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INDU: FY17 Briefing Notes and Company Outlook
INDU held its quarterly analyst briefing, affirming their outlook on
sustained offtake from upgraded products, completion of paint
shop enhancement exercise lifting capacity and enhanced
competition to catalyze change in the sector over the medium term.
Posting FY17 NPAT of PkR13.0bn (EPS:PkR165.41) up 13%YoY, the
company managed to widen GM by 135bpsYoY while finance costs
jumped 4.2xYoY due to initiation of late delivery payments to buyers.
Despite these factors, the absence of INDU from the high growth
small-low passenger vehicle segment remained a drawback as
management re-iterated tepid guidance for new models targeting
this market segment. Expecting new entrants to enhance competition
in the industry and the AIDP-II incentives to give an initial boost to
them, INDUs plan to tackle these tides, remains centered on current
product portfolios with incremental CAPEX on enhancing efficiencies.
Remaining sanguine on the company's ability to pass on cost
escalations (including pressures from PkR weakness), we re-iterate
our FCFE based TP of PkR2,039/sh, 20% upside from current price
level BUY!.
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News and Views

The federal government is persuading the provincial governments for
gas-sector reforms that envisage dismantling of two gas utilities into at
least five public-sector companies. The four provincially defined distribution
companies, to be created out of unbundling of SNGPL and SSGC, would
help allocation of gas produced in a province delivered to its own
customers.
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The property tax collection has increased sharply by 82 percent during
the fiscal year 2016/2017, owing to upward revision of valuation and
enhanced efforts against black money. The collection of property tax was
at Rs7.03 billion in 2016/17 as compared to Rs3.86 billion during the
preceding fiscal year.
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The Central Directorate of National Savings (CDNS) has proposed
launching dollar denominated bond for attracting investment from millions
of overseas Pakistanis to generate $500 to $700 million during the current
fiscal year.
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INDU: FY17 Briefing Notes and Company Outlook
INDU held its quarterly analyst briefing, affirming their outlook on
sustained offtake from upgraded products, completion of paint shop
enhancement exercise lifting capacity and enhanced competition to
catalyze change in the sector over the medium term. Posting FY17
NPAT of PkR13.0bn (EPS:PkR165.41) up 13%YoY, the company
managed to widen GM by 135bpsYoY while finance costs jumped
4.2xYoY due to initiation of late delivery payments to buyers. Despite
these factors, the absence of INDU from the high growth small-low
passenger vehicle segment remained a drawback as management
re-iterated tepid guidance for new models targeting this market
segment. Expecting new entrants to enhance competition in the
industry and the AIDP-II incentives to give an initial boost to them,
INDUs plan to tackle these tides, remains centered on current product
portfolios with incremental CAPEX on enhancing efficiencies.
Remaining sanguine on the company's ability to pass on cost
escalations (including pressures from PkR weakness), we re-iterate
our FCFE based TP of PkR2,039/sh, 20% upside from current price
level BUY!.

KATS Code
Bloomberg Code
Price PkR

INDU
INDU.PA
1,725.11

Market Cap (PkRmn)
Market Cap (US$mn)
Shares (mn)

135,594
1,292.23
78.60

3M High (PkR)
3M Low (PkR)

1,989.39
1,629.67

1Yr High (PkR)
1Yr Low (PkR)

2,044.30
1,224.80

FY17 Operations & Result review: Profitability for FY17 was reinforced
by relative stability on the FX front (PkRUS$/US$JpY moving 0%/10%YoY)
and soft inflation with low cost of borrowing spurring demand (PkR150.3bn
in auto loans outstanding as of June'17, PkR38.3bn added in FY17). To
recall, the OEM has launched Revo and Fortuner variants in Nov'16 and
Jan'17 which were met with strong demand and followed through into
improved profitability. Additionally, INDU continues to leverage its dealerships,
offering after sales service and spare parts improving trading
incomes/margins. Posting FY17 NPAT of PkR13.0bn (EPS:PkR165.41)
up 13%YoY, the company managed to widen GM by 135bpsYoY while
finance costs jumped 4.2xYoY due to initiation of late delivery payments
to buyers. Lastly, management mentioned a minor strike action lasting
~8days at the plant during 4QFY17 which led to lower than expected
offtake for the final quarter.

Passenger & Commercial Vehicle Sales

3M Avg Turnover '000
1 Yr Avg Turnover '000

31.33
42.55

3M Avg DT Value (PkRmn)
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55.49
0.53
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71.65
0.68
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151.0
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58.3
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Used CBU

53.7

58.5

8.9%

Total

281.5

285.5

1.4%

Economy

37.5

37.9

1.1%

Small Low*

30.3

38.9

28.4%

Small High**

83.2

91.8

10.4%

Luxury

0.9

1.3

44.0%

Used Passenger Car

35.8

38.8

8.4%

Total Passenger Car

187.7

208.8

11.3%

1-Ton

6.1

5.9

-3.3%

SUVs

0.6

1.4

122.6%

Eco Van/Pick Up Vans

63.6

41.3

-35.0%

Trucks/Buses

6.6

9.8

49.0%

Used Comm. Vehicles

17.9

19.7

10.0%

Total Comm. Vehicles 94.8

78.1

-17.6%

Source: Co. Reports & AKD Research

* includes Swift, Cultus, Wagon R, FAW V2
** Includes City, Civic, Corolla, BRV

Demand remains sturdy: Management shared sales numbers broken
into various categories for the passenger segment and including used
CBUs (imports). From the numbers illustrated, total passenger and
commercial car sales climbed 2%YoY to 282.4K vehicles, with the
passenger/commercial segments moving +11%/-18%YoY. In the passenger
segment, small-low/small-high type cars marked growth of +28%/+10%YoY,
while used CBU sales continued to flow in (+8%YoY at 35.8K cars imported
for FY17). The SUV segment recorded sales growth at a clip of 1.2xYoY,
emphasizing the growth of all segments that INDU participates in. The
highest growth slice INDU does not cover is the small-low segment (includes
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Swift, Cultus, Wagon-R) currently dominated by PSMC where management
continued to give tepid guidance on new models to penetrate this market
base (with the Yaris or Belta) with no new models on the drawing board
for at least next two years.
Risks: Management re-iterated their willingness to match competing firms
offering's while ensuring the OEM retains its competitive advantage and
how new entrants may usher in change into the sector. Expected upheavals
and competition from these entrants aside, INDU is expected to embark
on no major CAPEX while re-iterating the drawbacks of the prevailing fixed
duty regime, fractured national trade picture hurting prospects for growth
materializing. Nevertheless, management does not expect any amendments
to the AIDP-II with incentives for new entrants expected to remain in place.
We believe tariff subsidies included for entrants are particularly crucial
stressors on pricing discipline prevailing between the three major OEMs.
Investment Perspective: Healthy order books for recently upgraded
offerings (Corolla Altis 1.6/1.8/Fortuner/Revo delivery in 16 weeks, by
Dec'17), completion of de-bottlenecking exercise raising capacity to 66K/78K
under base/overtime basis by Jan'18 are major triggers for topline growth.
In spite of that, fears over PkR weakness and cost escalations (CRC Sheet
steel/Aluminum spot prices +19%/+27%FYTD) are prime in investor
sentiment. We believe the impact of these are effectively mitigated by
improved operations, higher production capacities and prevalence of brand
based pricing power. At an FCFE based TP of PkR2,039/sh, 20% upside
as current price level is implied, while the stock trades at FY18/19F PE
of 10.5/10.1x
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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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