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PSO: Politics pervading profitability
As the state OMC is set to announce FY18 earnings over the
weekend (11th August) we forecast tepid 4QFY18E NPAT of
PkR3.54bn (EPS:PkR10.85/sh) shouldering a decline of
13%YoY/25%QoQ led by weaker GMs and mounting financial
costs (spillover from foreign exchange weakness). FY18E
earnings are set to rest at PkR51.42/sh (NPAT of PkR16.76bn)
sliding 8%YoY despite topline growth of 17%YoY, a staggering
decline in other income (down 45%YoY amidst the absence of
major penal income) and a strained balance sheet keep
profitability in check. Following the result and in the backdrop
of a new Government being formed at the center, investor
expectations are bound to shift to possible management
restructuring, with repercussions on operations (market share)
and profitability. Even so, in the current scenario of "professional
management" professed by the incoming PTI-led government,
we believe outcomes should swing to favor PSO (circular debt
relief, PIA restructuring, lessening political interference) over
the long term. At our TP of PkR399/sh an Accumulate stance is
inferred.
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News and Views

Supreme court has directed the Ministry of Finance and the FBR to
reduce taxes imposed on locally-assembled vehicles from 33% to 25%.
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SBP has issued "Governance Framework" for banks'' overseas operations
to further strengthen the risk management and compliance practices.
As per framework, the bank will develop comprehensive risk governance
framework for its overseas operations within six month of issuance of
this framework.
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The Election Commission of Pakistan (ECP) on Tuesday withheld the
notification of 11 National and 23 Provincial assemblies' constituencies
due to cases in courts, non-submission of returns, recounting and other
reasons. According to ECP, the notification of Imran Khan's success in
NA-53 (Islamabad) and NA-131 (Lahore) has also been withheld.
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PSO: Income Statement
(PkRmn)

4QFY18 QoQ% YoY%

FO

Nov-17

4QFY18E PSO Preview: We expect PSO to post a full year FY18E EPS
of PkR51.4/share vs. PkR55.9/share in FY17 backed by minimal inventory
loss amounting to ~PkR1.4bn for FY18E (vs. PkR1.0bn in FY17). For
4QFY17E we expect NPAT to read at PkR3.54bn (EPS:PkR10.85/sh) a
decrease of 13%YoY where the significant other income booked in
4QFY18 (PkR23bn received in March'18) is largely absent, balanced to
some extent by higher income from RLNG (volumes of ~4.2mn tonnes
moved in FY18 increasing 35%YoY adding ~PkR1.0bn to NPAT). Stalled
volumetric offtake in FO (down 30%YoY), softer growth in MOGAS/HSD
of 10%/2%YoY and RLNG income expected to add PkR3.07/share from
the government's LNG procurement should keep probability in check.
Accompanying results we expect the company to announce a payout of
PkR10.0/sh taking FY18E full year DPS to PkR20/sh.

Volumetric Variations by
POL Segments
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As the state OMC is set to announce FY18 earnings over the weekend
(11th August) we forecast tepid 4QFY18E NPAT of PkR3.54bn
(EPS:PkR10.85/sh) shouldering a decline of 13%YoY/25%QoQ led
by weaker GMs and mounting financial costs (spillover from foreign
exchange weakness). FY18E earnings are set to rest at PkR51.42/sh
(NPAT of PkR16.76bn) sliding 8%YoY despite topline growth of
17%YoY, a staggering decline in other income (down 45%YoY amidst
the absence of major penal income) and a strained balance sheet
keep profitability in check. Following the result and in the backdrop
of a new Government being formed at the center, investor
expectations are bound to shift to possible management
restructuring, with repercussions on operations (market share) and
profitability. Even so, in the current scenario of "professional
management" professed by the incoming PTI-led government, we
believe outcomes should swing to favor PSO (circular debt relief,
PIA restructuring, lessening political interference) over the long
term. At our TP of PkR399/sh an Accumulate stance is inferred.
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Past dictates future?: Observing prior changes in the Government at
the center, we highlight the change of GoP portfolios as having a direct
impact on state run companies where it seems PSO stands firmly on the
frontline for senior management restructuring. This is made easier as
provisions of the Marketing of Petroleum Products Act 1974 allow for the
MD to be appointed by the Prime Minister of Pakistan. Analyzing the
removal and appointments of Managing Directors of the OMC (title for the
CEO) over the last ten years (two government terms) we show that in the
period seven MDs have been appointed to the role. The average term
for serving MDs is ~five quarters, where variability in management had
been highest during FY08-09 and FY11-12, both periods where two MDs
were appointed. Additionally, wider slew of issues over members of the
Board of Management (constituted by the GoP) and their appointments
have marred affairs at the OMC as well.

PSO MD Appointments/Removals
Appointments and Removals Tenure
Feb-08
Feb-09

Muhammad Abdul Aleem
appointed MD

1 Year

Irfan Qureshi appointed MD 2 years and
2 mths

Apr-11

Jehangir Ali Shah acting MD

8 mths

Dec-11

Naeem Yahya Mir Appointed
MD after probation

1 year &
7 mths

Jul-13

Amjad Janjua Appointed MD

1 year & 6
mths

Jan-15

Shahid Aslam Appointed MD

6 mths

Jul-15

Removal of Shahid Aslam

2 years

Sep-15

Sheikh Imran-ul-Haque
Appointed MD

2 years &
10 mths

Source: Co, Media reports & AKD Research

Investment Perspective: Patchwork of statements made by senior leaders
of the incoming PTI-led Government, point to a greater degree of
"professional management" in running the financial affairs give confidence
to improved governance taking root at the OMC. Moreover, it has also
been observed that controversy surrounding the role of senior management
at PSO had been greatly exaggerated, with the majority of MDs being
removed over unsubstantiated allegations. In an environment where the
state OMC can no longer rely on continued profitability from GoP backed
FSAs, competing in retail fuels domain necessitate these measures.
Remaining sanguine, we believe outcomes should swing to favor PSO
(circular debt relief, PIA restructuring, lessening political interference) over
the long term. At our TP of PkR399/sh an Accumulate stance is inferred.
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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,
comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
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.
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