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Sector Update Automobile Assemblers
Auto Assemblers result preview Depressed volumes; problematic exchange rate and
4Q'20 Yoy 3Q'20 . . .

EXRishare Q ° Q2090 higher finance cost to hamper 4q earnings

INDU 6.3  -86% 341 -82% y . . . .

HCAR (1.6) -197% 02)  8.3x Leading Automobile manufacturers including INDU, PSMC, and

PSMC (15.6) -52% (11.4) 36% HCAR are all set to announce their financial result soon. Overall we
anticipate Auto sector earnings decline by 1.6x g/q and 1.98x yly

DPS 4Q'20 4Q'19 1HCY/FY20  QoQ respectively,

L’:‘g:R _3'0 2_7'5 2?‘0 11_5'0 v" We expect INDU to portray decline in its profit to PKR 492mn (EPS:

PSMC ) ) ) i PKR 6.3) down 82%/86 g/q and y/y respectively. We believe, decline
in sales volume is the major problematic area for the deterioration in
earnings (72% g/q and 80%y/y) respectively,

v" HCAR is expected to post a loss of PKR 228mn for its 1qFY21, against
a NLAT of PKR 28mn in 4gFY20 and a NPAT of PKR 242mn in the
same period last year. Local sales are down to 2.3k units a 72% and
62% yly and g/q decline respectively,

v' PSMC is expected to post NLAT of PKR 1,284mn in 2QCY 20. Massive
decline in local sales followed by higher finance cost are the primary
reasons for this decline.

Demand, Exchange rate and high financing cost worries put 4q earning
under pressure
Leading Automobile manufacturers including INDU, PSMC, and HCAR are all
set to announce their financial result soon. Overall we anticipate Auto sector
earnings decline by 1.6x g/q and 1.98x y/y respectively. The deterioration in
earnings should not come as a surprise considering;
v" A 58% g/q and 76%y!/y decline in sales mainly as volumes dried off due
to Covid-19 worries and lockdown conditions
v" Dull demand, combined with weaker PKR and late price increase,
Relative Performance to KSE 100 resulted in a significant squeeze in company’s margins;
Exhibit: Key Financial Highlights
40% AUtOS  ceereeeeeee KSE-100 Ch .
4q/20e 3q/20 4q/19 q/q yly
0% EPS
0% INDU 6.3 34.1 44.0 82%  -86%
HCAR (1.6) 0.2) 1.7 8.3x -197%
10% PSMC (15.6) (11.4) (32.2) 36%  -52%
DPS
0% INDU 3.0 10.0 27.5 70%  -89%
HCAR . R .
10% PSMC -
Gross Profit Margins
20% INDU 10.3% 12.1% 10.5% -1.9%  -0.2%
HCAR 3.3% 5.6% 7.6% 2.4%  -4.3%
-30% PSMC 2.0% 3.2% 1.0% -13%  1.0%
D0 0 DX P P P D P EBIT Margins
Y ¥ GO O YN v Y INDU 6.9% 11.9% 10.2% -49%  -3.3%
Source: Bloomberg, PSX 100 & IGl Research HCAR -0.8% 4.1% 2.3% n.m. -3.1%
Analyst PSMC -9.5% -1.5% -3.9% n.m. n.m.
ys ,
Net Margins
Saad Khan/Shumail Rauf INDU 4.8% 8.1% 8.7% -33% -3.8%
shumail.rauf@igi.com.pk HCAR '3'62/0 '0'2;%’ 1'4;%’ n.m. n.m.
Tel: (+92-21) 111-234-234 Ext.: 810 PSMe A74% 3% 8.5% LU L
Page | 1
Part of [(GI Financial Services A A Packages Group Compan)

WWwWw.jamapunji.com.pk



1G1

Friday, 24 July 2020

As automobile sector is reeling from the impact of Covid-19, auto sales
(PC+LCVs) plummeted by 76%/57% yly and g/q respectively. For Fy20 auto
sales were already on a downward trajectory thanks to a) high interest rate, b)
weaker currency causing a significant rise in product prices, and c) higher
financing costs. To recall, Pakistan automotive industry witnessed worst month
for car sales and recorded zero sales during April 20 amid production halt due to
country wide lockdown.

INDU: We expect INDU to portray decline in its profit to PKR 492mn (EPS: PKR
6.3) down 82%/86 g/q and y/y respectively. We believe, decline in sales volume
is the major problematic area for the deterioration in earnings (72% g/q and
80%y/y) respectively. During the outgoing quarter, INDU sold a cumulative of
~3k units compared to ~11k and ~16k units g/q and y/y. Moreover, INDU during
the quarter launched ‘Yaris’ variant under cars with engine size 1,300cc and above
replacing its current variant of 1,300cc Corolla. The company managed to sell just
about 1k units during the qgtr. Moreover, with company having a debt-free balance
sheet, changes in interest rates will have no change advantage. Nevertheless, this
will take our Fy20 earnings estimates to PKR 82.0bn (EPS: PKR 69.7) down by
60% compared to last year EPS of PKR 175. In conjunction with the result, we
expect company to announce dividend of PKR 3.0/share taking full year dividend
to PKR 26.0/share.

Exhibit: Indus Motor Company Limited (INDU) Financial Highlights
Growth Period Average

Period end=Jun 4Q/20e 3Q/20 4Q/19 q/q yly FY2020e FY2019a FY2018a
Net Sales 10,186 33,055 39,922 -69% -74% 86,016 157,996 140,063
Cost of Manu. & Trading 9,141 29,047 35,749 -69% -714% 77,196 138,805 115,831
Gross Profit 1,045 4,008 4,173 -74% -75% 8,820 19,192 24,232
Operating Income 508 3,121 3,245 -84% -84% 5,871 16,143 21,231
EBIT 708 3,922 4,087 -82% -83% 7,863 19,043 23,427
Finance Cost 15 16 (65) -8% -123% 69 67 80
Profit Before Tax 693 3,906 4,152 -82% -83% 7,793 18,976 23,347
Tax 201 1,227 697 -84% -71% 2,318 5,261 7,227
Net Income 492 2,679 3,455 -82% -86% 5,475 13,715 16,119
EPS 6.3 34.1 44.0 69.7 174.5 205.1
DPS 3.0 10.0 275 26.0 115.0 140.0
Sales (gr. yly) -714% -20% 0% -46% 13% 25%
Cost of Manu. & Trading (gr. y/y) -74% -21% 8% -44% 20% 25%
Net Income (gr. yly) -86% -20% -21% -60% -15% 24%
Gross Profit Margin 10.3% 12.1% 10.5% 10.3% 12.1% 17.3%
EBIT Margin 6.9% 11.9% 10.2% 9.1% 12.1% 16.7%
Effective tax rate 29% 31% 17% 30% 28% 31%
Net Margin 5% 8% 9% 6% 9% 12%
Total Sales 3,078 11,125 15,833 28,378 65,399 63,068
Sales Volume (gr. yly) -81% -34% -5% -57% 4% 4%

HCAR: HCAR is expected to post a loss of PKR 228mn for its 1qFY21, against
NLAT of PKR 28mn in 4qFY20 and a NPAT of PKR 242mn in the same period
last year. Local sales are down to 2.3k units a 72% and 62% y/y and g/q decline
respectively. We expect lower finance cost this quarter due to substitution of local
currency loan with short term loan of USD 14mn from a related party (Asian
Honda Motor Company) at 3.2% mark up. Going forward, the potential launch of
the new ‘City’ variant by year end will act as a major catalyst for the stock.
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Exhibit: Honda Atlas Cars Pakistan Limited (HCAR) Financial Highlights
Growth

Period end= Mar 1Q/21 4Q/20 1Q/20 a/q yly
Net Sales 6,486 15,655 17,880 -59% -64%
Cost of Manu. & Trading 6,275 14,776 16,530 -58% -62%
Gross Profit 211 880 1,350 -76% -84%
Operating Income (53) 620 975 -108% -105%
EBIT (53) 647 411 -108% -113%
Finance Cost 130 150 54 -13% 2x
Profit Before Tax (183) 497 356 -137% -151%
Tax (53) 526 114 -110% -146%
Net Income (235) (28) 242 8x -197%
EPS (1.6) 0.2) 1.7

DPS - - -

Sales (gr. yly) -64% -35% -25%

Cost of Manu. & Trading (gr. y/y) -62% -34% -24%

Net Income (gr. yly) -197% -102% -77%

Gross Profit Margin 3.3% 5.6% 7.6%

EBIT Margin -0.8% 4.1% 2.3%

Effective tax rate 29% 106% 32%

Net Margin -4% 0% 1%

Total Sales 2,329 5,915 8,346

Sales Volume (gr. yly) -72% -49% -33%

PSMC: PSMC is expected to post NLAT of PKR 1,284mn in 2QCY20. Massive
decline in local sales followed by higher finance cost are the primary reasons for
this decline.

Exhibit: Pak Suzuki Motor Company Limited (PSMC) Financial Highlights
Growth Period Average
Period end= Dec 2Q/20e 1Q/20 2QJ/19 a/q yly 1HCY20e 1HCY19 1HCY18
Net Sales 7,370 17,741 31,040 -58% -76% 25,111 65,487 62,392
Cost of Manu. & Trading 7,226 17,169 30,728 -58% -76% 24,394 64,057 58,026
Gross Profit 144 573 312 -75%  -54% 717 1,430 4,365
Operating Income (736) (325) (1,270) 2x  -42% (1,061) (1,521) 1,904
EBIT (701) (269) (1,217) 3x  -42% (969) (1,418) 2,141
Finance Cost 1,000 1,055 380 -5% 3x 2,055 706 93
Profit Before Tax (1,701) (1,324) (1,596) 28% 7% (3,025) (2,124) 2,049
Tax 420 384 1,053 9% -60% 804 1,505 750
Net Income (1,281) (940) (2,649) 36% -52% (2,221) (3,629) 1,299
EPS (15.6) (11.4) (32.2) (27.0) (44.1) 15.8
DPS - - - - - -
Sales (gr. yly) -76% -48% 1% -62% 5% 33%
Cost of Manu. & Trading (gr. y/y) -76% -48% 5% -62% 10% 38%
Net Income (gr. yly) -52% -4% -773% -39% -379% -35%
Gross Profit Margin 2.0% 3.2% 1.0% 2.9% 2.2% 7.0%
EBIT Margin -9.5% -1.5% -3.9% -3.9% -2.2% 3.4%
Effective tax rate -25% -29% -66% -27% -71% 37%
Net Margin -17% -5% -9% -9% -6% 2%
Total Sales 9,176 18,377 35,912 83,116 153,354 165,795
Sales Volume (gr. yly) -74% -57% -16% -46% -8% 5%
Outlook

We believe, auto sales could potentially response to recent cut in policy rate by
625bps, however with 30-40% increase in product prices, recovery in sales is
likely to take an extended-U form. Henceforth we are not optimistic in automobile
assembler during the outgoing year Fy21.
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Exhibit: FY2020 sales have halved compared to 5yr average annual Exhibit: 4q FY2020 sales and production affected due to Lockdown
sales volume (in Ths Units)
Average sales during the quarter of PC, Jeeps/SUVs & Pick-ups March and April saw a production halt at major manufacturers
32020 @5yr Avg. BProduction OSales
100.0
90.0 250.0
80.0
200.0
70.0
60.0
150.0
50.0
40.0
100.0
30.0
20.0 50.0
i
_ M e
1q 2q 3q 4q Ann. 2015 2016 2017 2018 2019 2020 1920 2920 3q20 4q20
Exhibit: PKR devaluation against USD and JPY... Exhibit: ...has put pressure on companies GP margins
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Exhibit: Tight credit conditions have had impact on sales and on
financing
Consumer finance has least responded to policy rate cuts
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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, IGI 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. The subject Company (ies) is a client of the IGI Finex Securities Limited and IGI Finex Securities offers
brokerage services to subject company (ies) on a regular basis, in line with industry practice. 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 price on 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)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and geopolitical
risks. The performance of company (ies) covered herein might unfavorably 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,
Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current
trading price. EPS: Earnings per Share. DPS: Dividend per Share. 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.
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