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PUNJAB OIL MILLS LIMITED

Operating Performance

In the quarter under review (Q1 FY2020), the company's sales volume for the 3 
months decreased by 11.3% compared to the same period last year.  This was as 
expected and foretold in our Director's report for FY 2019 wherein we had 
mentioned that the switch over of the sales tax regime from fixed FED to the more 
traditional VAT mode with associated FBR drive to document the trader 
community by various means has led to severe disruption in market activity.  
Market inventory levels shrunk during the first half of Qtr 1 and sales volumes fell 
sharply in the first couple of months.    

We achieved a gross margin of 16.4% for the period under review.  This led to a 
10% growth in gross profit for the quarter despite lower sales.  

Over-all operating expenses increased by 6% for the period.  Although this is in 
line with inflationary trends, the increase percentage from last year will likely 
increase in subsequent quarters as significant items such as salary increases have 
not yet been factored in.  Similarly, our annual ATL advertising costs are also 
going to be mostly expensed during the latter quarters.   With moderate increase 
in operating costs for the quarter under review, our operating margin was 5.9%, 
leading to a 16% increase in operating profit.

Finance costs also increase for the quarter due to higher interest rates while 
operating charges went up mainly due to higher provisioning for WPPF and 
WWF.  Higher interest rates also increased our other income as we earned more 
return on our bank deposits. 

As a result of better profitability, the company posted a profit after tax of PKR 
24.7 million for the 3 months, a 41% increase from after-tax profit of PKR 17.5 
million recorded same period last year.  

However, it needs to be kept in mind that margins in same quarter of last year had 
been severely compromised due to rapid PKR devaluation, and any improvement 
in profitability from that time is more of a recovery toward previous levels.

We would also like to mention that as figures for previous periods are 
presented inclusive of sales tax and of current period exclusive of sales tax, 
any comparisons should be cognizant of this fact. 
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PUNJAB OIL MILLS LIMITED

Outlook for the Year 

Going forward we are foreseeing a mixed business environment for the company.  
While we have seen our margins recovering during the previous quarters, we 
continue to be concerned with a few factors that will keep margins under pressure.  

Although the PKR has been stable as of recent times, any further weakening is 
going to severely affect our margins. Interest rates have also increased, and not 
only is that going to raise our cost of capital significantly, but it is also leading to a 
slow-down of economic activity.  As we are a marketer of premium products, we 
are going to face reduced profitability by resorting to more competitive prices in 
order to maintain our market share in tight economic times.  Moreover, despite 
the economic slowdown, cost inflation is also increasing, further eroding our 
profit margins with limited capacity to immediately pass on cost increases to end 
prices.

The bulk of our advertisement expense for the full year is also planned for the 
remaining three quarters, so our operating costs are going to be significantly 
higher during the upcoming period.

On the plus side the new refinery is now operational and should give us a more 
efficient cost structure going forward.
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