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Oil & Gas Exploration Companies 
OGDC: Estimates tweaked post FY18 result, High 
production base lacking sizeable additions; BUY 
maintained 

Estimates tweaked post FY18 result, High production base lacking sizeable 
additions; BUY maintained 
We have revised our earnings for Oil & Gas Development Company Limited (OGDC) after 
incorporating FY18 financial results by +13%-17% on average for FY19-21F. We have 
revised our earnings on the back of a) higher exploration cost and 4%/3% decline in 
oil/gas production in FY19. We expect production decline on the back of natural 
depletion from mature fields while new additions falling short to arrest drop in 
production. Furthermore we foresee exploration costs to remain elevated on the back of 
2 dry well cost already incurred in 1QFY19. Based on this, we foresee OGDC to post nearly 
25%YoY growth in earning in FY19.   
 

We have also incorporated recent 150bps hike in interest rate in the last two months. As 
a result, our rolled over and revised Jun-19 target price comes at PKR 183.8/share, 
offering +25% upside from last close. 
 

Exhibit:   
Key Financial Highlights 
   FY16A FY17A FY18A FY19F FY20F FY21F 
Oil price USD/bbl 40.7 48.4 62.4 70.0 60.0 55.0 
Exchange rate PKR/USD 104.3 104.8 110 132.2 141.3 146.1 
EPS PKR 13.9 14.8 18.3 22.9 23.7 21.9 
DPS PKR 5.2 6.0 10.0 11.5 11.0 9.5 
Source: IGI Research   
 

Higher oil prices and PKR depreciation to drive FY19 earnings growth  
Although we foresee OGDC’s oil and gas production to decline in FY19 on the back of 
natural depletion on mature fields along with decline in major fields of Tal block, earnings 
for FY19 is expected to rise by +25%YoY primarily on the back of higher oil prices and PKR 
depreciation. Oil prices have climbed up to average USD 75.9/bbl for 1QFY19 against 
average of USD 62.4/bbl for FY18. Furthermore PKR has also average PKR 123.6/USD in 
1QFY19 compared to average of PKR 110/USD for FY18. We expected oil prices to 
average around USD 70-75/bbl for FY19 and PKR to average 132.2/USD in FY19.     

 We have revised our earnings for Oil & Gas Development Company Limited 
(OGDC) after incorporating FY18 financial results by +13%-17% on average for 
FY19-21F. We have revised our earnings on the back of a) higher exploration cost 
and 4%/3% decline in oil/gas production in FY19, 

 We expect production decline on the back of natural depletion from mature fields 
while new additions falling short to arrest drop in production. Furthermore we 
foresee exploration costs to remain elevated on the back of 2 dry well cost already 
incurred in 1QFY19. Based on this, we foresee OGDC to post nearly 25%YoY 
growth in earning in FY19. We have also incorporated recent 150bps hike in 
interest rate in the last two months, 

 Our revised and rolled over Jun-19 target price of PKR 183.8/share offers +25% 
upside from last close, thus maintaining our ‘BUY’ stance on the scrip. OGDC is 
currently trading at FY19E P/E of 6.4x.

Recommendation BUY
183.8     

Last Closing: 146.7     
Upside: 25.3       

Time Horizon:

Bloomberg Tkr. OGDC PA 
Shares (mn)
Free Float Shares (mn) 645.1     
Free Float Shares (%) 15.0%
Market Cap (PKRbn | USDmn) 630.8    4,810.8  
Exchange KSE ALL
Price Info. 90D 06M 12M
Abs. Return 0.5        (14.1)    4.7         
Lo 143.8    143.8    143.6     
Hi 155.0    177.3    177.3     

PKRbn FY18A FY19E FY20F FY21F
Total Revenue 205.3    263.2    271.1    258.6     
Net Income 78.7      98.5      101.8    94.1       
EPS (PKR) 18.3      22.9      23.7      21.9       
DPS (PKR) 10.0      11.5      11.0      9.5         
Total Assets 627.3    666.5    721.3    773.6     
Total Equity 550.6    605.7    662.8    715.8     

ROE (%) 14.3      16.3      15.4      13.1       
P/E (x) 8.0        6.4        6.2        6.7         
P/B (x) 0.2        1.1        1.0        1.0         
DY (%) 6.8        7.8        7.5        6.5         

About the Company

Source: Bloomberg, PSX & IGI Research

Abdullah Farhan
Senior Research Analyst
Tel: (+92-21) 111-234-234 Ext.: 912
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Target Price:

The Company was incorporated on October 23, 1997 and is 
engaged in the exploration and development o f o il and gas 
resources, including production and sale of o il and gas and related 
activities. Its GDR are listed on the London Stock Exchange.
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High number of discoveries lack sufficient quantum  
OGDC spudded 20 wells in FY18 with 11 exploratory wells and 9 development/appraisal 
wells. During FY18, OGDC marked 4 new discoveries which cumulatively hold potential of 
47mmcfd of gas (5% of FY18 gas production) and 749bopd of oil (2% of FY18 oil 
production). However, natural depletion of 7%-11% on mature fields remains in excess of 
total discovery size for OGDC. 
 

In order to arrest natural decline in production from existing fields, OGDC successfully 
initiated KPD-TAY, Soghri and Nashpa-Mela project during FY18 which resulted in 
production enhancements from these fields. OGDC has further planned compression 
project at Nashpa field which could potentially add 1,120bopd of oil, 10mmcfd of gas and 
340mtpd of LPG and is expected to be completed by Dec-19. Furthermore, Dhok Hussain 
Development project is expected to be completed by end of Oct-18 which could increase 
flows by 20mmcfd of gas and 400bopd of oil. However, these efforts have only led to limit 
production decline to 4-6% which in the absence of these projects could be at 8-
9%.OGDC’s current oil & gas production stands 8% of the total reserve size. Further 
production enhancement from these reserves should exceed 7-8% in order to sustain 
natural depletion in production.    
 

Price performance remained laggard  
OGDC has outperformed KSE 100 index by 4% in FY19TD and but remains laggard 
compared to its peers with a negative 6% return compared to +3% for MARI and negative 
4% for POL respectively. In our view, price performance has been laggard despite 
appreciation in oil prices and exchange rate due to foreign selling and lack of sizeable 
discoveries. As a result, OGDC’s Reserve Replacement Ratio (RRR) stood at 17% in FY18 
compared to 833% for POL. Furthermore, in the absence of production enhancement 
from mature fields, new discoveries and natural depletion, total oil and gas production 
declined by 6%YoY and 3%YoY in FY18 despite additions of new wells and production 
enhancements from mature fields. 
 

Realized oil price better remains lowest amongst peers 
OGDC’s realized oil price stood at USD 54.5/bbl in FY18 compared to USD 61.6/bbl for PPL 
which was due to higher number of new fields fetching lower oil price under old 
Petroleum Policy. Due to commencement of production from new exploratory fields in 
Tal block which fetched higher price which as a percentage of total oil production stood 
at 3% of total production leading to a substantial discount of 13% to average oil price of 
USD 62.4/bbl during FY18.  
 

Target price downgraded slightly to PKR 183.8/share offering +25% upside; 
‘BUY’ call maintained 
Our revised and rolled over Jun-19 target price of PKR 183.8/share offers +25% upside 
from last close, thus maintaining our ‘BUY’ stance on the scrip. OGDC is currently trading 
at FY19E P/E of 6.4x. Although production enhancement remains a concerns for OGDC in 
the form of lack of sizeable discovery to arrest depletion in reserves and development of 
mature field to sustain production levels from these wells, we highlight aggressive drilling 
strategy may provide the much needed production growth to OGDC.    

Exhibit:  

EPS and Target Price Sensitivity to Oil Prices  
 Oil Assumption (USD/bbl) EPS (PKR) 

 Target Price (PKR) – Jun’19  
Scenarios FY19 FY20 FY21 FY19 FY20 FY21 
Bear 2 60.0 50.0 45.0 21.0 21.5 19.6 170.2 

Bear 1 65.0 55.0 50.0 21.9 22.6 20.8 177.0 

Base  70.0 60.0 55.0 22.9 23.7 21.9 183.8 

Bull 1 75.0 65.0 60.0 23.8 24.7 23.0 190.4 

Bull 2 80.0 70.0 65.0 24.8 25.8 24.1 197.0 

Source: IGI Research  No of Shares:   1971.7 mn 
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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, 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 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: Jun – 2019 

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, 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 /Tn: Thousands/Million/Billion/Trillion.  
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