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Fitch Rates HMC Polymers' Proposed Debentures
'A-(tha)'

Fitch Ratings - Bangkok - 24 Aug 2023: Fitch Ratings (Thailand) has assigned an 'A-(tha)' rating to HMC
Polymers Company Limited's (HMC, A-(tha)/Negative) proposed senior unsecured debentures of up to
THB6 billion.

The proposed debentures constitute HMC's direct, unsecured, unconditional and unsubordinated
obligations and are rated at the same level as its National Long-Term Rating, in line with its other
senior unsecured debt. The proceeds will be used to refinance existing debt and as working capital.

Key Rating Drivers

Risk to Deleveraging: The Negative Outlook reflects risks to improvement in operating cash flow over
the next two years. Fitch expects EBITDA to reach about THB3.5 billion by 2025 and for EBITDA net
leverage to fall to about 3.0x. However, financial leverage could remain above 3.3x, the negative
threshold for HMC's rating, if demand or margins do not recover as we expect or if the company's
investments and shareholder returns exceed our forecasts, which could constrain deleveraging.

Weak Profitability: We expect EBITDA to remain weak in 2023 with new polypropylene (PP) capacity,
mainly in Asia, pressuring product spreads. Energy prices are also likely to stay high, although lower
than in 2022. However, EBITDA should be supported by higher sales volume since the start-up of PP
Line 4 in December 2022 and reach THB1.9 billion in 2024 amid better product spreads, with PP
spreads at mid-cycle levels in 2025-2026.

HMC reported an EBITDA loss of THB149 million in 2022 amid narrow product spreads, with PP and
propylene spreads hitting historical lows as a result of softer demand and higher feedstock costs.
Furthermore, a higher increase in propane costs than that of propylene eroded HMC's margin. We
expect the volatility in PP spreads to continue in 2023, with only a modest improvement from 2022.

Lower Capex: Capex is likely to fall, as HMC does not have any large capex plans after it completed its
PP Line 4. It has budgeted capex of THB3.1 billion for 2023-2025, mainly for maintenance of all facilities
and major maintenance of its propane dehydrogenation plant.

Focus on High-Value-Added Products: HMC focuses on differentiated and specialty products, which
have lower competition and higher margins. The proportion of sales from these products increased to
50%-55% in 2020-2022, from about 35% in 2015, although we expect this to drop in 2023 during PP
Line 4's ramp-up. The company aims to raise the contribution to about 70% of sales by 2030. HMC said
the products provide a premium of about 5% over its commodity PP product price, supporting higher



profitability than its competitors.

Leading South-East Asian PP Producer: HMC is the largest PP producer in Thailand, with about a one-
third market share. HMC's capacity increased to about 1.1 million tonnes per annum by end-2022,
which also makes it the largest PP producer in south-east Asia. Its market position is enhanced by its
focus on differentiated and specialty products, and partial upstream integration into a propane
dehydrogenation plant.

Leading Technology, Product Innovation: HMC uses leading PP technology from LyondellBasell
Industries N.V. (BBB/Positive), a key shareholder, in its production. It uses the latest technology for its
PP Line 4 - one of only two plants in the world that can use hexene co-monomer to enhance PP
properties - and to expand its product portfolio for new applications. HMC is the leader in pipe- and
medical-grade PP in Thailand, and is the world's first producer of PP for dielectric film using modern
technology. All of HMC's products use LyondellBasell's global brands.

Cyclicality and Limited Diversification: HMC's credit profile is tempered by its limited product
diversification and the inherent cyclicality of the industry. Its earnings and cash flow are subject to
volatile petrochemical prices and margins as well as demand-supply dynamics. HMC also produces
only PP products, making it less diversified than domestic chemical peers.

Linkage with PTTGC: HMC's rating incorporates a one-notch uplift from its 'bbb+(tha)' Standalone
Credit Profile (SCP), based on moderate linkages with PTT Global Chemical Public Company Limited
(PTTGC, AA(tha)/Stable, SCP: a+(tha)). HMC is a propylene off-taker of PTTGC, and its key vehicle in the
PP business. HMC has a non-compete arrangement with PTTGC for petrochemical products, reflecting
the strategic linkages. We believe PTTGC is likely to provide extraordinary support to HMC, if needed.
This underpins our assessment of 'Medium' strategic incentives for the parent to provide support.

PTTGC does not have management control over HMC, as LyondellBasell is also involved in the
appointment of HMC's directors and key senior management. In addition, all of HMC's products use
LyondellBasell's global brand names. We therefore assess the operational incentive as 'Weak', the
same as the legal incentive.

Derivation Summary

HMC's business profile is moderate relative to that of Thai downstream oil and gas, and chemical
peers. Its financial profile is also moderate during the normal run of business.

HMC has a smaller operating scale as well as lower upstream integration and product diversification
than IRPC Public Company Limited (A-(tha)/Negative, SCP: bbb(tha)). However, HMC is more advanced
in product and technology, and generates higher margins, even excluding the refinery business, due to
its focus on differentiated and specialty products. This, together with our expectations of stronger
credit metrics - in line with the historical trend - results in HMC's SCP being one notch higher than that
of IRPC.

Both companies face the risks associated with high leverage over the next year or two, as reflected in



the Negative Outlook on their ratings.

HMC's business profile is slightly stronger than that of other companies in the polymer and plastic-
product business, including Polyplex (Thailand) Public Company Limited (PTL, A-(tha)/Stable) and
Eastern Polymer Group Public Company Limited (EPG, A-(tha)/Stable). We believe HMC's leading market
position in south-east Asia offsets its lower geographical diversification compared with PTL, and its
fewer end-user segments compared with EPG. Still, HMC's financial leverage leads to a lower SCP than
at the two peers.

Key Assumptions

Fitch's Key Assumptions Within Our Rating Case for the Issuer:

- Sales volume to increase by about 28% in 2023 (2022: 6%) following the start-up of PP Line 4 in
December 2022, and by 2%-4% in 2024-2025;

- Flat PP/propylene spreads in 2023, gradually improving in 2024-2025;

- Capex of THB3.1 billion in total over 2023-2025;

- No dividend payment until 2026, using 2025 net profit.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

- The Outlook could be revised to Stable if HMC is on track to reduce EBITDA net leverage to below 3.3x
by 2025, while PTTGC's incentive to provide support remains unchanged.

Factors that could, individually or collectively, lead to negative rating action/downgrade:

- Weaker operating cash flow than we expect, increasing debt-funded investments or dividend payouts,
resulting in EBITDA net leverage remaining above 3.3x for a sustained period;

- Weakened ties with PTTGC.

Liquidity and Debt Structure

Manageable Liquidity: HMC had outstanding debt of THB14.2 billion at end-2022, consisting of
THB1.1 billion in short-term loans, THB5.0 billion in debentures and THB8.1 billion in long-term bank
loans. Debt maturing during 2023 of THB2.6 billion including short-term loans, and Fitch's expectation
of negative free cash flow, will be supported by cash on hand of THB1.4 billion and committed,
available revolving credit facilities of THB7.5 billion. HMC received the committed revolving credit
facilities from two domestic banks in January and May 2023, with three- and five-year terms.

Issuer Profile

HMC is the first and largest PP manufacturer in Thailand. The company operates four lines of PP with a



total capacity of 1.06 million tonnes a year. PP Line 4 started commercial operations in December 2022.
Its products are sold under LyondellBasell brand names.

Summary of Financial Adjustments

Preferred shares, which are proportionately held by shareholders, are excluded from debt.

Date of Relevant Committee

30 May 2023

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

Public Ratings with Credit Linkage to other ratings

HMC's rating receives a one-notch uplift based on our assessment of 'Medium' incentives for support
from the parent, PTTGC.
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Rating Actions
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RATINGS KEY OUTLOOK WATCH
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Applicable Criteria

Corporate Rating Criteria (pub.28 Oct 2022) (including rating assumption sensitivity)

Corporates Recovery Ratings and Instrument Ratings Criteria (pub.09 Apr 2021) (including
rating assumption sensitivity)

National Scale Rating Criteria (pub.22 Dec 2020)

Parent and Subsidiary Linkage Rating Criteria - Effective from 1 December 2021 to 16 June
2023 (pub.01 Dec 2021)

Sector Navigators: Addendum to the Corporate Rating Criteria (pub.12 May 2023)

Applicable Models

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria providing
description of model(s).

Corporate Monitoring & Forecasting Model (COMFORT Model), v8.1.0 (1)

https://app.fitchconnect.com/search/research/article/RPT_10214373
https://app.fitchconnect.com/search/research/article/RPT_10157358
https://app.fitchconnect.com/search/research/article/RPT_10157358
https://app.fitchconnect.com/search/research/article/RPT_10146648
https://app.fitchconnect.com/search/research/article/RPT_10184683
https://app.fitchconnect.com/search/research/article/RPT_10184683
https://app.fitchconnect.com/search/research/article/RPT_10232424
https://app.fitchconnect.com/search/research/article/RPT_1016149


Additional Disclosures

Solicitation Status

Endorsement Status

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read
these limitations and disclaimers by following this link: https://www.fitchratings.com/
understandingcreditratings. In addition, the following https://www.fitchratings.com/rating-definitions-
document details Fitch's rating definitions for each rating scale and rating categories, including
definitions relating to default. ESMA and the FCA are required to publish historical default rates in a
central repository in accordance with Articles 11(2) of Regulation (EC) No 1060/2009 of the European
Parliament and of the Council of 16 September 2009 and The Credit Rating Agencies (Amendment etc.)
(EU Exit) Regulations 2019 respectively.

Published ratings, criteria, and methodologies are available from this site at all times. Fitch's code of
conduct, confidentiality, conflicts of interest, affiliate firewall, compliance, and other relevant policies
and procedures are also available from the Code of Conduct section of this site. Directors and
shareholders' relevant interests are available at https://www.fitchratings.com/site/regulatory. Fitch
may have provided another permissible or ancillary service to the rated entity or its related third
parties. Details of permissible or ancillary service(s) for which the lead analyst is based in an ESMA- or
FCA-registered Fitch Ratings company (or branch of such a company) can be found on the entity
summary page for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch
relies on factual information it receives from issuers and underwriters and from other sources Fitch
believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon
by it in accordance with its ratings methodology, and obtains reasonable verification of that
information from independent sources, to the extent such sources are available for a given security or
in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party
verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the
issuer is located, the availability and nature of relevant public information, access to the management
of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit
reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal
opinions and other reports provided by third parties, the availability of independent and competent
third- party verification sources with respect to the particular security or in the particular jurisdiction of
the issuer, and a variety of other factors. Users of Fitch's ratings and reports should understand that
neither an enhanced factual investigation nor any third-party verification can ensure that all of the
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information Fitch relies on in connection with a rating or a report will be accurate and complete.
Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide
to Fitch and to the market in offering documents and other reports. In issuing its ratings and its
reports, Fitch must rely on the work of experts, including independent auditors with respect to
financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts
of financial and other information are inherently forward-looking and embody assumptions and
predictions about future events that by their nature cannot be verified as facts. As a result, despite any
verification of current facts, ratings and forecasts can be affected by future events or conditions that
were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind,
and Fitch does not represent or warrant that the report or any of its contents will meet any of the
requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a
security. This opinion and reports made by Fitch are based on established criteria and methodologies
that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective
work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a
report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk
is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have
shared authorship. Individuals identified in a Fitch report were involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A
report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the
securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of
Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy,
sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of
any security for a particular investor, or the tax-exempt nature or taxability of payments made in
respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and
underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single
annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency
equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a
consent by Fitch to use its name as an expert in connection with any registration statement filed under
the United States securities laws, the Financial Services and Markets Act of 2000 of the United
Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers up to three days
earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian
financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to
wholesale clients only. Credit ratings information published by Fitch is not intended to be used by
persons who are retail clients within the meaning of the Corporations Act 2001.Fitch Ratings, Inc. is
registered with the U.S. Securities and Exchange Commission as a Nationally Recognized Statistical



Rating Organization (the “NRSRO”). While certain of the NRSRO's credit rating subsidiaries are listed on
Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form
NRSRO (the “non-NRSROs”) and therefore credit ratings issued by those subsidiaries are not issued on
behalf of the NRSRO. However, non-NRSRO personnel may participate in determining credit ratings
issued by or on behalf of the NRSRO.

dv01, a Fitch Solutions company, and an affiliate of Fitch Ratings, may from time to time serve as loan
data agent on certain structured finance transactions rated by Fitch Ratings.
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Endorsement policy

Fitch’s international credit ratings produced outside the EU or the UK, as the case may be, are
endorsed for use by regulated entities within the EU or the UK, respectively, for regulatory purposes,
pursuant to the terms of the EU CRA Regulation or the UK Credit Rating Agencies (Amendment etc.) (EU
Exit) Regulations 2019, as the case may be. Fitch’s approach to endorsement in the EU and the UK can
be found on Fitch’s Regulatory Affairs page on Fitch’s website. The endorsement status of international
credit ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for structured finance transactions on the Fitch website. These disclosures are updated on
a daily basis.
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