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PAKISTAN STEEL SECTOR

4QFY21 Earnings Preview

The annual results of the steel sector are around the corner, where we expect the
BMA Steel universe to post earning of PKR 19.69Bn in FY21 compared to negative
earnings of PKR 0.66Bn in SPLY. Improvement in profitability is expected mainly on
account of higher steel production (LSM FY21E 1 18% YoY), economic revival and
upbeat steel prices (Rebar/CRC 133%/35% YoY). The gross margins across the in-
dustry are estimated to increase to 17.2% in FY21 from 8.5% in FY20, mainly on ac-
count of higher demand from construction, auto and appliance sector boom. Com-
pany wise; MUGHAL, ASTL, ISL and ASL are expected to post an EPS and DPS of PKR
12.8/4.3/17.9/8.9 and 4.5/1.5/7.5/1.0 respectively. Our top picks for the sector are
MUGHAL and ISL with Jun 22 TP of 135/sh and PKR 116/sh respectively.

Table 1: BMA Steel Universe

PKR Mn 4QFY21E 4QFY20 YoY 3QFY21 QoQ FY21 FY20 YoY
Revenue 66,327 25,777 157% 52,886 25% 215,045 131,696 63%
COGS 54,720 23,749 130% 41,459 32% 177,988 120,524 48%
Gross Profit 11,607 2,027 473% 11,428 2% 37,057 11,172 232%
PAT 6,354 (583) N.M. 6,222 2% 19,693 (655) N.M.

Source: BMA Research

MUGHAL; Copper Ingot hedge against lower long steel margins: Mughal Iron and
Steel Industries Limited (MUGHAL) is expected to post a PAT of PKR 1,219Mn (EPS:
PKR 4.18) during 4QFY21 (1°6.2x/10% YoY/QoQ). Consequently, profitability during
FY21 is estimated to reach PKR 3.73Bn (EPS: PKR 12.77), 16.3x YoY. Gross margins
are expected to clock in at 17.2% in 4QFY21 (10.8%/21.2% in 4QFY20/3QFY21), on the
back of higher copper ingot prices (1M14% QoQ) and rebar/girder prices (12.5%
QoQ). On an annual basis, the gross margins should climb to 16.4% in FY21 compared
to 9.6% in SPLY. Furthermore, the management should announce a dividend of PKR
4.5/sh for the year.

Table 2: Mughal Iron & Steel Industries Limited - (PSX: MUGHAL, Bloomberg: MUGH-
AL. PA) Earnings Snapshot

PKR Mn 4QFY21E 4QFY20 YoY 3QFY21 QoQ FY21 FY20 YoY
Sales 13,838 5,844 137% 10,372 33% 43,657 27,305 60%
COGS 11,460 5,213 120% 8,176  40% 36,485 24,688 48%
Gross Profit 2,378 632 277% 2,196 8% 7,173 2,617 174%
PAT 1,219 195 525% 1,110 10% 3,728 593 529%
EPS 4.18 0.67 3.80 12.77 2.03

DPS 4.50 - - 4.50 -

Source: BMA Research

ASTL; Upbeat scrap prices lower profitability: We expect Amreli Steel Limited (ASTL)
to post PAT of PKR 357Mn (EPS: PKR 1.20) during 4QFY21, down 29% QoQ. This will
take FY21 earnings to PKR 1,283Mn (EPS: PKR 4.32), an impressive rebound from loss
of PKR 1,127Mn in FY20 (LPS: PKR 3.79). The decline in profitability is estimated to be
driven by inability to pass on higher scrap prices (1'9% QoQ). Gross margins are ex-
pected to decline to 10.3% compared to 4.2%/13.9% in 4QFY20/3QFY21. The gross
margins in FY21 should clock in at 11.4%, up 4.0 ppts YoY. Moreover, we expect the
company to announce an annual dividend of PKR 1.50/sh for FY21.
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Table 3: Amreli Steels Limited - (PSX: ASTL, Bloomberg: ASTL.PA) Earnings Snapshot

PKR Mn 4QFY21E  4QFY20 YoY 3QFY21 QoQ FY21 FY20  YoY
Sales 11,697 5142 127% 9,776  20% 38,925 26,532 47%
COGS 10,492 4,926 113% 8416  25% 34,469 24,556  40%
Gross Profit 1,205 216 459% 1,360 -11% 4,455 1,976 126%
PAT 357 (439)  N.M. 503 -29% 1,283 (1,127) N.M.
EPS 1.20 (1.48) 1.69 4.32 (3.79)

DPS 1.50 - - 1.50

Source: BMA Research

ISL; Higher dispatches and prices to boost profitability: International Steels Limited (ISL) is esti-
mated to post earnings of PKR 2,621Mn (EPS: PKR 6.0) in 4QFY21 (110% QoQ.), mainly on ac-
count of sequential increase in flat steel dispatches, higher CRC prices (117.6% QoQ) and ex-
change rate appreciation (142.2% QoQ). While, gross margins are expected to fall slightly to 20.1%
(8.5%/23.5% 4QFY20/3QFY21) due to increase in HRC cost (1°20% QoQ). Cumulative earnings for
FY21 are expected to clock-in at PKR 7.77Bn (EPS: PKR 17.9), T 15.7x YoY, whereas gross margins
are likely to land at 18.5% compared to 8.8% in SPLY. We expect the company to announce a divi-
dend of PKR 4.5/sh for 2HFY21, taking annual total dividend to PKR 7.5/sh.

Table 4: International Steel Limited - (PSX: ISL, Bloomberg: ISL.PA) Earnings Snapshot

PKR Mn 4QFY21E  4QFY20 YoY 3QFY21 QoQ Fy21 FY20  YoY
Sales 22,155 9,589 131% 17,402  27% 73,073 48,082  52%
COGS 17,711 8,776 102% 13,305  33% 59,576 43,869  36%
Gross Profit 4,444 813 447% 4,097 8% 13,496 4213 220%
PAT 2,621 (161) N.M. 2,378  10% 7,773 495 1471%
EPS 6.03 (0.37) 5.47 17.87 1.14

DPS 4.50 - - 7.50 -

Source: BMA Research

ASL; Lower inventory gains to taper down earnings: Aisha Steel Mills Limited’s (ASL) profitability
is expected to decline modestly to PKR 2,157Mn (EPS: PKR 2.8), {,3% QoQ on account of lower
inventory gains. Gross margin should settle at 19.2% (7.1%/24.6% 4QFY20/3QFY21) due to higher
HRC cost (1M20% QoQ). The annual earnings for FY21 should elevate to PKR 6.9Bn (EPS: PKR 8.9),
compared to a loss of PKR 617Mn (LPS: PKR 0.89) in SPLY. Similarly, the company should report
gross margins of 20.1% for FY21 compared to 7.9% in FY20. Due to an impressive year, the man-
agement may announce a final dividend of PKR 1.0/sh for FY21.

Table 5: Aisha Steels Limited - (PSX: ASL, Bloomberg: ASL.PA) Earnings Snapshot

PKR Mn 4QFY21E  4QFY20 YoY 3QFY21 QoQ FY21 FY20  YoY
Sales 18,637 5201 258% 15337  22% 59,391 29,777  99%
COGS 15,057 4,834 211% 11,561  30% 47,458 27,411 73%
Gross Profit 3,580 367 875% 3,775 5% 11,933 2,366  404%
PAT 2,157 (178) N.M. 2,232 -3% 6,909 (617)  N.M.
EPS 2.79 (0.22) 2.90 8.91 (0.89)

DPS 1.00 - - 1.00 -

Source: 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 availa-
ble information and sources that BMA Capital Management Limited believed to be reliable. Whilst every care has been taken in preparing this research report, no re-
search analyst, director, officer, employee, agent or adviser of any member of BMA Capital Management Limited gives or makes any representation, warranty or under-
taking, 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 circu-
lated 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. Mem-
bers 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:

Buy >15% expected total return
Hold 10%-15% expected total return
Underperform <10% expected total return

*Total stock return = capital gain + dividend yield

Old rating system

Overweight Total sector return > expected market return
Marketweight Expected market return
Underweight Total stock return < expected market return

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.)
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