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COMPANY UPDATE

International Steels Limited (ISL)
Engineering

Recommendation BUY
Target Price: Dec-24 116.0
Last Closing: 1-Aug-24 81.8
Upside (%): 42%
Valuation Methodology: DCF
Market Data

Bloomberg Tkr. ISL PA
Shares (mn) 435
Free Float Shares (mn) 152.25
Free Float Shares (%) 35%
Market Cap (PKRbn) 36.018
Market Cap (USDmn) 129.3
Exchange KSE-100
Price info. 0o1M 03M 09M 12M
Abs. Return 1% 25%  48% 75%
Low 80 66 55 42
High 91 91 91 91
Key Company Financials

Period End: Jun

PKRbn FY23A FY24E FY25F FY26F
Total Revenue 76.75 7531 9544  116.90
Net Income 3519 4,084 5504 6,995
EPS (PKR) 8.1 9.4 12.7 16.1
DPS (PKR) 33 5.0 6.0 8.0
Total Assets 4239 5408 5840 6263
Total Equity 2168 2435 2823 33.05
Key Financial Ratios

ROE (%) 16% 18%  21% 23%
P/E (x) 10.3x  8.9x 6.6x 5.2x
P/B (x) 1.7x 1.5x 1.29x 1.10x
DY (%) 4% 6% 7% 10%

Source: Bloomberg, CapitalStake, PSX, Company
Financials, IGI Research
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Engineering
ISL: Improved Demand Dynamics and Cheaper
Valuations Warrant “BUY"” Stance

= We recommend ISL with a ‘BUY’ rating and target price of PKR 116/share
offering 42% upside from last close. The Company is in the business of
manufacturing cold rolled, galvanized and color coated steel coils and sheets.

= We base our investment thesis on a) Increase in appliances demand and
agriculture yields, b) Positive demand outlook for 2/3 wheeler segment, c)
Higher HRC-CRC margins to keep profitability afloat, d) Efficient operating
cycle and strategic debt reduction and f) Investment in associate for
accommodation camp at Reqo-Dig Mine.

= We estimate ISL earnings for next 5 years to post 20.5% CAGR reaching PKR
8.6bn compared to the last reported earnings of PKR 3.5bn.

= Using DCF, we have a ‘BUY’ rating on ISL with a Dec-24 target price of PKR
116/share offering ~42% upside from the last closing price of PKR 81.8/share.
The Company trades at FY25/26 P/E of 6.6/5.2 with 6% dividend yield.

Reiterating our “BUY"” rating on International Steels Limited (ISL) with
“BUY"” Rating

We recommend ISL with a ‘BUY’ rating and target price of PKR 116/share
offering 42% upside from last close. The Company is in the business of
manufacture and sale of flat steel products that include cold rolled,
galvanized, and color coated steel coils and sheets.

We base our investment thesis on a) Increase in appliances demand and
agriculture yields, b) Positive demand outlook for 2/3 wheeler segment, c)
higher HRC-CRC margins to keep profitability afloat, d) efficient operating
cycle and strategic debt reduction and f) Investment in associate for
accommodation camp at Reqo-Diq Mine.

Recommendation: We have a ‘BUY’ rating on ISL with a Dec-24 target price
of PKR 116/share offering a ~42% upside from the last closing price of PKR
81.8/share (1-Aug-24). The Company is currently trading at FY25/26 P/E of
6.6/5.2 and offers a dividend yield of 7%.

Key Catalyst: Key catalyst include a) interest rate decline, b) High HRC-CRC
margins likely to improve profitability, c) higher than expected increase in 2/3
wheeler demand, d) Better agricultural yields.

Key Risk: Key risk include a) Lower CRC-HRC spreads and, b) Excessive
dumping from FATA/PATA.
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Investment Thesis
1. Increase in Appliances demand and agricultural yields

Flat steel products manufactured by ISL are used by the appliances
manufacturers and are also used for storage silos in the agriculture sector.
Appliance industry contributes to ~18% and agriculture sector contributes
to ~12% of of the total ISL sales, we expect an increase in the appliance
demand owing to improvement in the purchasing power. The appliance
demand has witnessed a significant improvement since 2HFY24, and the
demand is expected to further improve on the back of LC restrictions being
ended. On the other hand the agriculture sector witnessed a growth of
6.3% in FY24 and the yields are expected to further increase during FY25
due to the increased focus of SIFC on the sector by attracting foreign
investments.

Exhibit: Production of electrical appliances and agricultural
commodities
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Source: PBS - QIM, IG| Research

2. Positive outlook on 2/3 wheeler demand

As per our analysis 2/3 wheeler industry contributes to approximately 54%
of the overall ISL's sale. The 3-wheeler sales in FY24 increased by 28%y/y
whereas the 2-wheeler sales augmented by -4%y/y. Looking forward; we
expect the 2/3 wheeler demand to stay positive owing to the lower
inflation outlook and monetary easing cycle that has just begin leading to
increased availability of consumer financing.
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Exhibit: Capacity and Utilization (RHS) Exhibit: Export and Local Sales Break-up
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Source: Company Accounts, |Gl Research

3. Higher HRC-CRC margins to keep profitability afloat

Average HRC price during 2HFY24 stood at US$ 568/ton. The HRC prices
have been favorable since last couple of years. The average prices during
FY24, FY23, FY22 and FY21 stood at US$ 540/ton, US$ 570/ton, US$
671/ton and US$ 825/ton respectively. The gross margins of ISL are
primarily based on the CRC-HRC spread, the CRC-HRC spread stood at USD
85/ton during in FY23. We have incorporated the spread at USD 56/ton for
FY24 and USD 65/ton for FY25 for our analysis which is in line with the
historical averages and a stable future outlook for CRC and HRC prices. The
HRC and CRC prices witnessed a hike during FY20 and FY21 owing to weak
demand from key industries and supply chain disruptions across the globe
due to COVID-19.

PABC: Historical HRC and CRC Prices (US$/ton)
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Source: Bloomberg, IGI Research
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4. Efficient operating cycle and strategic debt reduction
ISL has been managing the cash conversion cycle very efficiently since last
few years by dragging the payable days from 50 days in FY21 to
approximately 78 days during FY24. The cash conversion cycle of ISL during
FY24 would be around 39 days compared with 59 days during FY21. This
efficient management of inventories, receivables, and payables has
significantly improved cash position of the Company. ISL has been
successful in reducing its long-term debt from PKR 3.73bn in FY21 to PKR
0.77bn in FY24. This reduction in debt levels is attributable to efficient
inventory management as ISL's inventory has come down to PKR 18.15bn
as at Mar-24 from PKR 30.2bn as at Jun-22. We expect further the cash
position to remain strong going forward owing to improved cash cycle.
This should enable ISL to improve cash payouts going forward.

Exhibit: Working Capital and Cash position (PKRmn) Exhibit: Debt position (PKRmn)
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Source: Company Accounts, |Gl Research

5. Investment in Associate for Accommodation camp

ISL has been invited for an equity investment in the design and construction
of a permanent accommodation camp at RekoDig Mines by the Chinoy
Engineering & Construction (Pvt) Limited (CECL), an associated company to
invest PKR 48.45mn which is 17% of its post-issuance paid-up capital.

6. Earnings to grow at 5yr CAGR of 20.5%

We expect earnings to grow at a 5 year CAGR of 20.5% on the back of
positive demand outlook, lower debt levels, improving cash positions and
stable margins from HRC-CRC.

Recommendation: We have a '‘BUY' rating on ISL with a Dec-24 target price of
PKR 116/share offering a ~42% upside from the last closing price of PKR
81.8/share (1-Aug-24). The Company is currently trading at FY25/26 P/E of
6.6/5.2 offering a dividend yield of 7%.
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Trading at significant discount to historic P/E

The company is currently trading at 2025F P/E of 6.6x significantly discounted
to historic average of 10.50x.

Exhibit: Historical P/E & Standard Deviation
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Source: PSX, Company Accounts, IGI Research

Key Catalyst

1.

Interest Rates: Higher than expected decline in interest rates is likely boost
demand further and reduce finance cost even further.

Higher than expected increase in 2/3 wheeler demand: Higher than
anticipated demand of 2/3 wheeler would translate in to improved
earnings.

Improving agricultual yields: Flat steel products are used in
manufacturing of storage silos for agricultural commodities, given the 6.3%
growth in agriculture sector in FY24 and the increasing focus of SIFC to
attract foreign investment in the sector we are positive about the future
outlook of the sector in the short-to-medium term, which would result in
an increase in ISL's sales.

Risk to Rating

1.

Lower HRC-CRC spread: Lower HRC-CRC spreads will reduce margins and
lead to decline to profitability.

Dumping from FATA/PATA: The FATA/PATA region is still exempt from
Sales Tax on steel products which makes the ISL products relatively
expensive compared to the products from FATA/PATA region.
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Financial Summary

International Steel Limited (ISL)

Current Price (PKR): 82 Target Price (PKR): 116 Upside: 42% Recommendation: BUY
PKRmn FY20A FY21A FY22A FY23A FY24E FY25E FY26E FY20A FY21A FY22A FY23A FY24E FY25E FY26E
Income Statement Per Share
Net Sales 48,082 69,796 91424 76,753 75314 95448 116,903 EPS 11 172 124 8.1 94 12.7 16.1
Gross Profit 4213 13,492 12,381 10,608 9,279 11,790 14,066 DPS 05 6.8 5.0 3.3 5.0 6.0 8.0
Operating Profit 3,056 12,067 10430 9221 7,085 9292 11,261 BVPS 29.3 434 49.6 49.8 56.0 64.9 76.0
EBIT 2,757 11,107 9323 7,456 6,337 8,404 10,225 Growth rates & Margins
EBITDA 4149 12626 10821 9,132 9447 12,560 14,430 Sales Gr. % -16% 45% 31%  -16%  40% 14% 12%
Finance Costs 2315 812 1323 2264 966 1,166 1,026 EPS Gr. % 81% 1409% -28% -35%  16%  35%  21%
Profit Before Tax | 442 10,295 8,001 5191 5371 7238 9,199 Gross Margin 9% 19% 14% 14% 12% 12% 13%
[Taxation (53) 2,828 2,589 1,673 1,287 1,734 2,204 EBIT Margin 6% 16% 10% 10% 6% 7% 7%
Profit After Tax 495 7466 5412 3519 4,084 5504 6,995 Net Margin 1% 1% 6% 5% 4% 4% 5%
Balance Sheet Valuation
Inventory 15,132 17,081 30,197 17,262 19,545 23,349 27,019 P/E 734x  4.9x 6.7x 103x  8.9x 6.6x 5.2x
Receivables 1,016 940 1,034 1,148 1,814 2,070 2315 DY 1% 8% 6% 4% 4% 6% 8%
Current Assets 22172 22520 34915 21,733 34,649 39,187 43,650 P/B 2.9x 1.9x 1.7x 1.7x 1.5x 1.29x  1.10x
PP&E 20,638 19,180 20,750 20,305 19,073 18,856 18,623 Op. Cf Yld 0% 2% 3% 6% 25%  13%  17%
[Total Assets 42,861 41,720 55905 42392 44,076 50397 55,626 ROE 4% 47% 21% 16% 18% 21% 23%
Payables 8,921 6,588 6470 10,713 17,459 19,706 21,875 ROA 1% 18% 11% % 8% 10% 12%
Current Liabilities (23,556 16,357 29,213 17,407 27,882 29,070 28,971 P/EBITDA 8.8x 2.9x 3.4x 4.0x 4.9x 3.8x 3.2x
LT Loans 5042 3,731 2,779 1,006 540 297 55 EV/EBITDA 13.1x 3.8x 5.3x 4.3x 5.8x 4.3x 3.4x
[Total Liabilities 30,135 22,832 34,309 20,708 29,722 30,170 29,580 Volumetric Sales (mn cans)

Paid Up Capital 4350 4350 4,350 4350 4,350 4,350 4,350 Capacity Utilisation | 46% 51% 55% 54% 40% 43% 45%
Total Equity 12,726 18,888 21596 21,684 24,354 28226 33,046 Sales 463 506 552 536 404 427 452

Source: PSX, Capital Stake, Company Accounts, Bloomberg, IGI Research

Part of [G] Financial Services A A Packages Group Company
Important Disclosures at the end of this report



IG1

Securities

Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the security/ securities
discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will not receive direct or indirect
compensation in exchange for expressing specific recommendations or views in this report. The analyst(s) is principally responsible for the
preparation of this research report and that he/she or his/her close family/relative does not own 1% or more of a class of common equity securities
of the following company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by |Gl Finex Securities Limited and is for information purposes only. Whilst
every effort has been made to ensure that all the information (including any recommendations or opinions expressed) contained in this document
(the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to the accuracy or completeness of the
information. Neither, IGI Finex Securities Limited nor any director, officer or employee of I1GI Finex Securities Limited shall in any manner be liable
or responsible for any loss that may be occasioned as consequence of a party relying on the information. This document takes no account of the
investment objectives, financial situation and particular needs of investors, who shall seek further professional advice before making any
investment decision. The subject Company (ies) is a client of the I1GI Finex Securities Limited and IGI Finex Securities offers brokerage services to
Subject Company (ies) on a regular basis, in line with industry practice. This document and the information may not be reproduced, distributed or
published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by any person or entity not a client of
IGI Finex Securities Limited, else directed for distribution.

Rating system: |G| Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital gain
exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System

Buy if target price on aforementioned security (ies) is more than 10%, from its last closing price(s)

Hold if target price on aforementioned security (ies) is in between -10% and 10%, from its last closing price(s)
Sell if target price on aforementioned security (ies) is less than -10%, from its last closing price(s)

Valuation Methodology: To arrive at Target Prices, |Gl Finex Securities uses different valuation methodologies including
- Discounted Cash Flow (DCF)
- Reserve Based DCF
- Dividend Discount Model (DDM)
- Justified Price to Book
- Residual Income (RI)
- Relative Valuation (Price to Earning, Price to Sales, Price to Book)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and geopolitical
risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, business, economic, and
political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. given about the security
(ies)/company (ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an investment
analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome for his investment, Last
Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current trading
price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net income returned as a percentage of
shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to Book ratio used to compare a
stock's market value to its book value. DY: The dividend yield is dividend per share, divided by the price per share.

IGI Finex Securities Limited

Research Analyst(s)

Research Identity Number: BRPO09

© Copyright 2024 1GI Finex Securities Limited

Part of [(3] Financial Services A A Packages Group Company



IGI

Securities

Contact Details

Equity Sales

Zaeem Haider Khan Head of Equities

Tel: (+92-42) 35301405

zaeem.haider@igi.com.pk

Muhammad Naveed

Regional Manager (Islamabad & Upper North) Tel: (+92-51) 2604861-62

muhammad.naveed @igi.com.pk

Syeda Mahrukh Hameed

Branch Manager (Lahore)

Tel: (+92-42) 38303564

mahrukh.hameed@igi.com.pk

Shakeel Ahmad

Branch Manager (Faisalabad)

Tel: (+92-41) 2540843-45

shakeel.ahmadl@igi.com.pk

Asif Saleem Equity Sales (RY Khan)

Tel: (+92-68) 5871652-56

asif.saleem@igi.com.pk

Mehtab Ali Equity Sales (Multan)

Tel: (+92-61) 4512003

mahtab.ali@igi.com.pk

Research Team

Abdullah Farhan Head of Research

Tel: (+92-21) 111-234-234 Ext: 912

abdullah.farhan@igi.com.pk

Sakina Makati Research Analyst

Tel: (+92-21) 111-234-234 Ext: 810

sakina.makati@igi.com.pk

Laraib Nisar Research Analyst

Tel: (+92-21) 111-234-234 Ext: 974

laraib.nisar@igi.com.pk

IGI Finex Securities Limited

Trading Rights Entitlement Certificate (TREC) Holder of Pakistan Stock Exchange Limited |

Corporate member of Pakistan Mercantile Exchange Limited

Website: www.igisecurities.com.pk

Head Office

Suite No 701-713, 7th Floor, The Forum, G-20,
Khayaban-e-Jami Block-09, Clifton, Karachi-75600
UAN: (+92-21) 111-444-001 | (+92-21) 111-234-234
Fax: (+92-21) 35309169, 35301780

IGI Finex Securities Limited

Research Analyst(s)

Research Identity Number: BRPOO9

© Copyright 2024 I1GI Finex Securities Limited

Lahore Office

Shop # G-009, Ground Floor,
Packages Mall

Tel: (+92-42) 38303560-69
Fax: (+92-42) 38303559

Islamabad Office

Mezzanine Floor, Office 5, 6 & 7, Kashmir Plaza,
Block- B, Jinnah Avenue, Blue Area

Tel: (+92-51) 2604861-2, 2604864, 2273439
Fax: (+92-51) 2273861

Faisalabad Office

Office No. 2, 5 & 8, Ground Floor, The
Regency International 949, The Mall
Faisalabad

Tel: (+92-41) 2540843-45

Rahim Yar Khan Office

Plot # 12, Basement of Khalid Market,
Model Town, Town Hall Road

Tel: (+92-68) 5871652-3

Fax: (+92-68) 5871651

Multan Office

Mezzanine Floor, Abdali Tower,
Abdali Road

Tel: (92-61) 4512003, 4571183

Part of [(G] Financial Services

A A Packages Group Company



	ISL02082024
	Disclaimer and Contact (May-2024)

