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• Reduce ST/LT Recommendations: While we continue to be strong believers in Tabreed's growth 
potential, the company is currently in its build-out phase and requires significant capex in the short term. 
We lower our ST recommendation to Reduce from Accumulate as the key issue remains how Tabreed will 
be able to raise required financing efficiently and create value during this time. Our LTFV falls to AED1.25 
from AED2.09 (reflecting higher cost of capital assumptions), but still offers considerable fundamental 
upside to the current share price and we move our LT recommendation to Accumulate from Buy. 

• FY Net Income Below Estimates: Tabreed reported FY2008 results with revenues ahead of expectations 
at AED734 million (up 30% Y-o-Y), driven by more new plants coming on stream (particularly in 2H2008) 
and plant capacity being ramped up quicker than we anticipated. However, net income was slightly 
disappointing at AED73.4 million (up 2% Y-o-Y), vs. our expectation of AED77.4 million, due largely to 
losses recognised on financial assets and a mark-to-market loss on the derivative liability from the 
company's convertible bond. 

• Forecasts Unchanged: Despite some variance between our 2008 forecasts and FY2008 results, we are 
not changing our forecasts for 2009e and beyond. We believe any out-performance in the top-line in 
2008 was due to timing (with the capacity of several plants ramped up more quickly than expected) and 
so will not impact our 2009e numbers in the same way because we have already accounted for this in our 
2009e estimates. We believe Tabreed's losses below its operating line in 2008 are somewhat one-offs 
given the extent of the market correction last year and so do not anticipate a repetition.   

• Significant Funding Requirements: Even after raising AED1.7 billion via a mandatory convertible bond 
last year and despite a current cash balance of AED700 million, we believe Tabreed will require funding for 
its capital expenditure for this year. Indeed, we estimate capex requirements of AED2.5 billion for 2009e. 
Moreover, we believe Tabreed will need to raise further financing given our 2010e capital expenditure 
estimate of AED1.8 billion.     

• Concerns Remain with Short-Term Financing: While these results indicate that the company is 
operationally on target, the key question is whether or not Tabreed will be able to finance its significant 
capital expenditure (and thus expansion) programme efficiently and create value during this time. Tabreed 
has already said it is looking to sell some of its mature plants, but this route has now become more 
precarious given current market conditions and has limited the ability for potential acquirers to raise 
financing/debt.   
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COMPANY NOTE 
  

December year end 2008a 2009e 2010e 2011e
Capacity (RT '000) 338 497 772 838
Revenue 734.8 851.5       1,192       1,495 
% Growth 30% 16% 40% 25%
EBITDA 235.7 319.3 453.0 575.7
Operating Profit 173.5 200.5 300.6 399.1
Net Attrib. Income 73.0 115.0 148.3 200.8
EPS 0.05 0.06 0.08 0.11
DPS 0.00 0.02 0.02 0.02
Net Debt (Cash)       2,368        4,935       6,205       6,146 
Enterprise Value       3,522        6,146       7,440       7,407 
 
P/E (Attrib.) 12.9 9.1 7.0 5.2
EV/EBITDA 14.9 19.2 16.4 12.9
P/BV 0.40 0.37 0.34 0.31
P/CF 4.35 3.27 2.30 1.81
Div. Yield 0.0% 4.1% 3.6% 3.9%
Figures in AED, unless otherwise stated 
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Price (AED)

DFMGI (Rebased)

  

Estimates Changes 
 2008a 2009e 2010e 
(AED mn) Old New Old New
Revenue 734.8 851.5 851.5 1,192 1,192
EBITDA 235.7 319.3 319.3 453.0 453.0
EBITDA Margin 32.1% 37.5% 37.5% 38.0% 38.0%
Net Attrib. Income 73.0 115.0 115.0 148.3 148.3 

Stock Data 
Mkt. Cap / Shares (mn) AED1,043 / 1,799
Av. Monthly Liqd. (mn) AED 273
52-Week High / Low AED 2.69 / 0.44
Bloomberg / Reuters TABREED UH / TABR.DU
Est. Free Float 76% 

 
*Prices as at 24 March 2009   
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I. REVIEW OF FY2008 RESULTS – REVENUES AHEAD, EARNINGS BELOW 

REVENUE 
Tabreed revenues for the year rose 30% Y-o-Y to AED734.8 million, ahead of our expectations of 
AED666.3 million. The company added significantly to its capacity as 16 new cooling plants came online 
this year for a total of 31 operating plants. While revenues from its Services division were broadly in line 
with expectations for the year, revenues from the Chilled Water, Manufacturing and Contracting 
businesses were well ahead of estimates after a particularly strong second half. This out-performance was 
driven by new plants coming on stream (particularly in 2H2008) and plant capacity ramped up quicker 
than we anticipated. 

OPERATING COSTS AND PROFIT 
Cost of sales for the year were higher than expected at AED354 million (vs. our forecast of AED280 
million) and resulted in a gross profit margin of 51.9% (vs. our estimate of 58.0%). We believe the 
variance is because while the company can pass on some incurred cost increases during the year (seen 
particularly in 1H2008) to its customers in the form of higher capacity and consumption charges, this 
adjustment has a lag since consumption charges can only be adjusted on a quarterly basis and capacity 
charges on an annual basis.  

SG&A expenses for FY2008 were AED145.6 million, in line with our estimate of AED146.6 million. 
Mitigating the higher than expected cost of sales, depreciation expenses were below our forecasts at 
AED62.1 million (vs. AED75.6 million). This meant net operating profit of AED173.5 million for FY2008 
was broadly in line with our estimate of AED164.3 million. 

NET PROFIT 
The non-operating income line was impacted by losses on financial assets carried through the income 
statement. Indeed, during FY2008 Tabreed recognised a loss of AED15.1 million because of the change in 
fair value of financial assets carried through the income statement. Also, Tabreed realised a loss of 
AED12.2 million in the last two quarters of the year as a result of changes in the fair value of derivatives 
relating to the company's convertible bond. Both these losses were due to recent market turmoil. 
Offsetting these losses, however, interest expense came in lower than we estimated at AED57.3 million 
(vs. our forecast of a AED100.9 million interest expense) and this meant net profit for the year came in at 
AED73.4, a little below our forecast of AED77.4 million. 

Figure 1: Summary of FY2008 Results 
AED million, unless otherwise stated 

 FY2007a FY2008a Y-o-Y FY2008e
Chilled Water 208.3 278.1 33.5% 332.3
Services 106.9 126.8 18.6% 110.2
Contracts 103.2 126.3 22.4% 77.4
Manufacturing 146.4 203.6 39.1% 146.4
Revenue 564.8 734.8 30.1% 666.3
COGS (268.3) (353.6) 31.8% (279.8)
Gross Profit 296.6 381.2 28.5% 386.4 
Gross Profit Margin 52.5% 51.9% 58.0%
SG&A (116.5) (145.6) 24.9% (146.6)
EBITDA 180.0 235.7 30.9% 239.9 
EBITDA Margin 31.9% 32.1% 36.0%
Depreciation (43.8) (62.1) 41.8% (75.6)
Net Operating Profit 136.2 173.5 27.4% 164.3 
NOP Margin 24.1% 23.6% 24.7%
Interest Expense (59.2) (57.3) -3.1% (100.9)
Other Income 24.1 (6.7) -127.8% 45.6 
Earnings before Minorities 101.2 109.5 8.3% 109.0 
Minority Interests (29.3) (36.6) 25.1% (31.6)
Net Attributable Income 71.9 73.0 1.5% 77.4  

Source: EFG-Hermes estimates 
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II. CASH CRUNCH 

WHAT TABREED NEEDS… 
After the company’s most recent fund raising last year where it raised AED1.7 billion through a mandatory 
convertible bond, Tabreed has a current cash balance of AED700 million (as at end of 2008). Having 
doubled the number of plants in operation to 31 in 2008, we expect a further 19 plants to come on 
stream this year. Therefore, we believe Tabreed will require additional funding to meet its capital 
expenditure programme for this year, and estimate capex requirements of AED2.5 billion for 2009e. 
Moreover, beyond 2009e, we believe Tabreed will need to raise further financing and estimate capital 
expenditure of AED1.8 billion in 2010e alone. 

WHY THE COMPANY CAN'T GET IT 
Whilst the equity markets continue not to be conducive to raising capital and the debt markets difficult, 
to raise further funds, Tabreed has already indicated that it wants to sell some of its mature plants, but 
this route has also now become more precarious given current market conditions and the limited ability 
for potential acquirers to raise financing/debt.  

WHERE TABREED COULD GET HELP FROM 
A significant proportion of Tabreed’s capex programme over the next two years relates to its JVs with 
Aldar and Sorouh, with the majority biased towards Aldar – as a reminder, the Aldar JV will look to bring 
300,000RT of capacity on stream by the end of 2010e. Management have indicated that these two key 
Joint Ventures could raise financing (debt) on a stand alone basis, leveraging the JV and not Tabreed on a 
holding level. Ultimately, given the strategic nature of both developers to the future of Abu Dhabi, and the 
fact that district cooling is an integral component for all their respective developments, we feel that this 
financing may come through some level of support from the government of Abu Dhabi. 

WHERE THIS LEAVES US 
That being said, if Tabreed fails to raise the required funding, capacity additions may not occur at the 
speed at which we estimate as the company slows its expansion plans. While this would ease the need for 
immediate capital, this would also have obvious implication on our forecasts for this year and beyond. At 
this point, we just do not have enough visibility or clarity as to which route the company will take, or need 
to take. Figure 2 shows the company’s current and forecast cash and debt positions as well as our 
estimates on capex and free cash-flow (FCF). 

Figure 2: Balance Sheet Assumptions 
AED million, unless otherwise stated 

 2007a 2008a 2009e 2010e 2011e 2012e
Cash Balance 430 702 276  105 165 218 
Gross Debt 2,320 3,070 5,211  6,311 6,311 6,361 
Net Debt/(Cash) 1,890 2,368 4,935  6,205 6,146 6,143 
  
Capex 1,073 2,131 2,470  1,793 523 473 
  
FCF  (772)  (1,816)  (2,117)  (1,229) 159 275  

Source: EFG-Hermes estimates 
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CHANGES TO RECOMMENDATION 
While we are not making any changes to our forecasts for 2009 and beyond, we are reducing our 
recommendation given concerns regarding Tabreed’s short-term financing needs. While FY2008 results 
indicate Tabreed is operationally on target, the key question remains whether or not the company will be 
able to finance its significant capital expenditure (and thus expansion) programme efficiently and create 
value during this time.  

While we continue to believe strongly in Tabreed's growth potential, the company is currently in its build-
out phase and as such requires significant capital expenditure in the short term. Therefore, we lower our 
ST recommendation to Reduce from Accumulate given the lack of clarity over funding. We lower our 
estimated LTFV to AED1.25 per share (from AED2.09) to reflect our higher cost of capital assumptions. 
These incorporate our recent in-house views on higher country risk premiums and add a further 200bp to 
the company’s equity risk premium to 8.75% given the uncertainty surrounding its future funding 
requirements. While this new LTFV still offers considerable fundamental upside to the current share price, 
we reduce our LT recommendation to Accumulate from Buy out of conservatism. 
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III. FINANCIAL FORECASTS 

Income Statement (December Year End) 
AED million, unless otherwise stated 

 2007a 2008a 2009e 2010e 2011e 2012e
Revenues 565 735 852  1,192 1,495 1,657 
% Growth 20.2% 30.1% 15.9% 40.0% 25.4% 10.8%
COGS  (268)  (354)  (353)  (489)  (606)  (663)
Gross Profit 297 381 498  703 890 994 
Gross Profit Margin 52.5% 51.9% 58.5% 59.0% 59.5% 60.0%
SG and A  (117)  (146)  (179)  (250)  (314)  (348)
EBITDA 180 236 319  453 576 646 
EBITDA margin 31.9% 32.1% 37.5% 38.0% 38.5% 39.0%
Depreciation   (44)  (62)  (119)  (152)  (177)  (187)
Net Operating Profit 136 174 201  301 399 459 
Net Interest Expense  (59)  (57)  (106)  (150)  (189)  (190)
Non-Operating Income  24  (7) 58  45 43 24 
Minority Interest  (29)  (37)  (38)  (48)  (52)  (50)
Earnings Before Taxes 72 73 115  148 201 243 
Net Profit 72 73 115  148 201 243 
EPS 0.064 0.045 0.064  0.082 0.112 0.135  

Source: Tabreed, EFG-Hermes estimate 

 

Balance Sheet (December Year End) 
AED million, unless otherwise stated 

 2007a 2008a 2009e 2010e 2011e 2012e
Cash & Liquid Assets 430 702 276  105 165 218 
Accounts Receivable 234 357 163  196 205 182 
Other Receivables 81 92 198  245 266 250 
Net Accounts Receivable 315 449 362  441 471 431 
Inventory 34 77  39  47 50 54 
Prepaid Expenses 8 9  23  33 41 45 
Contract Work in Progress 179 208 175  196 246 272 
Other Current Assets 117 59 117  117 117 117 
Total Current Assets 1,084 1,504 992  939 1,090 1,139 
Net Plant 3,142 5,391 7,591  9,231 9,578 9,863 
Net Investments 194 243 256  295 339 390 
Other Fixed Assets 80 140  80  80 80 80 
Total Assets 4,508 7,278 8,928  10,554 11,095 11,481 
Accounts Payable 234 521 245  339 420 460 
Other Payables 108 145 108  150 185 203 
Total Payables 342 666 353  488 605 662 
Accrual Expenses  331 851 194  268 332 363 
ST Loans and Bank Overdraft 131 862 112  155 192 211 
Dividends Payable  -  -  53  74 91 100 
Total Current Liabilities 803 2,379 713  985 1,220 1,336 
Loans 2,193 2,208 5,211  6,311 6,311 6,361 
Total Provisions 11 17  11  11 11 11 
Minority Interest 133 162 168  192 218 243 
Total Liabilities & Provisions 3,266 4,766 6,103  7,499 7,760 7,951 
Shareholder's Equity 1,242 2,512 2,825  3,055 3,335 3,529  

Source: Tabreed, EFG-Hermes estimates 
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Cash Flow Statement 
AED million, unless otherwise stated 

 2007a 2008a 2009e 2010e 2011e 2012e
Net Operating Profit 101 110  201  301 399 459 
Depreciation & Amortization 44 62  119  152 177 187 
Change in Working Investment 156 143  33  111 106 102 
Net Cash Flow from Operating Activities 301 314  353  564 682 748 
CAPEX   (1,073)  (2,130)  (2,470)  (1,793)  (523)  (473)
Net cash from Operating and Investing Activities  (772)  (1,816)  (2,117)  (1,229) 159 275 
Non-operating Cash Flow 394  (122)  14  3  (7)  (36)
Cash Flow before Financing  (378)  (1,938)  (2,103)  (1,226) 152 240 
Net Financing 161 1,811  2,282  1,056  (93)  (186)
Change in cash  (218)  (127)  179  (170) 59 53  

Source: EFG-Hermes estimates 
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Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the 
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represent or warrant, either expressly or implied, the accuracy or completeness of the information or opinions contained within this report and no liability whatsoever 
is accepted by EFG-Hermes or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or otherwise 
arising in connection therewith. Readers should understand that financial projections, fair value estimates and statements regarding future prospects may not be 
realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change without notice. This research report is 
prepared for general circulation to the clients of EFG-Hermes and is intended for general information purposes only. It is not intended as an offer or solicitation or 
advice with respect to the purchase or sale of any security. It is not tailored to the specific investment objectives, financial situation or needs of any specific person 
that may receive this report. We strongly advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs. 

 



 

 

 

GUIDE TO ANALYSIS 
EFG-Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional 
economic environment. Two investment ratings are offered for each stock, a Short-Term rating and a Long-term rating.  

The Short-Term (ST) rating is based on the analyst’s best expectations on the shorter-term price movements of the stock. Short-Term is defined as any time up to six 
months of the rating being applied to the stock. While shorter-term drivers could include quantifiable facts and figures, the analyst may also consider non-
quantifiable issues such as the analyst’s view on investor sentiment, potential news flow on the stock or the sector, or other issues which could impact share price 
movements. 

The Long-Term (LT) rating is based on the percentage upside or percentage downside of the stock price to the analyst’s Long Term Fair Value (LTFV). Long Term is 
defined as any time period beyond 1 year. The LTFV is based on the analyst’s current expectations of the equity fair value of the company on a per share basis which 
is normally based on rigorous and fundamental long-term analysis of the company’s financial potential. Of course, any such analysis is based on the analyst’s 
expectations for the future and are always considered estimates.  

For both the Short-Term and Long-Term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms: 

Rating % upside (downside) 
Buy 25% and above 
Accumulate 10 to 25% 
Neutral (10%) to 10% 
Reduce (10%) to (25%) 
Sell (25%) or more downside 
 
EFG-Hermes policy is to update research reports when appropriate based on material changes in a company’s financial performance, the sector outlook, the general 
economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move 
outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock 
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to 
review the rating. 
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