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Pakistan Oil & Gas Exploration
MARI PA: Premier in E&P space

In an environment of uncertainty, where domestic currency is fast losing its
value and economic slowdown has severely impacted almost all sector, E&P
sector’s profitability will outpace other sectors. This is mainly due to
dollarized revenue stream and country's acute need for hydrocarbon
production. E&P sector posted 69% earning growth in 3QFY23, mainly led by
PKR devaluation, and higher gas prices. Going forward, the profitability of
E&P companies is expected to increase further due to continuous
depreciation of PKR against USD, as well as ongoing exploration activities
that will help them to counter declining reserves.

In this space, MARI petroleum remain our top pick due to i) Continuous
increase in production volumes, ii) Limited exposure towards circular debt
resulting in improved cashflows as compared to its peers, iii) Decent payout
ratio and attractive yield and iv) Higher reserve life. We reiterate our ‘BUY’
stance on the stock with reserve based Jun'24 TP of PKR2,754/sh, offering
total upside of 82% from last closing. The stock is currently trading at FY24
forward P/E of 2.7.

Key risk to our valuation thesis includes: i) Lower than expected gas
production, ii) Decline in crude oil prices, iii) PKR appreciation, and iv)
Changes in regulatory regime.

Increasing flows using untraditional approach

In 3QFY23, the company achieved a successful commissioning of SGPC
Phase-Il, leading to a significant milestone of crossing 850MMCFD in gas
production. Within the framework of SGPC, the company has been supplying
100MMCEFD pipeline quality gas to SNGPL. Under Phase I, company has to
process 200MMCFD of low BTU gas to produce 90MMCFD of pipeline-
quality gas. In this, low btu gas (raw gas) of above 110MMCFD will be priced
on PP-12.

Along with this, company is exporting unutilized gas to SNGPL during fertilizer
plants turnaround. Company has also increased the capacity to process
unutilized volumes of HRL reserves by 8MMCEFD, taking total capacity of
pipeline quality gas to 68MMCFD for SNGPL. This will not only increase their
production but also maximizes the utilization of incremental volumes that
qualify for incentive pricing (PP-12). As per our estimates, every 10MMCFD of
incremental production will increase earnings by PKR12/share. We have
assumed HRL production of 640MMCFD of which volumes above
525MMCEFD will be priced on PP-12 policy.

Investment in Exploration to Reap Rewards

Company has been aggressively working on exploration front where they have
acquired 13 new blocks, taking cumulative count to 33 blocks. In-line with
company’s aggressive exploration strategy, company has also made new
discoveries of Mari Ghazij (5.1MMCFD) and Mari 122H (21MMCFD) which
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will ensure the production at optimal level. Due to lack to clarity on the
execution and official level of 2P reserves, we have not accounted for
additional flows from the ongoing exploration activities.

Addition of Bannu west to boost profitability

Company is in process to start the production from Shewa-1- formerly Bannu
west (MARI stake: 55%) where post acid testing rate stands at 50MMCFD of
gas and 300BPD of oil. Company has recently signed a gas processing
contract to provide Early Production Facilities (EPF) for the Shewa-l on a turn
-key basis. As per our working, Shewa-1 has an annualized EPS impact of
PKR54/share (assuming Arab light: 80/bbl & Exchange rate: 285/USD). We
have not incorporated the said development due to lack of clarity on the
official level of 2P reserves.

Attractive dividend yield

Following the ECC's decision to lift the dividend cap in Feb-21, the company
has consistently maintained a payout ratio of over 50% in both FY21 and
FY22. Going forward, we expect the company to uphold a payout ratio of
50%. As the company’s earnings set to cross ~PKR554/sh in FY24, we can
expect MARI to pay a dividend of PKR282/sh, offering a dividend yield of
~19%.

Least affected from circular debt plague

While cashflows of exploration and production (E&P) companies are grappling
with challenges due to the persistent growth of circular debt, MARI stands
out as the least affected among its peers. This is mainly due to company’s high
exposure towards fertilizer sector with an allocation of ~600MMCFD. MARI’s
net receivables from gas companies currently stand at PKR23bn compared to
~PKR391bn/434bn of OGDC & PPL, respectively.

Following the launch of SGPC, the company's receivables towards SNGPL
have risen to PKR20bn in 3QFY23 from ~PKR4bn in 4QFY22. We anticipate
that the company's receivables from SNGPL is likely to increase, similar to
OGDC & PPL. However, the impact will be minimal as only ~15% of the gas
sales volumes are associated with SNGPL, making it less exposed to the
effects of the circular debt.

Focused towards diversification

The Company is continuously evaluating investment opportunities to diversify
their portfolio. Under this, they have acquired exploration rights for Abu
Dhabi's offshore block-5, with 25% equity stake. However, it will take some
time to expedite things with regards to reserve size of the block. Other than
that, company has approved the establishment of wholly owned subsidiary to
focus on mineral mining projects within the country. We believe that these
projects will support company’s bottom-line in coming years.

MARI gas production (MMCFD)
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Aggresive expansion in exploration portfolio
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Consistent Payout in last 2 year likely to continue in future
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Disclaimer: This report has been prepared by Insight Securities (Private) Ltd, hereinafter referred as ‘ISL’) and is provided for information purposes

only. Under no circumstances is to be used or considered as an offer to sell or solicitation of any offer to buy. While all reasonable care has been tak-
en to ensure that the information contained therein is not untrue or misleading at the time of publication, we make no representation as to its accura-
cy or completeness and it should not be relied upon as such. This report is provided solely for the information of professional advisers who are ex-
pected to make their own investment decisions without undue reliance on this report. Statements regarding future prospects may not be realized
while all such information and opinions are subject to change without notice. ISL recommends investors to independently evaluate particular invest-
ments and strategies and it encourages investors to seek the advice of a financial advisor.

Investments in capital markets are subject to market risk and ISL 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 partic-
ular need of individuals, who should seek further advice before making any investment or rely upon their own judgment and acumen before making
any investment. The views expressed in this document are those of the ISL Research Department and do not necessarily reflect those of ISL or its
directors.

ISL may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis in which they are based
before the material is disseminated to their clients. ISL, as a full-service firm, has/intends to have business relationships, including investment-banking
relationships, with the companies in this report. Investors should be aware of that the ISL may have a conflict of interest that could affect the objectiv-
ity of the report. Investors should consider this report as only a single factor in making their investment decision. This report may not be reproduced,
distributed or published by any recipient for any purpose whatsoever without prior written approval by ISL. Action may be taken for unauthorized
reproduction, distribution or publication.

ISL Stock Rating System: ISL employs a 3-tier rating mechanism i.e ‘BUY’, ‘HOLD’ and ‘SELL’, which is based upon the level of expected annualized
return for a specific stock. When total annualized return (capital gain + dividends) exceeds 22%, a 'BUY’ rating is assigned. A ‘SELL’ rating is issued
whenever total annualized return is less than negative 5% and for return in between the 2 ranges, ‘HOLD’ rating is meted out. An 'Under Review’
stance is given if ISL research stance depends upon the outcome of an uncertain event having significant impact on the valuations. Different securities
firms use a variety of rating terms/systems to describe their recommendations. Similar rating terms used by other securities companies may not be
equivalent to ISL rating system.

Time horizon is usually the annual financial reporting period of the company (unless otherwise mentioned in the report). Ratings are updated daily and
can therefore change daily. They can change because of a move in the stock's price, a change in the analyst's estimate of the stock's fair value, a
change in the analyst's assessment of a company's business risk, or a combination of any of these factors. In addition, research reports contain infor-
mation carrying the analyst’s views 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.

Target price risk disclosures: Any inability to compete successfully in the markets may harm the business. This could be a result of many factors which
may include (but not limited to) geographic mix and introduction of improved products or service offerings by competitors. The results of operations
may be materially affected by global economic conditions generally, including conditions in financial markets. The company is exposed to market risks,
such as changes in interest rates, foreign exchange rates and input prices. From time to time, the company may enter into transactions, including
transactions in derivative instruments, to manage/offset certain of these exposures.

Valuation Methodology: To arrive at our period end target prices, ISL uses different valuation methodologies including
e Discounted cash flow (DCF)

e Relative Valuation (P/E, P/Bv, P/S etc.)

e Equity & Asset return based methodologies (EVA, Residual Income etc.)

Frequently Used Acronyms

TP Target Price DCF Discounted Cash Flows FCF Free Cash Flows

FCFE Free Cash Flows to Equity FCFF Free Cash Flows to Firm DDM Dividend Discount Model
SOTP Sum of the Parts P/E Price to Earnings ratio P/Bv Price to Book ratio

P/S Price to Sales EVA Economic Valued Added BVPS Book Value per Share
EPS Earnings per Share DPS Dividend per Share DY Dividend Yield

ROE Return on Equity ROA Return on Assets CAGR  Compounded Annual Growth Rate
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ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES

Analyst Certification: The research analyst(s), if any, denoted by AC on the cover of this report, who exclusively reports to the research department
head, primarily involved in the preparation, writing and publication of this report, certifies that (1) the views expressed in this report are unbiased and
independent opinions of the Research Analyst(s) which accurately reflect his/her personal views about all of the subject companies/securities 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.

The research analyst or any of its close relatives do not have a financial interest in the securities of the subject company aggregating more than 1% of
the value of the company and the research analyst or its close relative have neither served as a director/officer in the past 3 years nor received any
compensation from the subject company in the past 12 months. The Research analyst or its close relatives have not traded in the subject security in
the past 7 days and will not trade in next 5 days.

Disclosure of Financial Interest: ISL or any of its officers and directors does not have a significant financial interest (above 1% of the value of the secu-
rities of the subject company) in the securities of the subject company. Under normal course of business, ISL, their respective directors, officers, repre-
sentatives, employees and/or related persons may have a long or short position in any of the securities or other financial instruments mentioned or
issues described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or sale of any such securities or other
financial instruments from time to time in the open market or otherwise. ISL or its employees may trade contrary to the recommendation given by ISL
Research through this report or any other. ISL may be providing, or have provided within the previous twelve months, significant advice or brokerage
services to the subject company. ISL may have, within the past twelve months, 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, the entities mentioned in this report or received compensation for corporate advisory
services, brokerage services or underwriting services from the subject company. Close relative of one of the Research Analysts in ISL is currently un-
der employment in the middle management of HBL (a stock covered by ISL), as branch manager. Apart from this, ISL or any other of its officers and
directors have neither served as a director/officer in any company under ISL research coverage in the past 3 years nor received any compensation
from the subject company in the past 12 months.

ISL Research Dissemination Policy: ISL 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 mail, fax and/or email. Nevertheless, not all clients may receive the material at the same time.
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