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Revising down 2012 forecasts, but upgrading medium-term 

outlook. GB Auto (GBA) reported lower-than-expected operating 

performance in 3Q12, attributable to disappointing Egypt and Iraq 

passenger car (PC) sales that were impacted by a supply shortage 

(despite strong demand). This offset strong operational performance in 

all other business lines. We therefore cut our 2012 net profit forecast to 

EGP205m, implying 7.3% YoY growth. However, we expect the supply 

issue to be partially resolved in Egypt and completely settled in Iraq in 

2013. Furthermore, we forecast Geely sales to rise sharply from the 

outset, Egypt Hyundai completely knocked down (CKD) volumes to 

remain robust, and other businesses, such as tyres, motorcycles, and 

financing, to continue their recent excellent performance. Commercial 

vehicle (CV) sales, too, should see a resurgence. As a result, we are still 

optimistic of GBA’s medium-term outlook and upgraded our earnings 

slightly and now forecast GBA’s earnings to grow at a 27% CAGR over 

the next three years. 

Supply shortage hit Egypt 3Q12 CBU sales. In 3Q12, GBA’s Hyundai 

unit sales were up only 2.4% QoQ and down 23.6% YoY 

(underperformed versus market), impacted by a supply shortage in 

completely built-up units (CBUs) following labour strikes at Hyundai 

Motor Corporation’s (HMC) plants, which halted vehicle production and 

interrupted deliveries. As a result, GBA was left with insufficient 

inventory to cover demand in crucial summer season.  

Supply issue remains a main concern in 2013. GBA’s management 

stated that HMC assured better CBU supply in 4Q12 and that it saw an 

improvement in October sales (although it was still below historical 

 AUTO vs. EGX 30 Rebased 

 

18
21
23
26
28
31
33
36

N
o

v
-1

1

D
e
c
-1

1

J
a
n

-1
2

F
e
b
-1

2

M
a
r-

1
2

A
p

r-
1
2

M
a
y
-1

2

J
u
n

-1
2

J
u
l-

1
2

A
u
g

-1
2

S
e
p

-1
2

O
c
t-

1
2

N
o

v
-1

2

AUTO EGX30 Rebased

Price (EGP)

 

 Source: Bloomberg, NAEEM Research 
 

 
   

 Market Price (EGP) 29.0 

 Target Price (EGP) 38.7 

 Upside Potential (%) 33 

 Free Float (%) 85 

 Market Cap. (EGPm) 3,741 

 Market Cap. (USDm) 611 

 Reuters Code AUTO.CA 

 Bloomberg Code AUTO EY 

 

Year to  

31 Dec. 
2010a 2011a 2012f 2013f 2014f 

Revenue (EGP) 6,874 7,415 8,264 10,608 12,669 

Revenue (% Δ) 61.4 7.9 11.5 28.4 19.4 

EBITDA (EGP) 636 676 749 960 1,144 

EBITDA Margin (%) 9.3 9.1 9.1 9.0 9.0 

EPS (EGP) 2.00 1.48 1.59 2.97 4.09 

EPS (% Δ) 28.0 (26.1) 7.3 87.6 37.6 

P/E  14.5 19.6 18.3 9.7 7.1 

P/CF  10.3 10.3 9.7 6.5 5.1 

Yield (%) 3.4 3.4 2.5 4.6 6.4 

ROE (%) 13.1 9.6 9.9 16.9 20.5 

Net debt/Equity (x) 0.48 0.59 0.53 0.43 0.34 

Int. Cov.  (x)  3.3 2.5 2.3 3.4 4.7 

Source: Company data, NAEEM estimates 

Closing price as of 21 November 2012 

► 3Q12 results hit by CBU supply shortage from HMC  

► Diversification strategy working, with other segments 

showing healthy growth 

► CBU shortage has forced reliance on CKD in Egypt, however, 

Iraq CBU sales are expected to rebound in 2013  

► First Geely model hit the market to strong reception and 

sales should ramp up in 2013    

► Indications of a recovery in Commercial Vehicles and new 

representations still on the cards 

► Lowered 2012 estimates, but remained positive over 

medium term outlook, and moving DCF one year forward, 

giving a target price of EGP38.7per share, while reiterate 

our BUY recommendation 
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levels). While GBA continues working with HMC to ensure adequate allocations in 2013, the allocation for Egypt currently 

indicates potential for only slight unit growth in Egypt CBU sales. However, revenue from CBU sales is likely to be aided by a 

gradual improvement in the Egyptian economy in 2013, enabling better pricing, particularly in 2H13. We expect unit sales to 

pick up more strongly in 2014 as supply constraints from HMC are addressed. 

GBA is also trying to overcome this issue by working on new segments that are less subject to supply constraints, for 

example, by leasing high-end models of Hyundai vehicles to corporate and diplomatic clients and selling luxury vehicles in 

direct partnership with HMC. 

CKD to dominate PC sales mix. The shortage in Hyundai models, especially of high-demand CBU models (particularly 

Elantra and Accent), resulted in an altered sales mix of 60:40 CKD:CBU in 3Q12 (historically it has been the reverse). Based on 

the allocation obtained from HMC, GBA should see continued strong sales growth in CKD in 2013. This implies a sales mix 

similar to that in 3Q12, which is likely to improve gross margin (3Q12 gross margin surged 1.8pps YoY and 1.5pps QoQ to 

14.8%, the highest 3Q margin since 2009). We note that GBA’s Verna CKD deal with HMC is scheduled to end in December 

2013. GBA says that after expiry of the deal, it should still have enough kit inventories to meet sales until 3Q14. We expect 

sales mix to revert back in favour CBU in 2014 and this, together with strong and growing Geely unit sales by then, should 

cushion the impact of the loss of the Verna. 

Geely set for strong early sales. In October 2012, GBA launched its 

first Geely CKD model – the Emgrand EC7. GBA stated that its current 

bookings substantially exceed what it can supply the market during the 

remainder of 2012, as the plant is not fully ramped up. The trend in 

2013, after the initial market entry phase, will be more telling however. 

We believe that Geely sales will prove to be strong, especially when 

supported by GBA’s consumer finance products. We forecast GBA to 

sell 3,800 Geely units in 2013 and 7,600 in 2014. We continue to 

believe that Geely will overtake Speranza (5% market share), as the 

leading Chinese brand in the market by 2014. 

Iraq PC sales to pick up next year. Iraq unit sales decreased 35.7% 

YoY and 39.7% QoQ, affected by a supply shortage amid strong 

demand. However, GBA says it has been assured of an increase in Iraq 

allocation for 2013, with management predicting 40% unit growth; we 

have conservatively cut this back assuming 28% growth in unit sales. 

Signs of recovery in Commercial Vehicles. Total CV unit sales increased 33.7% YoY and 17.1% QoQ. Sales came in at 

EGP103m, up 65.6% YoY and 7.0% QoQ, achieving a positive gross margin (of 2.4%) for a third consecutive quarter. This may 

indicate a sustainable market recovery is underway. Growth was driven by a strong increase in truck, trailer, and mainly bus 

sales, which saw sharp growth on an uptick in corporate and fleet clients’ replacement spending. We believe, however, that 

any meaningful, long-term recovery in the CV segment will only come about on an improvement in the main businesses 

driving CV demand: tourism and infrastructure development. 

In the months to come, management expects further announcements of tie-ups for pick-up trucks and microbuses, which 

represent the largest elements of Egypt's CV market. 

Price cuts to boost 2&3W sales. GBA reported a 31% YoY increase and a significant 105% QoQ rise as it cut prices at the 

end of June to stimulate demand for two- and three-wheelers, which was previously impacted by the government’s raising 

sales taxes and custom tariffs on tuk-tuks (partially reversed in late February 2012). GBA indicated that it will focus on volume 

growth over margins by cutting prices. As a result, we expect double-digit YoY growth from this business over the next two 

years. However, we are now more conservative on 2&3Ws margins assuming that the management would continue its policy 

of pricing for volumes. 

Figure 1. Geely Emgrand EC7 

 

Source: Geely Website, NAEEM Research 
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Financing and tyres show potential. 3Q12 tyres revenue rose 72% YoY and 24% QoQ, supported by high demand for 

Lassa, Yokohama, and the recently introduced Chinese Westlake tyres. Management expects similar strong tyre sales 

volumes going forward, backed by regional sales of different brands and other brands that GBA is currently considering. 

Furthermore, financing revenue reached EGP75m, up 67.6% YoY and 41.9% QoQ, driven by GBA’s “Drive”, launched in 2Q12. 

Higher contribution from after-sales services. 3Q12 after-sales revenue reached EGP82m, up 19.1% YoY, accounting for 

8% of GBA’s total revenue (up 4pps YoY and 2pps QoQ). GBA expects to see strong growth in 2013 from this high-margin 

segment, after doubling its capacity through the two newly opened service facilities and another facility that is expected to 

open later this year, in addition to investment in a world-class customer relationship management (CRM) application and the 

introduction of a dealer management system (DMS). 

We reiterate our BUY recommendation and raise our TP to EGP38.7. Following GBA’s 3Q12 results, we have factored in 

lower estimates for 2012, but a better medium term outlook, and moved our DCF one year forward. This results in a target 

price of EGP38.7per share (up 7% from EGP36.0). Consequently, we remain strongly positive on GBA’s medium term 

prospects and maintain our BUY recommendation. 
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Disclosure Appendix 

Disclaimer 

This report is based on publicly available information. It is not intended as an offer to buy or sell, nor is it a solicitation of an offer to buy or sell 

the securities mentioned. The information and opinions in this report were prepared by the NAEEM Research Department (“NAEEM”) from 

sources it believed to be reliable at the time of publication. NAEEM accepts no liability or legal responsibility for losses or damages incurred 

from the use of this publication or its contents. NAEEM has the right to change opinions expressed in this report without prior notice. 

This research report (including all appendices) contains information that is intended to be conveyed only to the intended recipients, which 

insofar as the United Sates is concerned, are “major U.S. institutional investors” (i.e., U.S. institutional investors having total assets under 

management in excess of USD100 million, or investment advisers that are registered with the U.S. Securities and Exchange Commission and 

have total assets under management in excess of USD100 million). If the reader or recipient of this research report is not the intended recipient, 

please notify NAEEM immediately, and promptly destroy this research report without retaining any portion in any manner. The unauthorized 

use, dissemination, distribution or reproduction of this research report by any person other than the intended recipient is strictly prohibited. 

Analyst Certification  

The primary research analyst/analysts covering the company (or companies) mentioned in this report certify that their views about the company 

(or companies) and their securities are accurately expressed. Further, no part of their compensation, whether pecuniary or in-kind, was, is, or will 

be, directly or indirectly related to the recommendations or views expressed in this research report. Unless otherwise stated, individuals listed on 

the front cover/page of the report are the research analysts. 

Stock Ratings 

NAAEM believes that an investor’s decision to buy or sell a stock should depend on individual circumstances (including, but not limited to the 

investor’s existing holdings and financial standing) and other considerations. Different securities firms use a range of rating terms and rating 

systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each report. In addition, since 

NAEEM’s research reports contain complete information about the analyst’s views, investors should read NAEEM reports in their entirety, and 

not infer the contents from the ratings alone.  Ratings (and/or research) should not be relied upon as an investment advice. 

NAEEM assigns ratings to stocks on the following basis: 

Rating Upside/Downside potential 22 November 2012Rating distribution as of  

BUY >20% 45% 

ACCUMULATE >10% to 20% 16% 

HOLD +10% to -10% 35% 

REDUCE <-10% to -20%  0% 

SELL < -20%  3% 
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