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Energy

Fortnightly notification of POL prices based on Platts
average approved by ECC; OMCs and refineries to
benefit

v' Economic Coordination Committee (ECC) on Tuesday approved
Ministry of Energy’s proposal for notification of POL prices (MS and
HSD) on a fortnightly basis effective from 1% Aug-20,

In our view, this will benefit both OMCs and refineries as notification
of price on fortnightly basis would reduce the exposure of inventory
gains and losses,

From refineries standpoint, volatility in refining margins is likely to
level out as notification of prices based on average Platts price would
ensure steady spreads on POL products for refineries,

We maintain a BUY stance on PSO and APL with our Dec-20 target
prices of PKR 249/share and PKR 412/share, offering 42% and 29%
upside respectively from last close.

POL prices to be notified on fortnightly basis

Economic Coordination Committee (ECC) on Tuesday approved Ministry of
Energy’s proposal for notification of POL prices (MS and HSD) on a fortnightly
basis effective from 1%t Aug-20. Currently prices are announced on monthly basis
at the start of each month based on average import price of PSO. However, how
prices are going to be based on average Platts price. In addition to this, it would
warrant alignment of margins for refineries in line with international prices.

Fortnightly notification and average Platts price to reduce volatility in prices
Shifting to fortnightly notification of POL prices based on average Platts would
reduce volatility in prices thus allowing OMC’s other than PSO to import POL
products at prices notified on fortnightly basis which was previously only based
on PSO’s import price leading to larger difference in import cost. However timing
difference between import and payment still remains unaddressed which has been
a major reason behind exchange losses for OMCs.

OMCs to benefit in terms of lower volatility in inventory gains/losses...

In our view, this will benefit both OMCs and refineries as notification of price on
fortnightly basis would reduce the exposure of inventory gains and losses,
whereas, for OMC’s other than PSO the current price differential between PSO’s
import cost (used as base for setting monthly POL prices) and other OMC’s
import cost would be eliminated. This in turn would be beneficial for HASCOL
and SHEL. As import cost of OMC would be translated in to retail prices, we
believe issues such as recent fuel shortage crisis are also likely to be mitigated.

... While refining margins would witness less volatility

From refineries standpoint, volatility in refining margins is likely to level out as
notification of prices based on average Platts price would ensure steady spreads
on POL products for refineries. Currently, refineries were are allowed to notify
product prices which could not exceed PSO’s import cost in the preceding month
thus leading to a hit on margins. To note, MS and HSD are high margin products
for refineries which generally trade at a spread of USD 5-10/bbl and USD 12-
15/bbl respectively.
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Exhibit: PSO quarterly inventory gains and losses (PKRbn) Exhibit: Refining spreads on MS and HSD (USD/bbl)
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Recommendation

We maintain a BUY stance on PSO and APL with our Dec-20 target prices of
PKR 249/share and PKR 412/share, offering 42% and 29% upside respectively
from last close. PSO and APL are currently trading at FY21 P/E of 8.9x and 9.5x
respectively.
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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 1GI 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. The subject Company (ies) is a client of the IGI Finex Securities Limited and I1GI Finex Securities offers
brokerage services to subject company (ies) on a regular basis, in line with industry practice. 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)

Time Horizon: Dec — 2020

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

(Discounted Cash Flow)

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.
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