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Govt. approves higher gas prices in a much anticipated move
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Gas prices for industry to increase by 30-57% @OPLIN E
s

" In a much awaited move, Economic coordination committee (ECC) has approved increase of gas prices, where the proposal is to

raise industrial gas prices (Commercial, Fertilizer, General Industrial & Captive, Power, Cement, CNG) by 30-57% while domestic
consumer gas prices are proposed to be increased by average 22%. For domestic consumers, the Govt. has proposed to create 7
slabs as opposed to earlier 3 slabs.

"  Despite lower than anticipated increase in gas prices (earlier there were media reports that the Govt. is mulling to raise gas prices
by average 46%), this is a bold step by the new government and is largely positive for the overall economy as it is anticipated to
reduce revenues shortfall of Sui companies from Rs152bn to Rs58bn as per Govt. estimates. This could reduce fiscal deficit by 25-
30bps.

"  Gas price for lowest domestic slab (up to 50 cubic meters) will face gas price increase of 10% (gas bill to increase to Rs275 from
Rs252). This segment represents 38% of consumers on system based gas.

"  Further, gas prices for second lowest slab ( up to 100 cubic meters) will increase by 15% (gas bill to increase to Rs551 from Rs480).

Proposed increase in gas prices slab wise (domestic) Industrial consumers gas price increase

Slab Cubic Meters Increase Consumers Increase
Up to 50 10% Power 57%
Up to 100 15% Fertilizer Feed 50%
Up to 200 20% Commercial 40%
Up to 300 25% Fertilizer Fuel 40%
Up to 400 30% General Industrial and Captive 40%
Up to 500 143% CNG 40%
Above 500 143% Cement 30%
Source: ECC notice/briefing Source: ECC notice/briefing
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Inflationary impact of around 20-25bps @OPLINE
e

®  This 10-15% increase in gas prices for domestic consumers will have inflationary impact of 20-25bps on CPI. To

note, there were earlier media reports of increasing gas prices by ~186% for lowest slab consumer, having CPI
impact of 250bps.

" Among sectors, Fertilizer feed gas is increased by 50% to Rs185/mmbtu. While fuel price is increased by 40% to
Rs780/mmbtu. To pass on this cost, urea manufacturers will have to increase urea prices by Rs120-130/bag. To
note, Engro Fertilizer (EFERT) and Fatima Fertilizer (FATIMA) will be least affected as their Feed cost is based on
concessionary pricing (USS0.7/mmbtu).

"  Gas prices for exporters of five zero rated sectors will remain unchanged at Rs600/mmbtu. We consider this as a
non-event for textile sector while investors’ sentiments will be generally positive.

"  Gas prices for cement sector will be increased by 30% to Rs975/mmbtu. We expect negative bottom-line impact
of 5-10% on select cement manufacturers.

"  Furthermore, these gas prices are subject to approval of cabinet and its effective date will be decided by cabinet.
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Potential impact of hike in gas prices @OPLINE

Gas Price Hike Impact on Select Sectors

Sector Impact Comment

Macro Positive Rationalization of gas allocation among industrial sectors which is expected to reduce fiscal deficit by
25-30bps. However, this could result in ~25bps uptick in inflation.

Banks Positive Higher gas prices will lead to higher inflation, thereby higher interest rates

Increase in gas prices will be somehow cash positive for Sui companies which will reduce GDS
Sui Companies Neutral receivables of sui companies. Reduction in GDS receivables will have positive earnings impact of 2-
3% on SNGP and SSGC.

For 40-50% hike in gas tariff, companies will have to increase urea prices by Rs130/bag. EFERT and
FATIMA will be least affected as their gas prices are based on concessionary rates and petroleum
policy 2012. Given current headwinds in sector, we believe fertilizer producers will not be able to
fully pass on this impact.

Fertilizer Negative

Given upcoming expansions and dull domestic demand, it will be difficult for Captive Power Plant
producers to pass on any hike in gas prices. However, it is to be noted that Punjab cement producers

Cement Negative are running their plant on RLNG (MLCF and DGKC) while LUCK is on domestic gas network. As per
our calculations, a 30% increase in gas prices will have around 10% negative impact on LUCK's
bottom-lines

Companies like LOTCHEM, EPCL, and SPL will be materially impacted as their revenues are indexed to
Chemical Negative international commodity prices (PTA and PVC). Any hike in gas prices will difficult to pas on. A 40%
increase in gas prices can have negative impact of around ~5-15% on earnings of chemical sector.

ECC has not increased gas prices by exporters of five zero rated sectors. There cost will remain same
at Rs600/mmbtu.

Source: Company Accounts, Topline Research
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Analyst Certification and Disclosures F?OPLINE

H—

The research analyst(s), denoted by an “AC” on the cover of this report, primarily involved in the preparation of this report, certifies that (1) the views expressed in this report accurately reflect his/her
personal views about all of the subject companies/securities/sectors 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.

Furthermore, it is stated that 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.

Additionally, as per regulation 8(2)(i) of the Research Analyst Regulations, 2015, we currently do not have a financial interest in the securities of the subject company aggregating more than 1% of the value of
the company.

Rating System
Topline Securities employs 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.

Rating Expected Total Return

Buy Stock will outperform the average total return of stocks in universe

Neutral Stock will perform in line with the average total return of stocks in universe

Sell Stock will underperform the average total return of stocks in universe

For sector rating, Topline Securities employs three tier ratings system, depending upon the sector’s proposed weight in the portfolio as compared to sector’s weight in KSE-100 Index:
Rating Sector’s Proposed Weight in Portfolio

Over Weight > Weight in KSE-100 Index

Market Weight = Weight in KSE-100 Index

Under Weight < Weight in KSE-100 Index

Ratings are updated daily to account for the latest developments in the economy/sector/company, changes in stock prices and changes in analyst’s assumptions or a combination of any of these factors.

Valuation Methodology
To arrive at our 12-months Target Price, Topline Securities uses different valuation methods which include: 1). Present value methodology, 2). Multiplier methodology, and 3). Asset-based methodology.

Research Dissemination Policy
Topline Securities 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.
Nevertheless, all clients may not receive the material at the same time.

Disclaimer

This report has been prepared by Topline Securities 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, Topline Securities and/or any of its 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 professional advisers 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 Topline Securities 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 Topline Research Department and do not necessarily reflect those of
Topline or its directors. Topline as a firm may have business relationships, including investment-banking relationships, with the companies referred to in this report.

All rights reserved by Topline Securities. 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 Topline Securities. Action could be taken for unauthorized reproduction, distribution or publication.
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