AKD RESEARCH
December 15, 2020
REP-019

PAKISTAN
POWER

VISTA

Generation exhibits seasonal dip


CPPA-G data indicated power generation in Oct’20 increased 7% YoY to 10,243GWh, but
was down 22%MoM due to onset of winters. For 4MFY21, FO based generation, while up
21%YoY, contributed 5% to the generation mix with RLNG/coal based generation rising to
the fore, contributing c. ~40% to the power mix.



Company wise, HUBC base plant remained in-operational in 4MFY21. While less severely
affected, Nishat IPPs and Narowal also operated at 30-40% utilization levels. KAPCO, being multi fueled, operated at 39% in 4MFY21 slightly below its load factor in the same
period last year. HUBC’s 2x660MW coal based power plant operated at 71% in 4MFY21
vs. 37% in SPLY.



Power sector remains on the cusp of major transformation, with MoUs in process of being converted into formal agreements, and GoP mulling over the fate of HUBC’s 1,200MW
Base plant, which has remained in-operational, and extension of KAPCO’s multi-fueled
power plant (PPA expiry: Jun’21).



However, HUBC’s management has remained proactive amid shifting power sector dynamics indicated by HUBC being the only listed IPP with CPEC power projects in portfolio.
With foreign sponsors on board, while downward revision in RoEs for CPEC power projects remain a possibility, we believe US$ hedged returns may likely continue (unlike a
shift from US$ based return to PkR for 2002/1994 PP power projects).
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FO based generation takes a backseat: The power generation in Oct’20 increased 7% YoY to
10,243GWh, but declined 22%MoM due to onset of winters. FO based generation, pushed down
the merit list due to cheaper coal power capacity available, was down 80%MoM. However, on a
cumulative basis, the FO based generation improved 21% YoY over 4MFY21, contributing 5% to
the total energy mix. Company wise, HUBC base plant remained in-operational in the aforementioned period, carrying forward the 4QFY20 performance. While less severely affected, Nishat
IPPs and Narowal also operated at 30-40% utilization levels, as opposed to peak levels of 70+%
before power capacity expansion wave witnessed over FY17-20. KAPCO, being multi-fuel fired,
operated at 39% in 4MFY21 slightly below its load factor same period last year. Coal based power generation witnessed a decline of 19/16% YoY/MoM during Oct’20. On a cumulative basis,
however, coal based generation was up 10% YoY over 4MFY21. Importantly, the 2x660MW units
of China Hub Power (CoD: FY20) operated at 71% in 4MFY21 vs. 37% in the same period last
year.

Find AKD research on Bloomberg, firstcall.com, Reuters Knowledge and ResearchPool

AKD Securities Limited

AKD RESEARCH
Investment Perspective: Notably, CY21 may witness finalization of ongoing deal between
HUBC management and the GoP for sell-off of 1,200MW Base plant for a transaction price of
PkR65bn, 6 years preceding PPA expiry; however details are still sketchy. Moreover, KAPCO’s
PPA is also up for expiry in Jun’21, with potential extension in pipeline (reportedly for 5-7 years
based on hybrid model – “Take and Pay’ as well as ‘Take or Pay’). We value HUBC sans Base plant
at PkR110/sh, implying an upside of 34% at last close, where we have used using a 2 ppt higher
discount rate to factor in uncertainty with regards to cashflows of power projects. HUBC’s management has remained proactive amid shifting power sector dynamics indicated by HUBC being
the only listed IPP with CPEC power projects in portfolio. With foreign sponsors on board, while
downward revision in RoEs for CPEC power projects remain a possibility, we believe US$ hedged
returns will likely continue (unlike a shift from US$ based return to PkR for 2002/1994 PP power
projects). We maintain our Buy call on HUBC.

AKD RESEARCH
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.
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
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 expected 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
valuation techniques including:





Discounted Cash Flow (DCF, DDM)

Relative Valuation (P/E, P/B, P/S etc.)

New Rating Definitions
Buy

> 14.5% expected total return (Rf: 8.5% + Rp: 6%)

Neutral

> 8.5% to < 14.5% expected total return

Sell

< 8.5% expected total return (Rf: 8.5%)

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 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 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.
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@akdsecurities.net

