Momentum of inventory gains continue in 2QFY22
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e According to provisional volumetric figures published by OCAC, total sales of POL items stood at 5.25mn tons during

2QFY22 depicting a modest growth of 4.8%YoY.

e HSD sales outperformed considerably by posting 8% growth on both YoY and QoQ comparisons to stand at 2.26mn tons.

e Our coverage universe has done extremely well with all companies improving their market shares relative to SPLY.

e In spite of ex-refinery prices drifting down 14% for MS and 11% for HSD during Dec’21, the quantum of increase and the
higher monthly sales during preceding Oct-Nov’21 would be adequate to ensure PSO/APL/SHEL/HTL to post inventory

gains of approx. PKR6.45/1.36/1.28/0.01bn, respectively (pre-tax)

e Next OMC Universe is expected to post bottom-line of PKR14.3bn, a staggering increase of 120%YoY. Primary reasons are
a higher quantum of inventory gains and increased retail market share. This growth is supported by PSO, APL and HTL,

which are expected to post earnings growth of 168%, 179% and 15%, respectively.

e We anticipate our entire coverage universe to announce payouts. Our top picks in the OMC sector are PSO and HTL
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Seasonally low FO offtakes weigh down on volumetric growth; HSD sales, however, outperform

According to provisional volumetric figures published by OCAC, total sales of POL items stood at 5.25mn
tons during 2QFY22 depicting a modest growth of 4.8% on YoY basis. However, on a sequential basis, POL
sales suffered a substantial dip of 10.5%, primarily attributable to slowdown in FO offtakes by power sector
(FO offtakes during 2QFY22 stood at 0.63mn tons versus 1.27mn tons during previous quarter). Winter
season usually witness a slowdown in FO sales, but the quarter under review suffered the brunt of higher
average local prices too (increasing substantially from PKR104,000/ton in 1QFY22 to approx.
PKR130,000/ton), further weighing down on already waning demand outlook. Despite some supply-chain
issues still persisting with RLNG procurement, FO inventory kept piling up at storages of refineries and even
led to shutdowns. On the other hand, HSD sales outperformed considerably by posting 8% growth on both
yearly and quarterly comparison to stand at 2.26mntons. We believe strong performance of agricultural
sector during Kharif harvesting and Rabi sowing season, as well as increasing mix of documented sales in
total sales are the biggest reasons for this sustained momentum in HSD sales.

Listed space was able to increase their retail market share

The increasing proportion of significant retail fuels (MS, HOBC and HSD) in overall sales mix contributes
positively to cash-based earnings, hence the prospect of improving (or at the very least) retaining their
market share becomes extremely important to recurring earnings. In this regard, our coverage universe has
done extremely well with all companies improving their market share relative to SPLY. PSO’s retail market
share jumped up to 46.5% during 2QFY22, a significant improvement from 43.8% of 2QFY21. APL, in recent
times, has been performing admirably as evident from its growing market share of 8.5% (7.98% in previous
quarter and 7.24% in SPLY). SHEL and HTL have also increased their market shares by 0.43 and 0.05ppts (low
base), respectively on yearly comparison.

Another quarter of phenomenal inventory gains

The consistent bi-monthly increase in local ex-refinery prices during Oct-Nov’21 will ensure another quarter
of phenomenal inventory gains for our coverage universe. It’s important to reiterate that in spite of ex-
refinery prices drifting down 14% for MS and 11% for HSD during Dec’21, the quantum of increase and the
higher monthly sales during preceding Oct-Nov’21 would be adequate to ensure PSO/APL/SHEL/HTL to post
inventory gains of approx. PKR6.45/1.36/1.28/0.01bn, respectively (pre-tax). Although, we expect the
significant decline in Dec’21 ex-refinery prices would lead to lower inventory gains when compared with
1QFY22, which is also evident from the decline in sequential GMs (our expectations of GMs during 2QFY22
stand at 3.83%/4.61%/7.48%/20.4% for PSO/APL/SHEL/HTL).

SHEL would be the biggest beneficiary of lower exchange losses

In our coverage universe, SHEL is the most exposed to volatility in exchange rates and since 2QFY22
witnessed local currency depreciation at a lower magnitude than previous quarter (currency devaluation of
4.3% in 2Q versus 8.2% in 1Q), we expect SHEL to record exchange losses worth PKR1.5bn (down from
PKR2.35bn in previous quarter). As a result, SHEL would potentially post QoQ earnings growth of 59%, but
would however, decline by a massive 62% on YoY comparison (4QCY20 witnessed currency appreciation,

Source: PSX, Next Research

EPS estimates

2QFY22E YoY% QoQ 1HFY22E YoY%
PSO 25.02 168 2% 50.56 149
APL 18.55 179 -23% 42.55 97
SHEL* 2.21 -62 59% 13.66 N/A
HTL 1.78 15 138 2.53 16

SHEL 4QCY21E; CY21E
Source: Company Accounts, Next Research

DPS estimates

2QFY22E 1HFY22E
PSO 8.00 8.00
APL 17.50 17.50
SHEL* 6.00 6.00
HTL 2.00 2.00

*SHEL 4QCY21E; CY21E
Source: Company Accounts, Next Research
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hence, proving extremely beneficial for SHEL). This phenomenon is completely opposite for PSO and APL,
whom have undergone massive yearly earnings growth of 168% and 179%, but declining on sequential
comparison.

Dividend payouts, everywhere!

Next OMC Universe is expected to post bottom-line of PKR14.3bn, a staggering increase of 120% on yearly
comparison. Primary reasons are a higher quantum of inventory gains and increased retail market share.
This growth is supported by PSO, APL and HTL which are expected to post earnings growth of 168%, 179%
and 15% respectively. Although, this profitability would clock-in marginally below 1QFY22 profitability of
PKR14.8bn. But in-spite of sequential lower profitability, cumulative earnings have been outstanding and we
expect our entire coverage universe to provide investors with a dividend payout. We expect PSO to receive
a sizable penal income from its creditors considering second tranche payment to IPPs during Dec’21. We
estimate DPS of PKR8.00 by PSO. APL, on the other hand is almost unscathed from any circular debt issue
and we expect it to announce a cash payout of PKR17.50/share. HTL would continue its history of semi-
annual dividends with a payout of PKR2.00/share, but perhaps, the biggest surprise could come from SHEL
considering its return to full-year profitability after a period of 3 years. We anticipate SHEL to surprise
investors with a cash payout of PKR6.00/share.
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Analyst Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all
of the subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.

Disclaimer

This information and opinion contained in this report have been compiled by our research department from sources believed
by it to be reliable and in good faith, but no representation or warranty, express or implied, is made as to their accuracy,
completeness or correctness. All opinions and estimates contained in the document constitute the department’s judgment
as of the date of this document and are subject to change without notice and are provided in good faith but without legal
responsibility.

This report is not, and should not be construed as, an offer to sell or a solicitation of an offer to buy any securities. Next
Capital Limited (the company) or persons connected with it may from time to time have an investment banking or other
relationship, including but not limited to, the participation or investment in commercial banking transactions (including loans)
with some or all of the issuers mentioned therein, either for their own account or the ac- count of their customers. Persons
connected with the company may provide or have provided corporate finance and other services to the issuer of the securities
mentioned herein, including the issuance of options on securities mentioned herein or any related investment and may make
a purchase and/or sale, or offer to make a purchase and/or sale of the securities or any related investment from time to time
in the open market or otherwise, in each case either as principal or agent.

This report may contain forward looking statements which are often but not always identified by the use of words such as
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“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an

”a,

event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to
certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward
looking statements. Readers are cautioned not to place undue relevance on these forward looking statements. NCEL expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or

circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

Next Capital Limited, its respective affiliate companies, associates, directors and/or employees may have investments in
securities or derivatives of securities of companies mentioned in this report, and may make investment decisions that are
inconsistent with the views expressed in this report.

Rating System
Next Capital Limited employs a three-tier rating system depending upon sector’s proposed weight in the portfolio as
compared to sectors weight in KSE-100 index, as follows:

Rating Sector’s proposed weight in the portfolio
Over Weight > Weight in KSE 100 index
Market Weight = Weight in KSE 100 Index
Under Weight < Weight in KSE 100 Index

Next Capital Limited also employs a three tier rating system, depending upon expected total return (R) of the stock, as follows:

Rating Expected Total Return
Buy R2>15%
Neutral 0% >R < 15%
Sell R< 0%
Where;

R = Expected Dividend Yield + Expected Capital Gain
R’ is before tax
Investment horizon is between six months to twelve months

Ratings are updated regularly based on the latest developments in the economy/sector/company, changes in stock prices,
and changes in analyst’s assumptions.
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