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Engro Polymer & Chemicals...No wild goose chase!

We initiate our coverage on EPCL. Our drive for coverage is due to recent noticeable

increase in PVC-Ethylene spread. Our thrust of coverage is mainly restricted to PVC EPCL @ 1555

sales. 52 Week ng 8.20
52 Week High  16.59
e PVC-Ethylene spread is on a 52-week high of $ 480/ton; Total no. of shares 663.47mn
e PVC prices have risen highest at $ 990/ton in international market as per Market Capitalization Rs10.33bn
Platts.com; Enterprise value Rs14.2bn
e As per company books, the profitability is chiefly derived from PVC-Ethylene core EV/sh Rs21.4/sh (last reported)
delta in the absence of VCM chain; Beta 1.08
Financial charges impact to be minimal
e Continuation of goodies in 1QCY17 as well Recently outperformed KSE100
Premise... O Price

The reason for the rise in spread is due to reduced production of PVC in China. We 0 MJ\V

believe that EPCL will be the main beneficiary of the increase in spread as they are the

main local suppliers of PVC in Pakistan, which is being absorbed in housing especially °

in northern part of the country. 0 - — —
There has been a demand locally for the PVC, considering, a construction boom and re-

enacting of industries. As per recent developments, the gas prices may be reduced to Source: Platts.com

PKR 200 mmbtu for the industries, as per ECC. This could have a

favourable impact in shape of reduction in energy cost. PVC- Ethyl ene Sp read

4Q could be game changer...
November-16
The fourth quarter may prove to be a game changer for EPCL, as per our

o L9, . ! September-16
estimations. Although, we expect a rise in sales, the major jump will come
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in gross margins wherein we expect these margins to increase in the July-16
range of 23% to 26%. In our model. We are assuming a gross margin of May-16 S——
23%, we believe company will be able to generate 4Q EPS of 0.75. Our March-16 S ————
forecasted CY16 EPS could be Re0.80/sh.

January-16 S
EPCL Profit & Loss 0 200 400 600
Rs000 9MCY16  4QCY16E CY16E
Sales 16,609,561 5,055,000 21,664,561
Gross Profit 2,030,539 1,162,650 3,193,189
Gross Margin 12% 23% 15%
Net Profit 31,848 496,420 528,268
EPS Rs/sh 0.05 0.75 0.80
Source: SCS Research Analyst:
We expect this spread of PVC-Ethylene margins to continue in 1QCY17 as well. Adil Mirza, acca
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‘Research Analyst’ Certification: ‘Research Analyst’ involves in this ‘Research Report’ certifies that:

-‘Research Analyst’ or any of his close relatives do not have a financial interest in the securities of the ‘Subject Company’ aggregating more than 1%
of the value of the ‘Subject Company’

-Research Analyst or his close relative has neither served as a director/officer in the past 3 years nor received any compensation from the Subject
Company in the previous 12 months

-his compensation will not be related to the recommendations or views given in Research Report
Distribution of ‘Research Report’

Standard Capital Securities (Pvt.) Ltd. will distribute Research Report to clients in a timely manner through electronic distribution vide email or
through physical distribution such as courier express. Standard Capital will make all efforts; even so it is possible that not all clients may receive
Research Report at the same time given technical glitches or breakdown/slowdown of internet during the process of sending emails.

‘Research Entity’ Disclosures

-Standard Capital 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.

-Standard Capital Securities (Pvt.) Ltd. employee including directors, officers or associates has not served the subject company in preceding 36
months.

-Subject Company is not been a client for Standard Capital Securities (Pvt.) Ltd. during the publication of Research Report

-Standard Capital Securities (Pvt.) Ltd. has not managed public offering, take over or buyback of securities for the Subject Company in the past 12
months neither receives any compensation from the subject company for corporate advisory or underwriting services in the past 12 months.
-Standard Capital 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. Standard Capital Securities (Pvt.) Ltd. may have recently
underwritten/or in the process of underwriting the securities of an issuer mentioned herein. Standard Capital Securities (Pvt.) Ltd. may also have
provided/providing advisory services to the issuer mentioned herein.

Rating System

- Standard Capital Securities (Pvt.) Ltd. standardized recommendation structure i.e. Buy/positive, Hold/neutral and Sell/negative, based on
Target, if any or vide various valuation methods.

- For the determination of target price, Analyst shall use Price to earnings, price to book, Discounted cash flows etc. as valuation method;
buy above 10% target price — sell above target price

- The time duration is the financial reporting period of Subject Company.
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