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Brownfield policy reboot to enhance sector
upgrade prospects

e PM’s CCoE approved amendments to the Pakistan Oil Refining Policy 2023 . Muhammad Ali
. . S . . ali.muhammad@akdsl.com
(Brownfield Policy) on July 28th, directing its swift implementation. +92.21-111-253-111 Ext: 685

e The latest amendments extend the fiscal incentive window from 6 to 7 years,
increase escrow withdrawal caps and introduce enforcement clauses in order to  gefinery Sector Vs. KSE100 Index
unlock the US$6bn investment plan.

60%
e With regards to beneficiaries, financing economics are expected to favor ATRL,

however PRL offers the largest turnaround upside amid sovereign backing. 20%

e We estimate US$600mn in annual FX savings once refineries complete their up- - f\\
grades, as substitution of imports of finished MS/HSD for cheaper crude oil ship-
ments take place, capturing the GRM currently lost to foreign refiners. 0% Lol VA

CCoE clears path towards Brownfield Policy: CCoE has approved amendments to the 2%

2023 Brownfield Policy on July 28th, covering PARCO, ATRL, NRL, PRL, CNERGY NN NYYY YL YY Yy
(20.5mn tpa combined). The changes have extended the incentive window from 6 to 7 22382858853 85+3
years, increase escrow withdrawal caps to 24.5%/27.5%, and have added penalty/ —KSE-100 Index —— Refinery Sector

enforcement clauses to unlock the stalled US$6bn upgrade plan.

. . S . Source: PSX & AKD Research
Capacity uplift to close gap between output and demand: Feasibility studies show MS

output (+72%) to 18,400 TPD, HSD (+39%) to 29,500 TPD, RFO (-63%) to 5,700 TPD. As

per our demand assumptions up till 2032 estimates domestic MS coverage from refin- Refinery sector production slates

eries to rise to 70% (from 33%) and HSD exceeds 100% (from 75%), opening potential .
2 h util.

for exports. Notably, the current output sits well below capacity due to utilization con- (RGN B LLL RS

straints amidst higher RFO production. Moreover, sector’s crude processing is project- ATRL 33%  34% 22% 12%  66%

ed to rise to 22.5mn tons from 11.9mn tons in FY25 (MoE). CNEGRY 15% 39% 42% 4%  21%

Funding plan remains ambiguous: PRL's US$2bn expansion (50k bpd to 100k bpd) as- NRL 15% 52% 20% 13%  44%
sumes 60-70% debt, with talks in place with Saudi Arabia, China, and banks. Honeywell PRL 18% 48%  25% 9% 78%
Technologies has proposed financing via US EXIM, DFC, and export credit agencies as
local banks remain reluctant due to thin cash flows currently produced by the sector.
Overall, we see probable scope for vendor equipment financing over 7-10 years. Nota-

PARCO 24% 47% 17% 13% 88%

bly, NRL has guided a capex plan of US$0.4-1.2bn (M/s Wood feasibility study) and FY24 MS HSD FO Others l:;;
CNERGY is estimated at US$1.0bn, while USS500mn was disclosed by ATRL. ATRL 33%  33%  21%  13% 73
Gulf partners may eye interest: GoP and KSA have reportedly shown interest in cre- CNEGRY 14% 31% 53% 3%  15%
ating strategic reserves at Gwadar, driven by the US-Iran crisis, potentially lifting Paki- NRL 17% 54% 19%  10%  38%
stan's reserve cover toward global 60-90 day benchmarks. CEO of ATRL has separately

PRL 19% 45% 28% 8% 71%

urged joint reserve arrangements with KSA and Qatar to the authorities. For this rea-
son, we view the brownfield policy push as linked to these developments.

Whats on the table for refiners? The 10% deemed duty on ex-refinery MS/HSD holds

for 7 years, with incremental incentives escrowed and drawable up to 27.5%/24.5% of

capex post-financial-close. More positively, HSD's 7.5% deemed duty now extends 20

years. Additionally, GST exemptions on upgrade machinery (backed by Finance bill

2027) and IFEM-backed GST reimbursement add further support, alongside the bind-

ing OMC-refinery offtake agreements mentioned in the policy. However, refiners in

default on government petroleum/climate levy dues stay ineligible until settled with AKD Securities Limited
GoP. In essence, we estimate USS600mn in annual FX savings post-upgrade, as MS/

HSD import substitution with cheaper crude captures the GRM which is currently lost

to foreign refiners.

PARCO 24% 45% 18% 13% 91%
Source: MoE & AKD Research
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Brownfield refinery policy finally gets second wind: Prime Minister’s Cabinet Com-
mittee on Energy approved amendments to the Pakistan Qil Refining Policy 2023
(Brownfield Policy) on July 28, directing swift implementation. The policy, originally
notified in Aug'23, covers five refiners i.e. PARCO, ATRL, NRL, PRL and CNERGY, with a
combined 450,000 bpd (20.5 mtpa) installed capacity. The latest amendments extend
the fiscal incentive window from 6 to 7 years (from Upgrade Agreement signing), raise
escrow withdrawal caps to 24.5%/27.5% (used/new equipment), and introduce pro-
tection and enforcement clauses in order to unlock the USS6bn in aggregate upgrade
investment which have remained stalled since original notification.
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Post-upgrade output to rise sharply: As per the latest feasibility studies, total MS out-

put is set to rise 72% to 18,400 tpd, HSD 39% to 29,500 tpd, while RFO output will de-
cline by 63% to 5,700 tpd. Based on our OMC demand growth assumptions by 2032,
domestic MS production would cover 70% of total demand (up from 33% currently)
once upgradations are achieved, while HSD production would exceed 100% of domes-
tic demand (up from 75% currently), opening possibility of HSD exports once refinery
output surpasses local consumption. Notably, current production runs below capacity
potential due to depressed refinery utilization amid RFO ullage constraints. Post-
upgrade, sector’s crude oil processing is estimated to rise to 22.5mn tons from 11.9mn
tons in FY25, as per the MoE data.

Capacities of existing refineries pre and post upgrades

Current Capacity (TPD) Post Upgrade Capacity (TPD)

HSD FO Post Upgrade (TPD) MS HSD FO
PARCO 3,678 5,600 3,290 PARCO 4,023 7,734 1,806
ATRL 1,923 2,071 1,024 ATRL 2,379 2,008 908
PRL 783 1,793 1,350 PRL 4,500 5,000 250
NRL 818 3,273 2,253 NRL 1,000 3,775 1,750
CNEGRY 3,500 8,500 7,500 CNEGRY 6,500 11,000 1,000
Total 10,702 21,237 15,417 Total 18,402 29,517 5,714
Utilization 65% 68% 40% Utilization 100% 100% 100%
Share of local demand 33% 77% 376% Share of local demand 69% 136% 348%

Source: MoE & AKD Research

Financing alternatives remain open: Financing remains the key bottleneck as PRL's
USS$1.5-2bn expansion (50k to 100k bpd) is assumed with 60-70% debt financing as per
management, with talks ongoing across Saudi Arabia, China, and international banks.
Separately, U.S firm Honeywell technologies has proposed a modernization package
bundled with financing via US EXIM, DFC, and export credit agencies. Given reluctance
of local banks due to thin refinery cash flows, we expect a portion of this may be in
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form of direct supplier/vendor equipment financing structured over a 7-10 year credit
period, which may ease upfront capex strain. Guidance by other refineries include NRL
disclosing capex requirements ranging between US$0.4-1.2bn (M/s Wood engineering 250
study), while capex for CNERGY is expected at US$1.0bn.

FDI inflows in refinery sector over the years

Gulf countries may show interest amid geopolitical vulnerabilities: Saudi Arabia and
and local authorities have reportedly showed interest to create strategic oil reserves
in Gwadar, directly led by vulnerabilities exposed by the ongoing US-Iran crisis. This
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may possibly raise oil reserves to 60-90day, minimum benchmark for major energy 50

importers. Moreover, ATRL's management has publicly urged authorities to pursue o 2

joint strategic-reserve arrangements with Saudi Arabia and Qatar, letting Gulf produc- PIPLT22ESYIIEE
L I .

ers use Pakistan as a storage/export hub in exchange for emergency access during
conflicts. We believe the current push to implement the brownfield refinery policy is
linked to these sovereign-level developments.
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Source: SBP & AKD Research
Refinery policy has a lot to offer: The latest amendments preserve the initial 10%

deemed duty on ex-refinery MS/HSD pricing for 7 years, with eligible signers depos-
iting 2.5% of the HSD incentive and 10% of the MS incentive into a jointly managed
OGRA escrow account, which will be drawable up to 27.5%/24.5% of project capex  cryde Oil: local production vs. total demand
once financial close and 25% physical progress milestones are reached. Furthermore,  (k tons)

the policy amendments continue HSD’s 7.5% deemed duty incentive for an additional
20 years after the 7-year incentive period expires (or until deregulation). The afore- 12,000 1
mentioned benefits are separate to the FY27 Finance Act's GST exemption on upgrade 10,000
machinery imports which has now resolved the input-tax-adjustment problem, while
similarly allowing continued IFEM-backed reimbursement of GST mechanism incase
any refunds are disallowed by FBR. Moreover, binding OMC-refinery offtake agree-
ments through are also deemed to be positive for lenders to ensure project feasibility. 4,000

8,000

6,000

2,000

However, refiners in default on government petroleum/climate support levy dues are
ineligible for the policy until a settlement is reached with GoP, with incentives redi- 0
rected to IFEM until then.
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Investment Perspective: With regards to beneficiaries financing economics will favor

ATRL due to i) debt-free balance and a PkR98.3bn cash cushion, ii) smallest capex re- Source: MoE & AKD Research
quirement with comfortable escrow cash generation, and iii) locally sourced crude and

IFEM drawbacks to enhance incentives. Furthermore, PRL offers the largest turna-

round led upside, however, carries higher financing burden but the only player which

has formally executed the Amended Brownfield Policy 2023. Overall, we treat the lat-

est amendments by CCoE as positive catalyst for the sector as a whole, as the 20-year

HSD deemed duty is expected to materially enhance the long-run earnings case for the

refinery which ultimately execute the agreement.

Moreover, we estimate USS600mn in annual FX savings once refineries complete their
upgrades, as substitution of imports of finished MS/HSD for cheaper crude oil ship-
ments take place, capturing the GRM currently lost to foreign refiners. This substitu-
tion effect, alongside higher storage/inventory build-up, strengthens domestic fuel
security through enhanced storage and production.
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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 dis-
cussed 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.

Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable, comprehensive information, but we make
no representation that it is accurate or complete. Facts and views presented in this 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 war-
ranty 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 mate-
rial 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 no-
tice. No liability is accepted for such changes.

Stock Ratings

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 and other
considerations. AKDS uses a three tier rating system: i) Buy, ii) Neutral and iii) Sell with total returns (capital upside + dividend yield) benchmarked against the ex-
pected one year forward floating (variable) risk free rate (10yr PIB) plus risk premium.

Valuation Methodology

To arrive at our period end target prices, AKDS uses different New Rating Definitions
valuation techniques including: BUY > 15% expected total return

(] Discounted Cash Flow (DCF, DDM)
(] Relative Valuation (P/E, P/B, P/S etc.)

NEUTRAL > 0% to < 15% expected total return

SELL < 0% expected total return
(] Equity & Asset return based methodologies (EVA, Residual Income etc.)

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 re-
ceived 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 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, trans-
mitting, distributing or displaying of material in this report (by any means and in whole or in part) is prohibited.

For the United States

Compliance Notice.

This research report prepared by AKD Securities Limited is distributed in the United States to Major US Institutional Investors (as defined in Rule 15a-6 under the
Securities Exchange Act of 1934, as amended) only by Decker & Co, LLC, a broker-dealer registered in the US (registered under Section 15 of Securities Exchange Act
of 1934, as amended). All responsibility for the distribution of this report by Decker & Co, LLC in the US shall be borne by Decker & Co, LLC. All resulting transactions
by a US person or entity should be effected through a registered broker-dealer in the US. This report is not directed at you if AKD Securities Limited or Decker & Co,
LLC is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that
Decker & Co, LLC and AKD Securities Limited are permitted to provide research material concerning investment to you under relevant applicable legislations and
regulations.

AKD Securities Limited
602, Continental Trade Centre,
Clifton Block 8, Karachi, Pakistan.
research@akdsl.com



