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Qatar Electricity & Water Company (QEWS)

Recommendation ACCUMULATE Risk Rating R-2
Share Price QR187.98 Current Target Price = QR209.00
Implied Upside 11.2%

4Q2018 Preview: A Seasonally Soft Quarter; Accumulate

We maintain our Accumulate rating on QEWS. 302018 was weaker-than-expected and RAF B’s
extension (for 12 years) came at lower-than-anticipated rates. For 402018, we expect a seasonally
weak quarter. QEWS’ stock did not keep pace with the overall growth in the stock market last year
given tepid 2Q/3Q results but we continue to like the company as a solid long-term play with a defensive
business model. QEWS enjoys a solid long-term growth profile with attractive EBITDA margins and
compelling dividend/FCF yields. LT catalysts abound, including additional expansions domestically

(like Facility E; the Siraj solar project, etc.). Beyond Paiton (Indonesia), we do not have color on other

Nebras projects, which could lead to growth relative to our model.

nghhghts
4Q2018 preview: we estimate revenue/EPS of QR617.1m/QR2.77, down 13% and flattish YoY,
respectively. We expect a seasonally weak quarter with YoY comparisons to be impacted for
the last time by RAF A decommissioning. Yearly/QoQ comparisons are challenging (top-line
down 13% YoY and -8% QoQ, while EPS flattish YoY but down 11% sequentially) given the
de-commissioning of RAF A in end-2017 and seasonality; RAF A made up 9%/16% of QEWS’
net power/water capacity (2017). Moreover, some revenue reduction is due to RAF B given
the lower revised tariff for this fully-depreciated plant. Some impact is also due to RAF Al
with Kahramaa imposing a lower base-line K-Factor for gas charges (vs. a higher estimate
assumed by QEWS in 2017). On the EPS side, YoY flat performance is due to lower margins at
the older RAF A plant and QR46mn in one-off expenses in 4Q2017. The QoQ fall in EPS is
because of the aforementioned factors impacting revenue/GMs along with higher interest
charges that are projected up 46% YoY/10% QoQ. Finally, we expect flat 2018 DPS of QR7.75.

e  We continue to like QEWS as a solid long-term play with a defensive business model.
Essentially a capacity provider, QEWS takes on insignificant demand/costs/funding risks
holding secure contracted assets with long-term (~25 years) fuel agreements/PWPAs and
committed funding. This also leads to visible cash flows and a stable operating profile. The
State of Qatar (through various entities) owns 60% of the company.

. Market leader in Qatar with international expansion gathering steam. Essentially a monopoly,
QEWS owns stakes in all domestic IWPPs/IPPs/IWPs. Moreover, the company has diversified
internationally with around 14% of its net income expected to be driven by 60%-owned
international JV (Nebras) in 2018. Nebras has operations in Indonesia, Jordan and Oman and is
actively seeking opportunities in MENA and SE Asia.

e  Despite a subdued 2019, QEWS still enjoys a solid LT growth profile with attractive EBITDA
margins and compelling dividend/FCF yields. After declining 2017-2019, we expect EBITDA
CAGR of 4.2% over 2019-2023; FCF should grow 4.8% over the same period driven by Um Al
Houl and inflation-driven capacity charge increases. Despite modeled compression, QEWS
should still maintain solid EBITDA margins (2019-2023 avg.: ~46%). Over 2018-2023, we
expect dividend yield to average 4.2% and FCF yield to average 7.2% (despite a dip in 2018 as
QEWS invested $252mn into the Facility D JV). ROEs average around 12.4% over 2019-2023.

Catalysts

o  New opportunities currently not in our model: Besides Um Al Houl, our model does not
account for additional expansions domestically (like Facility E; a solar project called Siraj, etc.)
which will lead to LT upside. Beyond Paiton in Indonesia, we do not have color on other
Nebras projects, which could lead to growth relative to our model.

Recommendation, Valuation and Risks

e  Recommendation & valuation: Our 1-year PT is QR209. Shares have generated 38% in 5-year
total returns, outpacing the DSM Index (18%).

. Risks: Geopolitical risks cannot be modeled. Besides risks in international expansion, there is
always a chance domestic projects get delayed/shelved. It is possible Kahramaa substantially
renegotiates the terms of existing contracts and recent discussions on K-Factors gives us
pause; however, this is not an imminent risk. We note the recent lower-than-expected rates
for RAF B involve a contract extension on a fully-depreciated plant. Operational risks include
availability of capacity below contracted levels, which could lead to penalties.

Key Financial Data and Estimates

FY2017 FY2018e FY2019e FY2020e
Revenue (QR mn) 3,071 2,633 2,609 2,673
Revenue Growth -1.0% -14.3% -0.9% 2.4%
EPS (QR) 14.69 13.29 12.42 13.17
EPS Growth 4.8% -9.6% -6.5% 6.0%
P/E (%) 13.1 14.5 15.5 14.6
DPS (QR) 7.75 7.75 7.75 8.00
ROE 18.0% 13.7% 12.2% 12.3%

Source: Company data, QNB FS estimates; Note: All data based on current number of shares
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4Q2018 Preview

OQNB FS Estimates and Comparisons
In QR mn 4Q2018e 4Q2017 3Q2018 YoY QoQ 2018e 2017 YoY

Revenue 617.10 706.37 67147 -12.6% -8.1% 2,632.73 3,070.74 -14.3%
Gross Profit 307.92 339.43 355.74 -9.3% -13.4% 1,495.39 1,759.17 -15.0%
EBITDA 243.67 267.26 309.28 -8.8% -21.2% 1,292.63 1,549.05 -16.6%
JV Income 137.23  119.07 102.54 15.3% 33.8% 519.86 566.86 -8.3%
NetIncome 305.03 304.79 343.83 0.1% -11.3% 1,461.42 1,616.18 -9.6%
EPS (in QR) 2.77 2.77 313 0.1% -11.3% 13.29 14.69 = -9.6%
Gross Margin 49.9% 48.1% 53.0% 56.8% 57.3%
EBITDA Margin 39.5% 37.8%  46.1% 49.1%  50.4%
Net Margin 49.4%  43.1% 51.2% 55.5%  52.6%

Source: Company data, QNB FS estimates

Valuation and Key Ratios

Valuation Metrics

Particulars 2015 2016 2017 2018e 2019e 2020e 2021e 2022e 2023e
Valuation

EV/EBITDA - Consolidated 16.2 15.3 14.6 14.9 17.6 19.1 17.7 16.4 15.3 14.2
EV/EBIT 23.2 21.5 19.7 21.1 24.6 28.1 25.6 23.4 21.6 19.8
P/E 13.8 14.1 13.7 13.1 14.5 15.5 14.6 13.7 13.0 12.3
P/CF 9.3 11.2 10.0 124 10.6 12.9 12.0 11.9 11.3 10.9
P/BV 3.1 2.9 2.6 2.4 2.0 1.9 1.8 1.7 1.6 1.5
Dividend Yield 3.9% 3.9% 3.9% 4.0% 4.0% 4.0% 4.2% 4.3% 4.4% 4.5%
FCF Yield (2.3%) 3.9% 5.9% 7.8% 4.7% 6.9% 7.4% 7.5% 7.9% 8.3%

Source: Bloomberg, QNB FS estimates

Key Growth Rates/CAGRs/Ratios

Particulars 2018e 2019e 2021e 2022e 2023e CAGR ('19-'23)
Growth Rates

Revenue (0.2%) 2.9% 4.0% (1.0%) (14.3%) (0.9%) 2.4% 2.5% 2.5% 2.5% 2.5%
Gross Profit (1.8%) 1.9% 3.6% (3.3%) (15.0%) (8.4%) 4.4% 4.4% 3.4% 3.5% 3.9%
EBITDA - Consolidated (2.5%) 5.4% 2.8% (4.9%) (16.6%) (10.1%) 4.7% 4.7% 3.6% 3.6% 4.2%
EBIT (3.5%) 7.3% 7.2% (9.3%) (15.7%) (14.6%) 6.4% 6.4% 4.7% 4.7% 5.5%
PBT 11.0% (2.0%) 2.5% 4.2% (9.1%) (6.5%) 6.0% 6.8% 5.7% 5.5% 6.0%
PAT/EPS 10.5% (1.9%) 2.8% 4.8% (9.6%) (6.5%) 6.0% 6.8% 5.7% 5.5% 6.0%
DPS 10.0% 0.0% 0.0% 3.3% 0.0% 0.0% 3.2% 3.1% 3.0% 2.9% 3.1%
CFPS 30.7% (16.6%) 11.7% (19.0%) 16.7% (17.5%) 6.9% 1.2% 4.7% 4.5% 4.3%
FCFPS NM NM 50.5% 31.1% (39.1%) 45.7% 7.7% 1.4% 5.3% 5.0% 4.8%
Operating Ratios

Gross Margin 59.5% 58.9% 58.7% 57.3% 56.8% 52.5% 53.5% 54.5% 55.0% 55.5%

EBITDA Margin - Consolidated 51.8% 53.1% 52.5% 50.4% 49.1% 44.5% 45.5% 46.5% 47.0% 47.5%

EBIT Margin 36.3% 37.8% 38.9% 35.7% 35.1% 30.3% 31.4% 32.6% 33.3% 34.0%

Net Margin 52.8% 50.3% 49.7% 52.6% 55.5% 52.4% 54.2% 56.5% 58.2% 59.9%

Finance Ratios

Debt-Equity Ratio 0.8 0.7 0.7 0.7 0.5 0.5 0.4 0.4 0.3 0.3

Net Debt-Equity Ratio 0.5 0.4 0.4 0.3 0.3 0.2 0.1 0.1 0.0 (0.0)

Interest Coverage 9.7 9.4 8.1 6.1 4.1 3.4 3.7 4.1 4.6 5.1

Return Ratios

ROIC 8.8% 9.2% 8.5% 7.4% 5.6% 4.7% 5.0% 5.2% 5.3% 5.4%

ROE 22.6% 20.4% 18.6% 18.0% 13.7% 12.2% 12.3% 12.4% 12.4% 12.4%

ROA 11.8% 11.2% 10.1% 10.2% 8.4% 7.8% 8.1% 8.5% 8.8% 9.1%

FCF Yield -2.3% 4.0% 6.0% 7.8% 4.8% 6.9% 7.5% 7.6% 8.0% 8.4%

Liquidity Ratios

Current Ratio 1.2 1.5 2.1 2.3 2.0 2.2 2.2 2.4 2.6 2.8

Quick Ratio 1.1 1.4 1.9 2.2 1.9 2.0 2.1 2.3 2.5 2.7

Source: Bloomberg, QNB FS estimates




Detailed Financial Statements
Income Statement (In QR mn)
Revenue
Cost of Sales, Excluding Depreciation
Gross Profit
General & Administrative Expenses
EBITDA
Deferred Income
Depreciation & Amortization
EBIT
Finance Costs, Net
Dividend Income & Gain on Sale of AFS
Other & Miscellaneous Income/Expense & Share of Profits from JVs
Share of Associates
Profit Before Tax
Income Tax Expense
Profit After Tax (Continuing Operations)
Discontinued Operations
Minority Interest
Profit for Shareholders
EPS (QR)

FY2017

3,071
(1,312)
1,759
(210)
1,549
0
(453)
1,096
(164)
95
613
0
1,639

1,639

(23)

1,616
14.69

FY2018e

2,633
(1,137)
1,495
(203)
1,293
0
(369)
924
(114)
111
570
0
1,490

1,490

(29)

1,461
13.29

FY2019e

2,609
(1,239)
1,370
(208)
1,162
0
(373)
789
(152)
122
635

0
1,393

1,393

27)

1,366
12.42

FY2020e

2,673
(1,243)
1,430
(213)
1,217
0
(377)
840
(146)
134
649
0
1,477

1,477

(29)

1,449
13.17

Source: Company data, QNB FS estimates

Balance Sheet (In QR mn)
Non-Current Assets

Property, Plant and Equipment
Available-for-Sale Investments
Finance Lease Receivables

JV Loans and Investments in JVs
Other Non-Current assets

Total Non-Current Assets

Current Assets

Finance Lease Receivables & Others
Inventories

Accounts Receivables & Prepayments
Cash and Short-Term Deposits
Total Current Assets

Total Assets

Equity

Equity to the Parent

Minority Interest

Total Equity

Non-Current Liabilities

Loans and Borrowings

Employees’ End of Service Benefits
Derivatives

Total Non-Current Liabilities
Current Liabilities

Accounts Payables & Others
Loans and Borrowings

Derivatives

Total Current Liabilities

Equity and Liabilities

FY2017

5,745
702
1,249
3,136
330
11,161

120
231
849

3,436
4,635
15,797

8,978
250
9,228

586
1,424

2,026
15,797

FY2018e

5,434
1,384
1,141
5,021

340

13,321

135
234
577

3,040
3,986
17,307

10,658
246
10,903

4,327

4,416

561
1,423

1,988
17,307

FY2019e

5,169
1,384
1,043
5,367
332
13,296

135
255
572
3,369
4,330
17,626

11,172
241
11,413

4,110

4,209

577
1,423

2,004
17,626

FY2020e

4,901
1,384
954
5,719
324
13,282

135
255
586

3,611
4,587
17,869

11,768
237
12,005

3,699
103

3,807

630
1,423

2,057
17,869

Source: Company data, QNB FS estimates




Recommendations Risk Ratings

Based on the range for the upside / downside offered by the 12- Reflecting historic and expected price volatility versus the local
month target price of a stock versus the current market price market average and qualitative risk analysis of fundamentals
OUTPERFORM Greater than +20% R-1 Significantly lower than average
ACCUMULATE Between +10% to +20% R-2 Lower than average
MARKET PERFORM Between -10% to +10% R-3 Medium / In-line with the average
REDUCE Between -10% to -20% R-4 Above average
UNDERPERFORM Lower than -20% R-5 Significantly above average
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