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Oil & Gas Exploration  
Sector Profitability Descending; Price 
Rebound Unlikely 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
No Freeze-No Price Rebound  
The meeting which took place on 17th Apr-16 among OPEC and Non-
OPEC members to freeze oil production at Jan-16 levels, didn’t yield any 
consensus as Iran and US stayed away from participating in the meeting 
held, to save oil prices from tumbling further. However, another meeting 
has been planned to take place in Jun-16, which we believe would not 
generate any material results, unless Iran and US are in same boat as 
OPEC and Non-OPEC members. 
 

Following this event we expect oil prices to witness a significant drop, 
which spiked to USD 42.17/bbl (WTI Crude) in anticipation of a positive 
outcome from the meeting. In our view, despite any output freeze by oil 
producing countries (excluding Iran and US), international prices are not 
likely to march northwards, based on sluggish oil demand expected 
going forward. However, in shorter term, oil prices are likely to go south 
post unsuccessful meeting in tandem with increased production by Iran, 
Iraq and Russia 
 

Result Previews 
 

OGDC: Earnings to Clock in at PKR 3.27/share, down by 30%YoY in 
3QFY16 
Oil & Gas Development Company’s (OGDC) board meeting is 
scheduled on 26th Apr-16 to announce 3QFY16 financial results. 
Company is forecasted to post profitabilityof PKR 14.0bn (EPS PKR 
3.27) in 3QFY16, depicting a decline of 30%YoY. In our view, drop in 
profitability is largely attributable to 42%YoY slump in oil prices to USD 

 OGDC’s board meeting is scheduled on 26th Apr-16 to announce 
3QFY16 financial results. Company is forecasted to post profitability of 
PKR 14.0bn (EPS PKR 3.27) in 3QFY16, depicting a decline of 30%YoY

 

 PPL’s board meeting is scheduled on 28th Apr-16 to announce financial 
results for 3QFY16. A 29%YoY plunge is predicted in earnings, to the 
tune of PKR 5.5bn (EPS PKR 2.81) in 3QFY16, as compared to PKR 
7.8bn (EPS PKR 3.96) in corresponding period last year. 

 

 Our top pick in the sector remains OGDC with Dec-16 TP of PKR 
166/share, offering +41% upside from its last close. The company is 
currently trading at P/E of 8.1x, offering a dividend yield of 4.7%. 

E&P Sector TP Upside P/E D. Yld %
OGDC 166.57   41% 8.10       4.65     
PPL 147.14   13% 11.13     4.41     

Oil (000'bbl) 3QFY16 YoY 9MFY16 YoY
OGDC 3.74       0% 10.95     -2%
PPL 1.37       1% 3.97       -4%

Gas (mmcf) 3QFY16 YoY 9MFY16 YoY
OGDC 105,566 1% 309,952 -4%

PPL 71,227   7% 209,698 5%

EPS 3QFY16 YoY 9MFY16 YoY

OGDC 3.27       -30% 11.23     -29%

PPL 2.80       -29% 8.76       -42%

DPS 3QFY16 3QFY15 9MFY16 9MFY15

OGDC 1.00       1.75     3.70       6.25     
PPL -         -      2.25       4.50     

Relative Performance to KSE 100

Source: Bloomberg, KSE 100 & IGI Research
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29.66/ton. For 9MFY16, earnings are expected to drop by 29%YoY to PKR 48.3bn (EPS PKR 11.23). We expect OGDC 
to announce cash dividend of PKR 1.0/share for 3QFY16 taking 9MFY16 cumulative dividend to PKR 3.7/share.  
 

Exhibit: Financial Highlights 
 PKRmn  3QFY16 3QFY15 YoY 9MFY16 9MFY15 YoY 

 Net Sales  34,441 44,049 -22% 120,627 162,693 -26% 

 Operating Expenses  9,911 11,023 -10% 36,480 37,156 -2% 

 Gross Profit  20,337 27,576 -26% 69,392 105,532 -34% 

 Exploration and Prospecting   1,742 1,588 10% 6,455 7,861 -18% 

 PAT  14,304 20,178 -29% 48,510 68,006 -29% 

 EPS (PKR)  3.33 4.69 -29% 11.28 15.81 -29% 

 DPS (PKR)  1.00 1.75 3.70 6.25 

Source: IGI Research and Company Financials 
 

PPL: Profitability to depict 29%YoY dip to PKR 2.81/share  
Pakistan Petroleum Limited’s (PPL) board meeting is scheduled on 28th Apr-16 to announce financial results for 3QFY16. 
A 29%YoY plunge is predicted in earnings, to the tune of PKR 5.5bn (EPS PKR 2.81) in 3QFY16, as compared to PKR 
7.8bn (EPS PKR 3.96) in corresponding period last year. Descending oil prices is the prime reason for declining 
profitability, in our view. Earnings for 9MFY16 is expected to decline by 42%YoY to PKR 17.3bn (EPS PKR 8.76). We 
expect PPL to book dry well cost for Hadi X-1 (Gambat South Block) and Lakki X-1 (Zindan Block) during 3QFY16.  
 

Exhibit: Financial Highlights 
 PKRmn  3QFY16 3QFY15 YoY 9MFY16 9MFY15 YoY 

 Net Sales  16,447 22,774 -28% 57,565 80,584 -29% 

 Field Expenditure  7,381 11,007 -33% 27,355 28,447 -4% 

 Gross Profit  7,152 9,155 -22% 23,513 42,706 -45% 

 Other Income  1,328 2,017 -34% 4,339 6,048 -28% 

 PAT  5,533 7,809 -29% 17,291 29,948 -42% 

 EPS (PKR)  2.81 3.96 -29% 8.77 15.19 -42% 

 DPS (PKR)  - - 2.25 4.50 

Source: IGI Research and Company Financials 

 
Outlook  
We expect sector profitability to improve going forward as oil prices have stabilized around USD 35-40/bbl. Our oil price 
assumption remains at USD 40/bbl for FY17 and USD 50/bbl for FY18 onwards. For PPL, considering oil & gas reserves 
depletion, Mardankhel discovery in Tal Block, Hatim X-1 (Gambat South) and Nashpa X-5 would provide some stability to 
earnings from FY17.  However, KPD-TAY project and Mardankhel (Tal Block) should offer significant uptick to earning 
from FY17 onwards to OGDC. KPD-TAY and Mardankhel are both expected to commence production from 4QFY16. 
 
Recommendation 
Our top pick in the sector remains OGDC with Dec-16 TP of PKR 166/share, offering +41% upside from its last close. The 
company is currently trading at P/E of 8.1x, offering a dividend yield of 4.7%. 
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Analyst Certification 
The analyst^ hereby certify that the views about the company/companies and the security/securities discussed in this report are 
accurately expressed 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 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 
This document has been 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, 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.  

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 return on aforementioned security(ies) is more than 10%, from its last closing price(s)  

 Hold   If return on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)  

 Sell   If return on aforementioned security(ies) is more than -10%, from its last closing price(s)  

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

 Asset Based Valuation  

Time Horizon 

 Dec-16 

Risk 

 Changes in State Bank of Pakistan Policy Rate  
 Changes in USD/PKR 
 Change in Oil price 
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