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https://docs.vis.com.pk/do cs/VISRatingScales.pdf

Rating Rationale

The reaffirmation of Thal Limited’s ratings reflects the Company's diversified business profile, stable financial risk metrics, strong liquidity
position and backing of resourceful group. The ratings continue to draw comfort from Thal’s presence across multiple segments—Engineering,
Jute, Packaging, and Laminates—which provides resilience against cyclical pressures in any single line of business. Despite the contraction in
the Building Materials and Allied Products (BMAP) segment following the suspension of government wheat procurement, overall operational
stability was maintained, supported by robust growth in the Engineering division and ongoing strategic diversification initiatives, including
export development and expansion within the Packaging segment.

Profitability remains underpinned by recurring investment income, which continues to provide a buffer against volatility in core manufacturing
margins. While gross margins remained broadly stable in FY25, the Company’s reliance on non-operating income remains a key contributor to
bottom-line performance. Despite slight decline in 1QFY26 earnings due to timing of dividend income and higher taxes the Company’s
underlying debt-servicing capacity remains sound. Thal maintains a conservative capital structure, supported by low leverage, minimal gearing,
and a favorable debt mix comprising concessional and low-spread bank facilities. Liquidity remains robust, underpinned by sizeable short-term
investments, strong cash balances, and an improving operating cycle.

Going forward, the ratings will remain sensitive to the Company’s ability to sustain gross margins amid evolving sector dynamics, particularly
in the automotive value chain and building material segment. Continued progress on diversification into non-automotive engineering
applications, aftermarket expansion, and export growth will be important for mitigating cyclicality and supporting long-term earnings stability.

Information herein was obtained from sources believed to be accurate and reliable; however, VIS does not guarantee the accuracy, adequacy or completeness of any information and is not responsible for any errors or omissions or
for the results obtained from the use of such information. For conducting this assignment, analyst did not deem necessary to contact external auditors or creditors given the unqualified nature of audited accounts and diversified
creditor profile. Copyright 2025 VIS Credit Rating Company Limited. All rights reserved. Contents may be used by news media with credit to VIS.
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Company Profile

Thal Limited (‘Thal’ or ‘the Company’) is a diversified national conglomerate with operations spanning multiple business segments. The
Company'’s portfolio includes engineering division, encompassing thermal & engine components, as well as building materials and allied
products segment, comprising of jute, packaging and laminates.

The Company’s head office is located in Karachi, while its manufacturing facilities are situated across Pakistan as follows:

Engineering operations in Karachi

Jute operations in Muzaffargarh

Packaging operations in Balochistan and Gadoon (KPK)
Laminate operaions in Balochistan.

Management and Governance

The composition of the Board is in compliance with the Listed Companies (Code of Corporate Governance) Regulations, 2019. The Company’s
governance is overseen by seven members, comprising the Chairperson, Mr Imran Ali Habib; CEO, Mr. Muhammad Tayyab Ahmad Tareen
along with three non-executive directors and two independent directors, Ms. Tahira Raza and Mr. Khaym Husain.

The Board has constituted Audit and Human Resource & Remuneration Committees to strengthen oversight of financial reporting, risk
governance and human capital management. The Audit Committee is chaired by an independent director and comprises non-executive
members, while the Human Resource & Remuneration Committee is also chaired by an independent director and includes appropriate
representation from the Chairperson, non-executive and executive management.

Business Risk

INDUSTRY UPDATE

VIS assesses the overall business risk profile of Pakistan’s automobile parts sector as medium to high, given its reliance on domestic automobile
production, which is inherently cyclical and vulnerable to regulatory shifts. Major auto parts manufacturers and OEM suppliers include Thal
Engineering, Loads Limited, Agriauto Industries, Agriauto Stamping, and Procon Engineering, along with a large base of SMEs serving the
aftermarket and Tier-2 demand.

During FY25, the automobile manufacturing witnessed a strong rebound after a two-year downturn, driven by improving macroeconomic
stability, declining financing rates, and discounts offered by OEMs amid heightened competition. Passenger-car offtake grew by 43% YoY to
148,023 units, though volumes remain considerably below the FY22 peak of 279,267 units. The momentum carried into 1QFY26, with 42,267
units sold, with full-year volumes projected to reach ~200,000 units. Meanwhile, the 2/3-wheeler segment has experienced substantial growth
in sales during the current year.

Industry Sales 2022 2023 2024 2025 1QFY26
Passenger Cars
Honda 39,452 16,879 13,214 18,296 4,880
Suzuki 150,279 65,362 54,428 72,685 19,831
Toyota 74,533 31,104 20,772 33,393 9,889
Hyundai 13,132 9,688 9,160 10,954 3,612
Sazgar (Haval) - 1,657 5,319 10,783 3,550
Others 1,871 2,188 936 1,912 505
Total Sold 279,267 126,878 103,829 148,023 42,267

Information herein was obtained from sources believed to be accurate and reliable; however, VIS does not guarantee the accuracy, adequacy or completeness of any information and is not responsible for any errors or omissions or
for the results obtained from the use of such information. For conducting this assignment, analyst did not deem necessary to contact external auditors or creditors given the unqualified nature of audited accounts and diversified
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2/3 Wheelers

Honda 1,292,096 1,360,403 1,005,408 1,003,253 1,278,424
United Auto 375,296 268,833 93,055 84,778 147,182
Sazgar 15,665 15,683 9,381 15,014 25,786
Road prince 151,346 98,261 29,367 17,352 24,495
Suzuki 24,851 37,846 29,274 16,876 26,076
Yamaha 19,924 23,289 13,217 6,562 5,709
Others 24,754 17,570 7,267 6,277 11,080
Total Sold 1,903,932 1,821,885 1,186,969 1,150,112 1,518,752

Despite the recovery, rising imports of used vehicles, estimated at 40,000-45,000 units in FY25, continue to pressure the sustainability of
local assembling, which currently operates at just over one-third of installed capacity.

Looking ahead, the automobile industry is expected to experience moderate demand growth, driven by lower interest rates, stable
macroeconomic conditions, and increasing localization, which will continue to support the auto parts sector. However, the industry remains
vulnerable to policy shifts; in particular, the National Tariff Policy (2025-30), which aims to rationalize import duties, may influence vehicle
import trends and could pose downside risks for domestic assemblers and auto part manufacturers, if tariff adjustments prove unfavorable.

Building Materials and Allied Products (BMAP) sector comprises of laminates, jute and packaging segments including paper and woven
polypropylene (PP) bags; activity is spreads across a few established players and a large SME base.

Sector activity improved in FY25, supported by recovery in construction, as reflected in a 26% YoY increase in cement dispatches in July2025,
underpinning demand for industrial packaging and finishing materials. Demand for woven PP remained stable, driven by cement and sugar
sectors, while paperboard consumption benefitted from retail and consumer goods demand. The jute segment remains structurally vulnerable
due to near-total dependence on imported raw jute, primarily from Bangladesh.

However, profitability is constrained by energy intensity and input price volatility. Tariff rationalization under the National Tariff Policy 2025-
30, including the phased elimination of additional customs duties and regulatory duties and facilitation of duty-free access to raw materials
and intermediate goods, is expected to lower landed input costs and improve cost competitiveness. Over the medium term, sector growth is
expected to remain steady, supported by housing and infrastructure activity, albeit with continued exposure to macroeconomic and policy
risks.

INVESTMENTS
Thal GrainsFoods (Private) Limited

The Company is undertaking an investment in grain storage facility for major grains, including wheat and corn, to be set up in Muzaffargarh.
The project will utilize equipment sourced from a leading supplier of grain handling, storage and processing solutions and will also incorporate
milling capabilities to enable value-added grain processing. The Board of Directors has approved an investment of up to USD 16 million, subject
to statutory and legal requirements. The investment will be executed in phases, with completion expected within 20 months.

ThalNova Power Thar (Private) Limited

The investment in ThalNova Power Thar (Private) Limited (TN), a 330 MW coal-fired IPP and priority CPEC project in which Thal holds a 26%
stake, reached a key milestone with the declaration of Project Completion Date (PCD) on October 31, 2025. The PCD declaration enabled
dividend distributions, subject to distributable profits and requisite approvals. The project achieved Commercial Operations Date (COD) on
February 17,2023 and has since demonstrated stable operating performance. Post-PCD, the investment is expected to provide a steady long-
term source of dividend income, supporting Thal’s cashflow profile.

Information herein was obtained from sources believed to be accurate and reliable; however, VIS does not guarantee the accuracy, adequacy or completeness of any information and is not responsible for any errors or omissions or
for the results obtained from the use of such information. For conducting this assignment, analyst did not deem necessary to contact external auditors or creditors given the unqualified nature of audited accounts and diversified
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PROFITABILITY

Thal's profitability profile remains stable and adequately supported by both operational performance and a sizeable investment portfolio.
Revenue increased by 11.5% YoY to PKR 29.6 billion in FY25 (FY24: PKR 26.6 billion), driven primarily by a strong rebound in the Engineering
segment. Segment revenue grew by over 50% YoY, reflecting improved demand for thermal, engine, and electrical components in line with
the recovery in domestic automobile production. As a result, the Engineering division’s contribution to total revenue increased to 52% (FY24:
39%), strengthening the Company'’s earnings base and partially offsetting the contraction in the BMAP segment.

The BMAP segment experienced a decline in revenue during FY25, largely attributable to the suspension of government wheat pro curement,
which adversely impacted the Jute division. However, the Packaging and Laminates divisions provided partial support through improved
private-sector demand and export-led growth. The Company’s long-term supply arrangement with IKEA also contributed to revenue stability
within the Packaging segment.

Gross profitability remained broadly stable, with gross margin recorded at 10.2% in FY25 (FY24: 10.5%). Operating margin also remained
steady at 14.0% (FY24: 14.3%), supported by recurring other income of PKR 3.6 billion (FY24: PKR 3.1 billion). Investment income continues
to play a pivotal role in sustaining overall profitability, providing a buffer against volatility in manufacturing margins and helping maintain net
margin at 8.6% (FY24: 8.3%). The Company’s investment portfolio—comprising mutual funds, government securities, and strategic equity
holdings—remains a key contributor to earnings stability.

During 1QFY26, topline growth remained strong, with revenue increasing by 65% YoY to PKR 9.5 billion (1QFY25: PKR 5.8 billion). Gross
profit improved to PKR 860 million (1QFY25: PKR 481 million), resulting in a higher gross margin of 9.1% (1QFY25: 8.4%). However, operating
profit declined to PKR 355 million (1QFY25: PKR 686 million), with operating margin falling to 3.8% (1QFY25: 11.9%). Net profit also declined
to PKR 182 million (1QFY25: PKR 329 million), translating into a net margin of 1.9% (1QFY25: 5.7%). The decline in profitability was primarily
driven by the timing of dividend income, which is expected to be recognized in 2QFY26, and higher tax payments during the quarter.
Consequently, FFO turned negative in 1QFY26; however, this is assessed as temporary and not reflective of the Company’s underlying
earnings capacity.

Going forward, management’s focus on expanding aftermarket penetration within the Engineering segment, alongside selective diversification
into non-automotive sectors, such as electrical systems for white goods and electric bikes, are expected to provide further stability to the
revenue stream and mitigate demand cyclicality inherent in the domestic automotive sector.

Financial Risk

CAPITAL STRUCTURE

Thal’s capital structure remains conservative and continues to be a key credit strength. Total equity increased to PKR 33.3 billion by
end-1QFY26 (FY25: PKR 33.1 billion; FY24: PKR 31.2 billion), supported by consistent profit retention. The Company’s equity base has
expanded steadily over the review period, reflecting strong internal capital generation and a prudent dividend policy.

Total debt has declined modestly since FY24, standing at PKR 4.2 billion at end-1QFY26 (FY25: PKR 4.4 billion; FY24: PKR 4.8 billion). The
reduction is primarily attributable to scheduled repayments of long-term facilities. Short-term borrowings remained stable at PKR 780 million
from FY24 through 1QFY26, indicating limited reliance on working capital financing despite growth in operations.

The composition of debt further reinforces the Company’s low-risk capital structure. Long-term borrowings of approximately PKR 3.4 billion
(FY25: PKR 3.6 billion; FY24: PKR 4.0 billion) largely comprise concessional financing under the Temporary Economic Refinance Facility (TERF)
and Renewable Energy schemes, supplemented by bank facilities priced at minimal spreads (3M KIBOR + 0.25%). This favorable debt mix
supports low finance costs and enhances interest coverage.

Gearing remained minimal at 0.13x at end-1QFY26 (FY25: 0.13x; FY24: 0.15x), while leverage remained low at 0.36x (FY25: 0.37x). These

indicators reflect the Company'’s strong equity cushion and limited dependence on external funding. The stability of these ratios over multiple
years underscores the Company’s disciplined financial management and conservative approach to leverage.

DEBT COVERAGE & LIQUIDITY

In FY25, the current ratio was 2.75x (FY24: 2.98x), supported by an ample cash balance and short-term investments of PKR 8.9 billion (FY24:
PKR 8.7 billion). The net operating cycle lengthened slightly to 120 days (FY24: 114 days) due to higher inventory. Funds from Operations
(FFO) declined to PKR 2.5 billion (FY24: PKR 3.2 billion) due to gains on disposal of investment in mutual funds and sale of government
securities, with Debt Service Coverage Ratio (DSCR) at 2.31x (FY24: 3.33x), reflecting sustained debt servicing capacity.

Information herein was obtained from sources believed to be accurate and reliable; however, VIS does not guarantee the accuracy, adequacy or completeness of any information and is not responsible for any errors or omissions or
for the results obtained from the use of such information. For conducting this assignment, analyst did not deem necessary to contact external auditors or creditors given the unqualified nature of audited accounts and diversified

creditor profile. Copyright 2025 VIS Credit Rating Company Limited. All rights reserved. Contents may be used by news media with credit to VIS.
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In 1QFY26, the current ratio was at 2.78x (1QFY25: 2.90x), while the net operating cycle improved to 107 days on lower receivables and
inventory days. Short-term investments declined to PKR 6.0 billion (FY25: PKR 7.5 billion) following the encashment of PKR 1.76 billion to

fund working capital, representing temporary reallocation rather than reduced liquidity.
Debt coverage contracted in 1QFY26 as FFO turned negative due to timing of non-operating income and higher taxes paid. Coverage is
expected to normalize in 2QFY26, indicating structurally sound debt repayment capacity.

Information herein was obtained from sources believed to be accurate and reliable; however, VIS does not guarantee the accuracy, adequacy or completeness of any information and is not responsible for any errors or omissions or
for the results obtained from the use of such information. For conducting this assignment, analyst did not deem necessary to contact external auditors or creditors given the unqualified nature of audited accounts and diversified
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Financial Summary

Amounts in PKR Million ‘

RATING REPORT

BALANCE SHEET FY22A FY23A FY24A FY25A 1QFY26M
Property, Plant, & Equipment 5,678 6,136 6,119 5,799 5,657
Long-term Investments 10,909 12,882 13,082 13,174 13,234
Stock-in-Trade 10,379 9,863 7,773 9,336 10,577
Trade Debts 3,830 3,636 4,969 5,709 5,806
Cash & Bank Balances 2,558 1,152 1,447 1,381 1,389
Short-term Investments 1,263 4,203 7,289 7,510 5,938
Total Assets 37,606 41,605 42,755 45,350 45,313
Trade and Other Payables 5,844 6,289 4,814 5,735 5,707
Long Term Debt (Inc. Current Maturity) 2,455 3,870 4,041 3,633 3,452
Short Term Debt 597 555 780 780 780
Total Debt 3,052 4,425 4,821 4,413 4,232
Total Liabilities 10,376 11,999 11,508 12,263 11,983
Paid Up Capital 405 405 405 405 405
Total Equity 27,230 29,605 31,247 33,087 33,330
INCOME STATEMENT

Net Sales 37,351 31,921 26,551 29,612 9,478
Gross Profit 6,504 4411 2,796 3,031 860
Other Income 1,832 2,498 3,132 3,636 242
Operating Profit 6,070 4,418 3,794 4,141 355
Profit Before Tax 5,925 4,012 3,065 3,541 248
Profit After Tax 4,257 2,751 2,190 2,557 182
RATIO ANALYSIS

Gross Margin (%) 17.4% 13.8% 10.5% 10.2% 9.1%
Operating Margin (%) 16.3% 13.8% 14.3% 14.0% 3.8%
Net Margin (%) 11.4% 8.6% 8.3% 8.6% 1.9%
Net Working Capital 13,039 13,791 15,265 16,250 16,324
Trade debts/Sales (%) * 10.3% 11.4% 18.7% 19.3% 61.3%
FFO * 5,527 3,567 3,209 2,536 (641)
FFO to Total Debt (x) 1.81 0.81 0.67 0.57 (0.15)
FFO to Long Term Debt (x) 2.25 0.92 0.79 0.70 (0.19)
Debt Servicing Coverage Ratio (x) * 22.85 571 3.33 2.31 (0.12)
Current Ratio (x) 2.70 2.70 2.98 2.75 2.78
Stock + Trade Debts/STD 23.8 24.3 16.3 19.2 21.0
Gearing (x) 0.11 0.15 0.15 0.13 0.13
Leverage (x) 0.38 0.41 0.37 0.37 0.36
ROAA (%) * 12.7% 6.9% 5.2% 5.8% 1.6%
ROAE (%) * 16.7% 9.7% 7.2% 8.0% 2.2%
Net Operating Cycle * 91 89 114 120 107
*Annualized, if required

A - Actual Accounts

M - Management Accounts

P - Projected Accounts

Information herein was obtained from sources believed to be accurate and reliable; however, VIS does not guarantee the accuracy, adequacy or completeness of any information and is not responsible for any errors or omissions or
for the results obtained from the use of such information. For conducting this assignment, analyst did not deem necessary to contact external auditors or creditors given the unqualified nature of audited accounts and diversified
creditor profile. Copyright 2025 VIS Credit Rating Company Limited. All rights reserved. Contents may be used by news media with credit to VIS.
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REGULATORY DISCLOSURES Appendix Il
Name of Rated Entity Thal Limited
Sector Auto-Parts
Type of Relationship Solicited
Purpose of Rating Entity Ratings
Rating Date Medium to Short Term Rating Rating Action
Long Term Outlook/Watch
RATING TYPE: ENTITY
12/19/2025 AA Al+ Stable Reaffirmed
12/18/2024 AA Al+ Stable Reaffirmed
Rating History 01/15/2024 AA Al+ Stable Reaffirmed
01/18/2023 AA Al+ Stable Reaffirmed
12/21/2021 AA Al+ Stable Reaffirmed
12/29/2020 AA Al+ Stable Reaffirmed
12/12/2019 AA Al+ Stable Reaffirmed
11/20/2018 AA Al+ Stable Initial
Instrument Structure N/A

VIS, the analysts involved in the rating process and members of its rating committee do not
have any conflict of interest relating to the credit rating(s) mentioned herein. This rating is an
opinion on credit quality only and is not a recommendation to buy or sell any securities.
VIS’ ratings opinions express ordinal ranking of risk, from strongest to weakest, within a
Probability of Default universe of credit risk. Ratings are not intended as guarantees of credit quality or as exact
measures of the probability that a particular issuer or particular debt issue will default.
Information herein was obtained from sources believed to be accurate and reliable; however,
VIS does not guarantee the accuracy, adequacy or completeness of any information and is not
Disclaimer responsible for any errors or omissions or for the results obtained from the use of such
information. Copyright 2025 VIS Credit Rating Company Limited. All rights reserved. Contents
may be used by news media with credit to VIS.

Statement by the
Rating Team

Name Designation Date
Mr. Shahid Saleem CFO
- Mr. Sameer Amlani Company Secretary
Due Diligence
g Syed Akkas ul-Husaini Engineering Head

Meetings Conducted December 09, 2025

Syed Umair Ahmed Packaging Head
Mr. Saglain Akhtar Jute Head
Mr. Farrukh Zameer Laminate Head
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