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HASCOL: Settlement charge a 'thorn in the foot'
In the final turn of the Mena Energy vs. HASCOL dispute, the OMC
has finalized an out-of-court settlement with its UAE-based supplier.
This follows from longstanding claims and counterclaims over LC
payments, and delayed shipments, where the London High Court
in March'17 ruled against HASCOL. Through a notice to the exchange,
the OMC stated that the final out of court settlement amounted to
US$9.5mn to be paid in four installments over 18 months. As no
provisioning has been recorded over 9MCY17, we believe the
planned outflow from P&L will be booked in 4QCY17E cratering
profits for the quarter. In this context, HASCOL is expected to
announce CY17E NPAT of PkR1.18bn (EPS:PkR8.12) tapering
marginally (-2%), where the tax deductible out of court, international
settlement depletes NPAT by ~418mn (PkR2.8/sh). Our DCF based
TP has a negligible dip of ~0.6% to PkR315.7/sh, due to outflow,
where we advise building positions on dips.
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News and Views

Pakistan Steel Melters Association (PSMA) has opposed the grant of
duty and tax exemptions to Chinese company for Sukkur-Multan motorway
project, saying the concession will cost around PkR11bn to the national
exchequer.
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Oil prices fell to a one-month low on Wednesday after U.S. data showed
a build in inventories and record high crude production, raising worries
of more selling that could expose speculators with big bets on upward
momentum in crude prices. Brent crude futures LCOc1 fell $1.35, or 2
percent, to $65.51 a barrel.

(Index)

(share mn)

Mar-17

King Abdullah II of Jordan accompanied by a high-level delegation
including senior officials will visit Pakistan on invitation of President
Mamnoon Hussain, the Foreign Office said on Wednesday. During his
stay here, the King of Jordan will hold talks with President Mamnoon
Hussain and Prime Minister Shahid Khaqan Abbasi.
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HASCOL: Settlement charge a 'thorn in the foot'
In the final turn of the Mena Energy vs. HASCOL dispute, the OMC
has finalized an out-of-court settlement with its UAE-based supplier.
This follows from longstanding claims and counterclaims over LC
payments, and delayed shipments, where the London High Court in
March'17 ruled against HASCOL. Through a notice to the exchange,
the OMC stated that the final out of court settlement amounted to
US$9.5mn to be paid in four installments over 18 months. As no
provisioning has been recorded over 9MCY17, we believe the planned
outflow from P&L will be booked in 4QCY17E cratering profits for the
quarter. In this context, HASCOL is expected to announce CY17E
NPAT of PkR1.18bn (EPS:PkR8.12) tapering marginally (-2%), where
the tax deductible out of court, international settlement depletes
NPAT by ~418mn (PkR2.8/sh). Our DCF based TP has a negligible dip
of ~0.6% to PkR315.7/sh, due to outflow, where we advise building
positions on dips.
What, how, when: Having reached an out of court settlement with Mena
Energy, HASCOL released in a notice to the exchange the disbursement
schedule (spreading payments in four installments over 18 months), stating
that the US$9.5mn settlement would commence from May'18 (2QCY18E).
Furthermore, prudence was cited in booking of PkR600mn as general
provisioning (~56% of total charge at prevailing US$/PkR) during CY17.
As no provisioning has been recorded over 9MCY17, we believe the
planned outflow from P&L will be booked in 4QCY17E cratering profits for
the quarter. Additionally, we believe the remaining amount for the settlement,
about PkR470mn will be expensed in 1QCY18E, after which cash outflows
would follow the disbursement schedule.
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-
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CY17 result preview: Considering the potential for substantial depletion
of the bottom-line from settlement charges, HASCOL is expected to
announce CY17E NPAT of PkR1.18bn (EPS:8.12) tapering marginally www.akdsecurities.net
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2%YoY, where the tax deductible out of court, international settlement
depletes NPAT by ~418mn (PkR2.8/sh). Even so, underlying operations
remain robust, with volumes for 4QCY17 having grown 38.2%YoY.
Additionally, during a choppy period for FO sales, the segment's volumes
fell only 23.6%QoQ, highlighting the price competitive nature driving volumes
at the OMC. A function of this remains meagre margin accretion, as
discounts eat into provisioned OMC margins, where we believe CY17
GM/OM should amount to 3.5/1.7% vs. 4.7/2.4% for CY16.
.
Investment perspective: It is our understanding that the matter remained
material, with substantial commitment being proven (as the London court
of arbitration had ruled against HASCOL), enough possibly, to translate
from a contingency to a charge (as settlement was clearly in final stages
on completion of reporting period. Dampening the impact of the settlement
is the spaced out disbursement schedule, where ~PkR268mn (~PkR1.86/sh)
for 2Q & 3Q CY18E, 1Q & 3Q CY19F, should keep the pressure of planned
CAPEX outlays.
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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,
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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