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Rating Information 
Sector Rating            Overweight 
Current Price                    $40.79 
Target YE                              $45    
Long Term Growth              15% 
Trading Data 
52 Wk Range                  15.59-41 
Market Cap.                      17.96B 
Shares Out.                       439.5M 
Dividend Yield                  N/A 
Ave. Daily Vol. (3M)    2,447,720 
Float                                  152.6 
Beta                                    0.98 
Fundamental Data 
EV/EBITDA                   25.40 
Enterprise Value             20.08B 
Total Debt (mrq)             2.57B     
Tot Debt/Equity (mrq)    0.707 
Book Value                     8.259 
___________________________ 
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Mosaic Company Initiation 
Report Overweight* 

 
• We are initiating with an overweight rating and 

a price target of $45. We are encouraged by: 
(1) the increased planting of corn which is a 
high user of fertilizer, and (2) the increase in 
farm incomes which is highly correlated to an 
increase in fertilizer use. 

• We are projecting a 41% increase y/y in Sales 
due largely to a 35% increase in the price 
phosphate fertilizers which will substantially 
increase the profit margin for this segment.  

• We are projecting net earnings for the quarter 
of $0.45 for Q4 2007 and $0.94 for the full year 
from a loss of -$(0.49) and a loss of $(0.35) 
respectively. 
______________________________________ 

 
Earnings and Revenues 2006 to 2007 with Q4 

Estimates 
 
Basic Earnings per share Q1 Q2 Q3 Q4

2006 0.19 0.14 ‐0.19 ‐0.49
2007 0.26 0.15 0.1 .45E

Revenues Q1 Q2 Q3 Q4
2006 1403.6 1497.5 1073.2 1331.5
2007 1288.6 1522 1278.7 1965E

*PLEASE REFER TO PAGE 12 OF THIS REPORT FOR IMPORTANT DISCLOSURES AND ANALYST 
CERTIFICATION STRATEGIC INTERNATIONAL SECURITIES 380 LEXINGTON AVE. NY, NY 10168. 
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Analysis 
 

I. Company Overview 
 
We are initiating coverage of Mosaic Company (MOS) with an overweight rating, and a $45 
price target, with an expected trading range of $33 to $45. We expect that Mosaic will be a 
significant beneficiary of the positive events occurring in the agricultural industry resulting from 
the surge in production of corn related to ethanol as a substitute for gasoline. Acreage of corn 
crops are projected to be up 15% this year from last partially offset by a reduction of soybeans, 
cotton, and rice, with corn being a heaver user per acre of fertilizer, than the other crops. Mosaic 
is “the largest producer of processed phosphate products in the world…accounting for 19% of 
world output and 63% of U.S. production.  
 
Mosaic is principally engaged in the sale of three fertilizer product lines: Phosphates, Potash, 
Nitrogen fertilizers with a 54.9%, 20.5%, and only 2.5% of their business coming from these 
three components respectively. The rest of their income comes from their offshore operations, 
with a segment of 22%.    
 
Table 1: Percent of Sales by Business Segment 
 

 
 
Source: SISR and Company reports 
 
The designation offshore “consists of sales offices, fertilizer blending and bagging facilities, port 
terminals, and warehouses’ in several countries as well as production facilities in Brazil and 
China. Mosaic Corporation is an American company but 72% of its sales are to foreign 
countries, as shown in Table II.   
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Table II: United States Verses International Sales  
 

 
 
Source: SISR and Company reports 
 
Table III show the locations of these international sales with with the largest percentage coming 
from Brazil, China and India.   
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Source: SISR and Company reports 
 
Conpotex is the offshore marketing company for Saskatchewan potash producers with Mosaic 
potash distributor with Mosaic having a 35.7% share of Canpotex shipments, and Potash 
Corporation supplying 55.8% of the shipments abroad. 
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II. Methodology: Economic Based Demand and Supply 
 

A. Methodology 
 
The method employed by all analysts at SIS is economic based seeking to understand the key 
drivers that can significantly affect total revenues which in turn affects net income and 
consequently the price of the equity in question. Our approach is an attempt to uses external data, 
mostly economic, to forecast revenues. Once we have estimated company revenues we return to 
traditional analysis and use revenues to project earnings and consequently equity price. However, 
unlike most economic based research firms we do not care much about the top line economic 
numbers, in that we are exclusively concerned only with the cross sectional data at the industry 
level and in this instance agriculture.  
 

B. Key Data and Drivers 
 
In the fertilizer industry there is good economic data on: 
 

1.  The price of each product (PPI by fertilizer type) 
2. Shipments of fertilizers in Dollars 
3. Inventories of fertilizers in Dollars 
4. World Consumption by type of Fertilizer in tones 
5. World Production capacity by type of Fertilizer in tones 

 
The price of the fertilizer product we believe is the most acute factor in the determination of the 
revenues for fertilizer companies. In recent years we have found all three substances have 
significant price increases, and interesting the price changes have not occurred at the same time. 
Dollar shipments and inventories are also very interesting because in recent years revenues have 
increased significantly for fertilizer companies while shipments in tonnage has remained 
relatively stable. Lastly, the developed western world has observed a rather stable agricultural 
market particularly with respect to the consumption of fertilizers, with the predominance of 
growth occurring in the developing world. As a consequence, most of the revenue growth has 
come from the developing regions of the world, most predominantly China, India, and Brazil.    
 

C. Ethanol Effect 
 
Ethanol in many ways can be looked at as a wild card in a game of poker. It has totally altered 
the landscape for agriculture, certainly within the United States.  Since the ethanol boom of last 
year there has been a significant increase in the price of corn, which has caused a crop rotation 
from beans to corn. With corn needing a greater amount of phosphate fertilizer for optimal 
growth we are finding a boom in phosphates and a major increase in usage as well as in price. It 
is possible that in the next few years, if this trend continues we will see the developed world no 
longer having the characteristics of mature incremental fertilizer growth but once again being a 
major growth area for fertilizer. These are the factors that this report will attempt to unpack in 
this initiation report for Mosaic Company. These issues will assist us in our valuation model for 
Mosaic, by providing a possible forecasting mode for fertilizer growth. 
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III. World Production and Consumption of Phosphate, Potash and 
Nitrogen Fertilizers 
 

Over the past two decades the developing world has outpaced the rate of fertilizer consumption 
by the developed world, with the developed world being considered a mature market with only 
incremental growth. Whereas, the developing world has been exhibited expanding demand for all 
fertilizers types in recent decades. Tables IV to VII present these trends for Phosphate, Potash, 
Nitrogen, and All components respectively.  
 

Table IV: World Phosphate Consumption 
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Table V: World Potash Consumption 
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Table VI: World Nitrogen Consumption 
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Table VI: World Consumption all Fertilizers 
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Table VIII presents the consumption rate for the three types of fertilizer as well as the total for all 
fertilizers. What we find is that there has been a very gradual decline in fertilizer use in North 
America in the last decade. Phosphate, Potash, Nitrogen have all declined less than 1% per year 
for the past decade. 
 

Table VIII: Fertilizer consumption in North America 1970 to 2006 
 

 
  Source: International Fertilizer Associations 
 
We believe that the situation in 2007 will be quite different than in past years with the 
expectation that 15% more corn acreage will be planted this year. According to the USDA “The 
increase in intended corn acres is partially offset by lower expected acres of soybeans, in the 
Corn Belt and Great Plains and fewer expected acres of cotton and rice in the Delta and 
southeast,” with corn being the biggest user of phosphates per acre.  
 
Tables IX and X indicate these trends in the expected planting of corn taking acreage away from 
soybeans, cotton, and rice. In this respect the use of phosphate fertilizer we expect would be 
increased given that on a per area basis corn uses the greatest amount of phosphate fertilizer as 
contrasted with the other crops.  
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Table IX: Actual and projected planting of Corn and Soybeans 1990 to 2007 
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Table X: Actual and projected planting of Cotton and Rice 1990 to 2007 
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Mosaic Company interestingly is the largest U.S. distributor of Phosphate fertilizer in the 
country with a 63% share of the market. It is believed that this increase in usage will greatly 
assist the bottom line for the Mosaic Company.  
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IV. Recent Change in the Price of Fertilizers (PPI Fertilizers) 
 
The price of fertilizer has been the biggest single factor in increased revenues for fertilizer 
companies in the past few years. We have seen this phenomenon with respect to both the 
components of Potash and Nitrogen.  From Table XI we observe that the price of Potash has 
increased quite dramatically since 2003 in large part because of the increased demand from 
China and contract price they were able to achieve in 2004 and 2005.  
 
Table XI: PPI for Phosphates, Potash, and Nitrogen Fertilizers, January 2002 to March 2007 
 

 
 
Source: Department of Labor and SISR 
 
Nitrogen similarly has increased in large part because of the increase in natural gas a critical 
component of nitrogen fertilizer. Phosphate fertilizer in both these instances has been lagging, 
until the last two month when the price of phosphates have increased by over 30%, with potash 
saying relatively flat and nitrogen increasing about 16%.  
 
From Table I we observe that Phosphates are the largest single segment for Mosaic Company 
and in this respect we find that it encompasses over 50% of the total revenues for Mosaic. With 
the significant price increase we would expect that this figure would increase to about 65% of 
their total revenue based on our current revenue estimates.  

 
 
 
 
 
 
 
 



Mosaic  Strategic International Securities 

July 16, 2007 Page 10 
 

Valuation 
 

I. Segment Analysis 
 
Mosaic Company operates in 4 segments Phosphates, Potash, Nitrogen and Offshore, with the 
company breaking down sales by region and total tonnage by price in each of the respective 
segments.  
 

A. Phosphate Segment 
 

The Phosphate segment is currently the most interesting because beginning this quarter the price 
of phosphate fertilizer is up approximately 35%. The company also stated in their earning call on 
April 9, 2007 that they anticipated phosphate sales between 2.4 and 2.7 million tons for the 
quarter. This will be less than last year when they sold 3.06 million tones of phosphate fertilizer. 
The difference this year is that the price of phosphate fertilizer is 33% higher with limited 
additional costs of production; in fact it is likely that the cost of production will be less than the 
prior fiscal year due to the lower tonnage sold.  
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B. Potash Segment 
 
For the potash segment we are looking for an expected tonnage of about 2.5 to 2.6 million tones 
of potash to be sold worldwide. There has been no real increase in price over the past 6 months 
for this component with the large increase occurring two years ago when China massively 
increased its international imports of Potash. The restocking of Potash fertilizer for China we 
expect to be almost complete by now given that the new contract with China and had been 
settled over 6 months ago and the period of no shipments from the Campotex is no long the 
situation. Comparables to Q1 08 and Q2 08 will be affected and will be considered when those 
projections become available.  
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C. Nitrogen Segment 
 
The Nitrogen segment is currently the least interesting for Mosaic Company in that it constitutes 
less than 5% of annual revenues and highly dependent on the price of natural gas. Mosaic does 
not have the long term contracts for natural gas that some of their competitors has and as a 
consequence are more susceptible to wide fluctuations in their cost basis. We are projecting a 
slight increase in sales to $60 million and gross margins to $8.4 million. 
 

 
 

 
D. Offshore Segment 

 
The offshore segment while consisting of over 20% of revenues has historically has little 
variability in gross margins and as a consequence similarly has had little significant impact on 
changes in the financial condition of Mosaic Company in recent years.  
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E. Financial Statement for Mosaic 2006 and 2007 with Q4 Estimates 
 
We have taken our estimates for each of the segments and build that into our estimates for the 
full year 2007 and our estimate for Q4 2007. We estimate that earnings per share will come at 
$0.45 for the Q4 and $0-.94 for the full year, on revenues of $1.965 million for Q4 and $6.054 
million for the full year. These are both hefty increases both sequentially and y/y. The was 
majority of the increase is a result of the price increase in phosphates that goes directly to the 
bottom line caused by the increased use of fertilizer due to the crop rotation to corn and greater 
farm income.  
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Certification:  
 
I, Philip L. Miller (or any research analysts at SIS Research) certify/certifies that the views 
expressed in this report accurately reflect my personal views about the subject companies and 
securities. In addition no part of my compensation was, is or will be directly or indirectly related 
to the specific recommendations or views expressed in this report. 
 
Recommendation Scale: 
 
Stock Rating: 
1 – Recommended List – The stock has our highest recommendation and is expected to 
outperform the average equal weighted expected total return of the overall Market irrespective of 
sector. Our investment horizon is 12 – 18 months except as specified by the reporting analyst.  
 
2 – Overweight – The stock is expected to outperform the equal weighted expected total return of 
the sector coverage. Our investment horizon is 12 – 18 months except as specified by the 
reporting analyst.  
 
3 – Neutral – The stock is expected to perform in line with the equal weighted expected total 
return of the sector coverage. Our investment horizon is 12 -18 months except as specified by the 
reporting analyst. 
 
4 – Underweight – The stock is expected to under-perform the equal weighted expected total 
return of the sector coverage.  Our investment horizon is 12 -18 months except as specified by 
the reporting analyst. 
 
 
5 – Rating Suspended – The rating and target price have been suspended temporarily to comply 
with applicable regulations and/or firm policies in certain circumstances including when SIS 
Research is acting in an advisory capacity in a merger or strategic transaction involving the 
company.  
 
Sector Ratings: 
1 - Recommended Sector – The sector has the highest recommendation with continued 
improving valuations and rapid growth. 
 
2 – Positive – The sector fundamentals and valuations are improving with a positive second 
derivative. 
 
3 – Neutral – The sector fundamentals and valuations are flat with the second derivative close to 
zero or with a neutral slope. 
 
 
4. Negative – The sector fundamentals and valuations are negative with a negative second 
derivative.    
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5 – Rating Suspended – The rating and sector targets have been suspended temporarily to 
comply with applicable regulations and/or firm policies in certain circumstances including when 
SIS Research is acting in an advisory capacity in a merger or strategic transaction involving the 
company.  
 
Price Chart: 
 
A price chart, with changes of ratings and price targets in prior periods, is included above, for all 
securities covered in this report.  
 
Additional Disclosures: 
 
This report is for information purposes only and should not be construed as a solicitation or an 
offer to buy the securities or other instruments mentioned in the report. This report may not be 
reproduced in any manner, without the written permission of SIS Research  
 
This research report is based on current public information, with the possible exception of 
disclosures relating to SIS Research, that SIS Research deems to be reliable and as accurate as 
reasonably possible. SIS Research, however, makes no claim to the accuracy and completeness 
of this reports, and this report should not be relied on as such, or as a statement of factual 
content.  
 
This research report is prepared for general information purposes only. In addition this 
information does not consider the specific investment objectives, financial situation and 
particular needs of any individual, or institution. Investors and/or institution should seek 
financial advice and or internal due diligence for institutional investors, as to the appropriateness 
of investing in any securities or investment strategies mentioned or recommended.  
 
Analyst as Officer or Director: No analyst will serve as an Officer or Director. SIS Research 
prohibits its analysts, persons reporting to analysts or members of their households from serving 
as an officer, director, advisory board member or employee of any company in the analyst’s area 
of coverage.  
 
Ownership and Material Conflicts of Interests: SIS Research permits ownership of the 
recommended securities subject to all the NASD rules regarding the ownership of securities by 
analysts. Since our analysis is economic in origin and subsector driven we expect all analysts to 
cover the universe of all stocks and as a consequence limiting the analyst or the firm to 
ownership of the underlying securities would in essence require these entities to reframe from 
investing in the equity market.  
 
Analyst Compensation:  Analysts are paid in part based on the profitability of SIS Research, 
some of which may include investment banking and consulting revenues.  
 
Disclosures are required in the United States for any of the following: 
 

1. acting as a financial advisor, 
2. manager or co-,manager in a pending transaction 
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3. 1% or other ownership, long or short 
4. compensation for certain services 
5. types of client relationships 
6. managed/co managed public offerings in prior periods 
7. directorships 
8. market making and/or specialist role. 

 
These disclosures are included in the company-specific disclosures above for any of the above 
disclosures that are required. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


