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Financial Statements
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H 5 Al Faisaliah Office Tower

Quality In Everything We Do King Fahad Road, Olaya
P.OBox 2732
Riyadh
11461
Saudi Arabia
Phone: +966 1 2734740

. Fax: +960 1 2734730
Audit Report riyadh@sa.ey.com

To the Shareholders
Saudi Electricity Company

The Audit Scope

We have audited the accompanying balance sheet of Saudi Electricity Company (The Company) (a Saudi Joint
Stock Company) as of 31 December 2011, and the related statements of income, cash flows, and the changes in
shareholders’ equities for the year ended on that date. These financial statements are the responsibility of the
Company’s management, who prepared it in accordance with Article 123 of the Regulations for Companies and
presented to us with all the necessary information and explanations we have asked. Our responsibility is to express
an opinion on these statements based on our audit. We conducted our audit in accordance with generally accepted
auditing standards in the Kingdom of Saudi Arabia. Those standards require that we plan and perform the audit to
obtain reasonable conviction about whether the financial statements are free of material misstatements or
fundamental errors. The auditing includes examining, on a test or sample basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting standards used and
significant estimates made by the management, as well as evaluating the overall financial statements presentation.
We believe that our audit provides a reasonable degree of conviction that enables us to express our opinion of the
financial statements.

Unqualified Opinion:-

In our opinion, the overall financial statements:

1)Present fairly, in all material aspects, the financial position of the Company as of December 31,2011 and the
results of its operations and cash flows for the year then ended are in conformity with generally accepted
accounting standards in the Kingdom of Saudi Arabia.

2)Comply with the relevant provisions of the Regulations for Companies and the bylaws of the Company as these
relate to the preparation and p ion of the financial statements.

For Ernst and Young

Rashed Saud Al-Rshoud
Chartered Accountant
Record in Registry of Chartered Accountants Number (366)

Riyadh: 27 Rabi-Al-Awal, 1433 H
February 19,2012
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Balance Sheet as of December 31, 2011 (In Thousand Saudi Riyal)

Current Assets

7.305.124 7.227.776

Receivables from Electricity Consumers

12.027.200 9.965.007
and Accrued Revenues, net

Prepayments and Other
Receivables, net

4.847.768 3.635.236

Inventories, net 5.562.850 5.704.886

Total Current Assets
Non-Current Assets

365.500 365.500

Equity Investments in

. 2.406.042 2.300.350
Companies and Others

Construction Work in Progress

22.260.811 26.038.186

Fixed Assets, net 158.673.259 135.634.986

Total Non-Current Assets
TOTAL ASSETS
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Balance Sheet as of December 31, 2011 (In Thousand Saudi Riyal)

7

Liabilities and Shareholders"Equity
Current Liabilities

26.235.345 21.876.043

Accruals and Other Payables 4.605.942 4.402.218
Current Portion of

Long-term Loans

3.133.100 1.189.317

Sukuk

Total Current Liabilities
Non-Current Liabilities

5.000.000

13.581.788 10.632.390

Sukuk 14.000.000 19.000.000

Employees’' Indemnities 4.838.509 4.690.218

Deferred Revenue, net 20.469.575 16.736.945

Customers' Refundable Deposits 1.367.628 1.295.442

49.046.508 44.244.007

Long-term Government Payables

Government Loans 18.845.211 16.147.711

A provision for the change in
fair value of hedging contracts

431.870 387.928

Total Non-Current Liabilities

Total Liabilities

\

The accompanying notes form an integral part of these financial statements.
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Balance Sheet as of December 31, 2011 (In Thousand Saudi Riyal)

Shareholders"Equity

41.665.938 41.665.938

Statutory Reserve 1.554.492 1.333.176

General Reserve 538.343 536.177

8.566.175 7.122.345

Retained Earnings

Change in fair value of
hedging contracts (net)

Total Shareholders"Equity

otal Liabilities and
Shareholders' Equity

(431.870) (387.928)

The accompanying notes form an integral part of these financial statements.
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Income Statement for the Year Ended December 31, 2010 (In Thousand Saudi Riyal)

7 ~

16
22
9
23
9
24

Operating Revenues

28.280.494 25.872.780

Meter Reading, Maintenance

. . . 883.059 841.119
and Bills Preparation Tariff

Electricity Connection Tariff

Total Operating Revenues
Cost of Sales

1.406.045 1.197.094

30.569.598 27.910.993

(5.771.379) (5.796.633)

Purchased Energy (4.256.237) (3.741.739)

Operations and Maintenance (8.438.277) (7.752.943)

Depreciation — Operations
and Maintenance

(9.601.779) (8.027.017)

(360.235) (389.072)

Expenses

Depreciation — General
and Administrative

(335.281) (353.189)

Operating Income (1.806.410) 1.850.400

Other Income and Expenses, net 406.749 428.688

NET INCOME FORTHE YEAR s >? =R

Earnings Per Share (SR)

From Operating Income
for the Year

From Net Income for the Year

L >

The accompanying notes form an integral part of these financial statements.
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Statement of Cash Flows for the Year Ended December 31,2011 (In Thousand Saudi Riyal)

Operating Revenues

Net' Income for the Year

Adjustments to Reconcile
Net Income to net Cash from
Operating Activities:

Provision for Slow-moving Inventories

Company’s Share in Net Income (loss)
of Investee Companies

Depreciation
Gain on Disposal of Fixed Assets, net

Gain on Sale of Other Investments

Employees’ Indemnities, net

Prepayments and Other Receivables

Inventories
Accounts Payable
Deferred Revenues, net

Accruals and Other Payables

Net Proceeds and Payments on
Customers’ Refundable Deposits

2.213.159

121.721

62.960

45.747

9.937.060

(25.860)

148.291

(2.183.914)

(1.190.571)

79.076

4.359.302
3.732.630

195.481

72.186

Net Cash from Operating Activities

\.

2.279.088

257.564

11.180
21.670
8.380.206

(97.833)

(765)

267.920

363.647

(1.434.955)

(92.724)

4.951.175

1.766.418

193.924

136.305

=

The accompanying notes form an integral part of these financial statements.

20H"

Annual Report | 89



Financial Statements

SEQUEL: Statement of Cash Flows for the Year Ended December 31, 2011 (In Thousand Saudi Riyal)

-

Cash Flows from
Investing Activities

ompanies and Others

(152.439)

(5.500)

Time Deposits 1.000.119

Fixed Assets and Construction

28.487.495
Work in Progress ( 1

(29.205.430)
Proceeds from Sale

33.332
of Fixed Assets

106.342

Proceeds from

1.000
Sale of Investments

37.643

Loan to a Subsidiary (21.961)

Net Cash Used'in
Investing Activities
Cash Flow from
Financing Activities

Government Loan

7.000.000

7.500.000 3.750.000

Net Proceeds (repayment)

4.893.181
of Long-term Loans

4.481.450

Dividends Paid to
Shareholders and Board of
Directors’ Remuneration

(537.603) (540.156)

Net Cash from
Financing Activities
Net Change in Cash
and Cash Equivalents
Cash ar\d (Fash Equivalents, 7.227.776
Beginning of the Year B
Cash and Cash Equivalents,
End of the Year
Changein fair value of (43.942)
hedging contracts e

\ P

4.345.223

2.882.553

7.227.776

The accompanying notes form an integral part of these financial statements.
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Statement of Changes in Shareholders’ Equities for the Year Ended December 31, 2011 (In Thousand Saudi Riyal)

Balance, January 1, 2010

Prior Years Adjustments

Net Income for
the Year (adjusted)
Dividends to the
Shareholders for 2009
Board of Directors’
Remuneration for 2009

Net Income for the Year
Change in Fair Value of
Hedging Contracts - Net

Electricity Fee
Collections (individuals)

Transferred to Statutory
Reserve (adjusted)

Year Ended
December 31, 20

Balance, December 31,2070
(adjusted)

Dividends to the
Shareholders for 2010

Board of Directors’
Remuneration for 2010

Net Income for the Year
Change in Fair Value of
Hedging Contracts - Net

Electricity Fee
Collections (individuals)

Transferred to Statutory
Reserve (adjusted)

For the year ended
December 31.2011

Balance as of
December 31,2011

Share
Capital

41.665.938

41.665.938

41.665.938

Statutory
Reserve

1.107.965

(2.698)

1.105.267

227.909

1.333.176

221.316

General
Reserve

534.777

534.777

536.177

Retained
Dividends

5.865.869

(246.647)

5.619.222

(547.252)

(804)

2.279.088

(227.909)

7.122.345

(547.252)

(761)

2.213.159

(221.316)

8.566.175

Change
in Fair
Value of
Hedging
Contracts

(472.491)

(472.491)

(387.928)

(43.942)

(431.870)

49.174.549

(721.836)

48.452.713

(547.252)

(804)

2.279.088

50.269.708

(547.252)

()]

2.213.159

(43.942)

2.166

51.893.078

The accompanying notes form an integral part of these financial statements.
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Notes on the financial statements for the year ended December 31, 2011

1. Organization and Activities

The Saudi Electricity Company “the Company” was formed pursuant to the Council of Ministers’ Resolution Number 169 dated Sha’ban
11, 1419H corresponding to November 29, 1998, which reorganized the Electricity Sector in the Kingdom of Saudi Arabia, and merging local
companies that provided electricity power services (ten joint stock companies, that covered most of the geographical areas of the Kingdom), in
addition to the projects of the General Electricity Corporation, a governmental corporation affiliated to the Ministry of Industry and Electricity
(eleven operational projects that covered various areas in the north of the Kingdom) in Saudi Electricity Company.

The Company was founded pursuant to Royal Decree No. M/16 dated Ramadan 6, 1420H corresponding to December 13, 1999, in accordance
with the Council of Ministers’ Resolution Number 153, dated Ramadan 5, 1420H corresponding to December 12, 1999, and the Minister of
Commerce Resolution Number 2047, dated Dhu Al Hijjah 30, 1420H corresponding to April 5, 2000 as a Saudi Joint Stock Company, and was
registered in Riyadh under Commercial Registration Number 1010158683, dated Muharram 28, 1421H corresponding to May 3, 2000.

The Company’s principal activity is the generation, transmission, and distribution of electric power. The Company is the major provider of
electric power all over the Kingdom of Saudi Arabia, serving governmental, industrial, agricultural, commercial sectors, and residential
consumers.

The Company is a tariff regulated (subject to tariff control) electricity company. Electricity tariffs are determined by the Council of Ministers
based on recommendations from the Electricity and Co-generation Regulatory Authority (the Authority) which was established on November
13,2001 according to Resolution No. 169 dated Sha’ban 11, 1419H. The tariff was adjusted through the Council of Ministers’ Resolution No. 170,
dated Rajab 12, 1421H, whereby the tariff on the highest segment was set at a rate of SR 0.26 (halala) per kilowatt hour, and was effective as of
Sha'ban 1, 1421H corresponding to October 28, 2000.

This was further amended by the Council of Ministers in its Decision Number 333 dated Shawwal 16, 1430H, corresponding to October 5, 2009,
which granted the Board of Directors of the Electricity and Co-generation Regulatory Authority the right to review and adjust the non-resid
ential (commercial, industrial and governmental) electricity tariff and approve them as long as the change does not exceed SR 0.26 (halala)
per each kilowatt hour, taking into consideration, among other aspects, the electrical consumption at peak times. This tariff was implemented
starting as of Rajab 19, 1431H, corresponding to July 1, 2010.

The Company is the whole-owner of the subsidiaries: Sukuk Electricity Company, Daoiat (OPTICS) Telecom Company, which are limited
liability companies. Morever, the Company owns 50% of the Water and Electricity Company, Dharma Electricity Company, and Hajr Electricity
Production Company.

According to the Company’s bylaws, the Company’s financial year begins on January 1 and ends on December 31, of each calendar (Gregorian)
year.
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2. Summary of Significant Accounting Policies

The accompanying financial statements have been prepared in compliance with the accounting standards issued by the Saudi Organization for
Certified Public Accountants. The following is a summary of the most significant accounting policies applied by the Company:

Accounting Convention

The financial statements are prepared according to the principle of the historical cost, with exception to investments, derivatives and
governmental loans (received after January 1, 2009) as they are measured by the fair value.

Accounting Estimates

The preparation of financial statements in conformity with generally accepted accounting standards requires the use of estimates and
assumptions that may affect the recorded amounts of assets and liabilities, and disclosure of contingent assets and liabilities at the date of
the financial statements, in addition to the recorded amounts of revenues and expenses during that year. Although these assumptions and
estimates are based on management’s best available knowledge of current information and events at the date of issue of the financial
statements, the actual eventual results may differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents balance includes cash on hand, cash and time deposits at banks, and other liquefiable investments which are
convertible to determined cash amounts the original maturities of which are within three months or less, from the date of its acquisition.

Electricity Consumers’ Receivables

Electricity consumers’ receivables represent the amount not collected from the consumers at the date of balance sheet, and are stated net after
establishing a provision for doubtful receivables.

Inventories

Inventory items of generators, transmission, distribution, other materials, and fuel inventory are stated at the weighted average cost basis.
Inventory is shown net after allocation of provision for slow moving and obsolete items. Inventory items that are considered an essential part of
the generation plants, transmission and distribution networks, and other facilities such as strategic and reserve materials, are included in fixed
assets.
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Investments

Investments in Other Companies’ Equities

The investments in investee companies of 20% or more are recorded using the equity method, under which the investment is stated initially at
cost when at the time of acquisition and to be adjusted thereafter by the post acquisition change of the Company’s share in the net assets of the
investee company. The Company’s share in the results of these Companies is recognized when investees’ financial statements are issued.

Investments of less than 20% of share capital of unquoted companies are stated at fair value wherever it was possible, otherwise the cost will be
considered as fair value. Revenues from these investments will be recorded at the time of acquisition of dividends from the investee companies.

Investments Held to Maturity

Investments that are acquired which are intended to be held to maturity are carried at cost (adjusted for any premium or purchase discount)
minus any decline, other than temporary, in its value. Such investments are classified as non-current assets with the exception of bonds that
mature during the next fiscal year, which are classified as current assets. Revenues from these investments are recorded at the maturity date.

Fixed Assets

Fixed assets are stated at historical cost, except for land, are depreciated over their estimated operational useful lives using the straight line
(fixed installment) method. Cost includes the cost of acquisition from supplier (buying price), direct labor, indirect construction costs, and
finance (borrowing) cost up to the date the asset is put in service. Cost and accumulated depreciation of fixed assets sold, or otherwise disposed
off, are removed from the accounts at the time of sale or disposal and the resulting gain or loss is recognized/recorded in the statement of
income.

The estimated operational useful lives are as follows:

7 N

Buildings 20 to 30

Generation Plant,
Equipment and Spare Parts

20 to 25

Transmission Network,
Equipment and Spare Parts

20 to 30

Distribution Network,
Equipment and Spare Parts

15to 25

Other Assets
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Impairment of Fixed (Non-Current) Assets

The Company conducts periodic review of the book value of its tangible or fixed assets to determine any evidence or any indication that those
assets have suffered an impairment loss. In case of the existence of such evidence, the recoverable amount of the asset is estimated in order to
determine the loss (volume) or extent of the impairment loss. Wherever it is not possible to estimate the recoverable amount of that asset, the
Company estimates the recoverable amount of the cash-generating unit to which the asset belongs.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its book value, then, the book value of the asset
(cash-generating unit) is reduced to its recoverable amount. Impairment losses are recorded as expenses immediately in the statement of
income.

Where an impairment loss subsequently reversed, the book value of the asset (cash-generating unit) is increased to the revised estimation
of its recoverable amount, but only to the extent that the increased book value does not exceed the carrying amount that would have been
determined had no impairment loss been recorded for that asset (cash-generating unit) in prior years. A reversal of an impairment loss
is recorded as income immediately in the statement of income.

Capitalization of Borrowing Costs

Net borrowing cost, which represents finance charges on long-term loans and other finance costs charged to the Company with the deduction
of any credit returns obtained during the year, is capitalized, on all projects-in-progress of significant amounts that require long period of time
for construction. The borrowing costs capitalized on each project are calculated using the capitalization rate on the average amount spent on
each of the projects-in-progress.

The Repayment Specified Governmental Loan

The Repayment Specified Governmental Loan is recorded at current or present value using an estimated discount rate for the Company’s
borrowing (for the loans received after January 1, 2009). The difference between the received value and the present value is recorded as
deferred revenues (governmental grant) which appears in the long term government receivables and recognized throughout the remaining
years of the loan and its incurred expenses.

Derivative Financial Instruments and Hedge Accounting

The Company uses derivative financial instruments to minimize its exposure to certain interest rate risks arising from financing activities.
Basically, the derivative financial instruments are recorded at fair value on the date of its contract. It will subsequently be measured/estimated
at fair value. The derivative financial instruments are recorded as financial assets when their fair value is positive and as financial liabilities when
their fair value is negative. The changes in the fair value of the derivative financial instruments which were specified as effective coverage for the
cash flow risks are directly within the shareholders’ equity, while the non-effective part of the coverage is recorded in the statement of income.
For purposes of hedge accounting, hedges are classified as a hedge of fair value that hedges the risk of changes in cash flows, whether they are
related to some risk associated with assets or liabilities that have been recognized/recorded or transaction that is expected to occur in large or
foreign currency risks related to certain obligations which have not been recorded.

The risk hedge accounting shall be stopped at the end of the hedging instrument such as fair value hedge or its sale, termination or execution,
or it becomes a disqualified instrument or tool for risk hedging.

At that time, as for the expected transactions, the accumulated profit or loss will be kept, previously recorded in the shareholders’ equity,
until the occurrence o that expected transaction. In cases where the expected hedged transaction is no longer expected to occur, the net
accumulated profit or loss will be transferred, which was recorded in shareholders’ equities, to the statement of income.
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Creditors and the Payables
The commitments to payables to be paid in the future for received goods or services, whether the suppliers submitted invoices for them or not.

Employees’ Indemnities

The employees’ indemnities provision consists of the following:

Provision for End-of-Service Indemnities

The provision for end-of-service indemnities is calculated in accordance with the Labor Law in the Kingdom of Saudi Arabia and carried down to
the statement of income on a monthly basis.

Employees’ Savings Program
The Company contributes to the formation of provision for the qualified employees in the savings program according to the approved

regulatory regulation. The Company’s contribution in the savings’ program is carried monthly to the statement of income.

Zakat

Zakat is provided in accordance with the Regulations of the Department of Zakat and Income Tax in the Kingdom of Saudi Arabia. Any
adjustments that may arise from final Zakat assessment are recorded in the statement of income for the year in which such final assessment is
obtained.

Statutory Reserve
In accordance with the Regulations for Companies and the Company’s bylaws, 10% of the annual net income is transferred (retained) to
statutory reserve. The Company may discontinue such transfer when the balance of such reserve becomes equal to half of the share capital.

Revenues

Revenues from electricity sales are recorded when bills are issued to consumers based on their consumption of electric power measured by
kilowatt/hour.

Accrued Revenue on power consumed by consumers but not yet billed, at the date of the balance sheet will be estimated. Revenue from
meter reading, maintenance and bills preparation services represents the monthly fixed tariff based on the capacity of the meter used by the
consumers, and the accrued revenues estimated from the unissued bills’ tariff and are recorded once the bills are issued.

Tariff of electricity connection service received from consumers is deferred and recognized on a straight-line basis over the average useful lives
of the equipment used in serving the consumers, estimated to be twenty years.
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Expenses

Operation and maintenance expenses include expenses relating to the generation, transmission, and distribution activities as well as a
portion of the general services and related supporting activities and services’ expenses. The remaining portion of these expenses is included
under general and administrative expenses. General services and supporting activities’ expenses are allocated between the general services and
supportive activities based on the benefits received by each activity and are evaluated periodically.

Earnings (Loss) per Share for the Year
Earnings (losses) per share from operating income and earnings per share from net income for the year are calculated by dividing operating
income and net income for the year by the outstanding number of weighted average shares, including government shares.

Foreign Currency Transactions

Transactions denominated in foreign currencies are translated into Saudi Riyals at exchange rates prevailing at the date of such transactions.
Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated into Saudi Riyals at the exchange
rates prevailing at that date. Any realized or unrealized exchange gains or losses arising from such transactions are recorded in the statement
of income.

3- Cash and Cash Equivalent

4 N

In SR"000

Cash onHand 3.040 2.959
Cash at Bank 1.766.494 2.526.650

Short-Term Deposits 5.535.590 4.698.167
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4- Receivables from Electricity Consumers and Accrued Revenues, Net

7 ~

In SR’ 000

Electricity Consumers Receivable

2.870.026 1.071.839

Commercial and Residential 4.861.644 5.388.427

Special Customers (VIPs) 2.359.212 2.216.405
Saudi Aramco 1.908.179 1.468.493
Electricity Connection Receivables 1.011.039 571.858

Saline Water Conversion Corporation 335.981 362.984

Total electricity Consumers Receivables 13.346.081 11.080.006
Less: Provision for Doubtful Receivables (2.500.596) (2.378.875)

Net Electricity Consumers Receivables 10.845.485 8.701.131
Add:'Accrued Revenues 1.181.715 1.263.876

\_ J

The movements in the provision for doubtful receivables during the year are as follows:

7 \

In SR"000

2.378.875 2.121.311

Balance, Beginning of the Year
Charge for the Year
Balance, End of the Year

121.721 257.564
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5. Prepayments and Other Receivables, Net

7

Advances to Contractors and Suppliers

Other Government Receivables (Note 17-B)

Outstanding Letters of Credit

Prepaid Expenses

Other Receivables

Total

Less: Provision for Other Doubtful

Receivables

In SR"000

3.899.552 2.789.535

244.173

185.575

10.477

568.780

(60.789)

244.173

203.956

20.940

437.421

(60.789)

=\
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6. Inventories, Net

7 n

In SR"000

3.086.034 3.130.904

Generation Plant Materials and Supplies

Distribution Network Materials and Supplies 1.792.098 1.863.213

Transmission Network Materials and Supplies 394.866 290.027

Fuel'and Oil 326.160 401.933

Other 227.713 219.870

Total

Less: Provision for Slow Moving Inventories (264.021) (201.061)

Total

The movement in the provision for slow-moving inventories during the year is as follows:

7 N

In SR’000

Balance, Beginning of the Year 201.061 189.881
Charge for the Year

Balance, End of the Year

62.960 11.180

264.021 201.061
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7. Equity Investments in Companies and Others

In SR’ 000

Investments accounted for under
the equity method (a)

1.855.392 1.899.140

Other Investments, at cost (b) 125.650

Held to Maturity Investments (c) 425.000 400.000

~
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a) Investments Accounted for Under the Equity Method

7~ ~

In SR"000

Shareholding
Percentage

Gulf Cooperation Council Interconnection Authority (a-1) 1.830.937 1.876.842

Water and Electricity Company (a-2)

Ras Al-Zour Water and Electricity Company (a-3)

Hajr for Electricity Production

Daoiat (OPTIC) Communications

Electricity Sukuk Company

Rabigh Electricity Company (a-4)

Dharma Electricity Company (a-5)

Total investments accounted for under the equity method

(a-1) Gulf Cooperation Council Interconnection Authority
The Company has participated in the capital of the Gulf Cooperation Council Interconnection Authority (hereafter referred to as
“GCCIA”) to enhance the electricity transmission and distribution between the member countries. The Company’s participation in
GCCIA amounts to USD 484.80 million equivalent to SR 1,818 million.

(a-2) Water and Electricity Company

The Company had entered into a partnership agreement with Saline Water Conversion Corporation to establish a jointly owned limited
liability company in the name of Water and Electricity Company pursuant to the Supreme Economic Council’s Decision No. 5/23 dated Rabi’ Al-Awal
23, 1423H which encourages the participation of the private sector in water desalination projects. The Company’s share amounting to
SR 15 million paid in full and consists of 300,000 shares representing 50% of the investee’s share capital.
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(a-3) Ras Al-Zour Water and Electricity Company

Based on the Company’s Board of Directors Resolution No. 02/73/2007 dated Dhu Al-Hijjah 1, 1428H, and the Company entered into a
partnership with the Public Investment Fund to establish the Ras Al-Zour Water and Electricity Company, a joint stock company established
pursuant to Royal Decree No. 77 dated Ramadan 14, 1428H. The Company’s share amounting to SR 1 million paid in full and represents 20% of
the investee’s share capital. In February 2011, a certificate was issued by the Ministry of Trade and Industry writing-off the commercial register
of the company (Ras Al-Zour), because of the cancellation of Ras Al-Zour project competition for electricity and water, based upon closing the
investment account in this company and the recovery of previously paid value.

(a-4) Hajr Electricity Production Company

Based on the Company’s Board of Directors Resolution No. 04/95/2010 dated 12/09/1431H, corresponding to 22/8/2010AD, the Company
established the Hajr Electricity Production Company with a capital of SR 2 million; during the year 2011 a partner entered into a partnership
which increased the capital by SR 8 million thereby bringing the total capital to SR 10 million fully paid. The share of Saudi Electricity became
50% of partners’ shares. The financial statements of Hajr Electricity Production Company were not consolidated due to the lack of relative
importance.

(a-5) Daoiat (OPTICS) Communications Company

Based on the Company’s Board of Directors Resolution No. 02/86/2009 dated 08/05/1430H, corresponding to 03/05/2009AD, the Company
established the Daoiat (OPTICS) Communications Company with a capital of SR 1million; fully paid and represents 100% of the share capital of
the new company.

The financial statements of Daoiat (OPTICS) Communications Company were not consolidated due to the lack of relative importance.

(a-6) Electricity Sukuk Company

Based on the Company’s Board of Directors Resolution No. 03/67/2007 dated 22/03/1428H, corresponding to 10/04/2007AD, the Company es-
tablished the Electricity Sukuk Company with a capital of SR 500 thousand; fully paid and represents 100% of the share capital of the new com-
pany. The financial statements of Electricity Sukuk Company were not consolidated due to the lack of relative importance.

(a-7) Rabigh Electricity Company

Based on the Company’s Board of Directors Resolution No. 06/76/2008 dated Jumada Al-Awal 26, 1429H corresponding to June 3, 2008,
the Company established the Rabigh Electricity Company. The new company’s share capital amounting to SR 2 million was paid in full and
represents 100% of the investee’s share capital.

During the third quarter of 2009, Rabigh Electricity Company increased its capital from SR 2 million to SR 10 million through the joining of new
partners which decreased Saudi Electricity Company’s share from 100% to 20%.

(a-8) Dharma Electricity Company

Based on Company’s Board of Directors Resolution No. 4/88/2009 dated Ramadan 18, 1430H corresponding to September 8, 2009, the Company
established the Dharma Electricity Company (a closed joint stock company) with a share capital of SR 2 million. During the year, a new partner
joined the Company and the share capital was increased by the same amount to become SR 4 million and the Saudi Electricity Company’s share
to become 50% of total shareholders’ shares. The financial statements of Dharma Electricity Company were not consolidated due to the lack of
relative importance.
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b) Other Investments, at Cost

7 "

In SR"000

Shareholding
Percentage

Total Other Investments, at Cost

\, J

c) Held to Maturity Investments

7 ")

300.000 300.000

Saudi Basic Industries Corp. Sukuk

Bin'Laden Company Sukuk 50.000 50.000

SAAB Bank Bonds

50.000 50.000
(Saudi British Bank)

Satorb Company Sukuk 25.000

Total Held to Maturity Investments
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d) Share in Net Income (loss) of Investees Accounted for Under Equity Method

7

Gulf Cooperation Council
Interconnection Authority

Water and Electricity Company

Total

In SR"000

(45.905)

(21.807)

=\
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8. Construction Work in Progress

Financial Statements

r

Beginning of the year

Additions during the year

Transferred to fixed assets

Balance as of 31/12/2011

Balance as of 31/12/2010

\

Generation
Projects

15.424.059

13.771.788

(18.727.487)

10.468.360

15.424.059

Transmission
Projects

6.407.377

7.121.405

(7.154.491)
6.374.291

6.407.377

Distribution
Projects

3.930.639

7.709.853

(6.558.211)
5.082.281

3.930.639

General
Projects

276.111

368.507

(308.739)

335.879

276.111

Net financing cost capitalized on projects under construction during the year amounted to SR 1,151 million (2010: SR 1.070 million).
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9. Fixed Assets, Net

1.579.661

Additions

56.090

Disposals (85)

Reclassification

e ——
Accumulated Depreciation:

1.635.666

Additions

Disposals

Reclassification

e ——
Net Book Value:

N\

31/12/2011 _1.635.666
31/12/2010 l70.661

Buildings

14.851.163
805.908

(22.496)

15.634.575

9.199.208

543.846

(18.734)

9.724.320

5.910.255

5.651.955

Machinery
&

Equipment

241.348.391
30.586.847

(212.825)

129.702

271.852.115

115.831.695

8.642.288

(202.900)

2.002

124.273.085

147.579.030

125.516.696

Capital
Spare
Parts

3.428.258

368.593

3.796.851

1.834.861

160.960

1.995.821

1.801.030

1.593.397

Vehicles
and Heavy
Equipment

1.274.831

97.704

1.372.535

958.962

98.561

1.057.523

315.012

315.869

2.610.858

1.073.967

(8)

(129.702)

3.555.115

1.633.450

491.405

(4)

(2.002)

2.122.849

1.432.266

977.408

J

Land referred to above includes plots of land with a book value of SR 276 million (2010: SR 276 Million), the title deeds of which have not yet

been transferred to the Company’s name.
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Net book value of the Company’s fixed assets is distributed among the main activities as follows:

108

Financial Statements

7

[and

Buildings

Machinery & Equipment

Capital Spare Parts

Vehicles and Heavy Equipment

Others

Generation

245.285

2.722.760

61,584,469

1.365.071

900.059
66,817,644

Transmission

587.443

2.120.588

46,955,880

415.759

394.846
50,474,

Distribution

225.243

152.154

38,746,741

20.017

44.714

39,188,869

General
Property

577.695

914.753

291,940
183

315.012

92.647
2,192,230

Land

Buildings

Machinery & Equipment

Capital Spare Parts

Vehicles and Heavy Equipment

Others

Total

Generation

245.236

2.695.481

47.654.610

1.162.176

532.312

52,289,815

Transmission

587.388

1.870.261

42.805.030

410.055

308.036

45,980,770

Distribution

225.249

154.903

34.710.509

20.940

30.104

35,141,705

General
Property

521.788

931.310

346.547
226

315.869

106.956

2,222,696
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Sequel: Fixed Assets, Net
Depreciation expense charged to various activities during the year ended December 31 is as follows:

4 )

In SR’ 000

4.199.706 3.201.761

Generation Depreciation Expense

Transmission Depreciation Expense 2.788.722 2.438.954

Distribution Depreciation Expense 2.613.351 2.386.302

Gen. Property Depreciation Expense

335.281 353.189
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10. Accounts Payable

7 "

In SR’ 000

Saudi Aramco for Fuel Cost 51.419.456 46.227.372

Transferred to Government Account (a) (40.959.482) (40.959.482)

Saudi Aramco Payable for Fuel Cost 10.459.974 5.267.890
Saline Water Conversion Corporation 8.453.968 8.080.770
for Purchased Energy
Payables to Contractors and Retentions 761.301 691.138
Municipality Fees 3.241.135 2.804.236
Payables to Suppliers 93.587 613.496
Advances Received for Construction of Projects 633.768 1.966.612
Others (b) 2.591.612 2.451.901
X )

a) Asitis shown in note (17-A), accounts payable to Saudi Aramco for fuel cost for the period from April 5, 2000 to December 31, 2009 amounted
to SR 41 billion have been transferred from the accounts of Saudi Aramco into a long-term government payables.

b) Other payables include SR 1,280 million (2010: SR 1,280 million) which are still under reconciliation between the Company and the
Government and pertain to prior-merger accounts (refer to Note 1).
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11. Accruals and Other Payables

In SR’ 000

Accrued Expenses 3.631.647 3.386.288

Accrued Employees' Benefits 370.139 347.162

Dividends Payable* 339.940 329.530

Accrued Interests on Loans 82.389 125.292

Other

181.827 213.946

4.605.942 4.402.218

\\ v

* Dividends payable include dividends in the amount of SR 91.5 million as of December 31, 201 1representing cash dividends declared by Saudi
Consolidated Electricity Company prior to merger and unclaimed by the shareholders (2010: SR 93.8 million).
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12- Zakat: f

The principal elements of the

Zakat base are as follows:

Net Income before Zakat 2.213.159 2.279.088

Add: Zakat Adjustments (12.296.312) (8,440,903)

Adjusted netloss

(10.083.153) (6.161.815)

Zakat base computation:

Share Capital 41.665.938 41.665.938

Adjusted Net Loss (10.083.153) (6.161.815)

Other Reserves 1.869.353 1.640.044

Retained Earnings 7.123.345 5.071.166

Other Provisions 7.050.373 6.761.296

Long-term Loans and Sukuk 36.816.001 30.821.707

Government Loans 67.891.719 18.688.060

2.558.748 2.730.762

Less:

IXed Assets and Construction

Work in Progress — Net (131.259.163) (107.525.831)

1IXed Assets Depreciation

Differences from Prior Years (41.576.007) (32.287.433)

Long-term Investments (2.406.042) (2.296.850)

Inventory of Matl. and Spare Parts (4.218.398) (4.563.909)

TaRaTBate T Negatve (24.567.286) (| (45.456.865)

. »

No provision for Zakat has been made during the year ended December 31, 2011, due to the negative amounts for adjusted net income and
Zakat base.

According to the final statements received from the Directorate of Zakat and Income Tax (DZIT) for the period from April 5, 2000 (date of merger)
to December 31, 2001 and for the year 2002, there are Zakat differences amounting to SR 13 million that resulted from DZIT computing Zakat
on amounts claimed by the Company from Aramco for Aramco’s electricity consumption in the residential properties and paid by Aramco based
on the industrial tariff rather than the commercial tariff. The Company has not provided for this difference as it believes that Zakat should not
be levied on unrealized revenues and which have not been recorded in the Company’s accounts. The Company received the final statements
for the years 2003 to 2008 which showed Zakat differences for SR 24.5 million on accounts of the years 2003 and 2004; these differences have
been objected, and the objection is still under consideration and study with DZIT. In addition, the Company had submitted its Zakat Affidavits
or Declarations for the years 2009 to 2010 and is still under review by DZIT.
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13- Long - Term Loans

7 N

In SR’ 000

11.821.707 7.340.257

Loans'Balance, Beginning of the Year
Loans'Withdrawals During the Year

6.084.670 5.594.548

Loans'Repayments During the Year
Loans'Balance, End of the Year

Less: Current Portion of Long-term Loans (3.133.100) (1.189.317)

(1.191.489) (1.113.098)

16.714.888 11.821.707

\ »)

Following are the details of the scheduled repayments for the coming years as of December 31:

In SR’000

1.468.000 1.017.783

N

N

Between One and Two years

Between Two and Three years 1.468.000 1.123.000

Between Three and Four years 1.468.000 1.123.000

Between Four and Five years 1.468.000 1.123.000

Beyond Five'years

7.709.788 6.245.607

Total
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Sequel: Long - Term Loans

A) On July 28, 2008, the Company obtained a Sharia compliant loan for SR 6 billion from a group of local banks which has been fully withdrawn.
The loan must be repaid on 22 biannual installments from November 3, 2009. The loan balance was SR 4.6 billion as of December 31,2011 (2010:
SR 5.2 billion). The loan is subject to certain financial agreements to which the Company is committed as of December 31, 2011.

B) The Company has reached an agreement with the Export-Import Bank of the United States and the Export Development Canada on June
21, 2009 and signed a financing agreement on January 27, 2010 whereby the Company will receive a direct loan amounting to USD 1.1
billion equivalent to approximately SR 4.1 billion which has been withdrawn. The loan is repayable over 12-year period in 24 biannual payments
starting from May 25, 2010. The loan balance was SR 3.4 billion as of December 31,2011 (2010: SR 3.8 billion.)

C) On July 13, 2009, the Company has signed a financing agreement with the Public Investments Fund upon which the Company will receive a
direct loan of SR 2.6 billion repayable over a 15-year period in 24 biannual installments. The loan balance was SR 2.6 billion as of December 31,
2011 (2010: 2.6 billion).

D) On December 13,2010, the Saudi Electricity Company has signed an agreement with a group of local banks whereby the Company will obtain
a Sharia compliant loan of SR 5 billion. The loan is repayable over 13 years in 26 biannual equal payments after the elapse of 24 months from
signing of the agreement. The loan balance was SR 0.5 billion as of December 31,2011 (2010: nil.)

E) On March 12, 2011, the Saudi Electricity Company signed an agreement with Tokyo Bank-Mitsubishi whereby the Company will obtain a loan
of USD 0.5 billion equivalent to SR 1.9 billion; the loan was withdrawn in total. This loan must be repaid in one payment after 12 months from
the date of the first withdrawal. The agreement allows the Company to extend the maturity date of the original loan for another 12 months. The
loan balance was SR 1.9 billion as of December 31,2011 (2010: Nil.)

F) The Company has signed an agreement with the French EXIM Bank on June 22, 2011 whereby the Company will obtain a loan of USD
989.1 million equivalent to SR 3.7 billion; the loan was withdrawn in total. The loan is to be repaid within 12 years in 24 equal biannual
installments starting from January 11, 2012. The loan balance was SR 3.7 billion as on December 31,2011 (2010: Nil.)

The abovementioned bank loans represent long-term borrowings obtained from commercial banks to finance construction works. Some of
these loans are secured by promissory notes issued by the Company and proceeds of revenues collected by the banks.

The Company has unutilized credit facilities from local banks as of December 31, 2011 amounting to SR 1 billion which will be used to purchase
generating units for Company’s projects (2010: SR 1 billion.)
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14. Sukuk

Statement of existing instruments as of December 31,2011

7

Date of
Issue

Sukuk 1

July 23, 2007

Sukuk 2 July 6, 2009

Sukuk
Face Value

SR 500

thousand

SR 100
thousand

SR10
thousand

Sukuk Total
Value

SR 5 billion

SR 7 billion

SR 7 billion

Maturity
Date

Sukuk, mentioned above, were issued at face value without discount or premium. Based on SIBOR plus the profit margin per annum is payable
on a quarterly in arrears basis of the net income derived from the net income derived from the assets of Sukuk held by the custodian of the
assets of the Sukuk - The Electricity Sukuk Company which is totally owned by the company.

The Company has pledged to buy these instruments from the holders on specific dates in the prospectus. At each date of purchase the Company
will pay an amount equivalent to 10% of the total nominal value of the instrument in the ratio described against the date of purchase, according

to the following table:

Sukuk 1 2012

Sukuk 2 2014

90%
First

Purchase
Date

60%

Second
Purchase
DEY

2017
2019

2020

Third
Purchase

30%

Date

2022

i p2)

2025
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15. Employees’ Indemnities

16. Deferred Revenue, Net
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Financial Statements

Provision for End-of-Service
Indemnities

Savings Program

In Thousand Saudi Riyal

4.536.870 4.480.977

301.639 209.241

Balance, Beginning of the Year

Proceeds from Connection
Tariff Service During the Year

Electrical Connection Tariff

(1.406.045)

In Thousand Saudi Riyal

16.736.945 14.970.527

5.138.675 2.963.512

(1.197.094)




20#"

17. Government Long-term Payables

A) The accrued fuel credit payables for the period April 5, 2000 to December 31, 2009 amounting to SR 41 billion were reclassified from Current
Liabilities to Non-Current (fixed) Liabilities (Government long term payables), based on the ministerial minutes dated 15 Jumada Al-Awal 1427H
and 6 Safar1433H in accordance with the Ministerial Resolution No. 277 which handled the accrued indebtedness of the Company to Saudi
Aramco Company by transferring it the account of Ministry of Finance (Note 10-a.)

B) The Company during the fourth quarter of the year 2010 transferred some assets of the transmission and distribution networks located in
Jubail Industrial City at the Royal Commission for Jubail and Yanbu (The Commission) to the ultimate ownership of the Company according to
the terms agreed upon with the commission. The book value of those assets was SR 744 million which was recorded in the government long
term payables while the amount of accumulated depreciation during the pre-merger period was estimated at SR 244 million and recorded as
government receivables in the prepaid payments and other debit balances (Note 5). These accounting processes were applied retroactively
(Note 30.)

18. Government Loans

A) Pursuant to the Ministerial Resolution No. 169 dated Sha’ban 11, 1419H, the net dues of the Government to the Saudi Electricity
Company and the net dues of the Company to the Government were determined in accordance with rules and procedures stipulated in the
minutessigned byHE the MinisterofIndustryandElectricityand HEthe Minister of Financeand National EconomydatedJumadaAl-Thani27,1418H
corresponding to October 29, 1997. The net difference in payable to the Government by the Company, as determined at the end of the
business day preceding the issuance of the Royal Decree for the incorporation of the Company, is considered a long-term soft (Sharia Compliant)
loan with a grace period of twenty five years starting from the date of the announcement of the incorporation of the Company. The loan is to be
reviewed later on; subject to the financial circumstance of the Government and the Company.

The minutes of the meeting held on Rajab 21, 1422H between the Minister of Industry and Electricity and the Minister of Finance and National
Economy in which the initial amount of the Government loan was determined, stated that the final settlement of Government accounts will be
subject to final reconciliation of the Company’s claim from Government entities, and the loan amount shall be adjusted accordingly. During
2005, the Company finalized the amount due which included the claims of the Company and the amounts due to the Government and the
agreement was signed between the Minister of Water and Electricity and the Minister of Finance on Rajab 15, 1426H which brought the balance
of government loan to SR 14.9 billion.

B) The Council of Ministers approved in its meeting held on Monday, Jumada Al-Awal 12, 1431H corresponding to April 26, 2010, to grant the
Company a soft loan (Sharia compliant) amounting to SR 15 billion repayable over 25 years. The loan will be paid to the Company within 2 years
in accordance with an agreement that will be prepared for this purpose between the Ministry of Finance and the Saudi Electricity Company.
The agreement was signed on Ramadan 15, 1431H, corresponding to August 25, 2010; an amount of SR 11.3 billion from this loan has been
withdrawn on December 31, 2011. The Company had recorded what was received from the government loan at the present value according
accounting policies as shown in Note 2.

C) The Council of Ministers approved in its meeting held on Monday, Rajab11, 1432H corresponding to June 13, 2011, to grant to the Company
a soft loan (Sharia compliant) amounting to SR 51.1 billion repayable over 25 years. The loan will be paid to the Company within five years in
accordance with an agreement that will be prepared for this purpose between the Ministry of Finance and the Saudi Electricity Company. The
amount was not withdrawn until the date of the Balance Sheet.
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19. Derivatives

The Company entered into interest rate hedging agreements with several banks to hedge the fluctuation in loans’ interest rates on a notional
amount of SR 3.4 billion as of December 31, 2011 which includes a US Dollar portion representing approximately 15% of the stated nominal
value. The hedging agreements are based on the bartering between the Company and the banks of fixed rates against floating rates on the
original loan amounts every six months.

Moreover, the Saudi Electricity Company has signed currency agreements with some local banks aimed at stabilizing the exchange rate of the
euro against the U.S. dollar exchange rate in order to cover the Company's future obligations and protect it from fluctuations in exchange rates.

20. Share Capital
The share capital of the Company amounts to SR 41,665,938,150 and divided into 4,166,593,815 shares with a par value of SR 10 each.
The Company'’s share capital referred to above is owned by the following:

( D

Ownership

No. of Shares Percentage

Government 3.096.175.320 74.31%

Saudi Aramco 288.630.420 6.93%

Other Shareholders

781.788.075 18.76%

21. General Reserve

General reserve consists of the balances of the reserves that were reflected in the books of the Saudi Consolidated Electricity Companies
at the date of the merger amounting to SR 213,668 thousand and the returns from investing in the Electricity Fee Fund amounting to
SR 294,976 thousand. In addition, it also includes the collections of electricity fees from individuals subsequent to December
31,2001 amounting to SR 29,699 thousand till December 31,2011 (2010: SR 27,533 thousand). Accordingly, the balance of the general reserve
amounted to SR 538,343 thousand as of December 31,2011. (2010: SR 536,177 thousand).

118 | Annual Report



22. Operating and Maintenance Expenses

Generation Distribution

Employees’Expenses and

1.288.171
Benefits

910.581 2.365.486

Materials 712.916 109.954 234.539

Operation and Maintenance
(Contractors)

405.862 109.593 372.263

Provision for Doubtfu

. 121.721
Receivables

Provision for Slow Moving
Inventory

10.950

Municipality Fees 436.969

875.341 355.061

Others
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23. General and Administrative Expenses

7

Employees’Expenses and Benefits

Materials

Provision for Slow Moving Inventory

Others

\,

In Thousand SR‘000’

230.489 264.407

41.410 37.521
7.200 1.690

81.136 85.454

N

24, Other Income and Expenses, Net

120

Annual Report

7

Gain on Disposal of Fixed Assets

Penalties

Share in Net Income/
Investee Companies Accounted for

Under the Equity Method (Note 7-d)

Sales of Tender Documents

In Thousand SR‘000’

25.860

97.833

172.969 118.747

(45.747) (21.670)

28.952 27.063

224.715 206.715

N
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25. Proposed Dividend and Earnings per Share (Eps)

In compliance with the Company’s bylaws, a preliminary distribution of dividends of not less than 5% of paid up share capital is to be
distributed to shareholders after deducting reserves subject to the provisions stated in the Council of Ministers’ Resolution No. 169 dated
Sha’ban 11, 1419H, which stipulates that the Government has waived its share from the dividend distribution for a period of ten years from
the date of the Company’s formation provided that such dividends do not exceed 10% of the par value of the shares. If dividends exceeded the
said percentage of the par value of the shares, then the Government’s share shall be treated similar to the shares of the other shareholders. The
Council of Ministers’ Resolution No. 327 dated Ramadan 24, 1430H specified the extension of the government concession of its share of profits
that Saudi Electricity Company distributes for a period of another 10 years.

The Board of Directors in its meeting held on April 4, 2011 proposed dividends for the year 2010 for the shareholders, individuals category,
amounting to SR 547 million in cash at SR 0.7 per share representing 7% of the par value of the shares (for the year 2009: SR 547 million).

The Board of Directors in its meeting held on February 19, 2012 proposed distribution of cash dividends for the year 2011 for the individual
shareholders and the like amounting to SR 547 million in cash at SR 0.7 per share representing 7% of the par value of the shares. The proposed
dividends' distribution for the current year requires the Company’s General Assembly approval.

26. Board of Directors’ Remuneration and Allowances

Expenses and allowances related to the attendance of the board members in the Board of Directors’ meetings and other subcommittee
meetings for the year amounted to SR 605 thousand (2010: SR 625 thousand).

The General Assembly in its meeting held on April 4, 2011 approved the remunerations for the members of the Board for the year 2010
amounted to SR 0.8 million from the retained earnings (2009: the amount was SR 0.8 million.)

The Board of Directors in its meeting held on February 19, 2012 had approved the provision of a remuneration for the board members

amounting to SR 0.7 million from profits after the distribution of dividends of not less than 5% of the share capital to the individual
shareholders and the like. The payment of this remuneration is due after the approval of the General Assembly.
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27. Related Party Transactions

The Company connects and provides electric power to governmental agencies, ministries, and Saudi Aramco. The tariff charged to related
parties is the same tariff approved by the Council of Ministers and charged to other consumers, except for the tariffs charged to Saline Water
Conversion Corporation (SWCC) which are in accordance with a Government resolution, except for the residential properties of Saudi Aramco,
which the Company believes that residential properties of Aramco fall under the commercial tariff while Saudi Aramco has rejected this tariff
and is settling the electricity sales for all such properties based on the industrial tariff which resulted in a difference of about SR 1,831 million
since the foundation of the Company until December 31, 2011 (cumulative difference of approximately SR 1,745 million since the Company’s
inception up to December 31, 2010), which has not been reflected in these financial statements.

The Council of Ministers in its Resolution No. 114 dated Rabi-Il 10, 1430H resolved to end the dispute about the basis of charges to Aramco based
on the residential and commercial tariff rather than the industrial tariff and requested the Electricity and Co-generation Regulatory Authority to
determine the residential and commercial properties owned by Aramco and the party responsible for the construction costs, maintenance, and
operations of voltage transformers and distribution networks. Accordingly, several meetings have been held between the Company, Aramco,
and the Regulator (Electricity and Co-generation Regulatory Authority) to resolve this issue.

In addition, the Company purchases fuel from Saudi Aramco and energy from Saline Water Conversion Corporation based on prices set by
Government resolutions. Also, the Company accrues for fees for the benefit of the municipalities based on electricity sales.

The significant transactions and the related approximate amounts are as follows:

7 n

In Thousand SR‘000’

Sales:

overnmen 7.150.973 6.927.911

Saudi Aramco 1.490.989 1.318.150

Saline Water Conversion Corp. 194.021 164.988

8.835.983 8.411.049

Purchases and Other:

5.514.247 5.591.878

Saline' Water Conversion Corp. 573.407 626.641

436.969 394.083

Municipalities Fees

W
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28. Contingent Liabilities

A) A dispute exists between the Company and Saudi Aramco about the issue of crude oil handling fees which Aramco is asking for some sites
or locations. The total disputed amount between the Company and Saudi Aramco since the Company’s formation on April 5, 2000 and up to
December 31, 2011 is amounting to approximately SR 2,886 million (balance of 2010: SR 2.472 million). The Company’s management believes
that there will be no liability on the Company based on the Royal Decree No. M/8 dated Rajab 25, 1415H as this matter was not discussed by the
Ministerial Committee that was formed by the Royal Decree referred to herein. Accordingly, the difference has not been recorded in the
Company'’s accounting books. In addition, there is another dispute about an allegation to Saudi Aramco of supplying the Company with
light fuel instead of heavy fuel oil to one of the plants, as per the company’s requirements; this has resulted in accumulated difference which
amounted to SR 858 million (2010: SR 566 million.) Thus, it was not accounted for or recorded in the Company’s books.

B) Saudi Aramco is also asking for the settlement of its share from the annual dividends according to its share in the share capital of the
company. The claim for profits from the date of the Company’s formation to December 31, 2010 is estimated at SR 1,937 million. The Company
believes that Saudi Aramco has no right for this claim during the first twenty years of its formation since it is a government agency wholly owned
by the state and, accordingly, is governed by the Ministerial Resolution No. 169 dated Sha’ban 11, 1419H and the Ministerial Resolution No. 327
dated Ramadan 24, 1430H on extending the Government’s waiver of its rights in the profits distributed by the Saudi Electricity Company for
another ten years.

C) The Company has issued guarantees to some commercial banks for financing its share of the loan granted to some of the investee companies.
The guarantee is valued at USD 117 million as of December 31, 2011 which is equivalent to the sum of SR 440 million (2010: USD 112, equivalent
to SR 419 million.) The Company has also issued a guarantee for the benefit of DZIT equivalent to SR 13 million (2010: SR 13 million.)

D) The Company has contingent liabilities which resulted from outstanding letters of credit amounting to SR 0.30 million as of the balance sheet
date (2010: SR 63 million.)

29- Sales of Electric Power

The sales of electric power have increased mainly due to the increase in the sold power quantities, as well as due to the tariff adjustment for the
governmental, commercial, and industrial categories, as of July 1, 2010.

30. Prior Years’ Adjustments

Towards the end of the first quarter of the year 2011, Saudi Electricity Company evaluated the hedge contracts of the fixed interest rate ex-
change against fluctuated rates of interest based on the fair value of the financial instruments’ derivatives. That evaluation resulted in the ad-
justment of the opening balances of shareholders’ equities — the change in the fair value of the hedge contracts - in the value of SR 388 million
as of January 31, 2011, and SR 472 miillion as of January 1, 2010.

As shown in Note (17), certain transmission and distribution network assets in Jubail Industrial City owned by the Royal Commission for Jubail
and Yanbu (“Commission”) have been transferred to the Company’s ownership retroactively, thus resulted in adjustment of the retained profits
and statutory reserve opening balances for the year ended December 31, 2010.
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31. Capital Commitments

Capital commitments represent the value of unperformed portions of the Company’s contractual agreements for the construction and installa-
tion of utility plants and other assets amounting to approximately SR 48,073 million (2010: SR 63,961 million). The scheduled time to complete
these undertakings ranges between one to three years.

32, Risk Management

Financial instruments carried on the balance sheet principally include cash and cash equivalents, accounts receivable, accounts payable, other
assets, bank loans, accrued liabilities, and other non-current liabilities.

Credit Risk

The credit risk represents the failure of a party to commit to his or its obligations, and thus causing the other party to incur a financial loss. The
Company has proper distribution of credit risk. Cash is substantially kept with those financial institutions of renowned credit ratings. Trade
accounts receivable are carried down after deducting doubtful debts.

Risk of Commission-Rates

Represents the risks emerging from exposure to fluctuations in the value of the financial instruments, which in turn is the result of
fluctuations in the exchange rates prevailing at the market. The Company has no significant long-term assets associated with commission rates,
but it has liabilities associated with commission rates as of December 31, 2011. The Company manages its floating-rate loans through utilizing
commission rates hedging agreements linked with commissions having economic effect on the loans transference from floated into fixed rate
loans.

Liquidity Risk
The liquidity risk is a risk wherein the Company encounters difficulty in raising funds to meet commitments associated with financial

instruments. Liquidity risk may result from inability to quickly sell a financial asset at its approximate fair value. The liquidity risk is managed by
regular surveillance to assure the availability of sufficient funding to meet any future obligations.
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Currency Risk

The currency risk is the risk wherein the value of a financial instrument fluctuates due to changes in foreign exchange rates. The Management
monitors the fluctuations in currency exchange rates and charges the results to financial statements accordingly.

Fair Value

The fair value is the amount for which an asset could be exchanged, or a liability settled between knowledgeable willing parties subject to fair
and just terms and condition in the transaction. As the Company’s financial statements are being prepared under the principle of historical cost
convention, differences could emerge between the book value and the estimated fair value. Management may believe that the fair value of the
Company’s financial assets and liabilities are not materially different from their book value.

33. Future Restructuring of Company Activities

The Company is considered as a single intertwined operational unit. The main operational activities in the Company are divided into the
activities of generation, transmission, and distribution which are looked upon as complementary to each other in the field of electric
power generation and conveyance to the final consumer, as the present company revenues are realized from the sale of electricity to the final
consumer based on the official tariff decided by the state. The Company is now working on the development of a home/interface selling price
among the activities of generation, transmission and distribution. As well, the establishment of the National Electricity Transmission Company
has been completed; the new company commenced its business on January 1, 2012 within the company’s plan to split the main activities into
independent companies, thus the revenues and expenses of each company shall be determined separately at the completion of the unbundling
process. All operations of the Company and its customers are performed within the borders of the Kingdom of Saudi Arabia.

34. Comparative Figures
Certain figures for the comparative year have been reclassified to conform with the presentation in the current year.
35. Subsequent Events

The Company has completed the registration and establishment procedures for the National Electricity Transmission Company,
a wholly-owned company, which commenced business operation on January 1, 2012 by the transfer of all transmission activities into it.
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