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Power: Debt clearance plan sugar-coats arrears
News flows of a mechanism for re-profiling debt arrears in the
power chain have pushed circular debt back to the limelight, where
noteworthy developments include: 1) power sector arrears climbing
to PkR472.7bn (PkR922bn including PkR450bn parked in Government
Power Holdings Pvt Ltd) a rise of PkR79.7bn during CY17, 2) possible
retirement of PkR514bn (with PkR140bn in the short run) in debt
as of Dec'17 with a mix of commercial financing (for GPHL and
DISCOs) and TFC's issued against payables due to IPPs (similar to
circular debt resolution plan entered into by PSO in July'12 for
PkR43.8bn at coupon of 11.5%) and 3) continuation of previously
imposed surcharges being enacted through NEPRA, resulting in
additional annual collections of PkR~59.05bn in FY18 with the
majority of funds going towards rationalization surcharge to collect
operational cost of DISCOs and tariff setting not covered in the
tariff itself, varying across consumer categories and DISCOs. On
all these fronts, we look at likely factors impacting the country's
energy chain, where we believe a thorough, verified enactment of
TFCs against receivables to IPPs is a given, largely re-profiling debt
in the sector and formalizing arrears to IPPs, in our view. At the
same time, formalization of debts due in the sector with additional
liquidity from periodic coupon payments, and a FO-lite future make
PSO a key beneficiary of this reform. At a June'18 TP of PkR382/sh
current price levels offer 25% upside.
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News and Views

FPCCI advised the GoP to consider exempting export-oriented sectors
from all the taxes in the upcoming five-year trade policy framework.
FPCCI submitted its set of recommendations for the proposed strategic
trade policy framework (2018-2023), which would soon be announced
by the commerce ministry.
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Central Development Working Party (CDWP) has approved 34 projects
worth PkR365.5bn out of which five projects valuing PkR333.18bn were
referred to ECNEC for final approval. In this meeting, CDWP also referred
the phase-I of the mega water reservoir Bhasha Dam with an estimated
cost of PkR649bn for the approval of ECNEC.

(Index)

(share mn)

Mar-17

The Adviser to PM on Finance, Miftah Ismail on Monday said that the
GoP would announce a new amnesty scheme in a few days. In a related
news, PSX officials meeting with Miftah Ismail ended on a positive note
with the capital market's top echelons optimistic about the GoP's willingness
to address the tax issues that impede the bourse's growth.

KSE-100 Index

Ali Asghar Poonawala
ali.poonawala@akdsecurities.net
111-253-111 Ext:646

Important disclosures, including investment banking relationships and analyst certification at end of this report. AKD Securities does and seeks to do business with
companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of the
report. Investors should consider this report as only a single factor in making their investment decision.
Find AKD research on Bloomberg
(AKDS<GO>), firstcall.com
and Reuters Knowledge
UAN: 111-253-111

Copyright©2018 AKD Securities Limited. All rights reserved. The information provided on this document 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 AKD Securities or its affiliates to any registration requirement within such jurisdiction
or country. Neither the information, nor any opinion contained in this document constitutes a solicitation or offer by AKD Securities or its affiliates to buy or sell any securities or provide any
investment advice or service. AKD Securities does not warrant the accuracy of the information provided herein.

Our research is also available on ResearchPool (https://www.researchpool.com/provider/akd-securities)

research@akdsecurities.net | www.akdsecurities.net

AKD Securities Limited
Member Karachi Stock Exchange

News flows of a mechanism for re-profiling debt arrears in the power
chain have pushed circular debt back to the limelight, where
noteworthy developments include: 1) power sector arrears climbing
to PkR472.7bn (PkR922bn including PkR450bn parked in Government
Power Holdings Pvt Ltd) a rise of PkR79.7bn during CY17, 2) possible
retirement of PkR514bn (with PkR140bn in the short run) in debt as
of Dec'17 with a mix of commercial financing (for GPHL and DISCOs)
and TFC's issued against payables due to IPPs (similar to circular
debt resolution plan entered into by PSO in July'12 for PkR43.8bn
at coupon of 11.5%) and 3) continuation of previously imposed
surcharges being enacted through NEPRA, resulting in additional
annual collections of PkR~59.05bn in FY18 with the majority of funds
going towards rationalization surcharge to collect operational cost
of DISCOs and tariff setting not covered in the tariff itself, varying
across consumer categories and DISCOs. On all these fronts, we
look at likely factors impacting the country's energy chain, where
we believe a thorough, verified enactment of TFCs against receivables
to IPPs is a given, largely re-profiling debt in the sector and formalizing
arrears to IPPs, in our view. At the same time, formalization of debts
due in the sector with additional liquidity from periodic coupon
payments, and a FO-lite future make PSO a key beneficiary of this
reform. At a June'18 TP of PkR382/sh current price levels offer 25%
upside
Consistent late payment collections for PSO: For the nation's power
chain, these developments could bode well, particularly for the cash
strapped state OMC, PSO. While no mention of the OMC's sizeable arrears
(PkR205.5bn from power sector rising PkR29.3bn FYTD i.e average
addition of 3.7bn/month) has been made in the current plan, any clearance
of EPP payments (energy purchase price of which fuel cost is the largest
component) would add liquidity by streamlining penal payments to the
OMC, compensated through any coupon payments for TFCs issued to
IPPs.
Minor relief for stretched IPP balance sheets: Overdue receivables of
both HUBC and KAPCO almost peaked in 9MFY13 at PkR101.8bn and
PkR50.3bn, respectively. Despite adverse liquidity situation, both the
companies continued with high payout ratios (HUBC: 91.7%, KAPCO:
89.8%) on the back of short term borrowings. While the number stands
at PkR89.8/PkR85.9bn for HUBC/KAPCO as of Dec'17, our estimates
suggest that dividend yields of HUBC/KAPCO for the next 4Qs stand at
7.7%/15%. To highlight, the settlement of circular debt would have minimal
earnings impact as surplus mark-up differential between receivables and
payables is set aside by interest on short term borrowings. Moreover, for
www.akdsecurities.net
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Source: Company Report & AKD Research

Major Receivables Outstanding
(in PkR BN) for PSO
Power Sector
LNG (SNGPL
Price Differential From GoP
PIA
Sum
Late Payment Surcharge
Total + LPS

Dec'17
203.1
16.5
9.6
13.3
242.5
80.5
323

Jul'17
176.1
14
9.6
13.3
213.0
73.7
286.7

Jul'16
146.5
11
9.6
12.3
179.4
62.3
241.7

Source: Co. Reports & AKD Research

Tariff & Non-tariff surcharges
Tariff Rationalisation (non-tariff
built into monthly,category-wise surcharge) 1.54
Neelum Jhelum Surcharge
0.10
Debt Servicing surcharge

0.43

Source: IMF, GoP, AKD Research
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HUBC, additional liquidity would aid in the investment theme it is pursuing
with regards to TEL (required Financial Close on Mar 9'18) and SECMC
specifically.
Outlook: Refraining from drawing parallels to past clearance payments
(June'2012 and June'2013) we believe a thorough, verified enactment of
TFCs against receivables to IPPs is a given, largely re-profiling debt in the
sector and formalizing arrears to IPPs, in our view. This would in effect add
additional cover to government backed loans, guaranteeing payments due
under Power Purchase Agreements, while providing room to the GoP for
payments to be made to planned generation additions to come online over
the medium term. Furthermore, additional income on TFCs, and whether
penal income payments on outstanding receivables vs. late payment
surcharges to PSO are compensated for by the coupon rate on said TFCs
(current issue 5yr PIBs yield 8.41%) are going to remain major areas of
concern for IPPs.
Investment Perspective: PSO remains stuck with its stock of receivables,
where receipt of late payment surcharge from IPPs should be compensated
through any coupon payments accompanying TFCs, while the OMC would
have to hold off on clearing the entire stock of receivables from the power
space till the TFCs mature. At the same time, formalization of debts due
in the sector with additional liquidity from periodic coupon payments, and
a FO-lite future make PSO a key beneficiary of this reform. At a June'18
TP of PkR382/sh current price levels offer 25% upside where possible
regularization of overdue payments (accompanying penal income) from
the power sector, re-affirms our BUY call
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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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