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With expected cumulative YoY earnings growth of 31% in FY19,
the recent round of currency devaluation coupled with interest
rate hike is set to amplify the revenue stream of Pakistan's E&P
sector going forward. OGDC/PPL/POL are currently trading at
FY19F P/E of 6.28/7.05/8.00x, as compared to the sector's (3-yr
avg.) historical P/E of 9.32x. Index heavyweights (OGDC and
PPL) now offer capital upsides of 45.7/32.9% at our FY19/20F
intl. oil assumptions of US$70/65/bbl and long term forecast
intact at US$55/bbl. Significant contribution to PPL's and OGDC's
bottom-lines also emanate from exchange gains. Moreover,
higher interest rate environment provides additional return on
bank deposits and other investments as E&P companies have
historically remained cash rich with financial assets representing
24.4/25.4% of the total asset base in FY17/9MFY18. Having said
this, we continue to push for OGDC and PPL, and while POL is
trading below its fair value, we believe Jhandial's declining
production and probability of dry wells cast concerns over its
outlook, hence should be gradually offloaded as it derives ~40%
of its value through this well only. Our FY19 TPs for
OGDC/PPL/POL are PkR217/276/693/sh, respectively.
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News and Views

As per latest PBS data, textile exports rose around 9%YoY to US$13.53bn
for the fiscal year ended June 30'18 as financial incentives improved
competitiveness of the key export-oriented sector. Category wise, knitwear
exports increased 15.2%YoY to US$2.71bn in FY18. Exports of bedwear rose 5.8%YoY to US$2.3bn while readymade garments exports
fetched US$2.6bn, up 11.22%YoY.
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The Sindh High Court issued notices to Sui Southern Gas Company
(SSGC) and Pakistan State Oil (PSO) on a petition of contract employees
seeking regularization of their service. The petitioners submitted that
they were contract employees working at different posts at the SSGC
and the PSO and had already completed the prescribed period of
probation.
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The economic managers are reportedly contemplating different options
to raise the additional Customs Duty by 1% on all the imported items or
to jack up the Regulatory Duty (RD) on 1,550 items to discourage the
rising import bill. In this regard, the Ministry of Commerce and Federal
Board of Revenue (FBR) held several meetings. In case of approval for
raising additional Customs Duty by 1%, the exemption will remain
available to some items such as medicines or raw materials.
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Macro swings are a boon for E&Ps
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Macro swings are a boon for E&Ps
With expected cumulative YoY earnings growth of 31% in FY19, the
recent round of currency devaluation coupled with interest rate hike
is set to amplify the revenue stream of Pakistan's E&P sector going
forward. OGDC/PPL/POL are currently trading at FY19F P/E of
6.28/7.05/8.00x, as compared to the sector's (3-yr avg.) historical
P/E of 9.32x. Index heavyweights (OGDC and PPL) now offer capital
upsides of 45.7/32.9% at our FY19/20F intl. oil assumptions of
US$70/65/bbl and long term forecast intact at US$55/bbl. Significant
contribution to PPL's and OGDC's bottom-lines also emanate from
exchange gains. Moreover, higher interest rate environment provides
additional return on bank deposits and other investments as E&P
companies have historically remained cash rich with financial assets
representing 24.4/25.4% of the total asset base in FY17/9MFY18.
Having said this, we continue to push for OGDC and PPL, and while
POL is trading below its fair value, we believe Jhandial's declining
production and probability of dry wells cast concerns over its
outlook, hence should be gradually offloaded as it derives ~40% of
its value through this well only. Our FY19 TPs for OGDC/PPL/POL
are PkR217/276/693/sh, respectively.
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Impressive revenue growth to continue: Despite stagnant volumetric
output (Oil & Gas), AKD E&P Universe's revenue stream is expected to
rise by 24.8%YoY in FY19F led by 22.7/24.1/40.3%YoY growth in
OGDC/PPL/POL. Factors driving the rise include 1) ~20% avg. PkR
devaluation against the US$ and 2) 13% jump in our assumed intl. oil
price for FY19 vs 28% in FY18.
Exchange gain is another item to cherish: Movements in FX rates not
only trigger top-line growth, but trickle down through other income as
well. Refineries procure oil on credit from E&P companies, leaving a net
asset exposure where the lag in payment effectively translates into
exchange gains for these companies. This item is expected to add
PkR0.42/1.33/3.43sh towards OGDC/PPL/POL's EPS projection for
FY19F. However, owing to its accounting policy, POL records a subsequent
exchange loss on US$ denominated "provision for decommissioning
cost" (and thereby nullifies the exchange gain) while PPL and OGDC
gradually amortise the corresponding capitalized asset entry over a longer
period, effectively gaining from PkR devaluations.
Leveraging the cash rich balance sheet: Cash, bank balance and
investments effectively represent 26.6/22.1/31.8% of OGDC/PPL/POL's
9MFY18 overall assets. In this purview, hike in interest rates creates
another opportunity for bottom-line accretion as return on investment
rises. We have assumed OGDC to reinvest the TFC proceeds in high
yielding long term government certificates, while PPL and POL should
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02

AKD Securities Limited
Member Karachi Stock Exchange

Monday, Jul 23, 2018

AKD Daily

get higher returns on TDRs translating into other incomes of
PkR2.32/2.52/2.35/sh for FY19F. We believe liquid returns from this head
can easily be paid out as cash dividends even in the case of outstanding
receivables (especially for OGDC).
Investment Perspective: Incorporating our revised assumptions,
OGDC/PPL/POL's EPS estimates stand at PkR23.5/29.45/78.72/sh for
FY19F. Recent changes in Pakistan macro assumptions have been a
blessing for the sector, and valuations have become more attractive. At
current levels, OGDC is our best pick with a capital upside of 45.7%, while
PPL follows with 32.9% upside potential. POL, however, is trading at a
premium as compared to its counterparts despite i) hydrocarbon flows
from Jhandial being reduced to 1/3rd of its original (where Jhandial makes
up ~40% of POL's value) and ii) industry sources indicating no economic
benefit of the ongoing exploration wells, hence we believe should be
gradually offloaded in the current scenario despite trading at less than its
fair value.
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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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