
                                                     
 
 

 

 
 

March 14, 2011 

Yule Catto  
Buying Opportunity After >3 
Points Taken Off 2011e PE 

What's Changed 
2011e MW EPS  From 14.0p to 15.2p (+8.6%)

 

YULC’s share price has fallen by >14% since the 
release of its FY ‘10 results. This appears to have 
been driven by fears over cost inflation and margin 
pressure in Polymer Chemicals. However, we are 
raising ‘11e MW EPS by >8%, due to the earlier than 
expected closure of the PolymerLatex acquisition. More 
than 3 PE points have been wiped off YULC’s 2011 
valuation in 3 days; this is too much in our view, and we 
see this as an ideal buying opportunity. 

Raising 2011e MW EPS by >8%, price target 
maintained at 285p: With Polymer Chemicals EBIT in 
line, Pharma below expectations, and Impact Chemicals 
ahead, our underlying forecasts remain largely 
unchanged. However, YULC has now said closure of the 
PL deal will occur on 31st March, 2011. This is two 
months earlier than our previous base case estimates, 
and the effect of this additional income from PL drives 
our current year EPS upgrade. With longer-term 
estimates unchanged, our price target remains 285p, 
implying c.44% upside to the current share price. 

Cost inflation clearly an issue, but largely 
manageable, in our view: We fully expect YULC to see 
further margin pressure in Polymer Chemicals as a 
result of cost inflation. However, this does not imply poor 
pricing power. EBITDA per tonne will be largely 
protected in our view, and we argue absolute cost 
inflation will be mitigated. Since YULC’s current CEO 
joined in 2006, despite constantly rising costs, EBITDA 
per tonne looks to have actually risen by c.40%. 

A deeply discounted and attractive valuation: 
Generating a pro forma 2012e post tax ROIC of 14.5%, 
with a FcF yield rising to 9.4% by 2013e and offering 
investors a 2011-15e CAGR in EPS of c.16%, we think 
YULC’s 2012e PE of 8.3x is extremely attractive. 

Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of Morgan Stanley Research. Investors 
should consider Morgan Stanley Research as only a 
single factor in making their investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 
+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may not be 
associated persons of the member and may not be subject to NASD/NYSE restrictions on 
communications with a subject company, public appearances and trading securities held by a 
research analyst account. 
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M O R G A N  S T A N L E Y  R E S E A R C H  
E U R O P E  

Stock Rating 
Overweight 

Industry View 
In-Line Key Ratios and Statistics 

Reuters: YULC.L  Bloomberg: YULC LN 
Chemicals / United Kingdom 

Price target 285p
Shr price, close (Mar 9, 2011) 195p
52-Week Range 245-104p
Mkt cap, curr (mn) £663
Net debt (12/11e) (mn)* £219
EV, curr (mn)* £732
* = GAAP or approximated based on GAAP 

 
Fiscal Year ending 12/10 12/11e 12/12e 12/13e

Revenue (£mn)** 627 1,066 1,259 1,318
EBITDA (£mn)** 70 119 161 183
EBIT (£mn)** 55 89 125 145
EPS (p)** 25.2 15.2 23.6 28.4
ModelWare EPS (p) 25.2 15.2 23.6 28.4
Prior EPS (p)** 23.9 14.0 23.5 28.0
Consensus EPS (p)§ 17.1 17.3 21.8 24.2
P/E** 8.0 12.8 8.3 6.9
EV/revenue* 0.6 0.8 0.7 0.6
EV/EBITDA** 5.2 7.5 5.4 4.5
EV/EBIT** 6.6 10.0 7.0 5.7
Div per shr (p) 4.0 3.1 3.7 4.7
Div yld (%) 2.0 1.6 1.9 2.4
FCF yld ratio (%)** 15.5 (4.2) 5.3 9.4
Net debt (£mn)* 63 219 195 152
Net debt/EBITDA** 0.9 1.8 1.2 0.8
RNOA (%)** 23.0 27.0 14.8 16.2
ROE (%)** 64.0 43.4 22.4 23.4
Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare 
framework (please see explanation later in this note). 
** = Based on consensus methodology 
§ = Consensus data is provided by FactSet Estimates. 
* = GAAP or approximated based on GAAP 
e = Morgan Stanley Research estimates 
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Risk-Reward Snapshot: Yule Catto (YULC.L, 195p, OW, PT 285p) 

Value extraction from PolymerLatex now the key to unlocking value 

285p (+46%)
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Price Target 285p Based on a blended average of our DCF (WACC 8.0%, t-growth 
2.0%), residual income, dividend discount (CoE 9.2%, t-growth 
7.4%) and target multiple models. 

Bull  
Case  
330p 

10.2x Bull 
Case 12e 
EPS 32.5p 

Peak margins return. Peak margins return in underlying Polymer 
Chemicals (c.14%) and PL synergies hit £30m, which leads to an 
EPS of >32p by 2012e. We would ascribe a 10.2x PE multiple. 

Base  
Case  
285p 

12.1x Base 
Case 11e 
EPS 23.6p 

Steady progress, PL synergies hit £20m. Rising input costs 
continue to weigh on PC margin, but integration of PL sees £20m 
of synergies delivered. 

Bear  
Case  
185p 

9.2x Bear 
Case 12e 
EPS 20.1p 

Double-dip, margins trough once more, synergies fail. 
Underlying PC EBIT margin declines to 10.0%, PL synergies fully 
passed on to customers. Bear case EPS of 20.1p by 2012e. 

Polymer Chemicals EBITDA margin contingent on PL synergies 
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Source: Morgan Stanley, FactSet; e=Morgan Stanley Research estimates  

Investment Thesis 
• Restructuring is paying dividends 

(both cost cutting and asset 
disposals), with more to come. 
(William Blythe in Impact Chemicals) 

• Margin resilience in Polymer 
Chemicals has been proven once 
more in a severe downturn, with 
recovery potential not currently in the 
price. 

• Yule Catto’s market positions in 
Polymer Chemicals are stronger than 
the equity market thinks, especially 
post the PL acquisition. 

• £20m of PL synergies are 
conservative at just 4% of target 
sales. 

• A highly compelling valuation – stock 
is trading on a 2012e PER of 8.3x, 
making it the cheapest of the UK 
chemical companies. 

Key Value Drivers 
• Fluctuations in key raw materials, 

comprising styrene, acrylonitrile, 
butadiene and VAM 

• Pricing & volumes in Polymer 
Chemicals given the division 
accounts for >90% of group EBIT 
(especially post PL integration) 

• The value of sterling against key 
currencies like the US dollar and euro 

• New product launches in Pharma 
Chemicals, although the current 
pipeline looks fairly thin 

Potential Catalysts 
• Disposal of William Blythe (2011) 
• Potential solution for Pharma division 
• Moderation in petrochemical raw 

material prices 
• Dividend payment greater than the 5p 

currently earmarked for 2010e 
• April/May, 2011 – Q1 trading update 
• September, 2011 – PL site visit (TBC) 
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Yule Catto’s shares oversold post FY 2010 results, in our view 
Summary & Conclusions 

Following Yule Catto’s FY 2010 results, the company’s share 
price has declined >14% in 3 days. Combined with the fact that 
we are increasing our 2011e MW EPS by >8% (reflecting an 
additional 2 months of PL contribution with the deal completing 
earlier than we had expected), YULC has seen a >3 point 
decline in its 2011e PE (from 16.3x to 12.8x currently). 

We believe the shares have been materially oversold, and 
given the strong share price performance over the past 24 
months, we see this as an excellent buying opportunity. 
We see base case upside of 46%, with our bull case 
suggesting 69% upside to the current share price. We 
believe this offers investors an attractive risk/reward 
profile, with just 6% downside to our bear case scenario. 

Exhibit 1 
Yule Catto – best in sector base case upside 
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Source: Morgan Stanley Research estimates  
 

Addressing concerns over raw material cost inflation 
Our analysis suggests that Yule Catto had to contend with raw 
material cost inflation of up to 45% in certain key petrochemical 
inputs in 2010. The most aggressive moves were seen in 
butadiene, where 2010 saw spot prices almost double against 
the prior year. Whilst VAM was relatively stable (+14% YoY), 
30-40% increases were also reported in styrene and 
acrylonitrile. 

To manage this, the company achieved FY 2010 price 
increases of c.19%. We were always expecting to see a decline 
in margin in Polymer Chemicals in H2 2010 as a result of cost 
inflation, and we fully expect a further contraction in 2011e. 
With selling contracts that typically extend to a quarter 
(although this is being shortened) and raw material contracts 
being increasingly signed on a monthly basis, there is clearly a 
window of exposure to margin pressure in an inflationary 
environment similar to the one currently being experienced. 

However, over a 12 month period, we would expect Yule Catto 
to largely protect EBITDA per tonne. 

Exhibit 2 
Key raw material prices continue to rise 
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Source: Company data, Morgan Stanley Research, Datastream; e=MS Research estimates 
  
Exhibit 3 
Raw material price escalation will lead to lower EBIT 
margins near-term 
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Source: Company data, Morgan Stanley Research; e = Morgan Stanley Research estimates  
 

We do not believe pricing power can be defined in margin 
stability alone. The process of announcing price increases to 
offset the absolute impact of cost inflation is really the key, in 
our view. This essentially translates into protecting EBITDA per 
tonne. 

Our analysis on Yule Catto’s EBITDA per tonne suggests that 
since the current management team took over running Yule 
Catto (CEO Adrian Whitfield joined in 2006), the company has 
delivered an EBITDA per tonne increase of c.40%. 
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Our analysis is based on Yule Catto’s previously disclosed 
volume data for its Latex and Dispersions activities. To arrive at 
a Polymer Chemicals divisional volume estimate, we simply 
took Latex and Dispersions as a percentage of divisional sales, 
and used that as a basis to gross up to divisional volumes. This 
clearly leaves margin for error, but should act as a reasonable 
proxy for profit per tonne analysis in Polymer Chemicals. 

Exhibit 4 
Polymer Chemicals – EBITDA per tonne (£) 
progression 
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Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
 

Whilst 2010 saw a small decline in estimated EBITDA per 
tonne, the trend continues to be positive. Importantly, the 
question will be where divisional PC margin, and EBITDA per 
tonne, accelerate to once we see a moderation in raw material 
cost inflation. It is noteworthy that 2009 saw a step change in 
profitability, which synchs with material cost deflation. This 
implies Yule Catto gives back price increases at a far slower 
rate when costs are deflating. 

Price increases are being announced to recover cost 
inflation 
PolymerLatex has issued a number of press releases already 
suggesting its selling prices are rising: 

• On 4th Jan 2011, PL announced it was raising global prices 
for acrylic and styrene-acrylic dispersions by up to €100/mt 
(effective 15th Jan 2011). 

• On 4th Jan 2011, price increases were announced for its 
range of styrene-butadiene based specialty products 
(PSBR +€70/mt, XSBR +€80/mt, HS-SBR €60/mt) with 
effect from 15th Jan 2011. 

• On 6th Jan 2011, PL said it was raising prices for its range 
of chloroprene latex by €200/mt, effective 15th Jan 2011. 

• On 10th Jan 2011, price increases of 8% (effective 16th Jan 
2011) were announced covering styrene-butadienem 
lattices for the paper and carpet markets. 

• On 14th Jan 2011, PL said it was increasing prices by 5% 
(effective 1st Feb, 2011) for its NBR latex product range. 

• On 16th Feb 2011, PL announced a worldwide 6% price 
increase for its NBR latex product range, effective 1st 
March. 

• On 4th March 2011, price increases (see below) were 
announced across a range of products. 

Exhibit 5 
PolymerLatex price increases announced in March 
Product Price Increase

HS-SBR +€200/mt
CR +€180/mt
XSBR +€150/mt
PSBR +€140/mt
NBR +€130/mt
ABS +€120/mt
Source: Company data, Morgan Stanley Research 
 

• On 4th March 2011, styrene-butadiene price increases of 
5% to the paper and carpet markets were announced with 
immediate effect. 

• On 8th March 2011, acrylic and styrene-acrylic dispersion 
prices were raised €150/mt, effective 1st April 2011. 

• On 8th March 2011, a further $160/mt price increase was 
announced worldwide for NBR latex products, effective 1st 
April 2011. 

Exhibit 6 
Base case forecasts for PolymerLatex revenue 
growth and Polymer Chemicals 
 2011e 2012e 2013e

Volume (%) 4.0/4.0 3.0/6.0 4.0/4.0
Price (%) 5.0/4.0 0.0/1.0 0.0/1.6
Currency (%) -1.0/-1.0 0.0/0.0 0.0/0.0
Source: Morgan Stanley Research estimates
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Yule Catto’s valuation: one of the most attractive within UK Chemicals 
Price target methodologies and risks 
Our price target of 285p implies >40% upside from the current 
share price and is based on the average of four valuation 
methodologies: 

1. Our DCF analysis implies a target of 290p, and is based on 
a WACC of 8.0% and terminal growth rate of 2.0% 

2. Our residual income analysis implies a target of 284p, 
based on the same assumptions as our DCF 

3. Our DDM model implies a target of 285p, and is based on 
a CoE of 9.2%; and 

4. Our target multiple analysis, which implies a fair value of 
283p, and is based on Yule Catto’s shares trading on a 
2012e PE of 12x (a discount of c10% to the historical 
average of 13.3x, reflecting the reduction in margins 
reported across the Pharma division) 

Upside risks include: better than expected net debt reduction, 
further gains from a weaker sterling, a better than expected 
recovery in volumes in Polymer Chemicals, a second wave of 
raw material price deflation, the disposal of William Blythe, 
increased synergies on the PL acquisition (along with better 
pricing power and volume growth opportunities) and an 
over-delivery on cost savings in Polymers and Pharma. 

Downside risks include: a strengthening British pound, rising 
input costs, increasing competition, further price deflation in 
Pharma, a failure to exit William Blythe, a failure to hold onto 
cost savings from the PL acquisition, and a double dip 
downwards in underlying demand. 

Morgan Stanley is acting as financial advisor to PolymerLatex 
Deutschland Beteiligungsgesellschaft mbH ("PolymerLatex") in 
relation to the proposed sale of PolymerLatex to Yule Catto & 
Co. plc as announced on 13 December 2010. PolymerLatex 
has agreed to pay fees to Morgan Stanley for its financial 
services. Please refer to the notes at the end of the report. 

Exhibit 7 
Yule Catto’s PE & EV/EBITDA look low vs history 
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Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
Exhibit 8 
Improvement in ROIC not fully discounted 
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Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
Exhibit 9 
Yule Catto EV/Sales vs EBITDA margin 
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Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
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Exhibit 10 
Yule Catto’s valuation attractive versus its pan-European chemical peers 
  EV/revenue EV/EBITDA EV/net operating assets Price to earnings EBITDA margin (%) 

Company 2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e 2010 2011e 2012e

Akzo Nobel 0.86 0.78 0.73 6.3 5.8 5.2 1.19 1.17 1.12 12.7 11.6 10.7 13.6 13.5 13.9
BASF 1.09 0.91 0.82 6.0 5.3 4.7 1.93 1.84 1.75 10.4 9.4 8.6 18.0 17.2 17.4
Croda 2.56 2.19 2.04 11.1 9.8 8.8 3.69 3.29 3.10 16.8 14.6 12.9 23.1 22.4 23.2
DSM 0.81 0.83 0.77 6.3 5.9 5.2 1.33 1.24 1.16 14.5 12.9 11.5 12.9 14.1 14.8
Johnson Matthey 0.41 0.35 0.30 9.0 8.3 7.3 2.25 2.19 2.04 16.1 14.4 12.8 4.5 4.3 4.1
Kemira 0.89 0.79 0.76 6.9 6.0 5.7 1.20 1.08 1.04 14.4 13.4 13.0 12.9 13.2 13.1
LANXESS 0.89 0.82 0.79 6.7 7.0 6.3 2.04 1.71 1.58 11.8 13.1 11.4 13.1 11.8 12.5
Rhodia 0.88 0.68 0.60 5.5 4.2 3.7 2.39 2.02 1.85 9.9 6.2 5.4 16.1 16.1 16.3
Solvay 0.74 0.80 0.78 5.0 5.2 5.0 1.08 1.13 1.12 23.5 26.0 22.9 14.8 15.3 15.8
Victrex 5.14 4.65 4.20 11.5 9.9 8.9 6.18 5.91 5.28 18.4 15.3 13.8 44.9 47.1 47.1
Wacker Chemie 1.61 1.49 1.36 6.4 5.7 5.0 1.98 1.77 1.59 13.0 10.8 9.3 25.1 26.1 27.4
Yule Catto 0.69 0.90 0.74 6.2 8.1 5.8 1.29 1.32 1.23 8.0 12.9 8.3 11.1 11.2 12.8
Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
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Valuation Models 
Exhibit 11 
Yule Catto DCF Model 

£m 2011e 2012e 2013e 2014e T Year CAGR
Polymer Chemicals 990 1179 1237 1219 1210 5.1%
Pharma Chemicals 64 65 67 68 69 2.0%
Impact Chemicals 33 35 36 36 37 3.0%
Group Sales 1087 1279 1339 1323 1316 4.9%

Polymer Chemicals 91 125 145 144 137 10.8%
EBIT Margin 9.2% 10.6% 11.8% 11.8% 11.3%
Pharma Chemicals 5 5 5 5 6 3.7%
EBIT Margin 7.5% 8.0% 8.0% 8.0% 8.0%
Impact Chemicals 4 4 4 4 4 3.0%
EBIT Margin 11.8% 11.8% 11.8% 11.8% 11.8%
Other -10 -10 -10 -10 -10
Pension Adjustment 0 0 0 -1 -2
Group EBIT 89 125 145 143 135 10.9%
EBIT Margin 8.2% 9.8% 10.8% 10.8% 10.2%

Tax Rate 23.0% 24.0% 25.0% 27.0% 27.0%
Tax  20 30 36 39 36
NOPLAT 69 95 109 104 98
D&A 30 37 38 38 39

Gross FcF 98 132 146 142 138 8.8%

WC -15 -14 -13 -11 -10
Capex -45 -40 -40 -40 -44
Other 0 0 0 0 0

Operating FcF 38 78 93 91 1516

NPV of FcF 1273 TV 1431
Net Debt 288
Implied Equity 985
NoS 339.9
DCF Value Per Share 2.90
Current Share Price 1.98
Upside/(Downside) 46.3%

WACC 8.0%
T-Growth Rate 2.0%

% of EV
Net Debt 2011e 288 30%
Equity 673 70%
EV 961

CoE 9.2%
Risk Free Rate 6.0%
Risk Premium 3.0%
Beta 1.1
CoD (post tax shield) 5.3%
Risk Free Rate 5.0%  

Source: Morgan Stanley Research 
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Exhibit 12 
Yule Catto RI Model 
Yule Catto Residual Income Model
£mn 2011e 2012e 2013e 2014e T Year
EBITA 89.1 125.1 144.8 142.8 134.9
Tax Rate 23.0% 24.0% 25.0% 27.0% 27.0%
Taxes -20.5 -30.0 -36.2 -38.5 -36.4
NOPLAT 68.6 95.1 108.6 104.2 98.5

NOA Start of Year 616 654 680 704 713
WACC 8.0% 8.0% 8.0% 8.0% 8.0%
Capital Charge -49.5 -52.6 -54.6 -56.6 -57.3
EVA 19.1 42.5 53.9 47.6 740.6
RNOA 11.1% 14.5% 16.0% 14.8% 13.8%

NPV of EVA Streams 635.0 T Value 699.4
NOA Start of Year 616.4 NPV T Value 439.9
Total Implied EV 1251.5 T Value Weight 35.2%
Net Debt 288.0
Equity Value 963.5
Number of Shares (m) 339.9
Implied Value Per Share (£) 2.84

WACC 8.0%
Terminal Growth 2.0%

Implied Terminal Growth Rate 2.029%
RONOA 14.0%
NOPLAT 98.5
FcF 84.2  

Source: Morgan Stanley Research 
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Exhibit 13 
Yule Catto DDM Model 
Yule Catto 1 2 3 4 5 6
Dividend Discount Model (Perpetual Growth) 2011e 2012e 2013e 2014e 2015e T Value
Net Profit After MI 51.6 80.1 96.6 95.7 93.8
Equity Book Value (Excl. MI) 366.3 424.9 502.3 574.9 639.6
RoE 14% 19% 19% 17% 15%
Total Dividend Cash Outflow -10.5 -12.6 -15.8 -19.8 -25.7
Dividend Payout (% Net Profit) 20.4% 15.8% 16.4% 20.6% 27.4%
Dividend (Per Share) 3.1 3.7 4.7 5.8 7.6 452.4
CoE 9.2% 9.2% 9.2% 9.2% 9.2% 9.2%
Discount Factor 0.92 0.84 0.77 0.70 0.64 0.59
Discounted Dividend Cash Flows 2.84 3.12 3.57 4.08 4.86 266.41

Implied Dividend Growth 7.4%
Normalised Retention Ratio 44.5%  
Normalised RoE 16.7%
DDM Model (Dividend Growth) 285 DCF RI DDM Multiple AVG
Current Share Price 198 2.90 2.84 2.85 2.83 2.85
Upside/(Downside) 43.9%  

Source: Morgan Stanley Research 
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Financial Forecasts 
Exhibit 14 
Yule Catto – half yearly forecasts 
£mln  H1 10 H2 10 FY 2010 H1 11e H2 11e FY 2011e
Segmental Sales   
Polymer Chemicals 278.8 273.2 552.0 447.3 542.9 990.2
Pharma Chemicals 33.8 29.1 62.9 33.0 31.2 64.2
Impact Chemicals 14.1 16.8 30.9 16.5 16.5 33.0
Group Sales 326.7 319.1 645.8 496.8 590.6 1087.4
Less Associates/JVs (Synthomer & Harco) -9.7 -9.4 -19.0 -10.9 -10.9 -21.7
Reported Sales 317.0 309.7 626.8 485.9 579.7 1065.6
   
Sales Growth   
Polymer Chemicals (%) 28.4 20.7 21.4 60.4 98.7 79.4
Pharma Chemicals (%) -5.3 -1.5 -3.6 -2.4 7.1 2.0
Impact Chemicals (%) 22.2 39.6 31.1 17.0 -1.4 7.0
Group Sales Growth (%) 23.6 19.1 18.8 88.0 120.5 104.3
Associates Sales Growth (%) 23.2 23.1 23.1 38.6 43.0 40.8
Reported Sales Growth (%) 23.6 19.0 18.7 89.5 122.7 106.2
   
Segmental EBITA pre restructuring   
Polymer Chemicals 29.2 27.6 56.7 38.5 52.1 90.6
Pharma Chemicals 3.0 1.5 4.5 2.8 2.0 4.8
Impact Chemicals 1.6 2.0 3.5 1.9 2.0 3.9
Holding Companies -5.0 -4.8 -9.8 -4.9 -4.9 -9.8
Group EBITA 28.7 26.2 54.9 38.3 51.2 89.5
   
Segmental EBITA (pre restructuring) Margins   
Polymer Chemicals (%) 10.5 10.1 10.3 8.6 9.6 9.2
Pharma Chemicals (%) 8.8 5.1 7.1 8.5 6.5 7.5
Impact Chemicals (%) 11.2 11.7 11.5 11.8 11.8 11.8
Group EBITA Margin (%) 8.8 8.2 8.5 7.7 8.7 8.2
   
Amortisation of Goodwill 0.0 0.0 0.0 0.0 0.0 0.0
   
EBIT (pre restructuring) 28.7 26.2 54.9 38.3 51.2 89.5
Exceptionals 12.4 0.7 13.1 -17.4 -11.6 -29.0
Net Interest -4.7 -3.2 -7.8 -10.4 -8.5 -18.9
PBT pre GW 24.0 23.0 47.0 27.9 42.7 70.6
Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
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Exhibit 15 
Yule Catto P&L Account 
£mln 2010 2011e 2012e 2013e 2014e 2015e

Group Sales 645.8 1087.4 1279.2 1339.1 1323.2 1316.4
Less Associates/JVs (Synthomer & Harco) -19.0 -21.7 -20.5 -21.4 -21.2 -21.1
Reported Sales 626.8 1065.6 1258.7 1317.7 1302.0 1295.3
Depreciation -14.6 -29.8 -36.8 -37.5 -38.2 -39.5
Cost of Sales -485.7 -829.2 -953.3 -985.6 -969.4 -961.7
Gross Profit 126.5 206.6 268.6 294.6 294.4 294.2
Gross Margin % 19.6 19.0 21.0 22.0 22.3 22.4
Distribution Costs -46.0 -75.4 -92.4 -96.0 -96.6 -100.9
Research & Development Expense -11.5 -18.8 -23.1 -24.0 -24.2 -25.2
General Administration Expense -17.0 -27.9 -34.2 -35.5 -35.7 -37.3
Other Income 0.0 0.0 0.0 0.0 0.0 0.0
Associates/JVs 2.9 4.9 5.8 6.1 6.0 6.0
Total Operating Costs plus JVs -71.6 -117.1 -143.9 -149.5 -150.5 -157.4
EBITDA 69.5 119.3 161.5 182.7 182.1 176.3
EBITDA Margin % 11.1 11.2 12.8 13.9 14.0 13.6
EBITA (Pre Exceptionals) 54.9 89.5 124.7 145.1 143.9 136.8
Margin % 8.5 8.2 9.7 10.8 10.9 10.4
EBITA (Post Exceptionals) 68.0 60.5 119.7 145.1 143.9 136.8
Margin % 10.5 5.6 9.4 10.8 10.9 10.4
EBIT (Pre Exceptionals) 54.9 89.5 124.7 145.1 143.9 136.8
Margin % 8.5 8.2 9.7 10.8 10.9 10.4
Interest Income 0.4 0.5 0.5 0.5 0.5 0.5
Rate % 1.2 1.2 1.2 1.2 1.2 1.2
Interest Expense -8.3 -19.3 -16.2 -12.5 -8.8 -4.5
Rate % 8.3 7.6 7.0 6.7 6.5 5.0
Amortisation of GW 0.0 0.0 0.0 0.0 0.0 0.0
Exceptionals 13.1 -29.0 -5.0 0.0 0.0 0.0
PBT (Pre GW & Exceptionals) 47.0 70.6 108.9 133.1 135.5 132.8
PBT (Post GW & Exceptionals) 60.1 41.6 103.9 133.1 135.5 132.8
Income & Trade Taxes -9.1 -16.2 -26.1 -33.3 -36.6 -35.8
Tax Rate (%) 19.3 23.0 24.0 25.0 27.0 27.0
PAT (Pre GW & Exceptionals) 37.9 54.4 82.8 99.8 98.9 96.9
PAT (Post GW & Exceptionals) 51.0 25.4 77.8 99.8 98.9 96.9
Minority Interests -1.3 -2.7 -2.7 -3.2 -3.2 -3.1
  
Net Profit (Pre GW & Exceptionals) 36.6 51.6 80.1 96.6 95.7 93.8
Net Profit (Post GW & Exceptionals) 49.7 22.6 75.1 96.6 95.7 93.8
Profit Attributable to Ord. Shareholders 49.7 22.6 75.1 96.6 95.7 93.8
Transfer to Reserves 49.7 22.6 75.1 96.6 95.7 93.8
  
EPS Classifications   
Ordinary Number of Shares (m) 145.6 339.9 339.9 339.9 339.9 339.9
Diluted Number of Shares (m) 145.6 339.9 339.9 339.9 339.9 339.9
Average Basic Shares Outstanding (m) 145.6 242.8 339.9 339.9 339.9 339.9
ModelWare EPS (Pre GW & Exceptionals) 25.2 15.2 23.6 28.4 28.2 27.6
Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
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Exhibit 16 
Yule Catto Balance Sheet Statement 
£mln 2010 2011e 2012e 2013e 2014e 2015e

Current Assets   
Cash and Marketable Securities 36.2 36.2 36.2 36.2 36.2 36.2
Inventories 65.4 81.2 93.4 103.1 112.5 118.5
Trade Receivables 111.3 134.7 150.9 160.7 168.0 173.8
Fixed Assets   
Net Fixed Assets 102.6 493.2 496.4 498.9 500.7 505.2
Investments 3.7 8.7 14.5 20.6 26.6 32.5
Goodwill 124.0 124.0 124.0 124.0 124.0 124.0
Other Assets 23.3 23.3 23.3 23.3 23.3 23.3
Total Assets 466.5 901.2 938.7 966.8 991.3 1013.5
Short-Term Liabilities   
Short-Term Debt 9.9 9.9 9.9 9.9 9.9 9.9
Trade Payables 66.0 90.0 104.9 111.1 116.4 118.5
Taxes Payable 28.8 28.8 28.8 28.8 28.8 28.8
Other Current Liabilities 74.1 74.1 74.1 74.1 74.1 74.1
Long-Term Liabilities   
Long-Term Debt 89.7 245.3 221.5 178.1 124.7 80.2
Deferred Tax 6.7 6.7 6.7 6.7 6.7 6.7
Other Provisions (Post Retirement) 66.0 80.1 67.9 55.7 55.7 55.7
Other Liabilities 0.1 0.1 0.1 0.1 0.1 0.1
Total Liabilities 341.2 534.9 513.8 464.5 416.4 373.9
Net Current Assets 287.8 698.5 721.1 742.9 762.1 782.3
Capital & Reserves   
Called-up Share Capital 14.6 247.4 247.4 247.4 247.4 247.4
Reserves 104.4 109.9 165.8 240.0 309.4 370.9
Minority Interest 6.2 9.0 11.7 14.9 18.1 21.3
Shareholder's Funds 125.2 366.3 424.9 502.3 574.9 639.6
Balance 0.00 0.00 0.00 0.00 0.00 0.00
Total Equity & Liabilities 466.5 901.2 938.7 966.8 991.3 1013.5
Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
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Exhibit 17 
Yule Catto Cash Flow Statement 
£mln 2010 2011e 2012e 2013e 2014e 2015e

Sources of Cash   
Pre Exceptional EBIT 54.9 89.5 124.7 145.1 143.9 136.8
Less Share of Associates -2.9 -4.9 -5.8 -6.1 -6.0 -6.0
Depreciation 14.6 29.8 36.8 37.5 38.2 39.5
Amortisation 0.0 0.0 0.0 0.0 0.0 0.0
Profit (Loss) on Disposal of FA 0.0 0.0 0.0 0.0 0.0 0.0
Dividends from Associates 2.7 0.0 0.0 0.0 0.0 0.0
Exceptionals -1.4 -29.0 -5.0 0.0 0.0 0.0
Total Sources of Cash 67.8 85.4 150.7 176.6 176.1 170.3
  
Uses of Cash   
Change in Stocks -8.4 -15.8 -12.2 -9.7 -9.4 -6.0
Change in Debtors -14.2 -23.4 -16.3 -9.8 -7.3 -5.7
Change in Creditors 10.7 24.0 14.9 6.3 5.3 2.0
Change in Working Capital -11.9 -15.2 -13.6 -13.2 -11.4 -9.7
Capex 10.5 45.0 40.0 40.0 40.0 44.0
Maintenance Capex 10.2 20.9 25.7 26.3 26.8 27.6
Growth Capex 0.3 24.1 14.3 13.7 13.2 16.4
Equity Dividends 2.9 10.5 12.6 15.8 19.8 25.7
Minority Dividends 6.6 6.6 6.6 6.6 6.6 6.6
Total Dividends Paid 9.5 17.1 19.2 22.4 26.3 32.3
Tax 8.7 16.2 26.1 33.3 36.6 35.8
Net Interest 7.8 18.9 15.8 12.1 8.4 4.1
Additional Pension Payments 12.2 -14.1 12.2 12.2 0.0 0.0
Other/Currency -1.9 0.0 0.0 0.0 0.0 0.0
Total Uses of Cash 58.8 98.3 126.9 133.1 122.7 125.9
  
Net Operating Cash Inflow (Outflow) 9.0 -13.0 23.7 43.4 53.4 44.5
  
Acquisitions 0.0 -375 0.0 0.0 0.0 0.0
Disposals 15.7 0.0 0.0 0.0 0.0 0.0
  
Issue of Ordinary Share Capital 0.0 233 0.0 0.0 0.0 0.0
Net Financing 15.7 -142.6 0.0 0.0 0.0 0.0
  
Net Cash Inflow (Outflow) 24.7 -155.5 23.7 43.4 53.4 44.5
  
Net Debt (Cash) Open 88.0 63.4 218.9 195.2 151.7 98.4
Net Debt (Cash) Close 63.4 218.9 195.2 151.7 98.4 53.9
Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
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Exhibit 18 
Divisional Sales, EBITDA and EBIT 
£mln 2010 2011e 2012e 2013e 2014e 2015e

Segmental Sales   
Polymer Chemicals 552.0 990.2 1179.0 1236.6 1218.6 1209.7
Pharma Chemicals 62.9 64.2 65.5 66.8 68.1 69.5
Impact Chemicals 30.9 33.0 34.7 35.7 36.4 37.2
Total Sales 645.8 1087.4 1279.2 1339.1 1323.2 1316.4
  
Segmental Sales Growth (%)   
Polymer Chemicals (%) 21.4 79.4 19.1 4.9 -1.5 -0.7
Pharma Chemicals (%) -3.6 2.0 2.0 2.0 2.0 2.0
Impact Chemicals (%) 31.1 7.0 5.0 3.0 2.0 2.0
Total Sales Growth (%) 18.8 68.4 17.6 4.7 -1.2 -0.5
  
Segmental Operating Profit   
Polymer Chemicals 56.7 90.6 125.2 145.4 144.0 136.7
Pharma Chemicals 4.5 4.8 5.2 5.3 5.4 5.6
Impact Chemicals 3.5 3.9 4.1 4.2 4.3 4.4
Holding Company Costs -9.8 -9.8 -9.8 -9.8 -9.8 -9.8
Total Operating Profit 54.9 89.5 124.7 145.1 143.9 136.8
  
Segmental Operating Margin (%)   
Polymer Chemicals (%) 10.3 9.2 10.6 11.8 11.8 11.3
Pharma Chemicals (%) 7.1 7.5 8.0 8.0 8.0 8.0
Impact Chemicals (%) 11.5 11.8 11.8 11.8 11.8 11.8
Total Operating Margin (%) 8.5 8.2 9.7 10.8 10.9 10.4
  
Depreciation by Division   
Polymer Chemicals 9.6 24.7 31.6 32.2 32.8 33.9
Pharma Chemicals 4.5 4.6 4.7 4.8 4.9 5.0
Impact Chemicals 0.1 0.1 0.1 0.1 0.1 0.1
Other 0.4 0.4 0.4 0.5 0.5 0.5
Total 14.6 29.8 36.8 37.5 38.2 39.5
  
Divisional EBITDA   
Polymer Chemicals 66.4 115.3 156.8 177.6 176.8 170.6
Pharma Chemicals 9.0 9.4 9.9 10.1 10.3 10.5
Impact Chemicals 3.6 4.0 4.2 4.3 4.4 4.5
Other -9.4 -9.4 -9.4 -9.4 -9.4 -9.4
Total 69.5 119.3 161.5 182.7 182.1 176.3
Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 

 



 

 
 15 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

March 14, 2011 
Yule Catto 

Exhibit 19 
Polymer Chemicals (excluding PL) divisional P&L 
£m 2010 2011e 2012e 2013e 2014e 2015e

Sales 552.0 596.1 637.9 673.8 667.1 663.8
Sales Growth (%) 24.5 8.0 7.0 5.6 -1.0 -0.5
Volume (%)  4.0 6.0 4.0 -2.0 -1.0
Price (%)  5.0 1.0 1.6 1.0 0.5
Currency (%)  -1.0 0.0 0.0 0.0 0.0
COGS -442.7 -483.3 -513.7 -534.2 -531.6 -530.5
Raw Material Inflation (%) 31.4 9.2 6.3 4.0 -0.5 -0.2
Variable -323.5 -359.4 -384.8 -400.2 -392.2 -388.2
Fixed -119.2 -124.0 -128.9 -134.1 -139.5 -142.2
Fixed Cost Inflation (%) 4.1 4.0 4.0 4.0 4.0 2.0
Gross Profit 109.3 112.8 124.2 139.6 135.5 133.3
Gross Margin (%) 19.8 18.9 19.5 20.7 20.3 20.1
Operating Costs -42.9 -43.8 -44.7 -45.6 -46.5 -47.4
Growth % 0.3 2.0 2.0 2.0 2.0 2.0
EBITDA 66.4 69.0 79.5 94.0 89.0 85.9
EBITDA Margin % 12.0 11.6 12.5 14.0 13.3 12.9
D&A -9.6 -9.7 -9.8 -9.9 -10.0 -10.1
EBIT 56.7 59.3 69.7 84.1 79.0 75.7
EBIT Margin % 10.3 9.9 10.9 12.5 11.8 11.4
Source: Company data, Morgan Stanley Research; e=Morgan Stanley Research estimates 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients 
uncover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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. 
Stock Price, Price Target and Rating History (See Rating Definitions) 
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Industry Coverage:Chemicals 

Company (Ticker) Rating (as of)Price* (03/10/2011)

Peter J Mackey 
Air Liquide (AIRP.PA) E (12/10/2009) €93.18
Clariant (CLN.VX) ++ SFr15.1
DSM (DSMN.AS) U (03/04/2010) €42.45
Kemira (KRA1V.HE) U (07/29/2010) €10.79
Linde (LING.DE) E (11/04/2010) €111.9
Rhodia (RHA.PA) O (12/20/2010) €20.23
Solvay (SOLB.BR) E (04/09/2009) €82.6
Wacker Chemie (WCHG.DE) E (05/20/2010) €132.3
Amy L Walker 
Arkema S.A. (AKE.PA) O (09/30/2010) €56.71
Paul R Walsh 
Akzo Nobel (AKZO.AS) O (04/03/2008) €47.94
BASF (BASFn.DE) O (07/30/2009) €58.73
Croda (CRDA.L) O (08/31/2006) 1,590p
Johnson Matthey (JMAT.L) E (09/14/2009) 1,830p
K+S AG (SDFG.DE) E (01/14/2010) €54.24
LANXESS (LXSG.DE) E (07/16/2010) €53.15
SABIC (2010.SE) O (05/26/2009) SAR101.5
Syngenta (SYNN.VX) E (04/14/2010) SFr300
Victrex (VCTX.L) E (06/04/2010) 1,313p
Yara ASA (YAR.OL) E (09/02/2010) NKr267.9
Yule Catto (YULC.L) O (02/15/2011) 197p

Stock Ratings are subject to change. Please see latest research for each company. 
* Historical prices are not split adjusted. 
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