
Page 1 of 4 

 
 

 

 

 

HUBC: Caught between a rock and a hard place 
  

Hub Power Company Limited       PSX: HUBC | Bloomberg: HUBC PA | Reuters: HPWR: PSX 

 
▪ Rising electricity tariffs and plunging offtakes have compelled the 

government to revisit its contracts with the IPPs. The government has 

tabled several proposals, the most notable of which is the conversion 

of existing IPPs to take and pay arrangement. It has also targeted RFO-

based projects, established under the Power Policy 1994 and 2002, for 

voluntary early termination. 

▪ Caught in the eye of the storm is HUBC, whose base plant was the first 

IPP established under the Power Policy 1994. The plant’s generation 

capacity has deteriorated due to aging and currently ranks low in 

NTDC’s dispatch system, which makes it economically unfeasible for 

offtakes. 

▪ The company is considering prematurely terminating its base plant’s 

power purchase agreement (PPA), leading to a weak outlook in the 

wake of significant reduction in earnings. 

▪ HUBC is facing significant risks of early termination of its base plant’s 

PPA, as well as the potential termination of Narowal’s PPA, which could 

lower the dividend yield to 4.4% in FY26 (Scenario C). 

Base Case (PKR mn) FY25 FY26 FY27 

EPS (Cons.) (PKR/sh) 53.22 59.95 65.88 

EPS (Standalone) (PKR/sh) 20.17 33.22 36.48 

DPS (PKR/sh) 17.18 27.22 26.98 

Valuation – Jun’25 176.93 - - 

Debt 32,672 24,682 44,089 

Assets 156,250 155,379 154,707 

Debt-Asset Ratio 20.9% 15.9% 28.5% 

Source: Company Accounts, Akseer Research 
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Overview 

High electricity tariffs have been the talk of the town lately on all economic forums. 

The government has adopted a harsh stance against the IPPs in an effort to deal 

with redundant capacities, especially given falling grid offtakes. The primary 

objective is to moderate the increase in capacity charges to rationalize tariff for the 

end consumers. 

At the heart of this effort lies all RFO-based plants, with a particular focus on plants 

set up under 1994 policy due to low generation efficiency and limited remainder 

lives under their respective PPAs. One of these targets is HUBC with a remaining 

PPA life of 2.2 years and an average utilization of 0% in the last 12 months.  

Premature termination of its PPA remains a real possibility for which a board 

meeting has been scheduled on 10 October 2024 (today) to consider the proposed 

terms for termination. 

Interestingly, the government is persuading companies (including HUBC) to 

terminate its PPA voluntarily and transition to a take-and-pay arrangement. The 

voluntary termination would essentially limit the legal recourse available to the IPPs 

under the current power purchase agreement.  

The transition from take-or-pay to take-and-pay has severe financial implications 

for HUBC’s base plant. Below are the three scenarios showing the impact of 

changes in the contractual provisions. 

Scenario A: Early termination of the base plant PPA 

In a take-and-pay arrangement, the obligation to pay is linked to the consumption 

of electricity instead of the available capacity. Transition to a take-and-pay contract 

would render the base plant redundant, with no prospects of financial recovery.  

If the contract is terminated in 2QFY24, this will lead to 83% reduction in earnings 

on a standalone basis compared to the baseline earnings and 98% reduction in 

dividends for FY25. Similarly, the debt-asset ratio will increase from 20.9% to 29.7%. 

Scenario A (PKR mn) FY25 FY26 FY27 

EPS (Cons.) (PKR/sh) 36.87 35.84 41.61 

EPS (Standalone) (PKR/sh) 3.48 8.90 12.06 

DPS (PKR/sh) 0.36 5.12 4.43 

Valuation – Jun’25 139.49 - - 

Debt 46,463 37,879 42,547 

Assets 156,250 155,379 154,707 

Debt-Asset Ratio 29.7% 24.4% 27.5% 

Source: Company Accounts, Akseer Research 

Scenario B: Early termination of the base plant PPA and overdue LPS 

written off  

News sources have cited that the government also plans to renege on its sovereign 

guarantee for overdue receivables, particularly the late payment markup that HUBC 

receives on its overdue receivables. As of Jun-24, outstanding receivables of HUBC 

stand at PKR 62.7bn (PKR 53.5bn is overdue), of which the late payment markup 

accounts for PKR 25.6bn. 
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If the government pays off accumulated capacity payment invoices worth PKR 

37.2bn but refuses to recognize late payment markup invoices, then HUBC will have 

to book a provision expense of PKR 25.6bn (PKR19.7/sh).  Though this provisioning 

will not have a cash flow impact, the company’s debt-to-asset ratio may rise to 

52.3%, leading to shariah compliance issues (Meezan Shariah Screening 

benchmark D/A is 37%). 

Scenario B (PKR mn) FY25 FY26 FY27 

EPS (Cons.) (PKR/sh) 34.28 32.12 39.28 

EPS (Standalone) (PKR/sh) (19.54) 5.05 9.60 

DPS (PKR/sh) - 4.81 8.79 

Valuation – Jun’25 142.55 - - 

Debt 50,274 43,932 46,323 

Assets 96,040 94,398 93,486 

Debt-Asset Ratio 52.3% 46.5% 49.6% 

Source: Company Accounts, Akseer Research 

Scenario C: Early termination of Narowal PPA 

HUBC’s Narowal plant is another RFO-based plant which is up for phased 

termination due to its obsolescence. 

In this scenario, we have analyzed Narowal’s PPA termination in early FY26 along 

with termination of base plant contracts in Oct-24. This would result in a further 

earnings attrition of PKR 1.4bn (PKR 1.14/sh) in FY27, taking the total earnings 

impact of early termination for FY27 to PKR25.56/sh. NEL's net receivable position 

(adjusted for short term borrowing and payables) is in the positive territory and 

stands at PKR 12bn, hence the dividend impact of contract termination is not 

significant in the short term. In contrast, the net receivable position for HUBC 

stands at PKR -4.5bn which strains its payout ability. 

Scenario C (PKR mn) FY25 FY26 FY27 

EPS (Standalone) (PKR/sh) 3.42 8.84 10.92 

DPS (PKR/sh)  0.30   5.06   3.28  

Debt  46,475   37,894   42,560  

Assets  156,250   155,379   154,707  

Debt-Asset Ratio 29.7% 24.4% 27.5% 

Source: Company Accounts, Akseer Research 

Outlook 

HUBC is facing significant risks of early termination of its base plant’s PPA, as well 

as the potential termination of Narowal’s PPA, which could adversely affect its 

profitability outlook. The company may have to significantly reduce its payouts to 

service the debt levels on its standalone books. In this regard, the dividend yield in 

scenario C falls to 4.4% in FY26. The joint venture arrangement with BYD may act 

as a saving grace for the company’s earnings going forward. However, with 

earnings shrinking, we expect that funding upcoming capex requirements will be 

challenging. 
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Disclaimer  
This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alpha Capital (Pvt) Limited, hereinafter referred jointly as “JV” 

and is provided for information purposes only. Under no circumstances this is to be used or considered as an offer to sell or solicitation of any offer to buy. 

While reasonable care has been taken to ensure that the information contained therein is not untrue or misleading at the time of publication, we make no 

representation as to its accuracy or completeness and it should not be relied upon as such. From time to time, the JV and/or any of their officers or directors 

may, as permitted by applicable laws, have a position, or otherwise be interested in any transaction, in any securities directly or indirectly subject of this 

report. This report is provided only for the information of professionals who are expected to make their own investment decisions without undue reliance 

on this report. Investments in capital markets are subject to market risk and the JV accepts no responsibility whatsoever for any direct or indirect 

consequential loss arising from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial 

situation and particular needs of investors, who should seek further professional advice or rely upon their own judgment and acumen before making any 

investment. The views expressed in this report are those of the JV’s Research Department and do not necessarily reflect those of the JV or its directors. 

Akseer Research and Alpha Capital as firms may have business relationships, including investment‐-banking relationships, with the companies referred to 

in this report. The JV or any of their officers, directors, principals, employees, associates, close relatives may act as a market maker in the securities of the 

companies mentioned in this report, may have a financial interest in the securities of these companies to an amount exceeding 1% of the value of the 

securities of these companies, may serve or may have served in the past as a director or officer of these companies, may have received compensation from 

these companies for corporate advisory services, brokerage services or underwriting services or may expect to receive or intend to seek compensation 

from these companies for the aforesaid services, may have managed or co-managed a public offering, take-over, buyback, delisting offer of securities or 

various other functions for the companies mentioned in this report.  

All rights reserved by the JV. This report or any portion hereof may not be reproduced, distributed or published by any person for any purpose whatsoever. 

Nor can it be sent to a third party without prior consent of the JV. Action could be taken for unauthorized reproduction, distribution or publication.  

 

Valuation Methodology  
To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation methodology, 

and 3). Asset-based valuation methodology.  

Ratings Criteria  
JV employs a three-tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific stock. The rating 

is based on the following with time horizon of 12-months. 

 

Rating Expected Total Return  

Buy Greater than or equal to +15% 

Hold Between -5% and +15%   

Sell Less than or equal to -5% 

 

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a combination of these 

factors. 

Research Dissemination Policy  
The JV endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or electronic 

distribution such as email, fax mail etc. 

 

Analyst Certification  
The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member of JV’s Equity 

Research Team. The analyst certifies that (1) the views expressed in this report accurately reflect his/her personal views and (2) no part of his/her 

compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 
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