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Sector Update

Oil & Gas — Marketing Companies
OMC and Dealer Margins Revised Upwards

Revision in OMC Margin

ps0

PKR/Share ms o w 10r MS; HSD Deregulated
Old EPS 65.03 65.19 511.1
Revised EPS 65.95 66.16 527.3 * |n a meeting held by Economic Coordination Committee (ECC) on Friday, 6%
% Change 1.4% 1.5%  3.2% Oct-2017, the Committee approved increase in the OMC and dealer margin
for Motor Spirit (MS) during the period FY18.
_____________________________________________________________________ =  The margin for MS have been increased by PKR 0.14/ltr to PKR 2.55/Itr —
HASCOL slightly above our initially assumed margin of PKR 2.51/Itr. The added
PKR/Share Cy17 CY18 P differential of PKR 0.4/Itr from our estimated to actual, in our view is granted
Old EPS 13.83 16.59 389.4 to compensate OMC's for the delay of nearly 5months in margin revision.
Revised EPS 13.89 17.21  397.8 = We believe, though the price of HSD has been deregulated, OMCs and
% Change 0.4% 3.7%  2.2% dealers will not have much room to maneuver the prices as the Government
will review the market response after every 3months

= We maintain our over-weight stance on OMCs with HASCOL and PSO as our
OMC Margin Revised top picks. We have a ‘BUY’ call on HASCOL and PSO with our Jun-18 target
PKR/Itr FY17 FY18 Change price of PKR 398/share and PKR 527/share, respectively. HASCOL and PSO are
MS 2.41 2.55 5.8% currently trading at CY18F and FY18F P/E of 15.5x and 6.7x, respectively.
HSD 2.41 2.55 5.8%
CPlInflation 4.16% B B} ECC Approved margin revision for MS, while HSD prices deregulated

In a meeting held by Economic Coordination Committee (ECC) on Friday, 6™ Oct-
Dealer Margin revised 2017, the Committee approved increase in the OMC and dealer margin for Motor
PKR/Itr FY17 FY18 Change  SPirit (MS) during the period FY18. Moreover the committee further decided to
MS 316 3.35 6.0% deregulate High-Speed Diesel (HSD) prices, which is the first time Government of
HSD 267 5 86 7.1% Pakistan (GOP) has given up its power to fix HSD prices. However, GOP will be

reviewing the decision after every 3months. ECC has decided that OMCs would add
fuel marker within six months at storage depots to avoid adulteration and OGRA
will monitor OMC'’s stock position, dealer’s inventory and ‘fuel marker system’
under devised mechanism.
Relative Performance to KSE100 . . .
elative Performance to KSE100 MS margins revised slightly above expectation

45% OMC Sector KSE-100 The margin for MS have been increased by PKR 0.14/ltr to PKR 2.55/Itr — slightly
20% above our initially assumed margin of PKR 2.51/Itr. The added differential of PKR
25% 0.4/1tr from our estimated to actual, in our view is granted to compensate OMC’s
20% for the delay of nearly 5months in margin revision. Moreover dealer margin has
_— also been revised upwards by PKR 0.19/Itr to PKR 3.16/Itr, bringing total margin
increase to PKR 0.33/Itr.
20%
15% Hascol to stand as a major beneficiary of MS margin revision
10% As a result of increase in OMC margin for MS, we expect HASCOL to stand as prime
5% beneficiary as of Jun-17 ending MS contributes nearly 45% of the total gross profit
0% compared to 26%, 23% and 22% for SHEL, PSO and APL, respectively.
O o L A s QA
& (T Qq;\' & & & HSD prices deregulated; competition and government watch leaves limited room to

increase margins
Source: Bloomberg, PSX & IGI Research We believe, though the price of HSD has been deregulated, OMCs and dealers will
Analyst not have much room to maneuver the prices as the Government will review the
market response after every 3months. Furthermore, with increasing competition
an unreasonable increase in price would result in loss of market share for OMCs.
We believe as PSO being the market leader in terms of volumes, the margins set
by PSO will be a followed by smaller OMCs in order to sustain their market shares.
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Exhibit: Historical MS and HSD price (PKR/Itr) HSD margin to remain in-line with MS for the time being

We have assumed HSD margins increase to remain in line with MS at PKR 2.55/Itr

14000 e MIS HSD for FY18 as it has been the case previously. The margin increase over and above
12000 PKR 2.55/Itr will be difficult owing to rising competition. However deregulation
j would allow OMCs some cover against volatility in international oil prices as OMCs
100.00 /\/\/ will set their cost on weighted average price.
80.00

Likewise MS, Hascol stands as a major beneficiary of HSD margin revision
60.00 Likewise, we highlight HASCOL to be prime beneficiary of any increase in OMC
margins for HSD as well, considering it contribute nearly 52% to the company’s

40.00 gross profit compared to 30%, 29% and 22% for PSO, APL and SHEL, respectively.
20.00
Earnings revised upward by 1%-2% over the next 5 years, with HASCOL in top spot
NN MM s g g oo We have revised upwards our earnings for PSO and HASCOL by nearly 1%-2% over
z o E 8 5 @< L Lo T the next 5 years on the back of additional increased of PKR 0.04/Itr above
T o =090 =42 7 = = < v & 7 eypectation of PKR 0.10/Itr. As a result, we have revised upwards our earnings
estimates for HASCOL by PKR 0.06/share and PKR 0.62/share for CY17 and CY18,
''''''''''''''''''''''''''''''''''''''''''''''' respectively. The incremental impact constitutes nearly 0.4% and 4% of CY17 and
Historical OMC Margins CY18 earnings, respectively. For PSO, we have revised our earnings estimates by
PKR/Itr Y14 V15 V16 Y17 Fvis PKR 0.67/share and PKR 0.97/share for FY18 and FY19, respectively. The
MS Y 735 535 241 2.55 incremental e-arnings contribute nearly 1% fand 1.5% of total Fearnings in FY18 and
HSD 1.78 235 535 241 2.55 FY19, respectively. As a result we have revised our target prices for HAS;OL and
PSO up by nearly 2% and 3% to PKR 398/share and PKR 527/share, respectively.
Historical Dealers Margins ]
PKR/Itr FYl4  FY15 FYle  Fyl7 Fylg  Recommendation
MS 2.78 3.08 3.08 3.16 3.35 We maintain our over-weight stance on OMCs with HASCOL and PSO as our top
HSD 2.33 2.50 2.60 267 2.86 picks. We have a ‘BUY’ call on HASCOL and PSO with our Jun-18 target price of PKR
398/share and PKR 527/share, respectively. HASCOL and PSO are currently trading
at CY18F and FY18F P/E of 15.5x and 6.7x, respectively.
Source: Company Financials, IGI Research, PSO
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies
and the security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has
not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or
views in this report. The analyst(s) is principally responsible for the preparation of this research report and that he/she or
his/her close family/relative does not own 1% or more of a class of common equity securities of the following
company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for
information purposes only. Whilst every effort has been made to ensure that all the information (including any
recommendations or opinions expressed) contained in this document (the information) is not misleading or unreliable, |Gl
Finex Securities Limited makes no representation as to the accuracy or completeness of the information. Neither, IGI Finex
Securities Limited nor any director, officer or employee of IGl Finex Securities Limited shall in any manner be liable or
responsible for any loss that may be occasioned as consequence of a party relying on the information. This document
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further
professional advice before making any investment decision. This document and the information may not be reproduced,
distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by
any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is
defined as capital gain exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If_target price on aforementioned security(ies) is in between -10% and 10%, from its last closing
price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Time Horizon: Jun — 2018

Valuation Methodology: The analyst(s) has used following valuation methodology to arrive at the target price of the said
security (ies):
DCF (Discounted Cash Flow)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks,
political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably be affected by multiple
factors including, business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates,
recommendation, opinion, etc. given about the security(ies)/company(ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security
stated by an investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing
the best possible outcome for his investment. Market Cap.: Market capitalization is calculated by multiplying a company's
shares outstanding by current trading price. ROE: Return on equity is the amount of net income returned as a percentage
of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to
Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided
by the price per share.

IGI Finex Securities Limited

Research Analyst(s) . Jama

Research Identity Number: BRP009
© Copyright 2017 IGI Finex Securities Limited http://www.jammapunji.pk
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