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INDU: FY18 Results will pass muster
From a sectoral perspective, dampeners prompting selling in the
space include PkR weakness and ban on sales to non-filers, which
have led INDU to soften by 10.2%CYTD, weakening in the process
to trade at a FY19/20F P/E of 6.9x/6.4x. Even so, 4QFY18E forecasts
(BoD meeting on 28th August) show the company releasing an
earnings read of PkR3.6bn (EPS:PkR45.96), a rise of 6%YoY, where
key catalysts are 32%YoY rise in revenues as a follow-on from price
hikes (~12% from July'17 to May'18) preserving margins (FY18E
GM of 16.9% vs. 17.7% for FY17). Cumulative FY18E NPAT is expected
to be PkR15.25bn (EPS:PkR193.99), so far its best year.
Accompanying the results, we expect an additional payout of
PkR30/sh taking full year payouts to PkR125/sh (payout ratio of
64%). Commenting on INDU's ability to fortify competitive moats
preserving margins, we highlight the launch of CKD variants
segmenting the lower end of the Corolla (Vios to replace 1.3L
offering), and continued hold on premium SUV space as delivering
an investment case grounded on growth and value. With an FCFE
based Jun'19 TP of PkR2,190/sh, we recommend a BUY stance on
the scrip highlighting current multiples (FY19/20F P/Es of 6.9/6.4x)
as being too good to ignore.
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The new PTI government will have its economic direction by end
September, says Finance Minister Asad Umar in a talk with Dawn on
Tuesday. The economy is heading towards massive imbalances, he
added. "With due respect the budget announced by the last government
is not worth the paper it is written on" he said, adding it will result in a
fiscal deficit of seven per cent if the government proceeds under it.

Aug-18

Based on news reports, PSO, has claimed that it has supplied RFO
worth PkR58.5bn from May-July 2018, in line with the directives of MoE
(Power Division) having received payments of only PkR17.8 bn from
regular PEPCO allocations. Additionally, news sources mentioned that
PSO was owed PkR14.7bn on account of RLNG supplied to SNGPL.
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INDU: FY18 Results will pass muster
From a sectoral perspective, dampeners prompting selling in the
space include PkR weakness and ban on sales to non-filers, which
have led INDU to soften by 10.2%CYTD, weakening in the process
to trade at a FY19/20F P/E of 6.9x/6.4x. Even so, 4QFY18E forecasts
(BoD meeting on 28th August) show the company releasing an
earnings read of PkR3.6bn (EPS:PkR45.96), a rise of 6%YoY, where
key catalysts are 32%YoY rise in revenues as a follow-on from price
hikes (~12% from July'17 to May'18) preserving margins (FY18E GM
of 16.9% vs. 17.7% for FY17). Cumulative FY18E NPAT is expected
to be PkR15.25bn (EPS:PkR193.99), so far its best year. Accompanying
the results, we expect an additional payout of PkR30/sh taking full
year payouts to PkR125/sh (payout ratio of 64%). Commenting on
INDU's ability to fortify competitive moats preserving margins, we
highlight the launch of CKD variants segmenting the lower end of
the Corolla (Vios to replace 1.3L offering), and continued hold on
premium SUV space as delivering an investment case grounded on
growth and value. With an FCFE based Jun'19 TP of PkR2,190/sh,
we recommend a BUY stance on the scrip highlighting current
multiples (FY19/20F P/Es of 6.9/6.4x) as being too good to ignore.

INDU: Income Statement
(PkRmn)

4QFY18E

4QFY17

Net Sales

36,981

27,928.41

Cost of sales

31,385

23,314.44

Gross profit

5,596

4,613.96

Distribution expenses

579

383.14

Administrative expenses

201

315.25

Total operating expenses

779

698.39
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Other operating income

1,131
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3,810

3,593
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EBIT

5,431

4,575

19%

-12%

22,407
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Other operating expenses

Finance costs

140

163.85

-14%

9%

542

398

36%

NPBT

5,291

4,411

20%

-13%

21,864
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14%

Taxation

1,679

1,654.01

1%

-6%

6,616

6,140

8%

NPAT

3,612

2,757

31%

-15%

15,248

13,001

17%

EPS (PkR)

45.96

35.08

-

-
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-

Source: AKD Research & Company Report

4QFY18E Preview: For the concluding quarter of FY18, we project INDU
to file an NPAT of PkR3.61bn (EPS:PkR45.96) moving +31%YoY/15%QoQ, taking FY18E NPAT to PkR15.25bn (EPS:PkR193.99) up
17%YoY to its highest ever profit in any year of operation. Exhibiting
significant pricing power in the face of a weak PkR, INDU raised prices
of its models by a volume weighted average of ~12% during FY18, while
unit sales remained stagnant for the face-lift version of the Corolla (51,412
units sold -2.4%YoY), even though Fortuner/Hilux sales trounced
www.akdsecurities.net

02

AKD Securities Limited
Member Karachi Stock Exchange

Friday, Aug 24, 2018

AKD Daily

expectations (+27%/+204%YoY). This focus on the premium SUV segment
has continued INDUs revenue weights away from the flagship to SUV
offerings, where the split stands at 66/18/16% for Corolla/Hilux/Fortuner
vs. 78/16/6% in FY17. Poignantly, better pricing power in this burgeoning
segment of relatively price insensitive customers preserves margins,
.
evident in our FY18E GM of 16.9% vs. 17.7% in FY17.
More 'moats to fortify': Proceeding with our bullish stance on INDU
fortifying competitive 'moats' to solidify margins in the face of external
shocks and higher competitive pressures in the long run, we believe a
slew of catalysts are in place for the OEM to capitalize on. Chief amongst
these remains further segmentation of the Corolla brand by the introduction
of the Vios, in the 1.3L category. A long standing assertion, affirmed by
channel checks, we believe recent devaluation may have shifted the
launch of this CKD to mid FY19, where the recent launch of the 1.3L
automatic variant of the Corolla is a nod to our projection, in our view.
Also, the launch of 'Rush' CBU offering in the entry-level SUV category
with its hefty price tag (expected to be upwards of PkR4mn) are nonevents (cumulative trading revenue is ~5% of total net sales) in terms of
profitability.
Investment Perspective: With a FCFE based Jun'19 TP of PkR2,190/sh,
we recommend a BUY stance on the scrip highlighting current multiples
(FY19/20F P/Es of 6.9/6.4x) as being too good to ignore. Moreover, for
investors seeking value, INDU maintains high earnings quality (Free cash
flow to earnings of 0.95x), P/B of 2.7/2.4x for FY19/20F, and an investment
case based on stable yield (FY19/20F D/Y of 9.0/9.8%) is increasingly
alluring.
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.

The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
For the United States
Compliance Notice.
This research report prepared by AKD Securities Limited is distributed in the United States to Major US Institutional Investors
(as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended) only by Decker & Co, LLC, a broker-dealer
registered in the US (registered under Section 15 of Securities Exchange Act of 1934, as amended). All responsibility for the
distribution of this report by Decker & Co, LLC in the US shall be borne by Decker & Co, LLC. All resulting transactions by a
US person or entity should be effected through a registered broker-dealer in the US. This report is not directed at you if AKD
Securities Limited or Decker & Co, LLC is prohibited or restricted by any legislation or regulation in any jurisdiction from making
it available to you. You should satisfy yourself before reading it that Decker & Co, LLC and AKD Securities Limited are permitted
to provide research material concerning investment to you under relevant applicable legislations and regulations.
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