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I have sold the position in the large portfolio acquired in May 2020. Up 66% is good for a
cyclical stock.

Nutrien Stock Price Analysis

NTR stock has rebounded nicely since the March 2020 lows as most stocks did.
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However, one must keep in mind Nutrien is in a cyclical business and therefore volatility
should be the only certainty. According to the Peter Lynch stock categorization, cyclical
stocks are a buy when things look terrible and a sell when things look rosy. Let’s see where
we are at the moment with NTR.

Nutrien Q4 2020 earnings update

Nutrien managed to reach $1.8 billion in FCF in 2020 and declared a dividend of $1.84 which
gives a yield of 3.46%. The dividend pay-out is 60% of FCF.


https://sven-carlin-research-platform.teachable.com/courses/stock-market-investing/lectures/14255235
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Financial and Strategic Highlights
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“Our Retail Ag Solutions business delivered & record fourth guarter and we also reported higher potash and nitrogen sales
volumes and lower production costs. With an improved outlook for our business in 2021, we recently increased our
dividend, and announced a 5% share repurchase program subfect to reguiatory approval™
RETAIL POTASH HITROGEN
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Nutrien 2020 Results — Source: Nutrien Q4 2020 Presentation

That is a really good performance given fertilizer prices have been relatively subdued in
2020. Fortunately, the combination of retail (Agrium) and production (Potash) is benefiting
the company and giving it more stability as the retail cash flows are more predictable.

Global Fertilizer Prices

Ferilizer prices have continued to increase in recent months on tightened supply and improved demand in key spot markets
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Fertilizer prices — Source: Nutrien Q4 2020 Presentation

There has been a spike in fertilizer prices since January which bodes well and should lead to
even better numbers for NTR in 2021 if the trends persist.


https://www.nutrien.com/sites/default/files/uploads/2021-02/Nutrien%20Q4%202020%20Presentation%202021-02-17%20FINAL%20%281%29.pdf
https://www.nutrien.com/sites/default/files/uploads/2021-02/Nutrien%20Q4%202020%20Presentation%202021-02-17%20FINAL%20%281%29.pdf
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Profitability looks high for farmers across the globe, which bodes well for fertilizer
consumption.

Fundamentals Stronger for US Grower

LIS corn and soybean supply has tightened significantly, resulting in the lowest stocks-to-use ratios in years
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Low food inventory — Source: Nutrien Q4 2020 Presentation

Low inventories lead to higher prices.

Tightening Chinese Supply and Demand
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Corn price China — Source: Nutrien Q4 2020 Presentation

And, higher prices lead to higher crop acreages, that usually lead to higher production and
consequently lower prices in the following years. This is something typical for a cyclical


https://www.nutrien.com/sites/default/files/uploads/2021-02/Nutrien%20Q4%202020%20Presentation%202021-02-17%20FINAL%20%281%29.pdf
https://www.nutrien.com/sites/default/files/uploads/2021-02/Nutrien%20Q4%202020%20Presentation%202021-02-17%20FINAL%20%281%29.pdf
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industry but what is also common, the market seems to always forget about cyclicality and
plot the current environment into long-term models.

North American Major Crop Acreage Forecast

Major Crop Acreage
Million Acres

Cotton 10.4 1.4 86 1001 127 141 13.7 121 12125

Sorghum 8.1 71 85 6.7 5.6 5.7 52 58 6.0
Rice 25 an 26 32 25 28 25 30 26

WC Canola  20.1 207 206 206 228 228 X0 207 21-22

High production in 2013/14 and 2018, let to lower prices — Source: Nutrien Q4 2020
Presentation

Prices usually decline after high production years.
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Corn prices — Source: Macrotrends


https://www.nutrien.com/sites/default/files/uploads/2021-02/Nutrien%20Q4%202020%20Presentation%202021-02-17%20FINAL%20%281%29.pdf
https://www.nutrien.com/sites/default/files/uploads/2021-02/Nutrien%20Q4%202020%20Presentation%202021-02-17%20FINAL%20%281%29.pdf
https://www.macrotrends.net/2532/corn-prices-historical-chart-data
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However, higher prices can stay for a while longer, which also leads to a positive guidance
for Nutrien.

Nutrien 2021 Annual Guidance

2021 Guidance Ranges *

[neral guidancs gucept whare noted)

Adjusted net eamings per share’ $2.05 §2.75
Adjusted EBITDA (billions) £4.0 §4.5
Adjusted Retail EBITDA (villions) $1.5 1.6
Adjusted Potash EBITDA (bilions) 314 $1.6
Adjusted Nitrogen EBITDA (billicns) 51.1 §13
Adjusted Phosphale EBITDA (milions) $250 $350
Potash sales tonnes (millions)® 125 13.0
Nitrogen sales tonnes (milions) # 10.9 11.4
Depreciation & amortization (billians) 319 2.0
Effective tax rate on adjusted earnings 22% 24%
Sustaining capital expenditures (billions) $1.4 §1.2

Nutrien 2021 guidance - Source: Nutrien Q4 2020 Presentation

Despite the good environment, even their high end guidance leads to EPS of just $2.75 which
compared to the current stock price of $55.25 gives a PE ratio of 20. A PE of 20 is high for a
cyclical business like Nutrien. A bad year with weaker sentiment could quickly push the
stock down as it was often the case in the past.


https://www.nutrien.com/sites/default/files/uploads/2021-02/Nutrien%20Q4%202020%20Presentation%202021-02-17%20FINAL%20%281%29.pdf
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NTR stock price since merger

| would not be surprised to see NTR make $1 billion in FCF in a downturn and the market
price it with a 10% FCF yield. That would imply a 70% downside from current levels.

| don't think such a bad scenario is very likely but | would argue NTR is exuberantly priced at
the moment because the stock price seems to assume the current environment will persist for
longer.

Something that might change the current environment is BHP’s Jansen decision that should
be made soon. If BHP decides to go onward with completing the Jansen mine that should be
able to supply 8 million tons of potash annually, or almost 15% of global supply at very low
cost, NTR’s good times might not last for very long. Plus, sentiment might quickly turn
negative.

Nutrien stock valuation

| have modeled 3 scenarios for NTR. In the first scenario | use $1.5 billion in FCF with a
75% dividend pay-out ratio and calculate the present value on long-term 3% growth. With a
terminal multiple of 10 on the FCF, the present value is $15.52 billion.


https://www.mining.com/bhp-defers-decision-on-jansen-potash-mine/
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Nutrien stock valuation — Source: Sven Carlin

In case | use $2 billion in FCF and a terminal multiple of 20 on the cash flows, only then is
the current market valuation justified. High cash flows for eternity is not what one should
expect from a cyclical company like NTR.

In the worst-case scenario, where cash flows fall to just $1 billion and the multiple is lower,
the present value is just $10 billion but I find that very unlikely to happen given the quality of
NTR’s assets and retail strength.

NTR stock investing conclusion

I have been following fertilizer stocks for a while and given the above and my experience, |
know that when things look good and the expectations are exuberant, it is a good time to
consider selling because when the price is high, the risk is higher too. With cyclical stocks, it
is all about the price you pay and where we are in the business cycle.

| have therefore decided to sell my shares in Nutrien that | had bought last year when |
considered Nutrien stock to be cheap because the sentiment was negative and it looked like
we were at the bottom of the cycle.

I will reconsider repurchasing NTR when the market capitalization is below $20 billion
because at those levels | consider this a value investment with a margin of safety in relation
to the cycle. That might happen, might not happen, but for now | have better risk reward
opportunities compared to a 3 to 5% dividend yield NTR is giving at current levels in a good
part of the cycle, alongside a price to FCF ratio in the mid-teens.

I’ll update on Nutrien when and if we again see a cycle downturn. The thing is that the long-
term trend is positive as the global population is growing and demand for food and fertilizers
is growing too. So, Nutrien remains a cyclical stock to follow within a positive long-term
structural trend. On the watch list for now!


https://sven-carlin-research-platform.teachable.com/courses/335443/lectures/29410701
https://svencarlin.com/nutrien-stock-analysis/
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