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Resilient operations supported by continuous strong domestic demand
Ezz Steel continues to showcase robust operations that seem to withstand
the subdued macroeconomic environment in Egypt. The company reported
a 22.4% y-o-y increase in revenues to EGP 14,165M during the first nine
months of 2011, led by strong long product sales but mostly by persistent
increase in steel prices. Sales of long steel, which continue to form the
bulk of the revenue pool, rose by 5% y-o-y to 2.5M tons. These largely
compensated for the 17% y-o-y drop in the flat steel sales to 0.82M tons,
as foreign demand is shattered by the economic wobbles in Europe, the
company'’s largest flat steel export market, but also as Ezz suspended flat
steel production at its EFS facility to focus on long products.

Bottom line distressed by non-operating expenses

With production costs flat at 88% of sales margin, the gross profit at Ezz
improved by 20% y-o-y during the first nine months of the year to EGP
1,712M and operating margin stayed at 10% of top line. Yet net income for
the period fell by 11% y-o-y to EGP 450M pressured by a 5% y-o0-y increase
in net finance expenses. The biggest hit to earnings resulted however from
the increase in corporate tax rate from 20% to 25% that took effect during
the year. This ensued in a twofold y-o-y jump in related charges, including a
one-off flop to earnings from an adjustment to deferred tax liability. If this
item were ignored, the net margin would stand at 4.1% compared to 4.4%
for the same period in 2010, instead of 3.2% under current conditions.
Further, net profit for the period would have increased by 16% y-o-y to EGP
585M instead of the 11% drop during the first nine months.

Maintaining a HOLD rating on macroeconomic uncertainty

We revised our fair value upward to EGP 6.50 from EGP 4.30 previously,
after slightly revising our 2012 revenue forecast upward with a 1.5% y-o-y
increase. Most of the fair value revision comes however from adjusting the
WACC to 24% instead of the 32% we applied previously. This came as the
risk related to the legal results on the EZDK acquisition case declined after
a court ruling confirmed that Talaat Moustafa's Madinaty contract is in
compliance with Egyptian laws. The ruling slightly eased investors’
concerns about the legal consequences on companies that were close to
the ousted Mubarak regime. In addition, Ezz's debt decreased by 3.3% y-o-
y and the long term debt-to-equity ratio fell to 69% during the period, down
from 79% for 2010, contributing to lower risk on the steel maker's balance
sheet.

We believe that although the political impasse will still significantly weigh
on investment initiatives over the short to medium term, the continuous
domestic demand backed by Egypt's strong demographic features will
ensure a humble operational improvement this year.
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PROJECTED INCOME STATEMENT

In EGP million 2009 2010 2011e 2012f 2013f 2014f
Net sales 12,589 16,621 17,656 17,914 19,263 20,940
Cost of goods sold (11.135) | (14,698) | (15,537) | (15,729) | (16,990) | (18,427)

Gross Profit 1,455 1,923 2,119 2,186 2,273 2,613
Selling & marketing expenses (128) (154) (212) (233) (270) (251)
General & admin. Expenses (274) (235) (247) (251) (231) (272)
Impairment loss on assets (5) (2) - - - -
Provisions (15) (95) (100) (75) - -
Total expenses (422) (486) (559) (559) (501) (524)
Finance expenses (779) (754) (869) (826) (818) (888)
Interest income 89 67 84 120 106 102
Other income 154 22 20 20 20 20
Total other expenses (536) (665) (765) (686) (693) (766)

il:?;repsrtofit before tax & non-controlling 497 772 795 941 1,079 1223
Income tax expense (141) (171) (199) (235) (270) (306)
Deferred tax expense (49) (37) (150) (60) (60) (60)
Net profit before minority interests 307 564 446 645 750 857

Minority interest (219) (313) (228) (342) (405) (472)

Net profit after minority interests 88 251 219 303 345 386

Source: Ezz Steel, Blominvest
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PROJECTED BALANCE SHEET
In EGP million 2009 2010 9M2011 2012f 2013f 2014f
Non-current Assets
Property, plant & equipment 9,627 9,567 9,998 10,084 10,467 10,855
Projects under construction 1,427 3,319 3,311 3,542 4,005 1,692
Goodwill 315 315 315 315 315 315
Other non-current assets 25 198 271 6 8 5
Total non-current assets 11,393 13,399 13,895 13,948 14,796 12,867
Current Assets
Inventories 2,679 3,734 4,191 3,404 3,371 3,350
Trade & notes receivable 112 185 192 233 289 272
Debtors & other debit balances 694 617 622 573 578 628
Advances to suppliers 132 48 34 179 212 209
Investments in treasury bills 11 58 61 380 380 380
Cash & cash equivalents 1,581 1,415 1,346 1,612 1,734 1,885
Total current assets 5,208 6,057 6,446 6,381 6,563 6,725
Total Assets 16,601 19,455 20,341 20,329 21,359 19,692
Non-current Liabilities
Loans 3,647 4,466 3,988 3,775 3,398 3,685
Other non-current liabilities 114 205 235 270 311 357
Bonds loan 880 651 543 323 112 -
Deferred tax liabilities 621 658 813 888 977 1,064
Total Non - current liabilities 5,162 5,980 5,579 5,256 4,797 5,107
Current Liabilities
Banks credit accts & Overdrafts 1,498 1,136 913 1,416 1,563 1,658
ST Loans & Borrowings 1,654 3,292 3,782 3,146 3,058 3,317
Bonds loan 220 220 220 220 220 220
Trade & notes payable 860 1,145 1,708 1,022 1,053 1,087
Advances from customers 365 410 284 717 751 733
Creditors & other credit balances 531 662 1,188 928 1,053 1,106
Provisions 38 123 127 52 53 50
Total Current Liabilities 5,165 6,988 8,222 7,500 7.752 8,172
Total Liabilities 10,327 12,968 13,801 12,756 12,549 13,279
Shareholders’ Equity 6.274 6,487 6,540 7,573 8,810 6,313
Total Liabilities & Shareholders’ Equity 16,601 19,455 20,341 20,329 21,359 19,692
Source: Ezz Steel, Blominvest
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IMPORTANT DISCLAIMER

This research is based on current public information that we consider reliable, but we do not
represent it is accurate or complete, and it should not be relied on as such.

Blom Bank SAL or Blom Invest SAL can have investment banking and other business relationships
with the companies covered by our research. We may seek investment banking or other business
from the covered companies referred to in this research.

Our salespeople, traders, and other professionals may provide oral or written market commentary
or trading strategies to our clients and our proprietary trading desks that reflect opinions that are
contrary to the opinions expressed in this research. Our asset management area, our trading
desks and investing businesses may make investment decisions that are inconsistent with the
recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time
to time have long or short positions in, act as principal in, and buy or sell, the securities or
derivatives (including options and warrants) thereof of covered companies referred to in this
research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any
jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or
needs of individual clients.

Clients should consider whether any advice or recommendation in this research is suitable for
their particular circumstances and, if appropriate, seek professional advice. The price and value of
the investments referred to in this research and the income from them may fluctuate.

Past performance is not a guide to future performance, future returns are not guaranteed, and a
loss of original capital may occur. Certain transactions, including those involving futures, options,
and other derivatives, give rise to substantial risk and are not suitable for all investors.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

Copyright 2012 BLOM Invest SAL.
No part of this material may be copied, photocopied or duplicated in any form by any means or
redistributed without the prior written consent of Blom Invest SAL.




