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Dear Honorable Shareholders,

The Board of Directors of Saudi Electricity Company would like to express its sincere appreciation and gratitude to the Custodian of The Two 
Holy Mosques King Abdullah bin Abdul Aziz and to His Royal Highness Prince Nayef bin Abdul Aziz, Crown Prince, Deputy Prime Minister and 
Minister of Interior, for their support and patronage to the Company which has enabled it to continue implementing its project execution 
plans to meet the growing demand for electric power. 

The Board of Directors is also pleased to present to the Company’s esteemed shareholders the annual report of the Company’s performance 
and business results for the fiscal year ending 31/12/2011 which were achieved through the exerted efforts by the Company’s activities 
in upgrading the standard of its performance to attain the shareholders’ aspirations and win customers’ trust.  The year 2011 witnessed a  
continuation of implementing several projects in power generation, transmission, and distribution to meet the increasing demand for  
electricity.  The power generating stations were boosted with a total capacity of 2,180 MW while the electric power transmission networks 
were reinforced with 38 new transmission substations and additional total networks length of 2,120 ckm.  In the area of power distribution 
and customer services, 363 thousand new customers and 266 settlements received electric services, representing an increase of 5.7% in the 
total number of customers.  The Company continued to establish major power grid interconnection projects within its plan to achieve the 
enhancement of the national grid transmission network.  Being a strategic objective, the linking of 96% of the Kingdom’s electricity network 
with the high voltage 380 KV electrical grids has been completed. These projects will contribute to the reinforcement of generation reserve, 
the electric power exchange among regions, and facilitate the economic operation of the power generation plants

As for human resources, the Company took a number of decisions aiming at developing and reinforcing an appropriate work environment 
to help motivate the employees and improve their productive competency.  The Company kept its commitment to the nationalization  
(Saudization) of jobs with great deal of attention and care as a strategic national orientation, searching for trained and qualified national  
workforce with high degree of efficiency.  The nationalization growth ratio kept growing as it reached 87.52%. The productivity level of  
employees increased as the sold energy per employee reached 8,280 MW/hour, and the number of customers per employee reached 239 
customers.

As regards the restructuring of activities, it was decided to initially establish the National Electricity Transmission Company. The  
establishment procedures and organizational structures were completed and operation started as of 1/1/2012.  The Saudi Electricity Company 
has started working on establishing power generation companies, a distribution company, and completing the work requirements to get these  
companies to start operating in the year 2013.

The Board of Directors confirms that the Company is committed to implementing the regulations of the Capital Market Authority (CMA).  
The Company has complied with the disclosure and transparency regulations stipulated in Article 27 of the registration rules and the  
corporate governance regulations. 
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1.  Description of the Company’s Main Activities

The main activities of the Company consist of generation, transmission, and distribution of electric power, hence its organizational structure 
mainly involves electric power organizational activities (work units) working in the fields of power generation, transmission, distribution and 
customer services, and other joint and organizational support activities such as finance, general services, human resources, planning, internal 
audit, legal, and public affairs.

The following is a description of the main activities and the impact of each activity on business volume: 

The activities of the Generation, Transmission, and the Distribution and Customer Services are complementary to each other in the  
production and conveyance of power to the customer. The Company works on the development of selling prices among the Generation, 
Transmission, and the Distribution and Customer Services activities.  At present, the Company generates revenues by selling electricity to the 
customer acording to the official pricing decided by the state. There is a plan to split the main activities into Company owned subsidiaries and  
accordingly such revenues and the expenses of each company will be determined separately once those subsidiaries are established. As  
regards the unbundling of the Transmission activity, the Company has prepared the Articles of Association of the National Electricity  
Transmission Company as a limited liability company. After being reviewed by the Ministry of Commerce and Industry and notarized by a  
notary public, a commercial registration certificate was obtained, the members of Board of Directors were appointed, and a CEO was  
appointed by the Board of Directors in preparation for the commencement of business operations of the company. The Distribution and 
Customer Services activity along with the Finance activity perform the collection of power sales revenues from different customer categories.

The following table shows the fixed assets ratio of each activity to total fixed assets of the entire Company. The operating expenses ratio of 
each activity to the Company’s total operating expenses are as follows:
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Following is a description of the nature of operational activities and main achievements: 
A)  Generation Activity: 
This is a major activity with a mission to provide sufficient power generation capacity using highly reliable production techniques and  
technologies of the highest readiness to meet the increasing demand for power and to ensure the optimum exploitation of resources,  
investing all potentials to achieve the main goal sought by the Company which is to reduce power production cost. The electric power  
transmitted from power generating plants is the main essential foundation of power sales with participation ratio of 77% of the total saleable 
electric power in the Kingdom to all customer categories and segments. 

The Generation activity plans to focus on the operation, maintenance, and reinforcement of power generating stations in addition to  
setting up new plants in order to meet the increasing demand for power.  In this regard, the Generation activity has achieved considerable  
accomplishments during the year 2011, adding a total capacity of 2,180 MW which represent 5.5% of the actual capacities existing at the end 
of 2010.

The added capacities are distributed as follows: 
•	 Operation of 12 gas units of 55.9 MW each at Power Plant 10 with atotal capacity of  670.7 MW.
•	 Addition of 3 steam generation units of 397 MW each at Shoaiba Power Plant with a total capacity of ,191 MW. 
•	 Addition of 2 gas units of 78 MW each to enhance Tabuk Plant 2 by a total capacity of 156 MW. 
•	 Addition of 2 gas units of 63 MW each to enhance the generation capacity of Hail Power Plant 2 by a total capacity of 126 MW. 
•	 Addition of 2 gas units of 18 MW each to enhance the generation capacity of Dheba Power Plant by a total capacity of 36 MW.

B)  Transmission Activity 
This is a major activity with a mission to operate the electricity network system and the transmission of electric power from production sites 
to consumption centers;  studying expected loads, drafting plans to enhance the power system to meet the expected loads, communicating 
with large customers, identifying their needs for electric power and the method for supplying electricity to the customers. In addition, this 
activity coordinates with independent producers, signs agreements of purchase and power exchange and represents the Company as a key 
buyer when purchasing power from independent producers.

The operating plans of the Transmission activity consist of boosting the electric power supply, reducing its cost, pursuing to work towards the 
completion of the national electric power network. Based on these plans this activity achieved during 2011 a number of new projects, besides 
the reinforcement of existing projects aimed at improving, developing, and increasing the transmission networks’ efficiency.

Following is a review of its most important achievements: 

Transmission Networks:
New overhead circuits and new underground cables with total length of 2,120 ckm were added to the existing networks representing a ratio 
of 4.6% of the existing networks at year-end 2010 as follows:

•	 In the extra-high voltage level (380 KV), 1,141.4 ckm were added, of which 18 ckm were underground cables and 1,123.4 ckm were  
ovehead networks.

•	 In the extra-high voltage level (230 KV), 34.1 ckm were added, of which 5.9 ckm were underground cables, and 28.2 ckm were overhead 
networks. 

•	  In the high voltage level (132 KV), 554.2 ckm were added, of which 68.6 ckm were underground cables and 485.6 ckm were overhead  
networks. 

•	 In the high voltage level (115 KV), 228.5 ckm were added, of which 92.7 ckm were underground cables and 135.8 ckm were overhead  
networks.

•	 In the high voltage level (110 KV), 161.4 ckm underground cables were added.
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Transmission Substations 
Thirty-Eight (38) new transmission substations with 100 transformers were operated which brought the total number of new transformers to 
113 with a total capacity of 15,036 MVA as follows.

•	 38 new transmission substations with 100 transformers having a total capacity of 13,286 MVA were constructed. 

•	 8 substations  were boosted further by 9 transformers having a total capacity of 1,464 MVA. 

•	 4 transformers were replaced in 4 substations having a total capacity of 286 MVA.

•	 Existing substations were boosted with capacity condensers.

•	 1,729 circuit breakers were added to the network, of which 525 circuit breakers were for 110 KV and higher and 1,204 circuit breakers were 
for 69 KV and below.

C)  Distribution and Customer Services Activity 
This is a major activity whose function consists of receiving electric power from the transmission networks and delivering a safe and highly  
reliable electricity supply and high service standard to all customers. This activity also issues and distributes electricity bills to the  
customers. The Distribution and Customer Services activity executes its annual plans and programs to provide excellent services using the latest  
technologies and facilitating the processes for securing electric services. The plans include a number of goals, objectives, and  
performance standards which include upgrading the standards in delivering electric service to new customers in cities and villages, constantly  
improving the distribution networks to ensure their best performance at the aspired level, upgrading the electric power efficiency,  
facilitating, and simplifying the process of delivering electric services, developing customer service centers, and observing accuracy in  
calculating customer consumptions by exercising utmost care when taking meter readings and auditing consumption bills. In addition,  this 
activity devotes particular care to the human factor by ensuring that front line employees are qualified and trained. 

Main achievements of  Distribution and Customer Services during 2011: 

•	 Addition of new substations, 69 KV and below, with 24,741 transformers having a total capacity of 10,913 MVA representing a 7.6%. 
increase in number of transformers and 7.3% increase in total capacity as compared with the number of distribution transformers and   
capacities at year-end 2010 respectively.

•	 Addition of overhead circuits and underground cables, 69 KV and below, with a total length of 26,012 ckm representing an increase of 
6.8% as compared with  the total networks length at year-end 2010.

•	 Delivery of electric services to 363,306 new customers.

•	 Delivery of electric services to 266 cities, villages, and settlements. 

D)  Finance Activity 
The Company has succeeded in maintaining the credit ratings it received from world renowned specialized credit rating agencies, and thus 
assuring the reliability of its strategic orientations and the success of its operational and business administration policies. These positive 
ratings made it possible for the Company to continue with the implementation of its financial policies which seek to strengthen its financial 
position; to make available the necessary cash flows to spend on its projects through the available financing means such as the issuance of 
Islamic bonds (Sukuk) and obtaining different types of commercial loans to finance the Company’s projects with the best terms and conditions 
and at the most appropriate prices.
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The Credit Rating
•	  The Company’s creditworthiness ratings are the highest in the Kingdom. Its ratings were awarded to it by renowned credit rating  

agencies such as the Standard and Poor’s, Fitch, and Moody’s i.e.  AA-, AA-, A1 respectively, which are similar to the Kingdom’s sovereign  
rating.

•	 As part of the company’s efforts to find new source of finance and in order to diversify its finance sources for the major projects, the 
Company continued its efforts and signed financing agreements as follows:

First:  Loan Agreement between the Ministry of Finance and SEC 
The Council of Ministers approved, under the chairmanship of the Custodian Of The Two Holy Mosques King Abdullah bin Abdul Aziz,  
granting the Saudi Electricity Company a “Qardh Hasan” Loan (free loan) amounting to SR 51 billion for 25 years period. The loan is to cover 
the expected financial deficit to implement urgently required power projects which are to be contracted during the years (1432-1433 Hijra.

Second:  Finance with Support from the French Bank of Exports Promotion (COFAS)
The Company has signed a long term loan agreement with a repayment period of 12 years amounting to USD 989.1 million (equivalent 
to SR 3.7 billion), with an international consortium of banks: HSBC Group, Bank of Tokyo-Mitsubishi, City Bank, Deutsche Bank, and the  
financial services company Sumitomo Mitsu. This is the first financial loan the Company got with a guarantee from the French Bank of Exports  
Promotion. The purpose of this loan is to purchase machinery from the French company Alstom. The loan is intended for the expansion of 
Shoaiba Power Plant Project 3.  Shoaiba is located on the coast of the Red Sea, 120 kilometers south of Jeddah; the plan is going to produce 
an additional 1,200 MW after the completion of the project. 

Third: Short Term Loan from Bank of Tokyo-Mitsubishi: 
The Company has concluded a loan agreement with the Bank of Tokyo-Mitsubishi  amounting to USD 500 million (equivalent to SR 1,875  
million). The loan is intended to finance a number of company capital projects. This type of loan lies within the Company’s strategy.

Financial Segregation of Company’s Activities:
In preparation for future steps towards the restructuring of Company’s activities, a number of procedures were taken for the financial  
segregation, as follows:
•	 Create a financial system that is compatible with the segregation of Company activities into subsidiaries.
•	 Finalize the requirements of the following financial links: 
- Classify the Company’s activities into cost/profitability/investment centers.
- Implement Service Level Agreements between activities.
- Calculate average cost of capital according to activities. 

The work is ongoing as regards preparation and conclusion of power exchange prices between the holding company, generation companies, 
and the lease of the transmission and distribution companies. 

E) Human Resources: 
Based on the Company’s appreciation of the importance of human resources to achieve the aspired growth and to improve productivity and 
efficiency, the Company has adopted specialized programs for employee selection, development, and career path planning in such a way that 
guarantees filling in the job positions with highly qualified and outstanding staff. In continuation of the Company’s efforts aiming at develop-
ing, improving, and raising the level of efficiency to contribute effectively to the achievement of performance efficiency, 642 graduates from 
Company’s training institutes were recruited by the Company in 2011, bringing up the number of on-the-job trainees to 1,107 at year-end. 
Furthermore, 529 university graduates were employed and joined the Professional Development Program (Ta’ahil).  The number of university 
graduates in this program was 779 at year-end 2011.  As a result, the Company achieved a remarkable growth in the rate of nationalization 
(Saudization) of jobs and achieved a leading position among companies in the kingdom in respect to the nationalization of jobs. The Saudiza-
tion rate reached 87.52% of the 28,414 employees at year-end 2011.
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This qualified the Company to grab a number of awards at both local and regional levels for its efforts in the field of employee qualification, 
training, and nationalization of jobs. Recently, the Company was the recipient of “His Royal Highness Prince Nayef bin Abdul Aziz Golden 
Award for Saudization” in its seventh season.

The fourth employment agreement, which was eventually changed to “First Comprehensive Agreement” to support the employment of 740 
employees, was signed with the “Human Resources Development Fund (HRDF).”   In addition, the “Second Comprehensive Agreement” to 
support the employment of about 1,300 employees was completed.  The second agreement is expected to be signed during the first quarter 
of 2012. In the field of training and developing the skills and abilities of its human resources, the Company executed its programs during the 
year 2011 which included the participation of employees in internal and external courses. The total number of participations in these courses 
was 37,370. The presentation of varied training programs through self-study program (i-Learn) benefited 1,846 employees. Developmental 
programs such as Career Development Program and Leadership Program were designed for Saudi technical and administrative employees 
to prepare and qualify them to hold new positions during their career in the Company. These two programs involved a total of 12,120 em-
ployees in addition to overseeing 56 measurement centers wherein 366 employees involving division managers, department managers, and 
sector heads participated for the purpose of developing appropriate and effective developmental programs for them based on the results 
taken at the measurement centers.  In the “Promising Employee Development Program,” 65 employees with promising leadership traits to  
occupy leading positions in the Company in the future have joined this program.  The Total Quality Management (TQM) program continued 
as the number of teams formed during the year reached 105 bringing the  grand total of teams formed to 1,745 teams. With the “Innovation 
Program”  in place, a total of 546 new suggestions were submitted during the year so that the total number of suggestions submitted reached  
4,181, of which 2,048 suggestions have been accepted. In the “Employee Excellence Program,” the number of employees who received the 
award for excellence was 1,850 bringing the grand total to 10,094. A total of 426 employees received the employee of the year award so that 
the total number of recipients for this award reached 3,169.  The fourth stage of the Balanced Scorecard had been launched. 

In the field of Total Quality Management (TQM), the Company received the King Abdul Aziz Award for Quality Management in its second 
session.  Preparations has been completed for the holding of the 15th Annual Forum on Total Quality Management in Riyadh under the  
slogan “Towards Organizational Excellence” which will be held in the middle of February 2012.  A total of 612 students completed their summer  
training in the Company through the “Summer Training” program” while 917 students completed “Cooperative Training” program”.  
(553 students received stipend and 364 were without stipend.) 

F) Private Sector Participation in Electricity Production Projects:
In order to cope with the economic development taking place in the Kingdom which require the availability of massive amount of electric 
power, the Company was compelled to establish a large number of power generating plants by direct investments as well as through joint 
ventures with the private sector as part of the Company’s “Program for Private Sector Participation in Electricity Projects” (IPPs) which the 
Company approved in 2007 and formed a dedicated supervision team to oversee it.

To support the team, the Company has made agreements with international consulting firms with proven experience and knowhow to  
execute technical, legal, and financial matters regarding independent electric power production projects. The Company targeted, in its first 
phase of its program, three projects using the BOO (Build-Own-Operate) system with investments estimated at more than SR 28 billion, details 
are as follows:

The first project, located in Rabigh in the Western Region, is for a power generating plant with capacity of 1,204 MW. The agreements were 
signed in the 2nd quarter of 2009 in alliance with Korea Electric Power Corporation (KEPCO) and ACWA Power International. The production 
will commence in the 2nd quarter of 2012; completion of the project is expected in the year 2013.

The second project, located in Dharma in the Riyadh area, is for a power generating plant with a capacity of 1,729 MW. The agreements were 
signed in the 2nd quarter of 2010 in alliance with Suez Company, Al-Jomaih Group and Sojitz Company. Production will commence in the 2nd 
quarter of 2012; completion of the project is expected in the year 2013.



14 Board of Directors Report

The third project, located in Qurayyah in the Eastern Region, is for a power generating plant with a capacity of 3,927 MW. The agreements 
were signed on 21/9/2011 in alliance with ACWA Power (owner of Water and Power Projects), Samsung C&T Corporation, and MENA Fund 
(Infrastructure Fund Limited). The production will commence in the 2nd quarter of the year 2014; completion of the project is expected in the 
3rd quarter of the year 2014.

The following table shows the “Program for Private Sector Participation in Electricity Projects” (IPP), noting that the Saudi Electricity Company 
buys the whole production of these projects: 

G) Shareholders 
The Company seeks to achieve the shareholders’ aspirations, growth of their equities, and facilitates their access to the required information. It 
pays great attention to the enhancement of the quality of disclosure of financial results, important developments, and the essential changes 
with regard to quality, quantity and timing.  The Company continued its efforts to enhance communication with its shareholders urging them 
to deposit their shares’ certificates in investment portfolios which will facilitate depositing their dividends in their respective portfolios at  
different banks during the first day of dividend disbursement.

The Company continues to engage in effective communication with the concerned parties at the capital market to exchange  
information related to the Company with investors and financial investment institutions. The Company takes into account the implementation of  
guiding provisions of the Company’s governance regulation, especially those concerned with shareholders’ equities, commitment to  
disclosure and transparency instructions and procedures; matching the Company’s internal regulations with the Capital Market Authority’s 
rules and it’s implementing regulations.
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2.  Description of the Company’s Plans, Important Decisions, and Future 
Expectations 

A)  Restructuring of the Company 
Since its inception, the Saudi Electricity Company sought to achieve the best applicable manner to implement the State’s drives to reach a 
competitive market that achieves the best servable electric services to customers without affecting the continuity of the services or breaching 
the company’s commitments and responsibilities for securing electric power, generalization of the services with continued efforts to increase 
efficiency and decrease the cost. 

In this regard, the Board of Directors approved the transformation of the Company’s activities into four power generation companies, a power 
transmission company, and a power distribution company. At the start, these newly incepted companies will be wholly owned by the Saudi 
Electricity Company, and part of their responsibilities will be; the planning of the electric system, financing of all companies, and providing 
shared services among the companies. After coordination with Electricity & Co-generation Regulatory Authority, it was decided that at the  
beginning will be the establishment and the launching of the National Electricity Transmission Company. With the grace of Allah The 
Almighty, all establishment procedures, assets transformation, and operations of organizational structures were completed. The  
National Electricity Transmission Company will commence its actual business operations by the beginning of the year 2012. The Saudi Electricity  
Company has started the procedures for the establishment of the generation companies, a power distribution company, and the required 
works to make these companies ready to start their business operations during the year 2013. 

B)  Future Plans and Expectations
•	 In the framework of the Company’s plan to meet the increasing demand for electric power, new generating capacities amounting to 

2,995 MW will be added to Company’s power generating stations during 2012;  14,114 MW during the plan years 2013-2017.

•	 Within the “Program for Private Sector Participation in Electricity Projects” to increase generation capacities to meet future loads,1,217 
MW will be added through the 2012 budget.  Moreover, 11,144 MW will be added during the plan years 2013-2017, the Company’s plan 
to enhance transmission networks and increase its reliability, transmission lines length of 1,338 ckm will be added during the year 2012. 
The total added transmission lines length during plan years 2013-2017 will be 13,335 ckm.  Moreover, 30  transmission substations will be 
added during the year 2012, thus the total added transmission substations during plan years 2013-2017 will be 162 substations.

•	 Electricity service will be connected to more than 344 thousand new customers during the year 2012 with cost amounting to SR 4,680 
million. The number of new customers during the plan years 2013-2017 will exceed 1,813 thousand customers with cost amounting to  
SR 23,460 million so that the total number of customers by year-end 2017 will be 8.4 million customers.

•	 In the framework of the development plan for urban areas in the kingdom, 173 settlements will be electrified in the year 2012. The  
number of added settlements to be electrified during the plan years 2013-2017 will reach 121 settlements.

•	 To enhance the distribution networks, a total length of 22 thousand ckm will be added during 2012, bringing  the total length of the 
distribution network added during the plan years 2013-2017 to 120 thousand ckm. Twenty (20) thousand transformers will be added   
during the year 2012, thus the total added transformers during the plan years 2013-2017 will reach 111 thousand transformers.

•	 Through the development programs, the Company seeks to increase employees’ efficiency and provide them  with the necessary  
training to work efficiently and effectively. The number of participants in short-term development courses will be 36,823 participants 
during the year 2012. The ratio of training days against the total number of work days will be 2.1%.  As regards job nationalization and  
community service program, the Company, in 2012, will pursue to attract and recruit 776 fresh graduates from universities. In addition, 1,775  
graduates from high schools and technical colleges will be added to the training programs at the  institutes affiliated to the Company. The 
job nationalization rate will be 86.82% in the year 2012 and is going to reach about 91% by the  end of the year 2017.
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C)  Risks Confronting the Company: 
There are some risks which the Company may encounter like those related to production of the electric power in the short run until the years 
2014-2015. There are also risks related to suppliers, customers and partners, the risks related to the development and the fast paced changes 
in technology, increases in prices of materials, change in fuel use, the system to protect the environment and, finally, the risks related to  
retention of human resources. 

Risks Linked with Electricity Production, Transmission and Distribution: 
The huge annual increase in electric loads resulting from the massive development and growth in all sectors, besides the opening of internal 
and external investment horizons, led to the increment in the average demand for electric power (loads averaging an increase of more than 
6% as in the year 2011) equivalent to 2,737 MW require the following: 

1 - Availability of Appropriate Generation Reserve of 10-15% of the Peak Load, so that the system will be able to:
•	 Accommodate any potential delay or any miscalculations during organizational procedures in the tendering/awarding process for the  

required generation units. 

•	 Avoid delays in generation projects by the private sector (IPP).

•	 Avoid interruptions and breakdowns or  disconnection of power supply from some loads when emergency shutdown occurs.  

2 - Availability of a Strong Regional Transmission Networks in the Kingdom Able to Transmit and Exchange 

Power Between these Areas: 
Finding of a suitable electric tariff which reflects the real cost needed to cover the operational and capital investments costs for the  
production,  transmission, and distribution of electric power, with profit returns on investments. 

Risks Related to Suppliers, Customers and Partners 
The Company encounters risks related to suppliers, customers and partners in the field of private sector investments in cogeneration projects 
or electricity production projects. Such risks are as follows: 

1. The world-wide increase in demand for the establishment of generation plants increases the severity of competition especially under 
the shadow of challenges enforced by the accelerated industrial developments that coincide with the increasing demand for power  in the  
kingdom. That demand is the result of the noticeable demographic growth, expansion in the development of infrastructures in all areas of the 
kingdom’s cities and villages, and the establishment of major industrial, commercial, and housing or urban projects. 

2. Commitment to preserve the environment and the consequent increase in production costs. 

3. Attraction of the national and international capitals to increase the continued investment growth averages and the attraction of latest   
modern technologies. 

4. Increases in the prices of shipping, insurance, raw materials and the increase in costs due to scarcity of some raw materials in the world 
markets, increase in the wages of workers, regional disputes and the war risks.
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Risks Associated with the Laws and Provisions Regulating the Electricity Sector in the Kingdom 
The Company encounters risks associated with laws and provisions regulating the electricity sector due the changes in regulations, provisions 
and decisions regulating the electricity sector. 

Risks Associated with Rapid Change and Development in Technology 
These are risks due to the rapid development in technology, increase in the prices of local and international technological software and  
applications. The Company selects the best modern technologies with proven success and used by other similar companies at the local 
and international levels, being produced by well-known  specialized companies in order to guarantee best price, continuation of support, 
technical service and development. 

Risks Related to the Retention of Human Resources 
These are risks brought about by the existence of opportunities and incentives in the local market which lead to the considerable outflow of 
qualified and trained staff into other companies and firms. The company has adopted a number of procedures and regulations to retain its 
local staff and encourage them to continue working for the company which include providing them with savings program, housing loans and 
foreign training.
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3. Abstract of the Financial Results 
Following is a summary of the balance sheet and income statements of the Company. The tables below show details of assets, liabilities,  
shareholders equities, expenditures and net profit for the year 2011 compared with the financial statements of the previous four years. (For 
more details, please refer to the attached financial statements and their accompanying footnotes.) 

A)  Balance Sheet

             In Thousand Saudi Riyal 
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B) Income Statement 

            In Thousand Saudi Riyal

The general and administrative expenses and the operating expenses in all the comparative years were reclassified in order to be consistent 
with the year 2011classification.
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4.  Geographical Analysis of Company’s Revenues 
The Company undertakes its business throughout the Kingdom. The following table includes a geographic analysis of the total revenues of 
the Company by regions (sectors) where it operates within the Kingdom:
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5.  Operating Results Compared with Last Year’s Results

Following are analysis of changes between the years 2010 and 2011
•	 Sales: sales increased by 9% as a result of increased demand for electric power, adjustment of tariff for governmental, commercial and 

industrial categories. 

•	 Operating Income (Profit): operating income decreased due to the increase in (operating) expenses and bought power. 

•	 Zakat: Zakat is calculated based on the total amount on which Zakat is payable and the adjusted net income.

•	 Net Income: the net income decreased due to the increase in (operating) expenses and bought power.  

6.  Explanation of Any Deviation from the Accounting Standards 
The Company’s financial statements for the fiscal year ending December 31, 2011 were prepared in accordance with generally accepted  
accounting principles and standards applicable in the Kingdom of Saudi Arabia as issued by the General Organization of Chartered  
Accountants.
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7.  Subsidiaries 
The Company has shareholdings in the capital of the Gulf Cooperation Council Interconnection Authority, Water and Electricity Company, 
Electricity Sukuk Company, Doiat/OPTICS Company for Communications, National Electricity Transmission Company, Dharma Electricity  
Company, Hajr Electricity Production Company, and Rabigh Electricity Company, as per the following table:
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8.  Shares and Debt Instruments Issued for Each Subsidiary 
There were no shares and debt instruments issued by the Company’s subsidiaries neither inside the Kingdom nor  abroad. 

9. The Company’s Policy for Distribution of Dividends 
The annual realized net income after deduction of all general expenses and other costs are distributed as follows: 

Ten percent of the net income are retained to form a statutory reserve. The Ordinary General Assembly may stop such retention when the total 
of such reserve becomes equivalent to half of the capital.  The Company may set aside up to 10% of its net income to form any other reserve 
or provisions for certain purposes as deemed appropriate. 

•	 Subject to the provisions of Clause (2) of Article (Second) of the Cabinet Resolution No. 169 dated 11/8/1419, as amended by the Cabinet 
Resolution No. 327 dated 24/9/1430 approving the extension of the government assignment of its share of the profit for ten years as of 
30/12/1430, the remaining part of the profits shall thereafter be distributed to the shareholders as an initial dividend of not  less than 5% 
of the paid-up capital.  

•	 Remuneration for the members of Board of Directors shall be allocated according to the applicable rules and instructions after 
deducting all expenses, depreciations, and reserves as decided by the General Assembly in the implementation of the provisions of the  
Articles of Association of the Company, and after distributing dividends equivalent to at least the 5% of the paid-up capital according to  
the provisions of the Company’s regulations and the instructions of the Ministry of Commerce and Industry. 

•	 The remaining amount thereafter shall be distributed to shareholders as a further dividend or may be brought forward to next  
comingyears as may be agreed upon by the General Assembly. 

The Company achieved during the year 2011 a net income amounting to 2,213,159 thousand Saudi Riyals after deducting Zakat and before 
the distributing the remunerations of the members of the board of directors remunerations. The Board of Directors  proposes that such  
income be distributed according to the Articles of Association of the Company as follows:
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10.  Interests of Persons in the Company’s Shares 
During the fiscal year ended December 31, 2011, there were no interests conferred to any person in the voting shares. The following table  
contains a list of names and shareholdings of shareholders holding 5% and over of the capital of the Company and any changes which  
occurred in their shareholdings during 2011: 

11. Interests and Rights of the Members of the Board of Directors and Senior Executives in the Company Shares 

and Debt instruments: 

A) Interests and Rights of Board Members in the Company Shares and Debt Instruments During the Year 2011: 

The percentage of shareholdings and the change in the number of shares as shown in the previous table are equal to zero because the  
number of the shareholdings of the above person(s) and its percentage compared to the total shares of the Company which is 4,166,593,815 
shares is relatively marginal that it is almost equal to zero.



26 Board of Directors Report

B) Interests and Rights of Senior Executives in the Company Shares and Debt Instruments During the Year 2011: 

The percentage of shareholdings and the change in the number of shares as shown in the previous table are equal to zero because the  
number of the shareholdings of the above person(s) and its percentage compared to the total shares of the Company which is 4,166,593,815 
shares is relatively marginal that it is almost equal to zero. 

12.  Information Related to the Company’s Loans 

A)  Statement of Long Term Loans as of 31/12/2011 
                       In Thousand Saudi Riyal
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B)   Statement of Governmental Loans as of 31/12/2011 
                                                                                                             

                In Thousand Saudi Riyal 

* The governmental loan to the Company appears in the financial statements at current value in accordance with related accounting  
standards;  the differences between the received value and current value in long term government payables. 

13.  Description of Debt Instruments Convertible to Shares, Option Rights and Subscription Notes 
The Company did not issue any debt instruments convertible to shares, any option rights, any Subscription Notes, neither any other similar 
right nor it granted such rights and instruments during the fiscal year ended 31/12/2011. 

14.  Description of Conversion, Subscription and Option Rights 
There was not any conversion or subscription rights under debt instruments convertible to shares or option rights or any similar rights  
certificates issued or granted by the Company during the year 2011. 

15.  Description of Recoverable Debt Instruments 
There was not any recovery, purchase, or cancellation by the Company of any recoverable debt instruments.
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16.  Meetings of the Board of Directors and Attendance Record 
The Company’s Board of Directors held 7 meetings during the year 2011. Following is a list of the board members’ names and the number of 
meetings attended by each member: 

               Attendance √ Absence Χ 

17.  Interests in the Company’s Contracts 
There is no existence in the year 2011 of any contracts that the Company was a party thereof involving any personal interest on the part of the 
members of the Board of Directors, Chief Executive Officer, Chief Financial Officer, or any person having relation to any of them. 

18.  Concessions on Salaries and Compensations and Profits 
There were no arrangements or a concession agreement whereby any of the board members or senior executive of the Company assigned 
any salary or compensations. 

19.   Shareholders’ Assignments of their Dividends 
Based on the Council of Ministers’ Resolution Number 327 dated 24/9/1430H, the government has agreed to extend its assignment of its share 
of the dividends distributed by Saudi Electricity Company to an additional period of ten years starting from 30/12/1430.  In the year 2011, no 
arrangements or any agreement by which any of the shareholders assigned his rights in the dividends.
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20.  Statutory Payments 
The following table shows payables to concerned government parties in the state: 
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21. Incentive Programs for Employees 

A) Savings Program 
The Company has developed a savings program (optional) to motivate employees, enhance their loyalty and affiliation to the Company, 
improve their performance level, attract Saudi qualified cadres, and motivate them to continue their service with the Company and extend 
help and support to Saudi employee to accumulate savings to benefit from it upon retirement or service termination. The Company deducts 
a portion from the employee’s salary to invest it in the said program for the benefit of the participating employee. The Company selects  
appropriate types of investment for the program’s accumulated funds in low-risk portfolios which conform to the Islamic investment terms in 
such a way that ensures the interests of the subscribing employees. 

The Company contributes to the program an amount equivalent to 100% of the employee’s monthly portion and records it in his account. 
Calculation of employee’s entitlement to the Company’s contribution is based on the program rules ranging from 10% upon completion 
of first year of subscription up to 100% on completion of the tenth year. The amount payable to an employee from such contribution is  
calculated at the end of the subscription according to legal procedures. Following is an illustration of the changes which occurred on the  
participating employees’ contributions to the program and their entitlements from the Company’s contributions during the year:
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B) Loans Program 
The Company continued in the third year of implementation the offering of housing loans to Saudi employees in accordance with the terms 
and conditions of the program to finance the acquisition, construction or completion of construction of houses by financing its cost up to SR 
1,200,000 with repayment period that may extend to twenty years with a contribution by the Company to bear 70% of the financing costs. 
This contribution by the Company stops at the end of employee’s service for whatever reason. This year witnessed the agreements with three 
national banks to finance this program in a way which conforms to the Islamic Shari’ah Provisions (Murabaha). The terms and conditions of the 
program were applied to 3,706 employees of which 640 have completed the procedures with the financing bank.

22.  Accounting Records, Internal Audit System, and the Company’s Ability to Continue its  Activities 
The Company has an internal audit system that had been designed for risk management, preservation of Company’s assets, and provision 
of reasonable assurance about the integrity of the accounting records. The Company had applied an integrated financial accounting system 
to record all financial transactions. The Company assures that all accounts have been prepared in the right manner. The Company has in 
place an independent internal auditing department reporting to the Audit Committee which executes its functions according to the Internal  
Auditing Rules approved by the Board of Directors. It constantly examines the internal control system to ensure its effectiveness and efficiency, 
performing financial and operational audits to assess the Company’s businesses. The audit committee which reports to the Board of Directors 
reviews the remarks and findings submitted to it by the external auditors and the internal auditors on the results of their studies as regards the 
extent of efficiency and effectiveness of the Company’s internal control procedures, and submits its recommendations for improvement to the 
Board of Directors. The Company declares that there is not any doubt regarding its ability and potential to continue its activities and works. 

23.  Report of the Company’s Chartered Accountant 
The Ordinary General Assembly in its Ninth meeting held on 04/04/2011 approved the appointment of Ernst & Young and Co. as the chartered 
accountant of the Company for the year ended 31/12/2011. The chartered accountant’s report did not include any reservations about the  
fiscal year’s financial statements. 

24.   The Board’s Recommendation on the Chartered Accountant of the Company 
No recommendation was issued by the Board of Directors regarding the substitution of the chartered accountant after being approved by the 
previous General Assembly. 

25.  Compliance with Corporate Governance Regulation 
The Company implements most guiding provisions stated in the corporate governance regulation issued by the capital market  
authority (CMA) and entered into an agreement with a renowned expert firm for the preparation of the Company’s own corporate governance  
regulations which comply with the provisions contained in the standard corporate governance issued by the Capital Market Authority.
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A)  The Unimplemented Regulation Provisions 
The below table shows the provisions of the governance regulation which have not been implemented in the Company until now and the 
reasons for non implementation:
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B)  Membership of the Board of Directors in other Joint Stock Companies 
Below is a statement showing names of the Board members who have membership in other joint stock companies:
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C)  Composition of the Board of Directors and Classification of Membership 
All the members of the Board of Directors are non-executive and three are independent. A new member Engineer Ziyad Bin Mohammed 
Al-Sheihah was appointed as a successor to Engineer Isam bin Alwan Al-Bayat who resigned on 2/11/2011.  At present, there are eight 
members of the Board. 

*The appointment of Engineer Ziyad Bin Mohammed Al-Sheihah, successor to Engineer Isam bin Alwan Al-Bayat, as member the Board of 
Directors 02/11/2011 to 31/12/2011.
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D)  Committees of the Board of Directors 
There were four permanent committees reporting to the Board of Directors during 2011 namely: Audit Committee, Executive Committee, 
Human Resources Committee, and Nomination and Remuneration Committee.

The following is a summary of the permanent committees of the Board of Directors in 2011. 

Audit Committee 
The Audit Committee consists of 4 members (non-executive) among them professionals in finance  and accounting affairs. The General 
Assembly of the Company approved the proposal submitted by the Board of Directors regarding the rules of selecting its members,  
membership tenure, and the working style of the committee. The Audit Committee held 9 meetings during the year 2011. The below table 
shows names of committee members and the attended meetings by each member: 

The Audit Committee Specializes in the Following: 
•	 Review and discuss the balance sheet and the profit and loss statements before submission to the Board of Directors. 

•	 Recommend to the Board of Directors and then to the General Assembly the selection of the external auditors and determination of their 
fees. 

•	 Review and audit the financial position of the Company and the profit and loss statements every three months with recommendation to 
the Chairman of the Board or the person authorized by him to approve the publication of the financial statements in the local newspapers 
within the statutory specified period. 

•	 Review the reports and notes submitted by the external auditors and internal auditor, study the extent of efficiency and effectiveness of 
the internal control procedures of the Company, and provide enhancement recommendation, if any, and submit it to the Company’s 
Board of Directors. 

•	 Recommend to the Board of Directors to amend the guidelines of the accounting policies based on the accounting standards as may be 
introduced. 

•	 Review the reports presented by the internal auditor and the external auditors with respect to the management’s adherence to the  
internal and external regulations and instructions and to the generally accepted accounting principles. 

•	 The committee submits its conclusions and recommendations to the Board of Directors for approval as may be deemed appropriate.
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The Executive Committee: 
The Executive Committee consists of 5 members. It held 8 meetings during the year 2011, noting that Engineer Isam bin Alwan Al-Bayat had 
retired on 02/11/2011.  The table below shows names of the committee members and the attended meetings by each member: 

The Executive Committee Specializes in the Following: 
•	 Review the plans and studies related to the restructuring of the Company’s activities.

•	 Review the Company’s capital and operational budgets, the proposed projects suggested by the executive management, the studies and 
plans, and related financing methods. 

•	 Periodic review of  the Company’s achievements compared to the approved budgets. 

•	 Review Company matters as may be referred to it by the Board of  Directors.
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The Human Resources Committee 
The Human Resources Committee consists of 4 members (non-executive). The committee held 5 meetings during the year 2011. The below 
table shows names of the committee members and the attended meetings by each member: 

The HR Committee Specializes in the Following: 
•	 Review the human resources policies and general regulations.

•	 Review the pay scales and allowances for housing and  transportation of Company employees.

•	 The nomination of Chief Executive Officer of the Company, review his annual remunerations, and recommend the extension of his services 
to the Board of Directors. 

•	 The nomination of qualified personnel to fill the posts of Chief Executive Officer and Senior Vice President, proposed by the Chief  
Executive Officer and their promotion, and to determine their salaries, allowances and bonuses, and the extension of their services.

•	 Review of the amendments to the organizational structure of the Company from Job Code 57 and above. 

•	 Review the principles and criteria for the selection of senior leadership (Sector Chief or higher).  

•	 Review the foundations of the distribution of the annual bonuses approved by the Board of Directors.  

•	 Review the human resources rules and regulations for retirement, health services, the Cooperative and Savings Funds, and review the 
work organization regulation and disciplinary actions adopted by the Company and the Ministry of Labor.

•	 Review the foundations of the annual bonuses for all employees.

•	 The Committee shall consider matters concerning human resources of the Company as referred to it by The Board.
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Nomination and Remuneration Committee: 
The Nomination and Remuneration Committee consists of 5 members (non-executives). The committee held 5 meetings during the year 
2011. The following table shows the names of the committee members and the attended meetings by each member: 

The Nomination and Remuneration Committee Specializes in the Following: 
•	 Recommend to the Board of Directors to nominate nominees for board membership according to the applied policies and standards  

taking into account not to nominate any person previously convicted of any crime involving moral turpitude and honesty.

•	 Annual review of the needs of the appropriate skills required for membership to the Board of Directors and prepares a  description of the 
capabilities and qualifications required for membership to the Board of Directors, including determination of the required time to be   
devoted by the member to the works of the Board of Directors. 

•	 Review the structure of the Board of Directors and submit recommendations with regard to the changes that may be processed.

•	 Determine the pros and cons of the board of directors, suggesting remedies which conform to the interests of the Company.

•	 On an annual  basis, ensure the  independence of the independent members and the absence of any conflict of interest if the member 
serves on the Board of Directors of another company. 

•	 Develop clear policies on remunerations and allowances of the members of Board of Directors and senior executives while taking into  
account the criteria related to performance when developing these policies.
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E)  Remunerations and Allowances of the Members of  the Board of Directors and Senior Executives 
Below is a table of remunerations and allowances paid to the members of the Board and to five senior executives who have been awarded 
highest remunerations and allowances including the CEO and the finance manager:
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F)  Penalties and Sanctions Imposed on the Company 
There are no sanctions, penalty or precautionary restriction imposed on the Company by the Capital Market Authority or from any  
supervisory, regulatory or other judicial authority. 

G)  Outcomes of the Annual Review of the Internal Control Procedures 
The Audit Committee of the Board of Directors, consisting of four members, two of whom are independent members from outside The Board, 
studies the periodic reports prepared by the Company’s Internal Audit for its assessment of internal control procedures in terms of design and 
application. The Committee shall follow up the findings of internal audit and its recommendations for remedial action that is required for any 
shortcoming and follow up its compliance as well.  The Committee studies all matters which relates to the effectiveness of internal control 
procedures in general through internal audit reports, and in relation to the fairness of financial statements in particular, taking into account 
the fact that any system of internal control, regardless of the extent of its good design and effectiveness of its application, cannot provide 
absolute assurance thereon.
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CONCLUSION 

In conclusion, the Board of Directors of Saudi Electricity Company is pleased to extend its heartfelt thanks, appreciation, and gratitude 
to all employees of the Company for their continued and sincere efforts to achieve its objectives, care for its achievement and interests,  
upgrade of its position and competitive abilities, supplicating to Allah The Almighty to bless these efforts and help us all in achieving all plans 
and programs of the Company to extend support to, and enhance the economic and social development in the Kingdom, and to meet its  
requirements of  electric power.
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Recommendations 
The Board of Directors recommends the following to the Eleventh General Assembly of the Company:
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Balance Sheet as of December 31, 2011 (In Thousand Saudi Riyal)
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Balance Sheet as of December 31, 2011 (In Thousand Saudi Riyal)
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Balance Sheet as of December 31, 2011 (In Thousand Saudi Riyal)
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Income Statement for the Year Ended December 31, 2010  (In Thousand Saudi Riyal)

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

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

The accompanying notes form an integral part of these financial statements.
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Notes on the financial statements for the year ended December 31, 2011
1. Organization and Activities
The Saudi Electricity Company “the Company” was formed pursuant to the Council of Ministers’ Resolution Number 169 dated Sha’ban 11, 
1419H corresponding to November 29, 1998, which reorganized the Electricity Sector in the Kingdom of Saudi Arabia, and merging local 
companies that provided electricity power services (ten joint stock companies, that covered most of the geographical areas of the Kingdom), in 
addition to the projects of the General Electricity Corporation, a governmental corporation affiliated to the Ministry of Industry and Electricity 
(eleven operational projects that covered various areas in the north of the Kingdom) in Saudi Electricity Company. 

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

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

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

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

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

According to the Company’s bylaws, the Company’s financial year begins on January 1 and ends on December 31, of each calendar (Gregorian) 
year. 
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2. Summary of Significant Accounting Policies
The accompanying financial statements have been prepared in compliance with the accounting standards issued by the Saudi Organization 
for Certified Public Accountants. The following is a summary of the most significant accounting policies applied by the Company: 

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

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

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

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

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

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

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

Investments Held to Maturity 

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

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

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

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

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

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

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

Derivative Financial Instruments and Hedge Accounting 
The Company uses derivative financial instruments to minimize its exposure to certain interest rate risks arising from financing activities.  
Basically, the derivative financial instruments are recorded at fair value on the date of its contract. It will subsequently be measured/estimated 
at fair value. The derivative financial instruments are recorded as financial assets when their fair value is positive and as financial liabilities 
when their fair value is negative.  The changes in the fair value of the derivative financial instruments which were specified as effective 
coverage for the cash flow risks are directly within the shareholders’ equity, while the  non-effective part of the coverage is recorded in the 
statement of income.

For purposes of hedge accounting, hedges are classified as a hedge of fair value that hedges the risk of changes in cash flows, whether they are 
related to some risk associated with assets or liabilities that have been recognized/recorded or transaction that is expected to occur in large 
or foreign currency risks related to certain obligations which have not been recorded.

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

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

Employees’ Indemnities
The employees’ indemnities provision consists of the following:

Provision for End-of-Service Indemnities

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

Employees’ Savings Program

The Company contributes to the formation of provision for the qualified employees in the savings program according to the approved 
regulatory regulation. The Company’s contribution in the savings’ program is carried monthly to the statement of income.

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

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

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

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

Tariff of electricity connection service received from consumers is deferred and recognized on a straight-line basis over the average useful 
lives of the equipment used in serving the consumers, estimated to be twenty years.
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Expenses 
Operation and maintenance expenses include expenses relating to the generation, transmission, and distribution activities as well as a portion 
of the general services and related supporting activities and services’ expenses. The   remaining portion of these expenses is included under 
general and administrative expenses. General services and supporting activities’ expenses are allocated between the general services and 
supportive activities based on the benefits received by each activity and are evaluated periodically. 

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

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

3- Cash and Cash Equivalent
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The movements in the provision for doubtful receivables during the year are as follows: 

4- Receivables from Electricity Consumers and Accrued Revenues, Net 
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5. Prepayments and Other Receivables, Net 
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6. Inventories, Net 

The movement in the provision for slow-moving inventories during the year is as follows: 
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7. Equity Investments in Companies and Others 
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a) Investments Accounted for Under the Equity Method 

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

 (a-2) Water and Electricity Company 
The Company had entered into a partnership agreement with Saline Water Conversion Corporation to establish a jointly owned limited liability 
company in the name of Water and Electricity Company pursuant to the Supreme Economic Council’s Decision No. 5/23 dated Rabi’ Al-Awal 
23, 1423H which encourages the participation of the private sector in water desalination projects.  The Company’s share amounting to SR 15 
million paid in full and consists of 300,000 shares representing 50% of the investee’s share capital.
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(a-3) Ras Al-Zour Water and Electricity Company 
Based on the Company’s Board of Directors Resolution No. 02/73/2007 dated Dhu Al-Hijjah 1, 1428H, and the Company entered into a 
partnership with the Public Investment Fund to establish the Ras Al-Zour Water and Electricity Company, a joint stock company established 
pursuant to Royal Decree No. 77 dated Ramadan 14, 1428H.  The Company’s share amounting to SR 1 million paid in full and represents 20% of 
the investee’s share capital.  In February 2011, a certificate was issued by the Ministry of Trade and Industry writing-off the commercial register 
of the company (Ras Al-Zour), because of the cancellation of Ras Al-Zour project competition for electricity and water, based upon closing the 
investment account in this company and the recovery of previously paid value.

(a-4) Hajr Electricity Production Company
Based on the Company’s Board of Directors Resolution No. 04/95/2010 dated 12/09/1431H, corresponding to 22/8/2010AD, the Company 
established the Hajr Electricity Production Company with a capital of SR 2 million; during the year 2011 a partner entered into a partnership 
which increased the capital by SR 8 million thereby bringing the total capital to SR 10 million fully paid. The share of Saudi Electricity became 
50% of partners’ shares.  The financial statements of Hajr Electricity Production Company were not consolidated due to the lack of relative 
importance.

 (a-5) Daoiat (OPTICS) Communications Company
Based on the Company’s Board of Directors Resolution No. 02/86/2009 dated   08/05/1430H, corresponding to 03/05/2009AD, the Company 
established the Daoiat (OPTICS) Communications Company with a capital of SR 1million; fully paid and represents 100% of the share capital 
of the new company.

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

(a-6) Electricity Sukuk Company
Based on the Company’s Board of Directors Resolution No. 03/67/2007 dated 22/03/1428H, corresponding to 10/04/2007AD, the Company 
established the Electricity Sukuk Company with a capital of SR 500 thousand; fully paid and represents 100% of the share capital of the new 
company.  The financial statements of Electricity Sukuk Company were not consolidated due to the lack of relative importance.

(a-7) Rabigh Electricity Company 
Based on the Company’s Board of Directors Resolution No. 06/76/2008 dated Jumada Al-Awal 26, 1429H corresponding to June 3, 2008, 
the Company established the Rabigh Electricity Company. The new company’s share capital amounting to SR 2 million was paid in full and 
represents 100% of the investee’s share capital. 

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

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

c) Held to Maturity Investments 
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d) Share in Net  Income (loss) of Investees Accounted for Under Equity Method 
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8. Construction Work in Progress

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

Land referred to above includes plots of land with a book value of SR 276 million (2010: SR 276 Million), the title deeds of which have not yet 
been transferred to the Company’s name.
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Net book value of the Company’s fixed assets is distributed among the main activities as follows: 
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Sequel: Fixed Assets, Net
Depreciation expense charged to various activities during the year ended December 31 is as follows: 
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10. Accounts Payable 

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

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

* Dividends payable include dividends in the amount of SR 91.5 million as of December 31, 2011representing cash dividends declared by 
Saudi Consolidated Electricity Company prior to merger and unclaimed by the shareholders (2010: SR 93.8 million).
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12- Zakat: 
The principal elements of the Zakat base are as follows:

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

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

Following are the details of the scheduled repayments for the coming years as of December 31: 
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Sequel: Long - Term Loans 

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

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

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

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

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

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

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

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



78 Board of Directors Report

14. Sukuk 
Statement of existing instruments as of December 31, 2011

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

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

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

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

18. Government Loans
A) Pursuant to the Ministerial Resolution No. 169 dated Sha’ban 11, 1419H, the net dues of the Government to the Saudi Electricity Company 
and the net dues of the Company to the Government were determined in accordance with rules and procedures stipulated in the minutes 
signed by HE the Minister of Industry and Electricity and HE the Minister of Finance and National Economy dated Jumada Al-Thani 27, 1418H 
corresponding to October 29, 1997. The net difference in payable to the Government by the Company, as determined at the end of the business 
day preceding the issuance of the Royal Decree for the incorporation of the Company, is considered a long-term soft (Sharia Compliant) loan 
with a grace period of twenty five years starting from the date of the announcement of the incorporation of the Company. The loan is to be 
reviewed later on; subject to the financial circumstance of the Government and the Company. 

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

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

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

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

Moreover, the Saudi Electricity Company has signed currency agreements with some local banks aimed at stabilizing the exchange rate of 
the euro against the U.S. dollar exchange rate in order to cover the Company's future obligations and protect it from fluctuations in exchange 
rates. 
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20. Share Capital 
The share capital of the Company amounts to SR 41,665,938,150 and divided into 4,166,593,815 shares with a par value of SR 10 each. 

The Company’s share capital referred to above is owned by the following: 

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

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

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

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

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

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

The Board of Directors in its meeting held on February 19, 2012 had approved the provision of a remuneration for the board members 
amounting to SR 0.7 million from profits after the distribution of dividends of not less than 5% of the share capital to the individual shareholders 
and the like. The payment of this remuneration is due after the approval of the General Assembly.
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27. Related Party Transactions 
The Company connects and provides electric power to governmental agencies, ministries, and Saudi Aramco. The tariff charged to related 
parties is the same tariff approved by the Council of Ministers and charged to other consumers, except for the tariffs charged to Saline Water 
Conversion Corporation (SWCC) which are in accordance with a Government resolution, except for the residential properties of Saudi Aramco, 
which the Company believes that residential properties of Aramco fall under the commercial tariff while Saudi Aramco has rejected this tariff 
and is settling the electricity sales for all such properties based on the industrial tariff which resulted in a difference of about SR 1,831 million 
since the foundation of the Company until December 31, 2011 (cumulative difference of approximately SR 1,745 million since the Company’s 
inception up to December 31, 2010), which has not been reflected in these financial statements. 

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

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

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

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

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

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

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

30. Prior Years’ Adjustments 
Towards the end of the first quarter of the year 2011, Saudi Electricity Company evaluated the hedge contracts of the fixed interest rate 
exchange against fluctuated rates of interest based on the fair value of the financial instruments’ derivatives. That evaluation resulted in the 
adjustment of the opening balances of shareholders’ equities – the change in the fair value of the hedge contracts – in the value of SR 388 
million as of January 31, 2011, and SR 472 million as of January 1, 2010.

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

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

32. Risk Management 
Financial instruments carried on the balance sheet principally include cash and cash equivalents, accounts receivable, accounts payable, other 
assets, bank loans,  accrued liabilities, and other non-current liabilities.
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Credit Risk
The credit risk represents the failure of a party to commit to his or its obligations, and thus causing the other party to incur a financial loss. The 
Company has proper distribution of credit risk. Cash is substantially kept with those financial institutions of renowned credit ratings. Trade 
accounts receivable are carried down after deducting doubtful debts.

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

Liquidity Risk 
The liquidity risk is a risk wherein the Company encounters difficulty in raising funds to meet commitments associated with financial 
instruments. Liquidity risk may result from inability to quickly sell a financial asset at its approximate fair value.  The liquidity risk is managed 
by regular surveillance to assure the availability of sufficient funding to meet any future obligations.

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

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

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

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

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






