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Power: Shifting generation landscape
The year 2017 marked a shift in generation landscape of Pakistan
with overall capacity rising by 6,175MW to 29,444MW. Along with
this, the outgoing year witnessed establishment of 5 new plants
including 3 RLNG based (~3,700MW) and 2 coal based (2,640MW).
Moving in tandem, fuel mix remained reflective of the new additions,
with RLNG and coal occupying 9.8%/4.2% of the pie, up from
3.2%/0.1% in CY16. Enhancement of nuclear generation complex
(Chashma I-IV) further aided in narrowing down the share of hydel
based generation by 6.2% to 26.5%. Citing spare capacity of RLNG
based plants and in anticipation of further additions in the generation
slate, GoP took an unprecedented move in the latter part of 2017,
ordering immediate closure of Furnace Oil based plants only to
ban the import of FO later on while allowing only the efficient ones
to consume locally produced FO. Such stringent measures shed
FO's share in the mix by 3.6% over the previous year to an all-time
low of 26.5%. Despite the shift in generation base, oil remained the
inherent price component (FO, indigenous gas, RLNG) raising cost
of generation to PkR5.09/unit against PkR4.39/unit in the previous
year. With heavy investments in the power sector under CPEC, we
expect the country to see another ~8,000MW addition in the
generation slate by FY21.
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News and Views

The United States could consider ending a suspension of security
assistance to Pakistan if Islamabad takes "decisive and sustained" actions
against militant groups in the country, the State Department's No. 2
official said.
The government is planning to introduce two separate amnesty schemes
aimed at legalizing undisclosed local and foreign assets held by Pakistanis
at home and abroad.
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The US House of Representatives joined the Senate in seeking to end
US economic aid to Pakistan while the Trump administration has already
suspended military aid. In this regard, a bill is introduced in the lower
chamber of United States Congress, aiming to stop non-defense aid to
Pakistan.
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Power: Shifting generation landscape
The year 2017 marked a shift in generation landscape of Pakistan
with overall capacity rising by 6,175MW to 29,444MW. Along with
this, the outgoing year witnessed establishment of 5 new plants
including 3 RLNG based (~3,700MW) and 2 coal based (2,640MW).
Moving in tandem, fuel mix remained reflective of the new additions,
with RLNG and coal occupying 9.8%/4.2% of the pie, up from 3.2%/0.1%
in CY16. Enhancement of nuclear generation complex (Chashma IIV) further aided in narrowing down the share of hydel based
generation by 6.2% to 26.5%. Citing spare capacity of RLNG based
plants and in anticipation of further additions in the generation slate,
GoP took an unprecedented move in the latter part of 2017, ordering
immediate closure of Furnace Oil based plants only to ban the import
of FO later on while allowing only the efficient ones to consume
locally produced FO. Such stringent measures shed FO's share in
the mix by 3.6% over the previous year to an all-time low of 26.5%.
Despite the shift in generation base, oil remained the inherent price
component (FO, indigenous gas, RLNG) raising cost of generation
to PkR5.09/unit against PkR4.39/unit in the previous year. With heavy
investments in the power sector under CPEC, we expect the country
to see another ~8,000MW addition in the generation slate by FY21.
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Squeezing the share of big shots: With many of the CPEC power projects
still under the implementation stage, an altered generation base can
already be sensed where the addition of RLNG and coal based complexes
have started to squeeze the share of furnace oil. Bhikki, Balloki and Haveli
Bahadur Shah, the 3 most talked about RLNG based plants saw their
commissioning in 2017, providing ~3,700MW of capacity (while Pakistan
has started importing another 600MMCFD of RLNG from Dec'17). Moreover,
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Sahiwal based coal fired plant is fully functional and phase-1 of Port Qasim
power plant has finally been commissioned. Cumulatively, RLNG/coal
occupied 9.8%/4.2% share in CY17 generation pie, while nuclear also
followed suit increasing its share by 2% over CY16 on the back of adequate
generation from Chashma nuclear complexes (I-IV). In anticipation of further
power complexes coming online, GoP took an unprecedented move and
ordered the shut down of all FO based plants in Oct'17, later allowing only
the efficient ones to function to absorb the local production of Furnace Oil,
whose share in the generation mix declined by 3.6% to an all-time low of
26.8%. While the share of renewables also increased, generation on
indigenous gas declined by 4.7% as allocation was made to domestic and
industrial users of gas while utilizing RLNG for power generation purposes.
Oil prices continue to amplify unit cost: Average generation cost during
CY17 inched up to PkR5.09/unit from PkR4.39/unit in CY16. Surge in unit
cost was predominantly caused by higher oil prices, up 23.4%YoY leading
to higher FO (PkR9.97/unit vs PkR7.68/unit) and RLNG costs (PkR7.74/unit
vs. PkR6.41/unit). Commissioning of renewable power plants (solar with
reference tariff at PkR~19/unit vs coal at ~PkR9/unit) providing lucrative
ROEs also pushed up cost of generation.
Investment perspective: Despite lower cost on generation on RLNG as
compared with FO and reportedly better governance, stock of circular debt
has been rising constantly. Total pile-up as per news reports amount to
PkR970bn, as compared with ~PkR680bn in 2016. With ~8,000MW of
power plants upcoming under the CPEC project (and the underlying CPP
commitments), there is little hope of situation getting better. While we do
not foresee clearance of power sector receivables (HUBC/KAPCO in
particular), receivables of PSO can see a downtrend, as import of RLNG
from the 2nd LNG terminal is not routed through the company, while shift
from FO can provide further breathing space to the company. With no
immediate threat with regards to the CPP payments, KAPCO remains our
preferred pick in the power space providing 12% capital upside along with
16.5/16.3% D/Y for FY18/19F.
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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 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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