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PSMC: 1QCY22 Analyst Briefing Key Takeaways

Pak Suzuki Company held its corporate briefing today to discuss 1QCY22 results and future

outlook. Earlier, the company reported a net loss of PKR 5.59, mainly on account of lower gross
margin and higher finance cost. PSX Ticker PSMC
= According to the company, the primary reason for gross margin contraction during 1Q was Target Price (PKR) 216
increased cost of production whereas the impact of price increase was not fully materialized Current Price (PKR) 176
during the quarter. Upside/(Downside) (%) +23%
= Regarding the higher finance cost of PKR 1bn booked during 1Q, the management apprised that Dividend Yield (%) -
this mainly relates to compensation for late deliveries. As per the company, this figure will vary Total Return (%) +23%
in future quarters. Just to recall, the company is required to pay late delivery charges for vehicles
guarte or pany s req pay ycharg 12-month High (PKR) 370
that are not delivered within 60 days after booking. Concerning the PKR 1bn charge, the company
has confirmed that the amount was incorrectly charged in the motorcycle segment rather than 12-month Low (PKR) 165
the automobile segment. The company has stated that they will correct the error and upload the Outstanding Shares (mn) 82
corrected financials to the exchange as soon as possible. Market Cap (PKR mn) 14,485
= PSMC's present capacity utilization is 82% and the management has no intentions to improve the Year End December

capacity in the foreseeable future. Source: Company Accounts, Akseer Research

The updated localization levels of the company’s different models in terms of value are Swift
(35%), Cultus (51%), Wagon-R (60%), Alto (62%), Bolan (72%) and Ravi (68%). In the Motorcycle
segment the company has a 35% localization of its GS-150 model.

According to the company, the new SBP regulation to reduce the tenor of auto financing by two
years will have a 2-5% negative impact on company sales. The current share of Auto financing in
company’s sales is almost 35 — 40%.

The management has stated that the new Swift model is well received by customers. The
company had initially estimated 2,000 bookings per month, but in the first two months, the
company was able to book 6,500+ units of ‘Swift’.

Regarding the volatility in exchange rate, the management has stated that it is currently not
using any hedging tools to protect itself from PKR depreciation, due to restriction from SBP to
use any hedging tools for exchange rate risk.

Concerning the new auto policy under which the government is providing incentives for car
exports, the management has stated that it does not intend to export any of its models in the
near future.

The company is evaluating the local HEV market and plans to introduce new products in this area
in the near future.
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Valuation Basis

Our PT for Pak Suzuki Motor Company Limited (PSMC) has been computed using Free cash flow to
equity (FCFE) method. We have used a risk free rate of 12.0%, beta of 1.0 & market risk premium of
6% to arrive at cost of equity of 18.0%.

Investment Thesis

We have a ‘BUY’ recommendation on the stock based on our Dec-22 PT of PKR 216/share which
results in an upside of 23%. Our investment case on PSMC is based on (1) growth in topline as a result
of increase in automobile sales (2) Gross margins to expand from CY21 onwards (3) cheaper valuation
based on earnings growth.

Risks

Key upside risks to our investment thesis are: 1) higher than anticipated increase in raw material cost,
2) slowdown in demand 3) higher than expected PKR depreciation and 4) unfavorable government
policies.

Company Description

Pak Suzuki Motor Company Limited (PSMC) manufactures, assembles, and markets automobiles and
motorcycles in Pakistan. It operates through two segments, Automobile and Motorcycles. It also
trades in vehicles and spare parts. The company was incorporated in 1983 and is headquartered in
Karachi, Pakistan. PSMC is a subsidiary of Suzuki Motor Corporation.

Financial Highlights - PSMC

Income Statement (PKR mn)

CY19A CY20A CY21A CY22E CY23F CY24F
Net sales 116,548 76,720 160,082 174,452 165,158 180,508
Cost of sales 114,563 73,121 151,912 167,248 156,950 170,241
Gross Profit 1,985 3,599 8,171 7,204 8,208 10,268
SG&A 5,090 3,431 5,424 5,743 5,303 5,502
Operating Profit (3,105) 169 2,747 1,462 2,906 4,766
Other income 245 704 2,223 1,993 1,030 1,119
Other charges 0 49 349 258 287 404
Finance cost 2,088 2,665 737 2,825 710 712
Profit before tax (4,952) (1,888) 3,795 299 2,939 4,768
Taxation 2,031 -510 1,116 88 864 1,402
Profit after tax (2,920) (1,378) 2,679 211 2,075 3,366

Source: Company Accounts, Akseer Research

Balance sheet (PKR mn)

CY19A CY20A CY21A CY22E CY23F CY24F
PPE 15,686 13,039 15,544 16,990 16,715 16,444
Other LT assets 2,173 3,684 7,847 9,270 9,454 9,531
Non-Current Assets 19,515 21,010 24,927 26,557 26,359 26,169
Current assets 58,145 45,638 67,063 81,355 59,909 63,833
Total Assets 77,660 66,647 91,990 107,911 86,267 90,003
Non-Current liabilities - - - - - -
Current liabilities 51,709 42,355 65,164 81,409 57,690 58,474
Total Liabilities 51,709 42,355 65,164 81,409 57,690 58,474
Equity 25,951 24,292 26,826 26,502 28,577 31,528
Total Equity & liabilities 77,660 66,647 91,990 107,911 86,267 90,003

Source: Company Accounts, Akseer Research

Cashflow statement (PKR mn)

CY19A CY20A CY21A CY22E CY23F CY24F
Net Income (2,920) (1,378) 2,679 211 2,075 3,366
Non-cash Charges 3,042 3,617 3,617 3,886 3,353 3,299
Operating Cash flows (10,251) 22,622 4,924 (10,346) 8,017 6,486
FCFF (16,044) 36,566 17,051 (1,457) (14,107) 3,882
Net borrowings 21,101 (19,790) (10,932) (262) (89) (178)
FCFE 2,113 14,831 5,598 (3,713) (14,697) 3,201
Net change in cash 1,751 14,551 5,452 (4,248) (14,697) 2,786
Closing cash 3,268 17,819 23,271 19,023 4,325 7,111

Source: Company Accounts, Akseer Research
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Disclaimer

This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alpha Capital (Pvt) Limited, hereinafter referred
jointly as “JV” and is provided for information purposes only. Under no circumstances this is to be used or considered as an offer to sell or
solicitation of any offer to buy. While reasonable care has been taken to ensure that the information contained therein is not untrue or
misleading at the time of publication, we make no representation as to its accuracy or completeness and it should not be relied upon as
such. From time to time, the JV and/or any of their officers or directors may, as permitted by applicable laws, have a position, or otherwise
be interested in any transaction, in any securities directly or indirectly subject of this report. This report is provided only for the information
of professionals who are expected to make their own investment decisions without undue reliance on this report. Investments in capital
markets are subject to market risk and the JV accepts no responsibility whatsoever for any direct or indirect consequential loss arising from
any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial situation and particular
needs of investors, who should seek further professional advice or rely upon their own judgment and acumen before making any
investment. The views expressed in this report are those of the JV’s Research Department and do not necessarily reflect those of the JV or
its directors. Akseer Research and Alpha Capital as firms may have business relationships, including investment--banking relationships, with
the companies referred to in this report. The JV or any of their officers, directors, principals, employees, associates, close relatives may act
as a market maker in the securities of the companies mentioned in this report, may have a financial interest in the securities of these
companies to an amount exceeding 1% of the value of the securities of these companies, may serve or may have served in the past as a
director or officer of these companies, may have received compensation from these companies for corporate advisory services, brokerage
services or underwriting services or may expect to receive or intend to seek compensation from these companies for the aforesaid services,
may have managed or co-managed a public offering, take-over, buyback, delisting offer of securities or various other functions for the
companies mentioned in this report.

All rights reserved by the JV. This report or any portion hereof may not be reproduced, distributed or published by any person for any
purpose whatsoever. Nor can it be sent to a third party without prior consent of the JV. Action could be taken for unauthorized reproduction,
distribution or publication.

Valuation Methodology
To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation
methodology, and 3). Asset-based valuation methodology.

Ratings Criteria
JV employs a three-tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific
stock. The rating is based on the following with time horizon of 12-months.

Rating Expected Total Return

Buy Greater than or equal to +15%
Hold Between -5% and +15%
Sell Less than or equal to -5%

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a
combination of these factors.

Research Dissemination Policy
The JV endeavours to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical
or electronic distribution such as email, fax mail etc.

Analyst Certification

The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member
of JV’s Equity Research Team. The analyst certifies that (1) the views expressed in this report accurately reflect his/her personal views and
(2) no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in
this report.

Contact Details

Akseer Research (Pvt) Limited Alpha Capital (Pvt) Limited Formerly: Alfa Adhi Securities (Pvt) Ltd

1st Floor, Shaheen Chambers, KCHS block 7 & 8, off. Shahrah-e-Faisal 3rd Floor, Shaheen Chambers, KCHS block 7 & 8, off. Shahrah-e-Faisal
T: +92-21-34320359 -60 T +92-21-38694242

E: info@akseerresearch.com E: info@alfaadhi.pk
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