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SSGC sensitivity on ‘proposed’ gas price increase as per media reports... Tuesday, 14 January 2025

Media reports on gas price increase for captive plants... FY24 mmcfd HM3
We are seeing latest developments in gas utility viz. Sui Southern Gas (SSGC). The

: _ _ ; _ _ SSGC Capacity 990,610 279,092,975
reports in the section of media suggest that there is a debate to increase gas price Utilisation 50% 50%
especially for the captive power users. Though it could be negative for industries whose —— - -
. = lssGc utilisation 495,305.00 139,546,487.50
captive power plants are receiving gas. arket Pri 22/<h
However, this could ostensibly at the behest of International Monetary Fund (IMF) arket Price /s
insinuations wherein Oil & Gas Regulatory Authority (OGRA) has the final say before No of Share 880,316,309
government could increase gas prices. FY24E
As per media reports, the proposed tariff adjustment reflects the challenges pertainsto |SSGC Capacity 990,610 MMCF
the energy sector wherein a 25.7% increase along was quoted in the section of the EPS Sensitivity on Utlisation Basis
media for captive power plants alone. Utilisation EPS P/E
. . . 40% 13.05 3.07
Story of impending gas price... 5% 143 5 80
Hence we have carried out a sensitivity on SSGG; if it gets this price increase ‘benefit'. 50; 15 '56 2'57
SSGC supplies comprises 44.3% usage for domestic consumers, 22.5% for captive 55; 16.81 2.38
power users & 20.3% bound for industries (processing). This accounts to 87.1% of the 60‘; 18.07 2'21
(o] . .

total gas supplies. Hence this is considered a major development in SSGC.

Sensitivity...Talk of increase from PKR 3000/mmcfd in case of captive power plants  ssGc's total capacity is 990,620 mmcfd.

Just recently, OGRA has notified changes in gas prices bound for domestic protected The domestic consumers of this sales mix is 44.3%
users of SSGC (picture affixed). This seems a big raise in prices for protected users. Also  and the other biggest consumer is captive power
now there is a talk in the media of gas price increase for captive power plants to the plants which is 22.5%.

extent of 25.7% from the prevailing PKR 3000/mmcfd.

We did a sensitivity in SSGC on the capacity utilization basis. For instance, if the
utilization level is taken at 50% (FY23: 59.08%) then SSGC can still post EPS of ~PKR
15.6/sh considering net margin of 3% as a proxy on profits (1QFY24 reported: 5.8%).

1QFY24 result outlook..."Turnaround’ | PE 2.6x
In 1QFY24 SSGC posted net profit of PKR 4.15 bn and a subsequent EPS of PKR 4.72/sh.

This entails turnaround story of SSGC wherein the gas utility depicts FY24 PE of 2.6x.
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SSGC tariff adjustment presents a rosy figure...

SSGC equity turned positive... FY25E

The above-mentioned means SSGC financials may have revitalized. For instance, we have |SSGC Capacity 990,610 MMCF
immediately seen SSGC shareholders equity figure has turned ‘positive’ i.e. ~PKR 1.5bn in  [EPS Sensitivity on Utlisation Basis

its 1QFY24 accounts, an indeed heartening news for investor community. Utilisation EPS P/E
FY23 results recap...4Q recurring EPS was ‘positive’ i.e. PKR 17.88/sh 40% 26.25 1.52
SSGC was able to post a recoup in profitability from earlier losses. For instance 4QFY23 45% 29.34 1.36
Loss Per Share (LPS) was decreased in a big way. 50% 32.44 1.23
During 9MFY23 the LPS was PKR 19.7/sh wherein in 4QFY23 the reported EPS was PKR 55% 35.31 1.13
17.88/sh. This has turned things very positive for the gas utility which is mainly due to 60% 38.63 1.04

revision of tariff adjustments changes in the SSGC filing to PSX.

] . *%* We are assuming the rates for protected customers.
UFGfactor...it may not pose any pressure on upcoming EPS as and when announced

The Unaccounted for gas (UFG) losses is a major factor in SSGC accounts over the years. It
means SSGC could not recover much from its gas supply losses especially from
Balochistan province. Now there is major turnaround in this picture.

As per the corporate briefing (CBS) notes, SSGC management is projecting 5- 6% UFG
losses if supplies to the restive province viz. Balochistan is set aside.

* (Ref: # OGRA-10-3(8)/2023)

| *FORPROTECTED CUSTOMERS |

Customers who had consumed 90 CM or less on an
average during the kast four winter months (Nov,
Dec. Jan.and Feb)

* The biggest issue is unaccounted for gas (UFG) which the company was facing and they

were bound to get it decreased as per OGRA guidelines. They have cut their losses on sr. Monthly Approximate
UFG and the benchmark which is set by OGRA is 7.6%. # con(sgnr:s tion | Bill ?Rn:))unt

* Also Karachiregion UFG loss is below 6%. ol. 20 650/-

* Interior Sindh UFG percentage reduced to 9.2% from 16.7% and Balochistan reduced to gz‘ Zg ;;g;'_'
48% from 56%. =7 50 1.250]-

* Hence 'SSGC CBS' is reporting significant improvement on the count of UFG. This 0S. 90 1,350/~

entails enhanced earning outlook for SSGC from FY25 onwards.

* We believe that their may be less pressure on following quarterly EPS as and when
OGRA vet their financials in the post 1QFY24 results.

*Protected Cotegory to pay o fixed charge of Rs. 400/~

**Non-protectod Category to poy o fxed charge of Rs. 1,000/~ upto
150 Ciis while Rs. 2,000/~ for axcoading consumption of 150 CMs

*** With effect from November | 2023
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SSGC management disclosed in published CBS that increase in gas prices helped the
company to pay their debt and overdue debts to oil and gas exploration companies
namely the E&P’s viz Pakistan Petroleum (PPL) and Oil & Gas Development (OGDC).

before that payments for E&P companies were 100%.

SSGC equity returned to positive in 1QFY24 after being negative from FY19. Hence we
expect further improvement in equity in the upcoming years given specter of gas price
increase. As for FY 25, we see real benefit of price increase could come in shape of

incremental increase in reported EPS. Only risk to our analogy is the time as and when

results are reported at the behest of OGRA.

SSGC gas sales mix

Source: SSGC Corporate briefing

H Domestic*

M Captive Power**
Process Industries
Fertilizer

B Power

B Commercial

B Others

PNL Account
PKR mn

Revenue

Tariff Adjustments

Net Sales

Cost of Sales
Gross Profit
Admin Exp

OPEX

Allow Credit Loss

Other Income
Finance Cost
PBT

Taxation

PAT/ LAT
EPS/ LPS

1QFY24  1QFY23
70,921 70,706
46,929 45,532
117,850 116,238
112,095 113,550
5,755 2,688
1,668 1,379
1,458 7,471
401 432
3,527 9,282
2,228 (6,594)
5,412 3,552
3,243 1,649
4,397 (4,691)
239 903
4,158 (5,594)
4.72 (6.35)

Source: Company books
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Disclaimer

‘Research Analyst’ Certification

‘Research Analyst’ involves in this ‘Research Report’ certifies that:

* ‘Research Analyst’ or any of his close relatives do not have a financial interest in the securities of the ‘Subject Company’ aggregating more than 1% of the value of
the ‘Subject Company’

* ‘Research Analyst’ or his close relative has neither served as a director/officer in the past 3 years nor received any compensation from the Subject Company in the
previous 12 months

* His compensation will not be related to the recommendations or views given in ‘Research Report’

Distribution of ‘Research Report’

Standard Capital Securities (Pvt.) Ltd. will distribute Research Report to clients in a timely manner through electronic distribution vide email or through physical
distribution such as courier express. Standard Capital will make all efforts; even so it is possible that not all clients may receive Research Report at the same time
given technical glitches or breakdown/slowdown of internet during the process of sending emails.

‘Research Entity’ Disclosures

» Standard Capital Securities (Pvt.) Ltd. or any of its officers and directors does not have a significant financial interest (above 1% of the value of the securities) of the
subject company.

» Standard Capital Securities (Pvt.) Ltd. employee including directors, officers or associates has not served the subject company in preceding 36 months.

* Subject Company is not been a client for Standard Capital Securities (Pvt.) Ltd. during the publication of Research Report

» Standard Capital Securities (Pvt.) Ltd. has not managed public offering, take over or buyback of securities for the Subject Company in the past 12 months neither
receives any compensation from the subject company for corporate advisory or underwriting services in the past |12 months.

» Standard Capital Securities (Pvt.) Ltd. hasn’t recently underwritten/or not in the process of underwriting the securities of an issuer mentioned herein. Standard
Capital Securities (Pvt.) Ltd. hasn’t have provided/providing advisory services to the issuer mentioned herein.

Risk disclosures impeding target price
The Subject Company is exposed to market risks, such as changes in interest rates, exchange rates, changes in raw material prices. Subject company can also exposed
to risk such as derivative transaction or certain regulatory changes from government authorities.

Rating System

Standard Capital Securities (Pvt.) Ltd. standardized recommendation structure i.e. Positive, Hold and Negative, based on rating system i.e.
* (Target Price, if any/Current Price - |) > 10% Positive

» (Target Price, if any/Current Price - |) < 10% Hold

» (Target Price, if any/Current Price - |) < -10% Negative

The time duration is the financial reporting period of Subject Company

Valuation method

Following research techniques adopted to calculate target price/recommendation
*  Price to earnings & Price to Book, EV-EBITDA multiple

* Discounted Cash flows or Dividend Discount Model or Enterprise Value
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