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COMPANY INFORMATION

External auditors: Rahman Sarfaraz Rahim Igbal

I in 2002

ncorporated in 200 Rafiq Chartered Accountants
Public Un-listed Company Chairman of the Board: Azneem Bilwani
Key Shareholders (with stake 5% or more): Chief Executive Officer: Noor Hameed

Azneem Bilwani — 90%
Muhammad Jawed — 10%

APPLICABLE METHODOLOGY(IES)

VIS Entity Rating Criteria Methodology — Securities Firms Rating (June 2017) https://s3-us-west-
2.amazonaws.com/backupsqlvis/docs/Securities%20Firms%20201706.pdf
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Intermarket Securities

OVERVIEW OF
THE INSTITUTION | RATING RATIONALE

Intermarket Securities
Limited (IMSL) is a public
limited company
incorporated in 2002 under
the Companies Ordinance,
1984. IMS is registered
with Securities &> Exchange
Commission of Pakistan
and holds Trading Rights
Entitlement Certificate
(TREC) issued by
Pakistan Stock Exchange
Limited (PSX). 90%
sharebolding of the company
is held by Mr. Azgneem
Bilwani (Chairman of the
Board) while the remaining
10% is held by M.
Mubammad Jawed

Intermarket Securities Limited (IMSL’ or ‘the company’) operates under the umbrella
Intermarket Group (IMG), a business conglomerate with stakes in wide range of sectors across
Pakistan, including construction, information technology and external trade and financial services.
IMSL primarily provides brokerage services for domestic and international retail and institutional
clients. IMSL operates as the financial, equity research and corporate advisory arm of IMG.

Rating Drivers

Brokerage industry continues to be affected by economic cycles. Declining trend in
trading volumes during FY18 and ongoing year has impacted the topline of brokerage
industry.

Political uncertainty due to elections, aggressive foreign selling, rising current account deficit and
expected slow-down in GDP growth has translated into dismal performance of the benchmark
index over the last 18 months. Resultantly, market volumes have posted a noticeable decline
during the period. Going forward, market volumes, over the short-term, are expected to remain
under pressure given rising interest rates and risk of rupee depreciation. Given the operating
environment, players with efficient and variable cost structures focusing on high margin business
and diversification in revenue streams are expected to fare better vis-a-vis peers.

Rating reflects sustained market positioning, a diverse range of services and strong
international broker dealer linkages

IMSL maintained the market share at 6.4% during FY18 (FY17: 6.3%), which decreased to 5.5%
during THFY19. The brokerage income comprised of 57% from the retail clientele, 29% from
institutions and the remaining 14% from international front during THFY19. On the domestic
front, the retail clientele remains the focus of IMSL sales strategy with an approach on growing
High Net Worth Individuals (HNWI) and institutional business by capitalization on strong
research and sales team.

Losses persist on the back of shrinking trading revenues, adverse investment performance
and a sizable expense base

Despite management slashing the salary-based overheads by about a quarter, the shrinkage in
trading revenues and persistent adverse performance of the proprietary trading portfolio, IMSL’s
bottom line depicted a loss of Rs. 103mn (FY17: Rs. 27mn). Given a one-off gain on sale of
property, the bottom line was marginally positive in IMFY19. Nevertheless, the company
remained in operational losses, with efficiency ratio standing slightly higher at 125.8% (FY18:
122.6%, FY17: 106.4%). Going forward, a turn-around in profitably remains linked with trading
volumes in the domestic market.

Given persistent losses 21% of the capital has been eroded in two years (FY17-FY18);
Cognizant of the same the sponsor director has committed equity reinforcement

Given persistent losses in the two-year period (FY17-FY18), 21% of the company’s equity has
been eroded, as it stood as of FY16. Going forward, there are plans to convert the existing
subordinated interest-free loan into equity. Post transfer, the company’s net equity will rise above
Rs. 800mn, which is further committed to be enhanced to Rs. 1bn, over the medium term. The
leverage and gearing indicators remained at 0.6x and 0.27x (FY17: 0.6x, 0.34x) at end-FY18,
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respectively, which are compliant with VIS benchmarks. The rating reflects persistent support
from sponsor including the additional medium term capital enhancement commitment. In
addition, the rating also takes into account express commitment by the company, to limit
underwriting mandates at 0.5x of equity.

Liquidity profile is viewed as Adequate.

Liquid assets in relation to total liabilities increased to 121% (IFY17: 69%) on account of increase
in proprietary book and higher cash & bank balances. Liquid assets are more than sufficient to
account for current liabilities of the company. The trade debts represent the highest proportion
in the asset mix, but their ageing is considered to be manageable.
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Intermarket Securities

FINANCIAL SUMMARY (amounts in PKR millions) Appendix I

BALANCE SHEET 30-Jun-17 30-Jun-18 31-Mar-19
Property, Plant & Equipment 53.4 454 41.5
Trade Debts 1,142.2 442.9 477.0
ST Investments 180.8 366.6 247.2
LT Investments 77.2 61.8 47.9
Cash and Bank balances 196.2 270.6 125.2
Total Assets 2,061.7 1,498.7 1290.4
Trade and Other Payables 240.4 300.4 153.1
Long Term Loans (including CM) 17.0 14.0 13.8
Short Term Borrowings 427.2 229.6 165.5
Total Equity 951.3 694.3 689.5
INCOME STATEMENT

Total Revenue 332.5 217.9 143.6
Brokerage Income 297.6 1714 124.4
Dividend income 2.1 4.1 10.8
Underwriting & FAS 5.8 15.2 8.4
IPO commission 0.4 0.0

MFS Income 26.7 27.2

Administrative Expenses (293.5) (231.1) (151.9)
Finance Cost (62.6) (58.7) (28.7)
Profit Before Tax (25.9) (88.2) 8.1
Profit After Tax (27.4) (103.4) 8.1
RATIO ANALYSIS

Liquid Assets to Total Liabilities (%o) 68.7% 121.5% NA
Liquid Assets to Total Assets (%0) 24.6% 46.9% NA
Leverage (x) 0.6x 0.6x 0.4x
Gearing (x) 0.3x 0.3x 0.2x
Efficiency (%) 106.4% 122.6% 125.8%
ROAA (%) -1.6% -5.8% 0.8%
ROAE (%) -3.5% -12.6% 1.6%
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ISSUE/ISSUER RATING SCALE & DEFINITION
RATING SCALE & DEFINITIONS: |SSUES / ISSUERS

Medium to Long-Term

Add

Highest creditguality; therisk factors arenegligibles, being only
slightlymaorethan for risk-free Government of Pakistan's debt.
Ads AS - AA-

Highcredit quality; Protectionfactors arestrong. Riskis mod-
st butmayvary slightly fromtimeatotime becauseof eco-
nonic conditions.

A+ A A

oo credit quality; Frotection factors are adeguate. Risk fac-
tors may vary with possiblechanges intheeconomy .

BEBE+, BEE, BBE-

Adeguate credit guality; Protection factors are reasonable and
sufficient. Risk factors are considersd variable if changss coour
in theeconomy.

BB+, BB, BE-

Obligations deemed likely tobe met. Protection factors are
capable of weakening ifchanges ooour inthesconomy. Overall
quality may maowve up or down freguently within this category.
B+, B, B-

Obligations deemedless likelytobs met. Protectionfactors are
capable of fluctuating widely ifchanges coour inthe sconomy.
Owerall quality may moveup ordown frequently within this
category or into higher or lower rating grade.

ooC

Considerable uncertainty exists towards mesting the obliga-
tions. Protectionfactors arescarce andrisk maybesubstantial.
o

A high default rizk

C
A very high default rizk

1]
Diefaulted obligations

Appendix IT

Shart-Term

A-1s

Highest certaintyof timelypayment; Short-term liguidity, in-
cluding internal operating factors and /or acoess to altemative
sourcesof funds, isoutstandingandzafety iz just belowrizk
free Governmentof Pakistan sshort-termobligations.

A1

High certainty of timely payment; Liguidity factors are excel-
l=nt and supported bygood fundamental protection factors.
Rizk factors are minor.

A-2

Good certaintyoftimelypayment. Liguidityfactors andoom-
pany fundamentals are sound. Access tocapital markets is
good. Risk factors are small.

A-3

Satisfactory liquidity and other protection factors gualify enti-
ti=s /issues as toinvest ment grade. Riskfactors arelargerand
subject tomarevariation. Hevertheless, timely payment is
expected.

B

Speculative investment characteristics; Liguidity may not be
sufficient to ensure timely payment of obligations.

C

Capacity for timely payment of obligations is doubtful.

Rating Wateh: V15 places entities andi=uwes on “Rating Watch'
whenit d=sms that thers arsconditions presentthatnecsssitate
re-svaluationoftheassigned rating(z). Refer toourCriteria for
Rating Watch' fordetails. www. vis.com. pk fimages/ criteria_watch
pdf

Rating Outlcoks: The thres owtlooks Positive’, “Stable” and
‘Hegative' qualify the potential directionof the a=igned ratingls ).
Anoutlook is not necessarilya precursorofa mting changs. Refer
toour ‘Criteriafor Rating Dutheok’ for details. www . vis.oom.ph/
imagesSoriteria_outlook pdf

{50) Rating: Asuffix (50)is addedtotheratings of ‘structursd
sequrities where theservicingof debt and related obligations

is backedbysomesort offinancial azsets and/ or creditsupport
fromathirdpartytothe transaction. Thesuffix (50, abbreviated
for ‘structuredobligation’, denotes that the rating has besn
achieved ongrounds of thestructurs backingthe transaction that
enhanced the credit guality of the ssourities and not on thebasis
of the creditquality of the issuingentty alone.

{blr} Rating: Aswffix (blr}is addedtothe mtingsof a partioular
banking facility obtained by the borrowser from a financial
institution. Thesuffix (blr), abbreviated for ‘hanklcanmating”
denotesthat theratingiz basedonthe creditgualityofthesntity
and security structure of the fadlity.

'p' Rating: A “p® rating is assigned toentities, whera the
mianagementhasnot requested arating, howsever agreesto
provideinformationalsupport. A°p" mting sshownwitha p”
subscript and & publicly disclosed. It & not modified by a plus (+)
or a minus [-jsignwhichindicates relativestandingwithinarating
category. Dutlookisnotassigned tothese ratings. Refertoour
‘Policy for PrivateRatings " for details. www vis com.ph' images/
policy_ratings. pdf

'S0F Rating: &n “50'"ratingisassignedwhenVlibelisvesthatthse
rateshas selectivelydefaulted ona specificissweor obligation but
it will continueto mest its payment obligationson other Esues or
obligations in a timely manner.
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REGULATORY DISCLOSURES Appendix ITT

Name of Rated Entity Intermarket Securities Limited

Sector Brokerage Industry

Type of Relationship Solicited

Purpose of Rating Entity Rating

Rating History . Medium to Rating Rating
Rating Date Long Term Short Term Outlook Action
05-Sep-19 A- A-2 Stable Upgraded
25-Apr-18 BBB+ A-2 Stable Reaffirmed
31-Oct-17 BBB+ A-2 Stable Reaffirmed
21-Feb-17 BBB+ A-2 Stable Reaffirmed
20-Nov-15 BBB+ A-2 Stable Initial

Instrument Structure N/A

Statement by the Rating
Team

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.

Probability of Default

VIS’ ratings opinions express ordinal ranking of risk, from strongest to
weakest, within a 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.

Disclaimer

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.
VIS is not an NRSRO and its ratings are not NRSRO credit ratings.
Copyright 2018 VIS Credit Rating Company Limited. All rights reserved.
Contents may be used by news media with credit to VIS.




