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ENGRO: Revised LNG deal and its impact
In a recent development, Engro Elengy Terminal Limited (EETL)
and Sui Southern Gas Company (SSGC) have successfully entered
into an arrangement allowing EETL to utilize its spare capacity of
200mmscfd, enabling it to handle 600mmcfd LNG at an average
tolling fee of US$0.479/mmbtu. In this regard, Long-term Sale
Purchase Agreement (LSA) amendment is in process and is expected
to be finalized shortly. Recall, in Mar'16 the company had entered
into a 2yr contract with SSGC whereby it was supposed to supply
400mmcfd at an avg. tolling fee of US$0.66/mmbtu. However, for
utilization of available 200mmcfd, both the entities have reached
a revised agreement under which the avg. tolling charges will come
down to US$0.479/mmbtu for 600mmcfd vs. current US$0.66/mmbtu
for 400mmcfd LNG supply. In this backdrop, at 100% utilization of
handling capacity, net margin for LNG operations works out to 20%
(down 0.4ppt earlier) despite 27.4% downward revision in tariff,
courtesy better utilization of fixed & other operating cost at full
capacity. Consequently, our annual earnings estimates for ENGRO
from Elengy operations go up by PkR0.22/sh to PkR3.53/sh
considering 80% stake in EETL. However due to equity disbursement
by IFC, ENGRO shareholding in EETL was reduced to 80% (vs.
100% ownership) from 2HCY16. Consequently, overall contribution
to ENGRO's bottomline from Elengy operation has now reduced by
0.60/sh from our previous estimates, slightly lowering our Dec'17
SOTP based TP for ENGRO by PkR3.9/sh to PkR370.2/sh.
.

KSE100 - Index
Current

49,754.72

Previous

49,452.71

Chg.

0.61%

Mkt Cap. (PkRbn/US$bn)
Current

9,827 / 93.74

Previous

9,762 / 93.12

Chg.

0.67%

Daily Turnover (mn)
Current

245.07

Previous

237.06

Chg.

3.4%

Value Traded (PkRmn/US$mn)
Current

12,361 / 117.91

Previous

11,436 / 109.08

Chg.

8.1%

News and Views

As per reports, Urea sales decreased 38%MoM and 20%YoY to 251k
tonnes in Feb'17. DAP sales in February clocked in at 92k tonnes, up
51%MoM/30%YoY. On a cumulative basis, urea sales remained
unchanged at 657k tonnes during 2MCY17, while DAP grew 3%YoY to
153k tonnes in the same period.
The SECP chairman briefed the Senate Standing Committee on Finance
that anti-money laundering (AML) assessment of the country by
international bodies would be done in 2018 and to comply with international
rules the use of black money and illegal financing has to be stopped
completely.
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As per media reports, the International Monetary Fund (IMF) has refused
to visit Islamabad for holding next round of talks with Pakistani authorities
(earlier scheduled for last week of Feb'17) owing to security concerns,
with the discussion now expected to be held in Dubai by end of
Mar'17/Apr'17.
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ENGRO: Revised LNG deal and its impact
In a recent development, Engro Elengy Terminal Limited (EETL) and Sui
Southern Gas Company (SSGC) have successfully entered into an
arrangement allowing EETL to utilize its spare capacity of 200mmscfd,
enabling it to handle 600mmcfd LNG at an average tolling fee of
US$0.479/mmbtu. In this regard, Long-term Sale Purchase Agreement
(LSA) amendment is in process and is expected to be finalized shortly.
Recall, in Mar'16 the company had entered into a 2yr contract with SSGC
whereby it was supposed to supply 400mmcfd at an avg. tolling fee of
US$0.66/mmbtu. However, for utilization of available 200mmcfd, both the
entities have reached a revised agreement under which the avg. tolling
charges will come down to US$0.479/mmbtu for 600mmcfd vs. current
US$0.66/mmbtu for 400mmcfd LNG supply. In this backdrop, at 100%
to 20% (down 0.4ppt earlier) despite 27.4% downward revision in tariff,
courtesy better utilization of fixed & other operating cost at full capacity.
Consequently, our annual earnings estimates for ENGRO from Elengy
operations go up by PkR0.22/sh to PkR3.53/sh considering 80% stake in
EETL. However due to equity disbursement by IFC, ENGRO shareholding
in EETL was reduced to 80% (vs. 100% ownership) from 2HCY16.
Consequently, overall contribution to ENGRO's bottomline from Elengy
operation has now reduced by 0.60/sh from our previous estimates,
slightly lowering our Dec'17 SOTP based TP for ENGRO by PkR3.9/sh to
PkR370.2/sh.
LNG Supply - New Energy chain: With country experiencing a gas shortfall
of around 18-20bcf, Pakistan is forging ahead with alternatives, fast-tracking
new LNG gas imports to minimise the shortfall. In this regard, the GoP has
recently awarded two LNG supply tenders, where Italy's Eni won a 15yr contract
while Swiss trading outfit Gunvor secured a 5yr deal at 12.29% and 11.62%
of the Brent /mmbtu of LNG respectively. Moreover for handling the increased
LNG supply, GoP has also gone ahead with LNG terminal-2 (EETL being the
first one) to be set up by Pakistan Gas Port Limited (expected to come online
from Jul'17) which will handle 600mmcfd of LNG at a levelised service charge
of US$0.417/mmbtu.
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& other operating cost at full capacity. Consequently, our annual earnings
estimates for ENGRO from Elengy operations go up by PkR0.22/sh to
PkR3.53/sh considering 80% stake in EETL. However due to equity disbursement
by IFC, ENGRO shareholding in EETL was reduced to 80% (vs. 100%
ownership) from 2HCY16. Consequently, overall contribution to ENGRO's
bottomline from Elengy operation has now reduced by 0.60/sh from our previous
estimates, slightly lowering our Dec'17 SOTP based TP for ENGRO by
PkR3.9/sh to PkR370.2/sh.
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mmscf/yr
1mmscf=1025mmbtu
mmbtu/yr
Tariff (US$/mmbtu)
Revenue (US$)
Net margins
PAT (US$)
US$/PkR (CY17)
PAT (PkR)
Engro shareholding
PAT (PkR) - Engro's Share
No of Share- Engro
EPS (PkR)

C=A*B
D
E=C*D
F
G=E*F
H
I=G*H
J
K=I*J
L
M=K*L
N
0=M/N

1025

1025

149,650,000

224,475,000

0.66

0.479

98,769,000

107,523,525

20.4%

20.0%

20,148,876

21,504,705

107

107

2,163,359,630

2,308,933,295

100%

80%

2,163,359,630

1,847,146,636

523,780,000

523,780,000

4.13

3.53
Source: AKD Research

Investment Perspective: Considering ENGRO's push for lucrative investments
into the energy chain amid chronic gas supply shortfall in the country, we feel
setting up of another LNG terminal can not be ruled out. With cash in hand
at ~PkR48bn, this also makes sense allowing the company to leverage on the
infrastructure setup already in place. The stock has gained considerable 19%
CYTD on anticipation of special dividend. Our SOTP-based TP of PkR370.2/sh
for the scrip implies a Neutral stance where clarity on investment initiatives
can turn us bullish on the stock.
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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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