
Global Research

December 2006

Equity

Saudi Electricity Company

Sa
ud

i A
rab

ia

Em‘powering’ Economic Growth



Global Investment House KSCC
Equity Research
Souk Al-Safat Bldg., 2nd Floor
P.O. Box 28807 Safat
13149 Kuwait
Tel: (965) 240 0551
Fax: (965) 240 0661
Email: research@global.com.kw
http://www.globalinv.net

Global Investment House stock market indices can be accessed
from the Bloomberg page GLOH
and from Reuters Page GLOB

Omar M. El-Quqa, CFA
Executive Vice President
omar@global.com.kw
Phone No:(965) 2400551 Ext.104

Shailesh Dash, CFA
Head of Research
shaileshdash@global.com.kw
Phone No:(965) 2400551 Ext.196

Chandresh Bhatt
Senior Financial Analyst
cbhatt@global.com.kw
Phone No:(965) 2400551 Ext 270

Faisal Hasan, CFA
Senior Financial Analyst
fhasan@global.com.kw
Phone No:(965) 2400551 Ext.304

Mihir J. Marfatia
Financial Analyst
mihir@global.com.kw
Phone No:(965) 2400551 Ext.421



Reuters Code:
5110.SE

Listing:
Saudi Stock Exchange

CMP:
SR11.75 (As on Dec 03, 2006)

December, 2006

BUY

Saudi Electricity Company

1

Global Research - Saudi Arabia Global Investment House

December - 2006 Saudi Electricity Company

Investment Summary

•	 Saudi Electricity Company (SEC) was incorporated under Royal Decree M/16 
in December 1999 in the Kingdom of Saudi Arabia (KSA). The formation of 
the SEC was the result of the reorganization and restructuring of the electricity 
sector in KSA by merging all the former public utility joint stock companies (10 
public companies covering almost the whole Kingdom) and General Electricity 
Corporation  projects (11 projects covering different areas in the northern region 
of the Kingdom) in Saudi Electricity Company. SEC’s principal activities are  
generation, transmission and distribution of electric power. 

•	 Currently, the company has 4,166.6mn shares outstanding. The Government of 
Saudi Arabia owns 74.3% stake in the company, Saudi Arabian Oil Company has 
6.9% stake while the remaining 18.8% is owned by public. 

•	 In KSA, SEC has the largest installed capacity for power generation plants as it 
accounts for almost 90% of the total installed capacity base in Saudi Arabia. As 
of December 2005 the aggregate capacity of SEC’s power plants was at 29,051 
MW. 

•	 In Saudi Arabia, over 2000-2005, power generating capacity increased at a CAGR 
of 4.6% from 25,790 MW in 2000 to 32,301 MW in 2005. SEC accounted for 
almost 90% of the country’s total power generation capacity while Saline Water 
Conversion Corporation (SWCC) and other large producers accounted for 8% 
and 2% respectively in 2005. 

•	 At the time of SEC’s inception in 2000, its capacity base was 22,060 MW which 
increased to 29,051 MW as of December 2005, representing a CAGR of 5.7% in 
capacity base over 2000-2005.

•	 Over the last few years Saudi Arabia has witnessed rapid growth in power demand 
which grew at a CAGR of 6.7% during 2000-2005 as against this the growth in 
capacity addition was at 4.6%, which reflects the efficiency at which the available 
capacity have been utilized.
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•	 Despite the growth in installed capacity the peak load on the system remained 
in high terrain which increased from 84% recorded in August 2000 to 92.6% in 
August 2005, which shows growing demand for power in the country. 

•	 Among the upcoming projects, SEC is developing several new power plants at 
a total investment outlay of SR46.5bn (US$12.4bn), which will add a total of 
about 19,175 MW during the period 2006–2015. The company will also invest 
SR30.0bn (US$8.0bn) in transmission projects during 2006-2015. The other 
planned power projects are under separate Independent Water & Power Projects  
(IWPPs) and Independent Power Projects (IPPs).

•	 The electricity demand in the country is growing at the rate of 6% per annum. 
Strong growth in the volume of investments in different sectors of the economy 
has seen the demand for power growing constantly in the recent years in Saudi 
Arabia. The unprecedented expansion of industrial projects and construction 
sector has given a big boost to the energy sector in the country. 

•	 Saudi Arabia’s Water and Electricity Ministry estimates that the country will 
require up to 20,000 MW of additional power generating capacity by 2015. 

•	 GCC countries are establishing regional power grid, and SEC could be the early 
beneficiary of this initiative as Saudi’s power grid will get connected to this 
regional grid in the first phase.

•	 During 2002-2005, SEC’s revenue and net profit grew at a CAGR of 5.6% and 
11.2% to reach SR18.8bn and SR1.48bn respectively. 

•	 During first nine months of 2006, the company’s total revenue grew by 4.5% 
to reach SR15.2bn as compared to SR14.5bn reported during the corresponding 
period of the previous year. Its net profit grew by 8% to SR1.91bn as compared 
to SR1.76bn reported during 9M of 2005. 

•	 We initiate our coverage of SEC with a ‘BUY’ recommendation. Based on 
the combination of Discounted Cash Flow Method and Peer Group Valuation 
Method, we have valued the company’s shares at an intrinsic value of SR15.3 per 
share, which is 30.2% higher than the current stock price of SR11.75 per share. 
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Table 1: Investment Indicators
Price

(as on December 03, 2006)
 Shares in issue

Market Cap.
(SR bn)

52-week H/L
(SR)

SR 11.75 4.2 bn 49.0 53.4 /11.75
Year Sales

(SR’000)
Net Profit
(SR’000)

EPS 
(SR)

BVPS
(SR)

ROAE
(%)

P/E 
(x)

P/BV 
(x)

2007 E 21,822,050 1,864,782 0.45 11.56 3.9% 26.3 1.0
2006 E 20,261,865 1,651,223 0.40 11.32 3.5% 29.6 1.0
2005 A 18,761,289 1,483,042 0.36 11.10 3.2% 81.8 2.6
2004 A 17,575,792 1,299,632 0.31 10.88 2.9% 85.6 2.5

•	 Historical P/E & P/BV multiples pertain to respective year-end prices, while those for future years are  based 	
	 on market price in the Saudi Stock Exchange as on Dec. 03, 2006.
•	 EPS, Book Value, P/E and P/BV for FY2004 and FY2005 are based on post-split capital.    
Source: SEC  and Global Research estimates

Exhibit 1: Share Price Performance Chart 

Source: Tadawul and Global Research
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Organizational Profile

SEC was incorporated under Royal Decree M/16 in December 1999 in the Kingdom of 
Saudi Arabia (KSA). The formation of the SEC was the result of the reorganization and 
restructuring of the electricity sector in KSA by merging all the former public utility 
joint stock companies (10 public companies covering almost the whole Kingdom) 
and General Electricity Corporation  projects (11 projects covering different areas in 
the northern region of the Kingdom) in Saudi Electricity Company. SEC’s principal 
activities are the generation, transmission and distribution of electric power. The 
company is the major provider of electric power to its consumers all over KSA, 
serving governmental, industrial, agricultural, commercial and residential consumers. 
In KSA, SEC has the largest installed capacity for power generation plants. As of 
December-2005 the aggregate capacity of SEC’s power plants was 29,051 MW. The 
company’s employee strength was at 28,895 as of December 2005. 

SEC has 31.6% equity stake in the Gulf Cooperation Council for Interconnection 
Authority (GCCIA), which was established by the GCC member countries to 
enhance the efficiency of electricity transmission and distribution within the member 
countries. The company also owns 50% of the capital of Water and Electricity 
Company (WEC) in Saudi Arabia, which was formed by SEC in participation with 
Saline Water Conversion Corporation. WEC was established to promote private 
investments in the Independent Power and Water projects in the Kingdom. Apart 
from this SEC also has 8% stake in Al-Shuaiba Company for Water & Electricity, 
which was established to develop and operate Al-Shuaiba - III project for the dual 
production of water and electricity. The company’s aggregate investments in these 
companies amounts to SR339.6mn as of December 31, 2005 which increased from 
SR87.8mn in FY2004. 

During 2002-2005, SEC’s revenue grew at a CAGR of 5.6% which consist of 
three main segments, namely, Electricity sales, Meter reading & maintenance & 
bill preparation tariff and Electrical service connection tariff. Its revenue from these 
three segments grew at a CAGR of 5.5%, 4.4% and 10.6% respectively during 2002-
05. The total revenues of the company stood at SR18.8bn for FY2005, an increase 
of 6.7% over FY2004. In FY2005, the revenue from the sale of electricity grew 
by 6.8% to SR17.4bn while that from meter reading and service connection tariff 
registered a y-o-y growth of 3.6% and 8.6% to reach SR660.4mn and SR671.3mn 
respectively. 

The net profit of SEC grew at a CAGR of 11.2% during 2002-2005 and in FY2005 
its net profit grew by  14.1% on a y-o-y basis to reach SR1.48bn. During first nine 
months of 2006, the company’s total revenue grew by 4.5% to reach SR15.2bn as 
compared to SR14.5bn reported during the corresponding period of the previous 
year. Its net profit grew by 8% to SR1.91bn as compared to SR1.76bn reported 
during 9M of 2005. 

In Saudi Arabia, SEC 
is the major provider of 

electric power all over the 
Kingdom
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Shareholding  

Currently, the company has 4,166.6mn shares outstanding. The Government of 
Saudi Arabia owns 74.3% stake in the company, Saudi Arabian Oil Company has 
6.9% stake while the remaining 18.8% is owned by public. 

Table 2: Shareholding Pattern
Shareholder % Holding
Government of Saudi Arabia 74.3
Saudi Aramco 6.9
Other Shareholders (Public) 18.8

Source: SEC Annual Report

Stock Split 

In accordance with the Capital Market Authority’s announcement dated 27 March 
2006, the shares of the company were split into five shares for every one share. 
Accordingly, the number of shares of the company has now increased from 833.3mn 
ordinary shares of SR50 each to 4,166.6mn ordinary shares of SR10 each.  

Dividend 

With regard to the declaration of dividend, the company’s Articles of Association 
stipulates that a preliminary payment of dividend not less than 5% of paid-up share 
capital is to be declared from the remaining profits after deducting reserves, and 
there also exists a stipulation which says that the Government would waive its share 
of dividends for a period of ten years from the date of the company’s formation 
provided that dividends do not exceed 10% of the par value of the shares. If dividends 
exceed 10% of the shares par value, the Government’s share shall be treated similar 
to the share of other shareholders. The company had declared dividend of 7% for 
FY2005 which was at the same level for FY2004. 

Liquidity 

The company’s shares have enjoyed healthy liquidity in the past. During 2005, the 
average daily volume traded of the stock was 23.4mn shares, with a stock turnover of 
167%. The growing performance of SEC increased its market capitalization (m-cap) 
significantly over the last few years. The year 2004 saw the market capitalization go 
up by 32% to SR111.2bn which increased by 9% in 2005 to SR121.2bn. However, 
during the current year with the sharp fall in the Saudi stock market the m-cap of 
SEC declined to SR49bn as of Dec. 03, 2006. Among listed power companies in the 
region, SEC has the largest market cap accounting for almost 75% of the total market 
cap of listed power companies, and its market cap accounts for about 5% of the total 
market cap of Saudi Stock Exchange.  
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Table 3: Liquidity of the Stock

 2003 2004 2005
2006

(till Sept.30)
Volume of Shares traded (mn) 6,234 7,633 6,964          6,774 
Shares turnover (%) 149.6% 183.2% 167.1% 162.6%
Market Capitalization (SR bn) 84.4 111.2 121.2 79.2

Source: Zawya and Global Research

Management

The company’s board comprise of nine directors chaired by His Excellency, Engr. 
Mahmoud Abdullah Taiba. The company’s board members are directly looking after 
audit functions of the company. SEC’s management team comprised of different 
executive members who are the heads of various functional groups such as generation, 
transmission, distribution, finance, human resources, legal affairs, internal auditing, 
public affairs & shareholders relations, planning & programs and general services. 

Exhibit 2: Organization Chart

Source: SEC
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Operations 

The company’s operations are broadly classified into three major areas generation, 
transmission and distribution which complement each other for the purpose of 
providing electricity to the consumer. The company does not have transfer prices 
between these activities, and revenues are recognized from selling electricity to end 
consumer for the company as a whole, based on the official tariff decided by the 
government. 

At the time of SEC’s inception in 2000, its capacity base was at 22,060 MW which 
increased to 29,051 MW as of December 2005, which displays a CAGR of 5.7% in 
the capacity base over 2000-2005. These capacities are spread across various power 
stations in the Central, Eastern, Western and Southern region of the Kingdom. In 
2005, the company’s power  capacity increased by 4.8% to 29,051 from 27,711 in 
2004. The company’s power capacity accounts for almost 90%  of the total installed 
capacity base in Saudi Arabia.

Exhibit 3: SEC’s Growing Capacity base

Source: SEC 

The total energy generated by the company’s power plants reached 150,214 GWH 
by the end of 2005, registering a growth of 10.6% over 2004. The power produced 
by the company make up 85% of the national electricity requirements, which reflects 
the ample efforts made by the company to provide the power necessary to meet the 
national electricity demands. Over 2000-2005, the quantity of energy sold by SEC 
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Exhibit 4: Customers Split in terms of Numbers

Source: SEC 

Exhibit 5: Customers Split in terms of Consumption

Source: SEC 

In terms of customer segmentation,  Residential segment accounted for the bulk of 
customers as it forms 82.5% of the total customer base of SEC. The next customer 
category in terms of bulk customers was Commercial segment which accounted for 
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Agricultural, Hospitals, Mosques, Streets and Charitable Societies, they all together 
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and Commercial segment 10.2%.  The rest of the categories such as Agricultural, 
Hospitals, Mosques, etc. accounted for the rest of the power sold. 

SEC increased the length of its transmission line network from 29,631 ckm (circuit 
kilometer) in 2000 to 35,144 ckm in 2005, recording a CAGR of 3.5%. In 2005, the 
length of transmission line network increased by 4.3% to 35,144 ckm from 33,685 
ckm a year before. With this magnitude of expansion in transmission network the 
company increased the number of electrified cities, settlements and villages to 
10,385 in 2005 from 7,610 in 2000. In 2005, the company electrified 225 villages 
and settlements as compared to 296 villages and settlements electrified in 2004. 

Going forward, the company has plans to demerge transmission business under 
separate subsidiary and SEC will act as a holding company.



Global Research - Saudi Arabia Global Investment House

10 December - 2006Saudi Electricity Company

Saudi Economic Overview

The power sector in any country has a high correlation with the economic environment 
under which it operates. Therefore, the economic characteristics and fundamentals 
of the economy needs to be considered while studying the power sector of any 
country. Over the last few years, Saudi Arabia has continued its upward momentum 
by registering a double growth in its nominal Gross Domestic Product (GDP), which 
grew by 13.8% in 2003, 16.8% in 2004 and 22.7% in 2005.  Thus, the year 2005 was 
its third year in a row of double digit growth and the prevailing economic conditions 
are ideal to report fourth year of double digit growth. The economy is getting a 
significant boost from high crude oil prices and increased production level which 
is   around 9.2mn barrels per day. The strong oil prices have also contributed to 
a healthy current account surplus and the year 2005 was seventh year in a row to 
witness current account surplus. 

With regard to government finances, the economy is witnessing growing budgetary 
surpluses over the last several years on the back of buoyant revenues and declining 
debt. The government budget for the year 2006 anticipated revenues of SR390bn 
(US$104bn), expenditure of SR335bn (US$89.3bn) and estimated the surplus of 
SR55bn (US$14.7bn). The growing fiscal surpluses also enabled the Government to 
bring down its public debt, which as a percent of GDP is estimated to have declined 
to 41.2% in 2005 from 93.3% in 2001. The public debt is estimated to have declined 
by 22.6% in 2005 to SR475bn. 

With this magnitude of economic boom the country’s economic reforms has also 
kept pace and witnessed significant boost in foreign direct investments over the 
last few years. Among the other major development on the macro economy front 
was Saudi membership in the World Trade Organization (WTO). In December 
2005, Saudi Arabia became the 149th member of the WTO after over 12 years of 
negotiations. In the process of preparing for membership, Saudi Arabia enacted 42 
new trade-related laws, created nine new regulatory bodies, and signed 38 bilateral 
trade agreements. To become a member, Saudi Arabia made major commitments to 
reduce tariffs, open services sectors of the economy to greater foreign participation, 
and to implement all WTO rules upon membership without recourse to transition 
periods. Saudi Arabia also agreed to join several sectoral initiatives upon accession 
that sharply lower tariffs and other trade barriers for telecommunications services, 
information technologies, pharmaceuticals, civilian aircraft and parts, and chemicals. 
Since joining the WTO, Saudi Arabia has taken a series of measures to improve the 
country’s investment climate, removing obstacles facing private investors, allowing 
foreign manpower recruitment and speeding up licensing procedures.

With regard to developing infrastructure facilities, Saudi Arabia will have a total of 
six special economic zones with the addition of the three zones to be announced later 
this year. Saudi Arabia will require at least US$600bn in investment over the next 
20 years, according to SAGIA including US$170bn alone in electricity generation 
and water desalination capacity. It is estimated that US$300bn would be needed for 
petrochemicals, US$100bn for ports, highways and railways, and another US$100bn 
in IT-related businesses, such as life-sciences and healthcare.  
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It is expected that the current economic boom is likely to continue at least till 2010 
as several large scale projects are going to be implemented in the next five years. 
Thus, the economy of Saudi Arabia is on a path of high growth trajectory which can 
be narrated as the strong oil revenues will mean a record budget and current account 
surplus, continued reduction of government debt and strong growth in spending by 
the government. 
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Current Scenario of Power Sector in Saudi Arabia

In GCC, Saudi Arabia accounts for about 48% of the total power generating capacity 
in the region. In terms of per capita installed capacity Saudi Arabia has 1,313 Watt of 
power capacity as against GCC region’s per capita average of 1,835 Watt. In Saudi 
Arabia, the formation of SEC opened the door to private sector construction of new 
power plants on BOO (Build-Own-Operate) and BOT (Build-Own-Transfer) bases. 
In June 2005, the country’s first IPP came online was SADAF’s (Saudi Petrochemical 
Company) co-generation power plant with a capacity of 250 MW. It was the first 
captive Independent Power Producer (IPP) Cogeneration plant in the Middle East.  

In Saudi Arabia, over 2000-2005, power generating capacity increased at a CAGR 
of 4.6% from 25,790 MW in 2000 to 32,301 MW in 2005. The year 2005 witnessed 
capacity addition of 1,775 MW or a growth of 5.8% over 30,526 MW reported in 
2004. Out of the total capacity addition 1,775 MW during 2005, SEC added 1,340 
MW, SWCC added 94 MW and other producers added 341 MW. SEC accounted for 
almost 90% of the country’s total power generation capacity while SWCC and other 
large producers accounted for 8% and 2% respectively in 2005. 

Exhibit 6: Country’s Installed Power Capacity

Source: SEC
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Exhibit 7: Industry’s Capacity Split 

Source: SEC
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established as an independent watchdog of the country’s power sector and its scope of 
activities are issuance of license, governance of IPPs (Independent Power Producers), 
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there does not exist any provision of free or subsidized electricity for local citizens. 
The residential sector accounts for about 51% of Saudi’s electricity consumption, 
but this share is likely to decline gradually as power demand associated with other 
sectors such as oil & gas and industrial projects are set to get a boost in the coming 
years.

Going forward, Saudi Arabia is considering the hiving off its transmission and 
distribution networks of electricity, which are currently managed by SEC. This 
activities will be run by  a separate company which in turn would be held by the SEC 
as a holding company.

Industry’s Capacity Usage

Over the last few years Saudi Arabia has witnessed rapid growth in power demand 
which grew at a CAGR of 6.7% during 2000-2005 as against this the growth in 
capacity addition was at 4.6%, which reflects the efficiency at which the available 
capacity have been utilized.

Despite the growth in installed capacity the peak load on the system remained in 
high terrain which increased from 84% recorded in August 2000 to 92.6% in August 
2005, which shows growing demand for power in the country. In volume terms, 
peak load power requirements went up from 21,673 MW in 2000 to 29,913 MW in 
2005. 

SEC SWCC Others

SEC
89.9%

SWCC
7.9%

Others
2.2%



Global Research - Saudi Arabia Global Investment House

14 December - 2006Saudi Electricity Company

Exhibit 8: Industry’s Power Generation and System Peak load
 

Source: SEC

Planned Projects in Power Sector

Among the upcoming projects, Saudi Electricity Company is developing several 
new power plants at a total investment outlay of SR46.5bn (US$12.4bn), which will 
add a total of about 19,175 MW of power generation capacity during the period 
2006–2015. The company will also invest SR30.0bn (US$8.0bn) in transmission 
projects during 2006-2015.

Table 4:  Planned Investment Projects of SEC
Projects 2006-2015

Capacity Investment Outlay
Power (MW)                     19,175 SR46.5bn
Transmission Line Project - SR30.0bn

Source: SEC
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•	 As per the original plan there were four IWPPs which had been planned. Now, 
as per the recent media reports, WEC has delayed the Al-Jubail project (1,100 
MW of power and 340,000 cubic meters per day of water) which was expected 
to be the fourth in WEC’s IWPP series. The size of Ras Al-Zour project has been 
increased to 3,000 MW of power and 1,000,000 cubic meters of water per day 
from the earlier envisaged 2,500 MW of power and 800,000 cubic meters per day 
of water. 

•	 The initial stage of the IWPP will entail the following 3 projects: 

Table 5: IWPP Projects 

Project
Power 
(MW)

Water 
(Cubic meters 

per day)

Schedule of 
Implementation

Capital Outlay 
(US$ mn)

Shoaiba (Phase 3)         900    880,000 Q1-2009     2,460
Shuqaiq (Phase 2)         850    212,000 Q2-2010     1,250
Ras Al-Zour     3,000    1,000,000 Q2-2011     3,750

Source: WEC Website

•	 The transmission & distribution of power & water produced by the 4 IWPPs will 
require additional investments of US$3.2bn.

II. Other Independent Power Projects (IPPs)

•	 Saudi Aramco, SABIC and SADAF forming the major group of driving forces in 
power generation enterprises for their captive plants usage;  

•	 In late 2003, Saudi Aramco launched 4 new IPPs at Ras Tanura 150 MW; Juaymah  
300 MW; Uthmaniyah 300 MW; and Shedgum 300 MW with a combined capital 
investment exceeding SR2bn. These projects have been established in cooperation 
with private sector (consortium of Saudi Oger & International Power) on a BOOT 
basis (with a concession period of 20 years). 

•	 Ma’aden (Saudi Arabian Mining Company) is planning an independent power 
generation plant at Ras Al-Zour which will have capacity of 1,800 MW to meet 
demand for its Integrated Aluminum Complex. 

III.  Marafiq Power & Water Projects 

Marafiq (Power and Water Utility Company for Jubail and Yanbu) was established 
by Saudi Basic Industries Corporation (SABIC), Saudi Aramco, Royal Commission 
for Jubail & Yanbu and the Public Investment Fund to offer electricity andwater 
to the twin cities of Jubail and Yanbu. Marafiq currently owns and manages the 
1,060 MW power plant, located in Yanbu industrial city, and various water treatment 
plants such as cooling water, drinking water, sanitary waste water, and industrial 
waste water facilities.
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Marafiq is planning an IWPP in the industrial city of Jubail with an estimated cost 
of SR9.4bn (US$2.5bn). However, the project cost is expected to rise in line with 
the change in scope of the Request for Proposals (RFPs). It will be implemented in 
two phases. The first phase will have capacity of 2,500 MW of power and 800,000 
cubic meters of desalinated water per day, which will be implemented by 2009. 
This is as per the revised RFP as compared to originally planned 2,400 MW of 
power and 300,000 cubic meters of water per day. Phase II will have capacity of 
about 1,500-2,000 MW of power and 100,000 cubic meters of water per day and an 
announcement is yet to be made on its timing. 

Demand Forecast 

Strong growth in the volume of investments in different sectors of the economy has 
seen the demand for power growing constantly in the recent years in Saudi Arabia. 
The unprecedented expansion of industrial projects and construction sector has given 
a big boost to the energy sector in the country. The electricity demand in the country 
is growing at the rate of 6% per annum. Saudi Arabia’s Industry and Electricity 
Ministry estimates that the country will require up to 20,000 MW of additional power 
generating capacity by 2015. Water and Electricity Minister, Abdullah Al-Hussayen, 
has indicated that the Kingdom would require nearly SR350bn of investments for 
water and sewage projects and SR340bn for electricity projects during the next 20 
years. 

Major Demand Drivers 

Saudi Arabia has favourbale demographic situation, the population growth rate is the 
country  is one of the highest in world, which offers good scope for further growth 
for any core sector and power is one of them. The government is also focusing on 
developing residential projects under national housing projects in various regions of 
the Kingdom. This will further drive the demand from the residential sector which 
is the biggest consumer of power. Apart from this, Saudi Arabia is embarking on a 
number of new mega-projects in a wide range of industries. The bulk of them are 
focused on those sectors of the economy in which the Kingdom has comparative 
advantages - oil and petrochemical industries. 

Some of the mega projects include:

•	 The SR100bn King Abdullah Economic City in Rabigh.

•	 The SR37.5bn Aramco-Sumitomo Chemical refining and petrochemical joint 
venture called Petro-Rabigh, collocated with the King Abdullah Economic City

•	 The SR37.5bn Aramco-Total export refinery

•	 The SR22.5bn Aramco-ConocoPhillips export refinery

•	 SABIC’s Saudi Kayan Petrochemicals Company (Kayan) 

As per the 
Electricity 

Ministry, the 
country will 

require additional 
20,000 MW of 

power capacity by 
2015
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•	 Maaden’s Ras Al-zour Mining Industrial City and

•	 The Saudi LandBridge project, aimed at connecting various parts of the Kingdom 
by rail.

The largest private sector investment in Saudi Arabia will be the King Abdullah 
Economic City which will be developed by Dubai-based Emaar Properties in 
collaboration with Aseer and Binladen Group of Saudi Arabia in a joint venture 
called Emaar the Economic City.

The two similar projects recently announced include the Prince Abdulaziz bin 
Musaad Economic City in Hail and the Knowledge City in Madinah.

Saudi Aramco’s program to expand crude oil production capacity has been underway. 
Work continues on its US$20bn crude oil expansion program, which aims at raising 
Saudi oil production capacity from the current 11.3 million bpd to 12.5 million bpd 
by 2009. Recently, Aramco signed joint venture agreement with Total of France and 
ConocoPhillips of the US to set up two export refineries, one on each coast, that 
would cost SR22.5bn (US$6bn) each. Both refineries, which will produce mainly 
gasoline for export will use the Kingdom’s heavy crude oil, which is less sought after 
by international buyers. 

The work on the Gas Initiative has made strides too. This involves exploration for 
gas in Aramco’s joint ventures with several foreign oil and gas companies, with the 
intention of supplying gas for local industrial use and power generation, eventually 
freeing up more crude oil for export. Total cost of the gas initiative is currently 
estimated by Aramco to be SR41.25bn (US$11bn).

Apart from these large scale upcoming projects, the power demand will also be 
driven by the implementation of GCC Power Grid and Saudi Arabia will be the 
major beneficiary of this initiative as its network will get connected to the regional 
grid in the first phase and also because it has largest capacity in the region.  
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GCC Power Grid – aiming towards integrated power system

When analyzing Saudi’s power sector, it is necessary to discuss about the GCC power 
grid project since Saudi will play a major role in the first phase of the project. GCC 
countries are in the midst of implementing a power grid project, which will link the 
power grids of all the six GCC countries. The GCC States have established the GCC 
Interconnection Authority, a joint stock company with a capital of SR4,129.2mn 
(US$1,100mn), with the aim of funding the power interconnection project for the 
GCC States. The governments of GCC States are acquiring and managing the project 
through an independent institution run on commercial basis, where governments 
contribute 35% of the capital and 65% will be raised through loans to cover the 
implementation expenses of the project. This commission, founded on July 29, 2001, 
has its headquarter in Dammam. The Saudi Electricity Company owns the share of the 
Kingdom and the Saudi partner, with 31.6% of the Commission’s capital. The Gulf 
Cooperation Council Interconnection Authority has been established to interconnect 
the six GCC States in order to reduce the volume of capital investments required 
for building interconnection infrastructure, facilitate the provision of electricity, and 
increase the reliability of power system network in each State.

Table 6: Share Holding Pattern of GCCIA 
Country
 

Nominal Value
(Million US $)

%
Holding

Kingdom of Bahrain 99.0 9.0
State of Kuwait 293.7 26.7
Sultanate of Oman 61.6 5.6
State of Qatar 128.7 11.7
Kingdom of Saudi Arabia 347.6 31.6
United Arab Emirates 169.4 15.4
Total 1,100.0  

Source: GCCIA

The objective of forming the regional grid is to harness the surplus power generating 
capacity in each Gulf state and to create an adequate and reliable power supply 
system for the region. The GCC Interconnection Grid will be developed in three 
phases:

Phase I:		  Interconnection of Kuwait, Saudi Arabia, Bahrain and Qatar.  This 			
			   system is the GCC North Grid.

Phase II:		 Interconnection of the Independent systems in the UAE as well as 			 
			   Oman. This is the GCC South Grid. 

Phase III:	 Interconnection of the GCC South Grid with the GCC North Grid.  		
			   This phase will complete the interconnection of the six Gulf States.

GCC countries 
are implementing 

regional power 
grid
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Tendering for the first section of the project has been completed with the total value 
of the 14 contracts awarded being US$1.1bn. The Phase-I of the project will be 
implemented by 2008. The second phase of the project will integrate the power grids 
of UAE and Oman, while the final phase will involve the merger of the mega-grids 
created in the earlier phases. The entire project is likely to be implemented in full 
scale by 2010. 

The new power grid will enable GCC states to export or import electricity according 
to peak demand needs and also reduce power costs by bypassing the necessity of 
building several more large generating stations in the region. There will be huge 
strategic and financial gains from the project and it will pave the way for an active 
energy trading system among the GCC countries. As per the GCC Interconnection 
Authority, the completion of this project should lead to enormous cost savings. 
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Outlook

Demand for power in Saudi Arabia is growing at the rate of 6% per annum. The peak 
demand had growth of about 7% a year, which is likely to be in double digits over the 
next few years, mainly because of massive investments are being planned in mega 
energy, industrial and real estate projects as discussed above. Expanding populations 
and social developments are other major drivers for demand at this high rate. Apart 
from these domestic demand drivers, the upcoming GCC power grid  will also add 
to the demand growth and Saudi will  have a major role to play as it has the largest 
capacity in the region. 

To fulfill the likely growth in demand, several IPPs are coming up apart from the 
new projects under SEC. As per SAGIA overall power capacity in Saudi Arabia is 
forecasted to grow to 59,000 MW by the year 2024 requiring an estimated investment 
of SR430bn (US$115bn). To achieve this target the ministry will present several joint 
projects to the private sector, local and foreign, in order to increase power generation 
capacity. With electricity demand expected to more than double over the next 20 
years, an encouraging number of investors have shown interest in establishing new 
power generation companies, in the country. The regulatory authority (ESRA) will 
license newly-formed companies while the Saudi Electricity Company (SEC) will 
handle electricity distribution

At the moment, the total number of electricity subscribers exceeds 4.7mn in Saudi 
Arabia, where more than 10,160 cities, towns and villages have been electrified. It 
has been predicted that the power supply will cover all settlements and villages not 
previously supplied with electricity by 2008, raising the number of electrified cities 
and villages to 11,112. The company also has target to increase its customer base to 
5.7mn by 2009. 

Thus, the sector has tremendous growth potential in the booming economy which 
will witness growing demand not only from the home turf but also from the region 
with the upcoming GCC power grid. 

Over the next few 
years the peak 

demand is likely 
to be in double 

digit in Saudi 
Arabia
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Financial Performance

The operations and revenues of the company are affected by seasonal weather 
changes during the year. Revenues are considerably lower during the winter months 
due to lower consumption of energy whereas higher revenues are earned during 
the summer months due to the increase in consumption of energy because of high 
temperatures in the country. These changes are reflected in the financial results of 
the company. Therefore, the results of operations for the interim periods, first quarter 
and last quarter, may not be an accurate indication of the actual results for the full 
year.  

We have analysed the performance of the company based on various key financial 
parameters, which are discussed as below:

Revenue Analysis 

Over 2002-05, SEC’s revenue grew at a CAGR of  5.6% which consist of three main 
segments namely, Electricity sales, Meter reading & maintenance & bill preparation 
tariff, and Electrical service connection tariff. Its revenue from these three  segments 
grew at a CAGR of 5.5%, 4.4% and 10.6% respectively during the period 2002-05. 
The electricity sales consist of generation, transmission and distribution activities 
which complement each other for the purpose of delivering electricity to the end 
consumer. The company does not have any transfer prices between activities, and 
revenues are recognised from selling electricity to the end consumer. The total 
revenue of the company stood at SR18.8bn for FY2005 which shows an increase 
of 6.7% from that reported at the end of FY2004. In FY2005, the revenue from sale 
of electricity grew by 6.8% to SR17.4bn while that from meter reading and service 
connection tariff registered a y-o-y growth of 3.6% and 8.6% to SR660.4mn and 
SR671.3mn respectively.

Exhibit 9: Trend in Segmental Revenue 
 

Source: Company’s Annual Reports & Global Research 
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Revenue Composition

Revenues from the sale of electricity is the company’s main  source of income and 
other revenue components are ancillary to the main revenues. Therefore, electricity 
sales formed 93% of the company’s total revenues. Meter reading, maintenance and 
bills  preparation services represent the monthly fixed tariff based on the capacity of 
the meter used by the consumers. Electrical service connection tariff are revenues 
recognized on the equipments used in serving the consumers. During the period 
under consideration, contribution of all the revenue components to the aggregate 
revenue remained almost constant. The revenue contribution from the sale of 
electricity remained at about 93% and that in case of meter reading and connection 
tariff  were at 3.5% for each. 

Table 7: Revenue Compositions (in SR ‘000)

Source: Company’s Annual Reports & Global Research 

Costs Analysis 

Cost of Sales
During the period 2002-05, due to the sharp increase in cost of sales the profitability 
of the company did not grow at a similar pace as its total revenue increased. During 
the period under review, the company’s cost of sales increased by 7.5% (CAGR), 
while its total revenue grew comparatively at a lower CAGR of 5.6%. Therefore, its 
gross profit witnessed negative CAGR of 8.8%. During the year 2002, its cost of sales 
as a percentage of total revenue was 86.4% while in FY2005 it increased to 91.2%. 
This was mainly due to the sharp increase in operation & maintenance expenses and 
also due to increased cost of purchased power, both of which have grown at a CAGR 
of 12.7% and 8.2% respectively. The cost of sales increased to SR16.1bn in FY2004 
from SR14.9bn in FY2003, an increase of 7.9%. This increased by 6.2%  in FY2005 
to SR17.1bn.  

Table 8: Trend in Cost of Sales and Gross Profit
(in SR ‘000) 2002 2003 2004 2005 CAGR
Total Revenue 15,929,577 17,545,341 17,575,792 18,761,289 5.6%
Cost of Sales (13,763,492) (14,929,162) (16,114,612) (17,115,957) 7.5%
    as a % of total revenue 86.4% 85.1% 91.7% 91.2%
Gross Profit 2,166,085 2,616,179 1,461,180 1,645,332 -8.8%

Source: Company’s Annual Reports & Global Research 

Segment Revenue 2003 
% of 
Agg.

 Growth 2004
% of 
Agg.

 Growth 2005
% of 
Agg.

Growth 

Electricity sales 16,373,914 93.3% 10.2% 16,320,524 92.9% -0.3% 17,429,591 92.9% 6.8%
Meter reading & 
maintenance 

609,282 3.5% 5.0% 637,219 3.6% 4.6% 660,372 3.5% 3.6%

Electrical service 
connection tariff

562,145 3.2% 13.4% 618,049 3.5% 9.9% 671,326 3.6% 8.6%

Aggregate 
Revenue

17,545,341  14.3% 17,575,792  0.2% 18,761,289  6.7%
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Cost of Fuel - a  major cost component
In a fuel-based power generation company, it is the major feedstock and account for 
the largest share of the costs. As a fuel SEC uses natural gas, diesel, crude oil and 
heavy fuel oil. Over the last few years, the cost of fuel as a percentage of total revenue 
moved in the range of 23% to 24.5%, which increased from 22.9% in FY2003 to 
24.4% in FY2005. The cost of fuel accounted for 26.7% of the total cost of sales in 
FY2005 as compared to 25.9% in FY2004. 

Cost of Purchased Power
The company imports power from SWCC and other large producers to cope with 
the rising demand. Over 2002-2005, the cost of purchased power grew at a CAGR 
of 8.2% and in FY2005 it witnessed a growth of 21% to SR1.2bn as against this the 
growth rate in earlier years was miniscule at about 2-2.5%. This as a percentage of 
total cost of sales were moved from 5.9%  in FY2004 to 6.7% in FY2005. 

Operations and Maintenance Expenses 
These are the expenses related to the generation, transmission, and distribution 
activities as well as a portion of the general services and related supporting activities 
expenses. Over 2002-2005, these expenses grew at a CAGR of 12.7% and in FY2005 
it increased by 6.8% to SR5.8bn. Among the all expense category these expenses 
have witnessed the highest growth during the last few years. This as a percentage of 
total cost of sales increased from 30.1% in FY2003 to 33.7% in FY2005. 

Other Income 

The company’s other income and expenses includes gain on disposal of fixed assets, 
reconnection fees, penalties, sales of tender documents and other miscellaneous items. 
Though the company has shown all these under one head, as part of presentation 
in financial  statements we have shown it separately. This was at SR266.9mn in 
FY2005 as compared to SR338.8mn in FY2004.  

Profitability Margins

In FY2004, a significant increase in operations & maintenance costs had a severe 
effect on the company’s gross margins. The expenses under this head grew by 20% 
in FY2004 to SR5.4bn from SR4.5bn reported in FY2003. In FY2004 total sales 
also remained almost constant. Therefore in FY2004, gross profit margin declined 
to 8.3% from 14.9% in FY2003. With this, the gross profit regressed by a whopping 
44.1% to SR1.5bn in FY2004. However, in FY2005, gross profit increased by 12.6% 
to SR1.64bn and GPM also improved to 8.8% with increased sales and compressed 
costs. With regard to net profit margin, it remained in the range of 7.5% to 8% over 
the last few years. The company reported a net profit of SR1.48bn in FY2005 over 
SR1.3bn reported in the previous year. This resulted into a per share earnings of 
SR0.36 (post-split) as compared to SR0.31 (post-split) in FY2004.

Table 9: Profitability Indicators
 FY2003 FY2004 FY2005
Gross Profit Margin 14.9% 8.3% 8.8%
Net Profit Margin 8.0% 7.4% 7.9%
Return on Average Assets (%) 1.4% 1.2% 1.3%
Return on Average Equity (%) 3.2% 2.9% 3.2%

Source:  Global Research 

Over the last two years 
all the profitability 
margins remained almost 
constant
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Over the last few years, SEC’s return on average equity and return on average assets, 
both have moved in a narrow range. Its ROAE moved between 3% to 3.2% during 
2003 to 2005 while ROAA was in the range of 1.2% to 1.4% in the same period. 
                    
Balance Sheet Structure

Assets
Over 2002-2005, the total assets of the company grew at a CAGR of 6.7% and in 
each of the last two years the y-o-y growth rate was at 7.7%. At the end of FY2005 
total assets stood at SR117.6bn as compared to SR109.2bn reported in FY2004. 
SEC’s business being capital intensive in nature has its fixed assets accounted for 
the largest share of the company’s asset base. However, its share of the total assets 
declined during the last two years from 73.2% in FY2003 to 68.2% in FY2004 and 
64.2% in FY2005. The construction work in progress was also one of the major 
asset components accounted for 11.2% of the total assets in FY2005 whose share 
increased from 7.8% in FY2004. 

The company also has long terms investments made in GCCIA, WEC and Al-
Shuaiba Co. for Water and Electricity which increased to SR339.6mn in FY2005 
from SR87.8mn in FY2004. As of December 2005, SEC has 31.6% stake in GCCIA, 
50% in WEC and 8% in Al-Shuaiba Co. for Water and Electricity. 

The share of current assets in the total asset base increased to 24.2% in FY2005 
from 23.9% and 21.2% in FY2004 and FY2003 respectively. Among the current 
assets, inventories as a proportion of total assets accounted for 3.1% in FY2005 and 
receivables & accrued revenue comprised 19.4% of total assets in FY2005. 

Exhibit 10: Composition of Total Assets (FY2005)
 

Source: Company’s Annual Reports & Global Research 

Being capital 
intensive in nature  

fixed assets 
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Funding Structure

The company’s funding structure changed during FY2005 as it obtained fresh long 
term loan from commercial banks to finance capital projects. Therefore, non-current 
portion of long term loans increased by 52.1% to reach SR7.3bn in FY2005. The 
company also has borrowings from the government, which increased from SR14.6bn 
in FY2004 to SR14.9bn in FY2005. This borrowings are interest free subordinated 
long-term loan with a grace period of twenty five years. The share of long term debt 
in the company’s funding structure increased to 19% in FY2005 as compared to 
17.7% in the preceding year.

Among the other major liability component is deferred revenue, which represents 
electrical service connection tariff received from customers is deferred and 
recognized on a straight line basis over the average useful lives of the equipment 
used in serving the consumers. This was at SR9.96bn in FY2005 as compared to 
SR9.6bn in FY2004.

The contribution of owner’s equity to the company’s total funding structure declined 
to 39.4% in FY2005 which was hovering in the range of 41.5%-44.5% during the 
previous years. The owners’ equity stood at SR46.3bn in FY2005 as compared to 
SR45.3bn in the previous year. 

Exhibit 11: Composition of Total Liabilities (FY2005)

Source: Company’s Annual Reports & Global Research 
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Analysis of Interim Results  

The company’s performance for the first six months of 2006 was not so encouraging 
as its revenue grew marginally by 4.2% and its net profit declined by 7.2%.  During 
the first six months of 2006, the company reported a total revenue of SR8.8bn as 
compared to SR8.4bn reported during the corresponding period of the previous year. 
The sales from electricity sales increased marginally by 3.9% to SR8.1bn, while 
that from the meter reading and electrical service connection tariff grew by 7.8% 
and 7.2% to SR350.9mn and SR349.1mn, respectively. The cost of sales witnessed 
growth of 4.9% to SR8.4bn which was at SR8.0bn in 1H-2005. As cost of sales grew 
at a much higher rate as compared to total sales, the company’s gross profit declined 
by 9.2% to SR414.7mn. The general and administration expenses declined by 8.7% 
to SR189.7mn which provided some cushion to the bottomline. The company’s net 
profit declined by 7.2% to SR292.3mn, however, which was without Zakat as no 
provision has been made for Zakat during 1H-2006. 

The point worth noting while analyzing the company’s interim financials are that the 
operations and revenues of the company are affected by seasonal weather changes. 
Revenues are considerably lower during the winter months due to lower consumption 
of energy whereas higher revenues are earned during the summer months due to 
the increase in consumption of energy because of high temperatures. These cyclical 
variations are reflected in the interim financial results of the company. Therefore, 
the results of operations for the interim periods, first quarter and last quarter, would 
be on lower side as compared to other two quarters. Therefore, during first and last 
quarters of ever year, the company’s sales remains on lower side which could not 
cover its operating expenses for those particular quarters and it has been reporting 
losses in these two quarters every year. This year, in Q1-2006, the company’s total 
sales grew marginally by 1.9% to SR3.4bn and it reported increased net loss of 
SR436.1mn as compared to SR303.1mn reported during corresponding period of the 
previous year. 

The Q2-2006 proved very good for the company as its total sales grew by 6.5% to 
SR5.4bn. Its cost of sales witnessed a growth of 4.8% to SR4.6bn which increased 
its gross profit by 17% to SR791.1mn. The general and administration expenses 
declined by 18.5% during the quarter. On the back of these, the company reported 
increased net profit of SR728.5mn as compared to SR580.5mn reported during Q1-
2005, an increase of 25.5%.       
 

Despite marginal 
increase in sales,  

adjusted net 
profit  shows good 

growth
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Table 10: Summary of 1-H 2006 Financial Results

Source: Company Reports & Global Research 

During first nine months of 2006, the company’s total revenue grew by 4.5% to 
reach SR15.2bn as compared to SR14.5bn reported during the corresponding period 
of the previous year. Its net profit grew by 8% to SR1.91bn as compared to SR1.76bn 
reported during 9M of 2005. 

(Amount in SR ‘000)
June 
2005

June
2006

 June 
2005

June
2006

 
  

 (3 Months) (3 Months) Change (6 Months) (6 Months) Change
Electricity sales 4,694,548 4,989,741 6.3% 7,772,295 8,075,207 3.9%
Meter reading, maintenance and bill 
preparation tariff

165,747 184,763 11.5% 325,656 350,982 7.8%

Electrical service connection tariff 165,135 176,391 6.8% 325,595 349,102 7.2%
Total Sales 5,025,430 5,350,895 6.5%    8,423,546 8,775,291 4.2%
Fuel (1,335,619) (1,300,451) -2.6% (2,055,459) (2,097,122) 2.0%
Purchased power (236,174) (299,652) 26.9% (437,959) (561,424) 28.2%
Operating and maintenance (1,422,428) (1,470,605) 3.4% (2,754,055) (2,802,725) 1.8%
Depreciation (1,355,045) (1,489,056) 9.9% (2,719,133) (2,899,334) 6.6%
Gross Profit 676,164 791,131 17.0%       456,940 414,686 -9.2%
General and administrative expenses 
and provisions

(127,833) (104,196) -18.5% (207,735) (189,750) -8.7%

Other income and expenses 44,219 41,534 -6.1% 78,009 67,420 -13.6%
Net profit before Zakat 592,550 728,469 22.9%       327,214 292,356 -10.7%
Zakat (12,070)                   -   -100.0% (12,070)                   -   -100.0%
Net Profit for the period 580,480 728,469 25.5%       315,144 292,356 -7.2%
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SWOT Analysis

Strengths/Opportunities 

•	 Strong macro economic fundamentals offer good growth prospects.

•	 Saudi Arabia has the largest power capacity in the GCC region as its share is at 
48% of the region’s total power capacity. 

•	 Saudi could be the early beneficiary of GCC power grid as the country’s grid will 
get connected to the regional grid in the first phase.

•	 SEC is the largest company in the field of power generation in the Gulf region.

•	 SEC’s power capacity  accounts for almost 90% of the total installed capacity 
base in Saudi Arabia. 

•	 Over the years 2001-2005, despite the growth in country’s power generating 
capacity, the peak load factor (PLF) increased to 92.6% in 2005 from 88.9% in 
2001, indicating growing demand for power in the country.

•	 Apart from the hydrocarbon sector, several other large scale projects are  coming 
up in Saudi Arabia which offer good growth potential. 

•	 The company is well positioned to leverage upon its strong balance sheet. 

Weaknesses/Threats

•	 Large operations under a single entity. 

•	 Recent power cut in the Central and Eastern provinces caused heavy losses to  
industries in Saudi Arabia.

•	 Scope of competition from the upcoming independent power projects.

•	 There has to be a successful implementation of a planned hiving off of its 
transmission business under a separate subsidiary. 

•	 Widening of scope of regulations through ESRA.
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Key Monitorables 

Some of the key factors which will have a significant bearing on the company’s 
business and its operations are listed below:

•	 Scope of policy initiatives by ECRA. 

•	 Successful and timely implementation of upcoming power projects under SEC.  

•	 Future capex plans under the company. 

•	 Implementation of demerger plan of transmission business under separate 
subsidiary.  

•	 Future strategies of the company to ensure dominance in the power sector.

•	 Successful implementation of GCC power grid project. 
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Valuation and Recommendation

Being in the core sector of the economy SEC has excellent growth prospects and 
will continue to be a quality stock in the region. Our valuation rating for the stock is 
supported by combination of DCF Method and Peer Group Valuation Method.

a)  DCF Valuations – As per this method we have arrived at a fair value of SR15.27 
for the stock, which represents a premium of 30.0% to the current market price of 
SR11.75 per share as on Dec. 03, 2006.
      
Key points to be noted for DCF valuations are: 
i.	 Risk free rate: For risk free rate, we have taken the yield on the 10-year Saudi 

Government bond that matures in 2016. As per the details available from Reuters 
this bond was having a yield of 5.084% as of November 27, 2006. 

ii.	 A market risk premium of 5.5% has been assumed.  

iii.	A beta of 1.19 is taken for SEC, which is based on last four years trading history 
of the stock on Tadawul Stock Exchange. 

iv.	Based on the above assumption, the cost of equity works out to 11.6% using the 
Capital Asset Pricing Model (CAPM). 

v.	 The cost of debt financing has been assumed at around 5.8%, which is based on 
Libor plus certain margin.

vi.	The Weighted Average Cost of Capital has been estimated to be at 8.0%. The  
Weighted Average Cost of Capital (WACC) will be skewed more towards cost of 
debt financing, which we have assumed at around 5.8%. The reason for the lower 
cost of capital for SEC emanates from the lower cost of debt which forms about 
60% of the total capital.

vii.We have assumed a terminal growth rate of 4.5%, looking at the prospects of the 
economy and for the company.   

viii.Our DCF valuation model is based financial forecast of 5-years (2006-2010).  

A summary sheet of the DCF valuation is shown below. 
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Table 11: DCF Calculations
SEC  (Amount in Saudi Riyal ‘000) Dec-06 Dec-07 Dec-08 Dec-09 Dec-10
FCFF 282,697 697,885 1,276,864 2,421,836 3,585,435 
Discounted Cash Flow 281,040 642,606 1,088,752 1,912,684 2,639,310 
NPV of  FCFF 6,564,391
NPV of Terminal Value 79,583,040
Total Enterprise Value 86,147,431
Less: Debt (24,467,580)
Add: Investments & Cash 1,949,361 
Total Equity Value 63,629,212
Number of shares outstanding (in ‘000) 4,166,594 
DCF value per share (SR) 15.27
Current Share Price (SR) 11.75
Upside/(Downside) Potential (%) 30.0%

Source: Global Research

Sensitivity Analysis

A sensitivity analysis for different estimated long-run future growth rates and 
weighted cost of capital is provided. The table provides estimated fair values for 
SEC’s stock based on a range of varying inputs. The shaded area at the center shows 
the most probable range of alternatives.  

Table 12: Sensitivity Analysis of SEC
   Terminal Growth Rate 

Cost
of

Capital

15.27 2.5% 3.5% 4.5% 5.5% 6.5%
6.0% 9.06 12.08 16.84 25.47 47.27
7.0% 8.54 11.45 16.04 24.35 45.35
8.0% 8.05 10.85 15.27 23.27 43.51
9.0% 7.58 10.28 14.54 22.25 41.75

10.0% 7.13 9.73 13.84 21.27 40.08
Source: Global Research 

b)	 Valuations based on multiples – In Saudi Arabia, SEC is the only listed company 
from power sector, therefore, for peer group valuation we have used the valuation 
of regional listed companies from the sectors. We believe that the comparative 
valuation would be more appropriately reflected through the book value multiple 
i.e. P/BV as the book value multiples of a stock are a reflection of various factors 
such as the expected profitability, growth potential as perceived by the market, 
predictability and the sustainability of revenues, quality of earnings and the 
quality of management among others. 

The market cap. weighted average P/BV of the peer group comes to 1.36x. Therefore, 
on the basis of that SEC’s stock valuation comes to SR15.4 based on its forecasted 
book value for FY2006. As the book value multiples vary with time and are dependent 
on several factors such as market sentiment and other qualitative factors, we have 
provided 20% weightage to the book value multiple and 80% to the DCF value 
calculation.
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Weighted Average Valuation

The value derived through the combination of both the methods is SR15.3 per share. 
The stock currently trades at around SR11.75, which implies that the value arrived 
by using above methods is 30.2% higher than the current market price. 

Table 13: Weighted Average Price 

Valuation Approach
Fair Value/
Share (SR)

Weightage
Weighted 

Price (SR)
DCF Method 15.3 80% 12.2 
Peer Group Valuation Method 15.4 20% 3.1 
Estimated Fair Value/Share   15.3 

Source: Global Research 

Outlook

Strong growth in the volume of investments in different sectors of the economy has seen the 
demand for power growing constantly in the recent years in Saudi Arabia which witnessed a 
growth of 6% per annum in the last few years. The peak demand grew by  about 7% per annum,  
which is likely to be in double digits over the next few years. Going forward, in the Kingdom, 
several large scale projects are coming up in different sectors valued at billions of dollars and 
the power and water sectors are the backbone of any industrial or infrastructure project. We 
have seen that peak demand is rising every year on a growing capacity base, therefore, we 
believe that, going forward, the country will to focus keenly on expanding its capacity base 
which should outpace the growth in demand. Secondly, setting up of GCC power grid will 
open up another window of opportunity for the company to expand its business by trading 
in power with other GCC countries. In a nutshell, all these factors acting in favor of SEC 
offers good growth potential for the company. Hence, we initiate our coverage of SEC with 
a ‘BUY’ recommendation.
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This material was produced by Global Investment House KSCC (‘Global’),a firm regulated by the Central Bank of
Kuwait. This document is not to be used or considered as an offer to sell or a solicitation of an offer to buy any
securities. Global may, from time to time,to the extent permitted by law, participate or invest in other financing
transactions with the issuers of the securities (‘securities’), perform services for or solicit business from such issuer,
and/or have a position or effect transactions in the securities or options thereof. Global may, to the extent permitted
by applicable Kuwaiti law or other applicable laws or regulations, effect transactions in the securities before this
material is published to recipients.
Information and opinions contained herein have been compiled or arrived by Global from sources believed to
be reliable, but Global has not independently verified the contents of this document. Accordingly, no representation
or warranty, express or implied, is made as to and no reliance should be placed on the fairness, accuracy,
completeness or correctness of the information and opinions contained in this document. Global accepts no liability
for any loss arising from the use of this document or its contents or otherwise arising in connection therewith.
This document is not to be relied upon or used in substitution for the exercise of independent judgement. Global
shall have no responsibility or liability whatsoever in respect of any inac curacy in or ommission from this or
any other document prepared by Global for, or sent by Global to any person and any such person shall be
responsible for conducting his own investigation and analysis of the information contained or referred to in this
document and of evaluating the merits and risks involved in the securities forming the subject matter of this or
other such document.
Opinions and estimates constitute our judgment and are subject to change without prior notice.Past performance
is not indicative of future results. This document does not constitute an offer or invitation to subscribe for or
purchase any securities, and neither this document nor anything contained herein shall form the basis of any
contract or commitment what so ever. It is being furnished to you solely for your information and may not be
reproduced or redistributed to any other person.
Neither this report nor any copy hereof may be distributed in any jurisdiction outside Kuwait where its distribution
may be restricted by law. Persons who receive this report should make themselves aware of and adhere to any
such restrictions. By accepting this report you agree to be bound by the foregoing limitations.

1. Global Investment House did not receive and will not receive any compensation from the company
or anyone else for the preparation of this report.

2. The company being researched holds  more than 5% stake in Global Investment House.
3. Global Investment House makes a market in securities issued by this company.
4. Global Investment House acts as a corporate broker or sponsor to this company.
5. The author of or an individual who assisted in the preparation of this report (or a member of his/her

household) has a direct ownership position in securities issued by this company.
6. An employee of Global Investment House serves on the board of directors of this company.
7. Within the past year , Global Investment House has managed or co-managed a public offering for

this company, for which it received fees.
8. Global Investment House has received compensation from this company for the provision of

investment banking or financial advisory services within the past year.
9. Global Investment House expects to receive or intends to seek compensation for investment banking

services from this company in the next three months.
10.   Please see special footnote below for other relevant disclosures.

Company

Saudi Electricity Company

Recommendation

Buy

Ticker

5110.SE

Price

SR13.5

Disclosure

1,10

Disclosure Checklist

The following is a comprehensive list of disclosures which may or may not apply to all our researche.

Only the relevant disclosures which apply to this particular research has been mentioned in the table

below under the heading of disclosure.

Global rating

Buy

Global Research: Equity Ratings Definitions

Hold

Reduce

Sell

Definition

Fair value of the stock is >10% from the current market price

Fair value of the stock is between +10% and -10% from the current market price

Fair value of the stock is between -10% and -20% from the current market price

Fair value of the stock is < -20% from the current market price
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