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ASTL: Dhabeji project starts paying back
Previewing FY18 result, we expect ASTL to report NPAT of
PkR1,576mn (EPS: PkR5.31) compared to NPAT of PkR1,074mn
(EPS: PkR3.62) in full year FY17, up 47%YoY. The anticipated
earnings growth is a function of i) 25%YoY topline growth that
comes both from higher volumes (+14%YoY) and price hike
(+17%YoY) and ii) margin accretion (+104bpsYoY) on the back of
elevated primary margin (pricing spread between rebar-scrap prices).
On a quarterly basis, we expect the company to post net earnings
of PkR579mn (EPS: PkR1.95) in 4QFY18 vs. PkR255mn (EPS:
PkR0.86) in 4QFY17, up 2.27xYoY. Additional units from the new
Dhabeji line, higher retention price and lower effective tax rate (ETR:
18% in 4QFY18 vs. 44% in 4QFY17) are key contributors to the
elevated bottom-line. Accompanying results, the company is also
expected to announce a cash dividend of PkR2.25/sh. Gaining
3.8%FYTD, ASTL trades at an attractive FY19F P/E of 6.6x. We
currently have a Buy stance on ASTL, where our liking for the scrip
stems from its strong earnings credentials (4yr forward earnings
CAGR of 18%).
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News and Views

The newly constituted Economic Advisory Council (EAC) recommended
unpopular decisions to consolidate fiscal deficit. Instead of increasing
gas prices, EAC suggested withdrawal of income tax incentives introduced
in the FY19 budget as well as abolishing subsidies to different sectors
including textile.
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Chinese Foreign Minister Wang Yi is expected to arrive Pakistan today
for a three-day official visit, where the minister is expected to meet
leaders in Pakistan and discuss bilateral issues with emphasis on CPEC.
This comes only a few days after visit of US Secretary of State Mike
Pompeo.
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The countrys foreign exchange reserves slipped US$315mn to record
at US$16.37bn in the previous week. Despite marginal uptick in reserves
held by commercial banks by US$26mn, on account of external payments,
SBPs reserves declined by US$342mn, recording at US$9.89bn
.
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ASTL: Dhabeji project starts paying back
Previewing FY18 result, we expect ASTL to report NPAT of PkR1,576mn
(EPS: PkR5.31) compared to NPAT of PkR1,074mn (EPS: PkR3.62) in
full year FY17, up 47%YoY. The anticipated earnings growth is a
function of i) 25%YoY topline growth that comes both from higher
volumes (+14%YoY) and price hike (+17%YoY) and ii) margin accretion
(+104bpsYoY) on the back of elevated primary margin (pricing spread
between rebar-scrap prices). On a quarterly basis, we expect the
company to post net earnings of PkR579mn (EPS: PkR1.95) in 4QFY18
vs. PkR255mn (EPS: PkR0.86) in 4QFY17, up 2.27xYoY. Additional
units from the new Dhabeji line, higher retention price and lower
effective tax rate (ETR: 18% in 4QFY18 vs. 44% in 4QFY17) are key
contributors to the elevated bottom-line. Accompanying results, the
company is also expected to announce a cash dividend of PkR2.25/sh.
Gaining 3.8%FYTD, ASTL trades at an attractive FY19F P/E of 6.6x.
We currently have a Buy stance on ASTL, where our liking for the
scrip stems from its strong earnings credentials (4yr forward earnings
CAGR of 18%).
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Source: AKD Research & Company Report

FY18 earnings to move up 47%YoY: ASTL is scheduled to announce
its FY18 result on Jun 1118, where we expect the company to report
NPAT of PkR1,576mn (EPS: PkR5.31) vs. PkR1,074mn (EPS: PkR3.62)
in FY17. Solid topline growth (+25%YoY, courtesy price hike and higher
offtakes) and elevated gross margin (+1.04pts, as a result of widening
spread between re-bar and scrap steel) are expected to push earnings
47%YoY higher. On a quarterly basis, 4QFY18E earnings are anticipated
to go up by 2.27xYoY to PkR579mn (EPS: PkR1.95) vs. PkR255mn (EPS:
PkR0.86) in 4QFY17. In 4QFY18, bottom-line growth is a function of i)
82%YoY increase in revenue due to additional units from new Dhabeji
line and higher retention price and ii) lower effective tax rate (18%YoY vs.
44% in 4QFY17) due to utilization of various tax credits (under ITO section
65-B, C & D). In addition to the results, the company is expected to
announce a final cash dividend of PkR2.25/sh (payout 42%).
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Too early to be wary of supply concerns: The steel sector has lost 13%
since Jan18, where part of the reason is the investors concern about
potential supply glut scenario once the new entrants (i.e. Naveena Group,
Al Haj Group and others) and the existing players (i.e. Mughal & Agha
steel) with additional capacities (estimated at 1.265mn tons) will start
commercial operations. We view these concerns as both undue and
untimely at this stage of the expansion cycle. Also, we dont see any supply
side pressures at-least for next three-four years for two simple reasons.
First, new entrants need a minimum of two years to set-up a plant, which
means no substantial new addition for at least a year. Secondly, there is
a lot of room available for graded steel manufacturers to cannibalize substandard product market share, which presently accounts for ~50% of the
domestic re-bar consumption. Moreover, public sector projects (i.e. dams
and other ongoing infrastructure projects that require graded steel) and
domestic housing projects are expected to further increase the demand
for graded steel.
Investment perspective: We continue to prefer ASTL on the back of i)
companys strong earning credentials (4yr forward earnings CAGR of 18%)
and ii) its competitive position compared to other players, where early
materialization of expansion project provides a competitive edge. That
said, sub-standard substitutes  that approximately makeup ~50% of the
market  pose a key threat to ASTL in the post-expansion period. We
believe ASTL's strong brand name, product quality and increasing product
awareness can be effective mitigants in this regard. Gaining 3.8%FYTD,
ASTL trades at an attractive FY19F P/E of 6.6(x), where our Jun19 TP of
117 implies a 60% capital upside. Buy!
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.

The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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