
Tabreed currently sports installed capacity of 324K TR, reflecting a 71% 
premium over our last update dated April FY07, comprising 287K TR in the 
UAE, 30K TR in Qatar and 7K TR in Bahrain. In addition, expansion projects 
totaling a further 1,200K TR worth of capacity are either under construction 
or in the negotiation phase across the GCC. 
 
FY07 revenues witnessed 16.9% annual growth registering AED549 million, 
in line with our previous forecast pertaining to AED563.2 million, with the 
core business of chilled water growing 10.1% to AED192.8 million, contrib-
uting 35.1% of aggregate revenues, while operating costs saw a 11.1% y-o-
y advance to AED312 million up from the AED281 million observed in FY06. 
Net attributable income registered AED71.9 million; down 31.1% from 
AED104.4 million realized in the comparable period due to a one time gain 
on sale of PP&E in FY06. 
 
We have revised our capex assumptions upwards from those put out in our 
previous report to total AED6.5 billion, phased out over our explicit forecast 
period spanning FY08-FY12, reflecting a price and capacity driven increase 
of 25% over our previous estimates of AED5.2 billion. We revise our cost of 
installation per TR from AED7.5k to AED10k, according to management 
guidance, and now expect the bulk of Tabreed’s expected capex to be 
phased over the coming 3 years, broken down as follows; AED2.5 billion in 
FY08, AED2.1 billion in FY09 and a further AED0.9 billion in FY10. 
 
Tabreed's revenue generation continues to be driven by its four main oper-
ating business segments with a declining contribution from the contracting 
segment versus a larger giving from the core chilled water segment. We 
revise down our forecasts for FY08 revenues from a previous AED755 mil-
lion to AED667 million due to a longer than previously expected time frame 
for contribution from new schemes to kick in, as well as weaker than antici-
pated 1Q08 results, in which the top line recorded AED124 million.   
 
We expect Tabreed’s revenues to register a 21.5% CAGR over the coming 
five years of our forecast horizon, with peak growth occurring in FY09 at ca. 
52% and FY10 at ca. 31% with these high growth rates accruing from en-
hancements in capacities in both years. Tabreed’s NAI is concurrently is 
expected to illustrate a 32.2% CAGR through to FY12 culminating at 
AED290 million. 
 
Our adjusted DCF model yields a value of AED3.9/share, representing a 
53% increase over the current market price. Accordingly, we reiterate our 
strong buy recommendation for the share.      

Fiscal Year 2006a 2007a 2008e 2009f 2010f 
Revenues  470 549 667 1,014 1,332 

Growth 17.2% 16.9% 21.5% 52.0% 31.3% 

EBITDA Margin 34.8% 29.9% 31.5% 36.3% 39.1% 

Net Income  125 101 109 160 208 

Net Attributable  Income 104 72 78 113 148 

EPS (AED) 0.09 0.06 0.06 0.09 0.12 

EPS Growth 240.9% -31.1% 8.2% 45.8% 30.5% 

DPS (AED) 0.00 0.00 0.00 0.00 0.00 

P/E (x) 29.64 43.03 39.77 27.27 20.89 

Dividend Yield  0.00% 0.00% 0.00% 0.00% 0.00% 

P/BV (x) 2.61 2.49 2.16 1.44 1.34 

Book Value / Share (AED) 0.98 1.02 1.18 1.77 1.90 
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As the region’s GDP per 
capita continues to be one 
of the highest worldwide; 
ca. USD30k FY08e, the 
pursuit for higher quality 
living points to a promi-
nent growth in demand for 
the solutions provided 
through district energy.          
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GCC Construction Update: 
 
A combination of rising energy prices effective 2003, compounded by a low interest rate environment and a 
depreciating dollar have in essence set the tone for the unparalleled growth trajectory on which the GCC 
economies find themselves firmly entrenched. Against this favorable background, the six nation council has 
successfully generated a cumulative Current Account Surplus in the region of ca. USD750 billion over the 5 
year period ending 2007, projected to continue growing as oil prices remain firm, averaging USD110 per bar-
rel YTD.  
 
The construction sector continues to prove a key growth driver of the GCC's non-hydrocarbon economies with 
figures for the first quarter of 2008 reflecting an estimated USD2 trillion worth of announced and ongoing 
projects across the region - of which USD1.3 trillion falls under the construction sector - reflecting a 75% 
growth over the prior year's figure.  
 
The scope and spectrum of these new projects centers around 1) the development of entire greenfield cities 
across the region to house aggressive foreseen population growth, incorporating all necessary infrastructural 
developments required to support the associated self contained, ‘lifestyle’ based, mixed use developments, 
including educational and health service outlets, shopping malls and leisure facilities 2) the cementing of the 
region’s footprint on the world tourism stage, encompassing massive hospitality based projects, spanning 
hotels, serviced apartments and world renowned tourist attractions, and 3) a focus on shaping the wider 
GCC, and more specifically the UAE, into a world class business hub, encompassing significant commercial 
space developments of the highest quality, with comparable amenities of competitor financial districts of 
Hong Kong, London and New York.  

The associated regional construction boom, in conjunction with the natural hot and humid climatic conditions 
across the GCC, are the key growth drivers which have catalyzed the growing demand for district energy ser-
vices over the past five years and have brought to the forefront the GCC’s urgent requirements for reliable 
and cost effective non-traditional cooling solutions. It is expected that the 6 nation council will call for 100K 
MW of additional power capacity over the coming decade, at an investment cost of close to USD100 billion, of 
which it is estimated that between 60%-70% of aggregate power demand will stem from traditional air condi-
tioning systems.  
 
We accordingly remain bullish on the district cooling industry’s future growth across the GCC, on the basis of 
its numerous competitive advantages over its conventional counterpart. Amongst its advantages are the  
40%-50% lower energy consumption, its environmentally friendly application - due to more stringent emis-
sion controls - and cost savings through its limited utilization of cooling chillers thus allowing for both in-
creased realized free space available for real estate development as well as reduced  capital investment.  

GCC P ro jec ts

Qatar
10.4%

Kuwait
13.0%

Oman
4.6%

Saudi 
Arabia
24.7%

UAE
45.6%

Bahra in
1.7%

Retail Space Expansions in Major GCC Cities 

(000 sqm) 2006 2010 Percentage 
Change 

Kuwait 345 1,150 233% 

Dubai 1,370 4,250 210% 

Manama 278 878 216% 

Abu Dhabi 574 1,400 144% 

Qatar 450 950 111% 

Jeddah 1,700 2,570 51% 

Riyadh 2,100 2,865 36% 

Total 6,817 14,063 106% 

Source: Colliers Source: MEED 

Estimated District Cooling Potential in GCC (Five Years Potential) 

Country Current AC Equivalent Capacity 
District Cooling Market (000 tons) 

Current Potential 
KSA 5,600 500 5,500 
UAE 1,700 130 3,000 

Kuwait 1,500 10 500 
Qatar 450 5 300 
Oman 450 10 100 

Bahrain 300 40 200 
Total 10,000 695 9,600 

Source: Tabreed 
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Chilled water contribution 
to revenues has historically 
dominated other units, 
peaking  at 41% of the 
aggregate  in FY04, while 
growing at a 54% CAGR 
since the beginning of the 
decade. 

 

 

 

 

 

 

 

 

Tabreed, along with its 
subsidiaries and affiliates 
currently operate 31 plants 
providing 287K TR in the 
UAE, 30K TR in Qatar and 
70K TR in Bahrain, with 
ongoing expansion plans 
to elevate this number to 
ca. 1.5MTR by FY10. 
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Tabreed Operations: 
 
Tabreed, one of the world's largest district cooling utilities, provides district cooling services throughout the 
GCC. The company manages operations across four different segments with business units vertically inte-
grated in a manner encompassing pre- and post-core operations of district cooling. 
 

 
Chilled water has remained Tabreed’s core business since its inauguration in 1998. The segment’s contribu-
tion to revenues has historically dominated other units, peaking at 41% of the aggregate in FY04, growing at 
a 54% CAGR since the beginning of the decade. The business unit  is the most demanding in terms of capital 
intensity witnessing large increases in capex pertaining to AED854 million and AED1.16 billion in FY06 and 
FY07 respectively. The corresponding business unit assets and liabilities form 83.5% and 85.5% of the com-
pany’s total in FY07.  
 
Tabreed, along with its subsidiaries and affiliates currently operates 31 plants providing 287K TR in the UAE, 
30K TR in Qatar and 7K TR in Bahrain across its geographical operating arena in the GCC and Jordan. 
Tabreed's cliental base and service beneficiaries include universities, malls, the UAE Armed Forces, the RTA - 
Metro Dubai - as well as various large scale hotels, office towers and residential real estate developments. 
 

The combined current installed ca-
pacity stands at 324K TR while the 
company is already engaged in the 
construction of a further 722.2K TR, 
expected to come online over the 
period extending from FY08 to FY10 
bringing total operational capacity to 
ca. 1046K TR by the end of FY10. 
Furthermore, management foresees 
the potential for a further 473K TR 
expansion plan which if successfully 
materialized, will lift total operating 
capacity to an aggregate ca. 1519K. 
 
 
 

Tabreed Business Operating Segments 

Chilled Water 
Constructs, owns, assembles, installs, operates, and maintains cooling and conditioning systems. The 
segment is also responsible for the distribution and selling of chilled water for use in district cooling tech-
nologies. 

Contracting Construction of air conditioning chilled water central stations and networks for new or existing buildings. 

Manufacturing Production of pre-insulated piping systems for chilled and hot water, gas and other energy related appli-
cations and provision of pipe protection services. 

Services Design and supervision of electrical, mechanical coding and sanitary engineering works. 

Source: Tabreed 

Tabreed - District Cooling  

  Subsidiary Holding Existing Capacity (TR) Under Development (TR) Potential New Projects (TR) 

1 UAE - Various Vary 287,000 471,000 200,000 

2 Tabreed Bahrain 67.5% 7,000 79,200 Nil 

3 Jordan District Energy 50.0% Nil 15,000 Nil 

4 Tabreed Kuwait 20.0% Nil Nil 50,000 

5 Qatar Cool 44.0% 30,000 147,000 30,000 

6 Tabreed Oman 60.0% Nil Nil 118,000 

7 Saudi Tabreed 25.0% Nil Nil 75,000 
Source: Tabreed 
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The services segment 
started operations in FY03 
and has witnessed aggres-
sive growth over the past 
5 years, brining up 19.5% 
of the consolidated top line 
last year, outpacing group 
momentum, to register an 
84% CAGR.  
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Tabreed’s contracting segment, represented 
18.8% of total revenues in FY07, having illus-
trated a 17% CAGR between FY01 and FY07. 
However, contracting has come down signifi-
cantly in terms of operational significance 
since the early phase of the company's life 
cycle, (peaking at 79.1% in FY01), when con-
struction activity of new schemes was at 
heightened levels. In spite of the high pene-
tration opportunities, currently, available for 
the contracting segment in general, as a function of the industry's life cycle region wide, it is not perceived as 
a sustainable long term operational activity for Tabreed due to its complete reliance on one client; the United 
Arab Emirates Armed Forces (UAF). Hence growth momentum in the segment has slowed  significantly over 
recent years, with minimal capital injections registering AED0.1 million in FY06 and zero in FY07.  
 
The manufacturing segment was introduced to the operational mix in FY02 and contributed 32.8% of total 
revenues in its first year, declining gradually to settle at 26.6% in FY07, having registered a 39% CAGR, inau-
guration to date. Growth in the manufacturing segment is directly related to the growth in the district cooling 
industry due to its industry specific nature of production. Emirates Pre-insulated Pipes & Industries (EPPI), in 
which Tabreed holds a majority 60% stake, is the one subsidiary operating in this segment, with a dedicated 
focus on the district cooling industry, demanding capex of AED21 million in FY06 and a further AED18 million 
in FY07.  
 
While the services segment started operations a year later in FY03 contributing only 4.9% to total revenues 
at the time, it has witnessed aggressive 84% CAGR over the past five years, generating 19.5% of the consoli-
dated top line last year, thus outpacing group momentum. Revenues from the services segment are expected 
to grow in parallel with the growth of Tabreed, in turn a function of the growth in demand for greenfield real 
estate developments as well the various upgrades and modifications constantly undertaken across existing 
developments. The segment comprises four subsidiaries that operate in businesses evolving around real es-
tate development and more specifically around the core business of chilled water. By nature, the sector's 
capex requirements have historically proven low, recording AED0.4 million in FY06 and AED0.7 million in 
FY07.   

Source: Tabreed 

Tabreed Services Segment Subsidiary Operations 

  Subsidiary Holding Description 

1 IAN Banham & Associates 70.0% Specialized in electrical & mechanical work for various kinds of projects. 

2 Balticare Gulf LLC 100.0% Distributor of Baltimore Aircoil Company in the ME, a manufacturer of heat trans-
fer and ice thermal storage products. 

3 Installation Integrity LLC (i2i) 80.0% provides technical services to building owners in terms of independent commis-
sioning of mechanical, electrical, and HVAC systems. 

4 Tabreed Captive Insurance 100.0% Provide Risk Insurance and machinery breakdown insurance to Tabreed Cooling 
Assets and provide direct access to re-insurance markets. 

Source: Tabreed 

Tabreed Revenues  By Market Segment (2001-2007)
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Tabreed - Contracting Segment 

  Subsidiary Holding 

1 Gulf Energy Systems 99.90% 

2 SNC Lavalin Gulf Contractors 67.5% 
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The business of district 
cooling is fundamentally 
capital intensive in its early 
stages due to the higher 
costs incurred in the set up 
phase of the cooling plants 
which, for a standard 
project, require a time-
frame of 18-24 months. 

 

 

 

 

 

 

 

 

 

The generation of reve-
nues in the chilled water 
business model relies on 
secured long-term; 20-
year, off-take contracts 
with clients fortifying a 
consistent stream of cash 
flows over the life of the 
contract. 
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Core operations: 
 
The business of district cooling is fundamentally capital intensive in its early stages due to the higher costs 
incurred in the set up phase of the cooling plants which, for a standard project, require a timeframe of 18-24 
months. The typical size of a plant, set up by Tabreed, is ca. 10k-20k TR requiring an investment of ca. 
AED10K per TR spread over a period of 15-18 months. Tabreed’s strategy is to set-up an additional in-built 
extra space allowing for capacity expansion of 2-3x reaching up to 50k TR, requiring a further 6-12 months 
with the expansion being more profitable since it demands less overhead capex.  
 
Tabreed depreciates its plants over 30 years, effective FY07 - revised from a prior 25 years of depreciable life 
- as the company believes that with proper required maintenance, operating efficiency of ca. 99.98% - inclu-
sive of utility power failure, water shortage and energy supply interruption, measured over eighteen of the 
company's district cooling schemes - can be feasibly maintained without any major declines.    
 
The average annual plant operating cost, excluding depreciation and interest, stands at ca. AED530 per TR 
broken down into a 75% variable cost component and a 25% fixed cost component. The former is directly 
correlated to the utilization  rates of the plants and is a function of electricity costs at ca. 61%, water costs at 
ca. 9%, both supplied through long-term contracts with local utility providers and water treatment chemicals 
costs at ca. 5%. The fixed costs, however, are more related to the overall operational costs and can be bro-
ken down into staff costs at ca. 10%, General and Administrative costs at ca. 7% and maintenance costs; ca. 
8%.  
 
The generation of revenues in the chilled water business model relies on secured long-term  20-year, off-take 
contracts with clients fortifying a consistent stream of cash flows over the life of the contract while the estab-
lishing of additional cooling plants is tailored to any newly signed contracts eliminating the risk of over-
capacity hang over. A standard contract comprises a connection fee which is a one time upfront payment, a 
capacity charge which is a monthly fixed rate for the maintenance and the availability of the system, marked 
to national price inflation, in addition to a consumption charge which is a monthly variable charge allowing 
the supplier of the service to pass on costs of utilized resources to end users.  
 
In the case of Tabreed, the average revenue per TR registers ca. AED1.25K, translating into a profit margin 
per TR of 57.6% excluding depreciation and interest expenses, through to June 30, 2008 . Effective 2H08, 
this benchmark charge will increase by 6.5% and is expected to average at AED1.5K by FY10. Chilled water 
revenues are directly correlated with capacity supplied and on stream, and securing reliable revenue streams 
is contingent not only on the long-term nature of the contracts but also on benign economic environment  as  
is the current case across the GCC, and the ability to widen the exposure of contracts to a more diversified 
pool of clients. With regard to the latter, Tabreed has been successful in locking contracts in various business 
sectors such as institutional, commercial, tourism and residential. 
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Latest Developments: 
 
Signs USD100 million credit facility: 
 
In April 2007, Tabreed signed a USD100 million revolving credit facility with a group of financiers led by BNP 
Paribas to fund further expansions of the company’s operations. The facility has a margin of 45 bps per an-
num and a commitment fee of 13.5 bps per annum in addition to an extension fee, where applicable, of 5 
bps flat per extension. 
 
Signs two major contracts with Al-Dar Properties: 
 
In June 2007, Tabreed signed two major contracts with Al-Dar Properties to provide, through A & T Cooling, 
600K TR to the Yas Island Project through fifteen cooling plants with the first phase beginning in January 
2009 and another 400K TR to Al-Raha Beach Development through eight cooling plants starting December 
2008. 
 
Wins three contracts for a period of 20 years: 
 
In October 2007 the company announced it has won three contracts to provide cooling services comprising 
4,100TR for Hotel Jal Tower, 2,300TR for a mixed use development with Aerated Concrete Industry Com-
pany, both of which are in Dubai. Furthermore, the third contract was signed with Etihad Complex Develop-
ment in Abu Dhabi to provide 1,200TR.  
 
 
Wins three long-term contracts in Dubai and Abu Dhabi: 
 
In January 2008, Tabreed signed three 20-year contracts to provide 2,200TR to the Rolex Building and 
1,350TR to the Foresight Development in addition to another 3,600TR for the commercial and residential 
complex project of SEBA Real Estate. 
 
Forms a JV with Sorouh Real Estate: 
 
In January 2008, Tabreed formed S & T Cool District Cooling Company; a JV with Sorouh Real Estate for the 
initial purpose of providing district cooling to sectors 5 and 6 of Sorouh’s Shams Development in Abu Dhabi. 
The project will also include a 13.5 km long chilled water network to 50 plots within the specified sectors, 
including the Gate District. 
 
Forms a JV in Oman to provide district cooling: 
 
Later in January 2008, Tabreed joined a number of Omani investors to provide cooling services for the first 
time in the Sultanate. Tabreed Oman, the JV was thereafter able to sign a contract with the Public Establish-
ment for Industrial Estates to provide district cooling to the Soohar Industrial Estate. 
 
Issues AED1.7 billion Trust Certificates: 
 
In May 2008, Tabreed completed the issue of AED1.7 billion Trust Certificates due 2011. These Trust Certifi-
cates are mandatorily exchangeable into the company's ordinary shares upon maturity. 
 
Concluded AED1 billion Ijara facility with HSBC Amanah: 
 
In May 2008, Tabreed successfully sealed an AED1 billion long term Ijara bank facility maturing in 2020. The 
facility will be utilized to repay existing long and short term debt of the company and for acquisition, con-
struction and development of additional plants.     
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The chilled water segment 
grew by 10.1% y-o-y to 
AED192.8 million contrib-
uting 35.1% of total reve-
nues, on the back of an  
increase in production 
capacity from 189K TR in 
FY06 to 294K TR in FY07. 
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Financial Assessment: 
 
FY07 Financial Highlights: 
 
FY07 revenues witnessed 16.9% annual growth  
registering AED549 million. The chilled water seg-
ment grew by 10.1% to AED192.8 million contribut-
ing 35.1% of total revenues, on the back of an in-
crease in production capacity from 189K TR in FY06 
to 294K TR in FY07, down from the previous 37.2%, 
essentially due to faster  growth momentum across 
Tabreed’s other business segments. The services 
segment was key, expanding 55.8% to AED106.9 
million, throwing in 19.5% to total revenues; 
equivalent to a 490bps y-o-y increase. The manufac-
turing segment meanwhile grew 16.8% recording 
AED146.3 million with a largely unchanged participa-
tion to consolidated top line at 26.6%, down a mar-
ginal 10bps, while the contracting business unit un-
derperformed, illustrating 2.2% growth to AED103.2 
million and a declining contribution to total revenues 
of 18.8%; down 270bps y-o-y. 
 
FY07 operating costs saw a lesser increase, relative to revenues, of 11.1% to AED312 million up from the 
AED281 million observed in FY06. Consequently, gross profit improved 25.5% to AED237 million resulting in a 
300bps enhancement of the GPM registering 43.2%. This is however, mainly attributable to revised account-
ing methods with respect to depreciation extending the useful life of schemes to 30 years from a previous 25 
years, in turn resulting in a decline of AED15.6 million in depreciation y-o-y, to register AED43.8 million in 
FY07 compared to AED59.4 million in FY06. Excluding depreciation, operating costs illustrate an annual in-
crease of 21.1% to AED268.3 million compared to AED221.6 million in the previous year resulting in a gross 
profit growth of a more moderate 13.1% to AED281 million and a 170bps decline in GPM scoring 51.2% in 
FY07. 
 
SG&A increased 37.8% to AED116.5 million in FY07 on the back of wage increases as well as inflation impli-
cations across the board resulting in a stall in EBITDA at AED164.5 million, up only a marginal 0.4% over the 
comparable period, translating into a 500bps drop in the EBITDA margin to 29.9%. Meanwhile, EBIT appreci-
ated 15.8% at AED120.7 million due to the above mentioned change in the depreciable life of schemes while 
the EBIT margin dropped 20bps to 22%. 
 
During FY07, finance costs increased a significant 33.9% to AED68.7 million while interest income shrank 
13.1% to AED9.5 million. Other entries have seen large variations due to a number of extraordinary items 
that weighed heavily on the bottom line. Whereas the change in financial assets at fair value saw a 44.6% 
appreciation to AED9.4 million and management service, property maintenance and miscellaneous incomes 
saw a combined 124.9% increase y-o-y , other income took an annual hit, largely due to a one time AED40.5 
million gain on disposal of PP&E in FY06, as well as gains stemming from disposal of assets classified as held 
for sale worth AED0.68 million and compensation resulting from the termination of a contract worth AED3.9 
million in the same year. These declines were, nevertheless, partially offset by a 6.5x appreciation in income 
stemming from associates, which  registered AED12.1 million. 
 
Accordingly, the bottom line saw a 19.2% drop in FY07, scoring AED101 million entailing to a NPM of 18.4% 
down from 26.7% in FY07. Normalized net income, however, excluding extra ordinary items showed a 24% 
increase to register AED98.5 million compared to AED79.5 million in the previous year, translating into a 
100bps increase in NPM to 17.9%. 
 
1Q08 Financial Highlights: 
 
1Q08 revenues registered mild 1.6% growth, y-o-y, hindered by a 39% drop in manufacturing revenues to 
AED26 million. The latter, as we understand it, is a function of delays within the construction activity of new 
cooling schemes by clients, which has resulted in a pushing back of orders for Emirates Pre-insulated Pipes & 
Industries’ products. We are expecting associated revenue recognition to occur in the coming couple of quar-
ters. The chilled water segment meanwhile continued to witness a positive expansion, 22% y-o-y to AED49 
million while  the services segment underperformed, recording only a 4% increase to AED23.6 million. Con-
tracting activities illustrated robust 60% top line growth on an annual basis, registering AED25 million  how-
ever in actuality were down 15.5% relative to peak 4Q07 performance, as contracting projects with UAF  
wind down, and accordingly accrue less revenue.  
 
 

FY07 Segment Co ntributio n to  To ta l Revenues
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The GPM, excluding depreciation, improved to 64% in 1Q08, up 300 bps as price increases over the period, 
outpaced relatively stable fixed costs. SG&A meanwhile increased significantly by 37%, driven by 55% wage 
inflation, while finance costs escalated 54% on the back of a close to doubling of interest bearing loans y-o-y 
The other  income entry saw a decline of 56% due to a mark-to-market AED3 million unrealized loss on fi-
nancial assets, while income from associated saw a 5x annual jump. Net income nevertheless suffered a 46% 
annual decline registering AED16.5 million versus AED30.5 million in the comparable period of last year.     
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its four operating business 
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Updates to Forecasts: 
 
Required Capex: 
 
Our capex assumptions have been revised upwards 
from our previous; April FY07 report, to total AED6.5 
billion spanning over our forecast period FY08-FY12, 
reflecting a price and capacity driven increase of 
25% over our previous estimates of AED5.2 billion. 
We foresee Tabreed’s total consolidated installed 
capacity at ca. 1.16 million TR by FY11, based on 
management guidance of both ongoing and planned 
expansions, up from a previously anticipated ca. 
900K TR. Similarly, we revise our cost of installation 
per TR from AED7.5k to AED10k according to man-
agement guidance and now expect the bulk of 
Tabreed’s ongoing capex to occur over the 3 coming  
years, broken down into AED2.5 billion in FY08, 
AED2.1 billion in FY09 and a further AED0.9 billion in 
FY10. 
 
 
Revenues: 
 
Tabreed's revenue generation will continue to reflect 
varying contributions from its four operating business 
segments with a decline in significance of the con-
tracting segment being offset by a greater contribu-
tion from the core chilled water segment. Going for-
ward, we expect the contribution of chilled water to 
the aggregate to witness a sustained upswing re-
cording 38% in FY08, equivalent to AED249 million, 
and growing to settle at 56% by FY12 at AED832 
million. As for the contracting segment, we are pro-
jecting conservative 10% growth in FY08, bringing 
rates down going forward, to reflect a management 
guidance concerning a drop in the associated seg-
ment’s contribution to the consolidated top line over 
the coming period. 
 
With regards to manufacturing, we remain confident 
of the segment’s growth potential over our forecast 
horizon, on the back of strong growth for the district 
cooling business in general and specifically with reference to Tabreed, expected to contribute 25.2% to total 
revenues in FY08; AED168 million and easing thereafter to settle at 21.4% in FY12 at AED311 million. The 
services segment is expected to follow a similar pattern throwing in AED144 million in FY08; equivalent to 
21.5% of the aggregate and declining gradually, in terms of contribution, to register 17.4%; AED253 million 
in the last year of our forecast horizon. 
 
On the aggregate level, Tabreed's consolidated revenues, according to our assumptions, will register a 21.5% 
CAGR over the coming five years with growth peaking in  FY09 at ca. 52% and FY10 at ca. 31% on the back 
of the additional revenues generated from the newly installed schemes. We revise down our forecast for FY08 
revenues from a previous AED755 million to AED667 million recording an 8% growth y-o-y based on weaker 
than expected 1Q08 results as well as, a now evident, longer than previously expected time frame for reve-
nue contribution from new schemes to kick in.  
 
Operating Costs & Gross Profit: 
 
We expect further improvements in gross profits as the company continues to realize higher adjusted reve-
nues compared to a slower growth in realized costs (excluding depreciation) in the growing chilled water seg-
ment in addition to our assumptions on a slowing in aggregate contribution from the traditionally lower mar-
gin yielding contracting business. Operating costs are expected to record a 16.8% CAGR throughout our fore-
cast horizon registering AED221 million in FY08 and AED310 million in FY10, corresponding to a GPM 
(excluding depreciation) of 54% and 59% in both years respectively.  
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We foresee a growing 
interest expense burden; 
AED111 million in FY08 
and peaking at AED244 
million in FY10, on the 
back of debt instruments 
issued in 1H08; (AED2.7 
billion) as well as our 
factoring in of  new re-
quired debt over our fore-
cast horizon. 
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Depreciation is however expected to grow in tan-
dem with the growing fixed assets to register 
AED65 million in FY08 before further leaping to 
illustrate 2x growth at AED205 million in FY10 
which will exert pressure on associated margins. 
 
EBIT: 
   
Growing wage inflation along with other adminis-
trative costs will continue to drive SG&A numbers 
higher, evidence of which was clear in the 34% 
registered growth in the associated item in 1Q08  
numbers. Our SG&A forecasts come in at AED146 
million in FY08, increasing to AED266 million in 
FY10. This, alongside the mentioned escalations in 
depreciation will continue to pressure EBIT for the 
forecast period to record AED145 million in FY08 
and AED316 million in FY10 with the associated 
margin hovering at 21.7% and 23.7% in both 
years respectively before witnessing improve-
ments going forward to culminate  24.5% in 
FY12.  
 
Net Attributable Income: 
 
Below the operating line, we foresee a growing 
interest expense burden; AED111 million in FY08 
and peaking at AED244 million in FY10, on the 
back of debt instruments issued in 1H08; (AED2.7 
billion) as well as our factoring in of  new required 
debt over our forecast horizon. Associated finance 
charges will offset the foreseen augmentation in 
Investment Income growing from the company's 
minority holdings' operations; AED25 million and 
AED86 million in FY08 and FY10 while interest in-
come is also expected to decline on the back of a 
deteriorating cash balance.  
 
In short we are expecting net attributable income 
of AED77.8 million in FY08; negatively affected by 
disappointing 1Q08 results, while our NAI CAGR 
FY08-FY12 comes in at 32.2% culminating at 
AED290 million in the last year of our explicit fore-
cast horizon. Margins will continue to come under 
pressure from high financing costs to register an 
NPM of 11.7% in FY08 and 11.1% in FY10 before sharply reversing northbound in FY11 due to declining fi-
nance costs in the associated year, as debt requirements come down in conjunction with the coming on 
stream of the bulk of new capacity.  
 
Debt & Equity: 
 
Despite Tabreed having raised AED2.7 billion year to date, as part of its financing requirements for the aggre-
gate AED6.5 billion capex we calculate will be necessary to bring on line the 868K TR of new capacity, signifi-
cant additional financing will also be required over the coming few years. We believe Tabreed will tap both 
the debt and equity markets over our explicit forecast horizon, assuming a 50% rights issue at par in FY09, in 
addition to the taking on of a further AED2.5 billion of new medium term conventional debt, in FY09 and 
FY10. We have also factored in conversion of the AED1.7 billion mandatory bonds the following year. 
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Valuation: 
 
Our revised valuation on Tabreed has yielded a DCF fair value of AED3.9/share, with the company's future 
cash flows discounted by a WACC of 8.08%.   
 
The cost of equity has been calculated by utilizing the capital asset pricing model, and based on a risk free 
rate of 5.2%, which is the current yield on the 10 year US Treasury benchmark, inclusive of a UAE country 
risk premium. We have assigned an equity risk premium of 7%, utilized a beta of 1, and assumed a perpetual 
growth rate of 3.5%.  
  
With the company currently trading at AED2.55 per share, our fair value target provides investors with 53% 
upside potential. We accordingly maintain a strong buy recommendation. 

 
Scenario Analysis: 

Aggressive expansion plans and a unique capital structure, combined with an extremely loose domestic inter-
est rate environment results in Tabreed sporting a lower discount rate than the majority of other companies 
under coverage. As was the case in our previous reports on the company, we have provided below sensitivity 
analysis to illustrate the effect of a variation in our assigned WACC on our DCF value, should investors choose 
to assign a different discount rate. 

 
 

     
 
 
 

WACC 7.08% 8.08% 9.08% 

DCF 6.5 3.9 2.3 

Source: Prime Estimates 
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FINANCIAL SUMMARY 
(Figures in AED million)) 

Income Statement 2006a 2007a 2008e 2009f 2010f 

Revenues 470.0 549.3 667.3 1,014.3 1,331.7 
Growth 17.2% 16.9% 21.5% 52.0% 31.3% 
COGS 221.6 268.3 310.4 443.6 544.0 

S,G & Admin. Expenses 84.6 116.5 146.8 202.9 266.3 

Other Provisions 0.2 0.0 0.0 0.0 0.0 

EBITDA 163.7 164.5 210.1 367.8 521.4 
Growth 29.3% 0.5% 27.7% 75.1% 41.7% 
EBITDA Margin 34.8% 29.9% 31.5% 36.3% 39.1% 

Depreciation & Amortization 59.4 43.8 65.5 142.3 205.9 

Operating EBIT 104.3 120.7 144.6 225.6 315.5 
Interest Income 11.0 9.5 16.4 7.9 5.4 

Investment Income 0.0 12.1 25.1 64.5 86.7 

Interest Expense 51.3 68.7 111.1 179.3 244.2 

Other Income (net) 61.3 27.5 34.4 41.3 45.4 

Pre Tax Income 125.3 101.2 109.5 160.0 208.9 
Pre Tax Income Growth 165.7% -19.2% 8.2% 46.2% 30.5% 
Income Tax 0.0 0.0 0.0 0.4 0.5 

Effective Tax Rate 0.0% 0.0% 0.0% 0.3% 0.3% 

NPAT 125.3 101.2 109.5 159.6 208.3 
Growth 165.7% -19.2% 8.2% 45.8% 30.5% 
Extraordinary Items 0 0 0 0 0 
NPAUI 125.3 101.2 109.5 159.6 208.3 
Minority Interest 20.9 29.3 31.7 46.2 60.2 

Net Attributable Income - NAI 104.4 71.9 77.8 113.5 148.1 
Growth 240.9% -31.1% 8.2% 45.8% 30.5% 
ROS 22.2% 13.1% 11.7% 11.2% 11.1% 

Net Income 104.4 71.9 77.8 113.5 148.1 

Balance Sheet  2006a 2007a 2008e 2009f 2010f 
Cash & Marketable Securities 974.5  547.7  988.5  557.5  429.8  
Trade Receivables-Net 879.8  315.0  382.6  557.9  732.5  
Inventory 27.2  34.3  41.7  60.9  73.2  
Other Current Asset 116.2  186.8  226.9  345.0  452.9  
Total  Current Asset 1,997.7  1,083.7  1,639.8  1,521.2  1,688.4  
Net Fixed Assets 1,282.3  2,018.2  4,513.9  6,492.6  7,244.1  
Other Assets 905.1  1,406.3  1,503.3  1,545.9  1,536.9  
Total Assets 4,185.2  4,508.2  7,657.0  9,559.8  10,469.4  
Short Term Bank Debt 280.3  61.6  58.5  55.6  52.8  
CPLTD 279.0  65.9  828.7  1,150.0  324.4  
Accounts Payable 429.6  672.9  817.5  1,242.6  1,631.4  
Dividend Payable 0.0  0.0  0.0  0.0  0.0  
Other Current Liabilities 2.7  3.0  2.4  1.9  1.5  
Total Current Liabilities 991.6  803.4  1,707.1  2,450.1  2,010.1  
Long-Term Debt 1,787.6  2,192.6  4,240.3  4,654.0  5,811.3  
Other Non Current Liabilities 88.1  126.1  100.9  80.7  64.6  
Provisions & Minority Interest 130.2  144.2  175.9  222.1  282.3  
Total Shareholders' Equity 1,187.8  1,241.9  1,432.8  2,153.0  2,301.0  
Total Liab. & Shareholders' Equity 4,185.2  4,508.2  7,657.0  9,559.8  10,469.4  

      
Free Cash Flow Statement 2006a 2007a 2008e 2009f 2010f 
NOPLAT 104.3 120.7 144.6 224.8 314.5 
Non-Cash Items 59.6 43.8 65.5 142.3 205.9 
Gross Cash Flow 163.9 164.5 210.1 367.1 520.4 
Gross Investments -922.3 -366.6 -2,180.0 -1,782.5 -671.2 
Non -Operating Cash Flow 61.3 27.5 34.4 41.2 45.3 
Free Cash Flow -697.1 -174.6 -1,935.4 -1,374.2 -105.5 
Financing Flow      
Interest Income After-Tax -11.0 -9.5 -16.4 -7.9 -5.4 
Investment Income After-Tax 0.0 -12.1 -25.1 -64.5 -86.7 
Increase in Excess Cash & M. Sec. 343.6 -383.3 463.9 -441.4 -137.3 
Change in Subsidiaries & Long Term Investments 65.3 90.9 420.0 253.3 149.0 
After-Tax Interest Expense 51.3 68.7 111.1 178.9 243.6 
Decrease in Debt & Bonds -1,164.9 26.8 -2,807.4 -732.0 -328.9 
Provisions Used -0.1 -3.0 0.0 0.0 0.0 
Dividends Paid 20.9 29.3 31.7 46.2 60.2 
Non-Appropriation Items 0.0 0.0 0.0 0.0 0.0 
Shareholders Equity -2.2 17.8 -113.1 -606.7 0.0 
Total Financing Flow -697.1 -174.6 -1,935.4 -1,374.2 -105.5 

Source: Company Financials, Prime Projections 
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Recommendation Target-to-Market Price (x) 

Strong Buy x > 25% 

Buy 15% < x <25% 

Accumulate 5%< x <15% 

Hold -5% < x < 5% 

Reduce -15% < x < -5% 

Strong Sell x < -25% 

Stock Recommendation Guidelines  

Sell -25% < x < -15%  

Investment Grade Explanation 

Growth  3 Yr. Earnings CAGR > 20%  

Value Equity Positioned Within Maturity Stage of Cycle 

Income Upcoming Dividend Yield > Average LCY IBOR 

Speculative Quality Earnings Reflect Above Normal Risk Factor 
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Disclaimer 
Information included in this report has no regard to specific investment objectives, financial situation, advices or particular needs of the report users. 
The report is published for information purposes only and is not to be construed as a solicitation or an offer to buy or sell any securities or related 
financial instruments. Unless specifically stated otherwise, all price information is only considered as indicator. 
 
No express or implied representation or guarantee is provided with respect to completeness, accuracy or reliability of information included in this 
report. 
 
Past performance is not necessarily an indication of future results. Fluctuation of foreign currency rates of exchange may adversely affect the value, 
price or income of any products mentioned in this report. 
 
Information included in this report should not be regarded by report users as a substitute for the exercise of their own due diligence and analysis 
based on own assessment and judgment criteria. Any opinions given are subject to change without notice and may significantly differ or be contrary 
to opinions expressed by other Prime business areas as a result of using different assumptions and criteria. Prime Group is under no obligation 
responsible to update or keep current the information contained herein. 
 
Prime Group, its directors, officers, employees or clients may have or have had interests or long or short positions in the securities and/or currencies 
referred to herein, and may at any time make purchases and/or sales in them as principal or agent.  
 
Prime Group, its related entities, directors, employees and agents accepts no liability whatsoever for any loss or damage of any kind arising from the 
use of all or part of these information included in this report. Certain laws and regulations impose liabilities which cannot be disclaimed. This dis-
claimer shall, in no way, constitute a waiver or limitation of any rights a person may have under such laws and/or regulations. 
 
Furthermore, Prime Group or any of the group companies may have or have had a relationship with or may provide or have provided other ser-
vices, within its objectives to the relevant companies. 
 
Copyright 2008 Prime Group all rights reserved. You are hereby notified that distribution and copying of this document is strictly prohibited without 
the prior approval of Prime Group. 
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