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INFORMATION 

Incorporated in 2007 
External auditors: Inaam ul Haq & Co. Chartered 
Accountants. 

Sole Proprietorship  Sole Proprietor: Mr. Muhammad Irshad 

Key Shareholders (with stake 5% or more):  

Mr. Muhammad Irshad – 100%  

 

 

APPLICABLE METHODOLOGY 
VIS Entity Rating Criteria:  Corporates (May 2019) 
                                               https://www.vis.com.pk/kc-meth.aspx 

 

 

 

 

 

 

RATING DETAILS  

Rating Category 

Initial Rating 

Long-
term 

Short-
term 

Entity BBB- A-2 

Rating Outlook Stable 

Rating Action Initial 

Rating Date May 23, ’19 
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Ferrous Engineering Industry                                                       

OVERVIEW OF THE 
INSTITUTION 

RATING RATIONALE 

Ferrous Engineering 
Industry (FEI) was 

established in 2007 as a 
sole proprietorship. The 

principal business activity 
of FEI is commercial 

trading various types of 
steel sheets and 

manufacturing and allied 
steel products.  

 
 
 

 
 
 

Ferrous Engineering Industry (FEI) was established by Mr. Muhammad Irshad in 2007 as a sole 
proprietorship. The principal business activity of FEI is import, processing and sale of hot rolled, 
cold rolled, galvanized and painted coils. FEI imports aforementioned steel products directly from 
the manufacturers located in China, Europe, Latin America, CIS and South Africa. The company is 
also involved in the manufacturing and sale of corrugated sheets, steel pipes, sheet piles, scaffoldings 
guard rails and steel channels. Other business interests of sponsor include AI Commodities (Pvt.) 
Limited which is a steel & allied products trading company incorporated in the U.K. and a steel 
services & fabrication company located in the Kingdom of Saudi Arabia. Moreover, no property of 
the sponsor is pledged against finance with any financial institutions in Pakistan. 
 
The assigned ratings take into account experience of sponsor in commercial steel trading and 
established relations with some major customers. The ratings draw comfort from the sustained 
growth in sales and stability in profit margins with the expanding scale of trading and manufacturing 
operations. The ratings also factor in adequate liquidity position and manageable leverage indicators 
in the absence of long-term borrowings. FEI intends to establish a steel melting and billet casting 
unit during FY20 and FY21. The project will be fully funded by owner’s capital and hence fresh 
equity injection will positively impact the leverage indicators. The ratings are constrained by FEI’s 
status as a sole proprietorship and its vulnerability to pricing and currency risks, increasing power 
costs and changing supply-demand dynamics of steel industry amid slowing economic growth. The 
sole proprietor is planning to convert FEI into private limited company. The succession risk is 
considered low as two sons of Mr. Irshad are actively involved in day to day business operations. 
 
Sales and profitability: 
Net sales of FEI have increased on a timeline basis mainly on account of higher volumetric sales and 
improved selling prices. Though the sponsor has longstanding relations with the customers, the 
concentration is considered on the higher side. Moreover, customer retention is highly dependent 
on pricing, credit terms and supply dynamics of the industry. Due to higher sales and favorable 
prices, gross profits have increased on a timeline basis with largely stable margins. The steady increase 
in finance cost was due to higher utilization of debt financing on a timeline basis. Accounting for 
taxation, net profits of FEI were recorded higher with slightly improved net margins. 
 
Liquidity and Cash Flows 
FEI generated higher funds from operations (FFO) during FY18 on the back of improved profits. 
The current ratio has remained well above the minimum benchmark of 1.0x over the review period. 
The inventory plus receivables to short-term borrowings ratio of 1.8x at end-FY18 indicates that 
FEI is not solely relaying on short-term borrowings to fund its working capital requirements. In the 
absence of any long-term debt, FEI’s capacity to meet its financial obligations is considered adequate 
despite higher short-term borrowings. 
 
Capitalization and Funding 
The augmentation of capital base is attributable to retention of profits. There is no defined policy 
and the amount of drawings depends on the owner’s discretion. The debt profile of FEI comprises 
short-term borrowings only. Due to higher utilization of short-term borrowings and modest increase 
in net capital, gearing and debt leverage indicators, albeit remained low, increased to 0.61x and 0.64x 
by end-1HFY19 (FY18: 0.40x and 0.46x; FY17: 0.72x and 0.73x), respectively. The sponsor has no 
plan to mobilize long-term borrowings over the foreseeable future. Given the planned equity 
injection for expansion purposes, leverage indicators are expected to improve during FY20 and 
FY21. 
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ISSUE/ISSUER RATING SCALE & DEFINITIONS Annexure I 
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REGULATORY DISCLOSURES Annexure II 

Name of Rated Entity Ferrous Engineering Industry 

Sector Steel 

Type of Relationship Solicited 

Purpose of Rating Entity Rating 

Rating History 
Rating Date 

Medium to  
Long Term Short Term 

Rating 
Outlook Rating Action 

RATING TYPE: ENTITY 

23/05/2019 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 2019 VIS Credit Rating 
Company Limited. All rights reserved. Contents may be used by news media with 
credit to VIS. 

 


