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Summary
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Recently, the Advisor to Prime Minister on Finance and Revenue stated that listed state owned E&Ps can reduce their
circular debt by declaring large dividends, use the dividend payable to the GoP to offset its receivables and stop charging
penal interest on their circular debt stock.

This proposal is slightly different from the previous proposals, which would have required an injection / fiscal cost of PKR
117bn based on Sep-21 accounts of the E&P companies.

The proposal means that the government is not willing to incur any fiscal cost, local E&Ps would not get any liquidity
injection and would in fact have to use their cash balances to pay dividends to private sector shareholders. On the
flipside, the listed state-owned E&Ps are more interested in further beefing up their cash reserves, which are up by PKR
62bn since FY18.

Any large dividends from E&P companies would be contingent upon either E&P companies setting aside their
conservative mindset or the GoP agreeing to incur a fiscal cost through a cash injection. We believe the latter will be a
better approach.

OGDC’s and PPL's overdue receivables stood at PKR 589bn as of Sep 30, 2021. For OGDC, an additional PKR 131bn are
stuck in quasi GoP TFCs and related accrued markup. This takes the total stock of E&Ps circular debt to PKR 720bn,
equivalent to 46% of the total asset base of these companies.
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Circular debt burden on E&P companies has worsened since FY18

= The circular debt situation for OGDC&PPL .., 0GDC& PPL Cash trapped in circular debt 0GDC & PPL Payout ratio
has worsened even more since FY18. 200 90% 890
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Recently, the Advisor to Prime Minister on
Finance and Revenue stated that state
owned E&Ps can reduce their circular debt
by declaring large dividends, use the
dividend payable to the GoP to offset their
circular debt receivables and stop charging
penal interest on their circular debt stock.
He also hinted that the government could
settle PKR 300-400bn or ~51-68% of E&Ps
circular debt through this arrangement.

This development is an evidence that the
government is finally assigning some
priority to gas related circular debt that
hurts the E&P companies and is affecting
their valuations. The listed, state-owned
E&P companies are currently trading at
2.8x FY22 earnings which limits the
government’s capacity to use secondary
offerings / GDRs as a source to finance
fiscal deficit.

To reduce circular debt by PKR 300bn
through the above approach, E&P
companies would have to announce a
dividend of PKR 419bn. The cash balances
with OGDC and PPL would reduce to
PKR22bn each.
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OGDC & PPL Historical PE at (year-end prices)

OGDC — potential flows as per Fin Min’s plan

Pre-dividend

Cash

PKR 69bn

Overdue
Receivables
PKR 322bn

PKR 46bn dividend
outflow to non GoP
shareholders

T~

OGDC would announce a
dividend of PKR190bn

/

Circular debt reduces
by PKR 144bn

Post-dividend

Cash
PKR 22bn

Overdue
Receivables
PKR 178bn
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PPL — potential flows as per Fin Min’s plan

Pre-dividend

Cash

PKR 95bn

Overdue
Receivables
PKR 226bn

PKR 73bn dividend
outflow to nonGoP
shareholders

Post-dividend

Cash

PKR 22bn

T~

PPL would announce a
dividend of PKR229bn

/

Overdue
Receivables

Circular debt reduces
by PKR 156bn

. PKR 70bn
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One-off dividend to settle PKR 300 - 400bn circular debt. What are the poss{ilitfé“é?fp'm RN REP-400R

= |f we target a PKR 300bn reduction in circular debt, OGDC and PPL will Receivables of State-Owned E&Ps stuck in Circular Debt
have to declare a combined one time dividend of PKR 419bn (PKR (PKR bn) 0GDC PPL Total
44 /share for OGDC and PKR 84/share for PPL). We have prorated the split Overdue Receivables (Sep 30, 2021) 190 229 419
of PKR 300bn between OGDC and PPL, based on their existing cash Share of Dividend
balances and target post dividend cash balance of PKR 22bn each, GoP including PC 144 156 300
corresponding to ~80% of their FY18-20 annual capex. Shareholders other than GoP 46 73 119
= OGDC’s circular debt will come down by PKR 144bn or 45% whereas PPl’s ~ Total dividend to be declared 190 e —
would fall by PKR 156bn or 59%. Actual dividend outflow (To private 46 73 119
investors)
= With the government’s share of dividends being used to offset the circular ig‘;:)caSh and cash equivalents (Sept 30, 69 95 164
debt, dividend outflow to private sector shareholders will be PKR 119bn
combined (PKR 73bn for PPL and PKR 46bn for OGDC). PKR bn

OGDC, PPL - Cash & cash equivalents

= Since this payout would substantially reduce cash balances of OGDC and 200
PPL, hence, the conservative business approach of OGDC’s and PPL’s

159 156
150 125
management would be a key stumbling block in this proposal going 52
through. Its important to note here that OGDC and PPL have recently been 190 6
stocking up cash on their balance sheets. 50
= There is also a strong likelihood that instead of single large dividend, E&Ps ;
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would be more comfortable in a staggered reduction, spread across a few 9 4 & d
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years.
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E&P companies have recently been building up cash buffers

= Inlast 5 years, amid significant reduction  PkRbn OGDC - Capex PKRbn  0GDC - Cash & cash equivalents
in payout and capex, OGDC’s and PPL’s 70 65 190
cash and cash equivalents have 60 100 95
increased significantly, suggesting that 50 44 43 42 28 30 2 8 s e
state owned E&Ps are more interested 40 30 32 29 60 52 56
. - : 30 25 23 22 43 40
in building up their cash reserves. 19 17 40
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reached PKR 64bn in FY21 as against
PKR 23bn in FY15.
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= Similarly, PPLs capex plunged to mere .0 iy 37 o
. : 100
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FY16. However, cash and cash 30 s 27 80 64 ¢
equivalent increased to PKR 92bn in ;g o 20 60 50
FY21 compared to PKR 32bn in FY16. 15 15 5 40 29 3737 31 33 32 31
: I
s 1 ] ]
(o)) o i (@] o™ < T} \o) ™~ [e0] (@)} (@) —l QQ O =« &N N < 1N ©O N 00 OO O «f
o i i i i i i i i i i AN N o — i — i — — — — — i AN N
> > > > > > > > > > > > > > > > > > > > > > > > > >
L L L L L L L L L L L L L L [N L L L L L L L L L L L

December 6, 2021 Refer to last page(s) for disclosures and disclaimers 6



State owned E&Ps: Government is finally showing some interest in resolving E&Ps circular debt

A better approach: PKR117bn net fiscal outlay can reduce circular debt by PKR 720bn

The total asset base of the two listed state-owned Oil & Gas
Exploration firms, OGDCL and PPL stood at PKR 1.5tn end of Sep-
21 (June-21: PKR 1.4tn).

Out of this, PKR 720bn or 46% is tied in circular debt (June-21:
PKR 692bn, 45%), which is roughly 132% and 136% of yesterday’s
market capitalization of OGDCL and PPL respectively. Additionally,
OGDC and PPL had cash balances of PKR 16 / PKR 35 per share as
of Sep 30, 21 amounting to 20% and 47% of their yesterday’s
market capitalization.

If the government pays off OGDC’s and PPL’s entire circular debt
of PKR 720bn and instructs these entities to pay it out as cash
dividends, the net fiscal outlay will likely be a mere PKR 117
billion.

An ideal approach could be to announce a plan to clear this stock
of circular debt in 3 annual tranches. This will help in share price
discovery and allow the government to undertake the IMF
mandated stake sale at attractive prices. Policy makers should
look into this.
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Circular Debt & E&Ps’ Balance Sheet Summary — Sep-21
Receivables of Listed E&Ps stuck in Circular Debt
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OGDCL

PHCL TFCs + Accrued markup PKR bn 131 0 131
Overdue Receivables PKR bn 322 266 589
Total Assets PKR bn 991 558 1,548
Assets trapped in Circular Debt PKR bn 453 266 720
% of total Assets 46% 48% 46%
PKR/share 105 98

Share of Dividends assuming circular debt is cleared,

and proceeds are paid out as dividends

Government of Pakistan including PC PKR bn 340 180 520
Shareholders other than GoP PKR bn 113 87 200
Total PKR bn 453 266 720
Impact of taxes on Dividends

Government of Pakistan including PC PKR bn 17 13 30
Shareholders other than GoP PKR bn (17) (13) (30)
Total PKR bn - - -
Net Flows

Government of Pakistan including PC PKR bn 357 193 550
Shareholders other than GoP PKR bn 96 74 170
Total PKR bn 453 266 720
Fiscal Cost PKR bn 125 74 199
Less: Additional Capacity created on PHCL PKR bn (82)
Net Fiscal Cost PKR bn 117

Source: Company Accounts, Akseer Research
PC - Privatization Commission
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A better approach: Mapping fund flows for clearing the entire stock of circular debt of listed

E&Ps

GoP Outflow

PKR 720bn

Net Fiscal Cost
PKR 117bn

4 GoP proceeds + )

increased

borrowing capacity

\_ PKR 602bn

J
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Gov. receives

\ 4

PKR 720bn and pay

E&Ps get

dividends .
Private sector

\ 4

4 N\
Gas Utilities
PKR 516bn
\_ _J
( )
Refineries
PKR 62bn
\_ _J
4 N\
IPPs
PKR 5bn
\_ _J
4 N\
PHCL TFCs + Accrued Markup
PKR 131bn
\_ _J

)

Increased borrowing
capacity due to repayment
of PKR82 bn TFC

receives dividend of
PKR 200bn

Taxes of PKR 30bn on
private sector dividends

dividend of PKR — \\
520bn
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Total GoP Inflows:
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Can there be a permanent fix?
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= Utilizing distributable cashflows to arrest pileup of circular debt

Assuming oil prices at USD 60/bbl, combined average annual operating cashflow of OGDC and PPL is likely to be ~PKR 244bn for FY22.

Excluding PKR 80bn for capex (peak annual capex was PKR 84bn during FY15) and PKR 10bn for potential working capital, OGDC and PPL should
have distributable cashflows of PKR 153bn annually. Out of this, GoP’s share of dividends will be PKR 103bn per annum.

Average annual accretion of circular debt (FY18-21) on the balance sheet of OGDC and PPL have been ~PKR 108bn per annum with average oil
prices of USD 59/bbl.

If the GoP allows E&P companies to offset the dividend payable to GoP with the circular debt receivables, E&P companies can potentially
eliminate annual circular debt accretion, versus an annual average of PKR 108bn during FY18-21.

= Managing OGDCL and PPL specific circular debt can lead to massive savings

Reduction in circular debt by ~“PKR 300bn would save PKR 36bn in interest on circular debt overdues assuming a penal interest rate of 12%.

— Substantial recovery in share prices of OGDC and PPL which will pave the way for privatization.
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This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alfa Adhi Securities (Pvt) Limited, hereinafter referred jointly as “JV” and is provided for information purposes
only. Under no circumstances this is to be used or considered as an offer to sell or solicitation of any offer to buy. While reasonable care has been taken to ensure that the information contained therein
is not untrue or misleading at the time of publication, we make no representation as to its accuracy or completeness and it should not be relied upon as such. From time to time, the JV and/or any of
their officers or directors may, as permitted by applicable laws, have a position, or otherwise be interested in any transaction, in any securities directly or indirectly subject of this report. This report is
provided only for the information of professionals who are expected to make their own investment decisions without undue reliance on this report. Investments in capital markets are subject to market
risk and the JV accepts no responsibility whatsoever for any direct or indirect consequential loss arising from any use of this report or its contents. In particular, the report takes no account of the
investment objectives, financial situation and particular needs of investors, who should seek further professional advice or rely upon their own judgment and acumen before making any investment. The
views expressed in this report are those of the JV’'s Research Department and do not necessarily reflect those of the JV or its directors. Akseer Research and Alfa Adhi Securities as firms may have
business relationships, including investment--banking relationships, with the companies referred to in this report. The JV or any of their officers, directors, principals, employees, associates, close
relatives may act as a market maker in the securities of the companies mentioned in this report, may have a financial interest in the securities of these companies to an amount exceeding 1% of the
value of the securities of these companies, may serve or may have served in the past as a director or officer of these companies, may have received compensation from these companies for corporate
advisory services, brokerage services or underwriting services or may expect to receive or intend to seek compensation from these companies for the aforesaid services, may have managed or co-
managed a public offering, take-over, buyback, delisting offer of securities or various other functions for the companies mentioned in this report.

All rights reserved by the JV. This report or any portion hereof may not be reproduced, distributed or published by any person for any purpose whatsoever. Nor can it be sent to a third party without
prior consent of the JV. Action could be taken for unauthorized reproduction, distribution or publication.

To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation methodology, and 3). Asset-based valuation methodology.

JV employs a three-tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific stock. The rating is based on the following with time horizon of
12-months.

Buy Greater than or equal to +15%
Hold Between -5% and +15%
Sell Less than or equal to -5%

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a combination of these factors.
The JV endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or electronic distribution such as email, fax mail etc.

The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member of the JV’s Equity Research Team. The analyst certifies that (1)
the views expressed in this report accurately reflect his/her personal views and (2) no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or
views expressed in this report.
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