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Lotte Chemical Pakistan (LOTCHEM)

2Q2018 EPS Rs0.65, up by 21x YoY; 1H2018 EPS Rs0.89 up 287% YoY
in line with expectations
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Improved margins led exponential growth in 2Q earnings @OPLINE

LOTCHEM: Financial Highlights

Rsmn 2Q2018 2Q2017 YoY QoQ 1H2018 YoY
Net Sales 13,319 9,340 43% 8% 25,695 29%
Cost of Sales 11,606 9,148 27% 3% 22,861 19%
Gross Profit 1,713 192 792% 53% 2,834 322%
Distribution Expenses 21 22 -6% 2% 41 -18%
Admin expenses 92 85 9% 4% 181 7%
Other operating Expenses 174 11 NM 89% 266 855%
Other Income 127 64 99% 40% 217 79%
Operating profit 1,552 137 NM 54% 2,562 369%
Finance Cost 100 33 200% -43% 276 550%
Profit before Tax 1,452 104 NM 74% 2,286 353%
Taxation 462 63 NM -3% 941 525%
Profit after Tax 990 41 NM  179% 1,345 280%
EPS (Rs) 0.65 0.03 0.89

Source: PSX, Topline Research
“ LOTCHEM posted earnings of Rs0.65/share in 2Q2018, showing exponential growth over similar period of last
year. The result was higher than street consensus but is in line with our expectations. We attribute higher
earnings to improved PTA-PX margins of around US$170/ton in 2Q2018 vs. USS80/ton in 2Q2017. Gross margins
during the quarter clocked in at 13% vs. 2% in 2Q2017.

“  Effective tax rate during the outgoing quarter remained normal at 32% vs. 61% and 57% in 2Q2017 and 1Q2018
respectively. To note, effective tax rate of the company was higher in last few quarters as LOTCHEM was
struggling with turnover taxes. We await for further clarity from the management in this regard.
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LOTCHEM reported sales growth of 43% YoY during 1Q2018 due to increase in PTA prices by 31% YoY to average

of US$822/ton during the quarter coupled with PKR devaluation.
¥ Other income of the company increased by 79% YoY to Rs217mn during 1H2018 due to availability of surplus

cash amid accrual of GIDC and the company’s turn in profitability.

®  The Company recorded finance cost of Rs276mn during 1H2018, up by 550% YoY due to exchange losses

incurred on foreign payables.

" We flag, 1) removal/reduction of RD 2) PKR appreciation, 3) Decline in PTA-PX margins and 4) lower demand

from downstream segment as key risks to our valuation and earnings.

LOTCHEM: Key Numbers

2013A 2014A 2015A 2016A  2017A

EPS (0.36) (0.73) (0.49) 0.21 0.27
Earnings Growth NM NM NM NM 27%
PE at Rs13.84 NM NM NM 64.71 50.83
Dividend Yield 0% 0% 0% 0% 1%
ROE NM NM NM 3% 4%
PBV 1.7 1.8 2.0 2.1 2.0

Source: Company Accounts, Topline Research
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The research analyst(s), denoted by an “AC” on the cover of this report, primarily 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/sectors 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 its close relative have neither served as a director/officer in the past 3 years nor received any compensation from the subject company in the past 12
months.

Additionally, as per regulation 8(2)(i) of the Research Analyst Regulations, 2015, we currently do not have a financial interest in the securities of the subject company aggregating more than 1% of the value of
the company.

Rating System
Topline Securities employs three tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific stock. The rating is based on the following with time
horizon of 12-months.

Rating Expected Total Return

Buy Stock will outperform the average total return of stocks in universe

Neutral Stock will perform in line with the average total return of stocks in universe

Sell Stock will underperform the average total return of stocks in universe

For sector rating, Topline Securities employs three tier ratings system, depending upon the sector’s proposed weight in the portfolio as compared to sector’s weight in KSE-100 Index:
Rating Sector’s Proposed Weight in Portfolio

Over Weight > Weight in KSE-100 Index

Market Weight = Weight in KSE-100 Index

Under Weight < Weight in KSE-100 Index

Ratings are updated daily to account for the latest developments in the economy/sector/company, changes in stock prices and changes in analyst’s assumptions or a combination of any of these factors.

Valuation Methodology
To arrive at our 12-months Target Price, Topline Securities uses different valuation methods which include: 1). Present value methodology, 2). Multiplier methodology, and 3). Asset-based methodology.

Research Dissemination Policy
Topline Securities 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 email, fax mail etc.
Nevertheless, all clients may not receive the material at the same time.

Disclaimer

This report has been prepared by Topline Securities and is provided for information purposes only. Under no circumstances this is to be used or considered as an offer to sell or solicitation of any offer to buy.
While reasonable care has been taken to ensure that the information contained therein is not untrue or misleading at the time of publication, we make no representation as to its accuracy or completeness
and it should not be relied upon as such. From time to time, Topline Securities and/or any of its officers or directors may, as permitted by applicable laws, have a position, or otherwise be interested in any
transaction, in any securities directly or indirectly subject of this report. This report is provided only for the information of professional advisers who are expected to make their own investment decisions
without undue reliance on this report. Investments in capital markets are subject to market risk and Topline Securities accepts no responsibility whatsoever for any direct or indirect consequential loss arising
from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial situation and particular needs of investors, who should seek further professional
advice or rely upon their own judgment and acumen before making any investment. The views expressed in this report are those of Topline Research Department and do not necessarily reflect those of
Topline or its directors. Topline as a firm may have business relationships, including investment-banking relationships, with the companies referred to in this report.

All rights reserved by Topline Securities. This report or any portion hereof may not be reproduced, distributed or published by any person for any purpose whatsoever. Nor can it be sent to a third party
without prior consent of Topline Securities. Action could be taken for unauthorized reproduction, distribution or publication.
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