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Sitara Chemical Industries Limited (SITC)

New 50MW Coal Facility Set to Spur Growth Momentum

Initiating coverage with a BUY: We initiate coverage on Sitara Chemical Industries
Limited (SITC), with a BUY rating and Jun26 target of PkR 1,441/sh, offering a
potential upside of 100%. The company will see a sharp expansion in gross margins
because of its new 50MW coal power plant. Moreover, rising demand for caustic
soda & allied products, supported by expected growth in textile sales volume, SITC
may see a three-year bottom-line CAGR of 100%. The company has improved its
product mix over the years, with caustic soda accounting for 61% of total revenue
followed by soap noodles with a 10% share.

Over the past 12 months, SITC has outperformed the market by 21%, EPCL by
131%, NICL by 70% and ICL by 10%. We believe this outperformance is justified,
given the company’s growth potential and improving margins. We believe current
levels offer an ideal entry point.

To summarize, SITC will likely benefit from: (i) commissioning of a 50MW coal
power plant, (ii) improving local demand outlook, (iii) higher tariff on India to fuel
our textile exports, leading to higher caustic soda demand, and (iv) lower interest
rate to keep finance cost low.

Margins expansion with coal power plant: SITC, which relies heavily on electricity
for its caustic soda production (contributing 61% of total revenue), is facing rising
energy costs. Currently, the company sources power from gas (22%), the grid
(35%), and imported coal (43%). However, it plans to shift entirely to a new
50MW local coal power plant by 1QFY26. This move aligns with government
policy, is expected to reduce electricity costs by PkR 8.5/kWh and is projected to
add PKR 2,470 million (PkR 115/share) to its annual earnings. As a result, we expect
profit margins to improve, averaging 33% over the forecast horizon, up from the
16% average over the past five years.

Power savings to support earnings further by reducing working capital needs: Coal
project savings could help reduce Sitara’s short-term debt (PkR 9,429mn),
enhancing profits. With inflation easing, the SBP has cut rates to 11%, and a
further 100 bps cut could save PkR 111mn (PkR 5.2/share) on its total debt of PkR
18,272mn.

Growing demand for caustic soda led by higher textile volumes: We project a three-
year earnings CAGR of 100%, driven by stronger caustic soda demand from
recovering local textiles and rising exports. Higher U.S. tariffs on Indian apparel
(now 50%) may shift demand to Pakistan, supporting export growth. Locally,
improving consumer sentiment is expected to drive textile volume growth at a
~5% CAGR.
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Market leader in caustic soda with market share of over 33%: The company leads the caustic soda market
with over a 50% share, followed by EPCL and ICL. With demand expected to grow at a 5-year CAGR of
5%, a potential supply gap could drive capacity expansions. We think SITC is well-positioned with surplus
coal power. It also holds strong shares in Soap Noodles (10%), Sodium Hypochlorite (34%), Hydrochloric
Acid (38%), and Liquid Chlorine (65%), contributing 10%, 6%, 3%, and 1% to revenue, respectively.

Demand for other products won’t lag: Improved economic conditions and rising middle-class incomes in
Pakistan are boosting FMCG demand, including soaps, paper, bleaching agents, paints, disinfectants, and
pharmaceuticals. This trend will continue to benefit SITC's product portfolio.

Valuation: Using a DCF model with a 12% risk-free rate, 6% equity risk premium, and 3% terminal growth,
we value the company at PkR 1,441/sh for Jun26, implying an upside of 100% plus a dividend yield of 6%,
for a total return of 106%. The stock trades at FY26E and FY27F PEs of 3.5x and 3.0x, discounted by 58%
and 62% versus its 10-year average PE of 8.0x.

Margins expansion with coal power plant: Sitara's primary input in its manufacturing process is electricity.
In recent years, grid power costs have risen significantly, while the increase in gas tariffs for captive
power generation has further escalated overall energy costs. The company's key revenue driver, caustic
soda, which contributes 61% to total revenue, is produced through the electrolysis process, an energy-
intensive method.

Currently, Sitara’s power mix comprises captive gas generators (SNGPL) at 22%, grid power at 35%, and a
38MW imported coal-based power plant contributing 43%. However, with the upcoming commissioning
of a 50MW local coal-based power plant, the company plans to eliminate the use of more expensive
energy sources. Post-commissioning, electricity needs will be met entirely through coal-based
generation.

This strategic shift aligns with government policies and offers a more economically viable solution
compared to WAPDA, HFO, and RLNG tariffs. It also enhances operational flexibility due to the
adaptability to varying coal compositions. Based on our estimates, this transition is expected to generate
annual savings of PkR 8.5/kWh, translating into a bottom-line impact of PkR 2,470mn (PkR 115 per share).
As per our channel checks, plant is expected to come online in 1QFY26. As a result, we expect profit
margins to improve, averaging 33% over the forecast period—up from the 16% average over the past

five years.
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Sitara’s main input in the manufacturing of its products is electricity
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Power savings to impetus earnings further by reducing working capital needs: Savings from the coal power
project may be used to reduce short-term borrowings, further supporting Sitara’s bottom line. As per
recent accounts, short-term borrowings stands at PkR 9,429mn.

Additionally, easing inflation has allowed the State Bank of Pakistan (SBP) to begin its monetary easing
cycle. After peaking at 38% in May 2023, inflation dropped to 0.3% by April 2025. In response, the SBP
has cut the policy rate by 1,100 basis points to 11% over the past year.

We believe that with inflation expectations between 7-8%, the central bank could reduce the policy rate
by at least another 100 bps. This would result in savings of PkR 111mn (PkR 5.2 per share), given the
company’s total debt of PkR 18,272mn.
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Growing demand of caustic soda led by higher textile volumes: We forecast a three-year earnings CAGR of
100%, driven by a positive outlook for caustic soda, supported by both improving local textile demand
and a potential surge in exports, particularly to the United States, amid enhanced competitiveness.

To recap, the Trump administration recently increased reciprocal tariffs on Indian apparel exports from
25% to 50%. In 2024, India accounted for approximately 6% of the United States’ total apparel imports,
translating to around USD 4.8bn out of the US’s USD 80bn apparel import bill. This represented 33% of
India’s total apparel exports. Additionally, India exported USD 5.2bn worth of textiles to the US, bringing
total textile and apparel exports to approximately USD 10bn, based on the latest available data.

We believe the continuation of these reciprocal duties on India is likely to benefit Pakistan’s textile and
value-added product exports, leading to increased demand for caustic soda.

On the domestic front, textile demand is also expected to recover, supported by improving consumer
purchasing power and rising consumer confidence. We forecast local textile volumes to grow at a five-
year CAGR of 5%, which should provide an additional boost to caustic soda consumption.

Reciprocal Tariff Caustic soda demand follows yarn demand
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Largest player with capacity of 208k tons: The company holds over 33% market share in caustic soda,
followed by EPCL, NICL and ICL with market shares of 32%, 14% and 22%, respectively. Total domestic
demand stands at approximately 450k tons, while SITC, EPCL, NICL, and ICL have installed capacities of
208k tons, 106k tons, 185k Tons and 160k tons, respectively.

We expect caustic soda demand to grow at a 5-year CAGR of 5%, potentially creating a demand-supply
gap and necessitating capacity expansion by local players. In such a scenario, SITC could leverage surplus
power from its coal plant to support capacity addition.

Additionally, the company holds market shares of 10% in Soap Noodles, 34% in Sodium Hypochlorite,
38% in Hydrochloric Acid, and 65% in Liquid Chlorine, with respective revenue contributions of 10%, 6%,
3%, and 1%.

Caustic soda and Hydrochloric acid production (in 000) Caustic soda demand follows paper and board demand (in 000)
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Demand for other chemical products won’t lag: Pakistan’s economic landscape has improved significantly,
boosting consumer sentiment. Demand for Fast Moving Consumer Goods (FMCG) is expected to grow
robustly, driven by a growing middle class with rising disposable incomes and urbanization. This includes
multipurpose soap, soaps and liquids, paper and pulp, bleaching agents, paint and dye, disinfectants, and
pharmaceuticals, which will increase consumption of other products produced by SITC.

Textile segment to maintain steady growth: As previously discussed, the outlook for yarn demand in
Pakistan is moderately positive but faces challenges due to high energy costs, which are affecting
domestic production and competitiveness. However, the company is expected to witness steady growth
in its textile segment. In-house power production from the cheapest available sources will also benefit
the textile segment by keeping production costs low. Over the past five years, the textile segment has
contributed an average of 17% to the company's topline.

Caustic soda production is moving in tandem with soap and detergent production
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Valuation: We have used blended valuation methodology to calculate the fair value of the company. We
have assumed a risk-free rate of 12%, and an equity risk premium of 6%. Using a terminal growth rate of
3.0%, our Jun26 TP arrives at PkR 1,441/sh, offering an upside of 100%.

The stock is currently trading at FY26E PE of 3.5x and an FY27F PE of 3.0x, as compared to its 10-year
average PE of 8.0 (Excluding Covid year), representing a discount of 56% and 62%, respectively.

Key Risks: (i) delay in coal power plant, (ii) lower than estimated sales, (iii) decline in selling price, (iv)
higher than expected increase in coal prices, and (v) increase in KIBOR rate.

About the company: Established in September 1981, Sitara Chemical Industries Limited is a listed
company with two core divisions; the Chemical Division, which manufactures caustic soda & allied
products, oleo chemicals and the Textile Division, specializing in yarn production.

The Company started with caustic soda production in 1985, with an initial daily output of 30 metric tons.
SITC, over time has undertaken various expansions to reach its current capacity of 630 metric tons per
day. In 1992, SITC ventured into the textile spinning industry and now operates a spinning unit with over
28,000 spindles producing polyester, cotton, and polyester viscose.

From 2001 onwards, SITC started diversifying its portfolio by adding the specialty chemicals, related
verticals and independent plants for industrial gases and oleo chemicals.

In 2016, the Company installed bituminous coal-based power plant of 38 MW to meet its increasing
energy needs. Over the past four decades, SITC has emerged as the operator of the largest Chlor Alkali
complex in Pakistan, contributing significantly towards Pakistan’s industrial progression
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Sitara Chemical Industries Limited (SITC) - Financial Projections

Income Statement FY22A FY23A FY24A FY25E FY26F FY27F
Sales 21,626 27,493 31,112 32,276 35,264 37,849
Gross Profit 2,873 4,480 4,919 5,414 10,734 11,946
Administration expense 764 981 1,132 1,250 1,325 1,418
Selling & Distribution expenses 396 646 574 464 677 771
Finance cost 897 1,612 2,349 1,955 1,783 1,637
Profit before tax 898 1,476 1,142 1,749 6,590 7,687
Tax 243 483 556 655 2,570 2,998
Profit after tax 656 993 586 1,094 4,020 4,689
EPS 30.6 46.3 27.3 51.0 187.6 218.8
DPS 8.0 10.0 10.0 10.0 40.0 45.0
Balance Sheet FY22A FY23A FY24A FY25E FY26F FY27F
Non-Current Assets 21,439 23,242 26,777 32,011 30,660 29,409
Current Assets 11,115 11,698 13,734 13,072 16,175 20,469
Total Assets 32,554 34,940 40,511 45,083 46,835 49,878
Equity 16,038 16,604 18,064 18,886 22,692 26,524
Non-Current Liabilities 4,800 5,827 6,870 12,460 11,645 10,830
Current Liabilities 11,716 12,509 15,577 13,736 12,498 12,525
Total Equity & Liabilities 32,554 34,940 40,511 45,083 46,835 49,878
Ratio FY22A FY23A FY24A FY25E FY26F FY27F
Gross Margin 13% 16% 16% 17% 30% 32%
Net Margin 4% 5% 4% 5% 19% 20%
ROE 4% 6% 3% 6% 18% 18%
P/E 21.5 14.2 24.1 136 3.5 3.0
P/S 0.7 0.5 0.5 0.4 0.4 0.4

Source: Company Accounts, PSX, BMA Research
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Disclaimer

This research report is for information purposes only and does not constitute nor is it intended as an offer or solicitation for the purchase or sale of securities or
other financial instruments. Neither the information contained in this research report nor any future information made available with the subject matter contained
herein will form the basis of any contract. Information and opinions contained herein have been compiled or arrived at by BMA Capital Management Limited from
publicly available information and sources that BMA Capital Management Limited believed to be reliable. Whilst every care has been taken in preparing this
research report, no research analyst, director, officer, employee, agent or adviser of any member of BMA Capital Management Limited gives or makes any
representation, warranty or undertaking, whether express or implied, and accepts no responsibility or liability as to the reliability, accuracy or completeness of the
information set out in this research report. Any responsibility or liability for any information contained herein is expressly disclaimed. All information contained
herein is subject to change at any time without notice. No member of BMA Capital Management Limited has an obligation to update, modify or amend this research
report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or
subsequently becomes inaccurate, or if research on the subject company is withdrawn. Furthermore, past performance is not indicative of future results.

The investments and strategies discussed herein may not be suitable for all investors or any particular class of investor. Investors should make their own investment
decisions using their own independent advisors as they believe necessary and based upon their specific financial situations and investment objectives when
investing. Investors should consult their independent advisors if they have any doubts as to the applicability to their business or investment objectives of the
information and the strategies discussed herein. This research report is being furnished to certain persons as permitted by applicable law, and accordingly may not
be reproduced or circulated to any other person without the prior written consent of a member of BMA Capital Management Limited. This research report may not
be relied upon by any retail customers or person to whom this research report may not be provided by law. Unauthorized use or disclosure of this research report is
strictly prohibited. Members of BMA Capital Management and/or their respective principals, directors, officers and employees may own, have positions or effect
transactions in the securities or financial instruments referred herein or in the investments of any issuers discussed herein, may engage in securities transactions in a
manner inconsistent with the research contained in this research report and with respect to securities or financial instruments covered by this research report, may
sell to or buy from customers on a principal basis and may serve or act as director, placement agent, advisor or lender, or make a market in, or may have been a
manager or a co-manager of the most recent public offering in respect of any investments or issuers of such securities or financial instruments referenced in this
research report or may perform any other investment banking or other services for, or solicit investment banking or other business from any company mentioned in
this research report. Investing in Pakistan involves a high degree of risk and many persons, physical and legal, may be restricted from dealing in the securities market
of Pakistan. Investors should perform their own due diligence before investing. No part of the compensation of the authors of this research report was, is or will be
directly or indirectly related to the specific recommendations or views contained in the research report. By accepting this research report, you agree to be bound by
the foregoing limitations.

BMA Capital Management Limited and / or any of its affiliates, which operate outside Pakistan, do and seek to do business with the company(s) covered in this
research document. Investors should consider this research report as only a single factor in making their investment decision. BMA Research Policy prohibits
research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer/company prior to the publication of a
research report containing such rating, recommendation or investment thesis.

Stock Rating

Investors should carefully read the definitions of all rating used within every research reports. In addition, research reports carry an analyst’s independent view and
investors should ensure careful reading of the entire research reports and not infer its contents from the rating ascribed by the analyst. Ratings should not be used
or relied upon as investment advice. An investor’s decision to buy, hold or sell a stock should depend on said individual’s circumstances and other considerations.
BMA Capital Limited uses a three tier rating system: i) Buy, ii) Neutral and iii) Underperform (new rating system effective Jan 1'18) with our rating being based on
total stock returns versus BMA's index target return for the year. A table presenting BMA's rating definitions is given below:

Old rating system

Valuation Methodology

To arrive at our period end target prices, BMA Capital uses different valuation methodologies including
®  Discounted cash flow (DCF, DDM)

= Relative Valuation (P/E, P/B, P/S etc.)

" Equity & Asset return based methodologies (EVA, Residual Income etc.)




