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British Polythene Industries
Year Revenue PBT* EPS* DPS PE Yield
End (Em) (Em) (9) (p) (] (%)
12/06 414 14.0 38.5 22.0 7.3 7.9
12/07e 425 11.5 32.0 22.0 8.7 7.9
12/08e 445 12.5 35.2 22.0 7.9 7.9

Note: *PBT and EPS are normalised, excluding goodwill amortisation and exceptional items

Investment summary: Challenging trading

December’s profit warning was not unexpected against the backdrop of high oil
prices, an industry capacity shortage for raw material ethylene and weakening UK
demand. We remain confident that the dividend will be paid, as in other downturns,

which means the focus remains on repairing margins by passing on price increases.

Reduction in forecasts
BP!I's statement of a 156% fall from 2006 profit levels implies a PBT of ¢.£11.5m after

£0.6m of net restructuring costs. This is a 20% reduction in our forecasts. A larger
anticipated raw material price in January might ironically give BPI back some pricing
power. We have cut 2008 PBT by £1.5m to £12.5m.

Volumes decline apart from silage stretchwrap

BPI reports that demand is patchy across many sectors, with only silage stretchwrap
(12% of sales) showing growth in H2. After a strong year in agricultural sales and with
the normal resilience in retail markets, lower industrial and construction demand

might bring back volumes overall in 2008.

Polymer prices hit all time high

Polymer prices remained at high levels (just below £900/1) in Q4, keeping the
pressure on margins, which dropped to 2.2% in H2. In fact at £875/t in 2007, the
polymer price was at its highest ever average level. While high prices encourage
down-gauging (lower volume) and weakening sterling will not help input costs,
management is keen to take a firm approach with pricing to rebuild margins. In fact
an anticipated £70-100 polymer price increase in January is large enough for BPI to
be able to pass on costs directly to customers and potentially recoup some of the

autumn erosion.

Valuation: Base value

While there is no visible short-term catalyst to reverse the share price decline, history
suggests BPI will see a highly geared recovery once markets and sentiment improve.
On an on unusually low premium to net assets (25%) for an industrial, with a ¢.8.0%
yield, and with a dividend that has been paid through two previous downturns, we
think BPI is near a base valuation. We also note that many of the board directors

buying shares, so they have confidence in the long term-value.
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Share details

Code BPI

Listing Full

Sector General Industrial

Shares in issue 26.0m

Price

52 week High Low
506p 238p

Balance Sheet as at 31 December 2007

Debt/Equity (%) * 112
NAV per share (p) * 219
Net borrowings (£m) * 64
* estimates

Business

BPI is one of the largest manufacturers
of polythene fim and bags from polymer
in Europe.

Valuation
2006 2007e 2008e

P/E Relative 49% 66% 65%
P/CF 3.7 3.1 2.7
EV/Sdes 0.3 0.3 0.3
ROE 19% 15% 15%
Geography based on revenues

UK Europe us Other

66% 31% 0% 3%
Analyst
Mark Dichlian 020 7190 1755

mdichlian@edisoninvestmentresearch.co.uk
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Review of autumn visit to Heanor site

In the autumn, BPI hosted an analysts’ visit to its Heanor recycling site. The visit highlighted many
of the long-term strengths of the group and gives some reassurance that short-term trading
difficulties can be overcome. It is worth looking at the graph below, which shows how the margin

performance has dipped and recovered across several cycles.

Exhibit 1: BPI performance across the cycle
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Recycling expansion

With a scrap polyethene price averaging £300-400/t against a raw material polyethene price of
£800-900/t, there is a good business case to make products from recycled material, even if it is
used in less sophisticated products. BPI produces 83k tonnes of product from both its own (58k
tonnes) and others’ recycled plastic. While there has been a decline in scrap supplies due to
exports to the Far East, this decline is slowing and BPI has upgraded some of its facilities to take
more difficult (and profitable) scrap supplies, like agricultural waste. Recycled products like damp
proofing, garden furniture and decking, and a range of refuse sacks are sold across many

industries including building, health, retail, local authority and catering.

Silage stretchwrap continues to grow

One area of continued strength is Silage stretchwrap, which accounts for about 12% of group
sales. Multiwrap and high tack technologies have improved the properties of the product and
maintained BPI's competitive edge. The business is a worldwide one and expansion into Eastern
block countries has helped growth. However with all plants running at close to capacity, further

growth depends on new investment decisions like the investment already announced in the UK.

Plastic printing expertise

Although a small part of the overall business, a presentation from Promopack’s management
emphasised the benefits of maintaining in house printing expertise. Promopack supplies plates and
art work to BPI and to other UK flexographics printers, (N.B. printing on plastics uses flexographics
rather than lithographics used for paper) as well providing packaging design for BPI. The business
gives BPI a strong technical competitive advantage over other film producers when bidding for new
work. As the only UK plate producer to use a solvent free process, it also has a competitive
advantage in its own market with a quicker process and no environmental costs. While only a small

part of BPI, this is a self funding centre of design for the group.
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Exhibit 2: Company data sheet

Operations

Performance

BPI has 25 plants, located in the UK (19), Belgium(2), Netherlands, Canada(2)
and China. Operations are managed as four UK businesses (250k tonnes) and
one in Europe (60k tonnes). Main European competitors: RKW (Ger), Trioplast
(Swe), Aspla (Spa), Manuli (Italy). Main UK competitors: Britton, Total, Amcor.

Raw material polymers are bought from multiple sources including Dow
Chemicals, Exxon Mobil, Ineos & SABIC & account for ¢.60% of group sales.

Film

858838

T

/\

~V

2008 2004 2006 2006 2007e 2008e

plants take waste from its operations and from customers, and recycle it into

‘ —— Group operating profit/ tonne ‘

The 105k tonne operation is run from six factories in the UK and a sales office
in Ireland, and combines the film and stretch film operations. Product is either
sold to other parts of the group to convert into higher added value products or
direct to customers. The main agricultural and horticultural markets are truly
international and the recent acquisition adds ¢.12k tonnes capacity in Canada
and grain bags as a new product. Main products are stretch-wrap and shrink- 00T £m
wrap (silage, packaging and food), and sheet (poly tunnels, horticultural bags). g 20

270 4 + 15
Recycled |
BPI operates five plants in the UK and one in China and is the largest re- %: T
processor of polyethylene in Europe, producing ¢.80k tonnes of product. The g |_| 5

t 0

products like refuse sacks or building films. The lowest grade plastic is
converted into moulded products like garden furniture. Having a recycling
operation improves the group’s efficiency. It is a fragmented market and waste
is increasingly going to the Far East, where labour costs for sorting are
cheaper. Supply of waste polyethene is short due to high demand from the Far
East (UK is 65% export).

Converted Product — Industrial/Consumer

In this business, BPI makes c¢.70k tonnes polyethylene film into specific
products by printing and converting it. In total there are eight plants and the
business is run as two separate operations: Industrial, which produces heavy
duty sacks, large bags and pallet shrink wrap/hoods as well as short-run
packaging products; and Consumer, which does not extrude, but processes a
wide range of printed bags for produce and the food industry. Converted
products has a higher added value content than the film business.

Europe

This business runs the group’s one Dutch and two Belgian plants (60k tonnes).
It replicates the UK Film and Converted Products operations, although it
performs limited recycling. The three strongest non-UK territories for BPI are
Belgium, Netherlands and France, which each account for about 5% of group
sales. (N.B. Ireland is serviced from the UK.) The main products are: silage
wrap, printed film and heavy duty sacks.
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Exhibit 3: Financial information

£m 2004 2005 2006 2007e 2008e
31-December IFRS IFRS IFRS IFRS IFRS
PROFIT & LOSS
Revenue 359.4 410.2 414.2 425.0 445.0
Cost of Sales (300.5) (338.7) (352.4) (362.6) (379.2)
Gross Profit 58.9 71.5 61.8 62.5 65.9
EBITDA 26.8 36.6 29.8 27.3 28.8
Operating Profit (before GW and except.) 13.7 23.3 17.1 14.5 16.0
Goodwill Amortisation 0.0 0.0 0.0 0.0 0.0
Exceptionals 0.0 0.0 0.0 0.0 0.0
Other 0.2 (0.9) (0.3) 1.0 1.0
Operating Profit 13.9 22.9 16.7 15.5 17.0
Net Interest (2.9 (8.2 (2.7) (4.0 (4.5)
Profit Before Tax (norm) 11.0 19.7 14.0 11.5 12.5
Profit Before Tax (FRS 3) 11.0 19.7 14.0 11.5 12.5
Tax (2.9 (5.4 (3.9 (8.1) (8.3
Profit After Tax (norm) 8.1 14.3 10.1 8.4 9.3
Profit After Tax (FRS3) 8.1 14.3 10.1 8.4 9.3
Average Number of Shares Outstanding (m) 25.7 25.7 26.0 26.0 26.0
EPS - normalised (p) 31.5 54.3 38.5 32.0 35.2
EPS - FRS 3 (p) 31.5 55.3 38.8 32.2 35.5
Dividend per share (p) 21.0 22.0 22.0 22.0 22.0
Gross Margin (%) 16.4 17.4 14.9 14.7 14.8
EBITDA Margin (%) 7.5 8.9 7.2 6.4 6.5
Operating Margin (before GW and except.) (%) 3.8 5.7 441 3.4 3.6
BALANCE SHEET
Fixed Assets 90.7 93.5 85.4 87.4 88.6
Intangible Assets 2.6 2.0 2.1 1.5 1.3
Tangible Assets 79.4 79.2 77.3 79.8 81.3
Investment/tax credits 8.7 12.3 6.0 6.1 6.0
Current Assets 121.3 119.4 120.5 124.9 130.6
Stocks 58.4 55.3 59.5 61.1 63.9
Debtors 61.9 63.2 60.5 62.8 65.6
Cash 1.0 0.9 0.5 1.0 1.0
Current Liabilities (104.9) (75.5) (68.3) (73.8) (83.7)
Creditors (70.4) (68.7) (60.9) (66.4) (76.3)
Short term borrowings (34.5) (6.8) (7.4) (7.4) (7.4)
Long Term Liabilities (71.0) (100.2) (83.2) (81.5) (75.5)
Long term borrowings (23.2) (41.2) (45.1) (57.6) (57.6)
Other long term liabilities (47.8) (59.0) (38.1) (23.9) (17.9)
Net Assets 36.1 37.2 54.4 57.0 60.0
CASH FLOW
Operating Cash Flow 16.4 33.8 19.4 23.3 26.8
Net Interest (3.0) (3.2) (2.8) (4.0) 4.2)
Tax (3.2 (4.0 (5.6) (8.1) (8.3
Capex (13.0 (11.6) (11.6) (12.9) (13.3)
Acquisitions/disposals 0.0 0.0 0.0 (5.9) 0.0
Financing (0.2) 0.0 1.4 (3.7) (0.3)
Dividends (5.4 (5.4) (5.7) (5.7) (5.7)
Net Cash Flow (8.4) 9.6 4.9 (12.0) 0.1
Opening net debt/(cash) 48.3 56.7 471 52.0 64.0
HP finance leases initiated 0.0 0.0 0.0 0.0 0.0
Other (0.0 (0.0 0.0 0.0 (0.0
Closing net debt/(cash) 56.7 471 52.0 64.0 64.0

Source: Company accounts/Edison Investment Research

EDISON INVESTMENT RESEARCH LIMITED

Edison is Europe’s leading independent investment research company. With a team of 44 including 29 analysts supported by a department of supervisory analysts, editors and
assistants, Edison writes on more than 200 companies across every sector. Working directly with corporates, investment banks and fund managers, Edison’s research is read by
every major institutional investor in the UK, as well as by the private client broker and international investor communities. Edison was founded in 2003 and is authorised and regulated
by the Financial Services Authority.

DISCLAIMER

Copyright 2008 Edison Investment Research Limited. All rights reserved. This report has been commissioned by British Polythene Industries and prepared and issued by Edison
Investment Research Limited for publication in the United Kingdom. All information used in the publication of this report, has been compiled from publicly available sources that are
believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of
Edison Investment Research Limited at the time of publication. The research in this document is intended for professional advisors in the United Kingdom for use in their role as
advisors. It is not intended for private individuals or investors. This is not a solicitation or inducement to buy, sell, subscribe, or underwrite securities or units. This document is
provided for information purposes only and should not be construed as an offer or solicitation for investment. This research is non-objective. Edison Investment Research Limited
does not conduct investment business and as such does not hold any positions in the securities mentioned in this report. However its directors, officers, employees and contractors
may have a position in any or related securities mentioned in this report. Edison Investment Research Limited or its affiliates may perform services or solicit business from any of the
companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In addition it may be difficult
or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance.

Edison Investment Research

34-36 Bracton House, High Holborn London, WC1A 6AE tel: +44 (0)20 7190 1760 fax: +44 (0)20 7190 1759 www.edisoninvestmentresearch.co.uk
Registered in England, number 4794244, Edison Investment Research is authorised and regulated by the Financial Services Authority.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


