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Low season hurts 4Q14 spread

@ Slow demand in 4Q14 could squeeze margin
@ More production cuts for PET/PTA to continue
@ Concerns about PTTGC’s cost eased, BUY maintained on cheap valuation

2Q14 recap: strong IVL profit lifted sector’s. Core profit improved strongly by 55.4%
QoQ and 36.7% YoY in 2Q14, driven mainly by IVL's much lower inventory loss vs. 1Q14
and 2Q13. The company also booked a Bt1.7bn gain on a bargain purchase, though this
was for the most part eaten up by Bt1.3bn impairment on its business in Europe. Profit
for PTTGC was also weaker as it had to book impairment loss from business
restructuring of its JV in France.

3Q14F: inventory losses could bite into profit. We expect a lower profit for the
sector QoQ and YoY due to inventory losses for PTTGC and IVL, although this will be
offset by higher utilization rate for PTTGC and profit contribution from newly acquired
assets for IVL plus more gains from its bargain purchase.

Ethylene at record high but demand could slow further. QTD average product
prices for olefins chain stayed good in 3Q14, rising 0.2-2.6% QoQ, especially ethylene,
which increased to a record high of US$1,495/t. Weaker naphtha price sent product
spread up 4.3-10.2% QoQ. Unfortunately, non-integrated producers such as TPIPL
continued to suffer from higher ethylene price, which pushed LDPE-ethylene spread
down 17.5% QoQ. Of note is the bearish climate for the regional market overall,
possibly worsening in the seasonally low fourth quarter. The cooling economy in China
will continue to play the leading role in reducing regional demand for petrochemical
products — bringing the specter of a narrowed margin in 4Q14.

More PX capacity to come on stream in 2015. YTD average PX price for 2014 has
been better than expected after recovering 8.4% QoQ in 3Q14 (QTD) from the weak
2Q14. The additions to supply in the region expected in 2H14 have already entered the
market but ~6.1mtpa more will come in 2015. The resultant excess capacity plus lower
demand from PTA producers is likely to prolong the PX down-cycle to at least 2015-16.
Lower oil prices will also keep buyers from building inventory on fears of inventory
losses at quarter's end.

Weakening PET/polyester demand to force more production cuts. Demand for
the PET/polyester chain will continue to weaken upon slower demand in Europe and
China and aggravated by the five-year low for cotton price. QTD average integrated
PET/PTA spread slid 2.2% QoQ in 3Q14 (QTD) to US$264/t on higher PX and MEG costs.
This led PTA producers, mainly in China, to cut back on utilization in an effort to
improve margin. Note that PTA utilization in key market China fell to only 53% recently
from 80% in Jan, according to ICIS. Another industry expert, PCl, expects PTA
overcapacity to dominate market dynamics for the next three years.

Concerns about PTTGC’s feedstock cost largely priced in, still the top pick. The
petrochemical sector underperformed the overall market in 3Q14 (QTD), mainly due to
continuing concerns about the effect of energy price reform on the price of LPG
feedstock for PTTGC. Again, we believe the market is too pessimistic about the impact
on PTTGC's profitability. Hence, the damage that could be done by a higher LPG price is
largely priced in, in our view. IVL's valuation looks stretched although a new acquisition
cycle could still be a near term share price catalyst.

Rating Price Target ETR P/E (x) EPS growth (%) P/BV (x) ROE (%) Div. Yield (%) EV/EBITDA (x)
(Bt/Sh) (Bt/Sh) (%) | 13A 14F 15F| 13A 14F 15F| 13A 14F 15F| 13A 14F 15F| 13A 14F 15F| 13A 14F 15F
IVL Neutral 25,50 27.00 7.0 nm. 317 25.8(1,897) nm. 231 2.0 1.9 1.8 (1.1) 62 73 0.4 1.1 1.4| 168 111 9.7
PTTGC Buy 6150 8500 437 82 90 7.3 7.0 (8.8) 237 1.2 11 1.0 139 121 138] 55 55 55| 60 65 52
Average 8.2 20.4 16.5| (945) (8.8) 234| 16 15 14| 64 92 106| 3.0 33 35| 114 88 7.4

Source: SCBS Investment Research
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Figure 1: PE/PP vs. naphtha

Figure 2: HDPE demand/supply balance
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Figure 3: PX/BZ vs. naphtha Figure 4: PX regional capacity addition
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Figure 5: PET/PTA spread Figure 6: PET vs. cotton prices
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Figure 7: Regional peer comparison

Source: Bloomberg Finance LP, SCBS Investment Research

Company P/E (X) EPS Growth (%) P/BV (x) ROE (%) Div. Yield (%) EV/EBITDA (X)
14F 15F 16F 14F  15F 16F 14F 15F 16F 14F 15F 16F 14F 15F 16F 14F 15F 16F

Sinopec Shanghai Petrochem 295 21.7 21.3((31.6) 36.2 1.7 2.3 2.1 2.0 5.7 8.6 9.6 0.1 09 14| 212 101 99
China Petroleum & Chemical 8.6 7.9 7.9 8.6 8.4 (0.1) 1.0 0.9 0.9| 11.8 115 116 4.6 4.9 4.8 5.0 45 4.2
PetroChina Co Ltd 10.3 9.8 9.4 9.0 5.8 3.7 1.2 1.1 1.0 115 116 10.9 4.2 4.5 4.6 5.2 4.8 4.6
Reliance Industries Ltd 11.8 10.5 8.8| 10.7 12.6 195 1.4 1.2 1.1| 121 122 133 11 1.2 1.4 9.5 82 6.6
Far Eastern New Century Corp 16.1 149 16.1| 28.0 8.0 (7.5 1.0 1.0 0.8 55 5.9 5.0 4.4 4.8 58| 10.1 9.9 95
Formosa Chemicals & Fibre Corp 19.1 18.3 16.1|(13.8) 44 137 1.5 1.5 1.4 7.2 7.6 7.9 3.3 34 3.8| 15.7 159 13.7
Formosa Plastics Corp 185 16.9 154| 19.9 9.0 10.0 1.7 1.6 1.5 9.7 101 10.6 3.4 38 41| 293 255 241
Nan Ya Plastics Corp 16.4 16.6 14.7| 29.1 (1.0) 12.9 1.8 1.8 1.7( 113 107 111 3.9 4.0 43| 184 175 15.9
Formosa Petrochemical Corp 236 226 21.1 9.6 4.5 6.9 2.8 2.8 27| 122 126 123 3.6 3.8 3.8| 16.0 15.0 16.0
Petronas Chemicals Group Bhd 14.7 134 123 9.0 9.2 9.7 2.1 1.9 1.8 14.8 151 14.8 3.4 3.8 4.0 7.5 70 6.6
Indorama Ventures PCL 28.3 196 16.5(221.8 44.4 19.0 1.9 1.8 1.7 6.9 8.9 10.7 1.2 1.7 21| 12.0 104 95
IRPC PCL 48.7 21.6 14.2| 775 1254 525 0.9 0.9 0.9 2.1 4.5 6.3 2.3 2.5 3.0 147 113 8.8
PTT Global Chemical PCL 9.0 8.1 7.7 (7.1) 104 5.6 1.1 1.0 0.9| 12.7 131 127 5.0 5.4 5.7 6.6 6.1 5.9
Vinythai PCL 32.3 24.0 27.6| 1059 34.3 (12.8) 0.9 n.a n.a 2.5 3.3 3.3 2.7 1.1 1.8 12.0 148 121
Thai Plastic & Chemical PCL 9.1 9.3 n.m. 9.1 (25 nm. 1.4 n.a na| 157 139 nm. n.a 70 na 6.1 6.5 n.a.
Average 19.7 15.7 14.9| 324 20.6 9.6 1.5 1.5 1.4 9.4 10.0 10.0 3.1 3.5 36| 126 11.2 105
Note: The numbers are based on consensus forecast
Source: Bloomberg Finance LP, SCBS Investment Research
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Disclaimer

SCB SECURITIES COMPANY LIMITED (“SCBS") ACTS AS MARKET MAKER AND ISSUER OF DERIVATIVE WARRANTS
on the ordinary shares of ADVANC, AOT, BANPU, BAY, BBL, BCH, BCP, BGH, BLA, BLAND, BMCL, CK, DELTA,
DTAC, HMPRO, INTUCH, ITD, IVL, JAS, KBANK, KKP, KTB, PS, PTT, PTTEP, PTTGC, QH, SAMART, SCC, SRICHA,
STEC, STPI, TCAP, THAI, TICON, TISCO, TMB, TOP, TPIPL, TRUE, TTA, UV.

Before making an investment decision over a derivative warrant, an investor should carefully read the
prospectus for the details of the said derivative warrants. Any opinion, news, research, analyse, price,
statement, forecast, projection and/or other information contained in this document (the “Information”) is
provided as general purpose information only, and shall not be construed as a recommendation to any
person of an offer to buy or sell, or the solicitation of an offer to buy or sell, any securities. SCBS and/or its
directors, officers, employees, and agents shall not be liable for any direct, indirect, incidental, special or
consequential loss or damage, resulting from the use of, or reliance on, the Information, including without
limitation, damages for loss of profits. The investor should use the Information in association with other
information and opinion, including his/her own judgment in making investment decision. The Information is
obtained from sources believed to be reliable, and SCBS cannot guarantee the accuracy, completeness
and/or correctness of the Information.

SCBS reserves the right to modify the Information from time to time at its sole discretion without giving any
notice. This document is delivered to intended recipient(s) only and is not permitted to reproduce,
retransmit, disseminate, sell, distribute, republish, circulate or commercially exploit the Information in any
manner without the prior written consent of SCBS.




