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Shareholding (5% or More) Other Information

Mr. Rehan Mehtab Chawla ~25% Incorporated in 2004

Mr. Farrukh Mehtab ~25% Private Limited Company

Mr. Kashif Mehtab ~25% Chief Executive: Mr. Hanif Bawa

Mr. Noman Mehtab ~25% External Auditor: M/s. Rahman Sarfaraz Rahim Igbal Rafiq Chartered

Accountants

Applicable Rating Methodology

VIS Entity Rating Criteria Methodology - Corporates Ratings
https://docs.vis.com.pk/docs/CorporateMethodology.pdf

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

Rating Rationale

The ratings are supported by AKTI's established business profile, resilient export operations, and strong relationships with key international
buyers. Profitability declined in FY25 due to elevated power cost; however, business volumes remained stable and the Company continued to
benefit from its market position and access to subsidized financing. Capitalization indicators, including gearing and leverage, increased modestly
due to higher short-term borrowings for working capital, while liquidity remained adequate, supported by a current ratio above 1.0x and
improved operating efficiency. Debt service and cash flow coverage metrics remain adequate.

Looking ahead, profitability is expected to improve with the installation of wind and solar power projects. Maintaining satisfactory liquidity and
debt coverage, alongside strengthening capitalization metrics, will remain key rating considerations.

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

Al-Karam Towel Industries (Private) Limited (‘AKTI’ or ‘the Company’) is a private limited company incorporated in 2004 under the Companies
Ordinance, 1984 (now Companies Act, 2017). The Company is primarily engaged in the manufacturing and export of terry towels.

AKTI operates a vertically integrated manufacturing setup, encompassing spinning, weaving, dyeing, bleaching, stitching, packing and finishing
processes. The Company’s production facilities comprise of 12 units located in S.I.T.E. and Nooriabad, while its head office is located in S.I.T.E.

The Company’s shareholding is equally divided among four brothers: Mr. Rehan Mehtab Chawla, Mr. Farrukh Mehtab, Mr. Kashif Mehtab and

Mr. Noman Mehtab, all of whom are actively involved in day-to-day operations. The respective directors oversee key functional areas, i.e.
finance, operations, marketing and IT/online storefront management.

Management and Governance

The Company is a privately held, family-owned business with strategic control and key decision-making vested in the sponsoring family.
Governance practices remain consistent with those of closely held private limited entities. While day-to-day operations are led by an externally
appointed CEO, members of the sponsoring family remain actively involved in the business and exercise oversight through regular mangement
engagement. The ongoing ERP integration, being implemented in two phases, has enhanced process standardization, reporting quality and
overall operational discipline.

Business Risk

INDUSTRY UPDATE:

Pakistan’s textile sector continues to be a vital contributor to the economy, accounting for ~55% of total exports and 8.5% of GDP in 9MFY25.
The industry’s vertically integrated value chain is supported by local cotton cultivation. However, domestic cotton production fell to 5.5 million
bales in FY25 (FY24: 8.4 million bales). This shortfall, caused by climate-related challenges, reduced cultivation area, water scarcity and rising
input costs, has increased the sector’s reliance on imports, however, the same is currently offering both cost and quality advantages.

Textile exports grew 7.4% YoY to USD 17.9 billion in FY25 (FY24: USD 16.7 billion), primarily driven by value-added segments. Towel exports,
a key segment, registered a lower growth rate of 2.61% YoY to USD 1.08 billion (FY24: USD 1.05 billion), comprising 6.03% of total textile
exports. The major export destinations for Pakistan’s textiles and home textiles are the US, UK, Spain, Germany and Netherlands.

Recent policy amendments removed imported cotton, yarn, and greige fabric from the Export Facilitation Scheme (EFS), thereby subjecting
these inputs to the standard 18% sales tax. While the measure aims to bolster domestic spinners and weavers by enhancing the competitiveness
of locally sourced raw materials, it simultaneously elevates input costs for downstream manufacturers and export-oriented entities, exerting
pressure on margins and working capital.

In the U.S. market, Pakistan maintains a cost advantage over Turkey owing to lower production costs and can strategically com pete in segments
where tariffs on China and Vietnam are comparatively higher. Conversely, Pakistan is at a disadvantage relative to Bangladesh, which benefits
from lower production costs and highly competitive pricing structures.

Accordingly, although the policy supports upstream producers, downstream exporters are required to manage higher input costs effectively,
optimize operational efficiency, and leverage vertical integration to sustain international competitiveness.

Overall, the industry faces significant challenges, including increased economic cyclicality, rising cost structures and higher minimum wages all
of which are expected to exert downward pressure on profitability. However, companies that have invested in renewable energy and other
lower-cost power sources may mitigate the impact of elevated energy expenses to some extent. Additionally, the anticipated Pakistani Rupee
depreciation is likely to offer some relief to exporters by enhancing their price competitiveness.

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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Monthly Textile Exports

e xports (USD M)
1,800

1,700
1,600
1,500
1,400
1,300
1,200
W S S VA S AN S S N S e S e S e s S

& N &

o é"A Q@o & <& &“5 W Q\QA \&‘ 9 Y*°% 8 o° %04 Q@o & o @0& ng @@ \o° < Yy% e

Figure 1: MoM Textile Exports (USD Million)
Source: PBS

OPERATIONAL PROFILE:

Plant Capacity FY23 FY24 FY25
Spinning
Installed Capacity - m Ibs. 44 75 77
Actual Production - m Ibs. 42 56 71
Capacity Utilization 96% 75% 93%
Weaving
Installed Capacity - m Ibs. 66 66 71
Actual Production - m Ibs. 40 49 61
Capacity Utilization 60% 74% 85%

The company has been investing in gradually increasing capacity in both spinning and weaving units. Over FY23-25, there has been significant
jump in yarn production from 42 million Ibs. in FY23 to 71 million Ibs. in FY25. In FY25, the spinning segment operated near full capacity as
well. Greater yarn production led to increasing capacity utilization in the weaving section as well with production rising to 61 million lbs. on an
installed capacity of 71 million Ibs. from production of 40 million Ibs. in FY23.

PROFITABILITY:

In FY25, the Company posted a 20.8% growth in revenue, driven by higher export volumes. The export-to-local sales mix shifted to 89:11
(FY24: 86:14). Terry towels remained the core product, contributing 91% (FY24: 87%), while yarn accounted for 9% (FY24: 13%) amid greater
in-house consumption. The USA continued as the principal market, contributing 78% (FY24: 71%), followed by the UK at 13% (FY24: 14%).
Client concentration remained elevated, with the top 10 clients representing 74% (FY24: 68%) of sales and Walmart accounting for 54% (FY24:
43%). The addition of new clients is expected to moderate concentration risk going forward.

Despite topline growth, profitability margins contracted due to higher power costs, which the Company has limited ability to pass on to
customers amid regional competitive pressures. Consequently, gross and operating margins declined to 14.7% (FY24: 18.4%) and 8.7% (FY24:
11.8%), respectively. These cost pressures were further compounded by a significantly elevated effective tax rate and higher finance costs,

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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despite lower interest rates, as increased bank charges and commissions offset the benfit of the rate reduction. As a result, net margin more
than halved to 1.6% (FY24: 4.3%).

To support earnings resilience, the Company has pursued product diversification through polyester yarn sales and revenue diversification via
the launch of an Amazon store in April 2025 which has shown encouraging early performance.

Financial Risk

CAPITAL STRUCTURE:

The Company’s equity base strenghtened at-end FY25, supported by retained earnings. Total debt rose mainly to support working capital
requirements and the company benefits from largely subsidized borrowing facilities to support exports. Long-term borrowings increased partly
due to the PKR 1.3 billion financing obtained for the Company’s solar power project, comprising LTFF facilities, carrying concessional rates of
2%-4% and TF, at 12%-19%.

Short-term borrowings increased notably, largely to fund working capital. The borrowing mix remained dominated by ERF facilities, at rates
ranging 7.8%-17.5%. This was followed by EFS financing at 2.0%-2.5%, along with FE-25 borrowings at 5.5%-8.0%.

The increased reliance on short-term borrowings contributed to a weakening of capitalization indicators, with gearing rising to 1.72x (end-
FY24: 1.53x) and leverage to 2.06x (end-FY24; 1.88x). Management has projected CAPEX for FY26, to be funded through long-term
borrowings on commercial rates, focused on renewable energy initiatives, including a 7.5 MW wind turbine project and solar installations.
These investments are expected to generate cost savings of approximately PKR 1.6 million per month. While the planned CAPEX is intended
to improve operational efficiency, leverage is expected to remain elevated in the near term however, the anticipated increase in equity is
expected to partially offset the pressure, with the Company’s capitalization profile remaining a key consideration going forward.

DEBT COVERAGE & LIQUIDITY:

Liquidity indicators in FY25 remained adequate, with a stable current ratio at 1.22x and short-term debt coverage inched down to 1.15x (FY24:
1.21x). The net operating cycle stood at 150 days (FY24: 152 days), continuing a downward trend from a peak of 185 days in FY22, primarily
due to a gradual reduction in inventory and receivable days.

Additionally, Funds from Operations (FFO) declined due to reduced profitability. Coupled with a relatively higher maturing long-term debt
leading to a reduction in DSCR to 1.12x (FY24: 1.73x), FFO-to-Long-term Debt weakening to 0.29x (FY24: 0.52x), reflecting heightened
pressure on the Company’s debt coverage.

Going forward, the Company’s ability to improve cash flow generation and maintain prudent working capital management, balancing higher
inventory levels with continued focus on efficient receivables collection and effective management of payables, while preserving adequate
liquidity buffers, will remain important from the ratings perspective.

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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REGULATORY DISCLOSURES Appendix |
Name of Rated Entity Al-Karam Towel Industries (Private) Limited
Sector Textile
Type of Relationship Solicited
Purpose of Rating Entity Ratings
Rating Date Medium to Short Term Rating Outlook Rating Action
Long Term
RATING TYPE: ENTITY
12/08/2025 A- A2 Stable Reaffirmed
10/14/2025 = = = Suspended
09/10/2024 A- A2 Stable Reaffirmed
Rating History 08/01/2023 A- A2 Stable Reaffirmed
05/25/2022 A- A2 Stable Reaffirmed
04/20/2021 A- A2 Stable Maintained
04/23/2020 A- A2 Rating Watch: Maintained
Developing
03/03/2020 A- A2 Stable Reaffirmed
12/17/2018 A- A2 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.
Name Designation Date
Mr. Zahid Mahmood Chief Financial Officer (CFO)
Mr. Muhammad Adeel DGM Accounts November 05, 2025

Statement by the
Rating Team

Due Diligence
Meetings Conducted
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