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HAYCARB PLC [HAYC.N000O]

“THE BLACK DIAMOND”

VALUATION NOTE
Fair Value [FY22E]: LKR 130.0 [Range of LKR 120.0-140.0]

Unaffected demand despite the disruptions to global supply

The COVID-19 outbreak has negatively impacted the supply of global activated carbon
market due to its adverse effect on production and capacity utilisations. However,
demand was not affected to a great extent for activated carbon due to its application
for essential natured industries such as water purification and air purification. HAYC, a
leading manufacturer of activated carbon, quickly returned to normalcy within a
matter of weeks, allowing the company to capture the market share during the period.
HAYC'’s continuous investments into new product developments and expansion of its
value-added products paid off, enabling the company to achieve higher earnings in
FY21E.

P/E 31 March FY17 FY18 FY19 FY20 FY21E FY22E FY23E
Estimates (LKR 'Mn)

Revenue 13,554 15,518 20,918 22,823 25,561 30,163 33,782

Gross Profit 3,163 3,094 4,039 5,390 7,157 9,049 9,459

EBIT 1,368 1,090 1,525 2,502 4,601 5,429 5,405

Net Profit 804 672 955 1,559 3,024 3,779 4,232

Adjusted EPS (LKR) 3.2 2.6 3.6 59 11.7 14.6 16.4

YoY Growth (%) 18% -16% 42% 63% 94% 25% 12%
Valuations

PER (x) 30.9x 37.5x 26.8x 16.4x 8.4x 6.7x 6.0x
PBV (x) 4.3x 3.9x 3.5x 3.1x 2.6x 2.1x 1.8x
DY (%) 0.6% 0.6% 0.8% 1.5% 4.1% 4.5% 4.9%

9MFY21E earnings bolstered on rapid recovery post COVID-19

HAYC’s 9MFY21 topline boosted by 7%YoY while profitability soared by 120%YoY
compared to the previous year attributable to multiple reasons. In a global context,
activated carbon sales volumes were unaffected due to the demand for water and air
purification industries as a result of its essential nature. Thereby, HAYC's rapid
recovery post lockdown enabled them to capture the market share from competitors
as some of the countries were unable to supply during 1QFY21 amidst the lock down.
In the midst of uncertainty, gold prices surged passed USD2000/0z creating excessive
demand for gold purification. Therefore, due to the unprecedented demand there was
a major rise in volumes for HAYC’s granular activated carbon used for extraction of
gold, boosting prices and margins for the products.

Gradual change in volume mix towards high margin segments

HAYC has over the last three years significantly invested on R&D enhancing its value-
added high margin product range which includes the activated carbon used in EDLC
(Electric double-layer capacitors), impregnated carbon, pelletised carbon and
premium cabin air carbon. With the company increasing volume mix towards the
value-added segment HAYC's earnings has grown over the past three years. We expect
wider margins to continue amidst HAYC's continuous investment towards the research
and development.
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Price Performance (%) 1 mth 3 mths 12mths
HAYC -19% 78% 414%
ASPI -14% 16% 31%
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Stabilised raw material prices and price adjustments enhanced margins
Certain price increases charged from customers was also made possible as a result
of increased transportation cost and increased cost for personal protective
equipment due to COVID-19 while during 9MFY21 prices of raw materials used in
manufacturing activated carbon, mainly comprised of coconut shells and coconut
shell charcoal remained reasonably stable enabling the company to source at
competitive prices.

A growth story ahead with the exponential developments in value added
product segments

HAYC is one of the largest activated carbon producers in the world owing to a market
share of 16%. We believe that HAYC is likely to have a secured demand from water
& air purification industry and gold mining. Further, value added segment products
which are in high growth segment such as supercapacitors are expected to be led via
HAYC’s partnerships with Tesla, who is one of the pioneers in global electric vehicle
manufacturing. Expansion into supercapacitors can boost the company’s bottom line
as it is considered to be one of the high margin products. Growing global demand for
electric vehicles and high activated carbon requirement for the production of
supercapacitors is likely to be a key revenue driver for HAYC. Further, Tesla’s
production expansion is expected to be a material benefit for HAYC, being one of the
two suppliers of activated carbon for Tesla.

Undervalued at current price levels

In FY21E, we expect HAYC to record a profit of LKR 3.0Bn (94%YoY) while FY22E net
profit is expected to record at LKR 3.8Bn (25%YoY). We estimate the growth adjusted
Fair value under a new normal for FY22E to be at LKR 130.0 [range of LKR 120.0-
140.0] and considering the dip in the current market price to LKR 97.7, we believe
that stock is currently undervalued.
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Valuation Summary

Expected HAYC price for FY22E

DCF Valuation based target price 137.2
PER Valuation based target price 127.2
Average Target Price 132.2
|Target Price after Rounding off 130.0

Enterprise Value 41,455
(-) Debt 2,922
(+) Cash 2,224
Total Value of Equity 40,757
No. of shares 297

Target Price 137.2

PER based Valuation

FY22E Earnings (LKR 'Mn) 3,778.8
No. of Shares (‘Mn) 297.1
FY22E EPS 12.7
Expected PER 10.0

Price at 10.0x FY22E Earnings 127.2
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Return FY22E
Target Price 130.0
Current Price 97.7
Capital Gain (LKR) 323
Dividends upto 31.03.2022 (LKR) 6.1
Capital Gain % 33%
Dividend Yield % 6%
Total Return % 39%
|Annualized Return % 37%|
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Rm 15.0%
Growth % 3.0%
B 2.10
Ke = Rf + B(Rm-Rf) 23.8%
WACC
Ke 23.8%
Kd 5.1%
D/E Assumption 40/60
Terminal Growth (%) 3.0%
WACC 16.0%
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Disclaimer:

This Review is prepared and issued by First Capital Holdings PLC based on information in the public domain, internally developed and other sources, believed to be correct. Although all
reasonable care has been taken to ensure the contents of the Review are accurate, First Capital Holdings PLC and/orits Directors, employees, are not responsible for the correctness,
usefulness, reliability of same. First Capital Holdings PLC may act as a Broker in the investments which are the subject of this document or related investments and may have acted on
or used the information contained in this document, or the research or analysis on which it is based, before its publication. First Capital Holdings PLC and/or its principal, their
respective Directors, or Employees may also have a position or be otherwise interested in the investments referred to in this document. This is not an offer to sell or buy the
investments referred to in this document. This Review may contain data which are inaccurate and unreliable. You hereby waive irrevocably any rights or remedies in law or equity you
have or may have against First Capital Holdings PLC with respect to the Review and agree to indemnify and hold First Capital Holdings PLC and/or its principal, their respective directors
and employees harmless to the fullest extent allowed by law regarding all matters related to your use of this Review. No part of this document may be reproduced, distributed or
published in whole orin part by any means to any other person for any purpose without prior permission.

This report providing a snapshot of fixed income, equity and unit trust is composed and circulated by First Capital Holdings PLC an investment bank in Sri Lanka. The company operates
in the capital market of Sri Lanka with operations in government securities - treasury bills and bonds, stock brokering and share market investments, asset management, private wealth
management, retirement planning, personal financial planning, unit trust, margin trading, capital market research, trustee services, corporate finance advisory services including
corporate debt structuring (debentures, trust certificates, commercial papers), valuations, restructuring, mergers and acquisitions, initial public offerings (IPOs)and project advisory.
The First Capital Group consists of First Capital Treasuries PLC, First Capital Limited, First Capital Markets Limited, First Capital Asset Management Limited and First Capital Equities
(Private) Limited covering Colombo, Negombo, Matara, Kandy and Kurunegala.



