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Retail Product growth remains muted while FO sales jack up 
PSO’s retail product remained muted posting merely +4%YoY rise in MS 
volumes while HSD sales declined by 2%YoY during 1QFY17 likely owing to lack 
of expansion in retail outlets and scarcity of storage capacity.FO volumes picked 
up massively by +31%YoY, which in our view is mainly due to higher demand 
from Hub plant as repair work on boiler concluded in 2QFY16.  
 

Exhibit: PSO Volumes         

 000'tons  1QFY17 1QFY16 YoY 4QFY16 MoM 

 MS  656 629 4% 654 0% 

 HSD  766 778 -2% 1,223 -37% 

 FO  2,050 1,559 31% 1,839 11% 

 Total  3,646 3,114 17% 3,877 -6% 

Source: IGI Research and Company Financials     

 
Outlook 
We maintain our positive stance on PSO based on a) improved margins for MS 
and HSD with annual increase linked with CPI, b) normalized FO sales as Hub 
Plant resumes to standard operations, and c) recovery in FO prices to provide 
cushion for lost LNG income post Dec-16. It is pertinent to mention that circular 
debt remains prime risk to our valuation, however we anticipate no further 
accumulation based on Government’s commitment to IMF to cap circular debt 
pile up. Although, as per media reports, recent hike in circular debt to level last 
seen back in 2013 is a matter of concern and therefore would again lead to 
liquidity concern for PSO. Moreover, possible shift of LNG contract from PSO to 
Pakistan LNG by Dec-16 would erode annual earnings by PKR 4-5/share (after 
tax). 
 
Recommendation  
The scrip is currently trading at FY17E P/E of 6.8x. With our Jun-17 target price 
of PKR 492/share, the scrip offers +18% upside from its last closing price of PKR 
417/share, hence we recommend a ‘BUY’ call on PSO.  
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