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Key Company Financials
Period End: Jun
PKRbn FY1I6A FY17A
Total Revenue 678.0 878.1
Net Income 10.3 18.2
EPS (PKR) 31.5 55.9
DPS (PKR) 12.5 25.0
Total Assets 342.3 392.4
Total Equity 91.6 102.8
Key Financial Ratios
ROE (%) 11.2 17.7
P/E (x) 11.4 6.4
P/B (x) 1.3 1.1
DY (%) 35 7.0
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Pakistan State Oil wasincorporated in Pakistan in 1976. The

principal activities of the Company are procurement, storage

and marketing of petroleum and related products. It also

blends and markets various kinds of lubricating oils.

Source: Bloomberg, PSX & IGI Research
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Oil & Gas — Marketing Companies
PSO: Analyst Briefing Takeaway 1QFY18

= Pakistan State Oil Company Limited (PSO) held its analyst briefing on 23™
Oct-17 to discuss financial result for 1QFY18 and future prospects of the
company. The company reported earnings of PKR 5.03bn (EPS PKR 18.51)
up by +15%YoY during 1QFY18 as compared to PKR 4.38bn (EPS PKR 16.11)
in the same period last year;

= Earnings were primarily driven by a) 30.1%/31.4% YoY rise in MS/HSD
sales, b) 7.6%/35.9%/49.9%YoY increase in Jet fuel/Lubes/LNG sales, c)
increase in FO margin per Mton by +21%YoY to PKR 1,090/Mton, d)
+16%YoY incline in other income and e) 41%YoY drop in finance cost.

=  We maintain a ‘BUY’ call on PSO with Jun-18 TP of PKR 442/share (ex-
bonus) offering an upside of +23% from its last close. The company is
currently trading at FY18E P/E of 6.5x and dividend yield of 5.6%.

Earnings for 1QFY18 reported at PKR 18.51/share up by +15%YoY

Pakistan State Oil Company Limited (PSO) held its analyst briefing on 23 Oct-17 to
discuss financial result for 1QFY18 and future prospects of the company. The
company reported earnings of PKR 5.03bn (EPS PKR 18.51) up by +15%YoY during
1QFY18 as compared to PKR 4.38bn (EPS PKR 16.11) in the same period last year.
Earnings were primarily driven by a) 30.1%/31.4% YoY rise in MS/HSD sales, b)
7.6%/35.9%/49.9%Y0Y increase in Jet fuel/Lubes/LNG sales, c) increase in FO
margin per Mton by +21%YoY to PKR 1,090/Mton, d) +16%YoY incline in other
income and e) 41%YoY drop in finance cost. To highlight, PSO reported it’s highest
ever 1% quarter core earnings before inventory gain/losses, interest income and
expenses of PKR 5.4bn in 1QFY18. However, earnings growth was diluted due to
inventory loss of PKR 0.7bn in 1QFY18 compared to inventory gain of PKR 1.0bn in
the same period last year.

Lower tax lifts earnings on a quarterly basis by +24%QoQ in 1QFY18

PSO reported earnings of PKR 4.07bn (EPS PKR 14.98) during 1QFY18 up by
+24%QoQ primarily owing to a) lower effective tax rate of 32% compared to 47%
in 4QFY17, b) 53%QoQ decline in finance cost and, c¢) +25%/+5%/+2%QoQ rise in
MS/HSD/FO sales. To recall, PSO incurred super tax charge in 4QFY17 which
resulted in higher effective tax rate.

Exhibit:

PSO Financial Highlights

PKRmn 1QFY18 1QFY17 YoY 4QFY17 QoQ
Net Sales 258,645 193,512 34% 248,638 4%
Gross Profit 9,190 9,705 -5% 10,075 -9%
Operating Costs 3,385 3,680 -8% 3,612 -6%
Other Op. Income 2,213 1,909 16% 2,726 -19%
EBIT 8,326 7,935 5% 9,189 -9%
Finance Cost 756 1,279 -41% 1,592 -53%
Profit Before Taxation 7,420 6,786 9% 7,670 -3%
Taxation 2,390 2,410 -1% 3,601  -34%
Profit After Taxation 5,029 4,376 15% 4,069 24%
EPS (PKR) 18.51 16.11 14.98

EPS Diluted (PKR) 15.43 13.42 12.48

DPS (PKR) - - 15.00

Source: IGI Research, Company Financials, PSX Shares mn: 326.02 mn
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Receviables Position for PSO
PKR'bn

Oct-17 Sep-17 Jun-17

Power Sector
LNG

PIA

PDC

Total

LPS

Total Inclusing LPS

MS, HSD and FO Margins

PKR

1975 1883 176.2
5.7 4.0 14.0
13.3 13.1 133
9.6 9.6 9.6
226.1 215.0 213.1
76.4 76.4 73.7
3025 2914 286.8

Oct-17 1QFY18 1QFY17

MS (per Itr)
HSD (per Itr)
FO (per Mton)

Exhibit: Market Share - Company wise (1QFY 18)
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Source: Company Financials, IGI Research

Major highlights of analyst briefing as stated by the management

Key takeaway of the analyst briefing included:

PSO plans to increase its storage capacity by nearly 250k Mton;

Receivables from power sector have crept up to PKR 198bn as at Oct-17 from
PKR 176bn as at Jun-17, however recoveries were made on LNG front from
SNGP;

The company is focusing on cash sales on FO to avoid cash constraints and
through continuous efforts better recoveries have been witnessed from
HUBCO;

PSO’s outstanding LPS stands at PKR 76.4bn;

The company is currently utilizing FE-25 which stands at USD 750mn which
offers a lower financing cost thus leading to lower finance cost;

HSD deregulation has been notified but the company has not received any
letter from the Government and is still in the process of panning out a plan
for implementation;

PSO being the market leader will not misuse the deregulation of HSD margins
and will keep the margin increase within CPI inflation;

Government has assured PSO that it will reimburse the differential amount
of loss in case of PKR devaluation. The company booked And kept PKR 2.4bn
gain as liability when exchange rate came down and will first utilize that gain
in case of PKR devaluation and then go to Government;

Company is currently selling HOBC at OMC margin of PKR 6.3/Itr;

Key Result highlights included:

In the absence of PIB income, other income was compensated by a Late
Payment Surcharge (LPS) income of PKR 1.3bn compared to a total of PKR
1.2bn of PIB and LPS income reported in the same period last year;

Finance cost declined substantially as proceeds from PIB maturity were
utilized to pay off short-term borrowings and lower cost of borrowing on FE-
25 loan;

The company incurred an inventory loss of PKR 0.7bn in 1QFY18 compared to
PKR 1.0bn in the same period last year;

FO profit margin up to PKR 1,090/Mton during 1QFY18 compared to PKR
899/Mton in the corresponding period last year and currently standing at
PKR 1,392/Mton;

PSO captured SHELs market share to post 30.1%/31.4%/7.6%/35.9%YoY
growth in MS/HSD/Jet fuel/Lubes sales, LNG sales were up by 49.9%YoY.
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Highest ever core earnings in 1Q before inventory

gain/losses, interest income & expenses

B Core Business Eamings (PKR'bn)
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Outlook

The company further expects to increase its retail outlets to cater rising demand
and company under performance compared to industry growth. Furthermore, FO
profit contribution (up by +21%YoY in 1QFY18) is expected to lift profitability as
margins are deregulated and linked with landed cost price. The Company is
expected to increase it storage capacity by 250k MTon in the coming years which
is expected to reduce PSO’s vulnerability to heavy inventory loss/gain and ease
storage concerns especially for MS. Furthermore, increased marketing and sales
promotion for lubes should provide a healthy growth in the segment. Continuation
of LNG business, increased volumes and LPS income to partially offset decline in
other income.

Recommendation

We have tweaked our earnings estimates by +1%-2% based on lower finance cost.
however based on rising receivables we have revised down our target price by 1%
to PKR 442/share from previous PKR 445/share. We maintain a ‘BUY’ call on PSO
with Jun-18 TP of PKR 442/share (ex-bonus) offering an upside of +23% from its
last close. The company is currently trading at FY18E P/E of 6.5x and dividend yield
of 5.6%.
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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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