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Agha Steel Industries Limited (ASIL) is scheduled to offer 120mn shares
through IPO at a base price of PKR30/sh. This will allow the company to
raise PKR3.6bn at the base price.

75% of the total issue size i.e. 90mn shares will be issued through the
book building. The balance 25% (30mn shares) will be issued to the
general public through retail offer at the strike price

The principal purpose of the issue is to finance the phase Il of its
expansion project which includes setting up an Mi.Da. Rolling Mill and an
in-house air separation unit.

The company’s flagship products include Earthquake Resistance Rebar,
the Gold Standard rebar and the Ultimate High Yield Strength which it has
supplied to various big ticket projects in Pakistan in the recent years.

At base price of PKR30/sh, the forward PER comes at 11.8x, which is

lower than MUGHAL’s PER of 15.6x, offering a discount of 24%. -
‘Subscribe’

Expansion plan ahead: Aga Steels Industries Limited only deals in graded steel
and operates at an annual billets and rebars production capacity of 450,000
MT p.a. and 250,000 MT p.a. respectively and has a market share of more than
3%, according to the management of the company. The company is planning to
further increase its processing capacity to cater increased demand and
achieving cost leadership through most efficient processes in Pakistan. To that
end, the company is looking to set up a state of the art and first in Pakistan
Mi.Da. Rolling Mill. Mi.Da. Rolling Mill technology is the most competitive way
to produce rebars in terms of operational efficiency and allows for the most
competitive steel production method in the world. Once operational, it will
allow ASIL to be one of the most cost-efficient plants of Pakistan.

Cost of project and capital structure: The total project cost of PKR7.04bn shall
be financed at the project debt to equity ratio of 49:51. Details of utilization of
debt and equity proceeds are given below:

Break up of fund requirement Fund raised (PKR) Contribution of mode of financing
IPO Proceeds 3,600,000,000 51%
Long Term Debtl 1,735,438,212 25%
Short Term Debt Financing2 1,706,240,000 24%
Total Funding requirement 7,041,678,212 100%

Source: IPO Prospectus, Company presentation

Country of I Expected
Category Supplier 3 'y Placement p‘ Cost (PKR)
Origin delivery
Date
M"D?\hﬁf’"'”g Danieli & Co Italy Oct-17 Delivered  2.7bn
Air Separation Hangzhou Fortune .
Unit Plant Engineering Co. Ltd. Cilie Mar-18 Oct-20 476mn

Source: IPO Prospectus, Company presentation
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Company’s background: Agha Steel Industries started its commercial
operations on 1%t January 2012, producing billets and rebars at an installed
capacity of 250,000 MT p.a. and 150,000 MT p.a. respectively. ASIL introduced
a composite unit whereby the steel melting and re-rolling takes place on the
same premises located at the industrial hub of Port Qasim. This was to be a key
competitive advantage as many of the steel makers in Pakistan have their re-
rolling and melting facilities at different locations resulting in time lags and cost
inefficiencies. ASIL is the pioneer in introducing the thermo-mechanically
treated (“TMT”) technology in the country, in conjunction with fully automated
Rolling Mill. The Company only deals in graded steel and now operates at an
annual billets and rebars production capacity of 450,000 MT p.a. and 250,000
MT p.a. respectively.

Key revenue drivers: Sale of reinforcing bars is the key revenue driver for the
company and contributed approximately 98% of the revenues. The company’s
flagship products include Earthquake Resistance Rebar, the Gold Standard
rebar and the Ultimate High Yield Strength which it has supplied to various big
ticket projects in Pakistan in the recent years. Projects that have used
company’s products in recent years include Neelum Jhehlum Hydropower
Project (17,747 MT), Sahiwal Coal-Fired Power Plant (16,070 MT), HUB,
Baluchistan and Matiari to Lahore HVDC Transmission Line (5,651 MT).

While the sale of rebars is where the company generates most of its revenue,
~2% of its revenue also comes through sales of billets. Company in recent past
attained ability to produce specialized grades of billets, which has since
become a key differentiation factor from its competitors (specially the ones in
South). Only ASIL’s modernized Italian Electric Arc Furnace is capable of
producing specialized grades of Billets. Further, being the only large scale
player, the company is well poised to attain sustainable position in long steel
segment with reference to product differentiation and threat of new entrants.

Pre Expansion/MT Post Phase | Expansion/  Post Phase Il Expansion/

e p.a. MT p.a. MT p.a.
Melt shop (Billets) 250,000 450,000 450,000
Re- Rolling 150,000 250,000 650,000

Source: IPO Prospectus

Comparison with peers: In the listed space, AGIL’s major competitors are
Mughal Steel (MUGHAL) which has a presence in the northern region and
Amreli Steels Limited (ASTL) which is predominantly concentrated in southern
region. ASIL’s capital structure is slightly more skewed towards debt (Debt:
Equity of 2.2:1 as opposed to industry average of 1.4:1) before IPO receipts.
Once the IPO is carried out at the base price, the capital structure is expected
to improve to around 1.5:1, more in line with industry average.

Investment perspective: At a floor price of PKR30/sh, the forward PER comes
at 11.8x, which is lower than that of its competitor (MUGHAL's PER of 15.6x),
offering a discount of 18%. — ‘Subscribe’



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 BIPL Securities Limited from publicly available information and sources that BIPL Securities
Limited believed to be reliable. Whilst every care has been taken in preparing this research report, no research analyst, director, officer, employee, agent or adviser of any member of
BIPL Securities Limited gives or makes any representation, warranty or undertaking, 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 BIPL Securities 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 circulated to any other person without the prior written consent
of a member of BIPL Securities 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. Members of BIPL Securities and/or their respective principals, directors, officers, and employees and their
families may own, have positions or affect 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.

BIPL Securities 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. BIPL Securities Limited 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.

BIPL Securities Limited endeavors to make all reasonable efforts to disseminate its publication to all eligible clients in a timely manner through either physical or electronic distribution
such as mail, fax and/or email. Nevertheless, not all clients may receive the material at the same time.

Disclaimers/Disclosures to US Investors

This investment research is distributed in the United States by BIPL Securities Limited (BIPLS), and in certain instances by Enclave Capital LLC (Enclave), a U.S.-registered broker-dealer,
only to major U.S. institutional investors, as defined in Rule 15a-6 promulgated under the U.S. Securities Exchange Act of 1934, as amended, and as interpreted by the staff of the U.S.
Securities and Exchange Commission. This investment research is not intended for use by any person or entity that is not a major U.S. institutional investor. If you have received a copy
of this research and are not a major U.S. institutional investor, you are instructed not to read, rely on or reproduce the contents hereof, and to destroy this research or return it to
BIPLS or to Enclave. The analyst(s) preparing this report are employees of BIPLS who are resident outside the United States and are not associated persons or employees of any U.S.
registered broker-dealer. Therefore, the analyst(s) are not subject to Rule 2711 of the Financial Industry Regulatory Authority (FINRA) or to Regulation AC adopted by the U.S.
Securities and Exchange Commission (SEC) which among other things, restrict communications with a subject company, public appearances and personal trading in securities by a
research analyst. Any major U.S. institutional investor wishing to effect transactions in any securities referred to herein or options thereon should do so by contacting a representative
of Enclave. Enclave is a broker-dealer registered with the SEC and a member of FINRA and the Securities Investor Protection Corporation. Its address is 19 West 44th Street, Suite 1700,
New York, NY 10036 and its telephone number is 646-454-8600. BIPLS is not affiliated with Enclave or any other U.S. registered broker-dealer.

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. BIPL Securities Limited uses a three tier rating system: i)
Buy, ii) Hold and iii) Sell with our rating being based on total stock returns. A table presenting BIPLS’ rating definitions is given below:

The rating system

Rating Definition

Buy Total stock return = 15%
Hold 0% < Total stock return < 15%
Sell Total stock return < 0%

* Total stock return = capital gains + dividend yield

Valuation Methodology

To arrive at our period end target prices, BIPL Securities 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.)




