and nitric acids, 

monoammonium phosphate (MAP), white and coloured diammonium phosphate (DAP), NPK 

13-19-19 (13% Nitrogen, 19% P2O5, 19% K2O), NPK15-15-15, NPK10-20-20, and others, 

liquid complex fertilizers NP11-27, different brands of monoammonium phosphate sulphate, 

ammonium nitrate, complex nitrogen phosphate NP32-5, aluminum fluoride (AIF3) and 

others. The total MAP/DAP/NPK capacity is 3.5mt, urea capacity is 980kt and APP 140kt, 

ammonia 1190kt, ammonium nitrate 450kt. In 2009, the company commissioned a new 

sulphuric acid facility and increased production capacity by 714kt per annum to 2.72mt per 

year. The phosphoric rock processing capacity is c3mt per year. In 2012, the new urea line 

added 500kt per year urea capacity. New ammonia capacity of 760kt is planned to be added 

in 2017. Another 500kt of urea capacity should also be built in 2017-18. The company 

commissioned a 42kt capacity aluminium fluoride production plant in Cherepovets in 

cooperation with Russian aluminum giant Rusal.  

- Balakovo branch of Apatit is Russia’s only producer of feed monocalcium phosphate 

(Ca(H2PO4)2), which is an essential food supplement for livestock and poultry affecting 

immune and reproductive systems of cattle and accelerating weight gain in livestock and 

poultry. The company also produces MAP, DAP and ammonium phosphate sulphate (NPC), 

various grades of sulphuric acid, oleum, clear and colourless phosphoric acid. Capacity 

includes 1,4mt MAP/DAP/NPK and 270kt MCP. 

- Metachem is the only Russian producer of sodium tripolyphosphate (130kt capacity) used in 

the production of synthetic detergents, potassium sulphate (80kt capacity) – chlorine-free 

fertilizer for direct fertilization in the soil, sulphuric acid, aluminium sulphate, cement. The 

plant is a spin off from the Volkhov Aluminium Refinery. In February 2015 the company 

added a new 100kt PKS production line to produce unique phosphate-potash combination 

fertilizer for farmers in Brazil and some other markets. 

Apart from fertilizer production facility, the group has its own power generation at BMF and PhosAgro-

Cherepovets. The group is 40% self-sufficient in energy. The company benefits from its own 

transportation and logistics assets, including the rail transport business PhosAgro Trans, which has 

approximately 6500 rail car fleet and 2mt own shipment capacity. The company operates its own 

distribution chain with 10 regional sales companies and 21 agricultural storage facilities selling to over 

60 regions in Russia. The storage capacity is c470kt.There are three distribution centers located in 

Oryol, Belgorod and Nizhny Novgorod. These offer clients the services of blending of the optimal 

fertilizer compounds with a total capacity of 100kt per year.  
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Strategy 

In 2014, PhosAgro presented a strategy up until 2020. The key points addressed in the strategy 

included the following: 

 The company will focus on the supply of fertilizers to the Russian market as its primary 

market, and on development of its distribution network on deficit markets, including Europe 

and Latin America. 

 In Europe, the company works closely with customers and key institutions to provide high-

quality of products, which meet EU regulation on heavy metal (cadmium) and radioactivity. 

 Market access to customers on priority markets is conducted through the local offices. Local 

offices in Sao Paulo and Brussels cover Latin America and Europe, respectively.  

 Development of its own logistics with a potential 2mt of bulk and container shipments 

through the Ust-Luga hub, less shipments via the more expensive St Petersburg terminals. 

Expected cost savings amount to $6 per ton. 

 Capacity expansion plans include the construction of a new ammonia facility with capacity of 

760kt and an urea facility with capacity of 500kt to be operational in 2017. The company will 

become self-sufficient in ammonia, covering current deficit of c200kt. 

 With the key raw material supply secured, the company will be able to expand 

MAP/DAP/NPK production to 400kt pa through modernization and debottlenecking. 

 

Figure 10. World DAP/MAP/NPK/NPS capacities and demand by region, mt 

 

Source: Company data 
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Figure 11. Target sales volume in Latin America, EU, kt Figure 12. Target sales volume in Russia, kt 

  

Source: Company data Source: Company data 

 

Figure 13. Phosphate rock capacity by usage Figure 14. PhosAgro capacity by product, mt 

  

Source: Company data Source: Company data 

 

The company is demonstrating good progress towards meeting its strategic targets. PhosAgro is 

going to cut mining costs further by increasing share of underground mining to 80% by 2020. The 

phosphate rock capacity remains at 7.9mt. New ammonia and urea capacities should be 

commissioned in 2017-18 to produce and start initial sales. Overall, the nitrogen segment will increase 

production by 40% upon construction of the ammonia and urea facilities. In 2015, the company 

increased its fertilizer production by 12% YoY to 5.4mt, removing bottlenecks at a relatively 

“negligible” cost. Another 5% YoY of production growth is expected for 2016. In 9M16 the company 

reported 8% phosphate fertilizer output growth. 

Following strategic decisions with regards marketing, PhosAgro opened sales offices in Zug 

(Switzerland), Sao Paulo (Brazil) and Warsaw (Poland) in 2015. The volume of fertilizers sold to 

Europe increased by 34% YoY to 1.2mt in 2015. The company expects the marketing of pure (relative 

to the products of other suppliers) fertilizers in Europe to help gain a higher market share due to 

growing demand for high-quality soil and low cadmium content in fertilizers in the EU. Urea volumes 

from the new facility will likely be delivered to customers in Europe as well.  

The launch of the terminal at Ust-Luga port allowed the company to export over 20% of its total export 

volumes through this terminal, contributing to transportation cost savings. Further savings will be 

achieved once the total volume of shipments through Ust-Luga is increased to 2mt per year.  

Regarding the payback period on the new nitrogen facility, compared with what was announced in 

2014, we expect it to increase. The initial volume of investments $1,045bn with an estimated 15% IRR 

at a urea price of $300-330/t and a DAP price of $450-520/t in 2013-14. The final cost of the facility is 

likely be lower due to ruble devaluation, however the current urea and DAP prices are essentially 

lower than the forecast was. We believe that the industry standards were also transformed during the 

period of depressed prices for new projects, and we believe PhosAgro remains in a rather safe 

position with this project.  



7 November 2016  Fertilizers Hypothesis Research 

 

 
 
 
 
 
 
 

 
10 

Marketing and distribution 

Over the last several years, the distribution part of the global fertilizer business became more 

important for producers. The large distribution and retail chains allow producers to develop long-term 

relationships with clients, to educate and to promote new brands of fertilizers and to react to changing 

preferences. The retail chain helps to producer to get not only producer’s margin but also distributor’s 

margin. 

Fertilizer customers are becoming more sophisticated in their application of crop nutrition. Premium 

markets, which pay a higher price per nutrient for specialty fertilizer, require a detailed approach. The 

booming investments of fertilizer companies into distribution infrastructure, warehouses and 

representative offices is a reaction on that. In 2016, several large fertilizer holdings announced 

acquisitions of fertilizer distributors in Latin America (EuroChem, Mosaic), India (Yara), the US, the 

EU, and other markets. The largest Russian diversified producers, including EuroChem, PhosAgro, 

Acron and UralChem all moved towards retail distribution from bulk trading, in particular for complex 

grades.  

PhosAgro’s decision to invest in distribution looks rational, in particular its target of markets in Latin 

North America and Europe, where the farmers enjoy a sophisticated approach by retailers. We 

believe that the core competitive advantage of large retailers such as Yara and Agrium to control 

margins through their own retail chains is not easy to achieve, however it is worth trying. 

The Russian market accounted for 34% of PhosAgro’s revenue in 1H16. The large distribution chain, 

including 21 storage houses and 10 regional offices allowed PhosAgro to maintain approximately 17% 

of the Russian market share, selling 1.6mt to customers in 2015. The company delivered 1.2mt to 

Europe in 2015 (up 400kt YoY), 1.5mt to Brazil (down from 2.1mt in 2014) and 900 kt to Asia. India 

represents a large and potentially growing market for PhosAgro, although competition might be strong 

from Chinese and Middle Eastern producers. 

 

Figure 15. PhosAgro revenues by region, 1H2016 Figure 16. PhosAgro phosphate-based revenues by 
region, 2015 

  
Source: Company data Source: Company data 

 

 

Like other complex fertilizer producers the company may switch between the production of NPK, DAP, 

MAP and NPS on the same production line. The approach is to change product mixed based on the 

netback of each product on the global market.  
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Fertilizer price forecast 

We analyzed factors which might affect the fertilizer prices in our report “Fertilizers: Rebalancing at 

the bottom” (12 October 2016).  Cautious demand by farmers for fertilizers, as well as oil, gas, coal 

and other feedstock price corrections, weakening currencies in customers’ and producers’ countries 

all contributed to weakening fertilizer prices globally. In 1H16, prices for ammonia, urea, DAP, potash 

supplied from the Baltic and the Black Seas fell by 34%, 27%, 24%, 22% YoY, respectively. Taking 

into account essentially reduced deliveries from China this year compared with the same period in 

2015 (20-35% drop for urea, DAP/MAP), prices might stay at their current lows. Grain prices, at the 

same time, fell to a lesser degree compared with fertilizer prices, supports the view that demand for 

fertilizers might slightly increase in 2017. However, excess supply due to new capacities of 

ammonia/urea/NPK coming on-stream globally in 2016-17 will likely create downward pressure on 

prices. Based on a relatively flat oil price in a range $45-50/bbl, we do not expect a fertilizer price 

recovery in the coming 12 months. However, we believe the fertilizer market will be balanced, at least 

for phosphorus and nitrogen fertilizers during 2016-17. We may see a recovery in prices during 2017. 

Potash market is likely to be under pressure due to a volume over price strategy by some suppliers, 

while new capacity should be launched EuroChem in Russia in 2017-18. 

In the phosphate-based fertilizer segment there are several specific factors influencing the price:  

 The most important factor in 2015 and partially in 2016 was the volume of Chinese export. 

China accounted 37% in the global DAP/MAP/TSP trade (amounted 13.2mt P2O5 in 2015) 

comparing with 15% by North America, 12% by Morocco and 12% by the CIS.  

 New capacities are coming on stream in Morocco and in Saudi Arabia (new expansion of 

Ma’aden, JV of Mosaic, Sabic and SAMC). Those capacities are expected to be in operation 

by 2020. The closures of capacities in China and the US also expected in amount 3.8mt 

P2O5 by 2020 that should balance the market. 

 Despite the weak price environment, the largest fertilizer companies continue their expansion 

projects (EuroChem, CF Industries, Yara, Mosaic and Uralkali) increasing capex YoY in 

1H16. The new Ma’aden project with estimated investments of $8bn to build phosphate and 

nitrogen capacities in North Saudi Arabia is financed by Mosaic (25%), Sabic and SAMC in 

line with the initial schedule. Companies are on track to keep their market share and/or to win 

new markets. That confirms that the current margin is sufficient and that market recovery 

expectations are prevailing. However, once the current advanced stage projects are 

completed we expect the market to quickly balance during the course of 2017-2018.  

Our price forecasts for PhosAgro products are presented below. We base our forecast on the 

historical relations of prices per 100% nutrient with urea, DAP and potash as benchmarks for N, P and 

K components, and flat oil price dynamics. We believe that prices seen in 2Q16 are close to the 

bottom and that some recovery is on the way in 2017.  

    Figure 17. PhosAgro price forecast for main products, $/t 

 2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 

MAP 465 580 544 470 469 462 343 389 410 426 444 
DAP 391 584 535 452 514 462 356 377 398 414 431 
NPK 351 508 449 375 363 342 266 273 290 305 319 
NPS 350 429 374 301 450 430 289 261 276 285 295 
Urea 258 385 376 327 313 277 194 206 220 229 241 
AN 203 305 336 303 0 211 217 167 178 184 193 
Ammonia 270 438 520 416 446 309 253 367 393 409 429 
Phosphate rock 159 288 294 225 167 180 177 140 141 147 150 
Source: Company data, Hypothesis Research forecast 
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Financials 

Our production forecast is based on the assumption that PhosAgro launches new urea and ammonia 

facilities in 2017 with ramp-up in 2017-18. The production of phosphate-based fertilizers will be driven 

by continuing debottlenecking program and upgrades at Apatit’s facilities. We assume 5% production 

growth is achievable in 2016 relative to 2015.  

Figure 18. PhosAgro phosphate-based segment 
production forecast, kt 

Figure 19. PhosAgro nitrogen segment production 
forecast, $mn 

  

Source: Company data, Hypothesis Research estimates Source: Company data, Hypothesis Research estimates 

 

The revenue forecast assumes the company is able to maintain and increase its production volumes 

over the next five years and to achieve targeted sales volumes of fertilizers on its primary markets 

including Russia, Europe, and Latin America. We do not anticipate essential changes in country-

specific distribution.  

 Figure 20. PhosAgro revenue forecast, $mn 

 

Source: Company data, Hypothesis Research estimates 
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The devaluation of the Russian ruble in 2014-15 helped Russian exporters to maintain healthy 

margins versus their US peers and to compete on the market, sometimes implementing volume over 

price strategies. The largest components of PhosAgro production costs are materials and services 

(28% of COGS in 2015, we expect COGS to grow to 30% in 2018), and salaries (12% in 2015). The 

company also uses natural gas for its nitrogen production and potash for NPK, both of which 

represented 9% of total costs of sales in 2015. Sulphur and purchased ammonia each accounted for 

10% of COGS in 2015.   

Figure 21. PhosAgro Cost of sales forecast, RUB mn 

 

Source: Company data, Hypothesis Research estimates 

 

Comparing the unit production costs of PhosAgro with Mosaic, the leading phosphate producer based 

in US, with rather similar consumption rates of sulfur and ammonia, we derive an over 39% difference 

in cash costs due to the higher consumption of phosphate rock by Mosaic, which is due mostly to 

lower grades and partially by higher ammonia costs. We assume the high-grade rock of PhosAgro is 

the main fundamental competitive advantage for the Russian producer. We expect the company’s 

EBITDA margin to remain over 30%, following the ruble devaluation in 2014-15. Capex was well 

financed in 2011-16, meanwhile the investment cycle should be over in 2017 due to the completion of 

debottlenecking and nitrogen construction projects. Thus the cash flow available for distribution to 

shareholder will be enough to maintain high dividend payout. 

Figure 22. PhosAgro EBITDA (LH Axis) and EBITDA 
margin (RH Axis) 

Figure 23. PhosAgro EBITDA, Capex and Dividends 

  

Source: Company data, Hypothesis Research estimates Source: Company data, Hypothesis Research estimates 
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Figure 24. Summary of PhosAgro IFRS financials, USD mn 
 

Income statement           Statements of cash flows            

$mn FY14 FY15 FY16 FY17 FY18 $mn  FY14 FY15 FY16 FY17 FY18 

Total Revenue 3190 3095 2771 2885 3046 Profit/ (loss) before tax -400 754 739 632 734 

Cost Of Goods Sold 1748 1355 1336 1487 1507 Depreciation  208 149 156 178 170 

  Gross Profit 1442 1740 1435 1398 1539 Op. profit before ch. in WC  1015 1384 911 828 923 

  Operating Income 767 1196 895 749 847 CF from operating activities 711 1032 719 607 659 

Finance income 27 20 18 20 20 CF used in inv. activities -524 -513 -427 -181 -118 

Finance costs -301 -99 -84 -97 -97 CF used in fin.g activities 220 -610 -424 -389 -427 

Foreign exchange 
loss, net 

-869 -362 0 0 0 
Net (decrease) / increase in 
cash and cash equivalents 

407 -91 -132 36 114 

Share of loss assoc. -20 -1 0 0 0 Cash and equiv. at 1/01 232 501 393 296 337 

Restructuring costs -4 0 0 0 0 
Effect of exchange rate 
fluctuations 

157 69 0 0 0 

Profit/loss before tax -400 754 829 672 770 Cash and equiv. at 31/12 795 479 262 333 451 

Income Tax Expense -53 160 176 142 163 Net debt 1517 1463 1760 1715 1669 

Profit from cont. oper. -347 594 654 529 607 
      

EBITDA 109 1002 1088 958 1045 
      

Balance sheets           Ratios           

USD mn FY14 FY15 FY16 FY17 FY18   FY14 FY15 FY16 FY17 FY18 

Net PPE 1402 1682 2370 2572 2840 Gross margin, % 45% 56% 52% 48% 51% 

Intangible assets 9 8 9 9 9 Operating margin, % 24% 39% 32% 26% 28% 

Investments in assoc. 211 11 12 12 13 Net margin, % -11% 19% 24% 18% 20% 

Deferred tax assets 69 82 78 76 92 
      

Other non-curr. assets 146 143 158 158 165 Revenue growth -3% -3% -10% 4% 6% 

Non-current assets 1837 1926 2627 2827 3119 Net profit growth -232% -271% 10% -19% 15% 

Other curr. Invest. 27 68 75 75 79 EBITDA growth -83% 823% 9% -12% 9% 

Derivative fin. assets 0 0 0 0 0 Capex growth, % 19% 50% -6% -73% -42% 

Inventory 204 248 273 284 301 Payout ratio -57% 60% 50% 50% 55% 

Current inc. tax receiv. 48 6 29 30 36 
      

Trade and receivables 309 355 381 370 410 EBITDA / Interest coverage 0,4 10,1 12,9 9,8 10,8 

Cash and Equivalents 500 408 300 337 473 Net debt/EBITDA 14,0 1,5 1,6 1,8 1,6 

Current assets 1089 1085 1059 1096 1299 Net debt/Equity 2,6 1,7 1,4 1,1 0,9 

Total assets 2926 3011 3686 3923 4419 Revenues/Assets 1,1 1,0 0,8 0,7 0,7 

Total equity 586 837 1245 1498 1870 Capex/ EBITDA 4,4 0,7 0,6 0,4 0,3 

Long-Term Debt 1515 1468 1624 1624 1703 RoCE 35,8% 50,6% 30,5% 23,5% 23,3% 

Defined benefit oblig. 7 6 7 7 7 FCF yield 5,0% 6,8% 1,0% 4,5% 7,4% 

Deferred tax liabilities 34 51 64 54 63 RoIC 51% 55% 28% 22% 22% 

Non-current liabilities 1557 1525 1695 1685 1772 ROE neg 71% 53% 35% 32% 

Current liabilities 783 649 746 740 776 
      

Total equity and 
liabilities 

2926 3011 3686 3923 4419 
      

Net debt 1517 1463 1760 1715 1669             

Source: Company data, Hypothesis Research estimates 

 

 



7 November 2016 Fertilizers Hypothesis Research 

 

 

 
15 

Valuation 

We use DCF valuation and multiples to compare the current valuation with the peer group. 

Meanwhile, we note that PhosAgro has low multiples versus peers due to a number of reasons: 

1) The fertilizer industry is experiencing a weak product price period, falling earnings and thus 

rising multiples in 2016. The downgrade revision of earnings might continue in 4Q16 and 

1Q17 if prices stay low in the new season. We believe the mitigating factor is the close-to-

historical low price levels and the good economic backdrop for farmers currently.   

2) PhosAgro’s valuation are affected by the Russian discount, which includes sanctions risk, a 

weak domestic environment, potential changes in regulation, taxes, as well as other risks 

specific to frontier markets. Mitigating factors include a lack of government interest in the 

company, its export-oriented business and the transparency of the company’s business 

model. 

3) The shareholder structure with a dominant shareholder group (over 76% of the company is 

controlled by one group of shareholders) creates a risk of aligned interests in case of M&A 

and other situations that could potentially destroy the value for minority holders. We assume 

the mitigating factors that we may account here is the balanced Board of Directors structure, 

which includes four independent directors out of the eight members.   

Our DCF model indicates a 12-month fair value of $14.3 per GDR for PhosAgro based on 14.3% 

WACC and 2% terminal growth. Our WACC estimate include 10.3% relatively equity risk premium 

that also reflects the Russian equity market risk. 

Figure 25. PhosAgro DCF model, $mn 

$ mn 2015 2016 2017 2018 2019 2020 

EBIT  1196 895 749 847 907 931 
Less taxation 160 176 142 163 176 181 
Tax adjusted EBIT 1037 720 607 684 731 750 
Depreciation 149 175 189 178 159 168 
Less: Capex -721 -675 -403 -323 -323 -323 
Change in working capital  -82 -11 3 -39 -10 -20 
Unleveraged free cash flow 382 209 396 500 558 575 
WACC 14,3% 

     Future cash flow growth rate 2,0% 
     Terminal value 5370 
     PV of 2016E enterprise value 7474 
     Net debt 1760 
     Fair market capitalisation 5714 
     Minority share 0 
     Number of GDR, mn 388,5 
     Fair value, $ 14,7 
     Current share price, USD 11,8 
     Upside (Downside) to fair value 25,2% 
     Implied Multiples 2015 2016 2017 2018 2019 2020 

P/E 9,6 8,7 10,8 9,4 8,7 8,5 
EV/EBITDA 7,5 6,9 7,8 7,2 6,9 6,7 
EV/Sales 2,4 2,7 2,6 2,5 2,4 2,3 

Source: Hypothesis Research estimates 

 

We believe that even for a good story like PhosAgro the market will account some 20% discount to 

US peers despite the high and sustainable margin and the high dividend yield. The stock trades with a 

35-74% discount to peers based on P/E and EV/EBITDA multiples for 2016-17. PhosAgro 

outperformed its peer group in February-March 2016. Since May 2016, the PHOR GDR price has 

stagnated on the back of a strengthening ruble and weakening fertilizer prices.  
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Figure 26. Comparable multiples for fertilizer sector 

Company PhosAgro Mosaic Acron ICL JPMC PotashCorp SAMC CF Yara Agrium 

Ticker LSE:PHOR NYSE:MOS MISX:AKRN TASE:ICL ASE:JOPH TSX:POT SASE:1211 NYSE:CF OB:YAR TSX:AGU 

52-Week High 16,0 33,0 63,2 5,5 7,5 20,7 11,5 50,9 50,8 99,4 

52-Week Low 10,2 22,0 45,1 3,5 2,9 14,9 6,9 20,8 31,3 78,1 

Daily Volume 0,9 106,8 0,3 5,1 0,1 24,7 18,8 182,4 19,2 17,4 

Price 11,8 24,5 47,3 3,7 3,2 15,9 10,4 23,1 34,9 89,4 

% of 52-Week High 74% 74% 75% 67% 43% 77% 91% 45% 69% 90% 

% of 52-Week Low 116% 111% 105% 105% 111% 107% 152% 111% 111% 115% 

Market Cap, $mn 4584 8581 1883 4704 267 13387 12190 5387 9527 12359 

EV, $mn 6325 11842 3153 8272 539 17984 26638 12493 11102 18304 

EV/Revenue'15 2,0  1,3  2,2  1,5  0,7  3,0  7,2  3,3  1,0  1,2  

EV/Revenue'16 2,3  1,7  1,8  1,5  0,7  4,5  10,2  3,4  0,9  1,3  

EV/Revenue'17 2,2  1,6  1,7  1,5  0,5  4,2  7,3  3,0  0,9  1,3  

EV/EBITDA'15 6,3  5,4  5,8  6,2  5,3  6,8  21,1  7,2  6,3  10,3  

EV/EBITDA'16 5,8  11,1  5,0  8,3  76,4  13,1  27,0  13,3  5,8  10,9  

EV/EBITDA'17 6,6   9,4  4,9  7,4  14,1  11,4  18,7  10,2  6,1  9,7  

P/E'15 7,7  8,4  17,3  10,3  11,5  10,0  38,2  10,7  11,1  15,5  

P/E'16 7,0   39,5  4,4  11,3  NM  31,0  64,9  33,1  13,7  18,6  

P/E'17 8,6   27,1  4,6  10,6    -    24,3  27,8  26,4  13,8  16,1  

EBITDA margin'15 32% 23% 38% 22% 12% 41% 33% 42% 16% 13% 

EBITDA margin'16 39% 15% 36% 19% 1% 35% 38% 25% 16% 12% 

EBITDA margin'17 33% 17% 35% 20% 4% 37% 39% 29% 15% 13% 

Net Debt / EBITDA 1,6 2,5  1,6  3,2  4,2  3,3  12,8  3,1  0,7  3,5  

S&P LT Credit Rating BBB- BBB NA NA NA BBB+ NA NA BBB BBB 
Source: CapitalIQ, Hypothesis Research estimates 

 

 

Corporate governance and social responsibility 

Since its IPO in 2011, the company is following well defined corporate governance and social 

responsibility policies. The Board of Directors counted four independent members out of its eight 

directors in 2016. The Board includes three foreign directors. Sven Ombudstvedt joined the PhosAgro 

Board in 2011. He served previously as CEO of Norske Skogindustrier, Senior Vice President at SCD 

SAS and CFO and Head of strategy at Yara International. Markus Rhodes, ex-audit partner at Ernst & 

Young and Arthur Andersen, was appointed in 2011. James Rogers, appointed in 2014, is a founder 

of the Quantum Fund. Ivan Rodionov is a professor of the Higher School of Economics in Moscow, 

serving as an independent director for a number of Russian corporates. 

The Board of Directors, headed by the Chairman Sven Ombudstvedt, is setting and following a 

number of goals to make the company’s strategic operational and social targets aligned. In 2015, the 

company implemented a new risk management function, new anti-corruption policies and practices, 

and new conflict-of-interest policy. The company is one of the largest taxpayers in Russia and is an 

essential business for the local communities, investing in educational programs and healthcare 

programs for its employees. The Chairman reported that investments “in new capacities are aiming to 

implement new technologies that are more efficient and that reduce the environmental footprint 

relative to production volumes”. In 2016, PhosAgro signed an agreement with the University of Milan 

to conduct research assessing the quality of crops and soil, using almost entirely cadmium, arsenic 

and lead-free fertilizers produced by PhosAgro. The company was planning to sign similar 

agreements with other European universities in the Netherlands and Italy. We believe those research 

assessments may reinforce PhosAgro competitive position in the EU. 
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PhosAgro follows strict environmental regulations of the Russian law as well as European standards. 

Over the last few years the company reported decreasing emissions into the atmosphere, water use, 

and increasing recycling of solid waste. PhosAgro-Cherepovets and Balakovsky subsidiary of Apatit 

are certified under ISO9001 since 2004 and under ISO14001 since 2006 and 2009 respectively. 

 

Shareholder structure and dividend policy 

PhosAgro became public in 2011 when its shares were first sold on LSE IPO. The company was 

valued at $5,2bn equity value or $14 per GDR ($42 per share). The deal amounted c$600m for 10.3% 

stake, offered by Cyprus companies Adorabella Limited and Miles Ahead Management Limited. Later, 

in 2013, the company completed SPO on LSE raising $466,7m at USD14 per GDR ($42 per common 

share). Adorabella Limited and Chlodwig Enterprises Limited sold some of their shares. The free float 

of the company reached 20.35% post-SPO. The latest filings by the company accounts 23,5% stake 

as a free float. The current shareholder structure of the company is presented below. 

Figure 27. PhosAgro shareholder structure as of 
October 2016 

Figure 28. PhosAgro net income (RH Axis) and dividend 
per share (LH Axis) 

 
 

Source: Company data Source: Company data, Hypothesis Research estimates 

 

The company is committed to pay 30-50% to shareholders in the form of dividends. The balanced 

capital expenditure policy should maintain the capex at c 50% of EBITDA, according to the 

Company’s CFO Alexander Sharabaiko. In 2015, the company paid almost 60% of net income to 

shareholders, or 7% dividend yield based on current GDR price. We assume in our model 50% 

payout ratio for 2017 and 55% in 2018-20, taking into account the completion of the investments into 

the new nitrogen facility.  
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