
 

 

 

1 

                                                                        Valuation Update Egypt Automotive30 August2012  

SPOTLIGHT 

Zeinab El-Beheiry 

+202 33005328 

zeinab.elbeheiry@naeemholding.com 

GBAuto: Egypt PCs lag, but brighter elsewhere – BUY 

 

 

 

 

 

 

 

 

 

 

 

Revising up 2012 forecasts. 2Q12 witnessed stronger-than-expected 

operating performance, boosted by solid growth in Iraq PC sales, 

increased contribution from tires, and recovery in the CV business. 

While earlier we had cautiously forecast 14% top-line growth for 2012, 

we now upgrade our 2012 revenue growth forecast to 23%, in line with 

management guidance of 20-30% growth.  

Still cautious on Egypt PC market. 2Q12 PC sales volume grew 1.0% 

QoQ, but declined 7.0% YoY to 31,397 units, affected by continued 

political uncertainty during the quarter, which saw Egypt’s first post-

revolution presidential election. Ongoing political and economic 

instability over the summer will probably drag sales for another quarter, 

especially since the normally high season coincided with Ramadan this 

year. However, we are optimistic that better consumer confidence will 

see sales recovering in 4Q12. Management believes (and we agree) that 

2012 will end up “similar to 2011 levels”. This is consistent with our 

current 2012 Egypt unit sales forecast of 130k units (cf. 133k in 2011).  

We continue to forecast strong sales returning in 2013, boosted by 

renewed confidence in Egypt’s future, the beginnings of a gradual 

improvement in the economy, and the influence of pent-up demand 

from purchase deferrals over 2011 and 2012. 

GBA still capturing the lion’s share of the market. GBA maintained 

its PC market lead, capturing 33.5% of 1H12 sales (the next-largest 

player had a 16.0% share and the third-largest 14.0%). Hyundai’s market 

share grew 4pps YoY in 1H12, owing to the continued popularity of the 
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 Market Price (EGP) 23.0 

 Target Price (EGP) 36.0 

 Upside Potential (%) 57 

 Free Float (%) 29 

 Market Cap. (EGPm) 2,966 

 Market Cap. (USDm) 486 

 Reuters Code AUTO.CA 

 Bloomberg Code AUTO EY 

 

Year to  

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

Revenue (EGP) 6,874 7,415 9,143 11,523 13,804 

Revenue (% Δ) 61.4 7.9 23.3 26.0 19.8 

EBITDA (EGP) 636 676 793 1,010 1,200 

EBITDA Margin (%) 9.3 9.1 8.7 8.8 8.7 

EPS (EGP) 2.00 1.48 2.48 3.55 4.49 

EPS (% Δ) 28.0 (26.1) 67.6 43.1 26.5 

P/E  11.5 15.6 9.3 6.5 5.1 

P/CF  8.2 8.2 6.0 4.4 3.6 

Yield (%) 4.3 4.3 4.8 6.5 8.8 

ROE (%) 13.2 9.7 15.4 19.6 21.4 

Net debt/Equity (x) 0.48 0.59 0.47 0.36 0.21 

Int. Cov.  (x)  3.3 2.5 2.9 5.3 6.5 

Source: Company data, Reuters, NAEEM estimates 

Closing price as of 29 August2012 
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► We remain cautious over 2H12 personal car (PC) sales and 

margins in Egypt, but see a recovery in Iraq PC sales and 

tuk-tuks. and a greater contribution from tires, motorcycles, 

and the new financing business to help generate 23% top-

line growth in 2012  

► Higher sales from Iraq, three-wheelers, and completely 

knocked down (CKD) PCs are key drivers for 2H12  

► Geely, financing business and new commercial vehicle (CV) 

tie-ups to act as catalysts for growth in 2013 

► Our main concern is the risk of rapid depreciation of the 

Egyptian pound; smaller declines can be absorbed by higher 

prices, but a large shift would hurt margins and/or curtail 

market demand  

► We reiterate our BUY recommendation and raise our target 

price (TP) to EGP36.0/share (from EGP35.1/share)  
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Hyundai brand, and the Verna model in particular. GBA is looking to maintain its #1 position through highly competitive 

offers on CKD products, and through its newly launched consumer finance venture “Drive”. The Drive business should 

enhance PC sales as well as support margins. We expect GBA’s market share to reach c. 33.3% in 2012 (up 1pps YoY). 

Strong Hyundai Iraq performance offsets lacklustre Egypt sales. Iraq unit sales have recovered impressively, increasing 

78.0% QoQ and 28.0% YoY. Shipments are now being routed through Turkey following the disruption of the previous import 

route through Syria, which had resulted in a sharp contraction in unit sales in 1Q12. We expect Iraq to be a strong performer 

in 2H12, and underscore the excellent sales potential in that country. GBA is working to minimise forex risks in Iraq, while 

improving payment terms from Iraqi government agencies. It is generally tightening credit management and thus the 

working capital cycle is improving. 

After-sales back on track. After-sales revenue reached EGP84.0m in 2Q12, up 14.0% YoY and 17.0% QoQ. GBA is expected 

to see strong growth in 2013 from this high-margin segment after doubling its capacity through two newly opened Cairo-

based service facilities – Ismaeleyya and the Assiut. Furthermore, the Ring Road after-sales facility is also expected to open 

later this year. 

New pricing policy to boost tuk-tuk sales in 2H12. GBA saw a 25.0% YoY drop in three-wheeler unit sales in 2Q12, but a 

49.0% growth QoQ, as 1Q12 was impacted by the government raising sales tax and custom tariffs on tuk-tuks. The custom 

duty was lifted in late February 2012, but the increase in sales tax and the lack of security in the country impacted 2Q12 

sales. As a result, GBA moved to stimulate demand by cutting prices (to absorb the increase in sales tax) in late June 2012, 

which resulted in unit sales bouncing back to more than 7,200 units for the month. Although this did have a positive impact 

on sales volume, we expect gross margin on tuk-tuks to contract 4pps in 2012.  

Diversified portfolio in Commercial Vehicles (CV). 1H12 saw significant growth in truck sales, up 178% YoY. Nevertheless, 

this does not yet confirm a sustainable market recovery. GBA recently signed a contract with Iveco Irisbus, a Fiat industrial 

company, to be the exclusive distributor of the Iveco bus chassis in Egypt. GBA will begin using the new chassis, together 

with new Marco polo bodies from 2013, to serve both local and export markets. 

According to management, further announcements are expected in the coming months. We believe these announcements 

will include new tie-ups for pick-up trucks and microbuses, which together represent the largest share of Egypt’s CV market. 

These deals would offer long-term upside potential for the CV business, and we believe that GBA's share price should 

respond favourably to any announcements.  

More focus on tires and financing businesses. 2Q12 tire revenue surged 44.0% YoY and was up 2.0% QoQ. Management 

expects tire sales volumes to remain strong in 2H12, backed by the new Westlake representation and other brands that GBA 

is currently looking to secure. Financing revenue reached EGP48.0m, up 44.0% YoY and 30.0% QoQ. GBA launched its 

consumer finance JV, “Drive” in 2Q12, to finance passenger car sales – starting with Hyundai and to be followed by other 

brands. Drive is expected to have a material influence on revenues from 2013. 

Devaluation risk, a key concern. In 2Q12, GBA incurred a quarterly forex loss of EGP21.0m, the highest in the past five 

years. Therefore, management is now considering hedging in the short term. The move would raise costs to 1.8%, 50% of 

which it believes can be passed on to customers. Management believes that if there is a rapid depreciation in the Egyptian 

pound beyond 10%, this would stall business for a quarter or two, after which PC sales would pick up again owing to the lack 

of a public transportation system and low vehicle penetration in Egypt. Nevertheless, a sharp depreciation would be 

damaging to earnings in the near term. 

We reiterate our BUY recommendation and raise our TP to EGP36.0. Following GBA’s 1H12 results, we have raised our 

TP by 3% to EGP36.0/share (from EGP35.1) after factoring in a better outlook for Iraq PC sales and Egypt’s CV businesses, but 

offset by lower Egypt PC and tuk-tuks margins. Consequently, we remain strongly positive on GBA in the long term 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 30 August 2012Rating distribution as of  

BUY >20% 52% 

ACCUMULATE >10% to 20% 16% 

HOLD +10% to -10% 29% 

REDUCE <-10% to -20%  0% 

SELL < -20%  3% 
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