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Saudi Electricity Company
Update to credit analysis

Summary
We view Saudi Electricity Company (SEC) as a government-related issuer (GRI) that benefits
from credit linkages with the government of Saudi Arabia (A1 stable). The long-term issuer
rating of A2 reflects the creditworthiness of SEC as expressed by a baseline credit assessment
(BCA) of baa1, combined with a very high level of dependence on, and high level of support
from the government.

The regulatory environment SEC operates under is not as developed or contractually
beneficial as in other Middle Eastern jurisdictions in the absence of a total cost recovery
principle, but remains highly supportive. SEC benefits from (1) a favourable procurement
cost structure, with fuel exclusively sourced from, and settled on a non-cash basis with Saudi
Aramco since inception; and (2) a proven track record of recurrent government support,
notably through gradual transfers of accrued payables to a government account.

SEC's standalone assessment is mainly supported by its low business risk profile. The
company enjoys a dominant domestic market position as the integrated and exclusive
electricity provider in Saudi Arabia, either directly or through IPPs in which it owns a stake.
Conversely, it is constrained by a weak financial profile that gradually deteriorated as of result
of large, debt-funded capital spending.

Exhibit 1

SEC's leverage and interest coverage metrics have deteriorated as of result of past large debt-
funded capital spending
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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. LTM = last twelve months. Ratios prior to
2016 are based on Saudi GAAP accounts.
Source: Moody’s Financial Metrics™
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https://www.moodys.com/credit-ratings/Saudi-Electricity-Company-credit-rating-820657566
https://www.moodys.com/credit-ratings/Saudi-Arabia-Government-of-credit-rating-660260
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Credit strengths

» Supportive regulatory framework despite the lack of a total cost recovery principle

» Dominant market position in Saudi Arabia

» Track record of recurrent government support

Credit challenges

» Weak financial profile resulting from large, debt-funded, capital spending

» Unbundling of the system introduces uncertainties regarding the long-term credit profile of SEC

Rating outlook
The stable outlook reflects our expectation that there will be no material adverse changes in the framework SEC currently operates
under and that future initiatives will adequately adjust the company's capital structure to prevent imbalances.

Factors that could lead to an upgrade
A rating upgrade is currently unlikely, given the company's substantial debt load, and absence of an explicit government guarantee
that prevents SEC's ratings from being aligned with that of the sovereign. An upgrade of Saudi Arabia's government bond rating could
trigger an upgrade of SEC's ratings.

Factors that could lead to a downgrade
The rating could be lowered as a result of:

» a downgrade of Saudi Arabia's government bond rating,

» a change in Moody's government support and dependence assumptions, or

» a weakening of SEC's credit metrics.

Any event that would constitute a step-change in regulatory policy towards SEC could put negative pressure on the rating. This could
include the government calling on cash dues, which we do not currently expect, or the implementation of an aggressive form of
ownership unbundling.

Key indicators

Exhibit 2

Key indicators
Saudi Electricity Company

US Millions 2013 2014 2015 2016 2017

LTM 

3/31/2018 2018 (f) 2019 (f)

CFO pre-WC + Interest / Interest 12.0x 7.6x 9.7x 4.3x 3.8x 3.2x 3.8x 3.5x

CFO pre-WC / Debt 19% 15% 15% 9% 9% 8% 9% 8%

CFO pre-WC – Dividends / Debt 18% 14% 15% 9% 8% 7% 8% 8%

Debt / Capitalization 57% 61% 63% 71% 71% 72% 72% 72%

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. LTM = last twelve months. Ratios prior to 2016 are based on Saudi GAAP accounts.
Source: Moody's Financial Metrics™

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Profile
Saudi Electricity Company (SEC) is the dominant vertically integrated utility in the Kingdom of Saudi Arabia, where it served over 9.1
million customers as of 31 December 2017. The company owns 43 major plants with a total generation capacity of 56.6 Gigawatts
(GW), which represents the vast majority of Saudi Arabia's total generation capacity. The Saudi government indirectly owns 81.2% of
SEC, including 74.3% directly through its sovereign wealth fund PIF and 6.9% through Saudi Aramco. The remaining 18.8% is listed
on the Saudi Stock Exchange. The company reported consolidated revenues of SAR50.6 billion ($13.5 billion) and SAR445.8 billion in
assets ($118.9 billion) in 2017.

Exhibit 3

Installed electricity generation capacity
Exhibit 4

Revenue breakdown by type of customer
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Detailed credit considerations
Dominant player in the Saudi power sector
SEC is strategically important to the Saudi power sector. As of 31 December 2017, SEC's proportionate share of electricity generation
capacity represented approximately 72% of the capacity generation in the Kingdom. It also has monopolistic positions in the
transmission and distribution sectors.

Unbundling and private sector participation are part of the government's plan to promote a more competitive structure for the
electricity industry in Saudi Arabia and are enshrined in the Electricity Law. This introduces uncertainties regarding SEC's long-term
credit profile. Although SEC is currently undergoing a corporate restructuring, the company should maintain its dominant position
for the foreseeable future, given the government's prudent approach on reform in the Saudi power sector. National Grid, a separate
transmission company, was incorporated in 2012 and there are plans to establish a single distribution company and four separate
generation companies. We would expect SEC to retain ownership and control of all of these entities as is currently the case with
National Grid.

We expect the growth in electricity demand in Saudi Arabia to reduce in the foreseeable future as a result of successive tariff increases
that will rationalize the consumption behaviour of customers. SEC reported a 1.0% and 0.4% growth in consumption volumes for
2016 and 2017, following tariff increases in January 2016. This is substantially below the average growth of 6.3% from 2000 to 2015.
Electricity tariffs increased further on 1 January 2018, and will contribute further to the rationalization of consumption going forward.
SEC expects electricity consumption to grow by 1.5% or less a year, despite a continued increase in the number of customers served
(+5.6% to 9.1 million in 2017).

Supportive regulatory framework despite lack of total cost recovery principle
SEC operates in a regulatory framework that is not as clearly defined as for other regional peers and is more reliant on government
policy decisions. A lack of provisions regarding contractual returns, costs pass-through and tariff settings affects the predictability
of returns on SEC's invested capital and future cash flows. SEC is also exposed to a degree of market risk as it relies on electricity
consumption levels in Saudi Arabia. Tariffs for all non-residential customers are determined by an independent regulatory agency,
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which also recommends tariff changes for residential customers to the Council of Ministers (the highest executive authority in the
country, presided over by the King). Despite a varied mix in feedstock between gas, crude oil, diesel and heavy fuel oil, SEC has only one
feedstock provider, Saudi Aramco, the national oil company, which is requested by royal decree to provide adequate supplies to SEC.

Substantial tariffs increases across all consumer segments in January 2016 and January 2018 led to strong revenue increases for SEC.
However, these resulted in no substantial effect to SEC's operating margins and cash flow generation, given that they were offset by
equivalent charges from increased fuel prices, reduced government receipts and the payment of government fees since 1 January 2018.
Further tariff increases in the short term would likely be of lower magnitude to reflect increases in input costs.

We believe that while the government has to balance its socio-economic targets and inflationary concerns, it also places importance
on SEC's financial stability, given its objective of ensuring a reliable electricity supply. The government is also looking into reducing
its budget deficits in the current context of low oil prices and aims to decrease non-oil subsidies by 20% by 2021 (from 2016 levels).
We nevertheless expect that SEC's commercial exposure will continue to be largely compensated for in various ways through material
ongoing state support as the sector goes through this transition phase.

Continued government support provision is paramount to current positioning
We assess the level of government support to SEC as high, reflecting a high level of government ownership (81% direct and indirect),
the presence of key policy makers on the company's board and the government's role in appointing five out of nine directors. SEC plays
a vital role in the economic development of Saudi Arabia and is a key entity within the country's development plan.

The government established a strong track record of ongoing and direct support provision to SEC, which further supports our
assumption that it would intervene in case of financial distress. Ongoing government support provision has historically revolved
around the provision of feedstock, support to SEC's capital structure and funding. Since 2007, SAR79.7 billion ($21.2 billion) of
accrued payables due to Saudi Aramco have been transferred to the government in the form of long term payables. Since 2005, the
government also provided funds to SEC through four interest-free loans amounting to SAR130.5 billion ($34.8 billion) in anticipation of
significant upcoming development spending, of which SAR46.1 billion ($12.3 billion) remained available to SEC as of 31 March 2018.

Weak financial profile constrains the rating
The vast capital spending program required to meet the growing demand for electricity under the government's long-term energy plan
have gradually weakened SEC's financial profile. SEC spent an average of SAR47.2 billion ($12.6 billion) a year on capital expenditures
over the past five years, largely in excess of the company's internal cash generation, and resulting in a Moody's-adjusted debt-to-
capitalisation ratio rising to 71% in 2017, from 57% in 2013.

The reduction in electricity consumption growth from increased tariffs in January 2018 will lead to a reduction in capital spending, and
in turn to the stabilisation of the company’s leverage. We expect Moody's-adjusted debt to capitalisation to stabilise at around 70%
over the next 12-18 months. Nevertheless, we recognize that the government's soft loans provide a degree of financial flexibility to
the company. As of 31 December 2017, SEC had SAR102.2 billion ($27.3 billion) in commercial debt and sukuk in addition to SAR44.4
billion ($11.9 billion) in government loans.
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Exhibit 5

Free cash flow generation remains constrained by the scale of capital investments
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All figures 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. Figures prior to 2016 are based on Saudi GAAP accounts.
Source: Moody's Financial Metrics™

Liquidity analysis
We view SEC's liquidity profile as adequate. As of 31 March 2018, primary sources of liquidity include (1) the group's operating cash
flow, which reached SAR33.6 billion ($8.9 billion) in the year ended 31 December 2017; (2) undrawn government loans of SAR46.1
billion ($12.3 billion) to be disbursed over the next several years; and (3) a cash balance of SAR1.1 billion ($290 million) which is
sufficient to cover SAR28.5 billion ($7.6 billion) of short-term debt as of 31 March 2018 and expected capital expenditures of around
SAR43 billion ($12.7 billion) for 2018.

SEC benefits from strong financial flexibility, with strong access to the domestic and international debt markets, which is supported by
its status as a majority government-owned company, its public role and dominant industry position. SEC's liquidity profile is further
supported by a diversified long-term debt maturity profile. It is our assumption that the government will continue to provide direct
financial support to the company, should SEC have any difficulties in accessing fresh funding.

Rating methodology and scorecard factors
The principal methodologies used in rating SEC were Regulated Electric and Gas Utilities published in June 2017, and Government-
Related Issuers published in June 2018. The indicated rating from the grid is Baa3, reflecting the company's weakened financial profile.
The assigned BCA of baa1 is two notches above the grid-indicated rating and reflects our expectations of upcoming improvements to
the regulatory framework and the financial flexibility SEC benefits from, thanks to its access to government soft loans, which are not
fully captured by the rating methodologies.
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Exhibit 6

Rating factors
Saudi Electricity Company

Regulated Electric and Gas Utilities Industry Grid   

Factor 1 : Regulatory Framework (25%) Measure Score Measure Score

a) Legislative and Judicial Underpinnings of the Regulatory Framework Baa Baa Baa Baa

b) Consistency and Predictability of Regulation A A A A

Factor 2 : Ability to Recover Costs and Earn Returns (25%)

a) Timeliness of Recovery of Operating and Capital Costs Baa Baa Baa Baa

b) Sufficiency of Rates and Returns Ba Ba Ba Ba

Factor 3 : Diversification (10%)

a) Market Position Baa Baa Baa Baa

b) Generation and Fuel Diversity Aaa Aaa Aaa Aaa

Factor 4 : Financial Strength (40%)

a) CFO pre-WC + Interest / Interest  (3 Year Avg) 3.2x Baa 3.4x - 3.6x Baa

b) CFO pre-WC / Debt  (3 Year Avg) 7.8% Ba 7.3% - 7.8% Ba

c) CFO pre-WC – Dividends / Debt  (3 Year Avg) 7.5% Ba 7% - 7.5% Ba

d) Debt / Capitalization  (3 Year Avg) 72.2% B 70% - 72% B

Rating:

a) Indicated Rating from Grid Baa3 Baa3

b) Actual Rating Assigned A2

Government-Related Issuer Factor

a) Baseline Credit Assessment baa1

b) Government Local Currency Rating A1

c) Default Dependence Very High

d) Support High

e) Final Rating Outcome A2

Current 

LTM 3/31/2018

Moody's 12-18 Month

Forward View

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. LTM = last twelve months. Ratios prior to 2016 are based on Saudi GAAP accounts.
Source: Moody’s Financial Metrics™

Appendix

Exhibit 7

Peer comparison table

 

2016 2017 2015 2016 2017 2015 2016 2017 2015 2016 2017

(CFO  Pre-W/C + Interest) / Interest 

Expense 4.3x 3.8x 2.3x 2.2x 2.5x 8.2x 14.2x 14.8x 16.9x 13.8x 11.3x

(CFO  Pre-W/C) / Debt 9% 9% 7% 6% 8% 59% 75% 68% 39% 32% 32%

(CFO  Pre-W/C - Dividends) / Debt 9% 8% 6% 6% 7% 54% 70% 61% 22% 18% 17%

Debt / Book Capitalization 71% 71% 89% 89% 88% 17% 14% 15% 40% 41% 39%

(CFO  Pre-W/C + Interest) / Interest 

Expense (3 Year Avg) 4.3x 4.0x 2.8x 2.6x 2.3x 6.4x 8.7x 11.8x 15.1x 16.6x 13.6x

(CFO  Pre-W/C) / Debt (3 Year Avg) 9% 9% 9% 9% 7% 43% 55% 68% 42% 37% 34%

(CFO Pre-W/C - Dividends) / Debt (3 Year 

Avg) 9% 9% 8% 8% 6% 40% 51% 62% 25% 22% 19%

Debt / Book Capitalization (3 Year Avg) 71% 71% 87% 88% 89% 22% 18% 15% 40% 41% 40%

Abu Dhabi National Energy 

Company

A3 Stable

Saudi Electricity 

Company

Qatar Electricity and Water 

Company Q.S.C.

A2 Stable A1 Negative

Dubai Electricity & Water 

Authority

Baa1 Stable

All figures and ratios are calculated using Moody’s estimates and standard adjustments. Periods are financial year-end unless indicated.
Source: Moody’s Financial Metrics™
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Exhibit 8

Moody's-adjusted debt breakdown
Saudi Electricity Company

In SAR millions 2013 2014 2015 2016 2017

As Reported Debt                       45,558                       54,615                       60,555                     134,389                     146,511 

Pension Adjustments                               4                               4                               5                        3,281                        2,916 

Operating Lease Adjustments                              -                                -                                -                         23,845                       27,310 

Non standard Adjustments                       28,249                       33,761                       39,991                             68                             66 

Moody's adjusted debt                       73,812                       88,380                     100,551                     161,583                     176,803 

All figures are calculated using Moody’s estimates and standard adjustments. Periods are financial year-end unless indicated. Figures prior to 2016 are based on Saudi GAAP accounts.
Source: Moody’s Financial Metrics™

Ratings

Exhibit 9
Category Moody's Rating
SAUDI ELECTRICITY COMPANY

Outlook Stable
Issuer Rating A2

SAUDI ELECTRICITY GLOBAL SUKUK COMPANY 3

Outlook Stable
Senior Unsecured A2

SAUDI ELECTRICITY GLOBAL SUKUK COMPANY 2

Outlook Stable
Senior Unsecured A2

SAUDI ELECTRICITY GLOBAL SUKUK COMPANY

Outlook Stable
Senior Unsecured A2

Source: Moody's Investors Service
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