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Oil & Gas – Exploration Companies 

PPL: Despite Downward Earning Revision, 

Fundamental depict a Strong “BUY” 

 

Earnings revised down based on delay in production commencement from new 

discoveries… 

We have revised our earnings for Pakistan Petroleum Limited (PPL) for FY17E and 
FY18F down by 24%YoY and 15%YoY to PKR 14.4/share and PKR 17.4/share, 
respectively. The downside in our earnings emanates from a) delay in production 
commencement of new discoveries from Gambat South and Dhok Sultan, b) delay 
in official announcement of new Gas Price Agreement (GPA) for Sui field, c) higher 
exploration cost due to aggressive drilling plans, and d) lower other income as a 
result of maturity of PIBs in Aug-16. However, other operating expenses are 
expected to drop as impairment from the date of acquisition of PPL’s subsidiary 
has been recorded in preceding years. 
 
…despite delayed commencement, strong fundamentals should accrete high earning 
growth 
We believe production enhancement through new discoveries and development 
wells such as Sui, Adhi and Nashpa warrant a +64%YoY and +21%YoY growth in 
earning in FY17E and FY18F, respectively.  
 
While absence of impairment loss, should allow for lower other expense in FY17E… 
The company along with its FY16 financial results announced total impairment loss 
of PKR 6.6bn as calculated by Messrs. RPS Energy Consultants Limited. Total value 
of investment was evaluated at PKR 9.1bn (including working capital) by the 
consultant as against PKR 15.7bn determined by internal technical team of the 
company. The company had previously charged impairment loss of PKR 5.4bn 
during FY15 and additional charge comes at PKR 1.2bn (total impairment of PKR 
6.6bn). Impairment charge has been excluded from FY15 profitability and has been 
booked against FY13/14 earnings. Henceforth, in the absence of further 
impairment loss other operating expenses are estimated to come down. 
 
 

 We have revised our earnings for Pakistan Petroleum Limited (PPL) for 
FY17E and FY18F down by 24%YoY and 15%YoY to PKR 14.4/share and 
PKR 17.4/share, respectively. 
  

 However, we believe production enhancement through new discoveries 
and development wells such as Sui, Adhi and Nashpa warrant a +64%YoY 
and +21%YoY growth in earning in FY17E and FY18F, respectively. 

 
 We maintain our “BUY” call on PPL with our Dec-17 target price of PKR 

205/share, offering +34% upside from its last closing. The company is 
currently trading at a FY17E P/E of 10.8x and offers a dividend yield of 
4.1%. 
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…and new GPA offering higher wellhead price for Sui field will serve as key earning 
catalyst 
While in addition to revised wellhead gas price for Sui field (yet to be 
incorporated) will serve as a key catalyst. We estimate wellhead price for Sui field 
under new GPA to have annualized earnings impact of PKR 3.62/share (after tax) 
and will lift our target price for PPL to PKR 237.6/share, providing an upside of 
+15.4% from current target price of PKR 205.9/share. Although an agreement has 
been signed between Federal Government, Government of Baluchistan and 
Ministry of Power and Natural Resources (MPNR), we still await formal notification 
from the company and OGRA to incorporate in our assumptions. We have 
removed revised wellhead price for Sui field from our assumption and incorporate 
once official notice is circulated. 
 

However, higher exploration cost along with lower other income will keep earnings 
growth in FY17 in check 
PPL spudded 12 exploratory and 11 development wells in FY16, resulting in six 
discoveries in company operated fields while four in partner operated. The 
company plans on spudding 13 exploratory and 9 development wells in FY17 out 
of which 4 exploratory and 6 development wells have been spudded so far. 
Whereas PPL has incurred 3 dry well cost up until Feb-17. As a result we foresee 
higher exploration cost to dilute earnings in FY17 while other income is expected 
to come down by 13%YoY in FY17 as a result of maturity of PIBs. 
 

…as well as, delay in production commencement from new discoveries in Gambat 
South and Dhok Sultan 
New discoveries in Gambat South and Dhok Sultan with a cumulative expected oil 
and gas production of 771bopd and 104mmcfd, respectively is yet to commence 
production. As a result of delayed production start, we have moved our estimated 
production commencement date to 4QFY17 and 1QFY18, respectively. Whereby, 
we expect upcoming production from new discoveries to add PKR 1.99/share and 
PKR 5.57/share to company’s earnings in FY17E and FY18F, respectively. 
 

Recommendation 
We maintain our “BUY” call on PPL with our Dec-17 target price of PKR 205/share, 
offering +34% upside from its last closing. The company is currently trading at a 
FY17E P/E of 10.8x and offers a dividend yield of 4.1%. 
 

Exhibit:  

Financial Highlights  
 PKRmn  2QFY17 2QFY16 YoY 1HFY17 1HFY16 YoY 

 Net Sales  21,215 20,702 2% 40,025 41,312 -3% 

 Field Expenditure  11,338 9,052 25% 20,103 20,042 0% 

 Gross Profit  7,406 9,251 -20% 15,225 16,477 -8% 

 Other Income  1,111 1,512 -27% 2,235 3,043 -27% 

 Other Expense  227 2,624 -91% 868 3,058 -72% 

 Finance Cost  116 164 -30% 232 328 -29% 
 PBT  8,175 7,975 3% 16,360 16,133 1% 

 PAT  6,048 5,980 1% 11,797 11,896 -1% 

 EPS (PKR)  3.07 3.03 1% 5.98 6.03 -1% 

 DPS (PKR)  3.00 2.25 
 

3.00 2.25 
 Source: IGI Research and Company Financials 

 

Total Oil Production in 1HFY17 (bopd)

Total Gas Production in 1HFY17 (mmcfd)

Total Estimated Oil and Gas Production  

 Source: Company Financials, PPIS & IGI Research
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