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APL: Positives made prominent by emerging headwinds
Bearing headwinds from tumbling FO consumption (industry
volumes down 21%QoQ) and PkR depreciation (weakening 5.1%
during 2QFY18), the OMC space may be heading for a rough, late
business upcycle. Stark reversal in refined POL benchmarks
witnessed in the better part of 1QFY18 following two years of
tumbling oil prices (49.7% decline on average) are exerting input
cost pressures (average ex-refinery prices for 2QFY18 of HSD/FO
+29/+24%YoY). For these reasons, we look at industry profitability
(PSO + APL) over the last 8yrs, highlighting depressed margins
and earnings as a major symptom of unexpected devaluation (FY1314). APL stands on its high asset quality, unlevered balance sheet,
creating a case for slower below the line margin attrition.
Exemplifying these credentials through solid earnings, APL is
expected to report NPAT of PkR1.32bn (EPS: PkR15.9) 1%QoQ/+11%YoY, taking 1HFY18E to PkR2.65bn marginally lower
(-3.6%YoY, EPS of PkR31.9/sh).
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News and Views

Foreign direct investment (FDI) fell 2.8 per cent to $1.38 billion in the
first half of 2017-18, although inflows from China rose 2.4 times, SBP
reported on Tuesday. China now dominates FDI with a share of more
than two-thirds in total investments. FDI from China was US$969mn
during the six months, which constituted 70% of total inflows. This should
be a matter of concern for economic managers as most countries seem
to shy away from investing in Pakistan.
Prime Minister Shahid Khaqan Abbasi is likely to unveil new exports
package comprising reduction in industrial electricity and gas tariffs and
other incentives during his possible visit to the city this week. Industry
officials said tariffs of electricity and gas would be revised downward
only for exports sector.
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PAT chairman Tahir-ul-Qadri-led 'Qisas' movement begins today in the
provincial capital. To avoid misunderstanding, it has been decided that
the PTI and PPP chiefs Imran Khan and Asif Zardari will appear on the
stage in different sessions.
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Bearing headwinds from tumbling FO consumption (industry volumes
down 21%QoQ) and PkR depreciation (weakening 5.1% during
2QFY18), the OMC space may be heading for a rough, late business
upcycle. Stark reversal in refined POL benchmarks witnessed in the
better part of 1QFY18 following two years of tumbling oil prices
(49.7% decline on average) are exerting input cost pressures (average
ex-refinery prices for 2QFY18 of HSD/FO +29/+24%YoY). For these
reasons, we look at industry profitability (PSO + APL) over the last
8yrs, highlighting depressed margins and earnings as a major
symptom of unexpected devaluation (FY13-14). APL stands on its
high asset quality, unlevered balance sheet, creating a case for
slower below the line margin attrition. Exemplifying these credentials
through solid earnings, APL is expected to report NPAT of PkR1.32bn
(EPS: PkR15.9) -1%QoQ/+11%YoY, taking 1HFY18E to PkR2.65bn
marginally lower (-3.6%YoY, EPS of PkR31.9/sh).
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Headwinds come in all shapes: FX headwinds have previously derailed
profitability in the OMC space, where a review of large PkR movements
overlaid with OMC s earnings shows a decline of 100bps from Gross/Net
margins flowing from weaker top line growth. Import reliant POL mix,
coupled with inflation prone macroeconomic scenario has previously
harmed the industry, where OMCs with local sourcing, adequate balance
sheet strength and
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Why APL is standing tall: APL stands on its high asset quality, unlevered
balance sheet, creating a case for slower below-the-line margin attrition
following any major PkR weakness, despite sector-led weakness on the
gross level (considering margins and prices of major product segments
are fixed, limiting room to manoeuvre). These factors hold weight over
market expectations as well, exhibited in stock price movements in period
of major devaluation, where the OMC remained largely tethered to its
price band. Higher D/Ys with corresponding health in pay-out ratios (5YR
www.akdsecurities.net
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historic POR of 86%) have kept volatility to a minimum, both in the business
cycle and stock performance.
Preview & Investment perspective: For APL we expect NPAT for 1HFY18E
to amount to PkR2.65bn marginally lower (-3.6%YoY, EPS of PkR31.9/sh)),
resting on higher below the line expenses, significant hike in input costs
and absence of HSD margins increment for the quarter. Following on, a
QoQ tapering in volumes (FO/HSD/MS volumes -2/-4/-10%QoQ) and higher
inventory costs have eroded sequential profit growth for 2QFY18E, where
NPAT is expected to rest at PkR1.32bn (EPS: PkR15.9) -1%QoQ/+11%YoY.
Looking ahead, growth from retail outlet expansion (adding 33 pumps in
CY17 taking total to 613 pumps) and storage facilities are expected to
supplement earnings in the medium term. Encouragingly, the company
has held onto market share in an otherwise tepid FO demand environment,
losing only 2% of volumes QoQ, where we see the trend continuing. At a
revised DCF based TP of PkR725/sh implying 25% upside.
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APL: Income Statement
(PkRmn)

2QFY18E

2QFY17

Net sales

39,872

37,156

YoY QoQ
7%

CGS

37,913

35,584

7%

4%

Gross profit

1,959

1,573

25%

-1%

3%

Other income

213

351

-39%

3%

Operating expenses

578

341

69%

7%

1,594

1,583

1%

-2%

368

3%

10%

Operating profit

Income on bank deposits 380
Profit from associates

56

38

46% -17%

WPPF

80

226

-65% -15%

1,950

1,764

11%

0%
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77%

10%

1,815

1,688

8%

-1%

496

503

-1%

-1%

PAT

1,319

1,185

11%

-1%

EPS (PkR)

15.9

14.3

-

EBIT
Finance Cost
PBT
Income tax

-

Source: Company Report & AKD Research
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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.

www.akdsecurities.net

03
06

