ENGRO FERTILIZERS LIMITED
CONDENSED INTERIM
FINANCIAL INFORMATION (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010



ENGRO FERTILIZERS LIMITED

CONDENSED INTERIM BALANCE SHEET (UNAUDITED)
AS AT SEPTEMBER 30, 2010

(Amounts in thousand)

Unaudited Audited
Note September 30, December 31,
2010 2009
(note 1.2)
---------------------- Rupees---------------------
ASSETS
Non-Current Assets
Property, plant and equipment 5 82,122,964
Intangible assets 116,433
Long term loans and advances 114,784
82,354,181
Current Assets
Stores, spares and loose tools 7 2,132,293
Stock-in-trade 8 1,851,415
Trade debts 9 373,326
Deferred employee compensation expense 6 17,560
Derivative financial instruments 19 81,550
Loans, advances, deposits and prepayments 10 2,305,189
Other receivables 11 92,844
Taxes recoverable 1,101,067
Short term investments 12 1,162,165
Cash and bank balances 13 1,984,162
11,101,571
TOTAL ASSETS 93,455,752




(Amounts in thousand)

Unaudited Audited
Note September 30, December 31,
2010 2009
(note 1.2)
---------------------- Rupees---------------------
EQUITY & LIABILITIES
Equity
Share capital 14 2,980,000 -
Share premium 15 7,759,144 -
Employee share option compensation reserve 6 58,673 -
Hedging reserve 16 (846,429) -
Unappropriated profit / (Accumulated loss) 2,877,990 (544)
9,849,378 (544)
Total Equity 12,829,378 (544)
Liabilities
Non-Current Liabilities
Borrowings 17 64,364,644 -
Subordinated loan from Holding Company 18 1,200,000
Derivative financial instruments 19 1,053,048 -
Deferred liabilities 20 1,199,011 -
Employee housing subsidy 313,850 -
Retirement and other service benefits obligations 45,743 -
68,176,296 -
Current Liabilities
Trade and other payables 21 3,956,927 544
Accrued interest / mark-up 1,419,896 -
Current portion of:
- borrowings 17 5,395,085 -
- other service benefits obligations 21,983 -
Short term borrowings 22 971,044 -
Derivative financial instruments 19 685,143 -
12,450,078 544
Total Liabilities 80,626,374 544
Contingencies and Commitments 23
TOTAL EQUITY & LIABILITIES 93,455,752 -

The annexed notes from 1 to 34 form an integral part of this condensed interim financial information.

Khalid S. Subhani Arshad Nasar
Chief Executive Director



ENGRO FERTILIZERS LIMITED
CONDENSED INTERIM PROFIT AND LOSS ACCOUNT (UNAUDITE D)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010

(Amounts in thousand except for earnings per share)

3 months 9 months
ended ended
September 30, September 30,
Note 2010 2010
Rupees
Net sales 3,373,481 12,788,393
Cost of sales 24 (1,984,285) (6,902,093)
Gross profit 1,389,196 5,886,300
Selling and distribution expenses 25 (435,492) (1,292,349)
953,704 4,593,951
Other operating income 26 33,780 340,926
Other operating expenses (57,820) (402,612)
Finance costs (304,176) (963,845)
(361,996) (1,366,457)
Profit before taxation 625,488 3,568,420
Taxation 27
Current
- for the period (99,950) (811,572)
- for prior periods 463,784 463,784
Deferred (122,964) (342,098)
240,870 (689,886)
Profit for the period 866,358 2,878,534
Earnings per share - basic and diluted 28 2.91 9.66

The annexed notes from 1 to 34 form an integral part of this condensed interim financial information.

Khalid S. Subhani Arshad Nasar
Chief Executive Director




ENGRO FERTILIZERS LIMITED
CONDENSED INTERIM STATEMENT OF COMPREHENSIVE INCOME (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010

(Amounts in thousand)

3 months 9 months
ended ended
September 30, September 30,
2010 2010
Rupees
Profit for the period 866,358 2,878,534
Other comprehensive income
Hedging reserve - cash flow hedges
Losses arising during the period (217,518) (1,548,778)
Less: Adjustment for amounts transferred to initial
carrying amount of hedged items (Capital
work in progress) 475,848 1,184,608
258,330 (364,170)
Income tax relating to hedging reserve (90,415) 127,460
Other comprehensive income for the period, net of tax 167,915 (236,710)
Total comprehensive income for the period 1,034,273 2,641,824

The annexed notes from 1 to 34 form an integral part of this condensed interim financial information.

Khalid S. Subhani Arshad Nasar
Chief Executive Director



ENGRO FERTILIZERS LIMITED

CONDENSED INTERIM STATEMENT OF CHANGES IN EQUITY (UNAUDITED)

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010

(Amounts in thousand)

Movement during the period June 29, 2009,
the date of incorporation, to December 31, 2009

Transactions with owners

7 shares of Rs.10 each issued to nominated

Directors of Engro Corporation Limited (formerly Engro
Chemical Pakistan Limited), the Holding Company

Total comprehensive loss for the period ended
December 31, 2009

Balance as at December 31, 2009 (audited)
Transactions with owners

Transfer of Fertilizer Undertaking (note 1.4)

9,999,993 shares of Rs.10 each issued to the
Holding Company

Transfer of hedging reserve from the Holding
Company
Other transactions with owners

Issue of share options to employees, net of
share options lapsed (note 6.2)

Bonus shares issued during the period in the
ratio of 2,880 shares for every 100 shares held

Total comprehensive income for the nine months
ended September 30, 2010

Profit for the period

Other comprehensive income
- cash flow hedges, net of tax

Balance as at September 30, 2010 (unaudited)

Employees Unappropriated
Share Share share option Hedging profit / Total
capital premium compensation reserve (Accumulated
reserve loss)
Rup
- - - - (544) (544)
- - - - (544) (544)
100,000 10,639,144 - - - 10,739,144
- - - (609,719) - (609,719)
100,000 10,639,144 - (609,719) - 10,129,425
- - 58,673 - - 58,673
2,880,000 (2,880,000) - - - -
2,880,000 (2,880,000) 58,673 - - 58,673
2,980,000 7,759,144 58,673 (609,719) - 10,188,098
- - - - 2,878,534 2,878,534
- - - (236,710) - (236,710)
- - - (236,710) 2,878,534 2,641,824
2,980,0 00 7,759,144 58,673 (846,429) 2,877,990 12,829,378

The annexed notes from 1 to 34 form an integral part of this condensed interim financial information.

Khalid S. Subhani
Chief Executive

Arshad Nasar
Director




ENGRO FERTILIZERS LIMITED
CONDENSED INTERIM STATEMENT OF CASH FLOWS (UNAUDITE D)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010

(Amounts in thousand)

Note

Cash flows from operating activities
Cash generated from operations 29
Retirement and other service benefits paid
Finance cost paid
Taxes paid
Long term loans and advances - net
Net cash generated from operating activities
Cash flows from investing activities
Purchases of property, plant and equipment (PPE)
Sale proceeds on disposal of PPE
Income on deposits / other financial assets
Net cash used in investing activities
Cash flows from financing activities
Proceeds from borrowings
Repayments of borrowings
Net cash generated from financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the period

(after transfer of Fertilizer Undertaking) 30
Cash and cash equivalents at end of the period 30

9 months
ended

September 30,

2010
Rupees

4,760,726
(169,697)
(909,971)
(912,688)

(27,783)

2,740,587

(12,637,977)
362,911
36,612

(12,238,454)

11,415,220
(451,300)

10,963,920

1,466,053

709,230

2,175,283

The annexed notes from 1 to 34 form an integral part of this condensed interim financial information.

Khalid S. Subhani
Chief Executive

Arshad Nasar




ENGRO FERTILIZERS LIMITED
NOTES TO THE CONDENSED INTERIM FINANCIAL INFORMATIO N (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010

(Amounts in thousand)

11

12

13

14

LEGAL STATUS AND OPERATIONS

Engro Fertilizers Limited (‘the Company’) is a public unlisted company incorporated on June 29, 2009 in
Pakistan under the Companies Ordinance, 1984 as a wholly owned subsidiary of Engro Corporation Limited
(the Holding Company, formerly Engro Chemical Pakistan Limited) for the purpose explained in note 1.3. The
Company’s registered office is situated at 7th & 8th floors, The Harbour Front Building, Plot Number HC-3,
Block 4, Scheme Number 5, Clifton, Karachi.

The Company's last audited financial statements pertains to the period June 29, 2009, the date of
incorporation, to December 31, 2009. There were no significant transactions, pending transfer of Fertilizer
Undertaking as of January 1, 2010 as stated in note 1.3 and 1.4, and the accumulated loss of Rs. 544
reflected in the condensed interim balance sheet and statement of changes in equity as comparatives,
represents pre-operating expenses. Accordingly, no comparatives have been presented in the condensed
interim profit and loss account, condensed interim statement of comprehensive income and condensed
interim statement of cash flows.

The Holding Company through a Scheme of Arrangement (the Scheme), under Section 284 to 288 of the
Companies Ordinance, 1984, separated its fertilizer undertaking, to be continued by the newly incorporated
subsidiary company (the Company), from the rest of the undertaking that is to be retained in the Holding
Company. Under the Scheme, effective January 1, 2010:

a) the Fertilizer Undertaking would be transferred and vested in the Company against the issuance of
ordinary shares of the Company; and

b) the retention of the Retained Undertaking in the Holding Company and the change of the name of the
Holding Company to Engro Corporation Limited. Engro Corporation Limited then would become a Holding
Company and oversee the business of new fertilizer subsidiary as well as business of its other existing
subsidiaries/associates.

Henceforth, the fertilizer business (manufacturing, purchasing and marketing of fertilizers) including all assets,
liabilities, agreements, arrangements and other matters have been transferred to the Company against the
issuance of 9,999,993, in addition to existing 7, fully paid ordinary shares of Rs. 10 each plus share premium.
Such share premium is based on the net assets so transferred over Rs. 100,000, being the paid up face value
of the Company.

Transfer of Fertilizer Undertaking

In order to determine the net assets for the aforementioned transfer referred to in note 1.3, the assets and
liabilities of the Holding Company as at January 1, 2010 were bifurcated, as per the Scheme, between the
Fertilizer Undertaking and Retained Undertaking. Based on such bifurcated balance sheet duly audited by the
external auditors, the assets and liabilities transferred to the Company are summarized below including the
issuance of shares and share premium resulted therefrom:



(Amounts in thousand)

21

Assets Note Rupees
Property, plant and equipment 5 69,462,873
Intangible assets 122,704
Stores, spares and loose tools 7 961,117
Stock-in-trade 8 422,607
Trade debts 9 2,514,425
Loans, advances, deposit and
prepayments
- long term 87,001
- current 10 1,465,467
1,552,468
Other receivables 141,611
Taxes recoverable 536,167
Short term investments 12 450,857
Cash and bank balances 13 454,126
76,618,955
Liabilities
Borrowings including current portion of Rs. 810,000 17 59,375,454
Derivative financial instruments (net) including current portion
of Rs. 663,834 19 1,276,676
Deferred liabilities 20 987,270
Employee housing subsidy 211,785
Retirement and other service benefits obligations including current portion 67,245
Trade and other payables 21 3,009,325
Accrued interest / mark-up 1,366,022
Short term borrowings 22 195,753
66,489,530
Net assets transferred - Fertilizer Undertaking 10,129,425
Less: Ordinary shares issued to the Holding Company 14.3 100,000
Share premium before adjustment of hedging reserve 10,029,425
Add: Hedging reserve (negative) - refer note below 16 609,719
Share premium after adjustment of hedging reserve 15 10,639,144

Hedging Reserve

As per the Scheme of Arrangement, the hedging reserve and revaluation surplus/reserves as at January 1,
2010 were to be transferred to the Company, whereas only revaluation surplus/reserves (hedging reserve
omitted) is to be deducted by the Company from the net assets so transferred to determine the share premium
amount over and above the Rs. 100,000 share capital. Such omission of hedging reserve created a difference
of an equivalent amount in the balance sheet. Therefore, this being an inadvertent omission in the Scheme of
Arrangement, the management has also included the hedging reserve (negative) in the determination of share
premium to eliminate the aforementioned difference. Further, in the opinion of the Company’s management,
supported by the legal advisor, the need for an amendment to the Scheme of Arrangement in respect of such
inclusion of hedging reserve does not arise as it does not in any way adversely affect the interests of the
shareholders or creditors.

BASIS OF PREPARATION

This condensed interim financial information is unaudited and has been prepared in accordance with the
requirements of International Accounting Standard 34 - 'Interim Financial Reporting' and provisions of and
directives issued under the Companies Ordinance, 1984. In case where requirements differ, the provisions of
or directives issued under the Companies Ordinance, 1984 have been followed.



10

(Amounts in thousand)

2.2

3.1

The preparation of this condensed interim financial information in conformity with the above requirements
requires the use of certain critical accounting estimates. It also requires management to exercise its
judgement in the process of applying the Company's accounting policies. The areas involving a higher degree
of judgement or complexity, or areas where assumptions and estimates are significant to the financial
statements are disclosed in note 4.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies and the methods of computation adopted in the preparation of this
unaudited condensed interim financial information also disclosed in the condensed interim financial
information for the half year ended June 30, 2010 (unaudited) are set out below. These policies are same as
applied in the preparation of the audited financial statements of the Holding Company for the year ended
December 31, 2009, prior to transfer of Fertilizer Undertaking (note 1.3).

Initial application of standards, amendments or an interpretation to existing standards
a) Standards, amendments and interpretations to existi ng standards that are effective in 2010

Following new standards, amendments to standards and interpretations are mandatory for the first time for the
financial year beginning January 1, 2010, but are either not currently relevant to the Company or do not have
any significant effect on the Company's financial information:

- 1AS 1 (amendment), 'Presentation of financial statements’

- IFRS 2 (amendments), '‘Group cash-settled and share based-payment transactions'

- IFRS 3 (revised), 'Business combinations’

- IFRS 5 (amendment), 'Non-current assets (or disposal groups) classified as held for sale or discontinued
- 1AS 38 (amendment), 'Intangible assets'

- IFRIC 17, 'Distribution of non-cash assets to owners'

- IFRIC 18, 'Transfer of assets from customers'; and

- Number of other amendments in other IFRS and IAS which were part of the International Accounting
Standards Board's (IASB's) annual improvements project, published in April 2009.

b) Standards, amendments and interpretations to existing sta ndards that are not yet effective and
have not been early adopted by the Company

Following new standards, amendments and interpretation to existing standards have been issued but are not

effective for the financial year beginning January 1, 2010 and have not been early adopted by the Company:

- IFRS 9, 'Financial Instruments', effective from January 1, 2013. IFRS 9 addresses the classification and
measurement of financial assets. The Company is yet to asses the full impact of IFRS 9.
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(Amounts in thousand)

3.2

3.2.1

- IAS 24 (revised), 'Related Party Disclosures', effective from January 1, 2011. The revised standard
supersedes IAS 24, ‘Related party disclosures’, issued in 2003. Application of the revised standard will
only impact the format and extent of disclosures presented in the Company’s financial statements.

- Classification of right issues (amendment to IAS 32), effective from annual periods beginning on or after
February 1, 2010. The amendment states that if right issues, which are offered for a fixed amount of
foreign currency, are issued pro rata to all the entity’s existing shareholders in the same class for fixed
amount of currency, they should be classified as equity regardless of the currency in which the exercise
price is denominated. The Company has not issued any right shares in foreign currency, therefore the
amendment will not have any effect on the Company's financial statements.

- IFRIC 19 (interpretation), 'Extinguishing Financial Liabilities with Equity Instruments', effective from annual
periods beginning on or after July 1, 2010. The interpretation clarifies the requirements of IFRSs when an
entity renegotiates the terms of a financial liability with its creditor and the creditor agrees to accept the
entity’s shares or other equity instruments to settle the financial liability fully or partially. The Company has
not offered its shares to the creditors, therefore, this interpretation will have no impact on the Company's
financial statements.

- Improvements to International Financial Reporting Standards 2010, issued in May 2010.
Property, plant and equipment

Owned assets

These are stated at historical cost less accumulated depreciation and impairment losses, if any, except free-
hold land and capital work in progress which are stated at cost. Historical cost includes expenditure that is
directly attributable to the acquisition of the items including borrowing costs (note 3.23). The cost of self
constructed assets includes the cost of materials and direct labour, any other costs directly attributable to
bringing the asset to a working condition for its intended use, and the costs of dismantling and removing the
items and restoring the site on which they are located. Purchased software that is integral to the functionality
of the related equipment is capitalised as part of that equipment.

Where major components of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items of property, plant and equipment.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the
Company and the cost of the item can be measured reliably. The carrying amount of the replaced part is
derecognised. All other repairs and maintenance are charged to the profit and loss account during the
financial period in which they are incurred.

Disposal of asset is recognised when significant risk and rewards incidental to ownership have been
transferred to buyers. Gains and losses on disposals are determined by comparing the proceeds with the
carrying amount and are recognised within ‘Other operating expenses / income’ in the profit and loss account.

Depreciation is charged to the profit and loss account using the straight line method whereby the cost of an
operating asset less its estimated residual value is written off over its estimated useful life. Depreciation on
addition is charged from the month following the month in which the asset is available for use and on
disposals up to the preceding month of disposal.

Depreciation method, useful lives and residual values are reviewed annually.
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(Amounts in thousand)

3.2.2

3.3

3.4

3.5

Leased assets

Leases in terms of which the Company assumes substantially all the risks and rewards of ownership, are
classified as finance lease. Upon initial recognition, the leased asset is measured at an amount equal to the
lower of its fair value and present value of minimum lease payments. Subsequent to initial recognition, the
asset is accounted for in accordance with the accounting policy applicable to that asset. Outstanding
obligations under the lease less finance cost allocated to future periods are shown as a liability.

Finance cost under lease agreements are allocated to the periods during the lease term so as to produce a
constant periodic rate of finance cost on the remaining balance of principal liability for each period.

Leased assets are depreciated over the shorter of the lease term and their useful lives unless it is reasonably
certain that the Company will obtain ownership by the end of the lease term.

Intangible assets

a) Computer Software and Licenses

Costs associated with maintaining computer software programmes are recognised as an expense when
incurred. However, costs that are directly attributable to identifiable software and have probable economic
benefits exceeding the cost beyond one year, are recognised as an intangible asset. Direct costs include
the purchase cost of software (license fee) and related overhead cost.

Expenditure which enhances or extends the performance of computer software beyond its original
specification and useful life is recognised as a capital improvement and added to the original cost of the
software.

Computer software and license cost treated as intangible assets are amortised from the date the software
is put to use on a straight-line basis over a period of 3 to 5 years.

b) Rights for future gas utilization

Rights for future gas utilization represents premium paid to the Government of Pakistan for allocation of
100 MMCFD natural gas for a period of 20 years from Qadirpur gas field at a predetermined price for a
period of ten years commencing from the date of commercial production. The rights will be amortised from
the date of commercial production on a straight-line basis over the remaining allocation period.

Impairment of non-financial assets

Assets that are subject to depreciation / amortisation are reviewed at each balance sheet date to identify
circumstances indicating occurrence of impairment loss or reversal of previous impairment losses. An
impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset's fair value less cost to sale and value in use.
Reversal of impairment loss is restricted to the original cost of the asset.

Non current assets (or disposal groups) held-for -sale

Non-current assets (or disposal groups) are classified as assets held for sale when their carrying amount is to
be recovered principally through a sale transaction and a sale is considered highly probable. They are stated
at the lower of carrying amount and fair value less costs to sell if their carrying amount is to be recovered
principally through a sale transaction rather than through continuing use. Impairment losses on initial
classification as held for sale and subsequent gains or losses on remeasurement are recognised in the profit
and loss account.
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(Amounts in thousand)

3.6

3.6.1

3.6.2

Financial assets
Classification

The Company classifies its financial assets in the following categories: at fair value through profit or loss, held
to maturity, loans and receivables, and available-for-sale. The classification depends on the purpose for which
the financial assets were acquired. Management determines the classification of its financial assets at initial
recognition.

a) Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for trading. A financial asset is
classified in this category if acquired principally for the purpose of selling in the short-term. Derivatives are
also categorised as held for trading unless they are designated as hedges. Assets in this category are
classified as current assets.

b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. They are included in current assets, except for maturities greater than 12
months after the end of the reporting period. These are classified as non-current assets. The Company’s
loans and receivables comprise loans and deposits, trade debts, other receivables and cash and bank
balances in the balance sheet.

¢) Held to maturity financial assets

Held to maturity financial assets are non derivative financial assets with fixed or determinable payments
and fixed maturity with a positive intention and ability to hold to maturity. There were no held to maturity
financial assets at the balance sheet date.

d) Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this category or not
classified in any of the other categories. They are included in non-current assets unless the investment
matures or management intends to dispose off it within 12 months of the end of the reporting date.

Recognition and measurement

Regular purchases and sales of financial assets are recognised on the trade date — the date on which the
Company commits to purchase or sell the asset. Investments are initially recognised at fair value plus
transaction costs for all financial assets not carried at fair value through profit or loss. Financial assets carried
at fair value through profit or loss are initially recognised at fair value, and transaction costs are expensed in
the profit and loss account. Financial assets are derecognised when the rights to receive cash flows from the
investments have expired or have been transferred and the Company has transferred substantially all risks
and rewards of ownership. Available-for-sale financial assets and financial assets at fair value through profit
or loss are subsequently carried at fair value. Loans and receivables are subsequently carried at amortised
cost using the effective interest method.

Gains or losses arising from changes in the fair value of the ‘financial assets at fair value through profit or
loss’ category are presented in the profit and loss account within ‘other operating income / expenses’ in the
period in which they arise. Dividend income from financial assets at fair value through profit or loss is
recognised in the profit and loss account as part of other income when the Company’s right to receive
payments is established.

Changes in fair value of monetary and non-monetary securities classified as available-for-sale are recognised
in other comprehensive income. When securities classified as available-for-sale are sold or impaired, the
accumulated fair value adjustments recognised in other comprehensive income are included in the profit and
loss account as ‘gains and losses from investment securities’.
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(Amounts in thousand)

3.7

3.8

Interest on available-for-sale securities calculated using the effective interest method is recognised in the
profit and loss account as part of other income. Dividends on available for sale equity instruments are
recognised in the profit and loss account as part of other income when the Company’s right to receive
payments is established.

The Company assesses at the end of each reporting period whether there is objective evidence that a
financial asset or a group of financial assets is impaired. If any such evidence exists for available-for-sale
financial assets, the cumulative loss is removed from equity and recognised in the profit and loss account.
Impairment losses recognised in the profit and loss account on equity instruments are not reversed through
the profit and loss account. Impairment testing of trade debts and other receivables is described in note 3.11.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a
legally enforceable right to offset the recognised amounts and there is an intention to settle either on a net
basis, or realise the asset and settle the liability simultaneously.

Derivative financial instruments and hedging act ivities

Derivatives are recognised initially at fair value; attributable transaction cost are recognised in profit and loss
account when incurred. Subsequent to initial recognition, derivatives are measured at fair values, and
changes therein are accounted for as described below:

a) Cash flow hedges

Changes in fair value of derivative hedging instruments designated as a cash flow hedge are recognised
directly in equity to the extent that the hedge is effective. To the extent the hedge is ineffective, changes in
fair value are recognised in profit and loss account.

If the hedging instrument no longer meets the criteria for hedge accounting, expires or is sold, terminated
or exercised, the hedge accounting is discontinued prospectively. The cumulative gain or loss previously
recognised in equity remains there until the forecast transaction occurs. When the hedged item is a non-
financial asset, the amount recognised in equity is transferred to carrying amount of the asset when it is
recognised. In other cases the amount recognised in equity is transferred to profit and loss account in the
same period that the hedge item affects profit and loss account.

b) Other non-trading derivatives

When a derivative financial instrument is not held for trading, and is not designated in a qualifying hedge
relationship, all changes in its fair value are recognised immediately in profit and loss account.

The Company holds derivative financial instruments to hedge its foreign currency and interest rate risk
exposure. Further, the Company also has issued a conversion option with the IFC loan availed during the
year. The fair values of various derivative instruments used for hedging and the conversion option are
disclosed in note 19.
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3.9

3.10

3.11

3.12

3.13

3.14

Stores, spares and loose tools

These are valued at weighted average cost except for items in transit which are stated at invoice value plus
other charges paid thereon till the balance sheet date. For items which are slow moving and / or identified as
surplus to the Company's requirements, adequate provision is made for any excess book value over
estimated realizable value. The Company reviews the carrying amount of stores and spares on a regular basis
and provision is made for obsolescence.

Stock-in-trade

These are valued at the lower of cost and net realizable value. Cost is determined using weighted average
method except for raw material in transit which are stated at cost (invoice value) plus other charges incurred
thereon till the balance sheet date. Cost in relation to finished goods includes applicable purchase cost and
manufacturing expenses. The cost of work in process includes material and proportionate conversion costs.

Net realisable value signifies the estimated selling price in the ordinary course of business less all estimated
costs of completion and costs necessarily to be incurred in order to make the sales.

Trade debts and other receivables

These are recognised initially at fair value plus directly attributable transaction costs, if any and subsequently
measured at amortised cost using effective interest rate method less provision for impairment, if any. A
provision for impairment is established if there is objective evidence that the Company will not be able to
collect all amounts due according to the original terms of receivables. The amount of provision is charged to
profit and loss account. Trade debts and other receivables considered irrecoverable are written-off.

Cash and cash equivalents

Cash and cash equivalents in the statement of cash flows includes cash in hand, balance with banks, other
short-term highly liquid investments with original maturities of three months or less, and bank overdrafts /
short term borrowings. Bank overdrafts are shown within borrowings in current liabilities on the balance sheet.

Share capital

Ordinary shares are classified as equity and recognised at their face value. Incremental costs directly
attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from the
proceeds.

Employees' share option scheme

The grant date fair value of equity settled share based payments to employees is initially recognised in the
balance sheet as deferred employee compensation expense with a consequent credit to equity as employee
share option compensation reserve.

The fair value determined at the grant date of the equity settled share based payments is recognised as an
employee compensation expense on a straight line basis over the vesting period.

When an unvested option lapses by virtue of an employee not conforming to the vesting conditions after
recognition of an employee compensation expense in profit or loss, employee compensation expense in profit
or loss will be reversed equal to the amortised portion with a corresponding effect to employee share option
compensation reserve in the balance sheet.

When a vested option lapses on expiry of the exercise period, employee compensation expense already
recognised in the profit or loss is reversed with a corresponding reduction to employee share option
compensation reserve in the balance sheet.
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3.15

3.16

3.17

3171

3.17.2

When the options are exercised, employee share option compensation reserve relating to these options is
transferred to share capital and share premium account. An amount equivalent to the face value of related
shares is transferred to share capital. Any amount over and above the share capital is transferred to share
premium account.

Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently carried at amortised cost; any difference between the proceeds (net of transaction costs) and
the redemption value is recognised in the profit and loss account over the period of the borrowings using the
effective interest method.

Borrowings are classified as current liabilities unless the Company has an unconditional right to defer
settlement of the liability for at least 12 months after the balance sheet date.

Trade and other payables

Trade and other payables are recognised initially at fair value and subsequently measured at amortised cost
using the effective interest method.

These are classified as current liabilities if payment is due within one year or less (or in the normal operating
cycle of the business if longer). If not, they are presented as non-current liabilities.

Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognised in the profit and loss
account, except to the extent that it relates to items recognised in other comprehensive income or directly in
equity. In this case the tax is also recognised in other comprehensive income or directly in equity, respectively.

Current

The current income tax charge is based on the taxable income for the year calculated on the basis of the tax
laws enacted or substantively enacted at the balance sheet date, and any adjustment to tax payable in respect
of previous years.

Deferred

Deferred tax is recognised using the balance sheet method, providing for all temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for
taxation purposes. Deferred tax is measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, based on the laws that have been enacted or substantively enacted by the
reporting date.

A deferred tax asset is recognised to the extent that is probable that future taxable profits will be available
against which temporary difference can be utilised. Deferred tax assets are reviewed at each reporting date
and are reduced to the extent that it is no longer probable that the related tax benefit will be realised.
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(Amounts in thousand)

3.18

3.19

3.19.1

3.19.2

Employees' housing subsidy scheme

Employee compensation expense under Housing Subsidy Scheme is recognised as an expense on a straight
line basis over the vesting period with a corresponding credit to employee housing subsidy shown as long
term liability in the balance sheet.

On expiry of the vesting period, amounts disbursed under the scheme will be set-off against the employee
housing subsidy.

Employee benefits

Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed contribution
into a separate entity and will have no legal or constructive obligation to pay further amounts. Obligations for
contributions to defined contribution plans are recognised as an employee benefit expense in profit or loss
when they are due. Prepaid contributions are recognised as an asset to the extent that a cash refund or a
reduction in future payments is available.

The Company contributes to:

- defined contribution provident fund for its permanent employees. Monthly contributions are made both by
the Company and employees to the fund at the rate of 10% of basic salary.

- defined contribution pension fund for the benefit of management employees. Monthly contributions are
made by the Company to the fund at rates ranging from 12.5% to 13.75% of basic salary.

Defined benefit plans

A defined benefit plan is a post-employment benefit plan other than the defined contribution plan. The
Company's net obligation in respect of defined benefit plans is calculated by estimating the amount of future
benefit that employees have earned in return for their service in current and prior periods; that benefit is
discounted to determine its present value. The calculation is performed annually by a qualified actuary using
the projected unit credit method. Actuarial gains/losses in excess of corridor limit (10% of the higher of fair
value of assets and present value of obligation) are recognised over the average remaining service life of the
employees.

Contributions require assumptions to be made of future outcomes which mainly includes increase in
remuneration, expected long-term return on plan assets and the discount rate used to convert future cash
flows to current values. Calculations are sensitive to changes in the underlying assumptions.

The Company also contributes to:
- defined benefit funded pension scheme for its management employees.
- defined benefit funded gratuity schemes for its management and non-management employees.

The pension scheme provides life time pension to retired employees or to their spouses. Contributions are
made annually to these funds on the basis of actuarial recommendations. The pension scheme has been
curtailed and effective from July 1, 2005, no new members are inducted in this scheme.
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(Amounts in thousand)

3.19.3

3.20

3.21

3.22

3.23

3.24

Actuarial gains on curtailment of defined benefit pension scheme (curtailed) is recognised immediately once
the certainty of recovery is established.

The Company also contributes to unfunded scheme for resignation gratuity of certain management
employees. Provision is made annually to cover the liability under the scheme.

Annual provision is also made under a service incentive plan for certain category of experienced employees to
continue in the Company’s employment.

Employees' compensated absences

The Company accounts for compensated absences on the basis of unavailed leave balance of each
employee at the end of the year.

Provisions

Provisions are recognised when the Company has a legal or constructive obligation as a result of past events
and it is probable that an outflow of resources will be required to settle the obligation and a reliable estimate
can be made of the amount of the obligation. Provisions are reviewed at each balance sheet date and
adjusted to reflect current best estimate.

Foreign currency transactions and translation

This condensed interim financial information is presented in Pakistan Rupees, which is the Company’s
functional and presentation currency. Foreign currency transactions are translated into the functional currency
using the exchange rates prevailing at the dates of the transactions. Foreign exchange gains and losses
resulting from the settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognised in the profit and loss
account.

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company
and the amount of revenue can be measured reliably. Revenue is measured at the fair value of the
consideration received or receivable and is reduced for marketing allowances. Revenue is recognised on the
following basis:

- Sales revenue is recognised when product is dispatched to customers.
- Income on deposits and other financial assets is recognised on accrual basis.

Borrowing costs

Borrowing costs are recognised as an expense in the period in which they are incurred except where such
costs are directly attributable to the acquisition, construction or production of a qualifying asset in which case
such costs are capitalised as part of the cost of that asset. Borrowing costs includes exchange differences
arising on foreign currency borrowings to the extent these are regarded as an adjustment to borrowing costs.

Research and development costs

Research and development costs are charged to income as and when incurred.
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3.25

3.26

3.27

3.28

4.1

4.2

4.3

4.4

4.5

4.6

Government grant

Government grant that compensates the Company for expenses incurred is recognised in the profit and loss
account on a systematic basis in the same period in which the expenses are recognised. Government grants
are deducted from related expense.

Earnings per share

The company presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS is
calculated by dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted
average number of ordinary shares outstanding during the period. Diluted EPS is determined by adjusting the
profit or loss attributable to ordinary share holders and the weighted average number of ordinary shares
outstanding for the effects of all dilutive potential ordinary shares.

Transactions with related parties

Sales, purchases and other transactions with related parties are carried out on commercial terms and
conditions.

Dividend and appropriation to reserves

Dividend and appropriation to reserves are recognised in the financial statements in the period in which these
are approved.

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgments are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.

Property, plant and equipment

The Company reviews appropriateness of the rate of depreciation, useful life, residual value used in the
calculation of depreciation. Further where applicable, an estimate of recoverable amount of assets is made for
possible impairment on an annual basis.

Investments stated at fair value through profit and loss

Management has determined fair value of certain investments by using quotations from active market and
conditions and information about the financial instruments. These estimates are subjective in nature and
involve some uncertainties and matters of judgment.

Derivatives

The Company reviews changes in fair values of the derivative hedging financial instruments at each reporting
date based on the valuations received from the contracting banks. These valuations represent estimated
fluctuations in the relevant currencies/interest rates over the reporting period and other relevant variables
signifying currency and interest rate risks. The Company has calculated the fair value of conversion option on
IFC loan using the option pricing model.

Stock-in-trade and stores & spares

The Company reviews the net realizable value of stock-in-trade and stores & spares to assess any diminution
in the respective carrying values. Net realizable value is determined with reference to estimated selling price
less estimated expenditures to make the sales.

Income taxes

In making the estimates for income taxes payable by the Company, the management looks at the applicable
law and the decisions of appellate authorities on certain issues in the past.

Fair value of employee share option
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(Amounts in thousand)

4.7

5.1

The management has determined the value of options issued under the Employee Share Option Scheme at
the grant date using the Black Scholes pricing model. The fair value of these options and the underlying
assumptions are disclosed in note 6.

Provision for retirement and other service benef  its obligations

The present value of these obligations depend on a number of factors that are determined on actuarial basis
using a number of assumptions. Any changes in these assumptions will impact the carrying amount of these

obligations.

PROPERTY, PLANT AND EQUIPMENT

Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
Operating assets at net book value (note 5.1 and 5.2) 6,102,330 8,263,924 -
Capital work in progress
- Expansion and other projects (note 5.3) 63,233,217 73,725,892 -
- Capital spares 127,326 133,148 -
63,360,543 73,859,040 -
69,462,873 82,122,964 -
Additions to operating assets during the period are as follows:
Annual Transfer of Other
rate of Fertilizer additions
depreciation Undertaking during the
(%) (note 1.4) period
Rupees
Land
- Freehold - 130,668 -
- Leasehold 2-5 106,797 84,600
Building
- Freehold 25-10 716,801 1,039,737
- Leasehold 25 273,451 778
Plant and machinery 5-10 4,363,990 1,552,287
Catalyst 20-33.33 127,654 -
Furniture, fixture and equipment 10-25 176,431 27,924
Vehicles 12-25 206,538 62,200
6,102,330 2,767,526
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(Amounts in thousand)

52

53

531

53.2

During the period, land at Port Qasim Authority was sold at a gross amount of Rs. 345,150, against which
transaction cost of Rs. 5,900 was incurred. The net book value of the aforesaid land amounted to Rs. 39,780.

Capital work-in-progress - Urea expansion project and other projects

Transfer of Unaudited
Fertilizer September 30,
Undertaking 2010
(note 1.4)
Rupees
Plant and machinery 47,363,621 49,566,653
Building and civil works 7,486,749 9,942,050
Furniture, fixture and equipment 107,442 164,806
Advances to suppliers 299,716 213,668
Other ancillary costs (note 5.3.2) 7,975,689 13,838,715
63,233,217 73,725,892

Capital work in progress includes Rs. 49,284,452 (January 1, 2010: Rs. 47,081,203) and Rs.9,895,966
(January 1, 2010: Rs. 7,459,458) with respect to Urea expansion project for plant & machinery and building &
civil works respectively. The expansion project expected to be complete by fourth quarter 2010, adjacent to
the existing Daharki Plant, will cost approximately US$ 1.1 billion and will have a capacity of 1.3 million tons of
urea per annum.

Other ancillary costs also include net borrowing costs capitalized amounting to Rs. 10,054,168
(January 1, 2010: Rs. 5,342,066) at borrowing rates ranging from 11.52% to 17.22%. It also includes
depreciation and amortization, salaries, wages & benefits, legal & professional charges, etc.

EMPLOYEE SHARE OPTION SCHEME

Consequent to the demerger, as referred to in note 1.3, the employees transferred to the Company and
holding share options of the Holding Company have been, on surrender thereof, granted share options under
a new Employee Share Option Scheme (the Scheme) of the Company. Under the Scheme, employees have
been granted options to purchase 4,937,100 ordinary shares of the Company at an exercise price of Rs. 98
per ordinary share. As per the Scheme, the entitlements and exercise price are subject to adjustments
because of issue of right shares and bonus shares. The number of options granted to an employee are the
same as the number of options of the Holding Company surrendered by them. No amounts are paid or
payable by the recipient on receipt of the option. The options carry neither right to dividends nor voting rights.
Vesting period for employees who were initially granted options on or before June 30, 2008 in the Holding
Company, has started from January 1, 2010 and shall end on December 31, 2010, where after these options
can be exercised within a period of two years ending December 31, 2012.

For options which were initially granted by the Holding Company after June 30, 2008, the vesting period will
end such number of days after December 31, 2010 as is equal to the number of days between the date the
initial option letters were issued and the date of grant of the later options by the Holding Company. However,
the later options can also only be exercised up to December 31, 2012.

The above Scheme was conceptually approved by the Securities and Exchange Commission of Pakistan
(SECP) before the transfer of Fertilizer Undertaking to the Company, referred to in note 1.3, whereas the
formal approval was granted during the period. As the vesting period has started from January 1, 2010 and
the Scheme being considered a continuation of the old Scheme announced by the Holding Company, a
charge based on fair value of share options i.e. Rs. 11.94 per share, calculated as on January 1, 2010, has
been recognised in this condensed interim financial information.



(Amounts in thousand)

6.1

6.2

6.3

6.4

Deferred employee compensation expense

Options issued during the period

Options lapsed due to employee resignation
Amortisation for the period

Balance at end of the period

Current portion shown under current assets

22

Unaudited Audited
September 30, December 31,
2010 2009
(note 1.2)
Rupees

58,949 -
(276) -
(41,113) -

17,560 -
(17,560) -

Long term portion of deferred employee compensation expense - -

Employee share option compensation reserve

Options issued during the period
Options lapsed due to employee resignation
Balance at end of the period

Movement in share options outstanding at end of
the period is as follows:

Options issued during the period
Options lapsed during the period
Balance at end of the period

58,949 -
(276) -

58,673 -

Numbers

4,937,100 -
(23,100) -

4,914,000 -

The Company used Black Scholes pricing model to calculate the fair value of share options at the grant date.
The fair value of the share options as per the model and underlying assumptions are as follows:

Fair value of the share options at grant date
Share price at grant date

Exercise price

Annual volatility

Risk free rate used

Dividend yield

STORES, SPARES AND LOOSE TOOLS

Stores, spares and loose tools
Less: Provision for surplus and slow moving items

STOCK-IN-TRADE

Raw materials
Packing materials

Finished goods

Rs. 11.94
Rs. 87.61
Rs. 98.00
41.64%
12.21%
5.71%
Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
1,004,635 2,187,845 -
43,518 55,552 -
961,117 2,132,293 -
290,848 987,097 -
19,259 27,876 -
310,107 1,014,973 -
112,500 836,442 -

422,607 1,851,415 -
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Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
9 TRADE DEBTS
Considered good
Secured (note 9.1) 2,508,564 366,724 -
Unsecured 5,861 6,602 -
2,514,425 373,326 -
Considered doubtful 8,873 8,873 -
2,523,298 382,199 -
Provision for impairment (8,873) (8,873) -
2,514,425 373,326 -
9.1 These debts are secured by way of bank guarantee and inland letter of credit.
Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
10 LOANS, ADVANCES, DEPOSITS AND
PREPAYMENTS
Current portion of long term loans and advances
to executives and other employees -
considered good 411,846 383,542 -
Sub-ordinated loan to Engro Eximp (Private) Limited,
an associated company (note 10.1) 770,000 770,000 -
Loans, advance and deposits 80,594 290,614 -
Prepayments 208,843 867,449 -
1,471,283 2,311,605 -
Provision for impairment (5,816) (6,416) -
1,465,467 2,305,189 -

10.1  The loan carries mark-up at rates not being lower than the mark-up payable by the Company for ordinary
commercial finance of like maturities, presently at 14.25% per annum (January 1, 2010: 15.13% per annum).
The loan is subordinated to the facilities provided to Engro Eximp (Private) Limited (Eximp) by its
B464banking creditors and is repayable on demand, taking into account the financing requirements of Eximp.
Due to the nature of the transaction the sale and repurchase of underlying assets has not been recorded in
this condensed interim financial information.
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11

111

12

121

13

14

141

14.2

OTHER RECEIVABLES

Other receivables transferred from Fertilizer Undertaking include Rs. 57,135 in respect of sales tax receivable
from the Government of Pakistan, levied in 2008 on certain imports of Mono Ammonium Phosphate (MAP)
10:50:0 based on the actual import value rather than the deemed value as prescribed by SRO 609(1)/2004.
The Holding Company had paid the demand made under protest and filed an appeal before the Collector,
Sales Tax and Federal Excise. Further, the Ministry of Food, Agriculture and Livestock had also
recommended through its letter dated June 27, 2008 that the said grade of MAP should be assessed at
deemed value of import with retrospective effect. An appeal has been filed before the Collector, Sales Tax
and Federal Excise and the management is confident that it will be decided in the Company's favour and the

aforementioned amount paid under protest would be fully recovered.

Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
SHORT TERM INVESTMENTS
Financial assets at fair value through profit or lo ss
Fixed income placements 75,795 61,555 -
Money market funds (note 12.1) 375,062 1,100,610 -
450,857 1,162,165 -

These represents investments in various money market funds which are valued at their respective net assets

values at balance sheet date.

Transfer of

Unaudited

Audited

Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees

CASH AND BANK BALANCES

Cash at banks in deposit and current accounts 449,276 1,979,312 -

Cash in hand 4,850 4,850 -

454,126 1,984,162 -

SHARE CAPITAL

Authorised Capital

305,000,000 (December 31, 2009: 10,000,000)

Ordinary shares of Rs.10 each (note 14.2) 3,050,000 100,000

During the period, the Company increased its authorized capital by 295,000,000 ordinary shares of Rs.10

each.
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(Amounts in thousand)

14.3 Movement in issued, subscribed and paid-up capital during the period
Unaudited Audited Unaudited Audited
September 30, December 31, September 30, December 31,
2010 2009 2010 2009
(note 1.2) (note 1.2)
Numbers Rupees

At beginning of the period /
7 7 year - -

Ordinary shares of Rs. 10 each
issued as at January 1, 2010
on transfer of Fertilizer
9,999,993 - Undertaking (notes 1.3 and 1.4) 100,000 -

Ordinary shares of Rs. 10 each
issued during the period
as fully paid bonus
288,000,000 - shares (note 14.4) 2,880,000 -

298,000,000 7 2,980,000 -

14.4 During the period, the Company issued bonus shares out of the share premium in the ratio of 2,880 shares for
every 100 shares held.

Unaudited Audited
September 30,  December 31,
2010 2009
(note 1.2)
Rupees
15 SHARE PREMIUM
Transfer of Fertilizer Undertaking (note 1.4) 10,639,144 -
Utilized for issuance of bonus shares (note 14.4) (2,880,000) -

Balance as at end of the period 7,759,144 -
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Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
16 HEDGING RESERVE
Fair values of:
- Foreign exchange forward contracts (note 19.1) (134,692) 38,075 -
- Foreign exchange option contracts (note 19.2) 49,104 43,475 -
- Interest rate swaps (note 19.3) (852,441) (1,383,749) -
(938,029) (1,302,199) -
Deferred tax 328,310 455,770 -
(609,719) (846,429) -

16.1 Hedging reserve primarily represents the effective portion of changes in fair values of designated cash flow

hedges.

Transfer of Unaudited Audited
Fertilizer September 30, December 31,

Undertaking 2010 2009
(note 1.4) (note 1.2)

17 BORROWINGS - Secured (Non-participatory) Rupees Rupees
Long term finance utilised under mark-up 44,504,057 54,875,649 -
arrangements

Certificates 14,871,397 14,884,080 -
59,375,454 69,759,729 -
Less: Current portion shown under current liabilities 810,100 5,395,085 -
Balance at end of the period / year 58,565,354 64,364,644 -

17.1 During the period, the Company availed loans amounting to Rs. 10,275,000 (2009: Nil), which represents fresh
bilateral loans from Standard Chartered Bank (Pakistan) Limited, SAMBA Bank Limited, Dubai Islamic Bank
Limited, National Bank of Pakistan and Habib Bank Limited, along with further draw down on existing
Syndicated finance facility.

17.2  The maturity of loan facilities range from 13 months to 9 years and mark-up is 1.10% to 2.40% over six month
KIBOR and 1.3% over three month KIBOR for Rupee facilities, and 2.57% to 6.00% over six month LIBOR for
USD facilities. These facilities, excluding the Privately Placed TFCs (PPTFCs) & International Finance
Corporation's (IFC) facility, are secured by equitable mortgage upon immovable assets located at Daharki and
hypothecation charge on fixed assets of the Company. The PPTFCs and IFC's facility are secured by a
subordinated floating charge over all present and future fixed assets excluding land and buildings.

18 SUBORDINATED LOAN FROM HOLDING COMPANY - Unsecured

The Company has obtained a subordinated loan from Engro Corporation Limited, its Holding Company. The
loan has a maturity of five years, with bullet repayment at the end of the term. The loan carries mark-up at
rates not being lower than the mark-up payable by Engro Corporation Limited for finance of like maturities plus
1%.
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19

191

19.1.1

19.1.2

19.2

DERIVATIVE FINANCIAL INSTRUMENTS

Transfer of Audited
Fertilizer December 31,
Undertaking 2009
(note 1.4) Unaudited (note 1.2)
Assets / September 30, 2010 Assets /
(Liabilities) Assets Liabilities (Liabilities)
Rupees Rupees
Conversion option on IFC loan (338,647) - 354,442 -
Cash flow hedges
- Foreign exchange forward
contracts, net (note 19.1) (134,692) 38,075 - -
- Foreign exchange option
contracts, net (note 19.2) 49,104 43,475 - -
- Interest rate swaps (note 19.3) (852,441) - 1,383,749 -
(1,276,676) 81,550 1,738,191 -
Less: Current portion shown under
current assets / liabilities
Conversion option on IFC loan (338,647) - 354,442 -
Cash flow hedges:
- Foreign exchange forward
contracts (134,692) 38,075 - -
- Foreign exchange option
contracts 49,104 43,475 - -
- Interest rate swaps (239,599) - 330,701 -
(663,834) 81,550 685,143 -
(612,842) - 1,053,048 -

Foreign exchange forward contracts

The Company entered into various forward exchange contracts to hedge its foreign currency exposure. As at
September 30, 2010, the Company had forward exchange contracts to purchase Euros 3,711 (January 1,
2010: Euros 9,543) at various maturity dates matching the anticipated payment dates for commitments with
respect to the urea expansion project. The fair value of these contracts, as at September 30, 2010 is positive
and amounted to Rs. 30,436 (Januray 1, 2010: Rs. 22,637 positive).

The Company entered in various US$: PKR forward contracts to hedge its foreign currency exposure. As at
September 30, 2010, the Company had forward contracts to purchase US$ 85,000 (January 1, 2010: US$
85,000) at various maturity dates to hedge its foreign currency loan obligations. The fair value of these
contracts as at September 30, 2010 is positive and amounted to Rs. 7,639 (January 1, 2010: Rs. 157,329
negative).

Foreign exchange option contracts

The Company entered into various foreign exchange option contracts to hedge its currency exposure against
US dollar relating to the expansion project. As at the balance sheet date, the Company had foreign exchange
options amounting to Euros 7,315 (January 1, 2010: Euros 12,628). The net fair value of these contracts as at
September 30, 2010 is positive and amounted to Rs. 43,475 (January 1, 2010: Rs. 49,104 positive).
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19.3

19.3.1

19.3.2

20

20.1

20.2

Interest rate swaps

The Company entered into an interest rate swap agreement to hedge its interest rate exposure on floating rate
committed borrowing under an Offshore Islamic Finance Facility agreement, for a notional amount of US$
150,000 (January 1, 2010: US$ 150,000) amortising up to September 2014. Under the swap agreement, the
Company would receive USD-LIBOR from Citibank N.A Pakistan on notional amount and pay fixed 3.47%
which will be settled semi-annually. The fair value of the interest rate swap as at September 30, 2010 is
negative and amounted to Rs. 721,029 (January 1, 2010: Rs. 542,385 negative).

The Company entered into another interest rate swap agreement to hedge its interest rate exposure on
floating rate committed borrowing from a consortium of Development Finance Institutions for a notional
amount of US$ 85,000 (January 1, 2010: US$ 85,000) amortising upto April 2016. Under the swap agreement,
the Company would receive USD-LIBOR from Standard Chartered Bank on notional amount and pay fixed
3.73% which will be settled semi-annually. The fair value of the interest rate swap as at September 30, 2010 is
negative and amounted to Rs. 662,720 (January 1, 2010: Rs. 310,056 negative).

Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
DEFERRED LIABILITIES
Deferred taxation (note 20.1) 890,965 1,105,604 -
Deferred income (note 20.2) 96,305 93,407 -
987,270 1,199,011 -
Deferred taxation
Credit / (Debit) balances arising on account of:
- Accelerated depreciation allowance 1,255,925 1,572,330 -
- Fair values of hedging instruments (328,310) (455,770) -
- Provision for:
- retirement benefits (23,535) (16,010) -
- inventories, slow moving stores and
spares and doubtful receivables (20,526) (24,794) -
- others 7,411 29,848 -
890,965 1,105,604 -

Deferred income

The Company in 2009 received an amount of Rs. 96,627 from Engro Energy Limited, an associated company,
for the right to use the Company's infrastructure facilities at Daharki Plant by the employees of Engro Energy
Limited for a period of twenty five years. The amount is being amortised over the aforementioned period.
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21

22

23

23.1

23.2

23.3

TRADE AND OTHER PAYABLES

Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
Creditors 593,372 698,072 -
Payable to Engro Corporation Limited - - 519
Payable to Engro Eximp (Private) Limited - 1,693,138 -
Accrued liabilities 1,075,800 743,166 25
Advances from customers 1,099,390 321,187 -
Deposits from dealers refundable on
termination of dealership 11,073 11,418 -
Contractors' deposits and retentions 60,022 94,537 -
Workers' profits participation fund - 191,796 -
Workers' welfare fund - 72,825 -
Sales tax payable - 1,078 -
Others 169,668 129,710 -
3,009,325 3,956,927 544

SHORT TERM BORROWINGS - Secured

The funded facilities for short term finances available from various banks amounts to Rs. 3,300,000 (January
1, 2010: Rs. 6,550,000) along with non-funded facilities of Rs. 1,450,000 (January 1, 2010: Rs. 200,000) for
Bank Guarantees. The rates of markup on funded financing facilities ranges from 12.88% to 14.61% and all
the facilities are secured by floating charge upon all present and future stocks including raw and packaging
materials, finished goods, stores and spares and other merchandise and on all present and future book debts
of the Company.

CONTINGENCIES AND COMMITMENTS

Contingencies

Bank guarantees of Rs. 1,195,515 (January 1, 2010: Rs. 1,148,676) have been issued in favor of third parties.
Claims, including pending lawsuits, against the Company not acknowledged as debts amounted to Rs. 45,218
(January 1, 2010: Rs. 47,658).

The Company is contesting the penalty of Rs. 99,936 paid and expensed in 1997, imposed by the State Bank
of Pakistan (SBP) for alleged late payment of foreign exchange risk cover fee on long term loans and has filed

a suit in the High Court of Sindh. A partial refund of Rs. 62,618 was, however, recovered in 1999 from SBP
and the recovery of the balance amount is dependent on the Court's decision.
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The Company had commenced two separate arbitration proceedings against the Government of Pakistan for
non-payment of marketing incidentals relating to the years 1983-84 and 1985-86 respectively. The sole
arbitrator in the second case has awarded the Company Rs. 47,800 whereas the award for the earlier years
is awaited. The award for the second arbitration has not been recognised due to inherent uncertainties arising
from its challenge in the High Court of Sindh.

Commitments Unaudited Audited
September 30, December 31,
2010 2009
(note 1.2)
Rupees
Plant and machinery 682,907 -

Commitments on transfer of Fertilizer Undertaking as at January 1, 2010 in respect of plant and machinery
amounted to Rs. 3,999,846.

COST OF SALES

3 months 9 months
ended ended
September 30, September 30,
2010 2010
Rupees
Raw materials consumed 1,247,421 3,837,939
Salaries, wages and staff welfare 301,212 800,251
Fuel and power 589,065 1,817,420
Repairs and maintenance 43,784 210,844
Depreciation 155,299 461,078
Amortisation 2,100 6,431
Consumable stores 63,337 147,792
Staff recruitment, training, safety
and other expenses 16,669 45,131
Purchased services 50,704 131,735
Travel 9,352 26,732
Communication, stationery and
other office expenses 9,106 20,963
Insurance 25,798 82,369
Rent, rates and taxes 12,883 32,912
Other expenses 3,014 4,438
Cost of goods manufactured 2,529,744 7,626,035
Add: Opening stock of finished goods manufactured 290,983 112,500
Less: Closing stock of finished goods manufactured 836,442 836,442
(545,459) (723,942)

Cost of sales 1,984,285 6,902,093
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SELLING AND DISTRIBUTION EXPENSES

Salaries, wages and staff welfare

Staff recruitment, training, safety
and other expenses

Product transportation and handling

Repairs and maintenance

Advertising and sales promotion

Rent, rates and taxes

Communication, stationery and other office expenses

Travel

Depreciation

Amortisation

Purchased services

Donations

Royalty Expense

Other expenses

OTHER OPERATING INCOME

Other operating income includes:

31

3 months 9 months
ended ended
September 30, September 30,
2010 2010
Rupees
90,813 254,930
8,352 37,163
182,637 555,389
1,291 25,912
4,597 16,220
45,916 94,603
5,951 15,840
8,256 23,627
6,639 18,496
804 2,500
10,105 24,485
21,774 36,117
44,832 172,571
3,525 14,496
435,492 1,292,349

- Rs. 299,470 in respect of gain on sale of Company's land at Port Qasim Authority, as referred to in

note 5.2; and

- Rs. 9,097 in respect of commission earned as selling agent of imported fertilizer on behalf of Engro Eximp
(Private) Limited, under an agreement effective January 1, 2010. These were previously purchased by the

Company from Eximp and sold in its own name.

TAXATION

As a result of demerger, all pending tax issues of the Fertilizer Undertaking have been transferred to the
Company. Major issues pending before the tax authorities are described below:

The Holding Company in its tax return for financial years 2006 to 2008 (tax years 2007 to 2009) claimed the
benefit of Group Relief under section 59 B of the Income Tax Ordinance, 2001 (the Ordinance) on losses
acquired for an equivalent cash consideration from its wholly owned subsidiary, Engro Foods Limited (EFL),
amounting to Rs. 428,744, Rs 622,103 and Rs 450,000 respectively.
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The tax department raised a demand of Rs. 476,479 (rectified to Rs. 406,644), Rs. 910,845 and
Rs. 1,670,814 for financial years 2006, 2007 and 2008 respectively, mainly on account of disallowance of
Group Relief (in all three years), inter corporate dividend (in 2007 and 2008) and write down of inventories to
net realisable value (in 2008) besides certain other issues. Uptil last year, the Holding Company had paid Rs.
170,000 and Rs. 400,000 for 2006 and 2007 respectively. Stay by the High Court of Sindh for payment of
balance amount for financial year 2006 was granted to the Holding Company pending decision of the appeal
filed by the Holding Company before the Income Tax Appellate Tribunal (ITAT). However, for financial year
2007 the issue of Group Relief was decided by the Commissioner Inland Revenue (Appeals 1) in Company's
favor against which the tax department filed an appeal with ITAT. During the current period, the Company paid
Rs. 600,000 for financial year 2008, while stay for payment for the balance amount has been granted by the
tax department till December 31, 2010. Appeal has also been filed by the Company with the Commissioner
Inland Revenue (Appeals I).

The main contention for disallowance of Group Relief, among others, being the non-designation of the Holding
Company as well as the subsidiary company as ‘companies’ entitled to Group Relief by the Securities &
Exchange Commission of Pakistan (SECP), a requirement of section 59 B of the Ordinance. The Holding
Company had applied for such a designation but remained pending with SECP for want of related regulations
not framed then. These regulations were framed by SECP subsequently in December 2008 and on
resubmission of application the Holding Company along with other subsidiaries have been registered as a
Group. Designation has also been granted for Group Relief and Group Taxation during the period.

During the quarter, orders were received for cases pending at ITAT relating to financial years 2006 and 2007.
The major issues of Group Taxation and Group Relief have been decided in the Company's favor in both the
years. On Group relief for financial year 2006 the case has been remanded back to the tax department with
directions to relook the case in the light of the relevant law as it existed at the close of the tax year.

All the assessments of the Holding Company, for income years 1995 to 2002 finalized by the Department
which were in appeal at the ITAT level have been decided. The major one being apportionment of gross profit
and expenses between normal income and Final Tax Regime (FTR) income has been remanded back to the
tax department by ITAT with specific directions for apportionment of gross profit. In view of the decision the
Company has booked a reversal of Rs. 463,784 in the current period.

EARNINGS PER SHARE

There is no dilutive effect on the basic earnings per share of the Company which is based on:

3 months 9 months
ended ended
September 30, September 30,
2010 2010
Rupees
Profit for the period 866,358 2,878,534

Weighted average number of
Ordinary shares (in thousand) 298,000 298,000
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CASH GENERATED FROM OPERATIONS

9 months
ended
September 30,
2010
Rupees
Profit before taxation 3,568,420
Adjustment for non-cash charges and other items:
Depreciation 479,574
Amortisation 8,931
Profit on disposal of property, plant and equipment (309,188)
Amortisation of transaction cost on loans 9,783
Provision for retirement and other service benefits 170,178
Income on deposits / other financial assets (31,738)
Financial charges 963,845
Employee share compensation expense 29,371
Employee Housing Subsidy expense 76,192
Provision for surplus and slow moving stores and spares 12,034
Provision for impairment of loans, advances, deposits and prepayments 600
Decrease in the fair value of IFC conversion option 15,795
Exchange loss on foreign currency loans 84,893
Working capital changes (note 29.1) (317,964)
4,760,726
Working capital changes
(Increase) / decrease in current assets
- Stores, spares and loose tools (1,183,210)
- Stock-in-trade (1,428,808)
- Trade debts 2,141,099
- Loans, advances, deposits and prepayments (840,322)
- Other receivables (net) 46,219
(1,265,022)
Increase in current liabilities - Trade and other payables 947,058
(317,964)
Transfer of Unaudited Audited
Fertilizer September 30, December 31,
Undertaking 2010 2009
(note 1.4) (note 1.2)
Rupees Rupees
CASH AND CASH EQUIVALENTS
Cash and bank balances (note 13) 454,126 1,984,162 -
Short term borrowings (195,753) (971,044) -
Short term investments (note 12) 450,857 1,162,165 -
709,230 2,175,283 -




34

(Amounts in thousand)

31

TRANSACTIONS WITH RELATED PARTIES

Details of transactions with related parties during the period, other than those which have been disclosed

elsewhere in this condensed interim financial information, are as follows:

Associated companies

Purchases and services
Markup from associate
Contributions to retirement benefit schemes / funds
Service charges recoverable
Funds collected against sales made on behalf of an associate
Payment of interest on TFCs and repayment
of principal amount
Investments in mutual funds
Redemption of mutual funds
Donation to Engro Foundation

Holding Company

Purchases and services
Royalty paid

Others

Remuneration of key management personnel

Balances due from:
- Associates
Balances due to:

- Holding Company

3 months 9 months
ended ended
September 30, September 30,
2010 2010
------------------ Rupees------------------
668,158 1,824,453
27,657 81,583
39,141 142,203
31,664 98,935
3,173,298 7,595,382
1,925 57,522
200,000 300,000
100,000 192,304
18,640 28,640
18,965 56,542
44,832 172,571
15,318 67,031
Unaudited Audited
September 30, December 31,
2010 2009
(note 1.2)
------------------ Rupees------------------
14,403 -
8,230 544
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SEASONALITY

The Company's fertilizer business is subject to seasonal fluctuations as a result of two different farming
seasons viz, Rabi (from October to March) and Kharif (from April to September). On an average fertilizer sales
are more tilted towards Rabi season. The Company manages seasonality in the business through appropriate
inventory management.

DATE OF AUTHORISATION FOR ISSUE

This condensed interim financial information was authorised for issue on October 26, 2010 by the Board of
Directors of the Company.

CORRESPONDING FIGURES

In order to comply with the requirements of International Accounting Standard 34 - 'Interim Financial Reporting',
the condensed interim balance sheet has been compared with the balances of annual audited financial
statements of preceding financial year. The corresponding figures for the three and nine months ended
September 30, 2009 have not been presented in this condensed interim financial information, other than in the
condensed interim statement of changes in equity, for the reasons mentioned in note 1.2.

Khalid S. Subhani Arshad Nasar
Chief Executive Director



