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Tabreed: Investor Exuberance Cools Down as Reality Sets In 

Key Financial and Valuation Metrics 

 2011A 2012E 2013E 2014E 

Revenues (AEDmn)  1,114.57  1,077.55  1,228.17  1,318.02  

Net Attributable Profits  (AEDmn) 182.71  239.29  173.68  216.68  

Net Margin (%) 16.39  22.21  14.14  16.44  

Return on Average Equity (%) 4.78  5.16  3.51  4.09  

DE Ratio (x), adjusted for convertible bonds 1.96  1.73  1.58  1.43  

EPS (AED)  0.28  0.36  0.26  0.33  

BVPS (AED) , adjusted for convertible bonds 2.86  3.23  3.54  3.90  

Price/Earnings (x), based on market price 4.24  3.24  4.46  3.58  

Price/ Book Value (x) , based on market price 0.41  0.36  0.33  0.30  

Price/Earnings (x), based on fair value 3.57  2.73  3.76  3.01  

Price/ Book Value (x) , based on fair value 0.35  0.31  0.28  0.26  

A Case of Too Much Too Soon 
After mostly being relegated to the background in the last year, Tabreed strongly re-
surfaced start of the year, with its share price peaking at AED2.36 in early March. 
However, since then, share price nosedived and mostly fluctuates in the range of 
AED1.14-AED1.31 in the past five weeks. Shares rose so fast and by so much that 
performance could not be fully justified by fundamentals alone and could also have 
overlooked the inherent risks attached.  
 
1Q12 Results Less than Phenomenal 
Investor exuberance on Tabreed came to a halt as 1Q12 results were nowhere near 
the exceptional consensus-topping +100% jump in 4Q11 earnings. In the last quarter, 
earnings advanced by a modest 15% to AED37mn. Most of the improvement in 
earnings was due to cost efficiencies (cost of revenues  by 25%, operating expenses 
was flat, and finance cost  by 38%) rather than topline growth ( by 10%).  
 
Dilution Risk Remains Present 
The biggest of Tabreed’s inherent risks is the potential dilution, of which the minority 
shareholders will bear the burden. The potential dilution could change the mix of 
shareholders to 90:10, in favor of major shareholders and could bring down 2019F EPS 
by ~80% and jack up forward PE to 12x. In our fair value calculation, we gave due 
consideration to the complex capital structure of Tabreed and its potential 
implications and came up with a median value of AED0.99 per share, a discount of 
about 16% to the current market price.  
 
Speculative Noises Quiet Down, But Price Multiples Remain Attractive 
When Tabreed was surging in the early part of 2012, its price behavior and demand 
pattern looked to be consistent with speculative elements such as leakage of a 
potential entry of a strategic investor or of an entity vying for controlling interest. As 
we know now, there was nothing of that sort which materialized. As speculative talks 
quiet down, drivers for Tabreed’s price performance are dominated by fundamentals 
and price multiples. As noted earlier, 1Q12 earnings growth was reasonable but 
moderate. Still, price multiples remain quite attractive. At the current market price, 
Tabreed’s 2012 forward PE is at 3.24x, and PB is at 0.36x. Based on our fair value 
estimate, forward PE is at 2.73x, and PB at 0.31x.   

Rating  
UNDERWEIGHT 

Fair Value Estimate  * 
AED0.99 

Upside (Downside) 
from latest market 
price 

(15.76%) 

* Fair value estimate is for 12 months. 

Latest Corporate Development: 
 

Jabal Omar Development Co. (JODC) has 

signed with Tabreed agreements to build 
a SAR550mn cooling station and set up a 
joint venture to manage the service. The 
joint venture (JV) will be 60% owned by 
Saudi Tabreed, a unit of Tabreed UAE 
and ACWA Holding, while the rest will 
belong to Jabal Omar.  

Tabreed has achieved the renewal of 

three (3) ISO certifications for its 
management policies and procedures. 
The certifications relate to Tabreed’s 
environmental practices, services quality 
and employee health and safety. 

 
 



Interim Performance Review  

 
 
 
Additional Installed Capacity Yet to Translate to More Connections 

In 1Q12, Tabreed added 10K RT of gross 
capacity to increase installed capacity to 
597K RT. The increase in installed capacity 
was due to one cooling plant which went 
online in Ajman. By end-March 2012, 
Tabreed had 59 cooling plants.  

Capacity utilization slipped to 93% from 
94% (as of December 2011) as installed 
capacity has yet to translate to connected 
capacity. The latter remains at 555K RT as 
of end-March 2012.  

Meanwhile, Tabreed retained its customer 
mix in 1Q12, from 4Q11—47% 
government and the rest, non-
government. Given, Tabreed’s significant 
reliance to the government, the latest 
public statement from the Abu Dhabi 

government saying that it had taken "appropriate steps" to make sure its entities would pay off money owed to 
contractors working on billions of dollars’ worth of construction projects in the oil-rich emirate. Construction 
companies, consultancy and architectural firms have faced slow and irregular payments from some Abu Dhabi 
government-linked entities, in some cases leading to severe financial difficulties.  

 
 
Overall Revenues Dropped on Modest Chilled Water Growth + Fall in Value Chain Business 
 

Chilled water revenues, which in 1Q12 
represented about 90% of Tabreed’s 
business, increased slightly by a little 
above 5% to AED193mn,YoY. Meanwhile, 
value chain revenues dropped by more 
than 7% to AED27mn, and factoring in 
some eliminations—these all led to overall 
revenues (AED219mn) posting a 10% 
decline in the last quarter.  
 
Looking at the chart of quarterly revenues 
to the left, there seems to be a seasonality 
in that mostly in the last three (3) years, 
revenues are strongest in the 2Q and 3Q 
respectively. This makes a lot of sense, 
considering that these periods coincide 
with the hot summer months—periods 
when cooling is in such high demand.  
 

Tabreed has indicated that going forward, it will focus on the core business as the major revenue driver. Meanwhile, 
expected growth in contribution from associated companies could partially offset the gap left by the value-chain 
services. In the last quarter however, this was not evident as shares from associates dropped by more than 28% to 
AED7mn while share in joint ventures turned from income to losses worth AED492K.   
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Profit Margins: Mostly Resilient Despite 1Q12 Challenges 
 

 
Looking at the patterns set by Tabreed’s set of 
profitability margins to the left, it is apparent 
that the district cooling provider remained 
resilient despite challenges in the last quarter.  
 
Though overall revenues declined (despite the 
modest increase in revenues from chilled 
water business), Tabreed managed to show 
1Q12 improvements in Gross and Operating 
margins, a testament to the company’s skill in 
keeping a tight lid on its operating costs.  
 
Net margin, though a little bit lower 
compared to 4Q11 still showed improvement 
versus its level in 1Q11.  
 
 

 
 
 
Debt Profile: No Major Changes in 1Q12 but Dilution Risk Remains 
 
With the recapitalization program successfully implemented last year, Tabreed was able to re-balance its debt profile and 
capital. Debt obligations are now spread over a longer-term, lifting the pressure on the firm’s liquidity. The level of 
Tabreed’s financial leverage was sustained between 1Q12 and 4Q11: debt to equity (D/E) ratio remained at 93%. By 
March 2019, when the convertible notes issued to Mubadala are converted into shares, Tabreed’s D/E ratio will further 
improve to about 45% * (assuming no major fresh debt financing will come on board and thanks to the conversion).  

 
* If the bonds though happen to be straight bonds (no convertible features), then the DE ratio as of end-March 2012 will be about 300% and about 180% 
by 2019. 

 
 
We reiterate what we noted in Tabreed’s initiation of coverage, that is, while we believe that the recapitalization 
program successfully addressed Tabreed’s high financial gearing, it came at the expense of minority shareholders – who 
are facing material holdings dilution because of the bond conversion when the hybrid financing matures.  
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Financial Projections 
 

Building up Topline and Bottomline 

In this update, we continue to expect that  Tabreed’s growth will grow in line with that of the overall economy, which is 
expected to have a long-term growth rate of 3%.  

 

With that said, installed and 
connected capacity is expected to 
grow modestly (ca. average of 6.5%) 
within the next 10 years.  

As for capacity utilization, we have 
adjusted it to 93% in 2012 and 
expected it to grow gradually in the 
succeeding years versus keeping the 
rate fixed unilaterally at 95%. The 
adjustments were based on latest 
data and trend. 

 

 

 

Forecast revenues have a 10Y CAGR 
of 10.23% and 5Y CAGR of 8.57%. 
Historical revenues, meanwhile 
grew at a 3Y CAGR of 14.90%.  

 

 

 

 

 

 

 

 

 

 

Forecast net profits attributable to 
shareholders have a 10Y CAGR of 
15.15% and 5Y CAGR of 16.37%. 
Historical attributable profits, 
meanwhile grew at a 3Y CAGR of 
35.80%.  
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The double-digit growth in 
attributable net income for the 
forecast years was supported both by 
the steady improvement in revenues 
as well as improving margins (gross, 
operating, and EBITDA) of Tabreed.  
 
In this investment update, one of the 
changes we applied to value drivers 
is the enhancement to the margins 
by an average of about 5% for gross 
profit margin, and a reduction to  
SG&A as a portion of total revenues. 
The adjustments were based on the 
smoothed ratios in the past year as 
well as the most recent interim. 
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Gross profit margins are assumed to be stable at 47%. As mentioned previously, this was raised to account for the 
smoothed pattern of the ratio as observed from the past year and most recent interim periods. Meanwhile operating 
and net margins are expected to gradually improve towards 2019 – when Tabreed’s hybrid financing matures and the 
subsequent share conversion lifts the pressure on financing costs.   

The sharp dip in operating and net margins seen in 2013 is due to the higher financing cost expected when the 
payment-in-kind (PIK) component of the mandatory convertible bonds (MCB) and subordinated loan facility (SLF) 
becomes due and cash coupon payments start to take place. 

 

 

Capital Structure: Not So Simple After All 

While the recapitalization program implemented last year would eventually lead to a long-term stable capital profile, 
we believe that the structure is not that simple. For one, because of the options granted to Mubadala (which would 
allow the investment firm to convert some or all of the notes ahead of the March 2019 maturity), conversion of some 
or all of the AED1.7bn worth of convertible notes could be ahead of 2019 maturity.   

Also, the terms of the equity-like financing include options of paying in kind (PIK) and paying cash coupon payments. 
The same is true for the subordinated loan facility (SLF) worth AED1.4bn. The latter is divided into two tranches A 
(AED702mn has been drawn, as of 31 December 2011) and B (AED400mn has been drawn as of 31 December 2011).  

Both tranches carry a fixed interest rate, which should be settled in kind. The unused portion of Tranche A along with 
its PIK compounded into the principal amount will be rolled into a mandatory convertible bond (MCB) upon its maturity 
on December 2012. The liability component of this MCB will carry a fixed coupon payment until March 2019, at which 
time the MCB will be converted into ordinary shares at the same ratio of AED1.1259per share.  

Overall Revenue Growth and Margin Stability to Underpin Earnings Improvement 



 
Free Cash Flows to Equity (FCFE) 
 
We believe Tabreed's ability to produce strong cash flow to equity could be muted in the medium-term as the company 
bears the brunt of servicing its debts as well as taking on the hybrid financing in the next few years. However, in the 
longer-term, with the mandatory conversion already in place and assuming a reasonable growth, we forecast a 
consistent improvement in FCFE as the company comes towards a maturity stage.  

Summary Table: Cash Flows (AEDmn) 

 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F 2020F 2021F 

Free Cash Flow to Firm (FCFF) 202,864  169,096  194,997  267,946  328,054  379,950  450,768  525,933  583,446  629,752  

Free Cash Flow to Equity (FCFE) 54,741  (106,827) (76,263) 1,349  66,120  122,679  198,160  377,789  470,296  516,602  

Based on our discussions with Tabreed’s 
management, the take-away is that capital 
expenditures for further plant expansions 
have reached their peak, for now. Going 
forward, growth in the domestic business 
will be organically-driven, i.e., growth in 
installed and connected capacity. With this 
in mind, we forecast CAPEX to grow 
modestly in the coming years, with CAPEX to 
revenues steady at an average of about 30% 
of revenues. However, a faster-than-
expected recovery in the property sector may 
alter this view. 

The nature of Tabreed’s business, much like the classic utilities providers, is that it is a hugely capital intensive concern 
in the early years but then starts to produce strong cash flows as its plants mature. The charts below demonstrate this 
unique characteristic, assuming a normal business cycle that is free of extreme booms or sudden distortions. 

 
 
Notice that FCFE to Revenue ratio has an 
inverse relationship vis-à-vis the metric 
above. After some declines, FCFF and 
consequently, FCFE improves, and are seen 
to be steady at 10% and 5% of revenues, 
respectively.   

Investment Update  Tabreed   27 June 2012 Page 6 



In this investment update, we retained the Discounted Free Cash Flow to Equity (DFCFE) Approach. We believe that the 
DFCFE Approach is the most appropriate and most stable for district energy providers such as Tabreed.   
 
The result of our valuation gives Tabreed a fair value price range of AED0.88 per share to AED1.09 per share. Our median 
fair value estimate of AED0.99 per share represents about 16% discount to its latest closing price of AED1.18 (as of 26 June 
2012) at the Dubai Financial Market.  
 
Discounted Cash Flow Approach (DCF) 
 
Given the nature of its business contracts (long-term), we believe that valuing Tabreed’s fair price through the DFCFE 
Approach is deemed appropriate. Our fair value estimate is supported by the following major assumptions: 

Perpetual 
Growth Rate 

 

We provided a range of 0% to 5% to account for three scenarios which are: (1) down side (2) base and (3) up 
side.   

Our base case growth assumption of 3% is driven by our expectation that Tabreed will have a consistently 
healthy performance at par with the growth of the regional and domestic economy and along with the growing 
popularity of district cooling that adjusts to expected inflation. 

 

Cost of Equity 

 
Our Cost of Equity varies for each forecast period but averages at 15%. A different Cost of Equity for each 
forecast period is dictated by the debt-to-equity mix (which, in turn, changes due to the corresponding changes 
in the hybrid financing). The Capital Asset Pricing Model was used to arrive at our weighted Cost of Equity.  A 
few salient points are: 
 

Risk free rate was derived using US 30-year Treasury bond rate, adjusted for UAE risk. 

Beta was levered to account for the financial risk. The Hamada equation was used to calculate the 
levered beta each forecast year. 

An unlevered beta of 1 was adopted, while the DE ratio for valuation was adjusted to reclassify the 
equity component to debt, since it holds a fixed interest through 2019. 

 

Free Cash Flow 
per Share 

The valuation method was modified to use free cash flow to equity per share rather than the absolute value to 
account for the impact of the mandatory convertible bonds.  
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Valuation 

Summary Table: Discounted Cash Flow to Equity per Share  

 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F 2020F 2021F 

Free Cash Flow to Equity (FCFE) 0.08  (0.16) (0.11) 0.00  0.10  0.19  0.30  0.10  0.13  0.14  

Discount Factor 0.93  0.81  0.71  0.64  0.59  0.55  0.52  0.56  0.53  0.51  

Discounted FCFE 0.08  (0.13) (0.08) 0.00  0.06  0.10  0.16  0.06  0.07  0.07  

Terminal Value (TV) 0.80          

Perpetual Growth Rate (%) 3.00          

Cost of Equity (%) 19.38          

Present Value of FCFE 0.46           

Present Value of TV 0.11           

Value of Equity 0.57           

Book Value of Investments * 0.43           

Combined Value of Equity 0.99          

Number of Shares (mn) 657,047          

* A subjective liquidity discount rate of 20% was applied to the book value of investments as of 31 March 2012. 



Annex 01: Financial Summary  
TABREED: Income Statement 

(AEDmn) 2011A 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F 2020F 2021F 

Revenues 1,114.57  1,077.55  1,228.17  1,318.02  1,492.94  1,677.71  1,876.45  2,095.34  2,324.40  2,569.28  2,838.20  

Operating Costs 654.79  584.57  660.14  701.85  787.52  876.60  971.06  1,079.10  1,191.25  1,316.75  1,454.58  

Gross Profits 459.78  492.98  568.03  616.18  705.41  801.11  905.39  1,016.24  1,133.14  1,252.52  1,383.62  

Share from Associates 50.70  55.77  61.35  67.48  74.23  81.65  89.82  98.80  108.68  119.55  131.50  

Share from JVs 1.45  1.59  1.75  1.93  2.12  2.33  2.57  2.82  3.10  3.41  3.76  

SG & A 158.39  161.63  179.31  195.07  219.46  248.30  277.71  310.11  344.01  380.25  420.05  

Pre-Interest OP 353.54  388.71  451.82  490.52  562.30  636.79  720.06  807.75  900.92  995.23  1,098.83  

Finance Costs 219.86  148.12  275.92  271.26  266.60  261.93  257.27  252.61  148.14  113.15  113.15  

Interest Income 3.77  4.09  3.93  4.01  3.97  3.99  3.98  3.98  3.98  3.98  3.98  

Provisions  0.00  0.00  0.00  0.00  0.00  0.00  0.00  0.00  0.00  0.00  0.00  

Net Operating Profits 137.45  244.68  179.82  223.27  299.67  378.85  466.76  559.13  756.75  886.06  989.66  

Other Income (Charges) 44.14  0.00  0.00  0.00  0.00  0.00  0.00  0.00  0.00  0.00  0.00  

Net Profits  181.59  244.68  179.82  223.27  299.67  378.85  466.76  559.13  756.75  886.06  989.66  

Non-Controlling Interest  (1.12) 5.39  6.14  6.59  7.46  8.39  9.38  10.48  11.62  12.85  14.19  

Profit for Shareholder 182.71  239.29  173.68  216.68  292.21  370.46  457.38  548.65  745.13  873.22  975.47  

EPS  0.28  0.36  0.26  0.33  0.44  0.56  0.70  0.84  0.21  0.24  0.27  

TABREED: Balance Sheets 

(AEDmn) 2011A 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F 2020F 2021F 

 Cash & Equivalents 512.00  574.54  593.32  614.25  640.52  671.79  708.89  751.97  609.35  843.54  908.00  

 AR & Prepayments 788.47  813.93  840.53  870.19  907.41  951.70  1,004.25  1,065.29  863.25  1,195.01  1,286.34  

 PPE 4,626.46  5,170.86  5,339.84  5,528.29  5,764.69  6,046.10  6,379.97  6,767.72  5,484.18  7,591.82  8,172.03  

 Other Assets  2,816.82  3,016.34  3,114.91  3,224.83  3,362.74  3,526.89  3,721.65  3,947.84  3,199.10  4,428.56  4,767.02  

Total Assets  8,743.75  9,575.67  9,888.60  10,237.57  10,675.36  11,196.49  11,814.75  12,532.81  10,155.89  14,058.93  15,133.39  

 AP & Accruals 724.88  736.93  736.93  736.93  736.93  736.93  736.93  736.93  736.93  736.93  736.93  

 ST Debts 91.29  91.29  91.29  91.29  91.29  91.29  91.29  91.29  91.29  91.29  91.29  

 Other  Current Liabilities  400.00  400.00  400.00  400.00  400.00  400.00  400.00  400.00  400.00  400.00  400.00  

Total Current Liabilities 1,216.17  1,228.21  1,228.21  1,228.21  1,228.21  1,228.21  1,228.21  1,228.21  1,228.21  1,228.21  1,228.21  

 AP & Accruals 18.08  18.07  18.07  18.07  18.07  18.07  18.07  18.07  18.07  18.07  18.07  

 LT Debts 3,578.33  3,578.33  3,578.33  3,578.33  3,578.33  3,578.33  3,578.33  3,578.33  3,578.33  3,578.33  3,578.33  

 Other  NC Liabilities  17.09  18.07  18.07  18.07  18.07  18.07  18.07  18.07  18.07  18.07  18.07  

Total NC Liabilities 3,613.50  3,614.47  3,614.47  3,614.47  3,614.47  3,614.47  3,614.47  3,614.47  3,614.47  3,614.47  3,614.47  

Total Liabilities 4,829.67  4,842.69  4,842.69  4,842.69  4,842.69  4,842.69  4,842.69  4,842.69  4,842.69  4,842.69  4,842.69  

 Capital  657.05  657.05  657.05  657.05  657.05  657.05  657.05  657.05  657.05  3,598.32  3,598.32  

 Reserves & Others 1,181.12  1,190.53  1,216.04  1,234.60  1,266.45  1,303.39  1,350.54  1,406.22  1,482.01  1,570.56  1,669.55  

 MCB Component 1,945.25  2,515.46  2,629.19  2,742.92  2,856.65  2,970.39  3,084.12  3,197.85  0.00  0.00  0.00  

 Retained Earnings 38.28  277.57  451.25  667.92  960.13  1,330.58  1,787.97  2,336.62  3,081.75  3,954.97  4,930.44  

Share Holders Equity 3,821.69  4,640.60  4,953.52  5,302.49  5,740.28  6,261.41  6,879.67  7,597.73  5,220.81  9,123.85  10,198.31  

 Minority Interest 92.39  92.39  92.39  92.39  92.39  92.39  92.39  92.39  92.39  92.39  92.39  

Total Liabilities and Equity 8,743.75  9,575.67  9,888.60  10,237.57  10,675.36  11,196.49  11,814.75  12,532.81  10,155.89  14,058.93  15,133.39  



Important Notice and Disclaimer  

Notice: In the interest of timeliness, this report has not been edited.  

 

Disclaimer: The information provided in this report has been prepared without taking account of your objectives, financial situation or needs. 

You should, therefore before acting on the advice, consider the appropriateness of the advice having regards to these matters and, if 

appropriate, seek professional financial and investment advice. 

All observations, conclusions and opinions expressed in this report reflect the personal views of the Al Ramz Securities, LLC. analyst and are 

subject to change without notice. The information in this report has been obtained from sources Al Ramz Securities, LLC. believes to be 

reliable. However, AL Ramz Securities, LLC. does not warrant the accuracy, completeness or currency of, and will not be liable for any 

inaccuracies,  omissions or errors in, or for any loss or damage (including any consequential loss) arising from reliance on the information in 

this report. 

Al Ramz Securities, LLC. does not guarantee the performance of any investment discussed or recommended in this report. Any information in 

this report relating to the distribution history or performance history of any investment, should not be taken as indication of the future 

performance of the relevant investment. 

22F, Sky Tower 

Al Reem Island 

Abu Dhabi 

Phone: +971 2 6262626 

Fax: +971 2 6262444 

E-mail: research@alramz.ae 

Investment Ratings Guide 

Overweight  The target price for the next 12 months is 10% above the current price. 

Neutral  The target price in the next 12 months is between –10% and 10% of the 

current price.  

Underweight  The target price for the next 12 months is 10% below the current price. 

Not Rated No investment rating has been assigned yet.  


