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The Company w as incorporated in Pakistan in 1950 w ith

the main objectives of conducting exploration,

prospecting, development and production of oil and

natural gas resources.

Source: Bloomberg, KSE 100 & IGI Research
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Oil & Gas — Exploration Companies
PPL: Despite Downward Earning Revision,
Fundamental depict a Strong “BUY”

= 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%.

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.
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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

PKRmMnN 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
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies
and the security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has
not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or
views in this report. The analyst(s) is principally responsible for the preparation of this research report and that he/she or
his/her close family/relative does not own 1% or more of a class of common equity securities of the following
company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for
information purposes only. Whilst every effort has been made to ensure that all the information (including any
recommendations or opinions expressed) contained in this document (the information) is not misleading or unreliable, 1GI
Finex Securities Limited makes no representation as to the accuracy or completeness of the information. Neither, IGI Finex
Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall in any manner be liable or
responsible for any loss that may be occasioned as consequence of a party relying on the information. This document
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further
professional advice before making any investment decision. This document and the information may not be reproduced,
distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by
any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is
defined as capital gain exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If.target priceon aforementioned security(ies) is in between -10% and 10%, from its last closing
price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Time Horizon: Dec - 2017

Valuation Methodology: The analyst(s) has used following valuation methodology to arrive at the target price of the said
security (ies):
(Reserve Based DCF Valuation)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks,
political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably be affected by multiple
factors including, business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates,
recommendation, opinion, etc. given about the security(ies)/company(ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security
stated by an investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing
the best possible outcome for his investment. Market Cap.: Market capitalization is calculated by multiplying a company's
shares outstanding by current trading price. ROE: Return on equity is the amount of net income returned as a percentage
of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to
Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided
by the price per share.

IGI Finex Securities Limited

Research Analyst(s) Jama

Research Identity Number: BRP009 Lol chaanas 0—;5‘#_.,_.
© Copyright 2016 IGI Finex Securities Limited hitp:iferew. Jammagunii. gk
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