s
l ) FIFAWORLD CUP

% QNB

FINANCIAL SERVICES I \n  Qatar2022 Company Report
@
Lis]g kawwg¥l Gpinll ;8 ™2022 FIFA @ltall gwis) ol aclall
Official Middle East and Africa Supporter of the FIFA World Cup 2022™
Qatar Electricity & Water Company (QEWS)
Recommendation ACCUMULATE Risk Rating R-2 Kev D
Share Price QR17.85 Target Price QR21.00 ey Data
Implied Upside 17.6% Current Market Price (QR) 17.85

Updating Model Post Nebras Acquisition; Retaining Accumulate & QR21 PT Dividend Yield (%) 4.5

We are updating our estimates and maintaining our price target for QEWS. The company reported Bloomberg Ticker QEWS QD

generally weaker-than-expected results for 302022, excluding one-offs concerning the purchase of =

its remaining 40% share in Nebras for $530mn in July 2022. For 402022, we expect a modest 3.5% ADR/GDR Ticker N/A

YoY growth in earnings. For FY2022, we expecta 5.7% YoY growth in earnings from QR1.47bn (EPS: Reuters Ticker QEWC.QA

QR1.33) to QR1.55bn (EPS: QR1.41); however, on a normalized basis, 2022 EPS should fall ~1%. We ISIN QA0006929812

also expect QRO0.80 in DPS for 2022, which is flat vs. 2021 and translates into a dividend yield of

4.5%. We continue to like the company as a long-term play with a relatively defensive business Sector* Industrials

model, especially in light of current market conditions. QEWS still enjoys decent EBITDA margins 52wk High/52wk Low (QR) 20.00/16.76

and dividend/FCF yields. LT catalysts (which are not in our model) abound, including additional SmiAverags Volumel(1000) 686.8

domestic expansions (like Facility E in 2025-2026, etc.). Nebras remains on the hunt for growth and :

has plans to increase its capacity significantly, which currently stands at more than 1.8 GW (+6.0 Mkt. Cap. ($ bn/QR bn) 5.4/19.6

GW gross). EV ($ bn/QR bn) 6.2/22.6

Highlights -

e 4Q2022 preview: we expect QR302.2mn in net income (EPS: QR0.27), up 3.5% YoY but Shares Outstanding (bn) 110
down 9.8% sequentially, on a normalized basis, due to seasonality. We note on a reported FO Limit* (%) 49.0
basis, QEWS recorded QR565.4mn in 3Q2022 net income that included QR230.4mn in one- e e
time gains due its purchase of the remaining 40% stake in Nebras in July 2022. g EUENIROE) 9.1

e  We project 2022 earnings to increase 5.7% YoY to QR1.55bn (EPS: QR1.41) and DPS to 1-Year Total Return (%) 2.5
remain flat at QR0.80 (DY: 4.5%). Our model incorporates Nebras @100% from 3Q2022 Fiscal Year End December 31

onward. QEWS reported earnings of QR1.47bn or EPS of QR1.33 in 2021. However, on a
normalized basis, 2022 EPS should fall ~1% from QR1.30 in 2021 to QR1.29 in 2022. We
continue to expect flat DPS of QR0.80 in 2022. With cash (and bank balances) of QR7.6bn
(including QR3.1bn received from Nebras) as of September 2022, we do not expect any
challenges in paying QR880mn in dividends despite QEWS paying off its $550mn
(QR2.0bn) bridge loan in January 2023.

. We expect a conservative EPS CAGR of 2.0% over 2021-27e. Overall, we forecast reported
EPS to decline 3.7% from QR1.41 in 2022 to QR1.36 in 2023. The PPA for RAF B1 (376 MW,
100% interest) ended in August 2022 and was extended until December. We expect the
company to sign a new PPA (at a reduced tariff/higher gas costs) in 2023 that should
impact profitability somewhat. We also expect lower sent-out power/water post the
World Cup. QEWS should also complete the sale of its stake in Siraj in 102023 and record
a gain. Looking forward, we expect a modest 1.3% YoY in EPS growth to QR1.38 in 2024.

e QEWS enjoys decent EBITDA margins & dividend/FCF yields. Despite modeled
compression, QEWS retains solid EBITDA margins (2021-27 avg.: ~38%). Over 2021-27, we
expect dividend yields to average 4.7%, while FCF yields should average 8.3% over 2023-
27 after turning negative in 2022 given the $530mn Nebras acquisition. ROEs average
10.0% for 2021-27. We note we are fairly conservative with our margin assumptions so there
is room for upside to our estimates.

Catalysts

. New opportunities currently not in our model: Facility E (55% stake; power: 2,600 MW &
water: 100 MIGD) is currently in the bidding stage and should be operational around 2025,
reaching full capacity in 2026. Ultimately, our earnings forecasts could be conservative.

Recommendation, Valuation and Risks

e  Recommendation & valuation: We continue to rate QEWS an Accumulate with a PT of
QR21.00. QEWS trades at P/E multiples of 12.7x and 13.1x for 2022 and 2023, respectively.
Dividend yields are also decent at 4.5% for 2022 and 2023.

e  Risks: Geopolitical risks cannot be modeled. Besides foreign expansion risks, domestic
projects could also be delayed. Kahramaa could renegotiate existing contracts. The next
contract renewal (RAF B1) is due now but we have adjusted our forecasts to account for
some tariff reduction/margin compression. Operational risks include availability of
capacity below contracted levels, which could lead to penalties.

Key Financial Data and Estimates

Source: Bloomberg (as of January 30, 2023), *Qatar Exchange
(as of January 30, 2023); Note: FO is foreign ownership

FY2021 FY2022e FY2023e FY2024e Saugata Sarkar, CFA, CAIA
Revenue (QR mn) 2,475 2,540 2,679 2,724 +974 4476 6534
Revenue Growth -4.3% 2.6% 5.5% 1.7%
EPS (QR) 1.33 1.41 1.36 1.38
EPS Growth 26.8% 5.7% -3.7% 1.3%
P/E (%) 13.4 12.7 13.1 13.0
DPS (QR) 0.80 0.80 0.80 0.85
ROE 12.4% 10.6% 9.8% 9.6%

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

gnbfs.com
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Valuation and Key Ratios

Valuation Metrics

Particulars 2021 2022e 2023e 2024e 2025e 2026e 2027e
Valuation

EV/EBITDA - Consolidated 152 143 137 140 161 217 226 169 191 190 183 180 174 167
EV/EBIT 218 201 184 197 207 309 337 229 265 293 281 279 270 260
P/E 128 131 127 121 128 139 170 134 127 131 130 126 123 119
P/CF 89  10.6 9.5  11.8 95 155 111 120 101 115 112 109 107 104
P/BV 2.9 2.7 2.4 2.2 1.9 2.0 2.0 1.7 13 13 1.2 1.2 1.1 11
Dividend Yield 42% 42% 42% 43% 43% 43% 35% 4.5% 45% 45% 4.8% 4.8% 4.8% 5.0%
FCF Yield (2.5%) 42% 63% 82% 53% 52% 8.6% 7.0% (0.6%) 7.8% 81% 83% 85% 8.7%

Source: Bloomberg, QNB FS Research

Peer Comparisons

P/E EV/EBITDA P/B EBITDA Margin Dividend Yield

$ MN 2022e 2023e 2022e 2023e 2022e 2023e 2022e  2023e 2022e

SAUDI ELECTRICITY CO 25,734 N/A  N/A 5.1 5.0 N/A N/A 16.6% 14.7% 53.6%  54.6% 3.0 3.0
TAQA MOROCCO 2,176 17.1 16.6 8.1 7.8 N/A N/A 22.4%  21.0% 30.7%  32.0% 4.0 4.0
ABU DHABI NATIONAL ENERGY CO 99,486 40.6 21.7 N/A N/A N/A N/A 12.0%  20.7% N/A N/A N/A N/A
TABREED 2,130 N/A N/A N/A n.a. N/A N/A 9.0% N/A N/A N/A N/A N/A
SEVERN TRENT PLC 8,833 30.7 48.5 15.4 14.7 7.21 7.91 11.7%  24.7% 46.4%  43.8% 3.6 3.8
UNITED UTILITIES GROUP PLC 9,064 22.0 na. 148 17.2 2.86 3.01 0.9% 8.7% 548%  47.5% 4.0 4.2
TATA POWER CO LTD 8,379 34.7 20.1 15.9 14.8 2.66 2.38 12.7%  12.2% 183%  15.7% 0.8 0.9
CESCLTD 1,182 7.0 6.8 6.0 5.9 0.87 0.80 12.9% 13.0% 268%  24.1% 6.3 6.6
NTPC LTD 20,319 9.5 9.5 9.5 8.4 115 1.07 12.3% 13.0% 31.3%  28.6% 3.8 4.7
EDP - ENERGIAS DO BRASIL SA 2,294 7.1 7.7 5.2 5.5 1.01 0.96 14.5% 12.7% 29.5%  28.5% 7.7 7.0
Peer Group Average 21.1 18.7 10.0 9.9 2.63 2.69 12.5% 15.6% 36.4% 34.3% 4.2% 4.3%
Peer Group Median 19.6  16.6 8.8 8.1 1.90 1.73 12.5% 13.0% 31.0% 30.3% 3.9% 4.1%
QATAR ELECTRICITY & WATER 5,392 12.7 13.1  19.1 19.0 1.35 1.29 10.6% 9.8% 40.3% 37.3% 4.5% 4.5%

Source: Bloomberg, QNB FS Research

Key Growth Rates/CAGRs/Ratios

2017 2018 2019 2022e 2023e 2024e 2025e 2026e 2027e CAGR ('21-'27)

Growth Rates

Revenue (0.2%) 2.9% 4.0% (1.0%) (15.3%) (8.2%) 8.3% (4.3%) 2.6% 5.5% 1.7% 0.9% 1.2% 1.2% 2.2%
Gross Profit (1.8%) 1.9% 3.6% (3.3%) (15.8%) (23.6%) 4.2% 5.2% (3.6%) 2.0% 0.6% (1.3%) (0.2%) 0.0% (0.4%)
EBITDA - Consolidated (2.5%) 5.4% 2.8% (4.9%) (15.8%) (25.8%) (8.2%) 24.4% (7.3%) (2.3%) 0.3% (1.8%) (0.5%) (0.2%) (2.0%)
EBIT (3.5%) 7.3% 7.2% (9.3%) (7.2%) (33.1%) (12.5%) 37.2% (9.7%) (12.1%) 0.6% (2.7%) (0.7%) (0.2%) (4.3%)
JVIncome 3.6% 4.1% (8.9%) 52.3% (4.4%) 48.7% (31.7%) 3.5% 5.6% 42.8% 2.4% 2.0% 2.0% 2.0% 8.6%
PBT 11.0% (2.0%) 2.5% 4.2% (4.5%) (8.0%) (17.9%) 26.0% 8.1% (1.9%) 1.3% 2.6% 3.0% 3.1% 2.7%
Net Income/EPS 10.5% (1.9%) 2.8% 4.8% (4.9%) (8.0%) (18.1%) 26.8% 5.7% (3.7%) 1.3% 2.6% 3.0% 3.1% 2.0%
DPS 10.0% 0.0% 0.0% 3.3% 0.0% 0.0% (18.7%) 27.0% 0.0% 0.0% 63% 0.0% 0.0% 59% 2.0%
CFPS 30.7% (16.6%) 11.7% (19.1%) 24.2% (38.8%) 40.1% (7.9%) 19.3% (12.8%) 3.5% 24% 2.0% 2.3% 2.4%
FCFPS N/M N/M  50.5% 30.9% (35.1%) (1.7%) 65.2% (18.3%) N/M N/M 3.9% 2.6% 2.2% 2.5% 3.7%
Operating Ratios

Gross Margin 59.5% 58.9% 58.7% 57.3% 56.9% 47.3% 45.6% 50.1% 47.0% 45.5% 45.0% 44.0% 43.4% 42.9%

EBITDA Margin - Consolidated 51.8% 53.1% 52.5% 50.4% 50.2% 40.5% 34.4% 44.6% 40.3% 37.3% 36.8% 35.8% 352% 34.7%

EBIT Margin 36.3% 37.8% 38.9% 35.7% 39.1% 28.5% 23.0% 33.0% 29.1% 24.2% 24.0% 23.1% 22.7% 22.4%

Net Margin 52.8% 50.3% 49.7% 52.6% 59.1% 59.2% 44.8% 59.3% 61.1% 55.8% 55.6% 56.5% 57.5% 58.6%

Finance Ratios

Debt-Equity Ratio 0.8 0.7 0.7 0.7 0.7 0.7 0.6 0.5 0.7 0.5 0.5 0.4 0.4 0.4

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

Interest Coverage 9.7 9.4 8.1 6.1 4.5 2.8 4.0 7.1 2.6 1.7 2.0 2.2 2.4 2.6

Return Ratios

ROIC 88% 92% 85% 74% 59% 41% 3.7% 47% 3.0% 28% 28% 2.7% 26% 2.6%

ROE 22.6% 20.4% 18.6% 18.0% 14.7% 14.1% 11.9% 12.4% 10.6% 9.8% 9.6% 9.4% 9.4% 9.3%

ROA 11.8% 11.2% 10.1% 10.2% 8.4% 81% 68% 7.9% 59% 6.1% 6.1% 62% 63% 6.5%

FCFYield -2.5% 4.2% 6.3% 8.2% 5.3% 5.2% 8.6% 7.0% -0.6% 7.8% 8.1% 8.3% 8.5% 8.7%

Liquidity Ratios

Current Ratio 1.2 1.5 2.1 2.3 1.6 1.4 1.4 1.6 1.8 1.7 1.7 1.8 1.9 2.0

Quick Ratio 1.1 1.4 1.9 2.2 1.6 1.4 1.4 1.6 1.8 1.6 1.7 1.8 1.8 1.9

Valuation

EV/EBITDA - Consolidated 15.2 14.3 13.7 14.0 16.1 21.7 22.6 16.9 19.1 19.0 18.3 18.0 17.4 16.7

EV/EBIT 21.8 20.1 18.4 19.7 20.7 30.9 33.7 22.9 26.5 29.3 28.1 27.9 27.0 26.0

P/E 12.8 13.1 12.7 12.1 12.8 13.9 17.0 13.4 12.7 13.1 13.0 12.6 12.3 11.9

P/CF 8.9 10.6 9.5 11.8 9.5 15.5 111 12.0 10.1 11.5 11.2 10.9 10.7 10.4

P/BV 2.9 2.7 2.4 2.2 1.9 2.0 2.0 1.7 1.3 1.3 1.2 1.2 1.1 1.1

Dividend Yield 4.2% 4.2% 4.2% 4.3% 4.3% 4.3% 3.5% 4.5% 4.5% 4.5% 4.8% 4.8% 4.8% 5.0%

FCF Yield (2.5%) 42% 63% 82% 53% 52% 8.6% 7.0% (0.6%) 7.8% 81% 83% 85% 8.7%

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

FY2021

2,475
(1,235)
1,239
(135)
1,105
0
(287)
817
(43)
81
635
1,490

1,490

(22)

1,468
1.33

FY2022e

2,540
(1,345)
1,195
(171)
1,024
0
(286)
738
(122)
161
834
1,611
(6)
1,605

(53)
1,552
1.41

FY2023e

2,679
(1,460)
1,219
(218)
1,001
0
(352)
649
(181)
127
985
1,580
)]
1,571

(77)
1,494
1.36

FY2024e

2,724
(1,498)
1,226
(222)
1,004
0
(351)
653
(123)
133
937
1,601
9
1,592

(78)
1,514
1.38

Source: Company data, QNB FS estimates

Balance Sheet (In QR mn)
Non-Current Assets

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

JV Loans and Investments in JVs/Associates
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

Total Equity

Non-Current Liabilities

Loans and Borrowings

Employees’ End of Service Benefits
Lease Liabilities

Derivatives

Total Non-Current Liabilities
Current Liabilities

Accounts Payables & Others

Loans and Borrowings

Derivatives & Lease Liabilities
Total Current Liabilities

Equity and Liabilities

FY2021

4,805
3,165
798
5,073
112
13,953

280
64
566
3,627
4,537
18,490

11,988

688
2,097

2,818
18,490

FY2022e

6,360
2,500
765
7,457
291
17,374

141
111
731

7,804
8,786
26,159

14,682

6,538

1,105
3,743
91
4,939
26,159

FY2023e

6,111
2,625
656
7,837
273
17,503

217
120
771
5,881
6,989
24,492

15,190

5,106

1,200
2,904
91
4,195
24,492

FY2024e

5,863
2,756
547
8,224
255
17,646

217
123
784
5,981
7,105
24,751

1,231
2,794

4,116
24,751

Source: Company data, QNB FS estimates
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Recommendations Risk Ratings

Based on the range for theupside / downside offered by the 12- Reflecting historic and expected price volatility versus thelocal
month target price of a stock versus the current market price market average and qualitativerisk analysis of fundamentals

OUTPERFORM Greater than +20% R-1 Significantlylower 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

Contacts
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QNB Financial Services Co. W.L.L.
Contact Center: (+974) 4476 6666
info@qgnbfs.com.qa

Doha, Qatar

Saugata Sarkar, CFA, CAIA
Head of Research
saugata.sarkar@qgnbfs.com.qa

Shahan Keushgerian
Senior Research Analyst
shahan.keushgerian@gnbfs.com.qa

Phibion Makuwerere, CFA
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by the Qatar Financial Markets Authority and the Qatar Exchange QNB Q.P.S.C. is regulated by the Qatar Central Bank. This publication expresses the views and opinions of QNB FS at a
given time only. It is not an offer, promotion or recommendation to buy or sell securities or other investments, nor is it intended to constitute legal, tax, accounting, or financial advice.
QNB FS accepts no liability whatsoever for any direct or indirect losses arising from use of this report. Any investment decision should depend on the individual circumstances of the
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decision. Although the information in this report has been obtained from sources that QNB FS believes to be reliable, we have not independently verified such information and it may not
be accurate or complete. QNB FS does not make any representations or warranties as to the accuracy and completeness of the information it may contain, and declines any liability in that
respect. For reports dealing with Technical Analysis, expressed opinions and/or recommendations may be different or contrary to the opinions/recommendations of QNB FS Fundamental
Research as a result of depending solely on the historical technical data (price and volume). QNB FS reserves the right to amend the views and opinions expressed in this publication at
any time. It may also express viewpoints or make investment decisions that differ significantly from, or even contradict, the views and opinions included in this report. This report may
not be reproduced in whole or in part without permission from QNB FS
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