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▪ In FY23, Pakistan’s GDP grew by a meagre 0.29%. This was mainly due to a slowdown in consumer
spending amid heightened economic uncertainty and steep rise in inflation. Moreover, an increase in
production costs, coupled with unfavorable government policies led by import restrictions, also
resulted in a slowdown in Large Scale Manufacturing (LSM), which is an essential component of
economic growth as it accounts for ~19% of Pakistan's GDP. The tyre sector, which falls under Large-
Scale Manufacturing, was also impacted by this slowdown.

▪ The impact of massive slowdown in economy activity and import restriction was clearly evident on
domestic automobile assemblers, which are the main consumers of tyre industry. In tandem with
sluggish demand, Industry's profitability also remained lack lustered, primarily due to elevated raw
material costs driven by rising raw material prices, PKR devaluation and low fixed costs absorption.
This has resulted in decline in industry revenue by ~8% YoY and profitability by ~65% YoY in FY23. In
listed space, PTL, SRVI, GTYR & SGF have exposure in different segments of tyres such as passenger
cars, Jeeps, LCVs, and pickups, trucks and buses, and 2/3 wheelers.

▪ Smuggling of tyres through porous border posses significant challenge to local tyre manufacturers.
The influx of smuggled products in the market has negatively impacted the domestic manufacturers
ability to pass on cost pressures. However, people holding positions of authority has opted for stern
action against smuggling of goods via borders. The exercise has started to bear some fruits and
continuation of these policies coupled with strict monitoring by the regulatory bodies is likely to aid
domestic manufacturers.

In for the long haul
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▪ We believe that the sector has huge potential to grow and our liking for the sector emanates from
following propositions i) Action against smuggling of goods under Afghan Transit Trade, ii) Growing
tyre demand in OEM & replacement market, iii) Decline in raw material prices and v) Decent
utilization levels to ensure competitive pricing.

▪ Key risk to our investment thesis includes i) Lower than expected sales due to the economic
slowdown, ii) Inability to pass on cost side pressures, iii) Increased competition from smuggled tyres
and imports, iv) Unavailability of raw material, and v) Changes in regulatory regime:
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▪ The size of domestic tyre industry stands at ~US$1bn, out of which 40% is catered by locally
manufactures, official imports cater 30% of the market while rest is grey market. Despite Pakistan’s
rapid population growth and surge in vehicle ownership every year, domestic tyre industry in Pakistan
is growing at moderate rate. This is mainly due to influx of smuggled tyre which have badly affected
the local tyre manufacturer due to their lower prices and better quality. In listed space, local demand
for 2/3 wheelers segments are catered to by PTL, GTYR and SRVI. While passenger car demand is
fulfilled by GTYR. Similarly, tractors, buses, and light trucks are catered to by PTL, GTYR and SRVI.

Industry overview

PTL GTYR SRVI SLM

 Two/Three
wheelers
 LTV/HTV
  Tractors
  Earth mover

 Two/Three
wheelers
 LTV/HTV
  Tractors
  SUV/Crossovers
 Passenger cars

 Two/Three
wheelers
 Bicyle tyre
  Trolley tyre
  Tractors
 Scooter
 ULT

 TBR radial tyre
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▪ In FY23, passenger car sales plunged by 59% to clock in at 96.8k units. While truck and buses sales
also followed a similar trend and were down by 6% & 45% YoY, respectively. The decline in auto sales
is mainly due to multiple increases in car prices due to currency devaluation, import restrictions and
slowdown in economic activity. This has negatively affected demand for tyres in OEM segment. To
note, Tyre industry is segmented into OEM and replacement markets. While the average share of
replacement market is ~80%. Therefore, despite subdued demand for automobile sales, the
replacement market stays somewhat inelastic due to wear and tear of old tyres. In CY22, the total
number of registered 2/3 wheelers and passenger vehicles reached ~27.8mn and ~4.3mn,
demonstrating a 5-Year CAGR of 9% and 6%, respectively. Furthermore, the commercial vehicle
segment, including trucks and buses, reached ~557.8k units.

▪ This promising trend is mainly attributable to evolving economic factors and growing population.
Similarly, infrastructural developments, such as construction of new roads, highways, and urban
expansion projects, are further fueling this growth. These developments will continue to generate
demand for tyres in the construction and heavy equipment sectors, augmenting the industry’s growth.
Moreover, under the Special Incentive Package for Construction (SIFC), Government of Pakistan
(GoP) is targeting to attract US$50 billion over a 5-year horizon from Gulf countries to enhance
agricultural productivity. Along with that, GoP is also focusing on mineral extraction which can also
induce demand in HTV & OTR segments.

Growth prospects ahead
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▪ Primary raw materials used in manufacturing of tyre and tube
are natural, synthetic and butyl rubber. To highlight, raw
materials account for ~65%-80% of total COGS for tyre
industry (varying on product mix). Therefore, abrupt
movement in rubber prices in international market negatively
impacts domestic manufacturers.

▪ During FY22-FY23, commodity prices across the board
witnessed an upward rally as the global economy recovered
from the COVID-19 pandemic. The upswing in commodity
prices was mainly due to reopening of economies and pent-up
demand while, supply side remained curtailed due to
lockdowns. Correspondingly, natural and synthetic rubber
prices also witnessed an increase in tandem with these
broader trends because of the delay in farming activities.
However, post-normalization, the price of rubber has fallen by
~27% from its high of US$2/kg. This development has a
positive impact on local tyre manufacturers as natural rubber
is the highest contributor to overall cost of tyre. This is also
evident from recent results, where margins have witnessed a
notable increase of ~320bps in Jun’23-Sep’23 compared to
Dec-Mar’22.

Cost on their side
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▪ Turnaround in revenue: In FY23, the company's topline remained
muted, to clock in at PKR21.4bn, compared to PKR20.4bn in SPLY.
This was primarily due to lower volumetric sales, driven by a
decline in OEM sales. However, in 1QFY24, the company's revenue
witnessed a significant rebound, with sales increasing by 77%/9%
YoY/QoQ to reach PKR7.9bn, compared to PKR4.4bn in SPLY. The
massive jump in revenue can be explained by ~15%-20% rise in
product prices while rest is volumetric growth.

▪ Capacity expansion to spur growth: PTL raised PKR2.6bn via an
IPO to finance its expansion project. Following this infusion of
capital, PTL has increased its capacity by 21% for tyres and 34.6%
for tubes. To note, increase in tyre capacity is mainly for OTR
tyres, which have higher value and better margins. While, company
has mentioned that they have a strong demand in export market
for OTR tyres, but due to their limited capacity, they are unable to
cater them. To mitigate this capacity bottleneck, company is
planning to enhance its capacity in OTR segment which can help
them in getting more export orders. With these capacity
expansions, company can cater annualized sales upto PKR40bn.

Panther Tyres Limited 

Current Price 39.9

Market cap PKR b 6.7

Market cap US$ m 24

Free Float Market cap US$ m 5.88         

30-day Avg. turnover m Shares 1.30         

30-day Avg. turnover PKR m 40.55       

52 wk range PKR 14.7-41.4

Shares Outstanding m 168

Free float % 25%

Major Sponsors Mian Iftikhar Ahmed

Bloomberg Ticker PTL PA

Financials (PKR m) FY23 FY24F FY25F

Revenue 21,441 29,997 34,938

Gross Profit 3,108 4,745 5,514

Profit Before tax 646 1,549 2,232

Profit After tax 436 947 1,361

EPS 2.6 5.6 8.1

P/E 9.3 7.1 4.9

P/Bv 0.61         0.92         0.81         

Source: Company Accounts, Insight Research

We recommend 'BUY' with Dec'24 DCF based target price 

of PKR48, providing 21% ups ide.

BUY HOLD SELL
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▪ Gross margins to remain steady: In FY23, PTL’s gross margins
declined due to PKR devaluation and surge in raw material prices.
However, with multiple price revisions to pass on cost pressure to
end consumers coupled with decline in international rubber prices,
company’s gross margins have witnessed a swift recovery, as
evident from 4QFY23 & 1QFY24, where PTL's gross margins
reached 18.2% and 16.2%, respectively. To note, raw material
accounts for ~75%-80% of company’s total COGS, whereas
natural, synthetic and butyl rubber account for ~55% of PTL’s total
raw material.

▪ Focus on export sale: Company is focused on increasing export
sales, wherein management expects their export sales to double in
next 2-3 years. To highlight, the company exported tyres worth
~US$11.86mn in FY23. Company currently has a strong order
booking for the OTR segment. Moreover, company is exporting
tyres to different countries, including Afghanistan, UAE, Egypt,
Bangladesh, etc.
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▪ Leading exporter of footwear: SGF is the largest footwear exporter
in Pakistan, having ~35% share in Pakistan's total footwear exports.
Company’s export sales account for more than 90% of total sales.
In 9MCY23, company’s topline grew by ~40% to clock in at
PKR11.9bn vs. PKR8.5bn in SPLY. While profitability also increased
by 73% to clock in at ~PKR792mn compared to ~PKR458mn in
SPLY.

▪ Exploring New initiatives: SGF is taking multiple incentives, which
can open doors for long-term growth opportunities. Company has
incorporated a subsidiary in China, which will help in effectively
manage its procurement and can also help in getting new orders.

▪ Safety shoes to add value: The demand for safety footwear is
growing significantly, driven by increasing awareness about
workplace safety and stringent government regulations. Due to an
increase in safety footwear demand, manufacturers are offering
customizable options to meet individual requirements, such as
specific foot size, style preferences, and specialized job roles, which is
contributing to the overall growth in demand. Company has recently
entered in safety shoe market, which offers huge room for growth.
This segment has also matured into a solid product line and is
expected to contribute in company’s topline growth.

Service Global Footwear Ltd

Current Price PKR 43

Market cap PKR b 8.8

Market cap US$ m 31

Free Float Market cap US$ m 6.2

30-day Avg. turnover m Shares 0.2

30-day Avg. turnover PKR m 9.1

52 wk range PKR 25-44

Shares Outstanding m 205

Free float % 20%

Major Sponsors Service Industries

Bloomberg Ticker SGF PA

Financials (PKR mn) CY22 CY23F CY24F

Revenue 11,753     16,358     19,130     

Gross Profit 2,186        3,629        3,899        

Share from SLM (224)          406           826           

Profit Before tax 688           1,630        2,107        

Profit After tax 342           1,176        1,863        

EPS 1.7            5.7            9.1            

P/E 25.0          7.5            4.7            

P/BV 1.4            1.2            1.0            

Source: Company Accounts, Insight Research

We recommend 'BUY' with Dec'24 DCF based target price of 

PKR61, providing 42% upside.

BUY HOLD SELL
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▪ Contribution from SLM to enhance bottom-line: SGF has entered
into JV with a Chinese company with an equity holding of 18.91%.
SLM is the first company in Pakistan to locally manufacture TBR
tyres with an annual capacity of ~740k. After a sluggish start,
GTYR tyre manufacturing facility is operating at an optimal level, as
evident by revenue of PKR7.58bn in 3QCY23 compared to
PKR9.64bn in 1HCY23. Net profit in 9MCY23 stood at PKR1.1bn.
We believe that this segment offers huge growth potential in both
local and export markets.

▪ Stable gross margins amid better procurement and pricing: Over
the year, company’s gross margin remain firm at ~20%. However,
In CY22, company’s gross margins clocked in at 18ppts due to
higher raw material prices and inflationary pressures. However, in
9MCY23, company gross margins rebounded sharply by 350bps to
clock in at 22.1%. We believe that SGF’s gross margins will likely
normalize at 21%-23% in upcoming year due to its pricing and
strong customer base, which allows the company to pass on the
cost pressure, keeping their margins stable. To note, more than
90% of the leather requirement is met locally, which accounts for
~47% of total raw material cost, shielding company from abrupt
currency movement. Moreover, company has converted a major
chunk of their business to FOB terms, which insulates company
from fluctuating freight costs.
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SGF’s Product

SLM’s Product
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▪ Road to Recovery: GTYR has an annual production capacity of
4.3mn tyres. The company caters to various segments, including
passenger cars, commercial vehicles, and motorcycles. Moreover,
company has also started developing radial tyres for
SUV/crossover which will cater growing demand of SUV
customers. To highlight, In FY23, company revenue plunged by
~19% to clock in at PKR15.01bn vs. PKR18.58bn. The decline in
revenue is mainly due to heavy floods and rain, which affected
company’s sales in replacement market, while subdued demand of
automobiles amid multiple increases in car prices and LC
restrictions further exacerbated the demand for OEM tyres.
However, despite decline in volumetric sales, gross margins
witnessed an increase of 200bps due to effective inventory
management coupled with timely pass-on of cost.

▪ Ban on smuggled tyres to bear fruits: Recent action against
smuggling of goods via borders will provide some respite to local
tyre manufacturers. We believe GTYR is poised to be a major
beneficiary due to its high presence in passenger cars, jeeps, LCVs,
trucks/buses, and off-the-road (OTR) and tractor tyre segments,
which are more prone to smuggled goods.

Ghandhara Tyre & Rubber Co. Ltd

Current Price PKR 35

Market cap PKR b 4.2

Market cap US$ m 15

Free Float Market cap US$ m 5.9

30-day Avg. turnover m Shares 0.0

30-day Avg. turnover PKR m 17.2

52 wk range PKR 19-36

Shares Outstanding m 122

Free float % 40%

Major Sponsors Bibojee Services & PKIC

Bloomberg Ticker GTYR PA

Financials (PKR mn) FY21 FY22 FY23

Revenue 13,924     18,588     15,019     

Gross Profit 2,104        2,453        2,292        

PBT/LBT 797           624           (194)          

PAT/LAT 573           356           (167)          

EPS/LPS 4.7            2.9            (1.4)           

P/E 16.8          18.4          NM

P/BV 2.73          1.71          0.53          
Source: Company Accounts, Insight Research

BUY HOLD SELL
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GTYR Products
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ISL Stock Rating System: ISL employs a 3-tier rating mechanism i.e ‘BUY’, ‘HOLD’ and ‘SELL’, which is based upon the level of expected annualized return for a specific stock. When total annualized return (capital
gain + dividends) exceeds 22%, a ’BUY’ rating is assigned. A ‘SELL’ rating is issued whenever total annualized return is less than negative 5% and for return in between the 2 ranges, ‘HOLD’ rating is meted out. An
’Under Review’ stance is given if ISL research stance depends upon the outcome of an uncertain event having significant impact on the valuations. Different securities firms use a variety of rating terms/systems to
describe their recommendations. Similar rating terms used by other securities companies may not be equivalent to ISL rating system.
Time horizon is usually the annual financial reporting period of the company (unless otherwise mentioned in the report). Ratings are updated daily and can therefore change daily. They can change because of a
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ratings or research should not be used or relied upon as investment advice. An investor’s decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing holdings or
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Target price risk disclosures: Any inability to compete successfully in the markets may harm the business. This could be a result of many factors which may include (but not limited to) geographic mix and
introduction of improved products or service offerings by competitors. The results of operations may be materially affected by global economic conditions generally, including conditions in financial markets. The
company is exposed to market risks, such as changes in interest rates, foreign exchange rates and input prices. From time to time, the company may enter into transactions, including transactions in derivative
instruments, to manage/offset certain of these exposures.

Valuation Methodology: To arrive at our period end target prices, ISL uses different valuation methodologies including
• Discounted cash flow (DCF)
• Relative Valuation (P/E, P/Bv, P/S etc.)
• Equity & Asset return based methodologies (EVA, Residual Income etc.)

Frequently Used Acronyms
TP Target Price DCF Discounted Cash Flows FCF Free Cash Flows
FCFE Free Cash Flows to Equity FCFF Free Cash Flows to Firm DDM Dividend Discount Model
SOTP Sum of the Parts P/E Price to Earnings ratio P/Bv Price to Book ratio
P/S Price to Sales EVA Economic Valued Added BVPS Book Value per Share
EPS Earnings per Share DPS Dividend per Share DY Dividend Yield
ROE Return on Equity ROA Return on Assets CAGR Compounded Annual Growth Rate
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