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PAKISTAN PETROLEUM LIMITED
OIL & GAS EXPLORATION COMPANIES

Recommendation BUY
Target Price: 229.7
Last Closing: 7-Jul-17 163.1
Upside: 40.9

Reserve based - Discounted
Cash Flow (DCF)

Valuation Methodology:

Time Horizon: Dec-17
Market Data
Bloomberg Tkr. PPLPA
Shares (mn) 1,971.7
Free Float Shares (mn) 481.3
Free Float Shares (%) 24.4%
Market Cap (PKRbn | USDmn) 321.5 | 3,034.7
Exchange KSE 100
Price Info. 90D 180D 365D
Abs. Return (1.4) (18.7) (0.7)
Lo 143.7 143.7 143.7
Mo 1865 199 1933
Key Company Financials

Period End: Jun

PKRbn FYL6A FY17E FY18F FY19F
Total Revenue 80.2 90.8 132.4 129.6
Net Income 17.24 26.8 42.4 40.5
EPS (PKR) 8.7 13.6 21.5 20.5
DPS (PKR) 5.8 6.5 9.5 9.0
Total Assets 272.5 277.1 306.3 327.2
Total Equity 192.6 207.6 231.4 254.0
Key Financial Ratios

ROE (%) 8.9 12.9 18.3 15.9
P/E (x) 18.6 12.0 7.6 7.9
P/B (x) 1.7 1.5 1.4 1.3
DY (%) 35 4.0 5.8 5.5

Relative Price Performance & Shareholding
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‘About the Company

The Company was incorporated in Pakistan in 1950 with the
main objectives of conducting exploration, prospecting,
development and production of oiland natural gas resources.

Source: Bloomberg, KSE 100 & IGI Research
Abdullah Farhan
Research Analyst

abdullah.farhan@igi.com.pk
Tel: (+92-21) 111-234-234 Ext.: 912

Oil & Gas — Exploration Companies
PPL: Revised Wellhead Price for Sui Field to
Lift Earnings by 25% in FY18

=  According to notice issued on Pakistan Stock Exchange (PSX) by Pakistan
Petroleum Limited’s (PPL), the company’s largest gas producing asset, Sui
has been granted 10 year lease extension which expired on 31st May-15.
Under the arrangement, Sui field will now be priced under Petroleum Policy
2012 (PP12) at a discount of 55%.

= Sui field has been converted to Development & Production Lease from
previous Exploration Lease. Apart from conversion of pricing mechanism to
PP12, other key arrangements include imposition of additional royalty of
10% to be collected from Sui field by Baluchistan Government.

=  We maintain our “BUY” call on PPL with our revised Dec-17 target price of
PKR 230/share (up by +14%), offering +41% upside from its last closing. The
company is currently trading at a FY18F P/E of 7.6x and offers a dividend
yield of 5.8%.

Sui Lease Extended; New Terms of the Contract

According to notice issued on Pakistan Stock Exchange (PSX) by Pakistan Petroleum
Limited’s (PPL), the company’s largest gas producing asset, Sui has been granted 10
year lease extension which expired on 31 May-15. The new agreement will be
effective from Jun-15 (retrospectively). One of the key highlights of the lease
contract is linking of wellhead gas price for Sui field with Petroleum Policy 2012
(PP12).

Based on new pricing policy, we have revised our earnings estimate for
FY18F/FY19F by +25%/+27%. We have increased our earnings forecast by nearly
30% to 82% from FY19F onwards. As a result we have lifted our Dec-17 target price
for PPL by +14% to PKR 230/share, offering +41% upside from its last closing.

Sui wellhead price determined at 55% of price under PP12

Under the arrangement, Sui field will now be priced under Petroleum Policy 2012
(PP12) at a discount of 55%. Sui field contributes around 53% of company’s total
gas production. With this revised pricing mechanism, we expect revenue
contribution of Sui field to increase to 56% in FY18 from 42% in FY17. Based on our
estimate, we expect 80% uptick (USD 4.96/mmbtu under PP12) in gas price for Sui
field at oil price assumption of USD 50/bbl in FY18F.

New wellhead price effective from 1-Jun-15

Moreover, the revised wellhead price for Sui field will be effective from 1t Jun-15
as the old Gas Price Agreement (GPA) expired on 31 May-15. However, the
company was granted provisional extension of 1 year to 315 May-16 and then was
extended by 6 months to 30™" Nov-16, then 31t May-17 and was currently operating
under 6 months extension till 30"Nov-17. We estimate retrospective earnings
impact of PKR 5.95/share (after tax) starting from Jun-15. Although due to
uncertainty in timing of cash amount of retrospective payment to be received, we
have not incorporated the accumulated amount in our earnings. However, if the
said amount is received in FY18 it will elevate our earnings by +35% (or PKR
5.95/share) and target price by PKR 9.25/share or 4% to PKR 239/share.
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Exhibit: Revised Earnings

PKR/share FY18 FY19 FY20 TP

Old EPS 17.22 16.12 15.62 202.4
Sui Addition 3.6 3.7 39 262
Kandhkot Addition 0.7 0.7 0.7 1.2
Revised EPS 21.5 20.5 20.2 229.7

Exhibit: Qil Production over next 3 years - 000'bbls
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Exhibit: Gas Production over next 3 years - mmcf
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Source: Company Financials, PSX, IG| Research

Conversion from Exploration to Development & Production Lease

Sui field has been converted to Development & Production Lease from previous
Exploration Lease. As a result PPL will have to spend PKR 20bn on exploration of
new reservoirs of oil and gas over the 10-year period of lease term.

Additional royalty - A bad card

Apart from conversion of pricing mechanism to PP12, other key arrangements
include imposition of additional royalty of 10% to be collected from Sui field by
Baluchistan Government. This additional royalty according to our estimate will
have an earnings impact of PKR 1.5/share in FY18. Baluchistan government expects
to raise PKR 74bn in royalty from Sui field over the 10-year period of lease term.

Increased flows from Kandhkot to further corroborate earnings growth

Recently PPL has increased its production flows from Kandhkot field to 230 mmcfd
(up by +28%) as reported in news. Kandhkot contributed nearly 17% of total gas
production in FY17 (12% of total revenue). However, post enhancement in
production we expect production contribution to increase to 21% while revenue
contribution is expected to remain at 12% owing to increase in gas price for Sui
field. Increased flows from Kandhkot field is estimated to add PKR 0.69/share and
PKR 0.71/share in FY18 and FY19, respectively.

Aggressive exploration to be more focused towards development wells

PPL spudded 12 exploratory and 11 development wells in FY16, resulting in six
discoveries in company operated fields while four in partner operated. The
company planned to spud 13 exploratory and 9 development wells in FY17 out of
which 6 exploratory and 10 development wells have been spudded so far with 3
discoveries in company operated blocks and 4 discoveries in joint ventures.
Whereas PPL has incurred 3 dry well cost up until Feb-17. Similarly, we expect
company to continue aggressive exploration with more focus on development
wells.

New discoveries to further drive earnings in FY18

New discoveries in Gambat South and Dhok Sultan with a cumulative expected oil
and gas production of 771bopd and 104mmcfd, respectively is yet to commence
production. As a result of delayed production start, we have moved our estimated
production commencement date to 1QFY18 and 2QFY18, respectively. Whereby,
we expect upcoming production from new discoveries to add PKR 5.54/share and
PKR 5.83/share to company’s earnings in FY18F and FY19F, respectively.

Recommendation

We maintain our “BUY” call on PPL with our revised Dec-17 target price of PKR
230/share (up by +13%), offering +41% upside from its last closing. The company
is currently trading at a FY18F P/E of 7.6x and offers a dividend yield of 5.8%.
Exhibit:

EPS and Target Price Sensitivity to Oil Prices

Oil Assumption (USD/bbl) EPS (PKR) Target Price (PKR) -
Scenarios FY18 FY19 FY20 FY18 FY19 FY20 Decl7
Bear 2 40.0 40.0 40.0 17.8 16.8 16.5 208.2
Bear 1 45.0 45.0 450 19.6 18.7 184 219.0
Base 50.0 50.0 50.0 21.5 205 202 229.7
Bulll 55.0 55.0 55.0 23.1 22.1 21.8 238.4
Bull2 60.0 60.0 60.0 24.6 23.7 23.4 247.1
Source: |Gl 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, 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 price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Time Horizon: Dec - 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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