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OMC: Retail Update 2QCY18
Amongst mounting set of dampeners for the OMC space,
volumetric growth remains hinged on retail fuel sales. Hence,
our quarterly analysis of sales volumes for HSD and MOGAS
matched by quarterly retail outlets illustrate where future growth
is expected to come from. For 2QCY18, we find strong retail
network additions from HASCOL/PSO/APL with QoQ additions
of 47/18/11 outlets, while SHEL continued to shed its retail
footprint. Sales per outlet for listed OMCs reached
673.4Kltrs/outlet for 2QCY18 grew 6.1%QoQ but remaining flat
YoY, signifying the limited impact of CNG and slowing
discretionary demand for POL products. PSO's focus on retail
operations seem to be paying off, as the state owned OMC grew
its retail footprint (18 outlets added QoQ) while keeping sales
per outlet on an uphill trajectory (580.6Kltrs/outlet rising
13%QoQ/6%YoY). Comfortable with our assumption for PSO
(4.4%YoY growth in HSD and MOGAS sales through to FY20F)
continued reliance on retail heavy CAPEX spurring growth for
the state OMC, especially through its sizeable footprint, we have
a TP of PkR399/sh on the stock, where an Accumulate stance
is implied.
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Latest industry data shows that total cement sales rose 5.1%YoY to
3.554mn tons in Jul'18 compared to total dispatches of 3.382mn tons
recorded in Jul'17. Cement exports also increased 9.25%YoY to 0.520mn
tons while local cement dispatches rose 4.42%YoY to 3.035mn tons.

Jul-18

Jun-18

Apr-18

May-18

Mar-18

Jan-18

Volume (LHS)

Feb-18

Nov-17

Dec-17

0

Oct-17

55
Jul-17

As per latest figures, the Federal Board of Revenue (FBR) has collected
total tax revenue of PkR3.751trn vs. revised annual target of PkR3.935trn
for FY18. The total revenue collection fell short of PkR184bn compared
to revised target of PkR3.935trn, with officials attributing the decline to
subsidies and muted furnace oil demand.
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The US Congress has passed the National Defense Authorization Act
for 2019 in which it significantly reduced security assistance to Pakistan.
The security aid to Islamabad that once had started from almost US$1bn
to US$750mn per year has been marked down to US$150mn. However,
the bill has also relaxed certain conditions like action against the Haqqani
Network or LeT.

37,000

KSE-100 Index

Ali Asghar Poonawala
ali.poonawala@akdsecurities.net
111-253-111 Ext:646

Important disclosures, including investment banking relationships and analyst certification at end of this report. AKD Securities does and seeks to do business with
companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of the
report. Investors should consider this report as only a single factor in making their investment decision.
Find AKD research on Bloomberg
(AKDS<GO>), firstcall.com
and Reuters Knowledge
UAN: 111-253-111

Copyright©2018 AKD Securities Limited. All rights reserved. The information provided on this document is not intended for distribution to, or use by, any person or entity in any jurisdiction
or country where such distribution or use would be contrary to law or regulation or which would subject AKD Securities or its affiliates to any registration requirement within such jurisdiction
or country. Neither the information, nor any opinion contained in this document constitutes a solicitation or offer by AKD Securities or its affiliates to buy or sell any securities or provide any
investment advice or service. AKD Securities does not warrant the accuracy of the information provided herein.

Our research is also available on ResearchPool (https://www.researchpool.com/provider/akd-securities)

research@akdsecurities.net | www.akdsecurities.net

AKD Securities Limited
Member Karachi Stock Exchange

Quarterly Retail Network Changes
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Amongst mounting set of dampeners for the OMC space, volumetric
growth remains hinged on retail fuel sales. Hence, our quarterly
analysis of sales volumes for HSD and MOGAS matched by quarterly
retail outlets illustrate where future growth is expected to come
from. For 2QCY18, we find strong retail network additions from
HASCOL/PSO/APL with QoQ additions of 47/18/11 outlets, while
SHEL continued to shed its retail footprint. Sales per outlet for listed
OMCs reached 673.4Kltrs/outlet for 2QCY18 grew 6.1%QoQ but
remaining flat YoY, signifying the limited impact of CNG and slowing
discretionary demand for POL products. PSO's focus on retail
operations seem to be paying off, as the state owned OMC grew its
retail footprint (18 outlets added QoQ) while keeping sales per outlet
on an uphill trajectory (580.6Kltrs/outlet rising 13%QoQ/6%YoY).
Comfortable with our assumption for PSO (4.4%YoY growth in HSD
and MOGAS sales through to FY20F) continued reliance on retail
heavy CAPEX spurring growth for the state OMC, especially through
its sizeable footprint, we have a TP of PkR399/sh on the stock, where
an Accumulate stance is implied.
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Sector dampeners make retail more relevant: Dollar appreciation,
apart from escalating local pump prices, raises external shocks for long
term demand growth, as retail fuel demand could face curbs. Discretionary
spending on travel leisure and inner city transport face clear headwinds
(track auto sales for long term weakness). That said, industrial demand
followed by logistics/transport led activity seems to soldier on, keeping
retail HSD demand in place to support sales.
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Disparity in sales performance: Sales per outlet for listed OMCs reached
673.4Kltrs/outlet rising 6.1%QoQ but remaining flat (-1.4%YoY), signifying
limited the impact of CNG (despite LNG imports rising, CNG availability
remains constrained) and slowing discretionary demand for POL products.
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Heterogeneous dynamics prevail when comparing relative performance,
with HASCOL continuing to lead the pack in term of per outlet sales (~2x
average sector sales per outlet), followed by APL (17% higher than
average). On a cautionary note, SHEL's performance for the period has
been exceptionally dismal, where sales per outlet at now well below PSO,
where the latter has suffered from having an expansive retail network
(3,515 outlets as of July 1st 2018).
Investment Perspective: The country's largest OMC remains stuck in a
quagmire unique in the downstream space, and not entirely of its own
making. Pricing remains sticky, as global crude benchmarks remain at
levels last seen in 2013, incidentally this coincides with the current total
industry POL volume upcycle. The demise of FO and rise of RLNG extends
the impact of global oil prices to over-all industry dynamics. In this regards,
from a retail perspective PSO stands tall, where we are comfortable with
our assumption for PSO continued reliance on retail heavy CAPEX spurring
growth for the state OMC, especially through its sizeable footprint, we
have a TP of PkR399/sh on the stock, where an Accumulate stance is
implied.
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, 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 investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.
Regional Disclosures (Outside Pakistan)
The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.

www.akdsecurities.net

03
04

