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Recommendation BUY
Target Price 166.9
Last Closing 141.9
Upside 18%
Market Data
Bloomberg Tkr. OGDC PA
Shares (mn) 4,300.9
Market Cap (PKRbn | USDmn) 610.3 | 5,838.4
Exchange KSE 100
Price Info. 90D 180D 365D
Abs. Return 14 22.6 13.6
Low 134.3 115.4 95.6
High 146.0 147.3 147.3
Key Company Financials
Period End: Jun
PKRbn FY16A FY17F FY18F FY19F
Total Revenue 162.9 209.6 230.4 218.1
Net Income 60.0 79.7 86.0 78.9
EPS (PKR) 13.9 18.5 20.0 18.4
DPS (PKR) 5.2 7.0 7.5 7.0
Total Assets 589.6 651.8 707.9 759.7
Total Equity 478.6 529.0 583.4 633.3
Key Financial Ratios
ROE (%) 13% 15% 15% 12%
P/E (X) 10.2 7.7 7.1 7.7
P/B (x) 13 12 1.0 1.0
DY (%) 3.7 4.9 5.3 4.9
Relative Price Performance & Shareholding
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About the Company

The Company was incorporated on October 23, 1997 and is
engaged in the exploration and development of oil and gas
resources, including production and sale of oil and gas and
related activities. Its GDS are listed on the London Stock
Exchange.

Source: Bloomberg, KSE 100 & IGI Research
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Oil & Gas Exploration
OGDC: High Exploration Cost Drags
Down Profitability in FY16

® Oil & Gas Development Company (OGDC) posted a drop of
31%YoY in earnings to PKR 59.9bn (EPS PKR 13.9) in FY16 as
compared to PKR 87.3bn (E:PS PKR 20.3) in same period last
year.

®  This significant drop in profitability is on the back to a) +25%YoY
rise in exploration cost, b) 23%YoY decline in other income, and c)
44%YoY drop in oil price.

® We have rolled forward our target price for OGDC to Jun-17 from
earlier Dec-16. We maintain our ‘BUY’ call with target price of PKR
167/share, offering +18% upside from its last closing.

Earnings nosedive by 31%YoY to PKR 13.9/share in FY16

Oil & Gas Development Company (OGDC) posted a drop of 31%YoY
in earnings to PKR 59.9bn (EPS PKR 13.9) in FY16 as compared to
PKR 87.3bn (EPS PKR 20.3) in same period last year. This significant
drop in profitability is on the back to a) +25%YoY rise in exploration
cost, b) 23%YoY decline in other income, and c¢) 44%YoY drop in oil
price.

Exhibit: Financial Highlights

PKRmn 4QFY16 YoY FY16 FY15 YoY
Net Sales 40,155 -16% 162,867 210,625 -23%
Royalty 4,494  -14% 18,079 23,737  -24%
Operating Expenses 15,002 -5% 54,986 52,935 4%
Gross Profit 20,220  -24% 87,890 131,967 -33%
Other Income 3,063 -17% 14,703 19,186  -23%
Efgs";gitfn”ga”d 3839 2% 14548 11,628  25%
PBT 18,583  -22% 80,507 127,025 -37%
PAT 16,471  -14% 59,971 87,249 -31%
EPS (PKR) 3.83 -14% 13.94 20.29 -31%
DPS (PKR) 2.00 5.20 7.75

Source: |Gl Research and Company Financials
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Performance decline by 14%YoY to PKR 3.8/share in 4QFY16

Earnings for 4QFY16 stand at PKR 16.5bn (EPS PKR 3.8), depicting a decline of
14%YoY. Company also announced a cash dividend of PKR 2.0/share in
4QFY16 along with the result, taking FY16 cumulative dividend payout to PKR
5.20/share.

Oil: Price and production dragged revenues down by 44%YoY

Oil revenues witnessed a drop of 44%YoY in FY16 to PKR 43bn owing to
44%YoY plunge in Arab Light prices and a trivial fall of 1% in oil production.
Realized price for FY16 stands at USD 39.1/bbl as compared to USD 63.3/bbl in
same period last year.

Exhibit: OGDC Production
4QFY16 4QFY15 YoY FY16 FY15 YoY

Oil (bopd) 41,109 40,488 2% 40,609 40,818 -1%
Gas (mmcfd) 1,041 1,052 -1% 1,056 1,143 -8%
LPG (Tons/day) 360 319 13% 342 255  34%

Source: IGI Research and Company Financials, PPIS

Gas: Revenues shrink as production plunges

Gas revenue darted a decline of 12%YoY to PKR 95bn in FY16 owing to 8%YoY
dip in production, primarily from Kunar Pasakhi Deep (KPD), Qadirpur and Uch-I
& Il due to lower in take from Liberty Power Limited, Engro Powergen Qadirpur
and Sui Southern Gas Company and tripping of turbines at Uch-Il Power Plant.
Realized gas price hovers around PKR 253/mmcf in FY16.

Exhibit: OGDC Revenues Exhibit: Realized Price

PKR'mn 4QFY16 4QFY15 YoY FY16 FY15 YoY FY16 FY15 YoY
Qil 11,357 19,624 -42% 43,464 77,301 -44% Oil (USD/bbl) 39.07 63.29 -38%
Gas 30,020 36,973 -19% 95,218 108,735 -12% Gas (PKR/mmcf) 253.77  272.61 -7%
LPG 1,739 1,506 15% 4,899 4,957 -1%

Source: IGI Research and Company Financials

High exploration cost significantly dilutedearnings in FY16

Company’s earnings took a major hit as a result of +25%YoY hike in exploration

and prospecting expense to PKR 14.6bn in FY16 as compared to PKR 11.6bn in
the same period last year, owing to dry well cost incurred. Exploration cost wiped
out PKR 1.3/share (after tax) from company’s earning in FY16.

Outlook: Additional Oil & Gas production to jack up earnings in FY17
According to management, production from Mardankhel in Tal block is likely to
come online from Oct-16, which is anticipated to contribute additional +2% and
+1% to oil and gas production, respectively in FY17. Furthermore, with expected
completion of Kunar Pasakhi Deep-Tando Allah Yar (KPD-TAY) phase-II project
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in Sept-16, we anticipate oil and gas volumes to pick up from 2QFY17. We
expect KPD-TAY Phase-Il project to contribute additional production of 4,000bbls
of oil, 125mmcf of gas and 410 tons of LPG. Nashpa/Mela Development project
is estimated to be completed by Jun-17, which would provide incremental
production of 10mmcfd of gas, 340MTD of LPG and 1,120bopd of crude in FY18.
Our oil price assumption is USD 45/bbl for FY17 with long term price of USD
50/bbl.

Exhibit: Gross Profit in relation with Sales

= Sales - Net (PKR'mn) mmmmm Gross Profit (PKR'mn)
mmm PAT (PKR'mn) Gross Margin % (RHS)
Effective Tax Rate (%) - RHS

Exhibit: Exploration and Prospecting Expenditure (Quarterly)

H Exploration and Prospecting expenditure (PKR'mn)
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Source: |Gl Research, Company’s Financials
Exhibit: Upcoming Projects
Expected Completion Date Stake (%)
Development Projects
KPD-TAY - Phase-Il Sep-16 100%
Uch-1l (Main Project) Sep-16 100%
Jhal Magsi On Hold 56%
Nashpa/Mela Jun-17 57%
Nashpa - 6 Sep-16 57%
Nashpa - 7 Operational 57%
Makori East-5 Sep-16 28%
Exploratory Well
Mardankhel Oct-16 28%
Nashpa X-5 3QFY17 57%
Britism West-1A 4QFY17 95%
Thal West 1 4QFY17 100%
Tolanj West 1 4QFY17 28%
Makori Deep 1 4QFY17 28%

Source: IGI Research and OGDC
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Recommendation
We have rolled forward our target price for OGDC to Jun-17 from earlier Dec-16.
We maintain our “BUY” call with target price of PKR 167/share,offering +18%
upside from its last closing. The company is currently trading at a FY17E P/E of
7.7x and implied oil price of USD 27.5/bbl.
Exhibit: EPS and Target Price Sensitivity to Oil Prices
QOil Assumption (USD/bbl) EPS (PKR) Target Price
Scenarios FY17  FY18  FY19 FY17  Fvis Fylg (PKR)-Junl7
Bear 40.0 45.0 45.0 17.6 19.0 17.4 161.3
Base 45.0 50.0 50.0 18.5 20.0 18.4 166.9
Bull 50.0 55.0 55.0 19.5 21.0 19.3 172.4
Source: |Gl Research
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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 priceon aforementioned security(ies) is more than -10%, from its last closing price(s)

Time Horizon: Jun - 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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IGl Finex Securities Limited
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