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Saudi Electricity Company
(A Saudi Jomnt Stock Company)

BALANCE SHEET
AS AT 31 DECEMBER 2011
(In Thousands Saudi Riyals)

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Receivables from electricity consumers and accrued revenues, net
Prepayments and other receivables, net

Inventories, net

TOTAL CURRENT ASSETS

NON-CURRENT ASSETS

Loan to an associated company

Equity investments in companies and others
Construction work in progress

Fixed assets, net

TOTAL NON-CURRENT ASSETS
TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES

Accounts payable

Accruals and other payables

Short term loans and current portion of long-term loans
Sukuk

TOTAL CURRENT LIABILITIES

NON-CURRENT LIABILITIES
Long-term loans

Sukuk

Employees’ indemnities

Deferred revenues, net

Consumers’ refundable deposits
Long-term Governiment payables
Government loans

Change in fair value of hedging contracts

TOTAL NON-CURRENT LIABILITIES
TOTAL LIABILITIES

SHAREHOLDERS’ EQUITY

Share capital

Statutory reserve

General reserve

Retained earnings

Net change in fair value of hedging contracts

TOTAL SHAREHOLDERS® EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS® EQUITY

Notes

= R AT

9/30

10
11
13
14

13
14
15
16

17/30

18
19

20

21
25430

The accompanying notes form an integral part of these financial statements.

2011 2010
7,305,124 7,227,776
12,027,200 9,965,007
4,847,768 3,635,236
5,562,850 5,704,886
29,742,942 26,532,905
365,500 365,500
2,406,042 2,300,350
22,260,811 26,038,186
158,673,259 135,634,986
183,705,612 164,339,022
213,448,554 190,871,927
26,235,345 21,876,043
4,605,942 4,402,218
3,133,100 1,189,317
5,000,000 -
38,974,387 27,467,578
13,581,788 10,632,390
14,000,000 19,000,000
4,838,509 4,690,218
20,469,575 16,736,945
1,367,628 1,295,442
49,046,508 44,244,007
18,845,211 16,147,711
431,870 387,928
122,581,089 113,134,641
161,555,476 140,602,219
41,665,938 41,665,938
1,554,492 1,333,176
538,343 536,177
8,566,175 7,122,345
(431,870) (387,928)
51,893,078 50,269,708
213,448,554 190,871,927
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Saudi Electricity Company
(A Saudi Joint Stock Company)

STATEMENT OF INCOME
FOR THE YEAR ENDED 31 DECEMBER 2011
(In Thousands Saudi Riyals)

OPERATING REVENUES

Electricity sales

Meter reading, maintenance and bills
preparation tariff

Electricity connection tariff

TOTAL OPERATING REVENUES
COST OF SALES

Fuel

Purchased energy

Operations and maintenance

Depreciation — Operations and maintenance
TOTAL COST OF SALES

GROSS PROFIT FOR THE YEAR

General and administrative expenses
Depreciation - General and administrative

INCOME FROM OPERATING ACTIVITIES
Other income and expenses, net

NET INCOME FOR THE YEAR

EARNING PER SHARE (SR):

From operating activities for the year

From net income for the year

Notes

16

24

2011 2010
28,280,494 25,872,780
883,059 841,119
1,406,045 1,197,094
30,569,598 27,910,993
(5,771,379) (5,796,633)
(4,256,237) (3,741,739)
(8,438,277) (7,752,943)
(9,601,779) (8,027,017)
(28,067,672) (25,318,332)
2,501,926 2,592,661
(360,235) (389,072)
(335,281) (353,189)
1,806,410 1,850,400
406,749 428,688
2,213,159 2,279,088
0.43 0.44
0.53 0.55

The accompanying notes form an integral part of these financial statements,
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Saudi Electricity Company
(A Saudi Joint Stock Company)

STATEMENT OF CASHTFLOWS
FOR THE YEAR ENDED 31 DECEMBER 2011
(In Thousands Saudi Riyals)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income for the year

Adjustments to reconcile net income for the year with net
cash from operating activities:

Provision for doubtfu! receivables

Provision for stow-moving inventories

Company’s share in investees® net losses

Depreciation

Gain on disposal of fixed assets, net

Gain on sale of investments

Employees’ indemnities, net

Changes in operating assefs and liabilities:

Receivables from electricity consumers and accrued revenues
Prepayments and other receivables

Inventories

Accounts payable

Deferred revenues, net

Accruals and other payables

Net proceeds and payments from customers' refundable deposits

Net cash from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Equity investment it companies and others

Time deposits

Fixed assets and construction work in progress
Proceeds from sale of fixed assets

Proceeds from sale of other investments

Loan to an associated company

Net cash nsed in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Sukulk

Govemnment loans

Net proceeds from long-term loans

Dividends paid to shareholders and Board of Directors' remuneration

Net cash from financing activities

NET CHANGE IN CASH AND CASH EQUIVALENTS
DURING THE YEAR
Cash and cash equivalents, beginning of the year

CASH AND CASH EQUIVALENTS, END OF THE YEAR

Non-cash transaction:
Change in fair value of hedging contracts

(43,942)

The accompanying notes form an integral part of these financial statements.

2011 2010
2,213,159 2,279,088
121,721 257,564
62,960 11,180
45,747 21,670
9,937,060 8,380,206
(25,860) (57,833)
- (765)
148,291 267,920
(2,183,914) 363,647
(1,190,571) (1,434,955)
79,076 (92,724)
4,359,302 4951,175
3,732,630 1,766,418
195,481 193,924
72,186 136,305
17,567,268 17,002,820
(152,439) (5,500)
- 1,000,119
(29,205,430) (28,487,495)
33,332 106,342
1,000 37,643
(21,961) .
(29,345,498) (27,348,891)
; 7,000,000
7,500,000 3,750,000
4,893,181 4481450
(537,603) (540,156)
11,855,578 14,691,294
77,348 4345223
7,227,776 2,882,553
7,305,124 7227776
84,563

-t
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 December 201}

1. ORGANIZATION AND ACTIVITIES

The Saudi Electricity Company “the Company” was formed pursuant to the Council of Ministers’
Resolution Number 169 dated [ Sha’ban 1419H corresponding to 29 November 1998, which reorganized
the Electricity Sector in the Kingdom of Saudi Arabia by merging the majority of the local companies that
provided electricity power services (10 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 related to the Ministry of Industry and Electricity (1 operating projects that covered various
areas in the north of the Kingdom) in Saudi Electricity Company.

The Company was incorporated pursuant to the Royal Decree No. M/16 dated 6 Ramadan [420H
corresponding to 13 December 1999, in accordance with the Council of Ministers® Resolution Number £53,
dated 5 Ramadan 1420H corresponding to 12 December 1999 and the Minister of Commerce Resolution
Number 2047 dated 30 Dhu Al Hijjah 1420H corresponding to 5 April 2000 as a Saudi joint stock company
and was registered in Riyadh under Commercial Registration Number 1010158683, dated 28 Muharram
1421H corresponding to 3 May 2000,

The Company’s principal activity is the generation, transtnission 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 and residential subscribers.

The Company is a tariff regulated 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 13 November 2001 according to Council of Ministers® Resolution No, 169 dated
11 Sha*aban 1419H. The change on tariff was made through the Council of Ministers Resolution Number
170 dated 12 Rajab 1421H and was effective from 1 Sha’aban 1421H corresponding to 28 October 2000
whereby the tariff on the highest bracket was set at a rate of 26 Halala per Kilowatts/hour.

This was further amended by the Council of Ministers in its Decision Number 333 dated 16 Shawwal
1430H, corresponding to 5 October 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, industriaf
and governmental) electricity tariff and approve them as long as the change does not exceed 26 Halala for
each kilowatt per hour, taking into consideration, among other matters, the electrical consumption at peak
times, This tariff was implemented starting 19 Rajab 1431H, corresponding to I July 2010,

The Company fully owns the share capital of Sukuk Electricity Company, Dawiyat Telecoin Company —
limited liability Companies - and owns 50% of the share capital of Water & Electricity Company and
Dhuruma Electricity Company and Hajr for Electricity Production Company.

According to the Company's bylaws, the Company's financial year begins on 1* January and ends on 31*
December from each Gregorian year.




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have been prepared in accordance with the Accounting Standards
issued by the Saudi Organization for Certified Public Accountants (SOCPA). The significant accounting
policies adopted are as follows:

Accomnting Convention
The financial statements are prepared under the historical cost convention except for the measurement of

fair value of investments, derivative financial instruments and government loans (received after 1 January
2009).

Accounting estimates

The preparation of the financial statements in conformity with generally accepted accounting standards
requires the use of estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting year. Although these estimates are based on
management's best knowledge of current events and actions at the reporting date, the actual resulis
ultimately may differ from those estimates.

Cash and cash equivalents
Cash and cash equivalents include cash on hand and at bank balances, time deposits, and other investments

which are convertible to cash with maturities of three months or less from the date of acquisition,

Electricity consumers receivables
Electricity consumer receivables represent the amount not collected from the consumers at the balance

sheet date, and are shown net of provision for doubtful receivables,

Inventories
Generation, transmission, distribution and other materials and fuel inventory are stated at the weighted

average cost, net of provision for slow moving and obsolete items.

Inventory items that are considered an integral part of the generation plants, transmission and distribution
networks, and other facilities such as strategic and reserve materials, are included in within fixed assets.

Investiuents

Investments in companies’ equity

Investments in companies in which the Company hold 20% of interest are accounted for using the equity
method, whereby the investment is initiatly stated at cost, 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 if it is
available, otherwise cost is considered as fair value. Income fiom these investments is recognised when

dividends are declared by the investee companies.

Investments held to maturity
Investments that are acquired with the intention to be held to maturity are carried at cost (adjusted for any

premium or discount), fess any other than temporary decline in value. Such investments are classified as
non-current assets with the exception of bonds which mature during the next fiscal year, which are
classified as current assets. Income from these investments is recognized when eamed.




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 201 1

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fixed assets

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

inconie.

Expenditure for repair and maintenance are charged to the statement of income. Betterments that increase
the value or materially extend the life of the related assets are capitalized.

The estimated operational useful fives are as follows:

Buildings 20 to 30 years
Generation plant, equipment and spare parts 20 to 25 years
Transmission network, equipment and spare parts 20 to 30 years
Distribution network, equipment and spare parts 15 to 25 years
Other assets 4 to 20 years

Impairment of noncurrent assets

The Company conducts periodic review of the carrying amount of its noncurrent assets to determine
whether there is any evidence that those noncuirent assets have suffered an impairment loss. I such
evidence exists, the recoverable amount of the asset is estimated in order to determine the extent of the
impairment loss. Where 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 carrying
amount, the carrying amount of the asset (cash-generating unit) is reduced to its recoverable amount.
Impairnient losses are immediately recognized as an expense in the statement of income.

Where an impairment loss subsequently reverses, the carrying amount of the asset (casl-generating unit) is
increased to the revised recoverable amount, provided that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognized for the asset
(cash-generating unit) in prior years. A reversal of an impainment loss is recognized as income immediately
in the statement of income,

Capitalization of borrowing costs

Net borrowing cost which represents finance charges on long-terin loans and any other finance cosls
charged to the Company net of any commission income for the year, is capitalized on all significant
projects-in-progress with significant amount that require long period of time for construction. The
botrowing cost capitalized on each project is calculated using the capitalization rate on the average amounts

spent on each project in progress.

Fixed-term government loan

The fixed-term government loan is recognized at present value using an estimated discount rate for
Company’s borrowing (for loans received after 1 January 2009). The difference between the amount
received and the present value is recorded as deferred revenues (government grant) and presented under the
long-term govermment payables caption and recognized over the remaining years of the loan against the

corresponding expenses.




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Derivative financial instrunients and hedge accounting

The Company uses derivative financial instruments to hedge its cash flow exposures to interest rafes. Such
derivative financial instruments are initially recognised at fair value on the date on which a derivative
contract is entered into and are subsequently remeasured for any changes in its fair value, Derivatives are
carried as financial assets when the fair value is positive and as financial liabilities when the fair value is

negative.

Any gains or losses arising from the changes in the fair value of derivatives determined as effective cash
flows hedges are taken directly to the statement of shareholders’ equity, while the ineffective portion of
cash flow hedges, is recognised in statement of income.

For the purpose of hedge accounting, hedges are classified as cash flow hedges when hedging the exposure
to variability in cash flows that is either attributable to a particular risk associated with a recognised asset or
liability or a highly probable forecasted transaction or the foreign currency risk in an nnrecognised firm
commitment,

Hedge accounting is discontinued when the hiedging instrument expires or is sold, terminated, or exercised,
or no longer qualifies for hedge accounting. At that time, for forecast transactions, any cumulative gain or
loss on the hedging instrument recognised in shareholders® equity is retained in shareholder’s equity until
the forecasted transaction occurs. If a hedged transaction is no longer expected to occur, the net cumulative
gain or loss recognised in sharcholders’ equity is transferred to statement of income.

Accounts payable and accruals
Liabilities are recognised for amounts to be paid in the future for goods or services received, whether billed

by the supplier or not.

Provision for employees’ indemnity
Employees’ indemnity consists of the following:
Provision for end of service benefits:

The end of service benefits are calculated in accordance with the Labor Law in the Kingdom of Saudi
Arabia and charged monthly to the statement of income

Employees’ saving fund;
The Company contributes in saving fund for the eligible employees based on an approved policy. The
Company’s share of the contribution in saving fund is charged monthly to statements of Income.

Zakat provision
Zakat is provided in accordance with the Regulations of the Department of Zakat and Income Tax in the

Kingdom of Saudi Arabia, Adjustments arising from final Zakat assessment, if any, are recorded in the
statement of income for the year in which such assessment is obtained.

Statutory reserve
In accordance with the Regulations for Companies and the Company’s bylaws, 10% of net income for the

year is transferred to statutory reserve. The Company’s General Assembly may discontinue such transfer
when the reserve equals 50% of the share capital.




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS ~ (continued)
FOR THE YEAR ENDED 31 December 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Revenues
Revenue from electricity sales is recognized when bills are issued to consumers based on the consumption

of electiic power measured by Kilowatt/hour. Revenue on power consumed by consumers but not yet billed
at the balance sheet date are acerued for.

Revenue from meter reading, maintenance and bills preparation represents the monthly fixed tariff based on
the capacity of the meter nsed by the subscribers, and is recognized when bills are issued. Revenue from
meter reading, maintenance and bills preparation tariff not billed at the balance sheet date is accrued for.

Electricity service connection tariff received from consumers is deferred and recognized on a straight-line
basis over the average useful lives of the equipment used in serving the subscribers, estimated to be 20

years.

Expenses

Operation and maintenance expenses include expenses relating to generation, transmission, and distribution
activities as well as their atlocated portion of the general services and supporting activities’ expenses. The
remaining portion of these expenses is included under General and Administrative expenses. General
services and supporting activities expenses are allocated between the main activities based on the benefits

received and is evaluated periodically,

Earnings (losses) per share for the year

Earnings (losses) per share is calculated using the weighted average number of outstanding shares at the
end of the year , including government shares. Gain (loss) per basic share flom operating activities is
calculated by dividing gain (loss) from operations on the weighted average number of shares. Gain (loss)
per basic share from net income {loss) is calculated by dividing net incotne (loss) on weighted average of
number of shares.

Foreign currency transactions

Transactions denominated in foreign currencies are ftranslated into Saudi Riyals at exchange rates
prevailing at the date of such transactions, Monetary assets and labilities 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 ynrealized exchange gains or losses arising from such translations are recorded in the statement

of income,

CASH AND CASH EQUIVALENTS

2011 2010
SR’000 SR°000

Cash on hand 3,040 2,959
Cash at banks 1,766,494 2,526,650
Short-term deposits 5,535,590 4,698,167

7,305,124 7,227,776

-10-




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

4, RECEIVABLES FROM ELECTRICITY CONSUMERS AND ACCRUED REVENUES, NET
2011 2010
SR’000 SR'000
Electricity subscribers’ receivable
Governmental institutions 2,870,026 1,071,839
Commercial and residential 4,861,644 5,388,427
VIPs consumers 2,359,212 2,216,405
Saudi Aramco 1,908,179 1,468,493
Electricity connection receivables 1,011,039 571,858
Saline Water Conversion Corporation 335,981 362,984
Total electricity subscribers’ receivable 13,346,081 11,080,006
Less: Provision for doubtfil receivables (2,500,596) (2,378,875}
Net electricity subscribers’ receivable 10,845,485 8,701,131
Add: Accrued revenues 1,181,715 1,263,876
Total 12,027,200 9,965,007

The movement in the provision for doubtfirl receivables dnring the years as follows:

2011 2010
SR’000 SR'000
Balance, beginning of the year 2,378,875 2,121,311
Charge for the year 121,721 257,504
Balance, end of the year 2,500,596 2,378,875
5. PREPAYMENTS AND OTHER RECEIVABLES, NET
2011 2010
SR’000 SR’000
Advances to contractors and suppliers 3,899,552 2,789,535
Other government receivables (Note 17-b) 244,173 244,173
Outstanding letter of credit 185,575 203,956
Prepaid expenses 10,477 20,940
Other receivables, net 568,780 437421
Total 4,908,557 3,696,025
Less: Provision for other doubtful receivables (60,789) {60,789}
4,847,768 3,635,236

- 11 -




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)

FOR THE YEAR ENDED 31 December 201§

6. INVENTORIES, NET

Generation plant materials and supplies
Distribution network materials and supplies
Transmission network materials and supplies
Fuel and oil

Other

Total
Less: Provision for slow moving inventories

The movement of provisiou for slow-moving inveutories during the years as follows:

Balance, beginning of the year
Charge for the year

Balance, end of the year

7 EQUITY INVESTMENTS IN COMPANIES AND OTHERS

Investments accounted for under the equity method (a)
Other investments, at cost (b)
Held to maturity investments (c)

a) Invesfments acecomited for under the equity method

Gulf Cooperation Council Interconnection Authority (a-1)

Water and Electricity Company {a-2)

Rass Al Zoor Water and Electricity company (a-3)
Hajr for Electricity Production Company (a-4)
Dawiyat Telecom Company (a-5)

Sukuk Electricity Company (a-6)

Rabigh Electricity Company {a-7)

Dhusuma Electricity Company (a-8)

2011 2010
SR’000 SR°000
3,086,034 3,130,904
1,792,098 1,863,213
394,866 290,027
326,160 401,933
227,713 219,870
5,826,871 5,905,947
(264,021) (201,061)
5,562,850 5,704,886
2011 2010
SR’000 SR'000
201,061 189,881
62,960 11,180
264,021 201,061
2011 2010
SR’000 SR'000
1,855,392 1,899,140
125,650 1,210
425,000 400,000
2,406,042 2,300,350
Ownership 2011 2010
Ya SR000 SR’000
316 1,830,937 1,876,842
50 13,955 13,798
20 - 1,000
50 5,000 2,000
100 1,000 1,000
100 500 500
20 2,000 2,000
50 2,000 2,000
1,855,392 1,899,140

-12-




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

7. EQUITY INVESTMENTS IN COMPANIES AND OTHERS — (continued)

(a-1}  Gulf Cooperation Council Interconnection Anthority

The Company has contributed in the capital of the Gulf Cooperation Council Inferconnection Authority (hercafter
referred to as “GCCIA™) to enhance the electricity transmission and distribution between the member countries, The
Company’s contribution in GCCIA amounts to USD 484.80 million equivalent to SR 1,818 million.

(a-2)  Water and Electricity Company

The Company entered into a pattnership 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-Awat 23, 1423H which encourages the participation of the private sector
in the water desalination project. The Company’s share of inception amounting to SR 15 million was paid in full and
consists o1 300,000 share representing 50% of the investee’s share capital.

(a-3)  Rass Al Zoor Water and Electricity company

Based on the Company’s Board of Directors Resclution No, 02/73/2007 dated Dhu Al Hijjah 1, 1428H, the
Company entered into a partnership with the Public Investment Fund to establish Rass Al Zoor Water and Electricity
Company, a joint stock company formed pursuant to the Royal Decree No. 77 dated Ramadan 14, 1428H. The
Company’s share af inception amounting to SR 1 million was paid in full and represents 20% of the investee’s share
capital. Tn February 2011, the Company has received a certificate fiom Ministry of Commerce and Industry,
cancelling the Rass Al Zoor Water and Electricity Company’s commercial registration due to cancellation of Ras Al
Zoor electricity and water project, Accordingly, the investment account of Rass Al Zoor Water and Elechicity
Company has been closed and the Company has refunded the amounts paid previously.

(a-4)  Hajr for Electricity Production Company

Pursuant to the boatrd of directors’ resolution No. 4/95/2010 dated 12/9/1431H corresponding to 22/8/2010, this
company has been established with a capital of SR 2 million. During 2011, a new parmer has been admitted and the
capital has been increased by SR 8 million to become SR 10 million. The company’s share represents 50% of the
partners’ shareholding. The financial statements of Hajr for Electricity Production Company have not been
consolidated because of immateriality.

(a-5)  Dawiyat Communication Company

Pursuant to the board of directors® resolution No, 2/86/2009 dated 8/5/1430H corresponding to 3/5/2009, Dawiyat
Communication Company has been established with a paid up capital of SR I million, and represents 100% of the
investee’s share capital. The financial statements of Dawiyat Communication Company have not been consolidated
because of immateriality.

(a-6)  Sukuk Eleciricity Company

Pursuant to the board of directors’ resolution No. 3/67/2007 dated 22/3/1428H corresponding to 10/4/2007, Sukuk
Eleciricity Company has been established with a paid up capital of SR 500 thousand, and represents 100% of the
investee’s share capital. The financial statements of Sukuk Electricity Company have not been consolidated because
of immateriality.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS - (continued)
FOR THE YEAR ENDED 31 December 2011

7. EQUITY INVESTMENTS IN COMPANIES AND OTHERS — (continued)

(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 Rabigh Electricity Company. The Company’s share capital
amounting to SR 2 million was paid in full and represents [00% ofthe investee’s share capital.

During the third quarter of 2009, Rabigh Electricity Company increased its capital from SR 2 million to SR 10
million by admission of new partners wiich resulted in the decrease of Saudi Electricity Company’s share from
100% to 20%.

(2-8)  Dhuruma Electricity Company

Based on Ministerial Resobution No, 4/88/2009 dated Ramadan 18, 1430H corresponding to September 8, 2009, the
Company establisbed Dhuruma 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 becomes 50% of total partners’ shareholding.
The financial statements of Dhuruma Electricity Company have not been consolidated because of immateriality.

D) Other investments, at cost
Ownership 2011 2010
% SR’000 SR'000
Al-Shuaiba Water and Electricity company 8 124,840 400
Al-Shuqaiq Water and Electricity company 8 400 400
Al-Jubail Water and Electricity company 5 250 250
Al-Shuaiba Holding Company 8 160 160
Total other investments, at cost 125,650 1,210
c) Held to maturity investments
2011 2010
SR000 SR000
Saudi Basic Industries Corporation Sukuk 300,000 300,000
Bin Laden Company Sukuk 50,000 50,000
SAAB bonds 50,000 50,000
SATORP Sukuk 25,000 -
Total held to maturity investments 425,000 400,000
d) Share in net {loss) earnings of investees accounted for under equity method
2011 2010
SR’000 SR'000
Gulf Corporation Council Interconnection Authority (45,905) (21,807)
Water and Electricity Company 158 137
Total (45,747) {21,670)
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

9. FIXED ASSETS, NET — (continued)

Net book vatue of the Company’s fixed assets is distributed among the main activities as follows:

Land

BRuildings

Machinery & equipment
Capital spare parls

Vehicles and heavy equipment
Others

Land

Buildings

Machinery & equipment
Capital spare parts

Vehicles and heavy equipment
Others

Depreciation expenses charged to various activities during the year ended December 31 is as follows:

Generation depreciation expense

Transmission depreciation expense
Distribution depreciation expense

2011
SR’000
General
Generation  Transntission Distribution Property Total
245,285 587,443 225,243 577,695 1,635,666
2,722,760 2,120,588 152,154 914,753 5,910,255
61,584,469 46,955,880 38,746,741 291,940 147,579,030
1,365,071 415,759 20,017 183 1,801,030
- - - 315,012 315,012
900,059 394,846 44,714 92,647 1,432,266
66,817,644 50,474,516 39,188,869 2,192,230 158,673,259
2010
SR’000
General
Generation  Transmission Distribution Property Total
245,236 587,388 225,249 521,788 1,579,661
2,695,481 1,870,261 154,903 931,310 5,651,955
47,654,610 42,805,030 34,710,509 346,547 125,516,696
1,162,176 410,055 20,940 226 1,593,397
- - - 315,869 315,869
532,312 308,036 30,104 106,956 977,408
52,289,815 45,980,770 35,141,705 2,222,696 135,634,986

General property depreciation expense

2011 2010

SR*000 SR'000
4,199,706 3,201,761
2,788,722 2,438,954
2,613,351 2,386,302
335,281 353,189
9,937,060 8,380,206
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

10. ACCOUNTS PAYABLE

2011 2010
SR’000 SR'000
Saudi Aramco for fuel cost 51,419,456 46,227372
Transferred to Government account (a) {40,959,482) (40,959,482)
Saudi Aramco payable for fuel cost 10,459,974 5,267,890
Saline Water Conversion Corporation for energy purchased 8,453,968 8,080,770
Contractors and retention payables 761,301 691,138
Municipality fees 3,241,135 2,804,236
Payables to suppliers 93,587 613496
Advances received for construction of projects 633,768 1,966,612
Other {b) 2,591,612 2451901
26,235,345 21,876,043

(a}) As stated in note (17-a), Amounts payable for fuel for the period from April 5, 2000 to December 31, 2009
amounting to SR 41 billion have been transferred from the liability to Saudi Aramco to non-current
government liabiity.

{(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 account (refer to Note 1),

11, ACCRUALS AND OTHER PAYABLES

2011 2019

SR’000 SR000
Accrued expenses 3,631,647 3,386,288
Accrued employees’ benefits 370,139 347,162
Dividends payable * 339,940 329,530
Accrued Murabaha on loans 82,389 125,292
Other 181,827 213,946
4,605,942 4,402,218

* Dividends payable as of December 31, 2011 include unclained cash dividends declared by Saudi Consolidated
Electricity Company prior to merge amounting to SR 91.5 million (2010: SR 93.8 million).

- 18 -




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS - (continued)
FOR THE YEAR ENDED 31 December 2011

12. ZAKAT

The major elements of zakat base are as follows:

2011 2010
SR SR
Net income befor zakat 2,213,159 2,279,088
Add: Zakat adjustment (12,296,312) {8,440,903)
Net adjusted loss (10,083,153) (6,161,815)
Zakat base is calculated as follows:
2011 2010
SR SR
Capital 41,665,938 41,665,938
Net adjusted loss (10,083,153) (6,161,815)
Retained reserves 1,869,353 1,640,044
Retained earnings 7,123,345 5,071,166
Retained allowances 7,050,373 6,761,296
Long term loans and sukuk 36,816,001 30,821,707
Government loans 67,891,719 18,688,060
Consumers deposits, government liabilities and contractors accruals 2,558,748 2,730,762
Total 154,892,324 101,217,158
Deduct:
Fixed assets and construction worlc in progress, net (131,259,163) (107,525,831)
Difference on fixed assets for previous years (41,576,007 (32,287,433)
Long ternt investiments (2,406,042) (2,296,850}
Material and spare parts inventories (4,218,393) (4,563,909)
Zakat base {negative) (24,567,286) (45,456,865)

Zakat has not been provided for during the year ended 31 December 2011 because of the net adjusted loss and zakat
base is negative.

The final zakat assessments raised by the Department of Zakat and Income Tax (DZIT) for the period fiom 5 April
2000 (Date of Merger) to 31 December 2001 and for the year 2002 show zakat differences of SR 13 million, due to
the DZIT’s computation of zakat on differences due from Aramco on revenue from its residential facilities on which
electricity is calculated based on industrial tariff instead of commercial tariff. The Company has not reflected those
difference in these financial statements; believing that this claim will never be settled because zakat will never be
paid on unearned income and not recorded in the Company’s accounts. The Company has received the final
assessments for the years 2003 to 2008 which showed zakat differences of SR 24.5 million for the years 2003 and
2004. The Company filed an appeal against these differences which is still pending, The Company filed its zakat
returns for the years 2009 to 2010 and are still under review by DZIT.
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Saudi Electricity Company
(A Saudi Jomnt Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (Continued)
FOR THE YEAR ENDED 31 December 2011

13. LONG-TERM LOANS
2011 2010
SR’0006 SR'000
At the beginning of the year 11,821,707 7.340,257
Withdrawal during the year 6,084,670 5,594,548
Repayments during the year (1,191,489) (1,113,098)
At the end of the year 16,714,888 11,821,707
Less: Current portion {3,133,100) (1,189,317)
13,581,788 10,632,390
The maturities for the next years as of December 31 are as follows:
2011 2010
SR’060 SR'000
Between one and two years 1,468,000 1,017,783
Between two and three years 1,468,000 1,123,000
Between three and four years 1,468,000 1,123,000
Between four and five years 1,468,000 1,123,000
After five years 7,709,788 6,245,607

(a)

(b)

(c)

{d)

13,581,788 10,632,390

On 28 July 2008, the Company obtained a sharia-compliant loan for SR 6 billion from syndicates of local
banks which has been fully withdrawn. The loan is repayable over 22 semi-annual installments starting 3
November 2009. The loan balance amounted to SR 4.6 billion as of 31 December 2011 (2010: SR 5.2
billion}. The loan is subject to certain financial covenants in which the Company was compliant with as at
31 December 2011.

The Company agreed with U.S. Export-Import Bank, and the Export Development Bank of Canada on 21
June 2009 and signed a financing agreement on 27 January 2010, whereby the Company will receive a
direct loan amounting to US$ 1.1 billion equivalent to approximately SR 4,1 hillion which has been fully
withdrawn. The loan is repayable within 12 years in 24 semi-annual installments starting 25 May 2010, The
loan balance amounted to SR 3.4 billion as of 31 December 2011 (2010: SR 3.8 billion).

On 13 July 2009, the Company signed a financing agreement with the Public Investments Fund whereby
the Company will receive a direct loan of SR 2.6 billion which has been fully withdrawn. The loan is
repayable within 15 years in 24 semi-annual installments. The loan balance amounted to SR 2.6 billion as

of31 December 2011 (2010: SR 2.6 billion).

On 13 December 2010, the Saudi Electricity Company signed an agreement with a syndicate of [ocal
banks, whereby the Company will obtain a sharia - compliant loan of SR 3 billion, repayable over 26 semi-
annutal instaltments within 24 months after the date of signing the agreement. The loan balance amounted to
SR 0.5 billion as of 31 December 2011 (2010: SR Nil).
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 3! December 2011

13, LONG-TERM LOANS - (continued)

{e) On 12 March 2011, Saudi Electricity Company signed an agreement with Tokyo-Mitsubishi Bank, whereby
the Company will receive a loan amounting to US$ 0.5 billion equivalent to SR 1.9 billion, which has been
fully withdrawn, The loan is repayable fully at one installment within 12 months from the first withdrawal.
The agreement allows the Company to extend the original maturity date of loan for [2 months. The loan
balance amounted to SR 1.9 billion as of 31 December 2011 (2010: SR Nil).

(f) On 22 June 2011, the Company signed an agreement with Export and Import, France, The Company will
receive a loan amounting to US$ 989.1 million equivalent to SR 3.7 billion which had been fully
withdrawn, The loan is repayable within [2 years in 24 semi-annual installments starting 11 January 2012,
The loan balance amounted to SR 3.7 billion as of 31 December 2011 (2010:SR Nil).

Long term loans mentioned above are used to finance the construction work In progress projects. These foans are
secured by promissory notes signed by the Company at the nominal amount of the loan plus the interest payments
and/or Murrabaha Margin.

The Company has an unutifized credit facilities with local banks amounting to SR 1 billion as at 31 December 2011
(2010: SR 1 billion),
14. SUKUK

The outstanding Sukuk as of 31 December 2011 are as follows:

Issue Date of issue Par value Total issued amount Maturity date
Sulouk 1 23 July 2007 SR 500.000 SR 5 Billion 2027
Sukuk 2 6 July 2009 SR 100.000 SR 7 Billion 2029
Sukuk 3 10 May 2010 SR 10,000 SR 7 Billion 2030

The above Sukuk have been, issued at par value with no discount nor premium. The Sukuk bear a rate of return at
SIBOR plus a margin payable quarterly from the net income received from the Sukuk assets held by the Sukuk
custodian “Electricity Sukuk Company”, a wholly owned subsidiary of the Company.

The Company has undertaken to purchase these Sukuk from Sukuk Lolders at dates specified in prospectus. For each
purchase date, the Company shall pay an amount equal to 10% of the aggregate face value of the Sulkuk as bonus to
the Sukuk holders. The purchase price is determined by multiplying Sukul’s par value at the percentage shown
against the purchase date, as follows:

Percentage

W% 60% 30%
Issue First purchase Second purchase Third purchase

date date date
Sukuk 1 2012 2017 2022
Sukuk 2 2014 2019 2024
Sukuk 3 2017 2020 2025
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

15, EMPLOYEES’ INDEMNITIES

2011 2010
SR000 SR000
Provision for end-of-service indemnities 4,536,870 4480977
Savings program 301,639 209,241
4,838,509 4,690,218
16. DEFERRED REVENUES, NET
2011 2010
SR000 SR'000
At the beginning of the year 16,736,945 14970,527
Proceeds from connection tariff services during the year 5,138,675 2,963,512
Electrical connection tariff (1,406,045} (1,197,094)
20,469,575 16,736,945
17. LONG-TERM GOVERNMENT PAYABLES
a) Accounts payable for fuel for the period from 5 April 2000 to 31 December 2009 amounting to SR 41

billion have been reclassified from current liabilities to non-current labilities (fong-term governmental
payables) pursuant to the Ministerial minutes of meeting dated 15 Jumada Awal 1427H and 6 Safar 1433H
based on the Ministerial Resolution number 277, which resolved to transfer the Company's liability of
Saudi Aramco to the account of the Ministry of Finance (note 10-a).

b} During the fourth quarter of year 2010, the Company transferred certain transmission and distribution
network assets located in Jubail Industrial City from Royal Commission for Jubail and Yanbu to the
Company with a net book value amounting to SR 744 million. This liability has been recorded as long term
governnient payables. The pre-merger accumulated depreciation estimated to be SR 244 million has been
recorded as due from govermment and included within prepayments and other receivables {note5). These
transactions have been accounted for retroactively (note 30).
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

18.

(a)

(b)

(c}

19,

GOVERNMENT LOANS

Pursuant to the Ministerial resofution number 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 of meetings signed by his HE
the Minister of Industry and Electricity and HE the Minister of Finance and National Economy dated
Jumada Thani 27, 1418H corresponding to October 29, 1997, The net difference payable to the
Government by the Company, as determined at the close of the business day preceding the issuance of the
Royal Decree for the incorporation of the Company, is considered a long-term non-interest bearing loan
(soft 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 revisited later on subject to the financial condition of the
Government and the Company.

The minutes of the meeting held on Rajab 21, 1422H between the Minister of Industry and Flectricity and
the Minister of Finance and National Economy in which the initial amount of the Government loan was
determined, states that the final settlement of Government accounts will be subject to the reconciliation for
the claims of the Company 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
anmounts 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
amounted to SR 14,9 billion.

The Council of Ministers approved in its meeting held on Monday 12 Jumada Awal 1431H corresponding
to 26 April 2010 to grant the Company a non-interest bearing loan (soft loan) 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 Ministty of Finance and the Saudi Electricity
Company. The agreement was signed on 15 Ramadan 1431H, corresponding to 25 August 2010 and an
amount of SR 11.3 billion from this loan has been withdrawn as at 31 December 201 1. The Company has
recognized the amount received from the government loan above discounted at its present value as per the
accounting policies in Note (2).

The Council of Ministers approved in its meeting held on Monday 11 Rajab 1432H corresponding to I3
June 2011 to grant the Company a non-interest bearing loan (soft loan) amounting to SR 51.1 billion,
repayabie over 25 years, The loan will be paid to the Company within 5 years in accordance with an
agreement that will be prepared for this purpose between the Ministry of Finance and the Saudi Eleciricity
Company. No amounts have been withdrawn from this loan as at balaice sheet date.

DERIVATIVES

The Company entered info interest rate hedging contracts with several banks to hedge the fluctuation of interest rates
on loans for an amount of SR 3.4 billion on 31 December 2011 which includes a US Dollar portion representing
approximately 15% of the national amount. The hedging contracts are based on the swap between the Company and
the banks of fixed rates against floating rates on the original loan amounts every six-months,

The Company signed forward exchange cnrrency agreements with local banks aiming to fix the Euro exchange rate
against the U.S. Dollar exchange rate to cover the Company’s future commitnents and protect thein from currency

rate fluctuations.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

20. SHARE CAPITAL

The share capital of the Company is SR 41,665,938,150 divided into 4,166,593,815 shares with a par value of SR 10
each and is held as follows:

Ownership

Number of shares percentage
Govermnment 3,096,175,320 74.31%
Saudi Aramco 288,630,420 6.93%
Other shareholders 781,788,075 18.76%

4,166,593,815 100%

21, GENERAL RESERVE

General reserve consists of the balances of the reserves amounting to SR 213,668 Thousands that were reflected in
the books of the Saudi Electricity Company at the date of the merger, and investment income from electricity fund
of SR 294,976 as well as the collections of surcharge from individuals subsequent to December 31, 2001 amonnting
to SR 29,699 thousand up to Decetnber 31, 2011 (2010: SR 27,533 thousand). The total general reserve amounted to
SR 538,343 thousand as at December 31, 2011(2010: SR 536,177 thousand).

22, OPERATION AND MAINTENANCE EXPENSES

2011 2010

SR’000 SR000

Generation  Transmission  Distribution Total Total
Employees’ expenses and benefits 1,288,171 910,581 2,365,486 4,564,238 4,022,932
Materials 712,916 109,954 234,539 1,057,409 1,113,808

Operation and maintenance

(contractors) 405,862 109,593 372,263 887,718 703,413
Provision for doubtful receivables - - 121,724 121,721 257,564
Provision for stow moving inventory 36,740 8,070 10,950 55,760 9,490
Municipality fees - - 436,969 436,969 394,083
Others 875,341 84,060 355,061 1,314,462 1,251,653
3,319,030 1,222,258 3,896,989 8,438,277 7,752,943
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Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

23. GENERAL AND ADMINISTRATIVE EXPENSES

2011 2010
SR'000 SR°000
Employees’ expenses and benefits 230,489 264,407
Materials 41,410 37,521
Provision for slow moving inventory 7,200 1,690
Others 81,136 85,454
360,235 389,072
24, OTHER INCOME AND EXPENSES, NET
2011 2010
SR’000 SR'000
Gain on disposal of fixed assets 25,860 97,833
Penalties 172,969 118,747
Share in net loss of investee companies accounted for under the
equity method (Note 7-d) (45,747) (21,670}
Sale of tender documents 28,952 27,063
Others, net 224,715 206,715

406,749 428,688

235, DIVIDENDS

In accordance with the Company’s by-laws, dividends of at {east 5% of paid in capital, net of reserve, should be
distributed to shareholders, with due care to the provisions of the Council of Ministers’ Resolution No, 169 dated 11
Sha’aban 1419H, whereby the Government has waived its share from the distributed dividends for a period of ten
years from the date of the Company’s formation, provided that dividends do not exceed 10% of the par value of the
shares. In cases where the distributiou exceeds 10% of the shares’ par value, the Government’s share shall be treated
similar to the share of other shareholders. The Government has agreed to extend this waiver for another ten years
commencing from 30 Thul Hijja 1430H, based on the Council of Ministers’ Resolution No. 327 dated 24 Ramadan

1430H.

The General Assembly, in its meeting held on 4 April 2011, approved the distribution of cash divideuds for 2010
individuals shareholders amounting to SR 547 million (SR 0.7 per share) representing 7% of the par value per share

{2009: SR 547 million),

The board of directors in its meeting held on 19 February 2012, proposed to distribute cash dividends for 2011 to
individuals shareholders amounting to SR 547 million. (SR 0.7— per share), representing - 7% of the par value per
share. These are subject to the approval of the Company’s general meeting.
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Saudi Electricity Company
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NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

26.

BOARD OF DIRECTORS? REMUNERATION AND ALLOWANCES

The expenses and allowances attributahle to attending the board of directors meetings and other subcommittee
meeting for the year amounted to SR 605 tbousand (2010: SR 625 thousand).

The general meeting has approved in its meeting held on 4 April 2011, board’s remuneration for 2010 anounting to
SR 0.8 million to be disbursed from retained earnings (2009: SR 0.8 million).

The board of directors in its meeting held on 19 February 2012, proposed board’s remuneration of SR 0.7 million
after the distribution of dividends to individual shareholders not less than 5% of the share capital. This is subject to
general meeting’s approval,

27.

RELATED PARTIES TRANSACTIONS

The Company provides electricity power to governniental agencies, ministries and Saudi Aramco. The
tariff applied are approved by the Council of Ministers and ave similar to these applied to other subscribers,
except for the tariff used for Saline Water Conversion Corporation (SWCC) for which a government
resolution was issued. As for the residential property of Saudi Aramco, the Company believes that these
should be charged with the commercial tariff. However, Saudi Aramco has objected to this tariff and is
settling the electricity sales for all such properties based on the industrial tariff which resulted in a
difference of SR 1,831 million from the Company’s inception to 31 December 2011(SR 1,745 million from
the Company’s inception to 31 December 2010). These differences have not been reflected in these
Tinancial statements, The Council of Ministers has issued the Resolution Number 114 dated 10 Rabi Thani
1430H to end this dispute and to charge Saudi Aramco on the basis of the residential and commercial tariff
instead of industrial tariff. The Electricity and Co-generation Regutatory Authority will have to specify the
residential and commercial enterprises of Saudi Aramco and to identify the concerned party to handle the
cost of construction, maintenance and operation for power stations, transformers, distribution networks.
Accordingly, Saudi Flectricity Company, Saudi Arameco and the regulator (The Eleciricity and Co-
generation Regulatory Authority) held several meetings to settle this matter.

In addition, the Company purchases fuel from Saudi Aramco and electricity from Saline Water Conversion
Corporation at rates stipulated for in governmental resolutions. Also, fees are charged for municipalities on
electricity power sales.

The significant transactions and related approximate balances are as follows:

2011 2010
SR’000 SR000

Sales
Government 7,150,973 6,927,911
Saudi Aramco 1,490,989 1,318,150
Saline Water Conversion Corporation 194,021 164,988

8,835,983 8,411,049
Purchases and Others
Saudi Aramco 5,514,247 5,591,878
Saline Water Conversion Corporation 573,407 626,641
Municipalities fees 436,969 394,083

6,524,623 6,612,602

=26 -




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 December 2011

28. CONTINGENT LIABILITIES

a. There is a dispute between the Company and Saudi Aramco for handling crude oil fees. The disputed
amount since the Company’s inception on 5 April 2000 to 31 December 2011 amounted to approximately
SR 2,886 million(2010; SR 2,472 million), The Company’s management believes that there will be no
liability on the Company based on the Royal Decree Number M/8 dated 25 Rajab 1415H as this maiter was
not discussed by the Ministerial Committee formed by the Royal Decree referred to above. Accordingly,
the difference has not been recorded in the Company’s books. In addition, Saudi Aramco is supplying the
Company with light fuel oil rather than heavy fuel oil to one of its stations. This has resulted in an
accumulated difference of SR 858 million {2010: SR 566 million) not accounted for in the Company’s
books.

b. Saudi Aramco has also a claint for the settlement of its share in the annual dividends since inception to 31
December 2010, estimated at SR 1,937 million. The Company believes that Saudi Aramco has no right for
this claim during the first 20 years of its formation being wholly owned government agency and
accordingly, is governed by the Ministerial Resolution No. 169 dated 11 Sha’aban 1419H and Council of
Ministries Resolution No, 327 dated 24 Ramadan 1430H, extending the Government’s waiver of its rights
in the dividends distributed by the Sandi Electricity Company for another ten years.

c. The Company has provided guarantees to certain commercial banks against its share for financing a loan
granted to some of its investee companies. The guarantee amounted to US$ 117 nillion, equivalent to SR
440 million as at 31 December 2011 {2010: US$ 112 million, equivalent to SR 419 million). In addition,
the Company has provided a guarantee for the Department of Zakat and Income Tax amounting to SR 13
million (2010: SR 13 million).

d. The company is contingently liable against outstanding letters of credit amounting to SR 0.30 million as of
the balance sheet date (2010: SR 63 million).

29, ELECTRICITY SALES

Electricity sales increased mainly due to the increase in the quantity of power sold, in addition to tariff adjustment
on governmental, commercial and industrial classes starting 1 July 2010,

30, PRIOR YEARS ADJUSTMENTS

At the end of the first quarter of year 2011, the Company has evaluated the derivative financial instruments of the
hedging contracts related to fixed versus floating interest rate swaps. Consequently, the opening balances of the
sharcholders® equity change in fair value of hedging contracts - were adjusted by SR 388 million as of 1 January
2011 and by SR 472 million as of ! January 2010.

As set in note (17), The Company transferred certain transmission and distribution network assets in Jubail
Industrial City, owned by the Royal Commission for Jubail to the Company’s retroactions, which resulted in
adjusting the opening balances of retained earnings and statutory reserve for the year ended 31 December 2010.

31 CAPITAL COMMITMENTS

These comprise the unexecuted portion of capital contracts conducted by the Company for the erection and
installation of power plants and other assets approximately amounting to SR 48,073 million (2010: SR 63,961
million). It is anticipated that these contracts to be completed between one to three years,
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FOR THE YEAR ENDED 31 December 201 ]

32, RISK MANAGEMENT

Financial instruments included in the balance sheet consist mainly of cash and cash equivalents, accounts receivable
other assets, bank loans, account payable, accrued liabilities and other non-current liabilities.

Credit risk

Credit risk is the risk that one party will fail to discharge an obligation and will cause the other party to incur a
financial loss. The Company has proper diversification as of credit risk. Cash is substantially placed financial
institutions with sound investment grade credit ratings. Trade accounts receivable are shown, net of provision for

doubtfill debts..

Commission rate risk

Commission rate risk is the risk that the value of financial instrument will fluctuation due to changes in the market
commission rates. The Company has no long-term assets conunission bearing assets, but has liabilities associated
with commission rates as of December 31, 2011. The Company manages its floating-rate foans through the use of
conunission rates hedging agreements, which have the economic effects to transfer the interest on the loans from

floating to fixed rate,

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in raising funds to meet commitments associated
with financial instruments. Liguidity risk may result from an inability to sell a financial asset quickly at an amount
close to its fair value. The Company managers liquidated risk by monitoring them regulating to ensure that
sufficient funds are available to meet its future liabilities.

Currency risk
Currency risk is the risk that the value of financial instruments will fluctuate due to changes in foreign exchange rates.
The management monitors the fluctuations in currency exchange rates and charge the results to financial statements

accordingly.

Fair value risk

Fair value is the amount for which an asset could be exchanged, or a liability settled between knowledgeable willing
parties in an arm’s length transaction. As the Company’s financial instruments are prepared under the historical cost
convention, differences can arise between the carrying values and fair value estimates. Management believes that the
fair values of the Company’s financial assets and liabilities are not materially different from their cairying values.

33. FUTURE RESTRUCTURE FOR THE COMPANY’S ACTIVITIES

The Company is currently considered as one operating unit with overlapping activities. Its main operating activities
are divided into generation, transmission and distribution activities .These activities complement each other in
delivering electricity to the consumer. The company’s revenue is currently recognized from selling electricity to the
end consuiner based on the official Tariff set by the government .The company is currenily working on developing
prices between the activities of generation ,transmission and distribution. The National Electricity Transmission
Company was established (has started its operation on January 2012). The Company has also a plan to split its
principal activities to different independent entities and therefore revenues and expenses will be specified for each
entity by itself upon completion of separation. The Company’s operations and consumers are based in the Kingdom
of Saudi Arabia.

34. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform with the current year’s presentation.
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FOR THE YEAR ENDED 31 December 2011

35, SUBSEQUENT EVENTS

The Company has completed the procedure of the registration and incorporation of National Electricity
Transmission Company — wholly owned company which started it operations on 1 January 2012 by transferring all
Company’s related transmission activities to it.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 2012
(In Thousands Saudi Riyals)

Note
ASSETS
CURRENT ASSETS
Cash and cash equivalents 4
Receivables from electricity consumers and accrued revenues, net 5
Prepayments and other receivables, net 6
Inventories, net 7
TOTAL CURRENT ASSETS
NON-CURRENT ASSETS
Loan 1o an associated company
Equity investments in companies and others 3
Construction work in progress 9
Fixed assets, net 10
TOTAL NON-CURRENT ASSETS
TOTAL ASSETS
LIABILITIES AND SHAREHOLDERS® EQUITY
CURRENT LIABILITIES
Accounts payable il
Accruals and other payables 12
Short term loans and curient portion of long-term loans 14
Sukulk 15
TOTAL CURRENT LIABILITIES
NON-CURRENT LIABILITIES
Long-term loans 14
Sukuk 15
Employees’ indemnities 16
Deferred revenues, net 17
Consumers’ refundable deposits
Government loans 18
Long-term Government payables 19
Change In fair value of hedging contracts 20
TOTAL NON-CURRENT LIABILITIES
TOTAL LIABILITIES
SHAREHOLDERS’ EQUITY
Share capital 21
Statutory reserve
General reserve 22
Retained carnings 26/30
Net change in fair value of hedging contracts 20

TOTAL SHAREHOLDERS' EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

The accompanying notes form an integral part of these consolidated financial statements.

2012 2011

3,045,786 7,306,624
13,427,260 12,027,200
5,193,853 4,853,625
5,821,473 5,562,850
27,488,372 29,750,299
365,500 365,500
2,190,812 2,404,542
39,889,549 22,260,811
168,652,100 158,673,259
211,097,961 183,704,112
238,586,333 213,454,411
34,509,177 26,241,202
4,735,729 4,605,942
1,468,000 3,133,100

- 5,000,000
40,712,906 38,980,244
12,196,986 13,581,788
20,562,990 14,000,000
5,168,181 4,838,509
22,289,701 20,469,575
1,453,806 1,367,628
23,374,496 18,845,211
58,487,223 49,046,508
370,748 431,870
143,904,131 122,581,089
184,617,037 161,561,333
41,665,938 41,665,938
1,810,599 1,554,492
540,330 538,343
10,323,177 8,566,175
(370,748) (431,870)
53,969,296 51,893,078
238,586,333 213,454,411
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Saudi Electricity Company
(A Saudi Joint Stock Company)

CONSOLIDATED STATEMENT OF INCOME
FOR THE YEAR ENDED 31 DECEMBER 2012
(In Thousands Saudi Riyals)

Note 2012 2011

OPERATING REVENUES
Electricity sales 31,101,888 28,280,494
Meter reading, maintenance and biils :

preparation tariff 937,529 883,059
Electricity connection tariff 17 1,515,790 1,330,533
Other operating revenues 91,052 75,512
TOTAL OPERATING REVENUES 33,646,259 30,569,598
COST OF SALES
Fuel (6,228,717) (5,771,379)
Purchased energy 29/c (4,565,148) (4,256,237)
QOperations and maintenance 23 (8,726,637) (8,238,710)
Depreciation - Operations and maintenance 10 (10,522,344) (9,601,779)
TOTAL COST OF SALES (30,042,846) (27,868,105)
GROSS PROFIT FOR THE YEAR 3,603,413 2,701,493
General and administrative expenses 24 (390,448) (434,537)
Depreciation - General and administrative 10 (313,537 (335,281)
INCOME FROM OPERATING ACTIVITIES 2,899,428 1,931,675
Human recourses productivity improvement program 16/a (634,268) (125,265)
Other income and expenses, net 25 295,906 406,749
NET INCOME FOR THE YEAR 2,561,066 2,213,159
EARNING PER SHARE (SR):
From operating activities for the year 0,7 0.46
From net incoine for the year 0,61 0.53

The accompanying notes form an integral part of these consolidated financial statements.
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Saudi Flectricity Company
(A Saudi Joint Stock Company)

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 3 DECEMBER 2012
(In Thousands Saudi Riyals)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income for the year

Adjustments to reconcile net income for the year with net
cash from operating activities:

Provision for doubtful receivables

Provision for slow-moving inventories

Share in investees” net losses

Depreciation

Gain on disposal of fixed assets, net

Employees’ indemnities, net

Changes in operating assets and liabilities:

Receivables from electricity consumers and acerued revenues
Prepayments and other receivables

Inventories

Accounts payable

Deferred revenues, net

Accruals and other payables

Net proceeds and payments from customers' refundable deposits

Net cash from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Equity investment in companies and others

Fixed assets and construction work in progress
Proceeds from sate of fixed assets

Proceeds from other investments

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Government loans

Net (repayment) proceeds from long-term loans

Net proceeds from Sukuk

Dividends paid to shareholders and Board of Directors’ remuneration

Net cash from financing activities

NET CHANGE IN CASH AND CASH EQUIVALENTS
DURING THE YEAR
Cash and cash equivalents, beginning of the year

CASH AND CASH EQUIVALENTS, END OF THE YEAR

Non-cash transaction:
Change in fair value of hedging contracts

2012 2011
2,561,066 2,213,159
252,483 121,721
171,322 62,960
63,729 45,747
10,835,881 9,937,060
(85,556) (25,860)
329,672 148,291
(1,652,543) (2,183,914
(340,229) (1,218,389)
(429,945) 79,076
8,267,975 4,365,159
1,820,126 3,732,630
116,519 195,481
86,178 72,186
21,996,678 17,545,307
150,000 (150,939}
(38,466,266) (29,205,430)
108,362 33,332
- 1,000
(38,207,904) (29,322,037)
13,970,000 7,500,000
(3,049,902) 4,893,181
1,562,990 -
(532,700) (537,603)
11,950,388 11,855,578
(4,260,838) 78,848
7,306,624 7,227,776
3,045,786 7,306,624
61,122 (43,942)

The accompanying notes form an integral part of these consolidated financial statements.

-4 -




[ml

96T°696°CS

"SJUSWS)ESS [RIOURUIY PAYRPIOSUOD 253} JO Hed [2I3UI UR WI0f $3)0u sutAueduiodde sy

®FL0LE) LLT*ETE 0T 0£C0FS 6650181 8E6'S99°TH
- - (£0T°9S7) - LOT9ST -
L86T - - LB6T - -
[AAM L TI19 - - - -
990°195°T - 990°T195°T - - -
soL) - (s0.) - - -
(ZST°Lys) - (ZST'L¥S) - - -
8L0°€68°15 (0Lg'15t) SL1°995°8 cpe'ges [ a25 0! 8S6°S99° 1Y
- - (91£°122) - 91€ 12T -
99[°C - - 991°T - -
(cre'ch) (Tre'sr) - - - -
6S1°€1T°T - 651°CITT - - -
(19.) - (1sL) - - -
(TsTLYS) - (ZsT'LyS) - - -
80.°697°05 (876°L85) SPETTIL LLT'95S LT EEET 8£6°699 1t
(826°L80) (876°L8S) - - - -
9£9°2.59°0S - SYETTIL LLI9ES 9LTCEE"T 8E6°599°TH
g 120411400 sBupina BA4ISAL [DAIUDL) EAFEL [oudeo aanyQ
BurBpay dof paun1ay Lomimg

ana 4inf ul a3uny )

[£4

LT
9T

[/

LT
9T

0¢

ANON

7107 Iaquoa [£ Je se aoue[eg

213594 AI0IMIE)S 0] JJSUBIT

S[ENPIAIPUE WO P303[[09 93] AJIOINe3[3 JO Jusunsnipy
SI0e1U0d FulSpay Jo anjeA Irg] uf 23ueyD JaN

1e34 91 10] WOV JaN

1102 0] UolEHUMUS] SIG1091(] JO pleog

1102 10J S12p[OyRIRYS O} SPUSPIALC]

CI0T 12qu=a0(q [¢ pIpuy 183X 2] 104

110Z 12quus0a(] | € 18 S& adue[eqg

2Ada531 AI0IN1E]S O] IJSUBRLY,

S{ENPIAIPUL WO P109][02 23] AI2L023]3 Jo Juawysnipy
$PeRUcd SWISpay Jo oNjeA 1Y Ul 95uRyD JaN]

Ieak 2y I0J SWOSUI 18N

0107 10} UCHERUNUIAI SICIOAIK] JO pieog

0107 1oJ sIapjoyareys 03 Spuaplalqg

peisnipe - 1[(Z Alenue[ | Je se soue[eg

sjusunsnipe sieak ony
siususnipe a1ofaq -1 107 AlBnue [ 1€ Se sdue[eg
TTOT 12quada(] [£ papuy 163X Y[, 109

(sTeAry 1pneg spuesnotT, uy)
Z10Z dH9WHDHA 1¢ JdANT ¥vVHA HL Y04

ALINOH SYAATOHTIVHS NI SHONVHD 10 INANAIVIS AALVATTOSNOD

(Auedwoy) 319015 juIO[ IPNES V)
Auedwio)) A1o1no9 1pnes



Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

L

ORGANIZATION AND ACTIVITIES

The Saudi Electricity Company “the Company” was formed pursuant to the Council of Ministers’
Resolution Number 169 dated 11 Sha’ban 1419H corresponding to 29 November 1998, which reorganized
the Electricity Sector in the Kingdom of Saudi Arabia by merging the majority of the local companies that
provided electricity power services (10 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 related to the Ministry of Industry and Electricity (11 operating projects that covered various
areas in the north of the Kingdom) in Saudi Electricity Company.

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

The Company is a tariff regulated company. Electricity tariffs are determined by the Council of Ministers
based on recommmendations from the Electricity and Co-generation Regulatory Authority {the Authority)
which was established on 13 November 2001 according to Council of Ministers® Resolution No. 169 dated
11 Sha’aban 1419H. The change on tariff was made through the Council of Ministers Resolution Number
170 dated 12 Rajab 1421H and was effective from 1 Sha’aban 1421H corresponding to 28 October 2000
whereby the tariff on the highest bracket was set at a rate of 26 Halala per Kilowatts/hour.

This was further amended by the Council of Ministers in its Decision Number 333 dated 16 Shawwal
1430H, corresponding to 5 October 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 26 Halala for
each kilowatt per hour, taking into consideration, among other matters, the electrical consumption at peak
times. This tariff was implemented starting 19 Rajab 1431H, corresponding to 1 July 2010.

According to the Company's bylaws, the Company's financial year begins on Ist January and ends on 31st
December from each Gregorian year.




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

1. ORGANIZATION AND ACTIVITIES — (continued)

Following are the list of subsidiaries included int these consolidated financial statements:

Ownership
Percentage
Country of (direct &

Nume of Subsidiary incorporation | indirect) Business Activity
National Electricity Saudi Arabia [00%  [Transmission power from generating stations to
Transmission Company distribution network and operating and maintenance of
~ electricity transmission system
Electricity Sukuk Saudi Arabia 100%  [Provide services and support needed in relation of
Company issuing bonds and Sukuk by Saudi Electricity Company
Dawiyat Telecom Saudi Arabia 100%  |Establishing, leasing, managing and operating
Conmpany lelectricity and fiber optic networks to provide
telecommunications services
Motjan for Electricity Saudi Arabia 100%  |[Establishing, developing, ownership, operating and
Production Company maintenance of Rabigh project for Electricity
(under formation) production
Saudi Electricity Global [Cayman Islands 100%  [Provide services and support needed in relation of
Sukuk Company issuing bonds and Sukuk by Saudi Electricity Company

2. BASIS OF CONSOLIDATION

The Company starts consolidating the financial statements of National Electricity Transmission Company
and other subsidiaries during the vear ended 31 December 2012, The Company decided to separate the
transmission sector and transfer its refated operating assets and operations to National Electricity
Transntission Company which started its operations in 1 of January 2012, therefore these consolidated
financial statements for the year ended 31 December 2012 includes the assets, liabilities and operating
results of the Company and its subsidiaries (the “Group™) mentioned in note (1) above “consolidated
financial statements”.

A subsidiary company is that in which the Company has directly or indirectly a long term investment
comprising an interest of more than 50% in the voting capital or over which it exercises practical control. A
subsidiary company is consolidated from the date of which the Company obtains control until the date that

control ceases,

The Group’s intercompany balances and transactions have been elimninated in these consolidated financial
statements.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying consolidated financial statements have been prepared in accordance with the
Accounting Standards issued by the Saudi Organization for Certified Public Accountants (SOCPA). The
significant accounting policies adopted are as follows:

Accounting Convention
The consolidated financial statements are prepared under the historical cost convention except for the

measurement of fair value of investments, derivative financial instruments and government loans (received
after 1 January 2009).




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES —(continued)

Accounting estimates

The preparation of the consolidated financial statements in conformity with generally accepted accounting
standards requires the use of estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenues and expenses during the reporting year. Although these
estimates are based on management's best knowledge of current events and actions at the reporting date, the
actual results ultimately may differ from those estimates.

Cash and cash equivalents
Cash and cash equivalents include cash on hand and at bank balances, time deposits, and other investments
which are convertible into known amounts of cash with maturities of three months or less from the date of

deposit.

Electricity consumers receivables
Electricity consumer receivables represent the amount not collected from the consumers at the consolidated

balance sheet date, and are shown net of provision for doubtful receivables.

Inventories
Generation, transmission, distribution and other materials and fuel inventory are stated at lower of cost or

market value and calculated using the weighted average cost, net of provision for slow moving and obsolete
items.

Inventory items that are considered an integral part of the generation plants, transmission and distribution
networks, and other facilities such as strategic and reserve materials, are included in within fixed assets.

Investments

Investments in companies' equity

Investments in companies of which the Group hold at least 20% of interest are accounted for using the
equity method, whereby the investment is initially stated at cost, adjusted thereafter by the post acquisition
change of the Group's share in the net assets of the investee company. The Group's share in the results of
these Companies is recognised in consolidated statement of income when investees' financial statements are

issued.

Investments of less than 20% of share capital of unquoted Companies are stated at cost is considered as fajr
value. Income fromn these investments is recognised in consolidated statements of income when dividends
are declared by the investee companies.

Investments held to maturity

Investments that are acquired with the intention of being held to maturity are carried at cost (adjusted for
any premium oy discount), less any other than temporary decline in value. Such investmients are classified
as non-current assets with the exception of honds which mature during the next fiscal year, which are
classified as current assets. Income from these investments is recognized in the consolidated statement of

income when realized.




Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (continued)

Fixed asseis

Fixed assets are stated at historical cost and, except for land, are depreciated over their estimated
operational useful lives using the straight line method. Cost includes the cost of acquisition from supplier,
direct labor, indirect construction costs, and borrowing costs up to the date the asset is placed into service,
Costs of fixed assets sold or otherwise disposed off and related accumulated depreciation are removed from
the accounts at the date of the sale or disposal. The resulting gain or {oss is recognized in the consolidated
statement of income.

Expenditure for repair and maintenance are charged to the consolidated statement of income, Betterments
that increase the value or materially extend the life of the related assets are capitalized.

The estimated operational useful lives are as follows:

Buildings 20 to 30 years
Generation plant, equipment and spare parts 20 to 25 years
Transmission network, equipment and spare patts 20to 30 years
Distribution network, equipment and spare parts 15 to 25 years
Other assets 4 t0 20 years

Impairment of noncurrent assets

The Group conducts periodic review of the carrying amount of its non-current assets to determine whether
there is any evidence that those non-current assets have suffered an impairment loss, If such evidence
exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment
loss. Where it is not possible to estimate the recoverable amount of that asset, the Group 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 thav its carrying
amount, the carrying amount of the asset (cash-generating unit) is reduced to its recoverable amount.
Intpairment losses are immediately recognized as an expense in the consolidated statement of income.

Where an impairment loss subsequently reverses, the carrying amount of the asset {cash-generating unit) is
increased to the revised recoverable amount, provided that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognized for the asset
(cash-generating unit) in prior years. A reversal of an impairment loss is recognized as income immediately
in the consolidated statement of income,




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (continued)

Capitalization of borrowing costs

Net borrowing cost which represents finance charges on long-term loans and any other finance costs
charged to the Group net of any commission income for the year, is capitalized on all significant projects-
in-progress with significant amount that require long period of time for construction. The borrowing cost
capitalized on each project is calculated using the capitalization rate on the average amounts incorred on
each project in progress.

Fixed-term government loan

The fixed-term governmient loan is recognized at present value using an estimated discount rate for Group’s
borrowing (for loans received after 1 January 2009). The difference between the amount received and the
present value is recorded as deferred revenues (government prant) and presented under long-term
government payables caption and recognized over the remaining years of the loan against the
corresponding expenses.

Derivative financial instruments and hedge accounting

The Group uses derivative financial instruments to hedge its cash flow exposures to interest rates. Such
derivative financial instruments are initially recognised at fair value on the date on which a derivative
contract is entered into and are subsequently remeasured for any changes in its fair value. Derivatives are
carried as financial assets when the fair value is positive and as financial Habilities when the fair value is

negative.

Aury gains or losses arising from the changes in the fair value of derivatives determined as effective cash
flow hedges are taken directly to the shareholders’ equity, while the ineffective portion of cash flow
hedges, is recognised in the consolidated statement of income.

For the purpose of hedge accounting, hedges are classified as cash flow hedges when hedging the exposure
to variability in cash flows that is either attributable to a particular risk associated with a recognised asset or
liability or a highly probable forecasted transaction or the foreign currency risk in an unrecognised firm
commitment,

Hedge accounting is discontinued when the hedging instrument expires or is sold, terminated, or exercised,
or no longer qualifies for hedge accounting. At that time, for forecast transactions, any cumulative gain or
loss on the hedging instrument previously recognised in shareholders’ equity is retained till the forecasted
transaction oceurs. I a hedged transaction is no longer expected fo occur, the net cumuiative gain or loss
previously recognised in sharcholders’ equity is transferred to the consolidated statement of income.

Accounts payable and accruals
Liabilities are recognised for amounts to be paid in the future for poods or services received, whether billed

by the supplier or not.

Provision for employees® indemnity
Employees’ indemnity consists of the following:

Provision for end of service benefits:
The end of service benefits are calculated in accordance with the Labor Law in the Kingdomn of Saudi

Arabia and charged monthly to the consolidated staternent of incoine

Emplovees® saving find:
The Group confributes in saving find for the eligible employees based on an approved policy. The Group’s
share of the contribution in saving fund is charged monthly to the consolidated statements of Income.

- 10~




Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (continued)

Zakat provision

Zakat is provided in accordance with the Regulations of the Department of Zakat and Income Tax in the
Kingdom of Saudi Arabia. Adjustments arising from final Zakat assessment, if any, are recorded in the
consolidated statentent of incomne for the year in which such assessment is obtained.

Statutory reserve
In accordance with tbe Regulations for Conipanies and the Company’s by-laws, 10% of net income for the

vear is transferred to statutory reserve. The Company’s General Assembly may discontinue such transfer
when the reserve equals 50% of the share capital.

Revennes
Revenue from electricity sales is recognized when bills are issued to consumers based on the consumption

of electric power measured by Kilowatt/hour. Revenue on power consumed by consumers but not vet billed
at the consolidated balance sheet date are accrued for,

Revenue from meter reading, maintenance and bills preparation tariff represents the monthly fixed tariff
based on the capacity of the meter used by the subscribers, and is recognized when bills are issned.
Revenue firom meter reading, maintenance and bills preparation tariff not billed at the consolidated balance
sheet date is accrued for.

Electricity service connection tatiff received from consumers is deferred and recognized on a straight-line
basis over the average useful lives of the equipment used in serving the subscribers, estimated to be 20
years,

Expenses
Operation and maintenance expenses include expenses relating to generation, transimission, and distribution

activities as well as their allocated portion of the general services and supporting activities® expenses. The
remaining portion of these expenses is included under General and Administrative expenses. General
services and suppeorting activities expenses are allocated between the main activities based on the benefits
received and are evalvated periodically.

Earnings (loss) per share for the year

Earnings (losses) per share is calculated using the weighted average number of ontstanding shares at the
end of the year , including government shares. Earnings (loss) per basic share from operating activities is
calculated by dividing income (loss) fiom operations on the weighted average number of shares. Earnings
(loss) per basic share from net income (loss) is calculated by dividing net income (loss) on weighted
average of number of 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
ai the consolidated 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 translations are recorded in
the consolidated statement of income.

- 11




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)

FOR THE YEAR ENDED 31 DECEMBER 2012

4. CASH AND CASH EQUIVAENTS

Cash on hand
Cash at banks
Short-term deposits

Total

5. RECEIVABLES IFROM ELECTRICITY CONSUMERS AND ACCRUED REVENUES, NET

Electricity subscribers® receivable
Governmental institutions
Commercial and residential

VIPs consumers

Saudi Aramco

Electricity connection receivables
Saline Water Conversion Corporation

Total electricily subscribers® receivable
Less: Provision for doubtfiif receivables
Net electricity subscribers® receivable
Add: Accrued revenues

Total

The movement in the provision for doubtfiil receivables during the years as follows:

Balance at the beginning of the year
Charge for the year

Balance at the end of the year

2012 2011
SR000 SR000
3,352 3,040
1,332,951 1,767,994
1,709,483 5,535,590
3,045,786 7,306,624
2012 2041
SR000 SR000
4,364,978 2,870,026
4,232,203 4,361,644
2,501,513 2,359,212
2,228,922 1,908,170
1,359,573 1,011,039
231,579 335,981
14,918,768 13,346,081
(2,753,079) (2,500,596)
12,165,689 10,845,485
1,261,571 1,181,715
13,427,260 12,027,200
2012 2011
SR*000 SR000
2,500,596 2,378,875
252,483 121,721
2,753,079 2,500,596

-12-




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

6. PREPAYMENTS AND OTHER RECEIVABLES, NET

2012 2041
SR’000 SR000
Advances to confractors and suppliers 4,208,215 3,899,552
Other government receivables 244,173 244,173
Outstanding letters of credit 158,247 191,431
Prepaid expenses 47,126 10,477
Other receivables, net 596,881 568,781
Total 5,254,642 4,914,414
Less: Provision for other doubtfu! receivables {60,789) {60,789)
Total 5,193,853 4,853,625
7. INVENTORIES, NET
2012 2011
SR000 SR'000
Generation plan{ materials and supplies 3,004,718 3,086,034
Distribution network materials and supplies 2,131,952 1,792,098
Transmission network materials and supplies 343,475 289,494
Fuel and oil 401,477 326,160
Other 375,194 333,085
6,256,816 5,826,871
Less: Provision for slow moving inventories (435,343) (264,021}
Total 5,821,473 5,562,850
The movement of provision for slow-moving inventories during tbe years as follows:
2012 2011
SR000 SR060
Balance at the beginning of the year 264,021 201,061
Charge for the year 171,322 62,960
Balance at the end of the year 435,343 264,021

- 13-




Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

8. EQUITY INVESTMENTS IN COMPANIES AND OTHERS

2012 2011
SR000 SR'000
Investments accounted for under the equity method (a) 1,790,162 1,853,892
Other investments, at cost {b) 125,650 125,650
Held to maturity investments {c} 275,000 425,000
Total 2,190,812 2,404,542
a) Investments accounted for under the equity method
Ownership 2012 2011
% SR’000 SR°000
Gulf Cooperation Council Interconnection Authority (a-1) 3l.6 1,768,428 1,830,937
Water and Electricity Company (a-2) 50 14,182 13,955
Hajr for Electricity Production Company (a-3) 50 5,000 5,000
Rabigh Electricity Company (a-4) 20 552 2,000
Dhuruma Electricity Company (a-5) 50 2,000 2,000
Total 1,790,162 1,853,892

(a-1)  Gull Cooperation Council Interconnectiou Authority

The Company has contributed in the capital of the Gulf Cooperation Council Interconnection Authority (hereafier
referred to as “GCCIA™) at inception to enhance the electricity transmission and distribution between the member
countries. The Company’s contribution in GCCIA amounts to USD 484,80 million equivalent to SR 1,818 miliion.

(a-2)  'Water and Electricity Company

The Company entered into a partnership agreement with Saline Water Conversion Corporation to establish a 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 the
water desalination project. The Company’s share at inception amounting to SR I5 million was paid in full and
consists of 300,000 share representing 50% of the investee’s share capital.

(a-3)  Hajr for Electricity Production Company

Pursuant to the Board of Directors’ Resolution No, 4/95/2010 dated Ramadan 12, 1431H corresponding to August
22, 2010 the Company established Hajr for Electricity Production Company with a share capital of SR 2 million.
During 2011, a new partiier has been admitted and the capital has been increased by SR 8 million to become SR 10
million. The company’s share represents 50% of the partners’ shareholding.
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Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

8.  EQUITY INVESTMENTS IN COMPANIES AND OTHERS — (continned)
(a-4)  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 Rabigh Electricity Company, The 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 by admission of new partners which resulted in the decrease of Saudi Electricity Company’s share from

100% to 20%.
(2-5) Dhuruma Electricity Company

Based on the conipany’s Board of Directors Resolution No. 4/88/2009 dated Ramadan 18, 1430H corresponding to
September 8, 2009, the Company established Dhuruma Electricity Company {a closed joint stock company) with a
share capital of SR 2 million. During 2011, a new partner has been adinitted and the capital has been increased by
SR 2 mitlion to become SR 4 million. The company’s share represents 50% of the share capital.

D) Other investinents, at cost
Owmnership 2012 2011
Y% SR’G00 SR°000
Al-Shuaiba Water and Electricity company 8 124,840 124,840
Al-Shuqaiq Water and Flectricity company 8 400 400
Al-Jubail Water and Electricity company 5 250 250
Al-Shuaiba Holding Company 8 160 160
Total 125,650 125,650
¢) Held to maturity investments
2012 2011
SR'000 SR'000
Saudi Basic Industries Corporation Sukuk 150,000 300,000
Bin Laden Company Sukuk 50,000 50,000
SABB bonds “Saudi British Bank” 50,000 50,000
SATORP Company Sukuk 25,000 25,000
Total 275,000 425,000
d) Share in net (loss) earnings of investees accounted for under equity method
2012 2011
SR'000 SR'000
Gulf Corporation Council Interconnection Authority (62,510) (45,905)
Water and Electricity Company 227 158
Rabigh Electricity company (1,446) -
Total (63,729) (45,747)

-15-
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

10. FIXED ASSETS, NET — (continued)

Net book value of the Group’s fixed assets is allocated to the main activities as follows:

Land

Buildings

Machinery & equipment
Capital spare parts

Vehicles and heavy equipment
Others

Land

Buildings

Machinery & equipment
Capital spare patts

Vehicles and heavy equipment
Others

Generation depreciation expense

Transmission depreciation expense
Distribution depreciation expense

General property depreciation expense

2012
SR000
General
Generation  Transmission Distribution Property Total
238,335 587,455 225,151 734,837 1,785,778
2,561,834 2,697,919 189,048 218,178 6,366,979
63,324,685 47,924,744 45,106,974 285,997 156,638,400
1,493,202 401,649 53,765 199 1,948,806
- - - 224,134 224,134
633,607 355,330 172,296 476,770 1,688,003
68,301,663 51,963,097 45,747,234 2,640,106 168,652,100
2011
SR’000
General
Generation  Transntission Distribution Property Total
245,285 587,443 225,243 577,695 1,635,666
2,722,760 2,120,588 152,154 914,753 5,910,255
61,584,469 46,955,880 38,746,741 291,940 147,579,030
1,365,071 415,759 20,017 183 1,801,030
- - - 315,012 315,012
900,059 394,846 44,714 92,647 1,432,266
66,817,644 50,474,516 39,188,869 2,192,230 158,673,259
Depreciation expenses charged to various activities during the year ended December 31 is as follows:
2012 2011
SR’000 SR'000
4,632,938 4,199,706
2,950,727 2,788,722
2,938,679 2,613,351
313,537 335,281
10,835,881 9,937,060
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Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 3{ DECEMBER 2012

11. ACCOUNTS PAYABLE

2012 2011
SR’000 SR000

Saudi Aramco for fuel cost 57,200,552 51,419.456
Transferred to Government account (a) (40,959,482) (40,959,482)
Saudi Aramco payable for fuel cost 16,241,070 10,459,974
Saline Water Conversion Corporation for energy purchased 8,836,619 8,453,968
Municipality fees 3,723,515 3,241,135
Advances received for construction of projects 2,367,238 633,768
Contractors and retention payables 755,294 761,301
Payables to suppliers 657,721 99,444
Other {b) 1,927,720 2,591,612

34,509,177 26,241,202

(a) This amounts represents payables for fuel for the period from April 5, 2000 to December 31, 2009 which
have been transferred from the liability to Saudi Aramco to non-current government liability. (Note 19)

(b) Other payables include SR 1,280 million {2011: SR 1,280 milkon) which are still under reconciliation
between the Company and the Government and pertain to prior-merger account (refer to Note 1).

12, ACCRUALS AND OTHER PAYABLES

2012 2011
SR’000 SR'000

Accrued expenses 3,550,470 3,631,647
Accrued employees’ benefits 426,962 370,139
Dividends payable * 355,197 339,940
Accrued interests on loans 170,311 82,389
Other 232,789 181,827

4,735,729 4,605,942

*  Dividends payable as of December 31, 2012 include unclaimed cash dividends declared by Saudi Consolidated
Electricity Company prior to merge, amounting to SR 88.6 million (2011: SR 91.5 million).

-19-




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

13, ZAKAT
The major components of zakat base are as follows:
2012 2011
SR’000 SR'000
Net income befor zakat 2,561,066 2,213,159
Add: Zakat adjustment (10,313,776) (12,296,312)
Net adjusted loss 7,752,710 (10,083,153)
Zakat base is calculated as follows:
2012 2011
SR’000 SR'000
Share Capital 41,665,938 41,665,938
Net adjusted loss (7,752,710) (10,083,153)
Retained reserves 2,092,835 1,869,353
Retained earnings 8,018,923 7,123,345
Retained allowances 6,971,363 7,050,373
Long term loans and sukuk 27,664,986 36,816,001
Government foans and payables 81,861,719 67,891,719
Consumers deposits, contractors accruals and others 2,478,119 2,558,748
Total 163,001,173 154,892,324
Deduct:
Fixed assets and construction worl in progress, net (130,037,634) (131,255,163)
Difference on depreciation of fixed assets for previous years (65,111,874) (41,576,007)
Long term investments (2,254,541) (2,406,042)
Material and spare parts inventories (4,384,116) (4,218,398)
Zakat base {negative) (38,786,992) (24,567,286)

No Zakat is due on the Company for the year ended 31 December 2012 as the net adjusted loss and zakat base is
negative.

The Company has received the final assessments for the period ended in December 2001and also for the years from
2002 to 2008 which showed Zakat differences of SR 37.5 million for the period ended in 31 Decenber 2001 and the
years 2002, 2003 and 2004, The Company filed appeals against these differences which are still pending with the
Department of Zakat and income Tax (DZIT). The Company filed its Zakat returns for the years 2009 to 2011 and
are still under review by DZIT.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

14, LONG-TERM LOANS

2012 2011

SR’000 SR'000
At the beginning of the year 16,714,888 11,821,707
Withdrawal during the year 107,171 6,084,670
Repayments during the year (3,157,073) (1,191,489)
At the end of the year 13,664,986 16,714,888
Less: Current pottion (1,468,000) (3,133,100)
Long-term balance at the end of the year 12,196,986 13,581,788

The maturities of long term installments for the next years as of December 31 are as follows:

2012 2011

SR’000 SR'000
|After one year 1,469,701 1,468,000
Between two to three years 1,478,631 1,468,000
Between three to four years 1,478,631 1,468,000
Between four to five vears 1,478,631 1,468,000
After five years 6,201,392 7,700,788
12,196,986 13,581,788

(a) On 28 July 2008, the Company obtained a sharia-compliant loan for SR 6 billion from syndicates of local

banks which has been fully withdrawn. The loan is repayable over 22 semi-annual installments starting 3
November 2009. The loan balance amounted to SR 4.1 billion as of 31 December 2012 (2011: SR 4.6

biltion).

() The Company agreed with U.S, Export-Import Bank, and the Export Development Bank of Canada on 21
June 2009 and signed a financing agreement on 27 January 2010, whereby the Company will receive a
direct ioan amounting to US$ 1.1 billion equivalent to approximately SR 4.1 billion which has been fully
withdrawn. The loan is repayable within 12 years over 24 semi-annual instaliments starting 25 May 2010.
The loan balance amounted to SR 3 billion as of 31 December 2012 (20f 1: SR 3.4 billion).

(c) On 13 July 2009, the Company signed a financing agreement with the Public Investments Fund whereby
the Company will receive a direct loan of SR 2.6 billion which has been fully withdrawn. The loan is
repayable within 15 years over 24 semi-annual installinents. The loan balance amounted to SR 2.5 billion
as of 31 December 2012 (2011: SR 2.6 billion).

{d) On 13 December 2010, the Saudi Electricity Company signed an apreement with a syndicate of local
banks, whereby the Company will obtain a sharia - compliant loan of SR 5 billion, repayable aver 26 semi-
annual installments after 24 months from the date of signing the agreement. The loan balance amounted to
SR 0.5 billion as of 31 December 2012 (2011: SR 0.5).
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Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS ~ (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

14, LONG-TERM LOANS — (continued)

(e) On 22 June 2011, the Company signed an agreement withinternational lenders guaranteed by Coface
French Export Credit Agenc, The Company will receive a loan amounting to US$ 989.1 million equivalent
to SR 3.7 billion which had been fully withdrawn. The loan is repayable within 12 years over 24 semi-
annual installments starting 11 January 2012, The loan balance amounted to SR 3.4 billion as of 31

December 2012 (2011:SR 3.7).

(f) The Company signed a loan agreement guaranteed by two Export Korean banks (K Sure and K Exim)
where a group of international banks participated in financing the loan led by HSBC Group, Bank of
Tokyo-Mitsubishi , Sumitomo Mitsui Banking Corporation, Mizuho Bank and KFW-IPEX. The Company
will receive a loan amounting to SR 5.3 billion equivalent to approximately US$ 1,400 million for a period
of 15 years. The loan is repayable over 12 years in equal semi-annual installments starting after grace
period of 3 years. The loan balance anounted to SR 107 milfion as of 31 December 2012

Long term loans mentioned above are used to finance the construction work in progress projects, and secured by
promissory notes signed by the Company at the nominal amount of the loan plus the interest payments and/or

Murrabaha Margin.
The Company has an unutilized credit facilities with Jocal banks amounting to SR 1 billion as at 31 December 2012
(2011: SR 1 billion),

15. SUKUK

The outstanding Sukuk as of 31 December 2012 are as follows:

Local Sukuk:
Issue Date of issue Par value Total issued amount Maturity date
Sukuk 2 6 July 2009 SR 100,000 SR 7 Billion 2029
Sukuk 3 10 May 2010 SR 10,000 SR 7 Billion 2030

The above Sukuk have been, issued at par value with no discount nor premium. The Sukuk bear a rate of return at
SIBOR plus a margin payable quarterly from the net income received from tlie Sukuk assets held by the Sukuk
custodian “Electricity Sukuk Company”, a wholly owned subsidiary of tbe Company.

Thie Company has undertaken to purchase these Sukuk from Sukuk holders at dates specified in prospectus. For each
purchase date, the Company shal pay ar amount equal to 10% of the aggregate face value of the Sukuk as bonus to
the Sukuk holders. The purchase price is determined by multiplying Sukuk’s par value at the percentage shown
against the purchase date, as follows:

Percentage
90% 60% 30%
Issue First purchase Second purchase Third purchase
date date date
Sukuk 2 2014 2019 2024
Sukuk 3 2017 2020 2025

On 15 July 2012, the Company fully purchased the assets of its first Sukuk issued (Sukuk1) amounting to SR 5
billion.

Global Sukuk:
During April 2012 the Company issued Sukuk amounting to SR 6.6 billion equivalent to approximately US$ 1,750

million where the issuance consists of two types of Sukuk certificates. The first type amounting to US$ 500 million
mature after 5 years with fixed rate of 2.665%, the second type amounting to US$ 1,250 million mature after 10
years with fixed rate of 4.211%.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

16. EMPLOYEES’ INDEMNITIES

2012 2011
SR’000 SR'000
Proviston for end-of-service indeminities 4,354,255 4,536,870
Employee savings fund 394,475 301,639
Human recourses productivity improvement program (the Program)-{a) 419,451 -
5,168,181 4,838,509

(a)

This amount represents the present value of future payments which the Company has commitment to pay
according to the program’s plan and conditions. The objective of this program is to improve and align
human recourses with business requirements.

17. DEFERRED REVENUES, NET

2012 2011
SR’000 SR000
Balance at the beginning of the year 20,469,575 16,736,545
Proceeds from connection tariff services during the year 3,335,916 5,063,163
Electrical connection tariff (1,515,790) (1,330,533)

22,289,701 20,469,575

18, GOVERNMENT LOANS

()

Pursuant to the Ministerial resolution number 169 dated Sha’ban 11, 1419H, the net dues of the
Government to the Saudi Electricity Company and the nef dues of the Company to the Government were
determined in accordance with rules and procedures stipulated in the minutes of meetings signed by his HE
the Minister of Industry and Electricity and HE the Minister of Finance and National Economy dated
Jumada Thani 27, $418H coiresponding to October 29, 1997. The net difference payable to the
Governnent by the Company, as determined at the close of the business day preceding the issuance of the
Royal Decree for the incorporation of the Company, is considered a non-interest bearing long term loan
(soft 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 revisited later on subject to the financial condition 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, states that the final settlement of Government accounts will be subject to the reconciliation for
the claims of the Company 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 fo 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
amounted to SR 14.9 billion.
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Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

18. GOVERNMENT LOANS —(continued)

{b) The Council of Ministers approved in its meeting held on Monday 12 Jumada Al-Awal 1431H
corresponding to 26 April 2010 to grant the Company a soft loan 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 15 Ramadan 1431H, corresponding to 25 August 2010, this loan has been fully
withdrawn as at 31 December 2012 (2011: SR, 11,3 billion), the Company recognized the amount received
froim the government loan above discounted at its present value as per the accounting policies in Note (3).

(c) The Council of Ministers approved in its meeting held on Monday 11 Rajab [432H corresponding to 13
June 2011 to grant the Company a soft loan amounting to SR 51.1 billion repayable over 25 years, The loan
will be paid to the Company within 5 years in accordance with an agreement that will be prepared for this
purpose between the Ministry of Finance and the Saudi Electricity Company. An amount of SR 0.2 biflion
from this foan has been withdrawn as at 31 December 2012 (2011:nill). The Company recognized the
amount received from the government Joan above discounted at its present value as per the accounting
policies in Note (3).

19. LONG-TERM GOVERNMENT PAYABLES

As shown in {note 11-a) the accounts payable for fuel for the period from 5 April 2000 to 31 December 2009
anounting to SR 41 billion has been transferred from cuwrrent liabilities to non-curent liabilities (fong-term
governniental payables) pursuant to the Ministerial minutes of meeting dated 15 Jumada Awal 1427H
(corresponding to 1 June 2006) and 6 Safar 1433H (corresponding to 31 December 2011) and based on the
Ministerial Resolution number 277, which resolved to transfer the Company's liability of Sandi Aramco Company
{Saudi Aramco) to the Ministry of Finance account.

Also, the Government payable includes an amount of SR 16.8 billion represents the difference between the amount
proceed from Government as a soft loans and the discounted present value of these loans (Note 18- (b) & (¢)).

20. DERIVATIVES

The Company entered into interest rate hedging contracts with several banks to hedge the fluctuation of interest rates
on loans for an amount of SR 2.6 billion on 31 December 2012 (2011: SR 3.4 billion) which includes a US Dollar
portion representing approximately 15% of the national amount. The hedging contracts are based on the swap
between the Company and the banks of fixed rates against floating rates on the original loan amounts every six-
months.

21. SHARE CAPITAL

The share capital of the Company is SR 41,665,938,150 divided into 4,166,593,815 shares with a par value of SR 10
each and is held as follows:

Ownership

Number of shares percentage
Government 3,096,175,320 74.31%
Saudi Aramco 288,630,420 6.93%
Other shareholders 781,788,075 18.76%
4,166,593,815 100%
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

22. GENERAL RESERVE

General reserve consists of the balances of the reserves amounting to SR 213,668 Thousands that were reflected in
the books of the Saudi Electricity Company at the date of the merger, and investiment income from electricity fund
of SR 294,976 as well as the collections of surcharge from individuals subsequent to December 31, 2001 amounting
to SR 31,686 thousand up to December 31, 2012 (2011: SR 29,699 thousand). The total general reserve amounted to
SR 540,330 thousand as at December 31, 2012 (201 1: SR 538,343 thousandj).

23, OPERATION AND MAINTENANCE EXPENSES

2012 2011
SR*000 SR'060
Generation Transmission  Distribution Total Total
Employees’ expenses and benefits 1,220,497 670,810 2,356,588 4,247,895 4,489,946
Materials 754,139 65,548 232,714 1,052,401 1,056,090
Operation and maintenance (contractors) 371,564 97,096 418,805 887,459 878,848
Provision for doubiful receivables - - 252,483 252,483 121,721
Provision for slow moving inventory 104,554 11,571 28,129 144,254 50,353
Municipality fees - - 482,814 482,814 436,969
Others 960,306 182,523 516,562 1,659,331 1,204,783
3,411,060 1,027,542 4,288,035 8,726,637 8,238,710
24, GENERAL AND ADMINISTRATIVE EXPENSES
2012 2011
SR'000 SR'000
Employees’ expenses and benefits 209,872 279,414
Materials 44,926 42,729
Provision for slow moving inventory 27,068 12,607
Others 108,582 99,787
390,448 434,537
25, OTHER INCOME AND EXPENSES, NET
2012 2011
SR'000 SR000
Gain on disposal of fixed asscts 85,556 25,860
Penalties 127,671 172,969
Share in net loss of investee companies accounted for under the (63,729) (45,74T)
equity method (Note 8-d)
Sale of tender documents 30,676 28,052
Others, net 115,732 224,715

295,906 406,749
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Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

26. DIVIDENDS

In accordance with the Company’s by-laws, dividends of at least 5% of paid in capital, net of reserve, should be
distributed to shareholders, with due care to the provisions of the Council of Ministers® Resolution Neo. 169 dated 11
Sha’aban 1419H, whereby the Government has waived its share from the distributed dividends for a period of ten
years from the date of the Company’s formation, provided that dividends do not exceed 10% of the par value of the
shares. In cases where the distribution exceeds 10% of the shares’ par value, the Government’s share shall be treated
similar to the share of other shareholders. The Government has agreed to extend this waiver for another ten years
commencing from 30 Thul Hijja 1430H, based on the Council of Ministers® Resolution No. 327 dated 24 Ramadan

1430H.

The General Assembly, in its meeting held on 2 April 2012, approved to distribnte of cash dividends for 2011 to
individuals shareholders amounting of SR 547 milfion (SR 0.7 per share) representing 7% of the par value per share
(2010: SR 547 million),

The board of directors in its meeting held on 14 Rabi Thani 1434H corresponding 24 February 2013, proposed to
distribute cash dividends for 2012 to individuals shareholders amounting to SR 547 million. (SR 0.7 per share),
representing 7% of the par value per share. These are subject to the approval of the Company’s general meeting.

27. BOARD OF DIRECTORS’ REMUNERATION AND ALLOWANCES

The expenses and allowarnces atiributable to attending the board of directors meetings and other subcommittee
meeting for the year amounted to SR 783 thousand {2011: SR 605 thousand).

The General Assembly has approved in its meeting held on 2 April 2012, Board of Directors’ remuneration of
SR 705 thousand from the retained earnings for the year 2011 {2010: SR 761 thousand).

The board of directors in its meeting held on 14 Rabi Thani 1434H corresponding 24 February 2013, proposed
board’s remuneration of SR 919 thousand after the distribution of dividends to individnal shareholders not fess than
5% of the shate capital. This is subject to general meeting’s approval.

28. RELATED PARTIES TRANSACTIONS

The Company provides electricity power to governmental agencies, ministries and Saudi Arameco Company (Saudi
Aramco). The rates applied are approved by the Council of Ministers and are similar to the rates applied to other
consumers, except for the rates used for Saline Water Conversion Corporation (SWCC) which is in accordance with
a government resolution. As for the residential property of Saudi Aramco, the Company believes that these should
be charged the commercial tariff. However, Saudi Aramco has objected to this tariff and is settling the electricity
sales for the properties based on the industrial tariff.

The Council of Ministers has issued a Resolution Number 114 on 10 Rabi Al-Thani 1430H to resolve this dispute
and to charge Saudi Aramco on the basis of residential and commercial tariff instead of industrial tariff. Further,
according to the resolution, The Electricity and Co-generation Regulatory Authority (the regulator) will have to
specify the residential and commercial enterprises of Saudi Aramco and to identify the concerned party to handle the
cost of construction, maintenance and operation for power stations and distribution networks, Accordingly, the
Company, Saudi Aramco and the regulator held several meetings to settle this matter where the regnlator has
specified the disputed residential and commercial enterprises of Saudi Aramco.
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Saudi Electricity Company

(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 31 DECEMBER 2012

28, RELATED PARTIES TRANSACTIONS — (confinued)

The company executed the regulator decree number 49/432 dated § Jumada Awal 1432H classifying Saudi Aramco
electricity consumption tariff during the year ended 31 December 2012 and the disputed residential and commercial
enterprises mentioned above were identified and the difference should be calculated according to the regulator
decree. Therefore, the agreed tariff were applied on Saudi Aramco consumption during the year ended 31 December
2012, Further, the Company has completed the calculation — from its part — for the previous years up fo 31
December 2011 in according to regulator decree mentioned above and has submitted its invoices to Saudi Aramco
with total amount of SR 730 million, However, the Company is still in process of completing the necessary
procedures to record this revenue.

In addition, the Company purchases fuel from Saudi Aramco and electricity from Saline Water Conversion
Corporation at rates stipulated for in the respective governmental resolutions. Also, fees are charged for

municipalities on electricity power sales.

The significant transactions and related approximate balances are as follows:

2012 2011
SR000 SR'000
Sales
Government 1,891,078 7,150,973
Saudi Aramco 1,634,046 1,490,989
Saline Water Conversion Corporation 183,818 194,021
9,708,942 8,835,983
Purchases and Others
Saudi Aramco 6,161,196 5,514,247
Saline Water Conversion Corporation 532,633 573,407
Municipatities fees 482,815 436,969
7,176,644 6,524,623
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Saudi Electricity Company
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (continued)
FOR THE YEAR ENDED 3i DECEMBER 2012

29, CONTINGENT LIABILITIES

a. There is a dispute between the Company and Saudi Aramco for handling crude oil fees. The disputed
amount since the Company’s inception on 5 April 2000 to 31 December 2012 amounted to approximately
SR 3,291 million (2011: SR 2,886 million). The Company’s management believes that there will be no
liability on the Company based on the Royal Decree Number M/8 dated 25 Rajab 1415H as this matter was
not discussed by the Ministerial Comunittee formed by the Royal Decree referred to above. Accordingly,
the difference has not been recorded in the Company’s books, In addition, Saudi Arameco is supplying the
Company with light fuel oil rather than heavy filel oil to one of its stations, This has resulted in an
accumulated difference of SR 1,200 miilion (2011: SR 858 million) not accounted for in the Company’s

books.

b, Saudi Aramco lias also a claim for the settlement of its share in the annual dividends since inception to 31
December 2011, estimated at SR 2,140 million. The Company believes that Saudi Aramco has no right for
this claim during the first 20 years of its formation since it is a wholly owned government agency and
accordingly, is governed by the Ministerial Resolution No. 169 dated 11 Sha’aban 1419H and Ministerial
Resolution No. 327 dated 24 Ramadan 1430H on extending the Government’s waiver of its rights in the
profits distributed by the Saudi Electricity Company for another ten years.

¢. The Company has long-term purchase eneigy agreements with independent power providers whereby the
Company has undertake (o purchase {he whole energy produced by these providers according to specific
terms and prices. These agreements are for periods up to 20 years, and renewable for further periods by
mutual consent of both parties.

d. The Company has provided guarantees to some of the commercial banks against its share in financing a
loan granted to some of its investee companies. The guarantee amounted to US$ 74 million equivalent to
SR 278 million as of 31 December 2012 (2011: USS 117 million equivalent to SR 440 million). In addition,
the Company has provided a guarantee for the Department of Zakat and Income Tax amounting to SR 37,5
million (2081: SR 13 million).

e. The Company is contingently liable against outstanding letters of credit amounting to SR 1,2 million as of
the consolidated balance sheet date (2011: SR 0,3 million).

30. PRIOR YEARS ADJUSTMENTS

At the end of the first quarter of year 2011, the Company has evaluated the derivative financial instruments of the
hedging contracts related to fixed versus floating interest rate swaps, Consequently, the opening balances of the
shareholders® equity change in fair value of hedging contracts — have been restated by SR 388 million as of 1

January 2011,
31. CAPITAL COMMITMENTS

These comprise the unexecuted portion — as of the consolidated balance sheet date - of capital contracts conducted
by the Company for the erection and installation of power plants and other assets approximately amounting to SR
81,033 million (2011: SR 48,073 million). It is anticipated that these contracts to be completed between one to three

years.
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32, RISK MANAGEMENT

Financial instruments included in the consolidated balance sheet consist mainly of cash and cash equivalents,
accounts receivable other assets, bank loans, account payable, acerued liabilities and other non-current fiabilities.

Credit risk

Credit risk is the risk that one party will fail to discharge an obligation and will cause the other party to incur a
financial loss. The Group has proper diversification as of credit risk. Cash is substantially placed at financial
institutions with sound investment grade credit ratings. Trade accounts receivable are shown, net of provision for

doubtful debts..

Cowmnmission rate risk
Conunission rate risk is the risk that the values of financial instrument will fluctuation due to changes in the market

commission rates. The Group has no long-term assets commission bearing assets, but has liabilities associated with
commission rates as of December 31, 2012, The Group manages its floating-rate loans through the use of
comumission rates hedging agreements, which have the economic effects to transfer the interest on the loans from

floating to fixed rate.

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in raising funds to meet commitments associated
with financial instruments, Liquidity risk may result from an inability to sell a financial asset quickly at an amount
close to its fair value. The Group manage liquidity risk by ensuring that sufficient funds are available to meet ifs

future conunitments.

Curreney risk
Currency risk is the risk that the value of financial instruments will fluctuate due to changes in foreign exchange rates.
The management monitors the fluctuations in currency exchange rates and charge the results to consolidated financial

stateinents accordingly.

Fair value risk
Fair value is the amount for which an asset could be exchanged, or a liability settled between knowledgeable willing

parties in an arm’s length transaction. As the Group’s financial instruments are prepared under the historical cost
convention, differences can arise between the carrying values and fair value estimates. Managentent believes that the
fair valyes of the Group’s financial assets and liabilities are not materially different from their carrying values.

33, SEGMENT REPORTING AND FUTURE RESTRUCTURE FOR THE GROUP’S ACTIVITIES

The Group’s main operating activities are divided into generation, transmission and distribution activities. These
activities complement each other in delivering electricity to the consumer. The Group’s revenue is currently
recognized from sefling electricity to the end consumer based on the official Tariff set by the government. all
group’s operations are based in the Kingdom of Saudi Arabia.

The Group is in process of applying integrated plan to spin off its principat activities fo different independent
entities and develop inter-face selling prices. Therefore revenues and expenses will be specified for each entity upon
completion of such process. As part of the plan, National Electricity Transmission Company was established and
basis of inter-company transaction agreements were approved by the board of directors. The National Electricity
Transmission Company started its operations in 1 January 2012, its main activities are in the transmission of power
from generating stations to distribution network and operating and maintenance of electricity transmission system.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - (continued)
FOR THE YEAR ENDED 3} DECEMBER 2012

33. SEGMENT REPORTING AND FUTURE RESTRUCTURE FOR THE GROUP*S
ACTIVITIES - {continued)

The financial information of Saudi Eiectricity Company presented in the foliowing table include the generating and
distributing segments in addition to the head offfice, as the procedures of spinning-off the generation and distribution
segments is stll in process — till the date of consolidated financial statements preparation date- as part of the

Group’s spin off integrated plan.

Foliowing are the important financial data of the main group companies:

National Electricity
Saudi Electricity Transmission Other Infer-Company
Company Company Subsidiaries Balances Total
SR’000 SR’000 SR'060 SR’000 SR’000

As of 31 December 2012

Fixed assets, net 116,689,002 51,963,098 - - 168,652,100
Total assets 259,502,616 58,931,030 29,420 (79,876,733) 238,586,333
Total labilities 207,603,910 47,468,053 18,303  (69,873,229) 184,617,037

Due to the spinning —off’ of National Electricity Transmission Company on 1 January 2012 the comparable period
data are not applicable, the procedures of accounting and approving revenues and expenses between National
Electricity Transmission Compary and the Company is still under process

34, COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform with the current year’s presentation,
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AUDITORS’ LIMITED REVIEW REPORT

TO THE SHAREHOLDERS OF SAUD! ELECTRICITY COMPANY
(A Saudi joint stock company)

Scope of Review

We have reviewed the accompanying interim consolidated balance sheet of Saudi Electricity
Company - A Saudi Joint Stock Company (the “Company™) and its subsidiaries (the "Group™)
as at 30 June 2013 and related interim consolidated statements of income for the three
months and six months periods ended 30 June 2013, and interim consolidated statements of
cash flows and changes in shareholders’ equity for the six months period then ended. These
interim consolidated financial statements are the responsibiiity of the Group's management
and have been prepared by them and submitted to us with all the information and
explanations which we required. We conducted our {imited review in accordance with the
Standard on Review of Interim Financial Reporting issued by the Saudi Organization for
Certified Public Accountants (SOCPA). A limited review consists principally of applying
analytical procedures to financial data and making inquiries of persons responsible for
financial and accounting matters. It is substantially {ess in scope than an audit conducted in
accordance with generally accepted auditing standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole. Accordingly, we
do not express such an opinion,

Conclusion

Based on our limited review, we are not aware of any material modifications that should be
made to the accompanying interim consolidated financial statements for them to be in
conformity with accounting standards generally accepted in the Kingdom of Saudi Arabia.

For Ernst’_&}j’g ng

— —
,,/z/w’"j‘\k‘_‘ R
. —\ PRSI
Rashid $, AlRashoud /. (/f—\\
Certified Public Accountant BN
Registration No, 366 e P
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Riyadh: 8 Ramadan1434H
(16 July 2013)




Saudi Electricity Company
(A Saudi Joint Stock Company)

INTERIM CONSOLIDATED BALANCE SHEET
As at 30 June 2013
(In Thousands Saudi Riyals)

Note

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Receivables from electricity consumers and accrued revenues, net
Prepayments and other receivables, net

Inventories, net

TOTAL CURRENT ASSETS

NON-CURRENT ASSETS

Loans to associated companies ) 6
Eqnity investments in companies and others

Construction work-in-progress

Fixed assets, net

TOTAL NON-CURRENT ASSETS
TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS?’ EQUETY

CURRENT LIABILITIES

Accounts payable

Accruals and other payables

Short term Joans and current portion of long-term loans 7
Sukuk 8

TOTAL CURRENT LIABILITIES

NON-CURRENT LIABILITIES

Long-term loans 7
Sukuk 8
Employees’ indemnities

Deferred revenues, net

Customers' refundable deposits

Government loans 9
Long-term Government payables 10
Provision for change in fair value of hedging contracts 11
TOTAL NON-CURRENT LIABILITIES

TOTAL LIABILITIES

SHAREHOLDERS® EQUITY

Share capital 12
Statutory reserve

Generat reserve

Retained earnings 14
Net change in fair value of hedging coniracts 11

TOTAL SHAREHOLDERS’ EQUITY
TOTAL LYABILITIES AND SHAREIHNOLDERS? EQUITY

2013 2012
(Unaudited) (Unaudited)
7,016,370 9,693,058
17,294,321 13,359,727
4,943,732 4 447,750
6,849,687 5,805,356
36,104,110 33,395,901
1,312,692 365,500
2,065,992 2,342,259
49,944,328 31,389,793
173,584,092 162,222,622
226,907,104 196,320,174
263,011,214 229,716,075
' 39,927,193 28,996,294
3,349,553 3,882,830
1,817,000 1,468,000
- 5,000,000
45,093,746 39,347,124
15,439,540 12,805,937
28,064,490 20,562,990
5,065,214 4,933,567
23,607,331 21,351,928
1,511,026 1,408,847
25,495,146 21,561,361
64,037,935 55,150,358
309,165 295,965
163,589,847 138,110,953
208,683,593 177,458,077
41,665,938 41,665,938
1,810,599 1,554,492
540,330 538,343
10,619,919 8,795,190
(309,165) {295,965)
54,327,621 52,257,998
263,011,214 229,716,075

"The accompanying notes form an integral part of these interim consolidated financial statements.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

INTERIM CONSOLIDATED STATEMENT OF INCOME
FOR THE THREE AND SIX-MONTH PERIODS ENDED 30 JUNE 2013

(In Thousands Saudi Riyals)

For the three-nionth period
ended

For the six-month period
Ended

Note 30 Jume 2013 30 June 2012

30 June 2013 30 June 2012

(Unaudited)  (Unaudited)  (Unandited)  (Unaudited)

Operating revenues
Electricity sales 8,613,193 8,431,224 14,372,950 13,761,432
Meter reading, maintenance and bills

preparation tariff 251,077 237,135 486,234 461,851
Electricity connection tariff 416,254 375,039 820,914 740,294
Other operating revenues 26,890 21,535 50,589 42,124
TOTAL OPERATING REVENUES 9,307,414 9,004,933 15,730,687 15,005,701
Cost of sales
Fuel (1,682,116) (1,738,064) (2,676,310) (2,726,673)
Purchased power (1,721,239) (976,615) (3,024,991) {1,918,480)
Operations and mainténance (2,331,810)  (2,375,697)  (4,312,250)  (4,211,975)
Depreciation — Operations and maintenance (2,776,907) (2,573,7119) (5,493,308) - (5,113,804)
TOTAL COST OF SALES (8,512,072)  (7,664,095) (15,506,859) (13,971,022)
GROSS PROTIT FOR THE PERIOD 795,342 1,400,838 223,828 1,034,679
General and ndministrative expenses 74,277) (60,503) (174,246) (163,015)
Depreciation - General and administrative (69,780} (80,394) (143,317) (158,079)
INCOME (LOSS) FROM MAIN OPERATIONS 651,285 1,259,941 (93,735) 713,585
Non-recurring income 16 729,186 - 729,186 -
Human recourses productivity improvement
program - (27,234) - (78,319
Other income and expenses, net 121,802 127,618 209,462 141,706
NET INCOME FOR THE PERIOD 1,502,273 1,360,325 844,913 776,972
BASIC INCOME (LOSS) PER SHARE (SR):
From operating activities for the period 0,16 0,30 (0,02) 0,17
From net income for the period 0,36 0,33 0,20 0,19

The accompanying notes form an integral part of these interim consolidated financial statements.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013

{In Thousands Saudi Riyals)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income for the period

Adjustments to reconcile net income for the period with net
cash from operating aetivities:

Provision for doubtful receivables

Provision for slow-moving inventories

Group’s share of associates® net (fncomes) losses

Depreciation

Gain on disposal of fixed asssts, net

Employees’ indemnities, net

Changes in operating assets and liabilities:

Receivables from electricity consumers and accrued revermes
Prepayments and other receivables

Inventories

Accounis payable

Deferred revenues, net

Accruals and other payables

Net proceeds and payments of customers’ refundable deposits

Net cash from operating activities

CASH FLOWS USED IN INVESTING ACTIVITIES
Fixed assets and construction work-in-progress

Proceeds from sale of fixed assets

Loan to associate company

Equity investments in companies and others

Net cash used in investing aclivilies

CASH FLOWS FROM FINANCING ACTIVITIES
Net collection from Govermnent loans and payables
Net (paid) proceeds from long-term loans

Global sukuk

Dividends paid to shareholders and Board of Directors' resnuneration

Net cash from financing activities

NET CHANGE TN CASH AND CASH EQUIVALENTS

DURING THE PERIOD
Cash and cash equivalents, beginning of the period

CASH AND CASH EQUIVALENTS, END OF THE PERIOD

Non-cash transaction:
Change in fair value of hedging contracts

2013 2012
(Unaudited) (Unaudited)
844,013 776,972
54,562 131,647
41,145 39,950
(179) 62,283
5,636,624 5,271,973
(33,454) (29,097)
(102,967) 95,058
(3,921,623) (1,464,174)
250,121 403,866
(1,069,359) (372,456)
5,418,016 2,755,091
1,377,630 882,353
- (1,402,856) {742,900)
57,220 41,219
7,149,793 7,833,785
(20,619,337) (17,979,685)
29,396 58,464
(947,192) -
125,000 -
(21,412,133) (17,921,221)
7,671,362 4,860,000
3,591,554 (2,440,951)
7,501,500 6,562,990
(531,492) (528,169)
18,232,924 12,453,870
3,970,584 2,386,434
3,045,786 7,306,624
7,016,370 9,693,058
e e
61,583 135,905

The accompanying notes form an integral pait of these interim consolidated financial statements.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS — (Unaudited)
FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013
(In Thousands Saudi Riyals)

1.

ORGANIZATION AND ACTIVITIES

The Saudi Electricity Company “the Company” was formed pursuant to the Council of Ministers’
Resolution Numnber 169 dated 11 Sha’ban 1419H corresponding to 29 November 1998, which reorganized
the Eleetricity Sector in the Kingdown of Saudi Arabia by meiging the majority of the local companies that
provided electricity power services (10 joint stock companies that covered most of the geographical areas
of the Kingdom), in addition to the projects of the General Electricity Corparation, a governmental
corporation related to the Ministry of Industry and Electricity (11 operating projects that covered various
areas jn the north of the Kingdom) in Saudi Electricity Company.

The Company was founded pursuant to the Royal Decree No. M/I6 dated 6 Ramadan 1420H
corresponding to 13 December 1999, in accordance with the Council of Ministers® Resolution Number
153, dated 5 Ramadan 1420H corresponding to 12 December 1999 and the Minister of Commetce
Resolution Number 2047 dated 30 Dhu Al Hijjah 1420H corresponding to 5 April 2000 as a Saudi joint
stock company and was registered in Riyadh under Commercial Registration Number 1010158683, dated
28 Muharram 1421H corresponding to 3 May 2000,

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

The Company is a tariff regulated company. Electricity tariffs arc determined by the Council of Ministers
based on recommendations from the Electricity and Co~generation Regulatory Authority (the Authority}
which was established on 13 November 2001 according to Council of Ministers® Resolution No. 169 dated
i1 Sha’aban 1419, The change on tariff was made through the Council of Ministers Resolution Number
170 dated 12 Rajab 1421H and was effective from 1 Sha’aban 1421H corresponding to 28 October 2000
whereby the tariff on the highest bracket was set at a rate of 26 Halala pet Kilowatts/hour.

This was further amended by the Council of Ministers in its Decision Number 333 dated 16 Shawwal
1430H, corresponding to 5 October 2009, which granted the Board of Directors of the Electrieity and Co-
generation Regulatory Authority the right to review and adjust the non-residential (commercial, industrial
and govetnmental) electricity fariff and approve them as long as the change does not exceed 26 Halala for
each kilowatt per hour, taking into consideration, nmong other matters, the electrical consumption at peak
times, This tariff was implemented starting 19 Rajab 14311, corresponding to 1 July 2010,

According to the Company's bylaws, the Company's financial year begins on 1% January and ends on 31%
December firom each Gregorian year.

The following are the list of subsidiaries included in this interim consolidated financial statements:

Ownership
Percentage
Country of (direci &
Name of Subsidiary | incorporation | indirect) Business Activity
National Grid 8.A. Saudi Arabia 100%  |Transmission power from generating stations to
Company distribution network and operating and maintenance of
electricity transmission system
[Electricity Sukuk Saudi Avabia 100%  {Provide services and support needed in relation of
Company issuing bonds and Sukuk by Saudi Electricity Company
Dawiyat Telecom Saudi Arabia 100%  [Bstablishing, leasing, managing and operating
Comnpany electricity and fiber optic networks to provide
telecommunications services
Morjan for Electricity  |Saudi Arabia 100%  [Establishing, developing, ownership, operating and
Production Company maintenance of Rabigh project for Electricity
(Under formation) roduction
Saudi Electricity Global [Cayman Islands 100%  |Provide services and support needed in relation of
Sukuk Company issuing bonds and Sukuk by Saudi Electricity Company
Saudi Electricity Global [Cayman Islands 100%  [Provide services and support needed in relation of
Sukuk Company - 2 issuing bonds and Sukuk by Saudi Electricity Company

-6-




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS — (Unaudited)
FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013
(In Thousands Saudi Riyals)

2,

BASIS OF CONSOLIDATION

This interim consolidated financial statements includes the asssts, Jiabilities nnd operating tesults of the
Company and ifs subsidiaries (the Group) mentioned in note (1)} above “interim consolidated financial
sfatements”, '

A subsidiary company is that in which the Company has directly or indirectly a long term investment
comprising an interest of more than 50% in the voting capital or over which it exercises practical control. A
subsidiary company is consolidated from the date of which the Company obtains control until the date that
control ceases.

The group’s intercompany balances and transactions has been climinated in this interim consolidated
financial statements,

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying interim consolidated financial statements have heen prepared in accordance with the
Standard of Interim Financial Reporting issued by the Saudi Qrganization for Certified Public Accountants
(SOCPA). This standard foilows the integral view of interim periods which considers every period i the
financial period as an integral part of the financial year, The significant accounting policies adopted in
preparing its inferim consolidated financial statements, summatized below, are in conformity with those
described in the annual andited financial statements for the year ended 31 Deeember 2012,

The significant accounting policies adopted are as follaws:

Accounfing estimates
The preparation of interim consolidated fiuancial statements in conformity with generally accepted

accounting principles requires the use of estimates and assumptions that affect the reported amounts of
assets and liabilitles and disclosure of contingent assets and Habilities at the date of the interim consolidated
financial statements and the reported amounts of revenues and expenses during the reporting perjod,
Although these estimates are based on management's best knowledge of current events and actions at the
date of the interim consolidated financial statements period, actual results ultimately may differ from those
estinates,

Cash and cash equivalents
Cash and cash equivalents include cash on hand and at bank balances, time deposits, and other investinents

which are convertible to cash with maturities of three months or Iess from the date of acquisition.

Electricity consumers receivahles
Blecticily consumers receivables represent the amount not colleeted from the consumers at the interim
consolidated balance sheet date, and are stated net of the required provision for doubtful receivables where

recovery is considered doubtful,




Saudi Electricity Company
(A Saudi Joint Stock Company)
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS — (Unaudited)

FOR THE SIX-MONTH PERICD ENDED 30 JUNE 2013
{In Thousands Saudi Riyals)

3 SUMMARY OF SIGNIFFCANT ACCOUNTING POLICIES (continued)

Inventories
Inventory items for generation, transmission, distribution and other materials and fuel inventory are vatued

at lower of cost or market value and stated at the weighted average cost, net of provision for slow moving
and obsolete items.

Inventory ifems that arc considered an integral part of the genetation plants, transmission and distribution
networks, and other facilities such as steategic and reserve naterials, are included in fixed assets.

Investments

Investmenis in companies' equily
Investments in companies in which the Company hold more than 20% of interest are accounted for using

the equify method, whereby the investment is initially stated ai cost, adjusted thereafler by the post
acquisition change of the Group’s share in the net assets of the investee company. The Group’s share in the
results of these companics is recognized in interitn consolidated statement of income when investees'

financial statements are issued.

Tnvestments of less than 20% of share capital of unquoted Companies are stated at fair value if it is
available, otherwise cost is considered as fair vatue. Income from these investments is tecognised when

dividends are declared by the investee companies.

Invesiments held to inaturity

Invesiments that are acquired with the Intention to be held to maturity are carried at cost (adjusted for any
premivm or discount), less any other than temporary decline in value, Snch investments are classified as
not-cuttent assets with the exception of bonds which mature during the next fiscal year, which are
classified as current assets. Income from these investments is recognized in interim consolidated statement

of income when earned.

Fixzed assets
Fixed assets are stated at historical cost and, except for land, are depreciated over their estimated

operational useful lives using the straight line method. Cost includes the cost of acquisition from supplier,
direct labor, indirect construction costs, and bortowing costs up to the date the asset is put in service, Costs
of fixed assefs sold or otherwise disposed off and related accumulated depreciation are removed from the
accounts at the date of the sale or disposal. The resulting gain or loss is recognized in the interim
consolidated statement of income,

Expenditure for repair and mainienance are charged to the interim consolidated statement of income.
Betterments that materially increase the value or extend the life of the related assets are capitalized.

The estimated operational useful lives are as follows:

Buildings 20to 30
Generafion plant, equipinent and spare parts 201025
Transmission networls, equipment and spate paits 201030
Distribution network, equipinent and spare parts 15ta25

4t020

Other assets




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS — (Unaudited)
FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013
(In Thousands Saudi Riyals)

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of non-curient assets

The Group conducts pertodic revicw of the carrying amount of its non-cutrent assets to determine whether
there is any evidence that those assets have suffered an impairment loss. If such evidence exists, the
recoverable amount of the non-current nsset is estimated in order to determine the extent of the impairment
loss. Where it is not possible to estimate the recoverable amount of that non-current asset, the Group
estimates the recoverable amount of the eash-generating unit to which the asset belongs.

If the recoverable amounl of an assct (or eash-generating unit) is estimated to he less than jts carrying
amount, the carrying amount of the asset (cash-generating unif) is reduced to its recoverable amount,
Impairment fosses are immediately recognized as an expenses in the inferim consolidated statement of
income,

Where an impaitiment loss subsequently reverses, the carrying amount of the asset (cash-generating unit) is
increased to meet its recoverable amount, but only to the extent that the increased carrying amount does
not exceed the carrying ainount that would have been determined had no impairment loss been recognized
for the asset (cash-generating unit) in prior years. A reversal of an impairment loss is recognized as jncome
immediately in the interim consolidated statement of income,

Capitalization of borrowing costs

Net borrowing cost which represents finance charges on long-term loans and any other finance cosis
charged to the Group net of any commission income for the period, is capitalized on all significant projects-
m~progress with significant amount that require long period of time for construction. The borrowing cost
capitalized on each project is caloulated using the capitalization rate on the average amounts spent on the
projects in progress,

Government loan with definife payment terms

The government loan with definite payment terms is recognized at present value using an estimated
discount rate for Group’s borrowing (for the loans received after I January 2009), The difference between
the amount received and the present value is recorded as deferred revenues (government grani) and
presented under the long-ferm government payahles caption and recognized over the remaining years of the
loan agoinst the corresponding expetises.

Derivative financial instruments and hedge accounting

The Group uses derivative financial instruments to hedge its cash flow exposures to interest rates. Such
derlvative financial instruments are initially recognised at fair value on the datc on which a derlvative
contract is entered into and are subsequently re-measured for any changes in its fair value, Derivatives are
cartied as financial assets when the fair value is positive and as financial {iabilities when the fair value is

negative,

Any gains or losses arising from the ehanges in the fair value of derivatives determined as effective cash
flows hedges are taken directly to the interim consolidated statement of shareholders’ equity, while the
ineffective portion of cash flow hedges, is recognised in interim eonsolidated statement of income.

For the purpose of hedge accounting, hedges ave classified as cash flow hedges when hedging exposure to
variability in cash flows that is either attributable to a particular risk associated with a recognised asset or
liability or a highly probable forecast transaction or the foreign currency risk in an unrecognised firm
commitment.




Saudi Electricity Company
(A Saudi Joint Stock Company)
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS - (Unaudited)

FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013
(Ih Thousands Saudi Riyals)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Derivative financial instruments and hedge accounting (continued)

Hedge sccounting is discontinued when the hedging instrinent expires or is sold, terminated, or exercised,
or no longer qualifies for hedge accounting, At that time, for forecast transactions, any cumulative gain or
loss on the hedging instrument recognised in equity is retained in shareholder’s equity until the forecasted
transaction oceurs, If o hedged transaction is no longer expected to oceur, the net comwlative gain or Joss
recognised in shareholders’ equity is transferred to interim consolidated statement of income,

Accounts payable and aceruals
Liabilities are recognized for amounts to be paid in the future for goods or services received, whether billed

by the supplier or not.

Provision for employees® indenmity
Employees’ indetmnity consists of the foHowing:

Provision for end of service benefits:
The end of sesvice benefits are caloulated in accordance with the Labor Law in the Kingdom of Saudi
Arabia and charged monthly to the interim consolidated statement of income,

Emplovees” saving fund:

The Group contributes in saving fund for qualified employees based on approved policy, The Group's share
from contribute in saving fund is charged monthly to the intetim consolidated statement of income,

Zalcat provision . o .
Zakat is provided in accordance with the Regulations of the Department of Zakat and Income Tax in the
Kingdom of Saudi Arabla. Adjustments arising fiom final Zakat assessment, if any, are recorded in the
interim consolidated statement of income for the period in which such assessment is obtained.

Statutory reserve
In accordance with the Regulations for Companies and the company’s bylaws, 10% of net incoime for the

year is fransferred to statutory reserve. The company’s General Assembly tnay discontinue such transfer
when the reserve equals 50% of the share capital,

Revenues
Revenue from electricity sales is recognized when bills are tssued to consumers based on the consumption

of electric power measured by Kilowatt/hour, Revenue on power consumed by consumers but not yet billed
at the interim consolidated balance sheet date are accrued for.

Revenue from meter reading, maintenance and bilis preparation services represents the monthly fixed tariff
based on the capacity of the meter used by the consumers, and is recognized when bills are issued. Revenue
from meter reading, maintenance and bills preparation services that is not billed at the interim consolidated
balance sheet date are accrued for,

Electricity service connection tariff 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 20

years.
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS - (Unaudited)
FOR THE SIX-MONTTH PERIOD ENDED 30 JUNE 2013
{In Thousands Saudi Riyals)

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Expenses
Operation and maintenance expenses include expenses relating to generation, transmission, and distribution .

activities as well as their aliocated portion of the general services and supporting activities” expenses. The
remaining portion of these expenses is included under General and Administrative expenses. General
sorvices and supporting activities expenses are allocated between the main activities based on the benefits
received and is evaluated periodically.

Earpings (losses) per share for the period

Enarnings (losses) per shave is calculated using the welghted average number of outstanding shares at the
end of the period, including government shares. Earnings (foss) per basic share fioin operating activities is
calculated by dividing income (loss) firom operations on the weighted average number of shares. Earnings
(loss) per basic share from net income (loss) is calculated by dividing net income (loss) on weighted

average of number of shares.

Foreign currency transactions
Transactions denominated in foreign cwrencies 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 interim consolidated balanve sheet date are translated into Saudi Riyals at the exchange rates
ptevailing at that date. Any realized o unrealized exchange gains or losses arising from such iranslations
are recorded in the interim consolidated statement of income.

PERIOD ADJUSTMENTS

The Group’s management has made all the required adjustments to the interim consolidated financial
statements to present fairly the financial position of the Group as at the end of the interim period and the
results of ifs operations for the period.

SEASONAL FLUCTUATIONS

The operations and revenues of the Group are affecied by seasonal weather changes during the year.
Revenues are materially lower during the winter months due to lower consumption of electricity whereas
higher revenues are emned during summer months due to the increase in consumption of electricity as a
resuft of the high temperature. These changes are reflected in the financial results of the group duting the
year, Therefore, the results of operations for this interim period (second quarter of year 2013) may not be
an accurate indication of the actual results for the full year,

SUBORDINATE LOAN TO ASSOCIATED COMPANY

This balance includes, as of 30 June 2013, an amount of SR 947 mdlion representing the Company’s share
in the subordinate loan provided to Dhurma Electricity Company (an associated company). Under the
agreement between the shareholders of the associated company, the loan is provided by shareholdets in
proportion of their share in the capital. The Company holds 50% interest in the associated company. This
subordinate loan is non commission bearing.

WT1 -




Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS — (Unaudited)
FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013
(In Thousands Saudi Riyals)

7.

(@

(b)

()

(d)

(e)

®

LOANS

On 28 July 2008, the Company obtained a sharia-compliance Joan for SR 6 billion from a group of local
banks which has been filly withdrawn. The loan is repayable over 22 semi-annual installments starling 3
Movember 2009, The loan balance amounted SR 3.8 billion as of 30 June 2013 (2012:SR. 4.4 billion). The
loan is subject to certain financtal covenants in which the Company complies with as at 30 June 2013,

The Company agreed with the Export-Tmport Bank of tie United States, and the Export Development Bank
of Canada on 21 June 2009 and signed a financing agreement on 27 January 2010 whereby the Company
will receive a direct loan amounting to US$ 1.1 billion equivalent to approximately SR 4.1 billion which
has been fully withdrawn. The loan is repayable within 12 years in 24 semi-annual installments starting 25
May 2010. The foan balance amounted SR 2.9 bilion as of 30 Jyne 2013 (2012:SR 3.2 billion).

On 13 July 2009, the Company signed a financing apreement with the Public Investments Fund upon which
the Company will receive a direct loan of SR 2.6 billion which has been fully withdrawn. The foan is
repayable within 15 vears in 24 semi-annual insiallments. The loan balance amounted SR 2.4 biilion as of
30 June 2013 (2012;SR 2.6 billion),

On 13 December 2010, the Company signed an agreement with group of Jocal banks whereby the Company
will obtain a sharia compliant loan of SR 5 billion repayable over 26 semi-annual installments starting after
past 24 months since date of signed agreement. The loan balance amounted SR 4.8 billion as of 30 June

2013 (2012:SR 0.5 billion).

On 22 June 2011, the Company agreed with Export and Import French Bank whereby the Company will
receive a loan amounting to USH 989.1 million equivalent to SR 3.7 billion which has been fully
withdrawn. The loan is repayable over. 12 years in 24 semi-annual installments starting 11 January 2012.
The foan balance amounted SR 3,3 billion as of 30 June 2013 (2012: SR 3.6 billion).

On 29 March 2012, the Company signed a loan agreement guaranteed by two Export Korean hanks (K
Shore and K Exim) where a group of infernational banks participated in financing the loan Jed by HSBC
Group, Tokyo-Mitsubishi Bank, Sumitomo Mitsui Banking Corporation, Mizuho Bank and KFW
Bankengruppe. The Company will receive a loan amounting to SR 5.3 billion equivalent to approximately
US$ 1,400 miilion for a period of 15 years. The loan is repayable over 12 years in 24 semi-annual
installments starting afier grace period of 3 years. The loan halance amounted SIt 107 milkion as of 30 June

2013 (2012: Nil).

The long-tern foans mentioned above are used in financing construction projects. These loans are secured
by promissory notes singed by the Cormpany for the nominal value of the loan plus the interest payinents
and/or Murabaha margin,

The company has unutilized credit facilities signed as of 30 June 2013 with focal comunercial banks
amounting 1o SR 1 billion (2012: SR 1 billion).
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Saudi Electricity Company
(A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS — (Unaudited)
FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013
(In Thousands Saudi Riyals)

8.

9
()

SUKUK
The outstanding Stkuk as of 30 June 2013 ace as follows:

Local Sulcul:

Issue Date of issuc Par value Total issued amount Matwurity date
Sukuk 2 6 July 2009 SR 100 Thousand SR 7 Billion 2029
Sukuk 3 10 May 2010 SR 10 Thousand SR 7 Billion 2030

The above Sukuk have been issued at par value with no discount nor premium., The Sukuk beat a rate of
refurn at STBOR plus a margin payable quarterly firom the net income received from the Sukuk assets held
by the Sukuk custodian “Electricity Sukuk Company™, a wholly owned subsidiary of the Company.

For each purchase date, the Company shall pay an amount equal to 10% of the aggregate face value of the
Sukuk as bonus 1o the Sukuk holders. The purchase price is determined by multiplying Suluk’s par value at
the percentage shown against the purchase date, as follows:

Percentage
0% 60% 30%
TIssue First purchascd date Second purchased date Third purchased date
Sukuk 2 2014 2019 2024
Sukuk 3 - 2017 2020 2025

On 15 July 2012, the Company fully purchased the assets of its first Sukuk issued (Suluk1)} amounted SR
5 billion

Glebal Suluk:

Dwring April 2012 the Company issued Sukuk amounting to SR 6.6 billion equivalent to approximately
US$ 1,750 million where the issuance consisted of two types of Sukuk certificates. The first type
amounting to US$ 500 million maturing after 5 years with fixed rate of 2.665%, the second type amounting
{o US¥ 1,250 million maturing after 10 years with fixed rate of 4.211%.

During Apiil 2013 the Company issued Sukuk amounting SR 7.5 billion equivalent to approximately US$
2 billion whete the issuance consisted of two types of Sukul Certificates. The first type amounting to US$
1 biltion maturing after 10 years with fixed rate of 3,473%, the second type amounting to US$ 1 billion
maturing in 30 years with fixed rate of 5.06%.

GOVERNMENT LOANS

Pursuant to the Ministerial resolution number 169 dated 11 Sha’ban 1419, 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 his HE the Minister of Industey
and Electricity and his HE the Minister of Finance and National Economy dated 27 Jumada Al-Thani
1418 corresponding to 29 October 1997. The net difference payable to the Governinent 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-tertn soft 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 revisited
[ater on subject to the financial condition of the Government and the Company.

The minutes of the meeting held on 21 Rajab 14221 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
deterimined, stated that the final settlement of Government accounts will be subject to the reconciliation for
the claims of the Company from Government entities, and the foan amount shall be adjusted accordingly.
Daring 2005, the Company finalized the amount due which ineluded the claims of the Company and the
amounis due to the Government and the agreement was signed between the Minister of Water and

Electricity and the Minister of Finance on 15 Rajab 1426 which brought the balance of Government loan

to SR 14.9 billion.
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Saudi Electricity Company
(A Saudi Joint Stock Company)
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS — (Unaudited)

FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013
(In Thousands Saudi Riyals)

s GOVERNMENT LOANS (continued)

{b) The Couneil of Ministers approved in its meeting held on Monday 12 Jumada Al-Awal 14341
corresponding to 26 April 2010 to grant the Company a soft loan amounting to SR 15 billion repayable
over 25 yoars. 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 Coinpany. The
agreement was signed on 15 Ramadan 1431H, corresponding to 25 August 2010, this loan has been fully
withdrawn as at 30 June 2013 (2012: fuily withdrawn). The Compauy recognized the amount received from
the povernment loan above discounted at its present value as pet the accounting policies in Note (3).

(©) ‘The Council of Ministers approved in its mceting held on Monday 11 Rajab 1432H corresponding to 13
June 2011 to grant the Company a soft Ioan amounting to SR 51.1 billion repayable over 25 years, The loan
will be paid to the Company within 5 years in accordance with an agreement that will be prepated for this
putpose between the Ministry of Finance and the Saudi Electricity Company. An amount of SR 17.89
billion frorn this loan has been withdrawn as at 30 June 2013 (2012; 5.1 billion). The Comipany recognized
the amount received from the government loan above discounted at its present value as per the accounting
policies in Note (3),

10, LONG-TERM GOVERNMENT PAYABLES

The tong term government payable includes SR 41 billion represents the accounts payable for fuel for the period
from 5 April 2000 to 31 December 2009 which has been reclassified during the prior years from current liabilities to
non-curient liabilities (long-term governmental payables) pursuant to the Ministerial minutes of meeting dated 15
Jumada Awal 1427H and 6 Safar 14133H based on the Ministerial Resolution number 277, which resolved to transfer
the Company's liability of Saudi Aramco Company (Saucli Aramco) to the account of the Ministry of Finance.

Also, the long-term Government payable includes an amount of SR 22.3 billion (2012: SR 14 billion) that represents
the difference between the amount proceed from Government as soft foans and the discounted present value of these

loans (Note 9- (b) & (c))

11 DERIVATIVES

The Company entered into interest rate hedging contracts with several banks to hedge the flvctuation of interest rates
on loans for an amount of SR 2.4 billion on 30 Tune 2013 (2012: SR 2.8 billion) which includes & US Doliar portion

represcnting approxinmately 15% of the nominal amount. The hedging contracts are based on the swap between the
Company and the baaks of fixed rates against floating rates on the original loan minounts every six-inonths,

12 SHARE CAPITAL

The shate capital of the Company amounts to SR 41,665,938,150 divided into 4,166,593,815 shares with a par value
of SR 10 each,

13, GENERAL RESERVE

General rezerve consists of the balances of the reserves that were reflected in the consolidated financial statements
of the Seudi Elecivicity Company at the date of the merger, in additions to the coliections of surcharge from
individuals subsequent to 31 December 2001,
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FOR THE SIX-MONTH PERIOD ENDED 30 IUNE 2013
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14, DIVIDENDS PAID AND BOARD OF DIRECTORS? REMUNERATION

Pursnant to the company’s bylaw, dividends of at least 5% of paid in capital, net of reserves, shouid be distributed to
sbarcholders as a first payment with due care of Council of Ministers’ Resolution No. 169 dated 11 Sha’aban
14191, whereby the Government has waived its share from the distributed dividends for a period of ten years fiom
the date of the Company’s formation, provided that dividends do not exceed 10% of the par value of the shares. In
the event whereby the distribution exceeds 10% of the shares’ par value, the Government’s share shall be treated
sitnilar to the share of other shareholders. The Government has agreed fo extend this waiver for another ten years,
based on the Council of Ministers’ Resolution No. 327 dated 24 Ramadan 1430H,

The General Assembly, in fts meeting held on 15 April 2013, approved to distribute of cash dividends for 2012 to
individvals shareholders amounting of SR 547 million (SR 0.7 per share) representing 7% of the par value per share
(2011: SR 547 million}. Further, the General Assembly has approved in same meeting, Board of Directors’
remuncration of SR 919 thousand from the retained earnings for the year 2012 201 1: SR 705 thousand),

15, CONTINGENT LIABILITIES

a. There is a dispute between the Company and Saudi Aramco for bandiing crude oil fees. The disputed
amount since the Company’s inception on 5 April 2000 to 30 June 2013 amounted to approximately SR
3,443 million (2012: SR 3,063 million). The Company’s management believes that there will be no fiability
on the Company based on the Royal Decree Number M/ dated 25 Rajab 1415H as this metter was not
diseussed by the Ministerisl Committee formed by the Royal Decree referred to above. Accordingly, the
difierence has not been recorded in the Company’s books. In addition, Saudi Atamco is supplying the
Company with light fuel oil rather than heavy fuel oil to one of its stations. This has resulled in an
accutnulated difference of SR 1,344 miilion (2012: SR 1,026 million) not accounted for in the Company’s
books.

b. Saudi Arameco has also a claim for the settlement of its share in the annual dividends since inception to 31
December 2012, estimated at SR 2,342 million. The Company believes that Saudi Aramco has no right for
this claim during the first 20 years of its formation since it is a wholly owned government agency and
accordingly, is governed by the Ministetial Resolution No. 169 dated 11 Sha’aban 1419H and Ministerial
Resolution No. 327 dated 24 Ramadan 1430H on extending the Govermnent’s waiver of its rights in the
profits distributed by the Sandi Electricity Company for another ten years.

c. The Company has provided guarantees to some of the commercial banks against its share for finayeing a
loan granted to some of its investee companies, The guarantee amounted to US$ 74 million equivalent to
SR 278 million as of 30 June 2013 (2012: US$ 74 million equivalent to SR 278 million). In addition, the
Company has provided a guarantee for the Department of Zakat and Income Tax amounting to SR 37,5

miilion (2012: SR 13 million),
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FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2013
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16. SETTLEMENT OF THE DISPUTE OVER THE ELECTRIC TARIFF WITH SAUDI ARAMCO

The Company provides electricity power to governmental agencies, ministries and Saudi Aramco. The rates applied
are approved by the Council of Ministers and are similar to the rates applied to other consumers, except for the rates
used for Saline Water Conversion Corporation (SWCC) which is in accordance with a government resolution. As for
the residential property of Saudi Aramnco, the Company believes that these should be charged the commercial tariff,
However, Saudi Aramco has objected to this fariff and is settling the electricity sales for the properties based on the
industrial tariff.

The Council of Ministers has Issued a Resolution Number 134 on 10 Rabi Al-Thani 1430H to end this dispute and fo
charge Saudi Aramco on the basis of residential and commercial tariff instead of industrial tari The Electricity and
Co-generation Regulatory Authority (the regulator) will have to specify the residential and commercial enterprises
of Saudi Aramco. Accordingly, the Company, Saudi Aramco and the regulator held several meetings to settle this
matter where the regulator has specified the disputed residentiaf and commercial enterprises of Saudi Aramco.

The Company has executed regulator decrce number 49/432 dated 8 Jumada Awal 1432H classifying Saudi Aramnco
electricily consurnption tariff starting from 1 January 2012, accordingly, the disputed residential and commercial
enterprises menifoned above were identified, and the agreed upon tarff were applied on Saudi Aramnco
consumption. Further, the Company has also completed the calculation of the previous years’ consumption since
date of inception up to 31 December 2011 according to regulator decree mentioned above and has submitted the
invoices to Saudi Aramco with total amount of SR. 729 million. During the period ended 30 June 2013, the Company
has completed the reconciliation procedures with Saudi Aramco for these revenues and recognized them as non-
recurring income in the inferiin consolidated statement of income.

17. CAPITAL COMMITMENTS

a. These comprise the unexecuted portion — as of the Interim consolidated balance sheet date - of capital
contracts conducted by the Company for the erection and installation of power plants and other assets
approximately amounting to SR 100,453 million (2012: SR 60,782 million) in addition to the future
commitments provided by the Company to finance certain investees in the form of subordinate loans or
conimon equity amounting to SR 1,253 miflion (2012; SR 2,200 million). '

b. The Company has long-term purchase energy agreements with independent power providers whereby the
Company has undettaken to purchase the all encrgy produced by these providers according fo specific
terms and prices. These agreements are for perfods up to 20 years, and renewable for further periods by
mutual consent of both parties.

18. ZAKAT

The Company did not provide provision for zakat during the period ended 30 June 2013, since the adjusted net
income and the zakat base are negative. The Comnpany has received the Zakat assessments up to 2008 and filed an
appeal against zakat differences amounted to SR 24.5 million for the years 2003 and 2004, The Company also filed
the Znkat return for the years 2009 to 2012 which is still under Departinent of Zakat and Income Tax review.
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19, SEGMENT REPORTING AND FUTURE RESTRUCTURE FOR THE COMPANY'’S ACTIVITIES

The Group’s main operating activities are divided into generation, transmission and distribution activities. These
activities complement each other in delivering electricity to the consumer. The Group’s revenue is currently
recognized from selling electricity to the end consumer based on the official Tariff set by the government. All
group’s operations are based in the Kingdom of Saudi Arabia.

Following is a description of the main operations for each activity:

Generation: generating electricity power,

Transmission; transmission power from generating stations using transmission network, to distribution network and
operation and maintenance of elecirieity transmission system.

Distribution and customer services: receive and distribution to subscribers. Tt also engage in issuauce and
distribution and collection of electric bills and issue, distribute the consumer invoices and then collect the invoice

amount,

The Company is now working on applying integrated plan aims to split its principal activities to different
independent entities and develop inter-selling ptices. Thetefore revenues and expenses will be specified for each
entity upon completion of such process to assess the performance of each activity and the results its opetation
separately. As part of the plan, National Grid 8.A. Company was established and basis of inter-company transaction
agreements were approved by the board of directors. The National Grid S.A. Company started its operations and
related to transmission activity in 1 January 2012.

The following are the fixed assets, total asscts and liabilities of the main group’s eompanies. The financial data of
Saudi Electricity Comnpany mentioned in the below table include the penerating and distributing segments in
addition to the head office, as the procedure of spliiting the generation and distribution segments is still under
process — till the date of interim consolidated financial statements preparation date- as part of the Company’s
integrated plan to split its activities. The Nationaf Grid S.A, Company’s financial data includes the trensmission
activity, while other subsidiaries’ financial data include all companies set out in Note- (1) excluding National Grid

S.A. Company.

Saudi Iectricity National Grid Other Inter-Company
36 June 2013 Company 8.A, Company Subsidinries Balances Total
SR’000 SR*000 SR'000 SR’000 SR*000
Fixed Assets 120,977,184 52,600,908 - - 173,584,092
Total Assets 310,851,577 60,974,401 46,769 (108,861,533) 263,011,214
Total Liabilities 257,399,320 50,106,404 25,286 (98,847,417) 208,683,593
Saudi Electricity National Grid S.A. Initer-Company
30 June 2012 Company Company Other Subsidiaries Balances Total
‘ SR'600 SR'000 SR'000 SR’000 SR'000
Fixed Asscts 111,391,484 50,831,138 - - 162,222,622
Total Assets 286,386,217 55,972,677 20,080 (112,662,899) 229,716,075
Total Liabilitles 234,893,248 45,210,417 13,811 (102,659,39%) 177,458,077

20, COMPARATIVE FIGURES

Cerfain comparative figures have been reclassified to conform with the current period’s presentation,
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