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Providing a hedge against devaluation, IPPs possess the inherent
ability to amplify the escalable component of their tariff structure
directly impacting their bottom-lines. In this purview, the case of
~4.5% weighted average PkR devaluation against the US$ in FY18F
is slightly more than what we had incorporated in our models.
Adjusting for currency depreciation, our earnings forecast for HUBC
and KAPCO goes up slightly by PkR0.22/0.08/sh for FY18 and
PkR0.45/0.08/sh for FY19. However, given the disorderly condition
of power sector with regards to overdue receivables and mounting
payables, we believe this upward movement in earnings will not be
tracked by dividends in the short run. That said, any possibility of
cash injection by GoP will only ease up things temporarily, as
structural issues persist, while a TFC issue will be unable to address
the liquidity issues at hand. With this in mind, we continue to push
for KAPCO with FY18/19 D/Y standing at 14.3/13.9% despite the
recent run by the stock.
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News and Views

The authorities will likely release economic survey for FY18 on Apr 26'18,
where the government expects to achieve GDP growth of 5.7% (vs. 5.2%
in FY17).
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The Finance Ministry has refused to allocate supplementary grant for
cash subsidy of PkR5bn on urea due to financial constraints, even though
the GoP had earlier announced the subsidy in the Finance bill 2017-18
for the benefit of farmers. This would likely increase the prices of urea
by PkR100 per bag.
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As per the recent SBP data, the country's total FX reserves fell by
US$130mn during the previous week, standing at US$17.95bn (0.7%WoW). The reserves held by SBP recorded at US$11.78bn (down
US$168mn) on account of external debt servicing, while commercial
bank's reverses increased by US$37mn ending at US$6.17bn.
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In a recent visit to Pakistan, US Assistant Secretary of State has reiterated
the US 'do more' stance while both countries have agreed towards
working on common objective of peace and stability in the region.
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Power: Devaluation benefits spoiled by sectoral issues
Providing a hedge against devaluation, IPPs possess the inherent
ability to amplify the escalable component of their tariff structure
directly impacting their bottom-lines. In this purview, the case of
~4.5% weighted average PkR devaluation against the US$ in FY18F
is slightly more than what we had incorporated in our models.
Adjusting for currency depreciation, our earnings forecast for HUBC
and KAPCO goes up slightly by PkR0.22/0.08/sh for FY18 and
PkR0.45/0.08/sh for FY19. However, given the disorderly condition
of power sector with regards to overdue receivables and mounting
payables, we believe this upward movement in earnings will not be
tracked by dividends in the short run. That said, any possibility of
cash injection by GoP will only ease up things temporarily, as structural
issues persist, while a TFC issue will be unable to address the liquidity
issues at hand. With this in mind, we continue to push for KAPCO
with FY18/19 D/Y standing at 14.3/13.9% despite the recent run by
the stock.
PkR depreciation: The recent wave of PkR devaluation have had a direct
impact on the profitability of IPPs. With escalable component (PCE in case
of HUBC) indexed to currency movements, 4.5% weighted average PkR
devaluation in FY18 is slightly above our estimates incorporated in the
models. Accommodating this, our revised EPS assumption crawls up to
PkR10.04/10.68/sh for HUBC and PkR11.01/10.71/sh for KAPCO for
FY18/19. However, we believe the dividend stream will not track this
upward movement as liquidity issues plague sector dynamics
(HUBC/KAPCO FY18 dividends: PkR7.5/9.25/sh). Moreover, the amount
of foreign currency loans obtained by HUBC is insignificant posing no
material risk to the company, while that of investments in subsidiaries and
associates would be compensated through an adequate tariff structure
which guarantees US$ indexed RoE.

EPS (PkR) Estimates
HUBC
Previous
Revised
KAPCO
Previous
Revised

FY18

FY19F

9.82
10.04
0.22

10.23
10.68
0.45

10.94
11.01
0.08

10.62
10.71
0.08

Source: Company Report & AKD Research

HUBC: Interest income (cost) spreads
As of
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for next fiscal year
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Overdue
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Jun'13

12,890
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20,520
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69,823

5,794
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Source: Company Report & AKD Research

KAPCO: Interest income (cost) spreads
Asof
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Payables
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shorttermborrowing
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Source: Company Report & AKD Research
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TFC issue is a face saving option: With circular debt still clouding the
sector, the GoP is mulling to clear up some of the dues of IPPs (~PkR80bn
which again overhangs due to AGP's intervention) through cash injection
while issuing TFCs of appropriate value. Despite enjoying a positive spread
between the penal incomes received from CPPA-G and to be paid to fuel
suppliers, we understand that the IPPs suffer greatly when it comes to
financing their short term debt that not only results in net negative spreads,
but also exposes the sector to liquidated damages. Taking cues from the
settlement achieved in 2013, wherein GoP issued TFC to OGDC to clear
up its receivables and later paid up the entire principal amount, we think
this mechanism would prove to be inconsequential for cash starved IPPs
as apart from HUBC, no other IPP is engaged in heavy investments. In
case of HUBC, TFC could create further space on its book to procure the
current loan shortfall for its upcoming projects. (~PkR21bn secured while
investment stands at ~PkR2.2bn for SECMC, ~PkR13bn for CPHGC at
26% stake and ~PkR20bn for TEL totaling ~PkR36bn).
Investment Perspective: In the backdrop of twin deficits, we assume the
GoP would not push for early commencement of CPHGC operations,
keeping the dividend yield of HUBC in check for FY19 as well (at 8.7%).
In this scenario, KAPCO remains a more stable play with FY18/19 D/Y of
14.3/13.9%. Additionally, any cash injection (to ease circular debt or pursuant
to the arbitration proceedings begun by the company for PkR27.7bn
liquidation damages) can result in a bumper dividend as well.
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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.

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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