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PSMC: LCV demand to the rescue
PSMC is scheduled to release earnings for 2QCY18 in the
backdrop of drastic moves in input costs (PkR vs. US$ -10.0%,
PkR/JpY -11.9% till June'18), and slower sales (total sales for
PSMC -3%QoQ) from seasonal swings. We expect the OEM to
report 2QCY18E earnings of PkR614mn (EPS:PkR7.45/sh.)
recording a slide of 10%YoY, taking cumulative 1HCY18 NPAT
to PkR1.52bn (EPS:PkR18.45/sh), marking a decline of 31.2%YoY.
Clouds dissenting over the stock follow from the absence of
any new model launches and external pressures to input costs
keeping margins under pressure, while longer term questions
over demand persisting in the face of price hikes (~7%CYTD
following three price hikes). These may be overblown, where
the core demand base for LCVs (transporters, commercial users,
movers) remains in place (Bolan/Ravi sales for 1HCY18 up
17/19%YoY) to support sales numbers. Currently trading at PE's
of 7.9x/5.9x for CY18F/19F, we have a BUY stance on the stock
with TP of 610/sh.
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The Caretaker Government. has failed to secure PkR50bn in commercial
financing for reducing the debt of energy companies as banks are
reluctant to extend further credit because of heavy loans taken by previous
government.
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FBR has decided to take action against those who do not declare their
hidden local as foreign assets after the expiry of the scheme on Aug
0118. FBR official further added that it depends on the next government
to decide, whether to give further extension to the scheme or not.
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Pakistans exports of non-textile products posted a robust growth of
nearly 22%YoY in FY18 to US$9.69bn. The impressive increase in nontextile products outpaced the traditional export basket of textile and
clothing which went up 8.67%YoY to US$13.53bn in FY18.
.
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PSMC: LCV demand to the rescue
PSMC is scheduled to release earnings for 2QCY18 in the backdrop
of drastic moves in input costs (PkR vs. US$ -10.0%, PkR/JpY 11.9% till June'18), and slower sales (total sales for PSMC -3%QoQ)
from seasonal swings. We expect the OEM to report 2QCY18E
earnings of PkR614mn (EPS:PkR7.45/sh.) recording a slide of
10%YoY, taking cumulative 1HCY18 NPAT to PkR1.52bn
(EPS:PkR18.45/sh), marking a decline of 31.2%YoY. Clouds dissenting
over the stock follow from the absence of any new model launches
and external pressures to input costs keeping margins under
pressure, while longer term questions over demand persisting in
the face of price hikes (~7%CYTD following three price hikes). These
may be overblown, where the core demand base for LCVs
(transporters, commercial users, movers) remains in place
(Bolan/Ravi sales for 1HCY18 up 17/19%YoY) to support sales
numbers. Currently trading at PE's of 7.9x/5.9x for CY18F/19F, we
have a BUY stance on the stock with TP of 610/sh.
.
PSMC 2QFY17 earnings preview: PSMC is slated to release 2QCY18E
earnings today (July 24th) where we expect them to post NPAT of
PkR614mn (EPS:PkR7.45/sh.) recording a slide of 10%YoY. +32%YoY/4%QoQ. Move in net revenues (expected at PkR30.25bn for 2QCY18E)
is a factor of seasonal slowdown in sales (36,776 units sold during
2QCY18 vs. 38,070 units sold during 1QCY18), as older variants in the
passenger car segment failed to garner demand. Despite this, offtake for
the Wagon R (sales for 2QCY18 up 27.3%YoY) and LCV offerings
(Ravi/Bolan sales -4.3/-5.3%QoQ for the quarter) remained intact, while
price increase (~7%CYTD weighted average price increase of only
3%CYTD for Wagon R) ease margin pressures.

PSMC: Income Statement
(PkRmn)

2QCY18E 1QCY18

QoQ

2QCY17 YoY%

Net Sales

30,250

31,511

-4%

22,938

32%

COGS

28,027

28,894

-3%

21,017

33%

Gross Profit

2,223

2,617

-15%

1,921

16%

Operating Exp

1,367

1,302

5%

1,091

25%

Operating Profit

856

1,315

-35%

830

3%

Other Income

195

176

11%

260

-25%

Other Charges

82

Financial Charges (73)

98

-16%

74

11%

(73)

0%

(13)

454%

NPBT

895

1,320

-32%

1,002

-11%

Taxation

282

415

-32%

317

-11%

NPAT

614

905

-32%

685

-10%

EPS (PkR)

7.45

10.99

-

8.33

-

Source: Company Report & AKD Research

PSMC Quarterly Sales by Variants
Quarter

Mehran

Wagon R

Cultus

Swift

Bolan

Ravi

Total

3QCY17

10,516

5,789

5,181

1,044

4,811

5,436

32,777

4QCY17

11,703

8,352

4,320

1,097

5,673

5,302

36,447

1QCY18

12,583

6,630

6,123

1,452

5,779

5,503

38,070

2QCY18

11,419

8,435

4,859

1,323

5,475

5,265

36,776

Source: PAMA & AKD Research

Bears are circling: Dampeners to earnings growth arise in the form of
4.5xYoY hike in financial charges, and 78%YoY uptick in taxation.
Cumulative 1HCY18E earnings should reach PkR1.52bn
(EPS:PkR18.45/sh) falling 31.2%YoY. Absence of any public sector
programs (Orange Cab Scheme for Punjab announced but never enacted)
are dampeners supporting bearishness. Furthermore, risks emerge in
the form of lower localization levels for recent offerings, which may raise
exposure to FX swings, while resilience of CBU demand (particularly for
the Vitara) remains to be seen.
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Investment Perspective: Currently trading at PE's of 7.9x/5.9x for
CY18F/19F, we have a BUY stance on the stock with TP of 610/sh. Longer
term questions over demand persist in the face of price hikes (~7%CYTD
following three price hikes), as a weakening external position inhibits
pricing power of domestic assemblers. These may be overblown, in our
view, where the core demand base for LCVs (transporters, commercial
users, movers) remains in place to support sales. Additionally, we believe
any crystallization of new model launches, with management guidance
.
for the same, could drive performance over the medium term.
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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.
Regional Disclosures (Outside Pakistan)
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.
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