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Operator:
Good morning, good afternoon, ladies and gentlemen, thank you for joining our 3Q 2019 Results Presentation Conference Call.  From GB Auto, we have Mr. Nader Ghabbour, Deputy CEO presenting 3Q 2019 Results.  I will hand over to Mr. Nader for his presentation.  Then we will have a question and answer session.  Sir, please go ahead. 

Nader Ghabbour:
Thank you, Operator.  Good afternoon, ladies and gentlemen, and I thank you for joining our results call for the third quarter of 2019.  I will begin with a walk through of our auto and auto-related segment, and then move on to our financing businesses.  


Overall, I'm glad to report that our performance during the third quarter of the year was in line with management's guidance of delivering a 20% quarter-on-quarter increase in revenue, with the segment posting a 20.7% quarter-on-quarter increase to EGP5.6 billion in Q3 2019.  Top line growth came as we focused our efforts on reducing inventory of passenger car, models facing stiff competition from European, Moroccan and Turkish counterparts that have a pricing advantage following the elimination of related customs.


While the effort took toll on our bottom line, we have now liquidated more than 90% of our loss-making inventory, and we expect margins to improve heading into 2020.  At the two and three-wheelers market, we are witnessing a strong quarter-on-quarter recovery as the licensing cycle accelerated compared to the second quarter of this year.  However, the auto and auto-related segment reported an 18% decline year-on-year compared to the third quarter of 2018, with the price instability of the passenger car market and the regulatory changes on three-wheelers weighing down on volumes for both lines of the business. 


Meanwhile, revenue from the commercial vehicle line of business in Q3 2019 fell 4% year-on-year, and 16% quarter-on-quarter as the market remained stagnant and GB Auto opted to tighten its credit policies.  At the tires line of business, we witnessed a 12% quarter-on-quarter rise in revenues to EGP330 million, however, year-on-year top line was down 10% due to setbacks faced by suppliers.


While we face challenges in our home market, we are happy to report strong year-on-year growth on the regional front, supported by impressive results coming out of our Iraqi operations.  Strong market demand in Iraq help drive our passenger car volumes by over 73% year-on-year.  Additionally, the group's product mix optimisation strategy at our two and three-wheeler segment continued to bear fruit as volumes grew over 63% year-on-year during the quarter.


As such, third quarter revenues from regional operations grew by 57% year-on-year to EGP1.8 billion, while on a year-to-date basis, revenues increased by an impressive 92% year-on-year to EGP5.1 billion.  Management efforts to keep a leaner net working capital are reflected since working capital had significantly declined by 21%, with inventory days on hand decreasing to 61 days compared to 98 days in Q2 2019, duly driven by the higher run rate of volumes sold month-on-month during Q3 2019, and the reduction of excess inventory which has been successfully concluded.


Moving on to GB Capital, the group's financing business posted an 11% quarter-on-quarter increase in revenues before Intercompany eliminations to reach EGP1.35 billion.  Our loan portfolio grew to EGP9.5 billion as of September 30th 2019, up by an impressive 32% year-on-year and 10% quarter-on-quarter.  Net income witnessed an impressive year-on-year expansion to EGP146.4 million for the quarter, but was down around 13 % Q-on-Q due to the securitization that took place in Q2 2019.  


Overall, we remain confident in our ability to overcome the market challenges faced by our businesses, thanks to the diversity of our offering and the integrated nature of our product portfolio, which allows us to capture opportunities along the value chain.  GB Auto's management has always proven to be responsive to shifting market dynamics, and time and again, we have leveraged the flexibility of our business model to overcome adverse market and regulatory conditions.


Our guidance for the auto and auto-related segments for the fourth quarter of the year is to have a revenue of approximately EGP5.3 billion while maintaining a gross profit margin slightly over the 9%.  As for GB Capital, we expect that our net profit after tax and minority to exceed our previous guidance and surpass this EGP550 million for the full year.  

With that, ladies and gentlemen, I will conclude my remarks and open the call for your questions.  Operator, please?

Operator:
Thank you sir.  If you would like to ask a question please signal by pressing star one on your telephone keypad.  If you're using a speakerphone, please make sure your mute function is turned off to allow your signal to reach our equipment.  Again, please press star one to ask a question.  We will pause for just a moment allow everyone opportunity to signal for questions.  

Once again, we are now holding for questions, please press star one at this time.  

As a final reminder, please press star one if you would like to ask a question.  


The first question comes from Ahmed El Saharty with TRG Management.

Ahmed El Saharty:
Hi.  Thank you so much for taking the question.  I had two questions.  The first one is on the auto and the auto-related segment.  We've seen a little uptick in SG&A cost that continued to increase Q-on-Q and year-over-year as well.  So, I was wondering why is that going up and is this some facilities that you're giving to the distributors or something, as well as provisions have also doubled Q-on-Q?  And last year, there were none.  So, I was just wondering what was it?  That's my first question.


My second question is GB Capital's NPL ratio uptick as well.  Still a minor increase, but just wondering, if there's anything happening there?  Thanks.

Speaker:
Okay, yeah, for the auto and auto-related question regarding to the SG&A, the first main[?] increase, this in line with the increase in sales in the third quarter as long as some provisions taken to compensate dealer for the discounts given on some models[?]. 

Nader Ghabbour[?]:
So, for the first question, basically, what we do is when in the first six months of the year, when we had to do price promotions, we compensate dealers for their existing stock that they bought at the higher price.  So, of course, and we only pay the actual compensation upon the real sale of the vehicle to the end user.   But we create the provision along the line of the different month so that we can provide for it whenever the real expense comes in play.

Ahmed El Saharty:
 [Inaudible] the second question.

Speaker:
The NPL percentage as of year-to-date Q3 2019 was 1.3%, which is down from 2.1% compared to prior year same period.

Ahmed El Saharty:
Got it.  Just a follow-up on the first question, so –
Speaker: 
Please continue, I thought you were done.  
Speaker:
Okay, and there is just a slight increase from quarter-over-quarter.  It was at 1.23%, it's now at 1.3%, so there is a very slight increase [inaudible]
Ahmed El Saharty:
Okay, and just a follow-up on the first question.  So, for this provisioning, should we expect this to increase going forward or rather decrease?  So, what is the direction of this provisioning?  Are there more discounts to be provisioned for?

Speaker:
No, you should expect provisions to actually decrease going forward, so we do not expect any price reductions in the near future unless we see a severe appreciation of the Egyptian pound, which actually we do not see for now.

Ahmed El Saharty:
Okay, that was very helpful.  Thank you so much.

Nader Ghabbour:
Thank you.

Operator:
Thank you.  Our next question comes from Mohamed Mounir with ACE.

Mohamed Mounir:
Hello.  Just a couple of questions for me on GB Capital and GB Auto.  So, on GB Capital, a few days ago, EFG Hermes reported and they are obviously the owners of Tanmeyah, which is one of the your largest competitors in the microfinance space, and they actually experienced a quarter-on-quarter decline in revenues.  And the reasoning for that was that basically, they took the decision to stop growth temporarily to derisk their portfolio a bit, and also to upgrade their IT systems and start digitalizing the business in order to support further growth.


So my question is, are you experiencing something of the same sort in Tasaheel and Mashroey or is it different on your end?  And also, what is the NPL ratio specifically of the microfinance businesses?  

Speaker:
Should I answer your first question?  Do you want to go ahead with the second first?

Mohamed Mounir:
Yeah, so the second question is how do you expect the securitization of EGP450 million of GB drive bonds that affect your results for the fourth quarter and going forward?

Speaker:
Regarding the first question on Tasaheel, Mashroey, actually, our case is completely different than EFG's Tanmeyah because first of all in Tasaheel, we are witnessing month-on-month growth in portfolio, and it's a very healthy portfolio.  The only reduction in terms of growth that we have witnessed is on the front of Mashroey, and basically, this one was on the account of the three-wheelers reduction in volume from the beginning of the year.


But Tasaheel standalone, no, we have no issues in terms of portfolio growth.  And actually, we have a very, very healthy portfolio.  Both NPLs in the microfinance in general does not exceed 0.5% or 0.6%, so we do not have this problem.


Regarding drive stabilization, for the securitization of drive, usually we are not reporting the standalone results of each companies.  But as Nader has mentioned in his introduction, that the overall, the impact for the profitability of GB Capital that are going to surpass the EGP550 million excluding the NCIs[?] at the end of the year, so expect a very good quarter for the finance business.

Mohamed Mounir:
Okay, good to know.  Thank you.

Speaker:
Thank you.

Nader Ghabbour:
Thank you.

Operator:
Thank you.  Our next question comes from Imran Patel with Tundra Fonder.  

Imran Patel:
Good afternoon management.  Okay, I have few questions.  My first question is related to Egyptian passenger car segment.  In the newsletter, it was mentioned that the company has liquidated more than 90% of loss-making inventory.  So, my question is, Part A is that, can you guys explain us that the term loss was referring to gross loss or net loss?  Part B of my question is that what were the gross margin on CKD and CBU[?] during third quarter?  And my Part C, third part is that what makes management confident about the margin going forward as it was maintained in the newsletter the margin would normalize?  Given the tough competition industry, if we recall the last company had to pass on the benefit of Egyptian appreciation to the customers.

Speaker:
Okay, regarding the first question, the loss-making inventory in many instances, the loss was a gross loss.  And that was the inventory that we successfully managed to liquidate.  Regarding the margins of CBUs and CKDs in Q3, it was in the range of about 7% [inaudible].  But the point is, how we expect margins to improve is that basically, it took us about nine months to successfully liquidate the loss-making inventory, as we mentioned.


And now what we are ordering fresh – in terms of fresh goods and selling in the market, yields positive gross margins.  Obviously, much higher in relative terms compared to the first nine months of the year.  So, I do expect margins on passenger cars in Egypt to improve, but to still remain contracted, or still remain under pressure, given the disadvantage that our brands have against the European, Moroccan and Turkish [inaudible].

Imran Patel:
Can you please repeat the gross margin on CBU and CKD?  I didn't hear it completely clear. 

Speaker:
It's about 4.3% margin.

Imran Patel:
On CBU or CKD?  I know about the overall.  Can you give us this separate for CBU and CKD?  Is it possible right now?

Speaker:
CKD was around 3% and CBU was around 7%.

Imran Patel:
All right, okay.  My second question is related to tire segment.  As you mentioned, there were supply issue for the tires, from the supplier side.  So, can you name a few brands which were affected by this?  Part B is what percentage of total sales, those brands represented.  And for example, if there was no issue related supplies, so what figures the management were looking for?

Speaker:
The question is about the shortage in the tire business, right?
Imran Patel:
Yeah.

Speaker:
Correct.  Yes, we had a few shipments that we were not able to clear in time, and it was a mix of different brands, I mean, representing our brand portfolio, no specific shortage in one specific brand actually.  And those shortages has been already solved in the third quarter.  It will not be affected by any short [inaudible] in the fourth quarter.

Imran Patel:
Okay.  And can you give us any idea what sales were lost during third quarter due to this issue?

Speaker:
I would estimate total revenue of around EGP30 million, more or less.

Imran Patel:
All right.  And my last question is related to GBC, GB Capital.  If you look at the sales distribution and admin expense, it is up by 67% during nine months.  So, my first part of the question is that can you tell us the expense which is booked on the account of securitization during nine months?  And secondly, what was the reason for substantial increase in the sales SG&A?  And thirdly, can management give us forward guidance regarding SG&A, when this increase is going to normalized in the future?  Thank you.

Speaker:
Concerning the increase in sales, as we have said, if you are comparing quarter-over-quarter, you need to just exclude the impact of the securitization because in the second quarter 2019 GB has made its second securitization portfolio by more than EGP760 million.  So, in terms of profitability for the finance business, this was reflected in the second quarter of 2019, while in the third quarter of 2019, we don't have any securitization process.


On the contrary, in the fourth quarter, you will have the securitization impact for Drive, so you will have an increase in the gross revenue by a huge amount for the quarter.  So, this is your question regarding the fluctuations in the gross revenue.  For the increase in SG&A, our SG&A is increasing because as you are seeing, our portfolio has increased from EGP8.6 billion to EGP9.5 billion for the third quarter.  So, this is an increase of EGP 0.9 billion.  


We have a very rigid and we have a very strict provision policy.  So, we're taking a big – we're taking a healthy provision on the healthy provision as per the regulator, which is in the range from 1% to 2% as per the industry.  So, this is mainly a result of the increase in the SG&A.

Imran Patel:
Just my first part of the question was related to securitization cost, which was booked in the SG&A.

Speaker:
To what sorry, to what cost?

Speaker:
[Inaudible].

Speaker:
No, the securitization has no relation to that.  

Imran Patel:
All right, I got your point.

Speaker:
[Inaudible] and we are recording the revenue on the top line.  So, you don't have any impact of the securitization expenses in our financial statements at all.

Imran Patel:
Okay, I really appreciate your time.  Thank you very much.

Speaker:
Thank you.

Nader Ghabbour:
Thank you.

Operator:
Thank you.  Once again, as a final reminder, if you would like to ask a question please press star one now.  We do have a follow up from Mohamed Mounir with ACE.

Mohamed Mounir:
Hi.  Just a follow-up question for me on GB Auto.  So, just on the program to replace tuk-tuks with minivans.  My question is, is GB Auto in anyway positioned to benefit from that program, either by selling minivans instead of tuk-tuks or three-wheelers or by financing them through GB Capital?

Speaker:
Well, first, let me tell you that in reality, the minivan will never replace the tuk-tuk for many reasons.  Number 1, the price is almost four times the price of the tuk-tuk.  Number 2, the size of the vehicle, the wheelbase and the turning radius would never allow the seven-seater minivan to maneuver in the areas where tuk-tuk manoeuvres.  So we do have in our product portfolio a minivan.  It's the brand Karry that belongs to Chery.


So, of course, if by some means, somehow if the tuk-tuk could be replaced by minivan, we are positioned to provide the alternative product.  But currently, we are in discussions with the government regarding what would be the right replacement for the tuk-tuk.  We do have an idea what should be the right replacement of the tuk-tuk.  We're still in negotiations with the government, but so far, it's not very clear yet at which point in time such a program could take effect.

Mohamed Mounir:
Okay, thank you.

Speaker:
You are welcome.

Operator:
Thank you.  Our next question comes from Ankit Bansal with Sancta Capital.

Ankit Bansal:
Hello everyone.  I just have a question on the import tariffs that you have to pay.  So, can you tell me how much tariffs you have to pay on the CBU versus the CKD components?

Speaker:
Well, currently, none European, none Moroccan, none Turkish origin, so anything coming from Asia or coming from the US, for example, we'd pay a 40% custom duty on vehicles that have engines below 1.6 liter.  And for vehicles that have engines above 1.6 liter, they would pay a 135% custom duty.  While European and Moroccan pay zero on both either below 1.6 or higher, while Turkish currently pays 4% custom duty on below 1.6 liter engine, which will become 0% as of Jan 1st next year.

Ankit Bansal:
And how much is it for the CKD?  Is it the same for CKD or is it more?

Speaker:
CKD, we pay an average of anywhere between 5-7% on the imported components.

Ankit Bansal:
So based on this math, should it be possible to make higher margins on CKD versus CBU?  I mean, ideally, you would be able to make higher margins.

Speaker:
Not really because basically, if you are competing with a CKD car that pays 5% or 7% custom duties on imported vehicles, competing against a fully imported vehicle coming from Europe paying 0% custom duty, and given the difference in economies of scale, it puts a lot of pressure on the CKD profitability. 


So, it's both.  Currently, CKD, regardless of the origin, together with CBUs from origins outside the free trade agreements can never yield higher margins because basically, they are competing against a 40% disadvantage in cost.

Ankit Bansal:
All right, got it, thank you.

Operator:
Thank you.  Our next question comes from Aly El Gamal with Azimut.  

Aly El Gamal:
Hi, good evening everyone.  Or good afternoon actually.  So, my question is just regarding the overall strategy for the passenger car.  So, Hyundai has always been the cheaper yet more reliable car, available parts everywhere.  Yet, we're seeing a lot of your competitors giving the competitive prices, they have also with spare parts.  I'm just asking, with the challenges you are facing right now with the players, what is the strategy going forward to curb that challenge and try to get up back on top again over the passenger cars?

Speaker:
Well, first of all, in terms of market share, we are still – with the competition of all our brands, we are the market leader, although, our market share has been affected compared to last year on two fronts.  One is the phase-out of one of the very important models that is the entry segment, Verna, and which got replaced by Chery Arrizo, which got introduced late August this year.  So, by next year, we expect market share to start gaining back on the account of the specific important model, hitting the entry segment.  


But so from a market share perspective, we don't have an issue.  What's the strategy for the passenger car?  The way I see it, we have one of two paths to go.  The much more likely path is that is that the government finally realize that the current regulations or the current structure of the custom duties is completely unfair for both non-European fully imported vehicles as well as for the local manufacturing.


The government realizes this, and they are working on new regulations that would create parity between the different origins while giving the European their advantage in the customs, while creating certain incentives for locally assembled vehicles to be able to develop this industry further.  So, if this plan, which I believe is going to happen sometime during the first six months of the next year, then we would be back to level playing field compared to the market or the competition from the EU, and we should not have an issue when it comes to profitability nor volumes.


While the other possible path would be in case the government does not introduce any changes for the current regulations, in which case, I believe passenger car would definitely not be in the red as last year, but would never yield significant profitability.  So, I would always look at passenger car in Egypt as a minor profitable business that contributes to the total group's performance.

Aly El Gamal:
Okay, thank you, perfect.

Speaker:
You are welcome.

Operator:
Thank you.  Once again, we'll hold for questions.  Please press star one now if you would like to ask a question.  I'm currently showing no further questions in the queue.  I'd now like to turn it back over for closing remarks.

Speaker:
Well, actually, I think you all for joining the call today, and I really wish that in three months' time we have even better results to show for.  Thank you all and thank you operator for meditating.

Operator:
Thank you.  Ladies and gentlemen this concludes today's teleconference.  You may now disconnect.
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