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• Results in Line: Saudi Electricity Company reported a 1Q2008 net loss of SAR771 million, up from a net
loss of SAR434 million in 1Q2007 and broadly in line with expectations. It is worth noting that the company
traditionally makes a loss in both its first and final quarters as a result of the relatively cooler weather from
October to March, which leads to lower demand for power during these periods. SEC attributed its losses to
the increasing cost of materials and services, and the increasing depreciation expense, which resulted from
the increase in its asset base, with some new plants and stations coming online in 1Q2008. 

• Build-out Phase to Mute Short Term Earnings Growth: In order to meet the growing demand for
electricity in Saudi Arabia, the company will undertake a significant capital expenditure program in the
short term. Indeed, SEC has announced that it will spend SAR28 billion on capex in 2008 alone. With the
majority of its build-out phase to be completed by 2010, we expect earnings growth for SEC to accelerate
from 2010 and beyond.

• Potential Upside from Increase in Tariffs: We believe that further potential upside lies in the possibility
that tariffs, which are low as a result of government restrictions imposed on SEC, could be adjusted
upwards in the future, boosting the company's returns, although this is not currently within our forecasts. 

• Attractive Dividends for Public Shareholders: SEC’s proposed dividend payment of SAR0.70 per share
for FY2007 provides a dividend yield of 5.5% (at the current share price). With the government (which
owns approximately 81% of the company directly or indirectly) continuing to waive its right to dividends
until 2010, the proposed dividends will only be distributed to public shareholders therefore increasing the
value of shares held by the public relative to those held by the state.

• Increase in LTFV to SAR18.0/Share from SAR14.3/Share: We believe our estimates for the full year and
beyond remain underpinned and continue to look for a FY2008e net profit forecast of SAR1.6 billion.
However, a change in the company’s net debt figure since we last set our Long Term Fair Value, changes the
debt and equity mix of SEC. Due to the company’s lower cost of debt (given its Government interest-free
loans), this change leads to a disproportionately larger fall in our WACC, and coupled with the impact of our
valuation point moving forward by six months since we last published on the stock means that our LTFV
estimate rises from SAR14.3 to SAR18.0 per share, offering 41% upside to the current share price of SAR13.0.

• Upgrade Recommendation: We continue to believe that SEC will play the key role in helping the Kingdom
meet its future electricity needs, with the company being responsible for the vast majority of the electricity
generation and all of the electricity transmission and distribution activities. However, this will result in
extensive capital expenditure in the short term, although the company benefits from governmental support
through interest-free loans and dividend waivers. Given the upside offered by our new LTFV and the
company looking attractive on both a P/BV (1.1x) and a dividend yield basis (5.5%), we upgrade our LT
recommendation from Accumulate to Buy. However, our ST Accumulate recommendation (from Neutral)
takes into account high P/E multiples and no effective trigger for the shares to perform in the near-term. 
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Table 1: Saudi Electricity 1Q2008 Results, Main Highlights

Source: SEC, EFG-Hermes estimates
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disclosures
We, Abid Riaz and Mohammad Madani, hereby certify that the views expressed in this document accurately reflect our personal views about the securities and
companies that are the subject of this report. We also certify that neither we nor our spouses or dependants (if relevant) hold a beneficial interest in the securities
that are traded in Tadawul Stock Exchange. 

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this report. Funds managed by
EFG-Hermes Holding and its subsidiaries for third parties may own the securities that are the subject of this report. EFG-Hermes may own shares in one or more
of the aforementioned funds or in funds managed by third parties. The authors of this report may own shares in funds open to the public that invest in the securities
mentioned in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of
this report or are mentioned in this report.

disclaimer
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from
sources that EFG-Hermes believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete. Readers should
understand that financial projections, fair value estimates and statements regarding future prospects may not be realized. All opinions and estimates included in this
report constitute our judgment as of this date and are subject to change without notice. This research report is prepared for general circulation and is intended for
general information purposes only. It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored to the specific
investment objectives, financial situation or needs of any specific person that may receive this report. We strongly advise potential investors to seek financial
guidance when determining whether an investment is appropriate to their needs. No part of this document may be reproduced without the written permission of
EFG-Hermes.
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