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Mughal Iron & Steel Industries Ltd (MUGHAL PA) recently announced plans on further diversifying operations in the Non-ferrous 
segment, including enhancement of Copper capacity, while also venturing into the Aluminum segment (hinted at by the 
management in a recent Analyst Briefing). The salient features of the announcement are given below.  

Salient features of the expansion  

Procurement and installation of melting 
plant for non-ferrous segment 

The capex expected to be incurred for this project is PKR2.9bn, which will allow for the exporting of aluminum ingots 
and improving efficiency of the copper segment. 

Procurement of parts for re-rolling mill Estimated capex to be incurred is an additional PKR400mn  

Financing 80:20 Debt-to-Equity 

Sukuk Issue of an additional PKR5bn Sukuk with a 5yr tenure and rate similar to current Sukuk issues (Kibor + 1.3%) 

Disposal of old re-bar mill PKR568mn book-value 

COD Maximum 20 months (potentially by 1QFY24) 

Source: Company Announcements 

Project can be value accretive, but will need high utilization levels 
MUGHAL’s venture into the Non-ferrous segment (Copper ingots) has proved very profitable since inception (FY20). The segment is 
presently contributing c.25% of overall revenues with healthy gross margins of c.35% in 1QFY22 (14% on Steel revenues), because 
of not only hefty inventory gains but also high efficiency and processing standards. MUGHAL mainly exports copper to China and 
benefits from sales prices that are at a lower discount compared with that from other regional countries (LME price -2.5%, vs -7.5% 
initially). Streamlining of the copper segment through an expansion is likely to further improve margins, in our view, while the 
company will process nearly double the present volumes (c.1,000MT/month from 500-600MT/month at present).  

As per channel checks, MUGHAL will be able to process and export 35,000-40,000 MT of aluminum ingots annually through the 
plant, at expected gross margins of at least 12%. Given that the company is able to achieve 100% capacity utilization in the 
aluminum segment and successfully double copper segment exports, we estimate c.30% incremental revenues over our present 
estimates for FY24-26f (assumed commissioning of plant by end-1QFY24). We also estimate c.20% higher net profits from our 
base estimates. However, it is worth noting that since MUGHAL began the Non-ferrous segment, it has been unable to reach full 
utilization (we estimate c.6,200 MT exported  in FY21, at c.62% capacity utilization), because of constraints on supplies of quality 
compressor scrap.   

Although the project appears promising for MUGHAL, the rise in debt through additional planned Sukuk issue of PKR5bn (in 
addition to PKR3bn recently issued), given already elevated leverage is a key concern (D/A will be c.50% with the project), in our 
view, especially in light of the prevailing macroeconomic situation. Based on preliminary calculations, we estimate the new plant to 
be value accretive at a capacity utilization above 50% (for aluminum). Assuming c.70% utilization level, the project adds c.20% to 
our base-case TP (of PKR135/sh). Below 50% utilization levels, however, it decreases our TP by c.5%.  

MUGHAL remains our top pick in the Steel space 
MUGHAL is our top-pick in the IMS Steel coverage (June 2022 TP of PKR135/sh) on account of strong performance in both 
Ferrous and Non-ferrous segments, and resilient revenues/earnings during times of economic downturns. We expect that robust 
farmer income will keep demand for girders healthy, while rebar demand will depend on sustained construction activities (which 
may be slow until June 2022 due to ongoing monetary/fiscal tightening). But bigger steps towards diversification into Non-ferrous 
segment increases our liking for the scrip. MUGHAL is trading at an undemanding FY22f P/E of 5.5x.    
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I, Abdul Ghani Mianoor, certify that the views expressed in the report reflect my personal views about the subject securities. I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the 
specific recommendations made in this report. I further certify that I do not have any beneficial holding of the specific securities that I have recommendations on in this report.  

Ratings Guide* Criteria 
Buy Total return expectation of > 15% or expected to outperform the KSE-100 index 
Neutral  Total return expectation of > -5% or expected to match the return of KSE-100 index 
Sell Expected downside of more than 5% or expected to underperform the KSE-100 index  

*Based on 12 month horizon unless stated otherwise in the report. 

Valuation Methodology: We use multiple valuation methodologies in arriving at a Target Price including, but not limited to, Discounted Cash Flow (DCF), Dividend Discount Model (DDM) and relative multiples based 
valuations. 

Risks: (i) PKR depreciation against USD, (ii) volatility in international commodity prices, (iii) low pricing power due to surplus capacity in the sector, and (iv) enhanced restrictions due to new variants 

Disclaimer: Intermarket Securities Limited has produced this report for private circulation only. The information, opinions, and estimates herein are not direct at, or intended for distribution to or use by, any person or entity in 
any jurisdiction where doing so would be contrary to law or regulation or which would subject Intermarket Securities Limited to any additional registration or licensing requirement within such jurisdiction. The information and 
statistical data herein have been obtained from sources we believe to be reliable where such information has not been independently verified and we make no representation or warranty as to its accuracy, completeness, 
and correctness. This report makes use of forward looking statements that are based on assumptions made and information currently available to us and those are subject to certain risks and uncertainties that could cause 
the actual results to differ materially. No part of the compensation of the author(s) of this report is related to the specific recommendations or views contained in this report.  

This report is not a solicitation or any offer to buy or sell any of the securities mentioned herein. It is meant for information purposes only and does not take into account the particular investment objectives, financial situation 
or needs of individual recipients. Before acting on any information in this report, you should consider whether it is suitable for your particular circumstances and, if appropriate, seek professional advice. Neither Intermarket 
Securities Limited nor any of its affiliates or any other person associated with the company directly or indirectly accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the 
information contained herein.  

Subject to any applicable law and regulations, Intermarket Securities Limited, its affiliates or group companies or individuals connected with Intermarket Securities Limited directly or indirectly may have used the information 
contained herein before publication and may have positions in, or may from time to time purchase or sell or have a material interest in any of the securities mentioned or may currently or in future have or have had a 
relationship with, or may provide investment banking, capital markets and/or other services to, the entities mentioned herein, their advisors and/or any other connected parties. 

 

RESEARCH DISCLOSURES 

Third Party Research 
This is third party research.  It was prepared by Intermarket Securities Limited (IMS), with headquarters in 
Karachi, Pakistan.  Intermarket Securities Limited (IMS) is authorized to engage in securities activities 
according to its domestic legislation.  Intermarket Securities Limited (IMS) has sole control over the 
contents of this research report.  

Intermarket Securities Limited (IMS) is the employer of the research analyst(s) responsible for the content 
of this report and research analysts preparing this report are resident outside the U.S. and are not 
associated persons of any U.S. regulated broker-dealer. The analyst whose name appears in this research 
report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority 
(“FINRA”) and, therefore, may not be subject to applicable restrictions under FINRA Rules on 
communications with a subject company, public appearances and trading securities held by a research 
analyst account. 

None of the materials provided in this report may be used, reproduced, or transmitted, in any form or by 
any means, electronic or mechanical, including recording or the use of any information storage and 
retrieval system, without written permission.  

Disclaimers 
Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this 
report may present certain risks. The securities of non-U.S. issuers may not be registered with, or be 
subject to the regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S. 
securities or related financial instruments may be limited. Foreign companies may not be subject to audit 
and reporting standards and regulatory requirements comparable to those in effect within the United 
States.  The value of any investment or income from any securities or related financial instruments 
discussed in this report denominated in a currency other than U.S. dollars is subject to exchange rate 
fluctuations that may have a positive or adverse effect on the value of or income from such securities or 
related financial instruments. 

Frontier and Emerging Market laws and regulations governing investments in securities markets may not 
be sufficiently developed or may be subject to inconsistent or arbitrary interpretation or application. Frontier 
and Emerging Market securities are often not issued in physical form and registration of ownership may not 
be subject to a centralized system. Registration of ownership of certain types of securities may not be 
subject to standardized procedures and may even be effected on an ad hoc basis. The value of 
investments in Frontier and Emerging Market securities may also be affected by fluctuations in available 
currency rates and exchange control regulations. Not all of these or other risks associated with the relevant 
company, market or instrument which are the subject matter of the report are necessarily considered. 

 

US Distribution 
This Report is considered independent third-party research and was prepared by Intermarket Securities 
Limited (FBD), with headquarters in Pakistan.  The distribution of this Research is provided pursuant to 
the exemption under Rule 15a-6(a)(2) and is only intended for an audience of Major U.S. Institutional 
Investors (MUSIIs) as defined by Rule 15a-6(b)(4).  This research is not a product of StoneX Financial 
Inc..  Intermarket Securities Limited has sole control over the contents of this research report.  StoneX 
Financial Inc. does not exercise any control over the contents of, or the views expressed in, any research 
reports prepared by Intermarket Securities Limited and under Rule 15a-6(a)(3), any U.S. recipient of this 
research report wishing to effect any transaction to buy or sell securities or related financial instruments 
based on the information provided in this research report should do so only through StoneX Financial 
Inc. For any information, please contact Gene Turok.  Under no circumstances should any U.S. recipient 
of this research report effect any transaction to buy or sell securities or related financial instruments 
through Intermarket Securities Limited. 
 

Intermarket Securities Limited (IMS) is not registered as a broker-dealer in the United States and, 
therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence 
of research analysts.  This research report is provided for distribution to “major U.S. institutional investors” 
and other “U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-
6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). 

Distribution outside US 
This report is not intended for distribution to the public and may not be reproduced, redistributed or 
published, in whole or in part, for any purpose without the written permission of Tellimer. Tellimer shall 
accept no liability whatsoever for the actions of third parties in this respect.  This report is for distribution 
only under such circumstances as may be permitted by applicable law. 

This report may not be used to create any financial instruments or products or any indices. Neither 
Tellimer, nor its members, directors, representatives, or employees accept any liability for any direct or 
consequential loss or damage arising out of the use of all or any part of the information herein. 

United Kingdom: Distributed by Exotix Partners LLP only to Eligible Counterparties or Professional 
Clients (as defined in the FCA Handbook). The information herein does not apply to, and should not be 
relied upon by, Retail Clients (as defined in the FCA Handbook); neither the FCA’s protection rules nor 
compensation scheme may be applied. 

UAE: Distributed in the Dubai International Financial Centre by Exotix Partners LLP (Dubai) which is 
regulated by the Dubai Financial Services Authority (“DFSA”). Material is intended only for persons who 
meet the criteria for Professional Clients under the Rules of the DFSA and no other person should act 
upon it. 

Other distribution: The distribution of this report in other jurisdictions may be restricted by law and 
persons into whose possession this document comes should inform themselves about, and observe, any 
such restriction 

 

 

 

 

 

 
 

 

 

 
 

 

 

 


