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= We continue our coverage on Mughal Steel (MUGHAL). The manufacturer delivers rebars
in different grades.

MUGHAL is able to generate around 22MW which will increase volumetric production of
billets and rebars after procurement of six engine. These are gas fired electric generators
of 3.1MW each & part of phase 1 expansion. This will result in growth in top line for
2HFY18.

Monthly production hits all time high i.e. 10k tons of 60 grade, 4k tons of Mughal supreme
and 8k tons of girder and thus we see production of rebars in 2HFY18 to touch ~120 to
130k tons with re-rolling capacity utilization of 55%.

Melting capacity was under-utilized due to power shortage ~ as reported in accounts.
Previously MUGHAL was procuring around 60 to 65% of billets locally ~ 60% of billets are
manufactured internally which saves 3 to 5k per ton as against outsourced billets. Hence
we see primary margins will slightly improve in 2HFY18.

Current prices of outsourced billet is ~ Rs72k per ton & previously it was Rs63k per ton.
Billets are in high demand across the country and National Tariff Commission (NTC) has
also imposed anti dumping duty on CC Billets thus securing the local steel manufacturers.

P&L - reported and estimated

(Amount Rs mn) 1QFY18A 2QFY18A 3QFY18E 4QFY18E FY18E

Sales 5,397 5,788 6,300 6,587 24,071
Gross Profit 668 759 905 946 3,277
GP Margin 12% 13% 14% 14% 14%
Net Profit 306 315 446 405 1,471
NP Margin 6% 5% 7% 6% 6%
Basic EPS Rs/sh 1.22 1.25 1.77 1.61 5.85

Source: SCS Research
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Ticker MUGHAL
Price 73.60

52 week low 43.35

52 week high 94

Beta 1.4
Market Cap (PKR) 18.52bn
FY17 Cash Dividend Rs.2.6/sh

Source: SCS Research
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Long bar manufacturers will enjoy healthy margins, the ones having active melting capacity.

MUGHAL has a good market share of rebars i.e. 60 grade, Mughal supreme and girder.
The company has also passes on the impact of recent rupee devaluation in prices.
Currently prices of girder is Rs93k/ton, Mughal supreme is Rs94k/ton and grade 60 is
Rs97-98k/ton, we see margins will maintain in 2HFY18 due to power availability.

We revisited our model with price updates of rebars, billets, scrap with rupee devaluation SALES MIX
and updated production, however, removal of Regulatory Duty is not been incorporated in
our model. We see a growth in top line and better margins in 2HFY18 and thus MUGHAL
could report an EPS of Rs1.77/sh in 3QFY18 and full year EPS of Rs5.58/sh with an
expected dividend of Rs3/sh in FY18. Girder,
36% 4

Grade 60,
Proposal of removal of regulatory duty from steel product including scrap & rebars has been 45%
submitted by commerce division. If removal of regulatory duty is approved we see neutral
impact for local rebar manufacturers as there is still a price differential between local &

imported rebars.

Cement dispatches has reached 4.7mn tons in month of March which is highest ever record

of dispatches in Pakistan. Construction activities are going on very actively across the Mughal
country which drives the demand dynamics of long steel products. Supreme,
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-Research Analyst or his close relative has neither served as a director/officer in the past 3 years nor received any compensation from the Subject Company in the previous 12 months
- His compensation will not be related to the recommendations or views given in Research Report

Distribution of ‘Research Report’

Standard Capital Securities (Pvt.) Ltd. will distribute Research Report to clients in a timely manner through electronic distribution vide email or through physical distribution such as courier express.
Standard Capital will make all efforts; even so it is possible that not all clients may receive Research Report at the same time given technical glitches or breakdown/slowdown of internet during the
process of sending emails.

‘Research Entity’ Disclosures

-Standard Capital Securities (Pvt.) Ltd. or any of its officers and directors does not have a significant financial interest (above 1% of the value of the securities) of the subject company.

-Standard Capital Securities (Pvt.) Ltd. employee including directors, officers or associates has not served the subject company in preceding 36 months.

-Subject Company is not been a client for Standard Capital Securities (Pvt.) Ltd. during the publication of Research Report

-Standard Capital Securities (Pvt.) Ltd. has not managed public offering, take over or buyback of securities for the Subject Company in the past 12 months neither receives any compensation from
the subject company for corporate advisory or underwriting services in the past 12 months.

-Standard Capital Securities (Pvt.) Ltd. hasn’t recently underwritten/or not in the process of underwriting the securities of an issuer mentioned herein. Standard Capital Securities (Pvt.) Ltd. hasn’t
have provided/providing advisory services to the issuer mentioned herein.

Risk disclosures impeding target price
The Subject Company is exposed to market risks, such as changes in interest rates, exchange rates, changes in raw material prices. Subject company can also exposed to risk such as derivative
transaction or certain regulatory changes from government authorities.

Rating System
- Standard Capital Securities (Pvt.) Ltd. standardized recommendation structure i.e. positive, Hold and negative, based on rating system i.e.

- (Target Price, if any/Current Price - 1) > 10% Positive

- (Target Price, if any/Current Price - 1) < -10% Negative

- less than 10% (Target Price, if any/Current Price -1) Hold
- The time duration is the financial reporting period of Subject Company.

Valuation method

Following research techniques adopted to calculate target price/recommendation
Price to earnings & Price to Book, EV-EBITDA multiple

Discounted Cash flows or Dividend Discount Model or Enterprise Value



