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EPCL: 1QCY23 Analyst Briefing Takeaways

Event

= Engro Polymer and Chemical (EPCL PA) held its 1QCY23 analyst briefing today to discuss financial/operational
performance and outlook of the company.

Impact

= During 1QCY23, profitability was affected by (1) worsening global macroeconomic and geopolitical
developments, (2) sharp increase in cost of doing business given unprecedented devaluation and inflationary
pressures and (3) plant operating on RLNG in Jan’23 and Feb’23

= PVC international prices witnessed an uptick in the initial two months of the quarter on the back of renewed
demand and restocking activity in India. Prices then softened on the back of a hazy economic outlook,
geopolitical turbulence, high volatility in international prices, slower than expected recovery in China, and an
oversupply situation developing in India.

= PVC prices are expected to recover to healthy levels once the challenging global geopolitical climate improves,
Chinese economy opens up and recessionary concerns subside.

= Ethylene prices saw soft demand during the Lunar New Year Holidays in China; however, supply crunches kept
the upward pressure on prices during the quarter. A slight dip was observed near the end of the quarter owing
to bearish crude prices

= Ethylene prices will remain impacted by crude oil prices and OPEC+ decisions

= PVC sales were 52KT during 1QCY23 versus 67/64KT in 4QCY22/1QCY22. Pipes and fittings remained major
application of PVC with 53% market share followed by Film & Sheet with 17% market share.

= Company sold 14KT of Caustic liquid and flakes during 1QCY23 compared to 21/17KT during 4QCY22/1QCY22.

= The company recorded a revenue decrease of 22% YoY in 1QCY23 mainly because of lower prices but also
because of lower sales volumes.

= Decline in YoY profit during 1QCY23 is primarily attributable to decreased topline, inflationary pressures, and
lower core delta.

= Company stated that given the ongoing economic uncertainty, they are facing unprecedented inflationary
pressures coupled with volatility in PKR to USD parity, high fuel prices, and rising interest rates.

= Management noted that key focus is on ensuring safe and sustainable operations and completing on-going
projects within communicated timelines. Whereas, rising interest rates and inflationary environment will likely
continue to impact their customers. Company intends to pursue active management of the challenges with
establishment of LCs given the forex situation and expects that continued increase in cost of doing business will
affect margins.

= Company is endeavoring to complete the High Temperature Direct Chlorination (HTDC) and Hydrogen Peroxide
projects during CY23.

Outlook

= PVC-Ethylene Int’l margin is expected to remain range bound as PVC prices have declined from highs of
CY21/CY22 amid easing of global supply shortages which bodes negatively for EPCL profitability.
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_Fig 1: EPCL - 1QCY23 Financial Highlights

Rs (mn) 1QCY23 1QCY22 YoY QoQ
Net sales 17,978 23,127 -22% -9%
Gross profit 3,591 7,665 -53% 12%
Distribution & marketing expenses 142 150 -5% -17%
Administrative expenses 274 224 22% 24%
Other Expenses 764 843 -9% 155%
Other Income 438 425 3% 216%
Finance cost 1,170 606 93% 32%
PBT 1,678 6,266 -73% -6%
PAT 1,189 4,721 -75% -50%
EPS - Basic 131 5.19
EPS - Diluted 0.98 3.91
DPS - Ordinary 1.00 5.00
DPS - Preference 0.50 0.37
Gross Margin 20.0% 33.1%
Net Margin 6.6% 20.4%
Effective Tax Rate 29.1% 24.7%

Source: PSX, Company Accounts, Foundation Research, April 2023

Analyst
Zeeshan Azhar zeeshan@fs.com.pk
+92 21 3561 2290-94 Ext 331

Important disclosures:

Disclaimer: This report has been prepared by FSL. 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 no guaranty, representation or warranty, express or
implied is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for
information purposes only. 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. FSL may, to the extent permissible by
applicable law or regulation, use the above material, conclusions, research or analysis before such material is disseminated to its customers. Not all customers will
receive the material at the same time. FSL, their respective directors, officers, representatives, employees, 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, either as principal or agent. FSL 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.
FSL may have recently underwritten the securities of an issuer mentioned herein. This document may not be reproduced, distributed or published for any purposes.

Research Dissemination Policy: Foundation Securities (Pvt.) Ltd. endeavors 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.

Target price risk disclosures: Any inability to compete successfully in their markets may harm the business. This could be a result of many factors which may include
geographic mix and introduction of improved products or service offerings by competitors. The results of operations may be materially affected by global economic
conditions generally, including conditions in financial markets. The company is exposed to market risks, such as changes in interest rates, foreign exchange rates and
input prices. From time to time, the company will enter into transactions, including transactions in derivative instruments, to manage certain of these exposures.

Analyst certification: The views expressed in this research accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part
of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research. The analyst
principally responsible for the preparation of this research receives compensation based on overall revenues of Foundation Securities and has taken reasonable care to
achieve and maintain independence and objectivity in making any recommendations.

Recommendations definitions

If

Expected return >+10% Outperform.
Expected return from -10% to +10% Neutral.
Expected return <-10% Underperform.

Foundation Securities (Pvt) Limited



