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COMPANY UPDATE .
INDUS MOTOR COMPANY LIMITED Automobile Assembler
ATOMOBILE A2>EMBLER Lower volumes to dent 4Q profitability; EPS 36.1/share
Recommendation BUY
Target Price: 2,352.2 down by 318%QOQ
Last Closing: 21-Aug-17 1,635.5
Upside: 43.8 * INDU is schedule to announce its full year FY17 financial result on 24"
Valuation Methodology: Discounted Cash Flow (DCF) August-17. For the 4QFY17 alone, we estimate company to post earnings
of PKR 2.8bn or PKR 36/share, down by 31.8%QoQ.
Time Horizon: | Dec-17 = As per Pakistan Autoassembler and Manufactures Association (PAMA)
Market Data data complied during the 4QFY17 suggests a volumetric decline in the
Bloomberg Tkr. INDU PA sales of Corolla, Fortuner and Hilux variants. The company’s overall sales
Shares (mn) 78.6 volume during the year dropped to 59,911 units, down by 6.4%YoY.
Free Float Shares (mn) 133 * The cumulative earnings for the FY17 stand at PKR 13.1 bn (14.2% YoY)
Free Float Shares (%) 16.9% with the effect of super tax (3%) bringing EPS to historical high of PKR
gi[]l;e;giap (PKRbn | USDmn) 1286 | KlézEzl%g 166.5. The pre-tax income for the year inclined to PKR 19.6 bn by 12.6%
Price Info. 90D 1300 3650 YoY having declined by 18.5% in the 4QFY17.
Abs. Return (18.3) (32) A48 = We anticipate sales in the forthcoming year (FY18) to pick up once a
Lo 16297 15802 11223 smooth production flow (debottlenecking) materializes and with the
Hi 2,001.5 2,0443  2,044.3 launch of Corolla face-lift model.
Key Company Financials * We recommend a ‘BUY’ call on the scrip with our Dec-17 target price of
Period End: Jun PKR 2,352/share, offering +43.8% upside from its last closing. The
PKRbn ALt FY19F company is currently trading at FY18 P/E of 8.9x and offers a dividend
Total Revenue 108.8 111.2 127.4 129.2 yield of 7.3%.
Net Income 11.45 131 14.4 14.7
EPS (PKR) 145.7 166.5 183.2 187.6
?:al(itfe)ts 123:2 122:2 132:2 fzj Lower Corolla volumes drive 4QFY17 earnings down by 31.8%QoQ
i INDU is schedule to announce its full year FY17 financial result on 24" August-
Total Equity 27.6 329 37.8 43.0 . .
Key Financial Ratios 17. For the 4QFY17 alone, we estimate company to post earnings of PKR 2.8bn
ROE (%) 415 39.8 38.1 343 | or PKR 36/share, down by 31.8%QoQ. We attribute lower earnings during the
P/E (x) 112 9.8 8.9 8.7 | quarter to volumetric slowdown witnessed across all variants and onetime
P/B (x) 4.7 39 34 3.0 provision of Super-tax. Moreover, we expect volatile exchange rate movement
DY (%) 61 61 73 75 and rising steel prices to keep gross margins rather tricky during quarter.
Relative Price Performance & Shareholding Nevertheless, incorporating 4Q earnings brings company’s full year earnings to
o - INDU KSE 100 PKR 13.2bn or PKR 166.5/share. Moreover, we expect company to declare cash
80% % dividend of PKR 20/share taking full year pay-out to PKR 100/share.
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4QFY17 sales to drop by 18.6% QoQ to PKR 26.8 bn
As per Pakistan Autoassembler and Manufactures Association (PAMA) data
complied during the 4QFY17 suggests a volumetric decline in the sales of
o] -or . Corolla, Fortuner and Hilux variants. During the quarter, company sold 11,982
®ind.  ®Others units of Corolla, registering a volumetric decline of 19.7% QoQ (-15.1% YoY). We
XBBH?’EH&E&HQQH& ---------------------------------------------------------- attribute this decline in sales of Corolla to customers retaining their purchase
and shifting their bookings to face-lift model, recently launched in Aug-17. For

The Company was incorporated as a public limited company in ) i ; .
Pakistan in December 1989 and started commercial production in Fortuner, end of peak sales post launch in 3QFY17 and increasing competition

May 1993. The company is the sole distributor of Toyota and from both local and imported SUVs have started to effect sales volumes. For the
Daihatsu vehicles in Pakistan. quarter under review, Fortuner sales dropped to 560 units down from 606 units

registered in 3QFY17, down by 8.2%QoQ. Similarly, in case of Hilux, the sales
Source: Bloomberg, PSX & |Gl Research volume also dropped by 5% QoQ to 1,621 units in 4QFY17. As a result
Suleman Ashraf / Saad Khan company’s overall sales volume during the year dropped to 59,911 units, down
Research Analyst by 6.4%YoY.

Suleman.ashraf@igi.com.pk / Saad.khan@igi.com.pk
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Exhibit: INDU Quarterly Sales (FY17)

Gross Margins to sharpen at 18.6% for 4QFY17
W COROLLA mHILUX ™ FORTUNER With respect to exchange rate and steel prices minute variations were

20,000 witnessed during the period. The steel prices came under slightest dip (1% QoQ
18,000 on average) for 4QFY17 after witnessing an increase (8.9% QoQ) in the 3QFY17.
16,000 Also, the exchange rates on average remained volatile at 104.8 PKR/USD and
14,000 1.06 PKR/JPY for 4QFY17. The gross margins for the period clocked in at 18.6%
12,000 with trading margins estimated at 36.5% thereby contributing 6% in the sales
10,000 mix.

8,000 ) )
6,000 FY17 earnings to climb up by 14.2% YoY to PKR 13.1 bn
4000 The cumulative earnings for the FY17 stand at PKR 13.1 bn (14.2% YoY) with
' the effect of super tax (3%) bringing EPS to historical high of PKR 166.5. The
2,000 pre-tax income for the year inclined to PKR 19.6 bn by +12.6% YoY having
) declined by 18.5% in the 4QFY17. Although the overall unit sales dived down
1 2Q 3Q “a to0 59,911 units (6.4% YoY) the high profitability is due to significant increase
Exhibit: Exchange Rate Movement in the number of Fortuner sales (3x YoY) with Hilux sales keeping intact at
10%.
- === USD/ JPY UsD/ PKR In terms of dividends we expect INDU to plow out PKR 100/share for full year
taking into consideration the estimated payout (PKR 20/share) for 4QFY17
5% and the cumulative dividends (PKR 80 /share) announced for the last three
quarters.
0%
o Outlook
We anticipate sales in the forthcoming year (FY18) to pick up once a smooth
0% production flow (debottlenecking) materializes and with the launch of Corolla
face-lift model. To keep up with the rising demand and alleviate backlogs INDU
-15% is set to increase its capacity to 60,000 up by 6000 units having made
o investments of USD 40 Mn. Moreover, with the rising number of vehicles (CBU)
© LYY YL Y YNNIy being imported and locally assembled SUVs INDU will face tough competition
g g § E ::(" § S’ § g § @ g g g § E to keep its sales upbeat in the high-end margin segment
Exhibit: Steel Price Movement Recommendation
We recommend a ‘BUY’ call on the scrip with our Dec-17 target price of PKR
. === CRC (UsD/ton) 2,352/share, offering +43.8% upside from its last closing. The company is
20% currently trading at FY18 P/E of 8.9x and offers a dividend yield of 7.3%.
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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: Dec - 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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