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Economic slowdown & rise in construction cost to impact earnings 

 Amid fall in construction activity led by economic slowdown, we revise down our earning

estimate of International Steel Limited (ISL) for FY23E and FY24F to Rs11.94/share and

Rs14.02/share from our previous estimates of Rs19.05/share and Rs22.31/share, respectively.

We also lower June 2023 target price by ~25% to Rs94/share however we maintain our ‘Buy’

stance on the stock as it is down 19% in 2022 to date and we believe negatives are priced in.

 Downward revision in earnings for FY23 and FY24 are on the back of downward revision in our

volumetric sales assumption and implementation of super tax. In FY23, we expect ISL’s volume

to decline by 4% due to (i) sharp hike in product prices, (ii) slowdown in construction activities

and (ii) contractionary fiscal policy will keep sales volumes in check. From FY24F, sales are

anticipated to normalize where volumes are likely to grow by 15%, we believe. Consequently,

we expect earnings to decline by 15% YoY in FY23 which will followed by growth of 17% in

FY24.

 Consequently, sales volume of ISL are expected to decrease by 4% YoY to 383k MT for FY23F

(Local: 290k MT – down 6% YoY and Export: 93k MT – up 5% YoY). For FY24, it is expected to

increase to 422k MT up by 10% YoY (Local: 325k MT – up 12% YoY and Export: 98k MT – up 5%

YoY).

 It is important to note that flat steel demand is driven from the following sectors 1)

Construction, 2) Auto, 3) Appliances, 4) Agriculture, etc. Hence, demand of flat steel is a major

function of economic growth & LSM which is likely to witness slowdown in FY23.

 Flat steel industry also faces challenges from dumping of steel products from Federally

Administered Tribal Area (FATA) Pakistan Administered Tribal Area (PATA) region because of

GST exemptions. In FY22, sales of local manufacturers were severely impacted where this

exemption is expected to end by FY23. The risk of dumping from FATA PATA remains a concern

for the local flat steel manufacturers.

 Rise in steel prices is also anticipated to impact flat steel sales which have cumulatively

increased by 29% or Rs54k/tons on Cold Rolled Coil (CRC), Hot Dipped Galvanize Coil (HDGC)

and Color Coated Coil (CCC), mainly led by 1) rupee devaluation, 2) higher Ocean freight cost,

and 3) higher international HRC prices.
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HRC-CRC Spread HRC CRC

ISL Earning Revision and Major Assumptions

(US$/MT)
Revised Previous

FY23E FY24F FY23E FY24F

Earnings (Rs/share) 11.94 14.02 19.05 22.31

HRC 850 750 550 550

CRC 920 820 620 620

HDGC 1040 920 695 695

HRC-CRC spreads 70 70 70 70

CRC-HDGC spreads 120 100 75 75

Source: Topline Research



HRC-CRC Spread assumed at US$70/MT in FY23E

 Russia-Ukraine war and COVID-19 pent up demand flared up the commodity cycle which

significantly impacted the global economies. The global commodity prices are likely to remain

elevated in FY23F and FY24F, we believe. Concurrently, we have assumed Hot Rolled Coil

(HRC) price of US$850/MT for FY23E and US$750/MT for FY24F with HRC-CRC spreads of

US$70/MT for both years (close to its historical average). To recall, the average price of HRC in

FY22 stood at US$840/MT (up 28% YoY) with HRC-CRC spread of US$82/MT vs. US$59/MT in

FY21.

 We have also run sensitivity on international primary spreads of HRC-CRC and CRC-HDGC for

earnings of FY23 and FY24. For every US$10/MT increase/decrease of primary spreads (HRC-

CRC and HRC-HDGC) would have an impact on earnings by 15%/-18% for FY23.

 Local CRC and HDGC average prices during FY22 traded at a discount of 11% and 33% as

compared to landed flat steel price (imported inclusive of all duties) CRC and HDGC,

respectively.

 The company has availed subsidized financing (TERF, LTFF, and EFS) for debottlenecking and

working capital requirements which remains favorable for ISL in times of higher interest rates.

 In order to resolve circular debt, the current government is eying on raising the current system

gas price by 45% to Rs1,537/MMBTU from current price of Rs1,087/MMBTU. This would have

a impact on ISL earnings by ~Rs0.6/share. Hike in energy tariffs would likely impact the

earnings of the companies which are solely or partially relying on the grid as cost of power

from the grid would still be higher than using natural gas. In this case, ISL is better placed

compared to its competitors due to gas based captive generation.

 The stock is currently trading at attractive FY23F PE of 4.8x with dividend yield of 9%. Key risks

for the company include 1) higher than anticipated volumetric decline, 2) lower HRC-CRC

spread, 3) lower CRC-HDGC spread, and 4) higher than expected hike in energy prices.
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ISL Earnings Sensitivity of FY23E

CRC-HDGC Spread (US$/MT)
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Source: Topline Research

International Steels Limited (ISL)

ISL: Key Numbers

FY20A FY21A FY22E FY23F FY24F

EPS/LPS 1.14 17.16 14.03 11.94 14.02 

Earnings Growth -81% NM -18% -15% 17%

PE at Rs57.76 NM 3.37 4.12 4.84 4.12 

Dividend Yield 5% 17% 11% 9% 11%

ROE 4% 40% 30% 23% 23%

PBV 2.0 1.3 1.2 1.1 0.9 

Source: Company Accounts, Topline Research



The research analyst(s), denoted by an “AC” on the cover of this report, primarily involved in the preparation of this report, certifies that (1) the views expressed in this report accurately reflect his/her personal

views about all of the subject companies/securities/sectors and (2) no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this

report.

Furthermore, it is stated that the research analyst or its close relative have neither served as a director/officer in the past 3 years nor received any compensation from the subject company in the past 12

months.

Additionally, as per regulation 8(2)(i) of the Research Analyst Regulations, 2015, we currently do not have a financial interest in the securities of the subject company aggregating more than 1% of the value of

the company.

Rating System

Topline Securities employs three tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific stock. The rating is based on the following with time

horizon of 12-months.

Rating Expected Total Return

Buy Stock will outperform the average total return of stocks in universe 

Neutral Stock will perform in line with the average total return of stocks in universe

Sell Stock will underperform the average total return of stocks in universe

For sector rating, Topline Securities employs three tier ratings system, depending upon the sector’s proposed weight in the portfolio as compared to sector’s weight in KSE-100 Index:

Rating Sector’s Proposed Weight in Portfolio

Over Weight > Weight in KSE-100 Index

Market Weight = Weight in KSE-100 Index

Under Weight < Weight in KSE-100 Index

Ratings are updated daily to account for the latest developments in the economy/sector/company, changes in stock prices and changes in analyst’s assumptions or a combination of any of these factors.

Valuation Methodology

To arrive at our 12-months Target Price, Topline Securities uses different valuation methods which include: 1). Present value methodology, 2). Multiplier methodology, and 3). Asset-based methodology.

Research Dissemination Policy

Topline Securities endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or electronic distribution such as email, fax mail etc.

Nevertheless, all clients may not receive the material at the same time.

Disclaimer

This report has been prepared by Topline Securities and is provided for information purposes only. Under no circumstances this is to be used or considered as an offer to sell or solicitation of any offer to buy.

While reasonable care has been taken to ensure that the information contained therein is not untrue or misleading at the time of publication, we make no representation as to its accuracy or completeness and

it should not be relied upon as such. From time to time, Topline Securities and/or any of its officers or directors may, as permitted by applicable laws, have a position, or otherwise be interested in any

transaction, in any securities directly or indirectly subject of this report. This report is provided only for the information of professional advisers who are expected to make their own investment decisions

without undue reliance on this report. Investments in capital markets are subject to market risk and Topline Securities accepts no responsibility whatsoever for any direct or indirect consequential loss arising

from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial situation and particular needs of investors, who should seek further professional

advice or rely upon their own judgment and acumen before making any investment. The views expressed in this report are those of Topline Research Department and do not necessarily reflect those of Topline

or its directors. Topline as a firm may have business relationships, including investment-banking relationships, with the companies referred to in this report.

All rights reserved by Topline Securities. This report or any portion hereof may not be reproduced, distributed or published by any person for any purpose whatsoever. Nor can it be sent to a third party 

without prior consent of Topline Securities. Action could be taken for unauthorized reproduction, distribution or publication.
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