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Operator: Thank you for joining our 2Q 2018 Results Presentation Conference Call.  As a reminder, 

today's conference is being recorded.  From GB Auto, we have Dr Raouf Ghabbour, CEO, and 

Mr Abbas Sayed, Auto and Auto-related Finance Director, and Mr Ahmed Ossama, GB Capital 

Finance Director, and presenting the 2Q 2018 results.  I will hand over to Dr Ghabbour for his 

presentation.  Then we will have a Q&A session.  Dr Ghabbour, you may begin. 

 

Raouf Ghabbour: Thank you.  Good afternoon ladies and gentlemen and thank you for joining our 

second quarter results call.  With me here today are Mr Abbas Sayed, GB Auto and Auto-related 

Finance Director, and Mr Ahmed Ossama, GB Capital Finance Director.  Ladies and gentlemen, 

in our previous call, I had highlighted that the demand run rate we witnessed towards the end of 

the first quarter indicated a strong recovery ahead of us. 

 

 I'm pleased to report today that our results for the second quarter have validated our view of the 

market recovery during Q2.  The demand we have seen in the last three months for our product 

has surpassed our most bullish expectations.  Our top line and profitability have recorded very 

significant growth in comparison to the low base year of 2017.  More importantly, we have seen a 

strong quarter-on-quarter growth across our business lines as consumers demonstrate their 

resilience and absorb new price levels.   

 

 At the net income level, both GB Capital and the Auto and Auto-related segment have done very 

well.  GB Capital has nearly doubled its net income in Q2 versus the revenues[?] seen[?] in 2017 
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while our auto and auto-related segment has convincingly returned to profitability at net income 

level with EGP45 million profits during the period.  

 

 The strong demand is clearly reflected in our volumes.  Passenger car sales hitting 10,000 units 

in the second quarter of 2018, up by more than 50% on a quarter-on-quarter and year-on-year 

basis.  Higher volumes in the passenger car line of business were also coupled with an increase 

in gross profit by nearly 2 times quarter on quarter and by more than 4 times compared to Q2 

2017.  

 

 We continue to hold a leadership position in the passenger car market in Egypt with a 30.1% 

market share as of Q2 2018.  We expect to see continued volume recovery into the second half 

of the year, which is typically the period when seasonal demand is the highest.  In addition, we'll 

benefit from our renewed agreement with Geely that will see new models introduced to the 

Egyptian market for the brand. 

 

 We are also actively working to improve profitability through enhancing our product mix.  Our 

motorcycle and three-wheeler line of business has also recorded strong volume growth with 

robust demand for two-wheelers.  The division is on a solid growth trajectory in terms of revenues 

and volumes, thanks to our investments in new manufacturing capacity, which allows us to serve 

demand at a much faster route[?]. 

 

 Meanwhile, the growing tourism sector and active construction market is driving demand for our 

commercial vehicles and construction equipment segment.  Volumes have been up by 21% 

versus Q1 and by a significant 71% compared to last year.  I'm glad to report that our tyres 

division is delivering exceptional growth both on a quarterly and yearly basis, as we are quickly 

establishing a leading position in the market.  
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 Meanwhile, our After-Sales business is recovering from slow demand in the first quarter and has 

delivered quarter-on-quarter revenue growth with stronger profitability.  At GB Capital, we 

continue to grow our profitable portfolio, which reached EGP6.8 billion as at the end of the 

quarter, more that 9% higher versus Q1.  This expansion of the portfolio didn't come at the 

expense of quality with our non-performing loans and issues standing at only 1.6% in Q2 2018.  

 

 Ladies and gentlemen, given that our markets in Egypt see the highest demand of the year in Q3 

and Q4, I'm confident that this growth momentum will continue into the second half of the year.  

Our focus during the coming period will be on operational excellence to keep up with demand 

while simultaneously focusing on driving improved profitability.  

 

 Our Q3 guidance sees us delivering 15% growth at our Auto and Auto-related businesses with an 

approximately 12% gross profit margin.  At GB Capital, we expect revenues to climb 5% quarter 

on quarter while maintaining a gross profit margin of over 25% after consolidation effect and 

taking into account the securitisation effect.   

 

 With that ladies and gentlemen, I will conclude my remarks and turn the call over to Abbas who 

will give us a rundown of GB Auto and Auto-related financial performance.  Ahmed will then take 

you through GB Capital performance before we open the call up to your questions.  Abbas 

please? 

 

Abbas Sayed: Thank you Dr Raouf.  Our Auto and Auto-related segment recorded revenues of 

EGP5.2 billion in the second quarter.  This marks a 30% growth from Q1.  The market has 

rebounded significantly from the seasonal low demand of January and February and we see 

demand levels currently that are almost 46% higher compared to the same period in 2017.  
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 Revenue growth for the segment was primarily driven by strong growth in the passenger car line 

of business in Egypt.  This LOB achieved revenue increase of 70% versus Q1.  Commercial 

vehicle two and three-wheelers, as well as tyres, also contributed meaning fully to the segment 

growth.  As previously communicated, our focus in 2018 has shifted from inventory reduction that 

characterised 2017 to growth and enhancing profitability. 

 

 In that regard, I'm pleased to report that the segment delivered 26.3% quarter-on-quarter 

increase in gross profit to EGP617.3 million, which is more than double the gross profit that was 

recorded in the same period last year.  Meanwhile the gross profit margin was stable at 12% 

quarter on quarter, which was at 3% [inaudible] expansion versus Q2 2017.  

 

 As Dr Raouf had mentioned this quarter the segments returned to bottom line profitability with a 

net income of EGP45 million.  The segments performance was supported by efficient inventory 

management since the start of the year.  Despite the seasonally low demand at the start of Q1, 

we maintained stable inventory levels at the end of Q1 as we saw the market picking up already 

in March.  This and [inaudible] of increasing demand during the second quarter has proven 

correct[?] and enabled us to capitalise on that development with strong sales in the passenger 

car line of business that I have spoken already about.  

 

 During the second quarter, GB Auto has marginally increased inventory levels to steer[?] the 

increasing volume of demand.  While absolute inventory level have increased, we have improved 

our efficiency and accelerated the sales cycle so that the inventory days on hand have fallen from 

68 days in Q1 to 60 days in the second quarter.  

 

 GB Auto continues to witness higher demand month to month, and we therefore expect that the 

absolute inventory levels will continue to increase into the second half of the year when demand 

is typically the highest during the year.  Due to the rising inventory, the net debt has increased to 
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EGP4.2 billion in Q2 versus EGP3.9 billion in the first quarter.  This was more than offset by an 

increase in EBITDA to EGP343 million in the second quarter. 

 

 Consequently, our net debt to EBITDA ratio has continued to improve and reached 3.5 times, 

down from 4 times in the first quarter.  Similarly, our EBITDA to finance cost increased from 1.01 

in Q1 to 1.21 in the second quarter, a trend we expect to continue.  Our return on capital 

employed has reached 16%[?] in Q2 2018 on an annualised basis. 

 

 We anticipate a continued improvement going forward as the segment capitalises on the markets 

recovery and extracts higher value from operations.  That concludes my presentation for today.  

Ladies and gentlemen, I'll now turn the call over to Ahmed who will run you through GB Capital 

financial performance for the quarter.  Ahmed? 

 

Ahmed Ossama: Thank you Abbas.  Ladies and gentlemen, I'm pleased to report that GB Capital has 

continued on its growth trajectory with the strength position in Egyptian market where we see 

great demand for financing options.  The segment achieved the top line of EGP1.2 billion 

Egyptian for the quarter; that represents 17% increase over Q1 and a more than 50% growth 

compared to the same period in 2017.   

 

 Our growth was very healthy and driven by multiple factors.  On the one hand, the recovery of the 

automotive sector has benefited us, similar to what Abbas has told you for the Auto and Auto-

related segment.  On the other hand, GB Capital, we have also benefited from our sector 

diversification strategy that sees us benefiting from the broad-based economic growth in Egypt. 

 

 GB Capital-related companies’ debt stood at EGP5.4 billion as of 30th June 2018, with debt 

levels expected to continue rising as the company funds its growing operations.  GB Capital's 

loan to receivables portfolio sit at EGP6.8 billion at the close of the Q2, up 9% versus Q1.  Our 
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loan book quality remain strong with non-performing loans up 1.6% and the NPL coverage ratio of 

circa 150%. 

 

 Our loan book had a particularly profitable quarter with an annualised return on average equity of 

43%, up from 38% in the first quarter and 34% in fourth quarter 2017.  The reason that our return 

on average equity has increased during Q2 has been an increase in leverage, which will 

normalise again in the coming quarters. 

 

 Meanwhile, our total assets base generated an annualised return on average assets of 23%, a 

stable rate versus the first quarter.  GB Auto-related exposure accounted for less than 11% of GB 

Capital's loan to receivables risk, as we'll continue to prudently manage our concentration risk.  

Our companies also remain conservatively leveraged compared to industry norms.   

 

 The total leverage for GB Capital stood at 5.64 times as of 30th June 2018, compared to 4.45 

times in first quarter of 2018.  From a regulatory definition, leverage is even lower at 4.47 times.  

During Q2, we have bought out the minority shareholders in our Drive subsidiary, which 

decreased our equity on a consolidated level, and increase of our leverage. 

 

 As we already know, we have also continued to restructure our Tasaheel and Mashroey 

subsidiaries in past weeks and recently announced that we sold the minority stake to DPI.  This 

will enable us to strengthen the corporate governance of these two divisions.  In addition, it 

provides us with an experienced partner to drive the next level of growth of these two lines of 

business in new markets. 

 

 Ladies and gentlemen, that concludes my remark for today.  We now open the floor to your 

questions.  Operator? 
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Operator: Thank you.  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, that is star one if you would like to 

ask the question, and we'll pause for just a moment to allow everyone an opportunity to signal for 

questions.  And we'll take our first question from Hady Medhat from Pharos.  Please go ahead. 

 

Hady Medhat: Hello.  First of all, thanks for the call and congrats on these fair results and the recent 

transaction.  I have a question on the DPI's investment in GB Capital.  I just wanted to understand 

DPI's degrees of involvement in management, and would they be responsible in developing the 

company's strategy going forward? 

 

Raouf Ghabbour: Definitely, they will be involved in defining the strategy through their participation in 

the board of directors of the company.  But they would not be involved in the management.  The 

management stays with the current management, which is supervised by the board of directors 

where they -- which they will be part of.  

 

Hady Medhat: And what's the plan going forward?  Is there any set plan you have regarding Tasaheel 

and Mashroey? 

 

Raouf Ghabbour: I didn’t hear you. 

 

Hady Medhat: The plan going forward, you have like a -- what's the plan you have for Tasaheel and 

Mashroey in terms of growth and expansions in Africa as you mentioned in the press release? 

 

Raouf Ghabbour: First of all, regarding the domestic market, which is the current business, we have not 

yet reached maturity.  We are currently, in Tasaheel, with 140 or 143 branches.  We expecting to 

reach 200 branches.  So we're seeing here huge growth, plus the fact that the market itself is 
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growing very fast because speaking of a 100 million population, over 50% of which is qualified to 

be customers of those two companies.  And growing with 2.5 million citizens per year, sky is the 

limit for the growth in the domestic market. 

 

 As for African market, that was one of the main reasons why we were inclined to make a decision 

to sell to DPI.  In view of their experience and their contacts in the African continent, we believe 

that they will be helping us to expand outside the Egyptian markets. 

 

Hady Medhat: Okay, and on the result side, there was a different[?] commercial vehicles margin.  Do 

you expect margins to improve going forward for commercial vehicle segment? 

 

Raouf Ghabbour: I definitely believe so.  What pulled the margin a little bit was transaction we had with 

the intercity transport company, which is a public sector company.  We believe this was 100 

buses.  We believe it was very important to secure that tender at a specified[?] or a reduced 

margin because this will pull the business or the demand for tourism companies which are much 

profitability.  So now you can see our buses everywhere on the roads of Egypt and all tourism 

companies are coming to us.   

 

Hady Medhat: Okay, and how is volumes in 3Q in terms of PC[?] volume, sales volumes?  Is the growth 

continuing journey like impact from recent [inaudible] on demand of any kind? 

 

Raouf Ghabbour: No, no.  I just mentioned in my presentation that we expect the volumes and the 

sales revenue to grow 15% for Auto and auto-related during Q3.  So we still expect another 

[inaudible] – 

 

Hady Medhat: Is that q on q or year on year? 
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Raouf Ghabbour: That's q on q. 

 

Hady Medhat: Okay. 

 

Raouf Ghabbour: So we expect almost EGP 1 billion extra sales revenue from the quarter.  We still see 

the demand growing continuously going forward because we're coming from a very low base.   

 

Hady Medhat: Yes, and do you believe that this is like pent-up demand or this growth is sustainable 

going forward? 

 

Raouf Ghabbour: Let's say that the market last year was a 100,000 cars.  The market two years ago or 

three years ago was 200,000 cars.  In a normal situation with three years ago, 200,000 cars, you 

should expect 250,000 this year.  We are still very far away from the 250,000.  So I believe that 

demand is coming back gradually to its normal level.  It's not yet at the normal level, but definitely 

this year, we will witness 30% recovery and next year we will witness further recovery. 

 

Hady Medhat: Okay great, thanks.   

 

Raouf Ghabbour: Thank you. 

 

Operator: As a reminder, it is star one if you would like to ask a question.  It appears we have no 

further questions over the phone.  

 

Raouf Ghabbour: If no further questions, then allow me to thank the participants.  And as promised last 

quarter, we have delivered for the Q2, and I promise you far better result in Q3.  Thank you so 

much. 
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Operator: Sorry for the interruption, we did have questions.  Would you like to take them now? 

 

Raouf Ghabbour: Yeah sure. 

 

Operator: And we'll take our next question from Ahmed Saharty from TRG Management.  Please go 

ahead. 

 

Ahmed Saharty: Thank you for taking the call and congrats on the results.  So my question is on the 

margin for the auto business and passenger car sales.  So it was a bit high today so I was just 

curious – sorry, it was very high this quarter.  So I was a bit curious to why is it higher on in this 

specific Q?  Is there a change in the mix? 

 

Dr. Raouf Ghabbour: Let me pass to the Group Operating Officer.   

 

Nader Ghabbour[?]: In Q2, actually there was a slight change in the mix of products.  And actually in Q1, 

we're still liquidating some of the inventory, typically the CKDs[?] was yielding lower margins.  

We're continuously trying to improve our margins on CKD, as well as pushing volumes of CBU 

which yield higher margin.  So that's basically the reason why you see higher margins at Q2 

compared to Q1. 

 

Raouf Ghabbour: But we expect to at least maintain those margins, if not improve them during Q3.  

 

Ahmed Saharty: Okay I see. 

 

Raouf Ghabbour: Thank you. 

 

Ahmed Saharty: Perfect, thank you. 
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Operator: And there are no further questions. 

 

Raouf Ghabbour: Okay, ladies and gentlemen, thank you so much, and as again, I hope we'll be able 

to deliver even better results during our next call for Q3.  Thank you. 

 

Operator: This concludes today's presentation.  We thank you for your participation.  You may now 

disconnect.  


