A Alfalah

CLSA

Sarah Rehman, CFA

Engro Polymer & Chemicals Ltd

PKR44.9- SELL

Nothing in favour

sarah.rehman@alfalahclsa.com
+92-21-35645090-95 (Ext: 338)

30 June 2024
(]
Pakistan
Chemical
Reuters EPCL.PSX
Bloomberg EPCL PA

Priced on 30 June 2024
KSE100 @ 78,444.9

12M hi/lo PKR50.1/36.2
June-25 price target PKR36.5
+% potential -18.7%
Shares in issue 908.9m
Free float 25.0%
Mkt. cap USD146.7m
3M ADV USDO0.2m

EPCL vs KSE100 performance

EPCL

KSE-100 INDEX
200.0 1

180.0
160.0
140.0
1200
100.0 A

80.0 -

60.0

Jun-23
Jun-24 -

(%)

Aug-23
Oct-23
Dec-23
Feb-24
Apr-24

Source: PSX, Bloomberg

Primary margins under pressure; RLNG pricing making things worse

EPCL was already in hot waters due to escalating energy costs and lower
international margins. Recent IMF condition of RLNG pricing for captive power
plants is expected to put further stress on profitability. Moreover, contractionary
budgetary measures are expected to constrict already depressed construction
demand. Thus, we have incorporated RLNG pricing and lower volumes into our
assumptions. Doing so, we downgrade our earnings and valuations. We issue a
“SELL” call with June-25 TP of PKR36.5/sh and a downside of ~19%. We see the
company posting an EPS of PKR-0.81/0.94/2.52/sh in CY24/25/26.

All captive gas at RLNG rates: IMF has mandated an increase in gas prices for
Captive Power Plants; putting them at par with RLNG rates by Jan 1, 2025. In this
context, the government plans to increase gas prices by PKR250/mmbtu from July
1, 2024 and the remainder by the cutoff date. We have incorporated RLNG pricing
in our assumptions, which shall dent the profits. Recall that first quarter saw a loss
as RLNG pricing and lower realized PVC margins (USD332/ton) led to subdued
results

Contractionary budget may affect volumes: FY25 budget is contractionary across
all verticals with special emphasis on the real estate sector. Increased cost of real
estate development following higher i) FED on cements ii) Advance tax on purchase,
and iii) deemed income tax for developers and iv) FED on first purchase, along with
reduced purchasing power of masses though higher taxes on income, presents a
bleak outlook on PVC sales. Thus, we have cut down our local volumetric
assumption to 195/204/216k tons for CY24/CY25/26 respectively.

PVC margins remain below historical average: Global shipping disruptions have
once again led to increased price volatility in global commodities. This has already
led spot core deltato USD375/ton compared to USD330/ton in 2QCY24. However,
a pricing delta of more than USD100/ton has emerged between South Asian (SA)
and South East Asian (SEA) PVC prices. We highlight that If SEA prices move up to
converge to SA prices, EPCL’s core delta may increase further, though it might be
short-lived, in our opinion. Note that 15-year average historical margins stand at
USD427/ton. Recall that for every USD10/ton change in PVC margins, earnings
move approximately by PKR0.45/sh.

Key valuation methodology
We have used two stage Gordon growth model to value EPCL.

Financials Snapshot

Year to 31 Dec CY22A CY23A CY24E CY25E CY26E
EPS (PKR) - basic 12.39 9.45 (0.81) 0.94 2.52
DPS (PKR) 12.50 6.00 - 0.85 2.26
Dividend Yield (%) 27.8% 13.4% 0.0% 1.9% 5.0%
P/BV 1.50 1.40 1.49 1.47 1.44
BVPS 29.9 32.0 30.1 30.5 31.1
ROA(%) 14.5% 11.1% -0.7% 1.1% 3.0%
ROE (%) 41.0% 32.8% -1.9% 3.1% 8.2%
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Downside risks PVC core delta going down again
Start of imports, which may affect EPCL’s local market share
Upside risks South East Asian prices converging to South Asian prices
PVC demand recovery in the local market
Recommendation We maintain our stance on EPCL and reiterate “SELL” with June-25 price target of

PKR36.5/sh, implying a downside of ~19%. We see the company posting an EPS of
PKR-0.81/0.94/2.52 in CY22/23/24.
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Analyst certification

The research analyst(s) involved in the preparation of this report, certifies that (1) the views expressed
in this report accurately reflect his/her personal views about all of the subject companies/securities and
(2) no part of his/her compensation was, is or will be directly or indirectly related to the specific
recommendations or views expressed in this report. Furthermore, it is stated that the research
analyst or any of its close relatives do not have a financial interest in the securities of the subject
company aggregating more than 1% of the value of the company. Additionally, the research analyst
or its close relative have neither served as a director/officer in the past 3years nor received any
compensation from the subject company in the past 12 months.

Important disclosures/disclaimers

The report has been prepared by Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT)
LTD) and is for information purpose only. The information and opinions contained herein have been
compiled or arrived at based upon information obtained from sources, believed to be reliable and in
good faith. Such information has not been independently verified and representation expressed or
implied is made as to its accuracy, completeness or correctness. All such information and opinions are
subject to change without notice. Descriptions of any company or companies or their securities
mentioned herein are not intended to be complete and this document is not, and should not be
construed as, an offer, or solicitation of an offer, to buy or sell any securities or other financial
instruments.

Research Dissemination Policy

Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) endeavours to make all
reasonable efforts to disseminate research to all eligible clients in a timely manner through either
physical or electronic distribution such as mail, fax and/or email. Nevertheless, not all clients may receive
the material at the same time.

Company Specific Disclosures

Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) or any of its officers and
directors does not have a significant financial interest (above 1% of the value of the securities) of the
subject company. However, BAFL and IFC, being associates of Alfalah CLSA Securities (PVT) LTD.
(Formerly Alfalah Securities (PVT) LTD), may trade or have significant financial interest, under normal
course of business, in the subject company from time to time. Alfalah CLSA Securities (PVT) LTD.
(Formerly Alfalah Securities (PVT) LTD) may, to the extent permissible by applicable law or regulation,
use the above material, conclusions, research or analysis in which they are based before the material is
disseminated to their customers. Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT)
LTD), their respective directors, officers, representatives, employees and/or related persons may have
a long or short position in any of the securities or other financial instruments mentioned or issuers
described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or
sale of any such securities or other financial instruments from time to time in the open market or
otherwise. Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) may make
markets in securities or other financial instruments described in this publication, in securities of issuers
described herein or in securities underlying or related to such securities. Alfalah CLSA Securities (PVT)
LTD. (Formerly Alfalah Securities (PVT) LTD) may have recently underwritten/or in the process of
underwriting the securities of an issuer mentioned herein. Alfalah CLSA Securities (PVT) LTD. (Formerly
Alfalah Securities (PVT) LTD) may also have provided/providing advisory services to the issuer
mentioned herein.

Rating System

Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) uses a 3-tier rating system
i.e Buy, Hold and Sell, based on the level of expected return. Time horizon is usually the annual financial
reporting period of the company. A Buy rating is assigned to any company when its total return exceeds
15%. A Sell rating is issued whenever total return is less than 0% and for return in between the 2 ranges,
Hold rating is meted out. Ratings are updated on a daily basis and can therefore change accordingly.
They can change because of a move in the stock's price, a change in the analyst's estimate of the stock's
fair value, a change in the analyst's assessment of a company's business risk, or a combination of any of
these factors.
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