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Time Horizon: Dec-18
Market Data
Bloomberg Tkr. HCARPA
Shares (mn) 142.8
Free Float Shares (mn) 28.6
Free Float Shares (%) 20.0%
Market Cap (PKRbn | USDmn) 479 | 3942
Exchange KSE 100
Price Info. 90D 06M 12M
Abs. Return (29.7) (33.1) (59.5)
Lo 335.4 335.4 3354
Hi 514.6 559.0 867.7
Key Company Financials
Period End: Mar
PKRbn FY18A FY19E FY20F FY21F
Total Revenue 91.5 93.4 92.8 96.7
Net Income 6.5 6.4 5.9 5.8
EPS (PKR) 45.5 44.7 414 40.7
DPS (PKR) 22.8 17.9 16.6 16.3
Total Assets 58.8 62.8 67.5 74.2
Total Equity 171 20.9 24.5 27.9
Key Financial Ratios
ROE (%) 38.0 30.6 24.2 20.8
P/E (x) 7.4 7.5 8.1 8.2
P/B (x) 13.5 2.8 23 20
DY (%) 6.8 5.3 4.9 4.9
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About the Company

The Company was incorporated on November 04, 1992 and
commenced commercial production from July 19994. The principal
activities are the assembling and progressive manufacturing and
sale of Honda vehicles and spare parts.

Source: Bloomberg, PSX & IGI Research
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Automobile Assembler

HCAR: Meek performance showcased;
profitability up by +6%YoY to PKR 6.5bn (EPS:
PKR 45.5) for FY18

. We revisit our investment case on HCAR wherein we have revised our earnings
estimates after incorporating financial year account (FY18) and budgetary
measures. The company reported profitability of PKR 6.5bn (EPS: PKR 45.5) v/s
PKR 6.1bn (EPS: PKR 43) during last year (FY17) along with the cash dividend of
PKR 22.75/share.

=  Qur earnings estimates for FY19E/FY20F/FY21F stands at PKR
(44.7/41.4/40.6)/share after incorporating financial accounts and measures
introduced in finance act 2018-19.

= We have a “BUY” call on the scrip with our revised Dec-18 target price of PKR
584/share, offering +74% upside from its last closing. The company is currently
trading at FY19E P/E of 7.5 x and offers a dividend yield of 5.3%.

We revisit our investment case on HCAR wherein we have revised our earnings estimates
after incorporating financial year account (FY18) and budgetary measures. The company
reported profitability of PKR 6.5bn (EPS: PKR 45.5) v/s PKR 6.1bn (EPS: PKR 43) during last
year (FY17) along with the cash dividend of PKR 22.75/share. The overall stock
performance remained volatile, underperformed by 31%YoY against the benchmark
index. In addition, the company during the year made investment of PKR 1.3bn to
increase its capacity and enhance its in-house manufacturing capability. With respect to
budgetary measures, imposition of super tax will dent earnings in the short term whereas
gradual reduction in corporate tax rate by 1% each year will ease down effective tax.
Moreover, recent ban on non-filers will have major repercussions and we expect sales to
suffer in short to medium term. In light of these factors, our earnings estimates for
FY19E/FY20F/FY21F stands at PKR (44.7/41.4/40.6)/share, resulting in downward revision
in our target price from PKR 623.9/share to PKR 584.0/share.

Volumetric growth and investments gain lifted earnings by +6%YoY to PKR
6.5bn (EPS: PKR 45.5)

For FY18 the company reported profitability of PKR 6.5bn (EPS: PKR 45.5) slightly up by
+6%YoY attributed to multiple factors a) substantial increase of +42%YoY in volumes and
b) gain (PKR 0.9bn) on sales of investments. However, the impact was partially arrested
owing to heavy discounts (PKR ~1bn) coupled with rising input costs (PKR depreciation
against USD), which altogether compressed margins (down by 310bps) and hence
dampened profitability.

Net sales recorded at PKR 91bn (+44%Yo0Y) as sales peaked 50k units

During the year the company attained peak sales of 50k units led by healthy sales of Civic,
up by +29%YoY to 20k units, followed by sales of City (face-lift model), slightly up by
+6%YoY to 21k units. In addition, further lift in volumes was supported by BR-V
(contributing 18% in sales mix) with sales recorded at 9k units. As a result, net sales for
the year clocked in at PKR 91bn v/s PKR 63bn last year.

Weakened currency and heavy discounts squeezed gross margins by 310bps

Gross margins during the year followed declining trend, sliding down by 310bps to 11.4%
on the back of rising input costs (PKR depreciation). Although the company reciprocated
with the increase in prices twice during the year but the impact was not fully passed on.
Moreover, heavy discounts amounting to PKR 1.0bn (owing to late delivery after two
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months) coupled with increase (+31%YoY) in commissions chipped away sales of the
company, thereby impacting topline and hence the margins.

Exhibit: Exhibit:
Declining gross margins and depreciating PKR Sales of Civic/City with BR-V add on to the portfolio
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Source: IGIl Research, Company Accounts
Substantial gain on sale of investments propped up profitability by PKR 0.9bn
Backed by ample liquidity (PKR™~ 200/share) with cash tied up in treasury bills/ funds the
company realized a profit of PKR 0.94bn on the sale of investments, which provided
some respite to the profitability.

Earnings to witness slowdown amid rising headwinds and uncertainty

Our earnings estimates for FY19E/FY20F/FY21F stands at PKR (44.7/41.4/40.7)/share
after incorporating financial accounts and measures introduced in finance act 2018-19
vis a vis super tax charge (for FY19 the charge will be PKR ~0.5bn inclusive of PKR 0.27bn
of FY18) and corresponding reduction in corporate tax rate.

In addition, with the ban imposed on non-filers and competition to kick-in sales volume
will suffer amid sluggish growth. More so, following recent PKR depreciation we expect
company to undergo price hike in the near future during FY19 and have adjusted our
pricing assumption henceforth. Nevertheless, gross margins will remain shaky; however
with the company, having made investment to increase its localization and taking
initiatives as per se (enhancing in-house manufacturing capability) this may provide
some relief and overcome reliance on imported raw material to a certain extent.

Recommendation

We have a “BUY” call on the scrip with our revised Dec-18 target price of PKR 584/share,
offering +74% upside from its last closing. The company is currently trading at FY19E P/E
of 7.5 x and offers a dividend yield of 5.3%.
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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, IGI Finex Securities Limited makes no representation as to
the accuracy or completeness of the information. Neither, |Gl Finex Securities Limited nor any director, officer or employee of I1GI 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 — 2018

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

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. CY/FY: Calendar/Fiscal/Financial Year. YoY/ QoQ/ MoM: Year-on-Year, Quarter-on-Quarter, Month-on-Month.
Th /Mn /Bn /Tn: Thousands/Million/Billion/Trillion.

IGI Finex Securities Limited

Research Analyst(s) U Jama

Research Identity Number: BRP009
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