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INFRASTRUCTURE AND PROJECT FINANCE

Saudi Electricity Company

Increase in the WACC rate is credit positive, but partly offset
by higher profit margin on the shareholder instrument

On 29 April, Saudi Electricity Company (SEC, A1 positive) announced that it had received a
letter from HRH Prince Abdulaziz bin Salman, Saudi Arabia's (A1 positive) Minister of Energy
and chairman of the ministerial committee for restructuring the kingdom's electricity sector
and SEC, approving an increase in the regulated weighted average cost of capital (WACC) on
SEC's regulated asset base (RAB) to 6.65% from 6% during the current price control period
(PCR2, 2024-26). At the same time, the annual profit margin on the shareholder instrument
(SHI) during the same period has increased to 515% from 4.5%.

We view the upward revisions as positive given the higher interest rate environment, with the
newly established regulatory framework working as expected and in a transparent manner.
Following the increase in WACC, we also expect SEC to generate higher regulated revenue,
though this will be partly offset by the higher servicing cost on the SHI. We expect both
WACC and the annual profit margin on the SHI to move in tandem and maintain a 1.5%
margin differential across PCR2.

The increase in the WACC rate during PCR2 is credit positive for SEC. As the company
executes on its sizable pipeline of transmission and distribution projects in Saudi Arabia, we
estimate that its RAB will grow to around SAR250 billion in 2025 from around SAR210 billion
in 2023, increasing its regulated revenue. In the short term, however, the impact on its credit
metrics (Exhibit 1) will be partly offset by the increase in the SAR168 billion SHI's annual
profit margin, with our expectation that the SHI's periodic distribution will increase under
PCR2 to SARS.6 billion from SAR7.7 billion. We also expect that SEC will continue to benefit
from strong demand for electricity in Saudi Arabia over the next 12-18 months, driven by an
increase in customer connections and higher volumes of electricity sold. We estimate that
SEC's revenue will grow to around SAR8S5 billion by 2025 from around SAR75 billion in 2023.


https://www.moodys.com/credit-ratings/Saudi-Electricity-Company-credit-rating-820657566/summary
https://www.saudiexchange.sa/wps/portal/saudiexchange/newsandreports/issuer-news/issuer-announcements/issuer-announcements-details/!ut/p/z1/jZDLDoJADEW_xQVbWlQQ3WEUjI-IGgPMxgyKAwkwBEaJf--gK4yv7tqee3tTIOADyek1YVQkPKep7ANiHHTLwO7MxLVjd6e4sYfjzWTqaLjog9cGcOfqEnBXvSVu0UEDyD96_FAW_taTr4gzeAXeRHwAXzLMgbCUh89_WHnYMxmQMjpHZVSql1KOYyGKaqSggnVdq4xzlkbqkWcKvpPEvBLgt8mGa1weJoKeaH1JpZrIVUHz2-6WhVwe0jUNocj2PiZu5plCD6xO5w4pb7cW/dz/d5/L0lDU0NRa2dwUXBRa0tDbEVLQ2xFS0lLVVFvZ3BSSWshL1lEVUVBQUFJSUVNRUNLSUVBR0lHT0lPSUJKRkpGQkpORE5EQk5MTEhMSFBJRUVMQWdvZ292QXNDQUEhIS80SkNpaksxYkdMamlFRXBNaFNUVVU1Q21tb1pyZHJMWnpVODF1MWxzRnFLVlZHS0EvWjdfNUE2MDJIODBPMEhUQzA2MFNHNlVUODFEUTYvWjZfNUE2MDJIODBPMEhUQzA2MFNHNlVUODFESTMvdmlldy9ub3JtYWwvQU5OT1VOQ0VNRU5UX05VTUJFUi83OTY1MS9jb21wYW55U3ltYm9sLzUxMTAvaHR0cDolMCUwdGFkYXd1bCUwL2FubkNhdC8xL2FuSWQvZW4!/
https://www.moodys.com/credit-ratings/Saudi-Arabia-Government-of-credit-rating-660260/summary
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Exhibit 1
Large financial servicing costs will continue to weigh on SEC's credit ratios despite higher WACC

= (CFO pre-WC + Interest Expense) / Interest Expense (rhs) (CFO pre-WC - Dividends) / Debt excluding SHI (Ihs)

(CFO pre-WC - Dividends) / Debt including SHI (lhs)

23%
25% 22% 6 5x
21%
19% -
20% === ax
- -
15% [ ——— 3x
PR ——
1 1 1
10% s | I gy 1 2x
R e = 1
1 1 1
5% 1 1 1 1x
s 1 1 . 1
X .OX
0% 1 1 1 o
2019 2020 2021 2022 2023 2024 (f) 2025 (f)

All ratios are calculated using Moody's estimates and standard adjustments. Moody's Forecasts (f) are Moody's opinion and do not represent the views of the issuer. Periods are financial
year-end unless indicated. We classify SEC's SHI as debt under our adjustments.
Sources: Moody’s Financial Metrics™ and Moody's Ratings forecasts

This is the first price revision under the regulatory framework established in 2021 following significant reforms to the kingdom's
electricity sector. The framework allows SEC to recover its operational costs and earn a fair rate of return on its transmission,
distribution and retail business under a RAB model with control periods of three years. The WACC is calculated based on SEC's post-
tax cost of equity and pre-tax cost of debt. On the other hand, the SHI provides a degree of financial flexibility (Exhibit 2) to SEC

not captured in our ratios but recognized in our standalone assessment. The perpetual instrument pays cash coupons that can be
postponed at the company's discretion under certain circumstances. The SHI agreement between SEC and the Ministry of Finance can
be amended if both parties agree.

Exhibit 2

SEC's debt includes a shareholder instrument that offers a degree of financial flexibility
s | 0ans and sukuk (lhs) mmsmmsm Shareholder instrument (lhs) = Government loans (lhs)
e Debt / Book Capitalization (rhs) e Debt / Book Capitalization excl. SHI (rhs)
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All ratios are calculated using Moody's estimates and standard adjustments. Moody's Forecasts (f) are Moody's opinion and do not represent the views of the issuer. Periods are financial
year-end unless indicated. We classify SEC's SHI as debt under our adjustments.
Sources: Moody'’s Financial Metrics™ and Moody's Ratings forecasts

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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