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Company Update

Honda Atlas Cars (Pakistan) Ltd.

Automobile Assembler

Recommendation SELL
Target Price 379.9
Last Closing 589.3
Upside -36%
Market Data
Bloomberg Tkr. HCAR PA
Shares (mn) 142.8
Market Cap (PKRbn | USDmn) 84.2 803.1
Exchange KSE 100
Price Info. 90D 180D 365D
Abs. Return 41.6 100.2 125.0
Low 393.7 275.9 231.9
High 611.8 611.8 611.8
Key Company Financials
Period End: Mar
PKRbn FY16A  FY17E FY18F FY19F
Total Revenue 40.1 53.8 63.2 65.1
Net Income 3.6 5.2 6.1 5.9
EPS (PKR) 24.9 36.4 42.4 41.4
DPS (PKR) 7.0 15.0 17.0 17.0
Total Assets 16.2 22.2 27.0 30.0
Total Equity 7.9 11.0 14.6 18.1
Key Financial Ratios
ROE (%) 45% 47% 41% 33%
P/E (x) 237 16.2 13.9 14.2
P/B (X) 10.6 7.7 5.8 4.6
DY (%) 1.2 25 2.9 2.9
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About the Company

The Company was incorporated on November 04, 1992 and
commenced commercial production from July 1994. The
principal activities are the assembling and progressive
manufacturing and sale of Honda vehicles and spare parts.

Source: Bloomberg, KSE 100 & IGI Research
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Automobile Assemblers
HCAR: New Civic Generation to Prop Up
Earnings in 2QFY17

® Honda Atlas Cars (Pakistan) Limited’s board meeting is scheduled on
15" Nov-16 to approve financial results for 1HFY17. We expect the
company to post earnings of PKR 1.5bn (EPS PKR 10.2) in 2QFY17, up by
2.0xYoY compared to PKR 0.8bn (EPS PKR 5.1) in the corresponding
period last year.

®  Going forward, we expect growth in earnings on the back of a)
+13%/+22%YoY increase in Civic sales in FY17E/FY18F, owing to
increase in demand of 10th Generation Civic Model launched in Jul-16,
b) premium pricing of the new launched Civic with a price range of PKR
2.4-3.0mn, and c) higher proportion of Civic sales in the total sales mix.

® HCARis trading at FY17/FY18 P/E multiple of 16.2x/13.9x and with our
Jun-17 target price of PKR 380/share, we recommend “SELL” call on the
scrip.

Earnings to double (+100%YoY) to PKR 10.2/share

Honda Atlas Cars (Pakistan) Limited’s board meeting is scheduled on 15" Nov-
16 to approve financial results for 1HFY17. We expect the company to post
earnings of PKR 1.5bn (EPS PKR 10.2) in 2QFY17, up by 2.0xYoY compared to
PKR 0.8bn (EPS PKR 5.1) in the corresponding period last year. This upsurge in
earnings is attributable to a) +30%YoY rise in sales volume to 8.1k units on the
back of rising demand with the launch of Civic 10" Generation at the end of Jul-
16, and b) +264bpsYoY hike in gross margins to clock in at 18.0% owing to
premium pricing of the new Civic model, with an average price premium of
~+15% to the average price of pre-launch Civic Models and the increasing
quotient of Civic in the sales mix. However, it is pertinent to mention here that,
if the company recognizes the impact of super tax charge for FY16, it will drag
down profitability by ~15% to PKR 1.2bn (EPS PKR 8.6), translating in to
earnings impact of PKR 1.6/share for the quarter.

Earnings to Clock in at PKR 17.5/share in 1HFY17

For 1HFY17, we anticipate profitability to inflate by +38%YoY to PKR 2.5bn (EPS
PKR 17.5), compared to PKR 1.8bn (EPS PKR 12.7) in the same period last year
owing to a) +14%YoY rise in sales to 15.2kunits, and b) +198bps improvement
in gross margins owing to premium pricing of the new Civic model and tilt in
sales mix towards Civic.
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Quarterly Sales
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Outlook

Going forward, we expect growth in earnings on the back of a) +13%/+22%YoY
increase in Civic sales in FY17/FY18, owing to increase in demand of 10"
Generation Civic Model launched in Jul-16, b) premium pricing of the new
launched Civic with a price range of PKR 2.4-3.0mn, and c) higher proportion of

Civic sales in the total sales mix.

Recommendation

The company’s stock price has rallied significantly translating into a return of
1.22xFYTD due to anticipation and launch of new Civic Model. We believe, the
scrip has rallied ahead of the price warranted by the improved fundamentals.
Currently HCAR is trading at FY17/FY18 P/E multiple of 16.2x/13.9x and with

our Jun-17 target price of PKR 380/share, we recommend “SELL” call on the

scrip.
o o o o o o o o o
- ey s ey Exhibit: Financial Highlights
PKRmn 2QFY17E YoY 1QFY17 QoQ 1HFY1l7E YoY
JPY and CRC movement (base Jan-14) Net Sales 13,368 39% 10,533 27% 23,901 14%
UsD / JPY Gross Profit 2,406 82% 1,618 49% 4,024 29%
CRC (UsDrton) - China S & D Exp 105 92% 92 14% 196 53%
oy Admin Exp 105 8% 98 8% 203 17%
10% Other Exp 199 34% 141 41% 340 27%
o Other Income 112 95% 128 -12% 239 64%
-20% EBIT 2,109 96% 1,415 49% 3,524 31%
D Finance Cost 2 52% 2 0% 4 41%
-50% Pre-tax Profits 2,107 96% 1,413 49% 3,520 31%
I N N N N T B\ \C BN Post-tax Profits 1,454 100% 1,051 38% 2,505 38%
I N R T R s EPS (PKR) 102 7.4 175
Key Ratios
Gross Margins 18.0% 15.4% 16.8%
Net Margin 10.9% 10.0% 10.5%
Effective Tax rate 31% 26% 29%
Source: |Gl Research and Company Financials
Source: PAMA, Bloomberg, Company Acc.
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies
and the security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has
not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or
views in this report. The analyst(s) is principally responsible for the preparation of this research report and that he/she or
his/her close family/relative does not own 1% or more of a class of common equity securities of the following
company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for
information purposes only. Whilst every effort has been made to ensure that all the information (including any
recommendations or opinions expressed) contained in this document (the information) is not misleading or unreliable, 1GI
Finex Securities Limited makes no representation as to the accuracy or completeness of the information. Neither, IGI Finex
Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall in any manner be liable or
responsible for any loss that may be occasioned as consequence of a party relying on the information. This document
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further
professional advice before making any investment decision. This document and the information may not be reproduced,
distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by
any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is
defined as capital gain exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If.target priceon aforementioned security(ies) is in between -10% and 10%, from its last closing
price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Time Horizon: Jun - 2017

Valuation Methodology: The analyst(s) has used following valuation methodology to arrive at the target price of the said
security (ies):
DCF (Discounted Cash Flow)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks,
political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably be affected by multiple
factors including, business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates,
recommendation, opinion, etc. given about the security(ies)/company(ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security
stated by an investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing
the best possible outcome for his investment. Market Cap.: Market capitalization is calculated by multiplying a company's
shares outstanding by current trading price. ROE: Return on equity is the amount of net income returned as a percentage
of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to
Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided
by the price per share.

IGI Finex Securities Limited

Research Analyst(s) Jama

Research Identity Number: BRP009 Lol chaanas 0—;5‘#_.,_.
© Copyright 2016 IGI Finex Securities Limited hitp:iferew. Jammagunii. gk
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Faisalabad Office

Room #: 515-516, 5th Floor, State Life
Building, 2- Liagat Road, Faisalabad
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Fax: (+92-41) 2540815

Rahim Yar Khan Office

Plot # 12, Basement of Khalid Market,
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