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Automobile Assembler 

Regulatory duty targeting new vehicles 

 

New Regulatory duties to have minimal impact on local auto-assemblers 
Federal Board of Revenue (FBR) has recently amended regulatory duties on 
imported goods in order to curb down overall trade balance. Of the given 
changes, regulatory duty has also been changed for motor vehicles which could 
potentially have direct impact on local auto-assemblers. Since, imported vehicles 
are in direct competition with local assemblers, in particular Pak-Suzuki Company 
(PSMC), henceforth changes in regulatory duty is widely accepted as a positive 
move. Auto-assembler stocks have rallied on the news of imposition of 
Regulatory duty on used and new vehicles. However, we believe the changes will 
have minimal impact on local assemblers. As such, the new prescribed changes 
in duty refers mainly to new vehicles being imported instead of old/used. 
Although this will help local assembler’s trading volumes but it will not be enough 
to reduce overall imported vehicles competition.  

 …however, comparing with the previous SRO 505(I)  
The newly issued SRO (1035 (I)) released on 16th Oct-17, reveals duty changes 
specifically on new cars, while the duty on used cars remains more or less 
unchanged. Major regulatory duty changes have been observed on new cars 
belonging to engine category of 1,800cc and above, under which additional duty 
of 30% has been levied, tuning at 80%. However, under used cars in same 
category engine size, duty remains the same at 60%. Apart from that, vehicles 
falling under the engine size capacity of 1,000cc and under 1,300c depicts a 15% 
regulatory duty imposition.  
 
  Minimal impact on local players 
  We attribute minimal impact on local assemblers (INDU, HCAR, and PSMC) 

primarily because major imported vehicles fall under re-conditioned/used 
category, whereas new imported CBU category forms a relatively small portion 
of company. Likewise, gross margins are expected to remain unchanged as no 
such additional regulatory duty has been imposed on steel.  Overall, increase in 
pricing (resulting from additional duty) might counter sales, thus impacting 
trading income, still it may lead to reduce competition posed by market dealers. 

 

 

 Federal Board of Revenue (FBR) has recently amended regulatory 
duties on imported goods, in order to curb down overall trade balance. 
Of the given amendments regulatory duty has also been changed for 
motor vehicles which could potentially have direct impact on local auto-
assemblers. 

 The newly issued SRO (1035 (I)) released on 16th Oct-17, reveals duty 
changes specifically on new cars, while the duty on used cars remains 
more or less unchanged. 

 We attribute minimal impact on local assemblers (INDU, HCAR and 
PSMC) primarily because major imported vehicles fall under re-
conditioned/used category 

  We maintain a “BUY” call on INDU with Dec-17 based target price of 
PKR 2,277.1/share, offering +28% upside. The company is currently 
trading at FY18E P/E of 9.6x and offers a dividend yield of 7.2%. 

Sym.

INDU 2,277.1 9.6          7.2% 3.5  BUY

HCAR 553.8    9.5          4.2% 4.3  HOLD

PSMC 473.1    11.8        1.4% 1.4  HOLD
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Exhibit: 

New SRO on auto assembler have no change for Old & Used vehicles 

New / Old Category  Engine Size  Old RD % New RD % Status 
New Vehicles   >=1,000 to 1,300cc  - 15% Change 
New Cars & Jeeps   >=1,801 to 3,000cc  50% 80% Change 
New Cars & Jeeps   >3,000cc  50% 80% Change 
New SUV   >2,000cc  50% 80% Change 
New All-Terrain Vehicles (ATV)                           -    50% 80% Change 
New Cars & Jeeps   >2,000cc  50% 80% Change 
New Cars & Jeeps   >2,500cc  50% 80% Change 
Old & Used Cars & Jeeps   >=1,801 to 3,000cc  60% 60% No Change 
Old & Used Cars & Jeeps   >3,000cc  60% 60% No Change 
Old & Used SUV   >2,000cc  60% 60% No Change 
Old & Used All-Terrain Vehicles (ATV)                           -    60% 60% No Change 
Old & Used Cars & Jeeps   >2,000cc  60% 60% No Change 
Old & Used Cars & Jeeps   >2,500cc  60% 60% No Change 

Source: Federal Board of  Revenue, IGI Research 
 

 

Recommendation 
Our stance on INDU remains same, following its successful launch of Corolla 
and constant margin accretion. We therefore have a “BUY” call on INDU while 
“HOLD” call for HCAR and PSMC.  

Exhibit: 

Auto assemblers projected financials 

Company Heads FY16A FY17A FY18E FY19F FY20F 

INDU 

EPS 145.7 165.4 184.4 184 178.9 

DPS 100 115 129 128 125 

Gross Margins 16% 18% 17% 17% 16% 

Trading Sales / Total Sales 5% 8% 8% 8% 8% 

Trading Margins 44% 48% 48% 48% 48% 

Vol. (kunits) 63,977 59,911 62,400 64,272 64,272 

HCAR 

EPS 24.9 43.0 56.7 61.3 59.2 

DPS 7.0 17.2 22.7 24.5 23.7 

Gross Margins 15% 15% 14% 14% 13% 

Trading Sales / Total Sales 4% 3% 2% 2% 2% 

Trading Margins 40% 40% 40% 40% 40% 

Vol. (kunits) 25,759 35,304 49,200 52,272 52,920 

PSMC* 

EPS 71.0 33.7 42.2 38.9 40.2 

DPS 15.0 5.5 7.0 6.0 7.0 

Gross Margins 14% 10% 9% 9% 9% 

Trading Sales / Total Sales 3% 3% 3% 3% 3% 

Trading Margins 30% 29% 29% 29% 29% 

Vol. (kunits) 154,249 127,656 145,920 149,592 153,372 

Source: Company financials, IGI Research, *FY=CY15 onwards 
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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. 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)  

 

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. 
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