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Engro Polymer & Chemicals Limited
Chemical

Recommendation BUY
Target Price:  Dec/20 45.3
Last Closing: 15-Jan-20 35.3
Upside: 28.3

Valuation Methodology: Discounted Cash Flow (DCF)

Time Horizon: 12M
Market Data

Bloomberg Tkr. EPCL PA
Shares (mn) 908.9
Free Float Shares (mn) 318.1
Free Float Shares (%) 35.0%
Market Cap (PKRbn | USDmn) 321 | 207.3
Exchange KSE 100
Price Info. 90D 06M 12M
Abs. Return 20.3 29.4 (13.7)
Lo 26.8 20.9 20.9
Hi 37.4 37.4 41.8
Key Company Financials
Period End: Dec
PKRbn CY18a CY19%e CY20f Cy21f
Total Revenue 35.3 36.0 39.0 41.1
Net Income 4.9 4.1 4.3 4.3
EPS (PKR) 5.4 45 4.7 4.7
DPS (PKR) 1.1 1.0 15 0.5
Total Assets 36.0 39.3 42.5 45.9
Total Equity 16.8 20.0 23.0 26.8
Key Financial Ratios
ROE (%) 40.2 22.4 20.1 17.3
P/IE () 6.5 7.8 7.4 7.5
P/B (x) 1.9 1.6 1.4 1.2
DY (%) 3.1 2.8 4.2 1.4
Relative Price Performance

EPCL - KSE 100
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Chemicals

EPCL: Issuance of Preference shares deems positive
on earnings

v According to the notice issued, EPCL may issue preference shares
with different rights and privileges having face value of PKR 10
each aggregating up to PKR 3.0bn.

v The said amount will be utilized for funding capex requirement for
PVC expansion and debottlenecking of Vinyl Chloride Monomer
(VCM). The company intends to avail tax benefit which we think
falls under section 65 (E) of income tax ordinance. Our calculation
suggests the impact on earnings is positive.

v" Westill have a “BUY” call on the scrip based on our Dec-20 target
price of PKR 45/share, offering 32% upside from its last closing.
The company is currently trading at CY20 P/E of 7.3x, offering a
dividend yield of 4.4%.

EPCL to raise additional PKR 3.0bn through preference shares

As per the stock notice issued EPCL plans to raise PKR 3.0bn through preference
shares. The said amount will be utilized for funding capital expenditure (capex)
requirement for its PVC expansion and debottlenecking of Vinyl Chloride
Monomer (VCM). The company intends to avail a tax credit which we as per our
understanding falls under 65 (E) of income tax ordinance. Based on our estimates
this hold positive for EPCL earnings.

Funding PVC expansion and VCM debottlenecking project

The total amount aggregates up to PK 3.0bn which will be utilized to expand the
company’s PVC capacity and debottlenecking of VCM production capacity. To
note, the initial capex for the projects amounted to PKR 7.6bn, of which PKR
5.4bn was raised through right share issue. This addition of new equity (PKR
3.0bn) raises the total amount to PKR 10.6bn. As per the management notice, the
company rather than seeking loan from banks for additional funding through
preference share issue will maintain its leverage ratios. Moreover, the company
will also be able to avail tax credit through this new equity injection.

Investment falls under the criteria of section 65 (E) of Income Tax Ordinance
As per the section 65(E) of the income tax ordinance the company can avail tax
credit if it invests an amount equivalent to at least 70% of the total project cost
through issuance of new shares.

Our analysis suggests, the company meets this criteria as the total equity portion
comprises of ~80% of the project cost (PKR 10.6bn) taking into account addition
of PKR 3.0bn through preference shares. More so, the benefit can be availed for
a period of five years beginning from the date of setting up or commencement of
commercial production from the expansion project which in the case of ECPL is
for a period of 2020-24 we think.
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Exhibit: Project Cost

PKRbn

Total Expansion Cost 10.6

- Right Share 5.4

- Existing (Debt) 2.2
7.6

- Preference share 3.0

Total Equity Investment 8.40

The net impact on earnings is positive

As per our calculation the impact is positive on earnings. For calculating
preference dividend we have assumed 13% KIBOR and reduced it to 11% for the
years 2020-24. For tax credit, we have followed calculation methodology stated
under sub-section (3) of 65E ordinance i.e. we have used investment amount of
PKR 8.4bn as a proportion of total equity. More so, we have excluded PKR 5.4bn
from the initial equity amount of PKR 17.5bn (Sep-19 accounts) to arrive at the
opening equity balance of PKR 12.2bn.

Exhibit: Tax credit working
PKRbn 2020 2021 2022 2023 2024
Opening Equity 12.2 23.3 27.0 29.8 32.2
Right Shares 5.4
Pf Shares 3.0

Profit before tax 6.0 5.9 5.8 6.3 6.6

Tax Credit 0.63 0.53 0.48 0.48 0.47

Pf shares dividend (0.5) (0.4) (0.4) (0.4) (0.4)

Tax Charge 2.7) 2.7) 2.7) (1.8) (1.9)

Dividend 2.7) (0.6) 1.4) (2.2) (2.8)
Retained earnings 2.7 3.7 2.8 2.3 2.0
Closing Equity 23.3 27.0 29.8 32.2 34.2
Exhibit: Earnings impact
PKRbn 2020 2021 2022 2023 2024
KIBOR 6m - Assumption 13.0% 11.0% 11.0% 11.0% 11.0%
PF Dividend (0.50) (0.44) (0.44) (0.44) (0.44)
Profit before tax 5.5 5.4 5.4 5.9 6.2
Tax Credit 0.63 0.53 0.48 0.48 0.47
Tax Charge 1.11 1.17 1.21 1.36 1.45
Profit after tax 4.39 4.25 4.18 4.55 4.75
EPS (PKR) 4.8 4.7 4.6 5.0 5.2
DPS (PKR) 1.5 0.5 1.3 2.0 25
Net EPS Impact 0.15 0.10 0.05 0.05 0.04
Total 5yrs tax credit 2.59
Total 5yrs Pf shares dividend (2.24)

Recommendation

We have a “BUY” call on the scrip based on our Dec-20 target price of PKR
45/share, offering 32% upside from its last closing. The company is currently
trading at CY20 P/E of 7.3x, offering a dividend yield of 4.4%.

Exhibit: Features of listed Preference Shares

Duration Perpetual

Cumulative / Non-cumulative  Cumulative

Call Features Exercisable by the Company after the expiry of 12
Conversion period 80-months

Conversion rate 11

Dividend Rate KIBOR 6m + 3.5% spread / annum
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the
security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will not receive
direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s) is principally
responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or more of a class of
common equity securities of the following company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes only.
Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed) contained in this
document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to the accuracy or
completeness of the information. Neither, IGI Finex Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall
in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on the information. This document
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further professional advice
before making any investment decision. The subject Company (ies) is a client of the IGI Finex Securities Limited and IGI Finex Securities offers
brokerage services to subject company (ies) on a regular basis, in line with industry practice. This document and the information may not be
reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by any
person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital gain
exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Time Horizon: Dec — 2019

Valuation Methodology: The analyst(s) has used following valuation methodology to arrive at the target price of the said
security (ies):

(Discounted Cash Flow)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and geopolitical
risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, business, economic, and
political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. given about the security (ies)/company
(ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an investment
analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome for his investment,
Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current
trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net income returned as a percentage
of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to Book ratio used to compare
a stock's market value to its book value. DY: The dividend yield is dividend per share, divided by the price per share.

IGI Finex Securities Limited

Research Analyst(s) D Jama

Research Identity Number: BRP009 AL £ (4 lab s S L
© Copyright 2018 IGI Finex Securities Limited http://www.jammapunji.pk
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