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A Healthy Kick-off to a Promising Year

Upgrade to Overweight on recent price drop

Astonishing sequential earnings recovery: Misr Chemical
Industries’ [MICH] earnings performance in Q1 2021/22 was a
remarkable job, as MICH achieved a bottom line of EGP50mn vs.
EGP42mn a year earlier (+20% y/y, +96% q/q). The main drivers
behind the strong earnings performance are a solid top line of
EGP139mn (+9% y/y, +11% q/q), coupled with robust margins; GPM
came in at 53% vs. 44% in Q4 2020/21. Revenues came broadly in
line with our estimates of EGP140mn (-1.0% vs. PRe), while the
bottom line came slightly ahead of our estimates of EGP47mn (+6%
vs. PRe).

Strong earnings boosting the balance sheet in Q1 2021/22:
MICH's balance sheet exhibited a strong accumulation of cash
balance (adjusted for recent cash dividend) which corresponds to
42% of total current market cap, thanks to light working capital
needs. During Q1 2021/22, working capital as a percentage of
revenues stabilized at 8% vs. a median of 9% since 2018/19 on a
quarterly basis.

Global factors gifted MICH a remarkable quarter: Selling prices
for MICH were in a good shape in Q1 2021/22 due to supply
tightness of chlorine and caustic soda in the U.S. amid robust
demand. The situation of disrupted supply got amplified by the
fallout of hurricane Ida and the woes of this year’s flooding in
Germany, causing a number of capacity outages. Furthermore, the
limit of industrial usage of electricity in China further kept the Asian
output subdued. As a result, this led to notably higher prices of
both of the Electrochemical Unit (ECU) components globally. The
quarter also featured strong utilization rates for MICH, the highest
since the factory revamp back in 2017, according to management.
Over the long run, news about increasing Egypt’s water desalination
capacity, besides allowing the private sector to take part should
serve as a main long-term catalyst for MICH.

Upgrade to Overweight; 12M PT maintained post recent
balance sheet data: MICH is currently traded at 2021/22e P/E of
6.7x and EV/EBITDA of 2.9x. In view of Q1 2021/22 results, we
upgrade our rating from Neutral to Overweight or the recent stock
price drop. We update our 12M PT to reflect the recent dividend
payout, as well as the most recent net cash position recorded on Q1
2021/22 balance sheet. Incidentally, our 12M PT remains the same
at EGP13.9/share, offering a 51% upside to Thursday's closing price.
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FINANCIAL KPISs (figures in EGPmn, unless otherwise noted)
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Disclaimer

Information included in this report has no regard to specific investment objectives, financial situation, advices or particular needs of the report users
whether they received them directly or through any research pool and other specialized websites. The report is published for information purposes only
and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Unless specifically stated otherwise, all
price information is only considered as indicator. No express or implied representation or guarantee is provided with respect to completeness, accuracy
or reliability of information included in this report. Past performance is not necessarily an indication of future results. Fluctuation of foreign currency
rates of exchange may adversely affect the value, price, or income of any products mentioned in this report. Information included in this report should
not be regarded by report users as a substitute for the exercise of their own due diligence and analysis based on own assessment and judgment criteria.
Any opinions given are subject to change without notice and may significantly differ or be contrary to opinions expressed by other Prime business areas
as a result of using different assumptions and criteria. Prime Group is under no obligation responsible to update or keep current the information
contained herein. Prime Group, its directors, officers, employees or clients may have or have had interests or long or short positions in the securities
and/or currencies referred to herein, and may at any time make purchases and/or sales in them as principal or agent. Prime Group, its related entities,
directors, employees, and agents accept no liability whatsoever for any loss or damage of any kind arising from the use of all or part of these information
included in this report whether it is received directly or through research pools and other specialized websites. Certain laws and regulations impose
liabilities which cannot be disclaimed. This disclaimer shall, in no way, constitute a waiver or limitation of any rights a person may have under such laws
and/or regulations. Furthermore, Prime Group or any of the group companies may have or have had a relationship with or may provide or have
provided other services, within its objectives to the relevant companies.

Copyrights © 2021, Prime Group, ALL RIGHTS RESERVED. You are hereby notified that distribution and copying of this document is strictly prohibited
without the prior approval of Prime Group.
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