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The BoD of HUBC meets tomorrow (17th August) to approve its
FY17 results, where we anticipate the holding company to post
profit attributable of PkR10.95bn (EPS: PkR9.47), cumulative of 4Q
income of PkR3.46bn (EPS: PkR2.87). The downtick of 8%YoY in
profitability is mainly on the back of shrinking gross margins (17.51%
vs. 20.29% for FY16), largely caused by heavy maintenance and
non-pass through O&M expenditures (up 92%YoY). Along with this,
a slight increase is witnessed in the finance cost as the company
remains under the burden of outstanding payables (8.5x of monthly
revenue) despite its quarterly flow of fuel payments perfectly tallying
(as shown in PSO's analysts' briefing), which we believe is financed
through increasing reliance on expensive short term borrowings.
We hold on to our TP of PkR146/sh incorporating the potential
impact of CPHGC and TEL though being cognizant of the fact that
its financial close has been delayed passed its Jun'17 deadline.
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Current

9,101 / 86.35
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6,046 / 57.37
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50.5%

News and Views

Former Prime Minister Muhammad Nawaz Sharif has filed a review
petition against the Jul'28 verdict of the Supreme Court in the Panama
leaks case that disqualified him as an MNA for being dishonest by hiding
salary from the Dubai-based company, Capital FZE.
OGRA has opposed the proposed deregulation of profit margins of OMCs
and petroleum dealers, fearing that the move will encourage them to
form a cartel and fix retail prices at the expense of consumers.
As per recent data released by SBP, country's service exports grew by
1.76%YoY to US$5.55bn in FY17, while imports also jumped 2.96%YoY
to US$9.12bn.
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HUBC: FY17 Result Preview
The BoD of HUBC meets tomorrow (17th August) to approve its FY17
results, where we anticipate the holding company to post profit
attributable of PkR10.95bn (EPS: PkR9.47), cumulative of 4Q income
of PkR3.46bn (EPS: PkR2.87). The downtick of 8%YoY in profitability
is mainly on the back of shrinking gross margins (17.51% vs. 20.29%
for FY16), largely caused by heavy maintenance and non-pass through
O&M expenditures (up 92%YoY). Along with this, a slight increase is
witnessed in the finance cost as the company remains under the
burden of outstanding payables (8.5x of monthly revenue) despite
its quarterly flow of fuel payments perfectly tallying (as shown in
PSO's analysts' briefing), which we believe is financed through
increasing reliance on expensive short term borrowings. We hold on
to our TP of PkR146/sh incorporating the potential impact of CPHGC
and TEL though being cognizant of the fact that its financial close
has been delayed passed its Jun'17 deadline.
4QFY17E earnings preview: We forecast the power producer to publish
earnings of PkR3.46bn (attributable to the Holding company) in the final
quarter (EPS:PkR2.87), lower by 9.5%YoY as compared with PkR3.83bn
(EPS:PkR3.08) in 4QFY16. Although the company's revenue during the
quarter is expected to go up by 17%YoY on the back of higher RFO cost
(up by more than 30%YoY), expenses due to overhauls and maintenance
of engines would squeeze gross margins to 19.68% as opposed to 24.43%
for 4QFY16 . Moreover, the bottom-line suffers due to increased reliance
on short-term borrowings pushing finance cost to PkR1.21bn, a 23%YoY
jump. We expect the result to accompany a PkR1.5/sh. dividend in
accordance with management's payout policy outlined at the end of FY16.
Lastly, we highlight that post approval of Narowal demerger, discontinued
operations are reported separately in unconsolidated accounts.

HUBC: Income Statement
(PkR mn)

4QFY17E

4QFY16

YoY

QoQ

3QFY17

FY17

FY16

YoY

Turnover - net

25,563

21,843

17.0%

-1.3%

25,912

99,702

91,595

8.9%

Operating Costs

20,532

16,507

24.4%

-5.2%

21,648

82,241

73,013

12.6%

Gross Profit

5,031

5,336

-5.7%

18.0%

4,264

17,462

18,582

-6.0%

331

387

-14.4%

-2.5%

340

1,312

1,262

3.9%

EBIT

4,699

4,949

-5.0%

19.7%

3,924

16,150

17,320

-6.8%

Financing cost

1,213

987

22.8%

18.7%

1,021

4,296

4,135

3.9%

Other income

(71)

92

-177.5%

-13.6%

(82)

(138)

(414)

-66.8%

3,526

4,053

-13.0%

25.0%

2,821

11,827

12,771

-7.4%

66

117

-44.0%

-48.2%

127

302

271

11.8%

SG&A expenses

EBT
Taxation
Net Income

3,460

3,825

-9.5%

28.4%

2,694

11,524

12,501

-7.8%

Attributable to Owners 3,325

3,560

-6.6%

29.9%

2,559

10,953

11,903

-8.0%

Non-controlling interests 135

265

-49.2%

0.0%

135

571

598

-4.6%

EPS (PkR)

2.87

3.08

-

-

2.21

9.47

10.29

-

DPS (PkR)

1.5

3

-

-

6.50

11

-
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Investment Perspective: HUBC has largely been successful in containing
its trade payables to PSO, as the overall FY17 position stands at a meagre
deficit of PkR3bn, though raising concerns about its short-term borrowings
which have ballooned to PkR23bn as of Mar'17, rising by ~PkR7bn
(44%YoY increase) during the year. Though the financial close of upcoming
CPHGC is still not completed (LOI for TEL extended to Dec'17 and ground
breaking of CHPGC on Mar'17), we remain sanguine on the nature of the
projects (included in CPEC energy priority projects) and HUBC's ability
to execute them in conjunction with equity partners (CPIH and CMEC
being state owned conglomerates). Our combined TP of PkR146/sh
incorporates the potential impact of the project at their ROE income based
DDM fair value of PkR32/sh assuming 4%YoY PkR depreciation versus
the Greenback. Along with this, reconstitution of the board post 17.39%
sell-off by Dawood Hercules (DAWH) and other shareholders might lead
to renewed impetus in securing modes of equity financing aiding in project
execution in-line with planned COD.
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Disclosure Section
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 discussed 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.
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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 warranty 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 material 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 notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
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 (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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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 received 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
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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, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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