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April, 7th, 2017 Sector: Basic Materials
Orion Engineered Carbons S.A: OEC Industry: Specialty Chemicals
Marion HORRY Current Price: $20.30

Target Price: $27.33

OEC is producing and selling carbon product internationally. More particularly, it sells its product in
Germany, United States, South Korea, Brazil, and South Africa, in Europe and in the rest of the world. The
two major’s product of the company is the rubber carbon black and the specialty carbon black.

BUY

Current Price: $20.30
Target Price: $27.33
Market Cap: 1.18B
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Thesis:

OEC is one of the leader within its industry. It provided high quality carbon products to customers. They
offer 2 types of products the rubber carbon blacks and the specialty carbon blacks. This will ensure its revenue
and they will keep put in place profitability strategy in order to keep increasing their margin. This will give
them a competitive advantage, and it will increase its free cash flow through the time. I advise to buy OEC
because it stock price is currently undervalued. I expect the price of the stock to rise in the future from $20.30
to $27.33.
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Catalysts:

e Short Term(within the year):
The next earning is on May 04, 2017. This can increase the volatility of the stock and help to reach the target
price.

e Mid Term(1-2 years):
Their strategy to focus on its profitability should continue to give them a competitive advantage.

e Long Term(3+):
Between 2016 and 2021, the oil price range should stay between $50per bartrel and $75/ batrrel.

Rubber Carbon Blacks:

OEC is producing carbon black since 1862. To produce it, the company is using Furnace Black Process. This
process is basically the injection of liquid hydrocarbon into a flame which permits to the feedstock to
decompose and to create carbon black particles. They also used other methods such as Lamp Black Process
and Degussa Gas Black Process.

The company produce different types of carbon black such Hard Blacks, Soft Black, Thermal black and Gas
Black. All of this type of carbon black have different characteristics.

OEC is selling its Rubber Carbon Blacks under different trademarks: CORAX, ECORAK, CORAX HP
BLACKS, CORAX N990, PUREX, SABLE, DUREX 0, and CK 3.

CORAX trademark is offering to customer’s different range of standard grades of Furnace Blacks. The
ECORAX and CORAX HP BLACK is responding to a large demand in ultra-high performance car tires and
fuel-efficient truck tires. On the other side, CORAX HP BLACK is responding to the growing demand for
racing and motorcycle tires. DUREX 0 is producing thanks to the Lamp Black Process, this allows the company
to guarantee excellent stability of the product. CK 3 is produced using Degussa Gas Black Process to provide
high quality product to customers.

Rubber carbon Black is helpful for 2 major’s applications:

Tires:

The market is the largest consumers and buyers of Rubber Carbons are Automotive and truck tires. It provides
high quality rubber carbon black in order to generated fuel economy, to improve the life of the tires.
Mechanicals Rubber Goods:

The other application of the Rubber are tubes and hoses, belts, extruded profiles, molded products, seals,
gaskets, anti-vibration engine mounts, wiper blades, rubber flooring and footwear. By providing high quality
rubber carbon, it allows its customers to optimize their production process and to improve their final products.

Since 2013 to 2016, the revenue generated from this product has been between 60% and 70%. In 2016, the
revenue generated by this product was 62.5% of OEC total revenue, $644.2 million. By looking at the gross
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profit of the Rubber Carbon block it is possible to see that between 2013
and 2016, the range of the gross profit is 47.6% to 56.4%. Actually, the gross profit on this product is at 47.6%.
The gross profit for this period is lower than before because the company had experienced a decrease in their
sales of Rubber Carbon Black and an increase in its other products.

Specialty Carbon Black:

OEC is the leader within the industry for the specialty carbon blacks. The raw material is useful for the
production of plastic, adhesives for examples.
The company is offering this product under different brands.

Major Brands for Specialty Carbon Blacks

AROSPERSE® LAMP BLACK RUSSDISPERSION
COLCOLOR® NEROX® RUSSPASTE
COLOUR BLACK NIPex® SPECIAL BLACK
CORASOL® PANTHER TACK®E
DERUSSOL® PBR VOSSEN-BLAL®
HIBLACK® PRINTEX® XPB

There are 5 majors application for this raw material:
- Printing System,
- Coating System,
- Polymer System,
- Energy Systems,
- Special Applications.

This segment is generating between 29.1% and 37.5% of the total revenue. In 2016, this segment generated §
385.9 million of revenue, 37.5%. The revenue growth between 2015 and 2016 is at 1.20%, which represents a
change of sale in volume of 12.10%. The gross profit for this segment is between 56.45 and 47.6%. In 2016,
the gross profit is at the lowest level at 37.5% because of an increase in cost of revenue during the same period.
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Profitability:
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OEC is producing raw materials of carbon for other company that transform it in a final products. The process
of creating the rubber carbon black and specialty carbon are complicated and sophisticated. Thus, OEC has a
good competitive advantage compare to its competitors since it has a higher gross profit margin. It means that
OEC has lower cost of revenue compare to its competitors. OEC has more money left compare to its
competitors after paying the cost of goods sold. It is possible to argue that the margin will continue to be stable
through the next periods.

The operating profit margin of OEC shows that they are under the median value than its competitors. It means
that the company has less money after paying all of its expenses compare to its competitors. The EBITDA
margin shows that OEC is at the median among its competitors. Thus, it doesn’t make him more or less
profitable than its competitors on this ratio. Finally, by looking at the net income margin, it is possible to see
that OEC is generating more net income than its competitors.

Globally, OEC is more profitable than its competitors except on the EBITDA margin were they are at the
median value. It is important to notice that the company was able to compensate the rising in oil price in order
to keep a good profitability performance.

OEC is actually working on strategy that will provide high margin per segment and also to improve its

productions performance.

Capital Allocation:

The ROIC of OEC shows that it has an efficient way to allocate its capital by choosing profitable investment.
Thus, its means that the company is invested money that will later on generates returns. By compare the ROIC
of OEC to its competitors, it is possible to see that they are allocating their capital on more profitable
investment. In fact the competitors of OEC have a ROIC of 0.9% compare to the ROIC of OEC for 15.8%.

ROIC (NOPAT/IC)
Hisrory LTM
OEC 12.9% 15.8%
Competitors 15.4% 0.9%
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By looking at the WACC, it is possible to notice that OEC has a higher WACC compare to its competitors. In
2016, OEC has 613.7million of debt. OEC has 15.8 of ROIC and a WACC at 8.8% which means that they are
creating value. Finally, OEC is creating $0.07 for every $1 invested in capital. Its competitors are destroying
$0.076 for every $1 dollars invested in capital.

WACC
Hisrory LTM
OEC B.68%% B.6%
Competitors §.6%% B.0%

Conclusion:

In conclusion, it is important to notice that OEC is providing to customer’s high quality product that they can
easily transform into final products. Moreover, OEC is continually working toward progress in order to always
improve the quality of their products. Actually, OEC is having a good profitability compare to its competitors,
and give them a competitive advantage. Lululemon Athletica Inc. has and will continue to gain more competitive
advantage. This competitive advantage will be obtain by its long term strategy to work toward a higher
profitability and higher and better operation efficiency. By increasing their margin, the company will be able to
create more value.
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