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BB]J Pipe Industries Limited (BBJP)

OVERVIEW OF THE

RATING RATIONALE

INSTITUTION

BBJ Pipe Industries Limited
(BBJP) was incorporated in
Pakistan in 1991 as a private
limited company and was later
converted into a Public
Unlisted company in 2013.
BBJP is in the business of
manufacturing and marketing
of steel and polyethylene pipes
and tubes. BBJP has a wholly
owned subsidiary by the name
of BBJ Steel Limited which
deals in manufacturing of Cold
Rolled Coild.

Mr. Zubair Qayyum Butt
founded the company in 1991
and continues to serve as the
Chairman & CEO of the
company. Previously, Mr. Butt
served in the armed forces for
a period of 16 years. Later on,
he achieved certification in
Metallurgy from the UK and
established BBJ Pipe
Industries Limited. He also
introduced the concept of API
5L Steel Line Pipes in
Pakistan.

BB]J Pipe Industries Limited (BBJP) was incorporated in 1991 as a private limited company and
was later converted into a public unlisted company in 2013. It is a family owned business primarily
engaged in the manufacturing and supply of wide variety of pipes. The firm imports hot rolled
coils and Polyethylene from countries like China, UAE and Saudia Arabia etc. and produces Steel
& Polyethylene tubes and pipes of different sizes & specification according to customers and
market need. These pipes are mainly used in construction industry, along with other industries
such as water, oil & gas, automobile, furniture, houses, scaffolding etc. BBJP runs four main
manufacturing units situated in Industrial estate in Chunian, Lahore as indicated in the table below.
Registered and Regional office of the company are located in Lahore and Islamabad, respectively.
BBJ Group consists of two main companies; BBJ Pipes Industries Limited and BBJ Steel Limited
(BBJS). BBJS was a part of BBJP till FY18 and then it was separated as a separate legal entity (100%
owned subsidiary of BBJP) in FY19.

BPIL's Manufacturing Units
Unit 1 API-Steel Line Pipe & MS Pipes
Unit 2 Steel Tube & Hollow Sections
Unit 3 HDPE, MDPE & PPRC Pipes along with fittings
Unit 4 HDPE Fittings

The shareholding of the company is vested within the Zubair Family. Mr. Zubair Qayyum Butt
holds 51% of the shares, Mrs. Nabila Zubair holds 20% and Mtr. Ahmed Zubair holds 15%
shareholding in the company. Ms. Shaima Zubair and Ms. Fatima, daughters of Mr. Zubair hold
7% shareholding each. Ratings derive comfort from three decades of relevant experience of the
sponsors and financial support provided in FY20 in the form of interest free loans.

Product Portfolio and their uses —Steel Pipes & Tubes and Polyethylene Pipes
e API (American Petroleum Institute) 5L Steel Line pipe ranging from 2" to 12” for oil
and gas applications
e MS (Mild Steel) Pipes ranging from %2 to 12” for water and other industrial applications
e  Steel Tubes ranging from 5/8” to 6” with thickness range from 0.5mm to 3.5mm for
construction, fabrication and automobile applications

e HSS (Hollow Structural Sections) ranging from 2" x %2” to 12” x 12” with thickness
range from 0.8mm to 12.0mm for fabrication and structural applications

e Scaffolding Pipes in 48.3mm diameter for various scaffolding applications

e  HDPE (High Density Polyethylene) Water Pipes from 16mm to 500mm diameter

e  MDPE (Medium Density Polyethylene) Gas Pipes ranging from 20mm to 250mm

e  HDPE Cable Duct Pipes ranging from 16mm to 250mm for fibre optic applications

e HDPE Fittings

e  PPRC (Polypropylene Random Copolyme in simple words- Plastic) Pipes and Fittings
ranging from 20mm to 100mm for hot and cold water applications
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Capacity Utilization

Capacity utilization of both segments are on the lower side due to varying diameters of pipes
manufactured. However, as per management, the company has sufficient capacity to cater
projected increase in demand post destruction caused by floods. Furthermore, the company is also
in the process of setting up a Galvanization unit in the medium-term in order to enhance value-
addition in the offered product portfolio.

Steel 2019 2020 2021 2022
Capacity (MT) 150,000 | 150,000 [ 150,000 | 150,000
Production MT) | 306,563 27,493 18,528 22,783

Yo 24% 18% 12% 15%

PE 2019 2020 2021 2022
Capacity (MT) 20,000 | 20,000 | 20,000 | 20,000
Production MT) | 2,197 1,173 | 3,443 | 3,648

% 11% 6% 17% 18%

High Business Risk

Steel sector is characterized by moderate to high business risk given the cyclical nature of the
industry. During 2022, the industry faced significant volatility in steel prices where Hot Rolled Coil
(HRC) prices tumbled down to an average of $600/MT as compared to highs of $1,100/MT with
the resumption in supplies from China. Although raw material prices declined, sizeable weakening
in rupee has maintained the landed cost of HRC in the review period.

The domestic steel tubes and pipes market size hovers around 750,000 MT being largely
fragmented in nature as this industry consists of large number of small to medium sized
manufacturers across the country. Some key competitors for BBJP include International Industries
Limited (IIL), Bashir Pipes and Jamal Pipes.

Demand drivers for growth in the domestic steel sector going forward emanates from the
commencement of second phase of CPEC, construction of 1,100 km gas pipeline from Karachi
to Kasur (Pakistan Steam Gas Pipeline project with Russia), and multiple high-rise projects in the
pipeline. Pakistan’s average steel consumption is approximately 0.5 kg/capita whereas the wotld
average is 6 kg/capita; this again indicates a substantial potential for growth in this segment.
Imminent industry risks include inventory losses arising as a result of exchange rate volatility.
Amidst monsoon flooding in Pakistan, the demand of variety of pipes & tubes is expected to
further escalate due to the need of improving the country’s infrastructure and rebuilding the

residential and commetcial areas.
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Growth in topline largely attributable to volumetric increase in sales of steel pipes in the
commercial segment

Sales Mix [2020] % [2021] % [2022] %
Steel
Commercial 644 19%] 1,620] 49%[ 4.174] 88%
Institutional 2,800] 81%| 1,658] 51%| 550[ 12%
Sub-Total 3,444] 91%]3,279] 73%]4,723] 79%
PE
Commercial 103] 32%] 406] 33%] 1,185] 92%
Institutional 224] 68%| 822] 67%| 104] 8%
Sub-Total 327 9%|1,228] 27%[1,289] 21%
Grand Total 3,771 4,507 6,012

INSTITUTIONAL SALES

Steel
SNGPL 2,800{100%| 1,484] 90%| 149 27%
SSGC 0 0 174] 10%| 401| 73%
2,800 1,658 550
PE
SNGPL 224[100%| 822]100% 0 0%
SSGC 0| 0% 0| 0%| 104{100%
224 822 104

Revenue base of the company reported a three year CAGR (FY19-FY22) of 19% with sales
reported at Rs. 5.1b (FY21: Rs. 3.8b) in FY22. Of the total sales, around 79% was contributed by
the Steel pipe segment while the remaining (21%) emanated from Polyethylene (PE) pipe segment
in FY22. Sales revenue is directed towards wholesalers in the local market. Over the last two years,
a change in sales mix has been noted with BBJP catering around 88% of the sales to commercial
segment which used to be 19% of sales in FY20. Remaining institutional sales SNGPL/SSGC) of
12% (FY20: 81%) are dependent on announcement of tenders floated by the Government. The
sales shift was a deliberate strategy of the company to keep revenue base stable in times when GoP
tender based orders are on the lower side and to support working capital cycle as payments from
GoP are usually delayed. In terms of customer mix for institutional sales, volatility between two

main customers is noticed which is dependent on tenders floated by respective companies.

Growth in domestic steel sales was attributable to strong marketing efforts supported by rebound
in sales volumes last year with recovery noted in CR tubes used in automotive and general
fabrication segments, and broad-based improvement in construction activities. API sales are
contingent on tenders by the GoP, which the company foresees to witness an uptick close to the

elections. The following illustration displays orders in hand to be catered over the next year:

Tender # Description |Size| Volume (mtts) | Total Value (mlns) Status
SN 4324/21 (SNGPL) MS Pipe [ 8" 12,573 101.7 | Supplied in July 2022
SND 2293/22 (SNGPL) PE 2" 500,000 401.9 | Presently in process
SN 4330/22 (SNGPL) MS Pipe | 6" 187,250 1,123.8 | Production to start from 01/10/2022
699,823 1,627.5

Furthermore, purchase orders are awaited for orders to the tune of Rs. 2b as depicted below.
Timely commencement of awarded and expected projects is considered important to support

revenue visibility profile of the company.
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Tender # Description|Size| QTY (Meters) | Total Value (In m) Status
SND 2313 (SNGPL) MS Pipe 4" 236,000 1,069|Financial Op. 12-08-22 PO Awaited
SND 2312 (SNGPL) PE PIPE  |1/4" 600,000 520|Financial Op. 12-08-22 PO Awaited
SSGC 1647734 PE Pipe  Pmm 25,000 182|Financial Op. 03-08-22 PO Awaited
SSGC 1657744 MS Pipe 8" 30,000 316|Financial Op. 16-08-2022 PO Awaited
891,000 2,087.6

Shift towards commercial clients yielding economies of scale positively affected the
profitability profile of the company

With lower reliance on tender based orders and gradual shift towards sales to commercial clients,
profitability profile of the company has improved after incurring losses for two consecutive years
as commercial sales are volume driven yielding economies of scale. Gross matgins of the company
were reported lower at 10.8% (FY21: 14.4%; FY20: 7.6%) in FY22 due to higher cost of raw
materials because of rupee depreciation. Although international steel prices are following a
downward trajectory in the ongoing year, dollar appreciation has nullified the benefit of RM cost
decline. Hence, given expected order pipeline, management targets maintaining gross margins at
current levels over the rating horizon. Selling and distribution expenses increased in FY22
amounting Rs. 17.3m (FY21: Rs. 2.3m) majorly on account of higher freight and forwarding
charges due to change in business model. The company also recorded higher administrative
expenses (FY22: Rs. 116.9m; FY21: Rs. 103.3m) on the back of inclined salary expense during the
outgoing year. With lower gross margins, elevated operating expenses and higher financial charges
on elevated debt, overall profitability profile of the company was affected with net margins
reported lower at 1.6% (FY20: 2.1%) in FY22. Management forecasts increase in profits going
forward on absolute terms supported by higher projected sales revenue. Ratings are underpinned
on meeting projected profitability levels amidst high interest rate scenatio dragging overall

quantum of profits.
Adequate liquidity profile

With lower taxes paid in cash, Funds from Operations increased in FY22 to Rs. 230m (FY21: Rs.
104.4m) consequently improving cash flow coverages in relation to outstanding obligations despite
higher debt levels. The same translated into Debt servicing Coverage Ratio, FFO to Total debt
and FFO to Long Term Debt of 1.38x (FY21: 1.26x), 18.7% (FY21: 5.2%) and 62.1% (FY21:
22.2%) for FY22, respectively. Cash conversion cycle of the company has witnessed improvement
due to shift in business model towards commercial clients who largely pay on time. Furthermore,
gradual shift towards procurement from commercial importers to mitigate price volatility risk is
expected to further relax working capital cycle. With sizeable orders on hand, inventory levels at
end-June’22 are elevated. Ageing profile of trade debts is considered satisfactory with room for
improvement. 66% of dues lie in the 0-90 day bucket and 30% are overdue for more than a year.
Collection of the same is considered important. Current ratio of the company has remained above
1.00x over the past four years. Liquidity profile is also constrained on account of inadequate
coverage of short-term borrowings through stock-in-trade and trade debts at 87% (I'Y21: 94%) at
end-FY22. As per management, re-profiling of short-term debt to long-term is on the cards.
Materialization of the same will be monitored. With projected increase in revenue base and
consequent greater need of short-term borrowings to meet additional working capital requirements
as a part of the business model; improving liquidity profile is considered a key rating sensitivity.
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Elevated leverage levels due to higher working capital requirement. Ratings factor in
projected improvement in the same through consistent profit retention.

Equity base of the company (excluding revaluation surplus) reported a three year CAGR (FY19-
FY22) of 12% and was reported at Rs 1.6b (FY21: Rs. 1.5b, FY20: Rs. 1.3b) at end-June’22 due to
profit retention. Debt profile of the company mainly comprises of short-term borrowings. Short-
term debt was reported higher at Rs. 2.1b (FY21: Rs. 1.6b, FY20: Rs. 2.9b) at end-June’22 in order
to fund the increase in inventory levels while long-term debt was recorded at a meager quantum
of Rs. 0.3b (FY21: Rs. 0.4b, F'Y20: Nil). With elevated total debt levels, leverage indicators have
trended upwards where gearing and leverage ratios stood at 1.59x (FY21: 1.38x, FY20: 2.21x) and
1.92x (FY21: 1.67x, FY20: 2.71x), respectively at end-June’22. With greater quantum of projected
revenue, working capital requirements are expected in line. In view of the same, improving

capitalization indicators through profit retention will be an important rating driver.

Sound internal control and IT framework; however room for improvement exists in
governance structure given family members (owners) being the directors of the company.

Given the company’s ownership vested with family members, Board composition comprises three
owners including the CEO. Discussions at the Board and management level are convened on a
regular basis with no formal documentation for the minutes of the same. Room for improvement
exists through induction of external members in accordance to corporate governance best
practices. Igbal Yasir & Company, Chartered Accountants are the external auditors of the company
who classify in Category C on the SBL Panel of Auditors.

BBJP has an independent internal audit department that reports directly to the CEO and COO.
Scope of the function include conducting compliance of internal policies, timely preparation of
reliable financial information, performs reliable financial reporting and emphasizes prevention and
detection of fraud/error. The scope of wortk of the internal audit function also includes topics
such as the efficacy of operations, the reliability of financial reporting, deterring and investigating
fraud, safeguarding assets, and compliance with laws and regulations. There is no internal audit
plan in place, however the company has defined internal audit Standard Operating Procedures

(SOPs) for every process; employees atre required to adhere to these SOPs.

On the Information Technology front, the company has deployed a completely integrated Oracle
based ERP system. It is implemented since year 2011 with major modules including Sales,
Purchase, Inventory, GL(Payable, Receivable), Fixed Asset & Payroll. As per management, BBJP
is in the process of adding the HR module to the Oracle System over the rating horizon. On the
back-up front, the IT division backup on servers, external driver and cloud twice a day. Disaster
Recovery Plan is also in place in order to recover data (in case of a mishap) through a Standby
Backup Server.
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BB] Pipe Industries Limited Appendix I
BAIANCE SHEET FY19 FY20 FY21 FY22
Fixed Assets 1,935.3 1,580.5 1,405.3 1,485.2
Stock-in-Trade 1,749.5 1,562.8 816.9 1,244.1
Trade Debts 188.7 429.6 645.9 576.4
Cash & Bank Balances 58.2 9.7 42.4 9.2
Total Assets 4,727.8 5,643.1 4,716.1 5,247.3
Trade and Other Payables 124.9 65.2 87.8 83.7
Long Term Debt - - 470.7 371.2
Short Term Debt 2,289.1 2,845.7 1,554.4 2,097.0
Total Debt 2,289.1 2,845.7 2,025.1 2,468.3
Total Liabilities 2,721.5 3,486.2 2,456.6 2,985.3
Tier 1 Equity 1,103.8 1,285.1 1,470.2 1,551.7
Paid-up Capital 728.9 728.9 728.9 728.9
INCOME STATEMENT FY19 FY20 Fy21 FY22
Net Sales 3,053.9 3,201.2 3,839.7 5,143.1
Gross Profit (172.5) 243.6 551.7 555.1
Operating Profit/ (Loss) (312.6) 131.3 421.4 410.1
Profit Before Tax (584.5) (119.6) 201.7 145.8
Profit After Tax (418.4) (88.5) 80.3 81.5
RATIO ANALYSIS FY19 FY20 Fy21 FY22
Gross Margin (%) -5.6% 7.6% 14.4% 10.8%
Net Margin (%) -13.7% -2.8% 2.1% 1.6%
Net Working Capital 71.7 42.3 556.8 383.9
FFO (569.60) (88.99) 104.4 230.4
FFO to Total Debt (%)* -24.9% -3.1% 5.2% 9.3%
FFO to Long Term Debt (%)* - - 22.2% 62.1%
Gearing (x) 2.07 2.21 1.38 1.59
Debt Leverage (x) 2.47 271 1.67 1.92
Debt Servicing Coverage Ratio (x) -1.08 0.66 1.26 1.38
Current Ratio 1.03 1.01 1.27 1.14
(Trade Debts+ Stock in trade) / Short Term Borrowings 84.7% 70.0% 94.1% 86.8%

** Annualized
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ISSUE/ISSUER RATING SCALE & DEFINITIONS Appendix II

RATING SCALE & DEFINITIONS: ISSUES [ ISSUERS
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REGULATORY DISCLOSURES Appendix III
Name of Rated Entity BBJ Pipe Industries Limited
Sector Steel & Pipes Industry
Type of Relationship Solicited
Purpose of Rating Entity Rating
Rating History . Medium to Short . Rating
Rating Date Long Term Term Rating Outlook Action
RATING TYPE: ENTITY
25-10-2022 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.
Copyright 2022 VIS Credit Rating Company Limited. All rights reserved.
Contents may be used by news media with credit to VIS.

Due Diligence Meetings
Conducted

Mr. Muhammad Faisal Naseem- Chief Financial Officer- September 5%, 2022
Mr. Usman Ashraf- Manager Accounts- September 5, 2022
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