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Strategy Market

Proposed Gas rate hike to have negative
implications on industries; Fertiliser and
Chemicals to be most affected

e  As per the news release, Prime Minister has given approval to increase gas
price on average by 46%, which will now be submitted to Economic
Coordination Committee (ECC) for final approval.

e As per the news report, consumer prices are expected to increase by up to
+186%, while different tariff rates have been proposed for different
industries.

° Fertilizer and Chemical to be most affected, while alternative fuel sources for
Cements, Textiles will restrict overall negative impact

PM Okays Gas price hike

As per the news release, Prime Minister has given approval to increase gas price on average
by 46%, which will now be submitted to Economic Coordination Committee (ECC) for final
approval. The move comes shortly after the first ECC meeting held last week, wherein gas
price increase was proposed by utility companies, SSGC and SNGPL to curb deficits and
subsequently improve cash flows. As per the news report, consumer prices are expected to
increase by up to +186%, while different tariff rates have been proposed for different
industries.

The suggestive price increases are as follows:

Exhibit:
Gas price increase proposed
PKR/mmBtu Current New % Change
Domestic Consumers 280 516 84%
First Slab 105 295 180%
Second Slab 210 589 180%
Third Slab 526 665 26%
Commercial (more than 300 units) 631 797 26%
Independent Power Producers (IPPs) 484 611 26%
Industrial consumers 484 611 26%
Cements 736 930 26%
CNG 650 822 26%
Fertilizer Fuel 600 758 26%
Fertilizer Feed (Old Plants) 123 156 27%
Captive Power Plants 568 718 26%

Source: Newspapers (The Dawn), IGI Research

Fertilizer neutral to Positive: EFERT and FATIMA to benefit most
For fertilizers the prescribed increase of +26%, an increase of PKR 33/160mmBtu for both
feed/fuel gas prices, would clamp down profitability for fertilizer manufacturers.

Analyst Market consensus is that urea manufacturers will be fully able to pass-over the additional
IGI Research cost hike on retail consumer price by an average of PKR ~90/bag for urea. From individual
company perspective this price increase will be positive for EFERT and FATIMA given
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For DAP producer FFBL, negative impact stands minimal since the company uses FFBL power
company (coal power plant) for its fuel purpose.

Exhibit
Fertilisers EPS Impact of proposed gas rate hike and subsequent PKR 90/bag raise in
retail prices

PKR/share Without Retail price hike of PKR 90/bag With Retail price hike of PKR 90/bag
EFERT (0.92) 0.08
FFBL (0.61) (0.07)
FATIMA (0.26) (0.01)
FFC (1.94) (0.35)

Source: IGl Research, Company Accounts

Cements: Neutral except LUCK

The base price per mmBtu for use as kiln firing fuel for cement companies has been
proposed to increase to PKR 948/mmbBtu, up from existing rate of PKR 750/mmBtu.
However, this will have no impact since all cement companies have employed coal fired kilns
for their routine operations. The base price per mmBtu for gas based captive power plants
has been proposed to increase to PKR 758/mmBtu, up from existing rate of PKR 600/mmBtu.
This will have substantial impact over Companies producing electricity from gas based
captive power plants.

Since, Punjab (north) based cement manufacturers are provided for with RLNG rather than
system gas (to which the news reflects upon), DGKC, MLCF, FCCL, KOHC, PIOC and CHCC
remain secure from this particular development.

On South side, ACPL and DGKC Hub plant also remain safe due to non-possession of gas
based captive power plants, however LUCK South plant remains the most affected with an
estimated impact of PKR 250mn (PKR 0.77/share) since it relies substantially over system
gas for electricity generation.

Exhibit:

Source of energy for cement manufacturers

Company Energy Source Impact
LUCK (North and South) Natural Gas / FO PKR (250mn) or PKR 0.77/share
MLCF Coal / National Grid / FO Nil
KOHC National Grid / FO Nil
ACPL National Grid Nil
CHCC National Grid / RLNG / FO Nil
DGKC National Grid / RLNG / FO Nil
FCCL National Grid / RLNG / FO Nil
PIOC National Grid Nil

Source: IGI Research, Company Accounts

It is pertinent to mention that KOHC, ACPL, PIOC fulfill their requirements from the national
grid. Though, the above hike in gas prices is likely to impact only LUCK, we believe the same
would result in increase in WAPDA prices as well in the upcoming days consequently
impacting national grid dependent Companies as well.

Other Sectors
e |PPs: Power sector will have neutral impact on as increase in gas prices are passed
over to end consumer.
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Textile: Textile sector will have a neutral-negative impact due to alternative
sources of fuel for power generation.

e  Chemical: EPCL, DOL and LOTCHEM will have a negative impact due to rise in fuel
and power cost.

Commercial Banks: Higher gas rate leading will likely prompt earlier than expected
rate tightening, benefiting banks NIMs.
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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, IGI Finex Securities Limited makes no representation as to
the accuracy or completeness of the information. Neither, |Gl Finex Securities Limited nor any director, officer or employee of I1GI 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 price on 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)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and
geopolitical risks. The performance of company (ies) covered herein might unfavorably 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, Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares
outstanding by current trading price. EPS: Earnings per Share. DPS: Dividend per Share. 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. CY/FY: Calendar/Fiscal/Financial Year. YoY/ QoQ/ MoM: Year-on-Year, Quarter-on-Quarter, Month-on-Month.
Th /Mn /Bn /Tr: Thousands/Million/Billion/Trillion.
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