AKD Securities Limited
TREC Holder & Registered Broker
Pakistan Stock Exchange
REP-108

Equity Research / Pakistan

www.jamapunji.pk

Todays Daily

Tuesday, Feb 27, 2018

AKD Daily

Pakistan E&Ps: The looming risk
Recent bourse filings regarding the unilateral amendment of
supplemental agreement (SA) and the resultant implementation of
windfall levy have added to the list of uncertainties that linger on
in the E&P sector (pertaining to gas pricing). While the issue relates
to all those licenses awarded on PP94/97 and whose operators
have signed supplemental agreements to convert to PP12, the most
talked about concession remains TAL block, where revised gas
prices had been issued back in Oct'17. Our understanding of the
subject matter suggests that there could be 2 most likely outcomes
of the matter being challenged in the court: 1) imposition of windfall
levy prospectively along with higher gas prices (trimming annualized
EPS of OGDC/PPL/POL by PkR0.25/0.56/2.11) or 2) the petitioners
deciding to revert back to older policy (PP97) with PP01 applicable
prices (shaving off annualized EPS of OGDC/PPL/POL by
PkR0.22/0.57/5.09) in case the levy is imposed retrospectively. Apart
from this, PPIS reported updated reserves for Dec'17, which includes
asset size for POL's recent discovery of Jhandial well at 23.99mnbbls
and 292.1BCF gas. With intl. oil prices still averaging above its 2.5
year high and a host of exploration activities being conducted, we
believe news flows on these fronts will drive the sectors' performance
going forward.
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As per news report, 1 out of the 3 planned electric power generating
units (470MW units each) under Tarbela 4th Extension Hydropower
Project started electricity generation on Monday (26'02'18).
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As per SBP, Foreign companies repatriated US$1.343bn in profits to
their homelands in 7MFY18, up 26%YoY, with financial businesses
remaining the biggest beneficiary of profitability.In Jun'18 alone, profit
repatriation from foreign firms amounted to US$141.2mn (down 47%YoY)
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The Central Working Committee (CWC) of PML-N will appoint Punjab
CM Shehbaz Sharif as the acting party president of the party at its
meeting scheduled today.
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Pakistan E&Ps: The looming risk
Recent bourse filings regarding the unilateral amendment of
supplemental agreement (SA) and the resultant implementation of
windfall levy have added to the list of uncertainties that linger on in
the E&P sector (pertaining to gas pricing). While the issue relates to
all those licenses awarded on PP94/97 and whose operators have
signed supplemental agreements to convert to PP12, the most talked
about concession remains TAL block, where revised gas prices had
been issued back in Oct'17. Our understanding of the subject matter
suggests that there could be 2 most likely outcomes of the matter
being challenged in the court: 1) imposition of windfall levy
prospectively along with higher gas prices (trimming annualized EPS
of OGDC/PPL/POL by PkR0.25/0.56/2.11) or 2) the petitioners deciding
to revert back to older policy (PP97) with PP01 applicable prices
(shaving off annualized EPS of OGDC/PPL/POL by PkR0.22/0.57/5.09)
in case the levy is imposed retrospectively. Apart from this, PPIS
reported updated reserves for Dec'17, which includes asset size for
POL's recent discovery of Jhandial well at 23.99mnbbls and 292.1BCF
gas. With intl. oil prices still averaging above its 2.5 year high and
a host of exploration activities being conducted, we believe news
flows on these fronts will drive the sectors' performance going
forward.

Key blocks converted from
PP94/97 to PP12

The case of Windfall levy: The model supplemental agreement (for the
conversion of concessions previously awarded to PP12) does not have
any mention of windfall levy on crude/condensate, though it does oblige
the payment of windfall levy on natural gas supplied to 3rd party customers
(those apart from GoP). In this regard, post signing of the agreement in
lieu of TAL block, OGRA notified official gas prices in Oct'17 (for previous
periods). But an SRO issued by GoP on Dec 27'17 apparently required
the E&P companies who signed the SA to pay windfall levy on
crude/condensate (retrospectively as well), the case of which is now being
challenged in the court. Based on this, POL in its 1HFY18 results reversed
the gains booked from Jun'15 to Dec'17 (on improved gas pricing)
amounting to PkR3.01bn (EPS impact of ~PkR6) while not booking the
excess gains for prior periods amounting to ~PkR3.40bn (EPS impact
~PkR6.5), while PPL and OGDC did not follow suit. Having said this, we
believe there can be 3 outcomes of the situation (assuming enhanced
gas prices are incorporated from FY19 onwards):
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1) companies being ordered to pay their share of retrospective levies with
a one-time EPS hit of PkR2.74/6.25/36.25 for OGDC/PPL/POL, continue
with higher gas prices (POL books a one-off PkR12.5/sh gain) and pay
the levies prospectively as well trimming ~PkR0.25/0.56/2.11/sh for
OGDC/PPL/POL going forward,
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2) Prospective imposition of levy with higher gas prices being continued
(PkR0.25/0.56/2.11/sh recurring impact on OGDC/PPL/POL and POL
again booking a one-off: ~PkR12.5/sh gain), or
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3) companies deciding to abandon higher gas prices and reverting back
to PP97 (in-line with an option provided in the SRO if the levy is imposed
retrospectively) while not paying levies in turn losing PkR0.22/0.57/5.09/sh
from the bottom-line for OGDC/PPL/POL. In addition, PPL and OGDC will
have to reverse their prior gains amounting to ~PkR2.92/sh and
~PkR0.97/sh, respectively.
Although reinstatement of the original agreement seems less probable,
managements remain hopeful of a positive outcome, and based on that,
we believe the second and third outcomes are likely. Further, this would
suggest that every new bbl of oil/condensate (discovery) in TAL block will
now be subject to ~US$4.22/bbl of windfall levy at our long term assumption
of US$55/bbl with the impact subsiding as the field ages.
.
PPIS updates reserve data: PPIS has recently updated the 2P reserves
data of various leases, where key POL fields which underwent revision
were Jhandial and Mardankhel. OOIP of 23.99mnbbls and OGIP of
292.1BCF gas at Jhandial confirms with the preliminary estimates released
by various informal sources. In general, Jhandial-1 well has been exhibiting
a declining flow (now at 978bpd and 8.85MMCFD gas), and 6 months past
its original discovery, the company still states it to be in the evaluation
stage with no traces of any appraisal well so far. Spudding of further wells
(appraisals) will indicate the actual flow rate of the well while giving a more
accurate insight on the reserves in place.
Investment perspective: Rectification in an agreement (SA) once signed
by the parties bodes negative for the sector in general, impacting the 3
major listed E&P companies. While POL suffers the most with ~71%
reliance on TAL block as of 1HFY18, the other 2 majors remain relatively
immune to any adverse decision possessing a diversified asset base. This
said, higher oil prices (still hovering close to its 2.5 year at ~US$60/bbl)
and a host of exploration activities are key developments to look out for
and will drive the sector performance accordingly.
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.
Regional Disclosures (Outside Pakistan)
The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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