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The Government slashes natural gas and electricity prices

In an attempt to alleviate the current pressure, the government has reduced natural gas prices to USD4.5/mmbtu, down from USD5.5/mmbtu for
steel, aluminum and tiles producers and down from USD6/mmbtu for cement. In our view, the key beneficiaries are ESRS, IRAX, ECAP, and LCSW. The
government will also reduce the electricity tariff by EGP0.10/KWh, which will have a positive impact on EGAL and our cement coverage. We do not rule
out that the government could launch a second round of incentives in the short term to support manufacturers further given that such incentives will
not prevent producers from reporting losses.

Demand is highly contingent on protective measures but will be negatively affected

It is extremely difficult and nearly impossible to determine the exact magnitude on demand as we think this is highly contingent on 1) protective
measures imposed locally and globally (i.e. partial or complete lock down), and 2) how long will the partial/complete lock down last besides import/
export barriers. Nevertheless, we believe that demand for cyclical goods will be severely affected at least in the short term which should be felt in TH20.
In our view, highly leveraged, export oriented, and commodity driven firms will bear the brunt during this period.

Impact on steel producers

The recent reduction in natural gas price of USD1.0/mmbtu will result in savings of USD12/mmbtu (roughly EGP189/ton) and the electricity tariff cut will
result in savings of roughly EGP100/ton. If we factor in the previous natural gas cut of USD1.5/mmbtu and the 300bps cut this should result in savings
of EGP283/ton and EGP160/ton, respectively. If we combine together the total incentives, interest rate cut, and steel price cut of EGP1,470/ton ex-VAT
since 3Q19, all else constant, this should result in gross loss/ton and net loss/ton of EGP898/ton and EGP738/ton respectively. Accordingly, we believe
that losses will continue to widen in FY20 and exceed the EGP5.0bn mark given that the company reported gross loss margin of 3.0% and net loss of
EGP1,852mn in 3Q19. Our estimates in table 1 are based on annual production of 4.5mn tons.

Impact on EGAL

As we previously mentioned that the tariff reduction solely will not stop EGAL from reporting losses since the company is also affected by global
aluminum prices in addition to the FX rate. However, the recent reduction in electricity tariff will result in savings of EGP1,516/ton and EGP485mn if we
assume that the company will run at 100%. It is worth noting that 1) EGALs gross loss/ton recorded EGP8,807/ton in 2Q19/20, and 2) the company’s
utilization rate declined to 62.6% in an attempt to minimize losses. If we factor in the electricity tariff of EGP1.0'’KWh in perpetuity along with our
terminal estimates for Aluminum of USD2,200/ton vs USD1,640/ton currently, our FV would change to EGP16.53/ton. Nevertheless, we advise our clients
to continue offloading positions in EGAL given depressed aluminum prices along with the expected demand weakness in both the local and export
markets. It is worth noting that if we factor both electricity price of EGP1.0/KWh and aluminum price of USD1,640/ton in perpetuity, EGAL will report
gross losses in perpetuity.

Impact on Cement

Cement companies will be affected only by the reduction in electricity tariff since the current energy cost is still lower than USD4.5/mmbtu and pet
coke prices have declined to USD1.2-1.4/mmbtu (fig.1). The total savings from electricity are roughly between EGP9.0-14.0/ton. However, we do not
rule out that this might be accompanied by selling price reduction given the market’s huge supply/demand gap.

Impact on Tiles
Based on our estimates the recent reduction in natural gas prices and electricity should result in savings of 3.8%-4.5% in total COGS for ECAP and LCSW.

However, we do not rule out that these savings might be passed onto consumers in the local market and could affect export margins positively. It is
worth noting that demand will be affected negatively in both local and export markets at least in the short term.

Mark Adeeb, CFA
mark.adeeb@pharosholding.com

ANALYST CERTIFICATIONS AND REQUIRED DISCLOSURES BEGIN ON LAST PAGE OF THIS REPORT 1



ﬁ 19555 ) K | Government Incentives

PHAROS

Table 1: Natural gas and electricity savings impact on ESRS profitability

Total change in profit (loss), EGP

Savings since 3Q19 Reduction Savings/ton, EGP mn
Natural gas USD2.5/mmbtu 472 2,124
Electricity EGP0.10/KWh 100 450
Interest Rate 300 bps 160 720
Steel price cut EGP1,470/ton (1,470) (6,616)
Impact on bottom line (738) (3,322)
Source: Company Disclosure, Pharos Research
Table 2: EGAL Sensitivity to electricity tariff and aluminum prices in perpetuity
f'_gcmdty LElLi0l29: (23.11) (1322) (0.35) 8.64 1361
?icmdty EADIEE]E (19.80) (9.88) 3.03 12,03 17.01
Base Case Scenario (14.89) (4.94) 8.00 17.02 22.02
?Sd”dty LEIiAZICE (6.55) 3.47 16.53 25.60 3063
(E;Sc”idty LEliujolags (3.24) 6.81 19.91 28.99 3403

Source: Company Disclosure, Pharos Research

Fig 1: Natural gas price remains higher than other energy sources
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Disclaimer

This is third party research. It was prepared by Pharos Holding, with headquarters in Cairo, Egypt. Pharos Holding is
authorized to engage in securities activities according to its domestic legislation. This research is not a product of
Tellimer Markets, Inc., a U.S. registered broker-dealer. Pharos Holding has sole control over the contents of this research
report. Tellimer Markets, Inc. does not exercise any control over the contents of, or the views expressed in, research
reports prepared by Pharos Holding.

Pharos Holding is not registered as a broker-dealer in the United States and, therefore, is not subject to U.S. rules
regarding the preparation of research reports and the independence of research analysts. This research reportis provided
for distribution to “major U.S. institutional investors” and other “U.S. institutional investors”in reliance on the exemption
from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial
instruments based on the information provided in this research report should do so only through Tellimer Markets, Inc.,
located at 575 Fifth Avenue, 27th Floor, New York, NY 10017. A representative of Tellimer Markets, Inc. is contactable on
+1(212) 551 3480. Under no circumstances should any U.S. recipient of this research report effect any transaction to buy
or sell securities or related financial instruments through Pharos Holding. Tellimer Markets, Inc. accepts responsibility for
the contents of this research report, subject to the terms set out below, to the extent that it is delivered to a U.S. person
other than a major U.S. institutional investor.

None of the materials provided in this report may be used, reproduced, or transmitted, in any form or by any means,
electronic or mechanical, including recording or the use of any information storage and retrieval system, without written
permission from.

Pharos Holding is the employer of the research analyst(s) responsible for the content of this report and research analysts
preparing this report are resident outside the U.S. and are not associated persons of any U.S. regulated broker-dealer. The
analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial
Industry Regulatory Authority (“FINRA”) and may not be an associated person of Tellimer Markets, Inc. and, therefore,
may not be subject to applicable restrictions under FINRA Rules on communications with a subject company, public
appearances and trading securities held by a research analyst account.

Tellimer Markets, Inc. or its affiliates has not managed or co-managed a public offering of securities for the subject
company in the past 12 months, has not received compensation for investment banking services from the subject
company in the past 12 months, and does not expect to receive or intend to seek compensation for investment banking
services from the subject company in the next three months. Tellimer Markets, Inc. has never owned any class of equity
securities of the subject company. There are no other actual, or potential, material conflicts of interest of Tellimer
Markets, Inc. at the time of the publication of this report. As of the publication of this report, Tellimer Markets, Inc. does
not make a market in the subject securities.

About Tellimer

Tellimer is a registered trade mark of Exotix Partners LLP. Exotix Partners LLP and its subsidiaries (“Tellimer”) provide
specialist investment banking services to trading professionals in the wholesale markets. Tellimer draws together
liquidity and matches buyers and sellers so that deals can be executed by its customers. Tellimer may at any time, hold
a trading position in the securities and financial instruments discussed in this report. Tellimer has procedures in place
to identify and manage any potential conflicts of interests that arise in connection with its research. A copy of Tellimer’s
conflict of interest policy is available at www.tellimer.com/regulatory-information.

Distribution

This report is not intended for distribution to the public and may not be reproduced, redistributed or published, in whole
orin part, for any purpose without the written permission of Tellimer. Tellimer shall accept no liability whatsoever for the
actions of third parties in this respect. This report is for distribution only under such circumstances as may be permitted
by applicable law.

This report may not be used to create any financial instruments or products or any indices. Neither Tellimer, nor its
members, directors, representatives, or employees accept any liability for any direct or consequential loss or damage
arising out of the use of all or any part of the information herein.

United Kingdom: Distributed by Exotix Partners LLP only to Eligible Counterparties or Professional Clients (as defined
in the FCA Handbook). The information herein does not apply to, and should not be relied upon by, Retail Clients (as
defined in the FCA Handbook); neither the FCA's protection rules nor compensation scheme may be applied.

UAE: Distributed in the Dubai International Financial Centre by Exotix Partners LLP (Dubai) which is regulated by the
Dubai Financial Services Authority (“DFSA”). Material is intended only for persons who meet the criteria for Professional
Clients under the Rules of the DFSA and no other person should act upon it.

Other distribution: The distribution of this report in other jurisdictions may be restricted by law and persons into whose
possession this document comes should inform themselves about, and observe, any such restriction.

Disclaimers

Tellimer and/or its members, directors or employees may have interests, or long or short positions, and may at any time
make purchases or sales as a principal or agent of the securities referred to herein. Tellimer may rely on information
barriers, such as “Chinese Walls” to control the flow of information within the areas, units, divisions, groups of Tellimer.
Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this report may
present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject to the regulations of,
the U.S. Securities and Exchange Commission. Information on such non-U.S. securities or related financial instruments
may be limited. Foreign companies may not be subject to audit and reporting standards and regulatory requirements
comparable to those in effect within the United States. The value of any investment or income from any securities or
related financial instruments discussed in this report denominated in a currency other than U.S. dollars is subject to
exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such securities or
related financial instruments.

Frontier and Emerging Market laws and regulations governing investments in securities markets may not be sufficiently
developed or may be subject to inconsistent or arbitrary interpretation or application. Frontier and Emerging Market
securities are often not issued in physical form and registration of ownership may not be subject to a centralised system.
Registration of ownership of certain types of securities may not be subject to standardised procedures and may even be
effected on an ad hoc basis. The value of investments in Frontier and Emerging Market securities may also be affected
by fluctuations in available currency rates and exchange control regulations. Not all of these or other risks associated
with the relevant company, market or instrument which are the subject matter of the report are necessarily considered.
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