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Strong variants fail to save industry sales

e  Total industry sales for outgoing April'19 fell to 19,868 units -15%MoM/-25%YoY held
back by soft passenger car sales (-14%MoM/-21%YoY), cratering LCV & pickups offtake (-
21%MoM/-42%YoY), marking a trough, in a high-base month for industry offtake.

e  Cumulative 10MFY19 total industry/car sales (210,821/177,435) fall short of 10MFY18
sales by -7%/-3%YoY, with primarily commercial sector constituents (LCV/Truck sales
during period fell -22/-34%YoY), coming off a cliff (L0OMFY18 LCV sales of 35,359 was a
peak for the segment)

e  For PC segment sales, Mehran's winding down was reflected in 800 & below segment
offtake flat-lining (-31%MoM/-39%YoY for April'19) while 1,300CC+ sales facing the tax
non-filer sales ban on1,700CC+ vehicles and 10% FED levy managed smaller declines (-6%
MoM/-16%YoY). Moreover, cumulative numbers show the 1000CC segment strengthened
its position in the segment-wise sales split (800 & below/1000CC/1300CC+ sales over
10MFY19 moved -24/+12/+4%YoY).

e  Amongst OEMs, prominence of Corolla (April'19 sales moved +11%MoM/+6%YoY) mod-
erated INDU's overall numbers (+11%MoM/-7%YoY) while PSMC/HCAR sales dipped fur-
ther (-22/-26%MoM and -27/-38%YoY) tainting wider 10MFY19 cumulative sales (PSMC/
INDU/HCAR sales shift -10/+5/-11%YoY).

e A tough demand environment (inflation suppressing consumer discretionary spend)
mixed with operational headwinds (rising cost of borrowing, PkR weakness pushing pric-
es) make for a terse backdrop for the space at large. With its competitive 'moats' being
tested, INDU's investment thesis gets further traction from planned segmentation of its
Corolla variant (1,300CC new model launch of Vios), where prevailing Corolla sales indi-
cate significant new-model sales bump on launch (forecasted from 2HFY20). At current
levels the stock trades at FY19/20 P/E of 6.8/6.4x.

PSMC: Selling 10,789 units (-22%MoM/-27%YoY) in April'1l9, was dampened by LCV segment
cratering (Ravi/Bolan sales fell -39%/-31%MoM and -43%/-33%YoY) and Mehran's winding down
(2,738 units sold —31%MoM/-41%YoY). Recent models fared better where Cultus sales moderat-
ed YoY declines (-3%MoM/+5%YoY), in a month with an unfavorably high-base for the OEM.
Cumulative sales for the OEM crossed 110,358 vehicles (-10%YoY), where growth was seen in
Wagon R/Cultus sales (+14/+9%YoY), as Bolan/Ravi sales (-15/-19%YoY) and the lag between
discontinued Mehran sales and Alto deliveries (expected in June'19) make for a bleak sales out-
look.

INDU: 10MFY19 sales of 55,304 units (+5%YoY) are pushed by 12%YoY rise in Corolla sales, on
track to meet our FY19E target of 58.9K units (up 14%YoY) re-affirming our hypothesis of sales
remaining resilient. That said, Fortuner/Hilux sales will continue their downtrend (-33%/-21%YoY
over 10MFY19) as they come-off high's established during last year's pre-election buying spree.

HCAR: Monthly offtake for the OEM continued to slide (2,836 units sold, down -26%MoM/-
38%YoY), with the launch of its Civic facelift during the month suppressing sales further (Civic
and City sales -33%MoM/-43%YoY), while the BRV had a better month (526 units sold +45%
MoM/-6%YoY). Cumulative 10MFY19 offtake of 38,724 units fell 11%YoY, with Civic & City vari-
ants softening under regulatory headwinds (-4%YoY).

Investment Perspective: A tough demand environment (inflation suppressing consumer discre-
tionary spend) mixed with operational headwinds (rising cost of borrowing, PkR weakness push-
ing prices) make for a terse backdrop for the space at large. With its competitive 'moats' being
tested, INDU's investment thesis gets further traction from planned segmentation of its Corolla
variant (1,300CC new model launch of Vios), where prevailing Corolla sales indicate significant
new-model sales bump on launch (forecasted from 2HFY20). At current levels the stock trades at
FY19/20 P/E of 6.8x/6.4x.
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Pakistan Automotive Industry Sales Snapshot

YoY  10MFY19 10MFY18 YoY

Ind. Perform.

Total Industry Sales 19,868 23,325 -15% -25% 210,821 226,589 -7.0%
Cars 17,076 19,897 -14% -21% 177,435 182,911 -3.0%
LCVs & Pickups 2,320 2,936 -21% -42% 27,486 35,390 -22.3%
Trucks 407 425 -4% -55% 5,120 7,703  -33.5%
Buses 65 67 -3% -14% 780 585 33.3%
Tractors 5,430 5,729 -5% -32% 43,172 60,239 -28.3%
Company Wise

PSMC 10,789 13,815 -22% -27% 110,358 122,075 -9.6%
INDU 5,738 5,157 11% -7% 55,304 52,610 5.1%
HCAR 2,836 3,811 -26% -38% 38,724 43,616 -11.2%
MTL 3,400 3,078 10% -32% 26,950 36,184 -25.5%
AGTL 2,001 2,628 -24% -32% 15,872 23,829 -33.4%
Segment-Wise Sales

1300cc & above 8,019 8,576 -6% -16% 86,827 83,434 4.1%
1000cc 4,832 5,235 -8% -6% 46,452 41,533 11.8%
800cc & below 4,225 6,086 -31% -39% 44,156 57,944 -23.8%
Passenger Cars 17,076 19,897 -14% -21% 177,435 182,911 -3.0%
PSMC

Swift 453 386 17% -15% 4,063 4,125 -1.5%
Cultus 2,191 2,253 -3% 5% 19,229 17,709 8.6%
Wagon R 2,641 2,982 -11% -13% 27,223 23,824 14.3%
Mehran 2,738 3,942 -31% -41% 29,140 39,450 -26.1%
Bolan 1,487 2,144 -31% -33% 15,016 18,494 -18.8%
Ravi 1,279 2,108 -39% -43% 15,687 18,473 -15.1%
INDU

Corolla 5,256 4,741 11% 6% 48,245 43,190 11.7%
Fortuner 195 166 17% -63% 2,204 3,264 -32.5%
Hilux 287 250 15% -60% 4,855 6,156 -21.1%
HCAR

Civic & City 2,310 3,449 -33% -43% 34,519 36,119 -4.4%
B-RV 526 362 45% -6% 4,205 7,497  -43.9%

Source: PAMA & AKD Research
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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 dis-
cussed 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.

Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable, comprehensive information, but we make
no representation that it is accurate or complete. Facts and views presented in this 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 war-
ranty 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 mate-
rial 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 no-
tice. No liability is accepted for such changes.

Stock Ratings

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 and other
considerations. AKDS uses a three tier rating system: i) Buy, ii) Neutral and iii) Sell (new rating system effective Sep 10’18) with total returns (capital upside + divi-
dend yield) benchmarked against the expected one year forward floating (variable) risk free rate (10yr PIB) plus risk premium.

New Rating Definitions Old Rating Definitions (Discontinued)

Buy > 19% expected total return (Rf: 13% + Rp: 6%) Buy > 20% upside potential

Neutral > 13% to < 19% expected total return A > 5% to < 20% upside potential

Sell < 13% expected total return (Rf: 13%) Neutral < 5% to > 5% potential
Reduce < -5% to >-20% downside potential

Valuation Methodology X 3

. ] . . Sell < -20% downside potential

To arrive at our period end target prices, AKDS uses different - — -

Not Rated No investment opinion or recommendation

valuation techniques including:
L] Discounted Cash Flow (DCF, DDM)
(] Relative Valuation (P/E, P/B, P/S etc.)

(] Equity & Asset return based methodologies (EVA, Residual Income etc.)

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 re-
ceived 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 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, trans-
mitting, 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. Jama
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