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ABU DHABI NATIONAL ENERGY COMPANY PJSC

 
 
 

Fair Value Estimate: AED 2.4  
Recommendation::       Buy 
 
Executive Summary 
 

 TAQA’s strong balance sheet position should ensure that the 

Company survives the global financial tornado. A sizable cash 

balance of USD 1.6bn and a drawable credit facility of USD 

3.8bn provides a cushion to the Company in these turbulent 

times. 

 The management’s decision to focus on integration and 

profitability of its diversified assets base is a favorable change 

in strategy. It has indicated that the objective of growing the 

Company’s assets base to USD 60bn by 2012 may be stretched. 

It is now looking at a target assets base of USD 40–60bn by 

2012–2016.  

 A stable revenue-generating downstream business should 

provide the much needed stability to the Company. The 

expected excessive demand in the Abu Dhabi Emirate augurs 

well for TAQA’s downstream business propects, and we expect 

revenues to increase steadily over the years from this segment. 

 Outlook: The management has indicated that its break-even 

crude oil price is USD 40–45/b. Thus, the margins of TAQA’s 

upstream business will remain under pressure as long as the 

global economic slowdown persists. However, the stable 

downstream utility business should help the Company to 

remain profitable. 

 Valuation: The recent correction in the Company’s stock price 

provides a good buying opportunity. Our valuation model yields 

a fair value of AED 2.4, implying an upside of 82% from the 

current market price of AED 1.3. Thus, we initiate coverage with 

Buy rating.  
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Strong enough to withstand the storm         
Abu Dhabi National Energy Company PJSC (TAQA) has created a strong global footprint 
across the entire energy value chain following a series of acquisitions over the past 18-24 
months. As a result, TAQA has transformed itself from a domestic utility company of the 
Abu Dhabi Emirate into a global energy company. TAQA has subsidiaries located in over 
10 countries with up-, mid- and downstream assets. The inorganic growth is expected to 
more than triple the Company’s revenues this fiscal from its revenues of AED 4.8bn in 
2006. Despite inherent risks in oil & gas exploration and production particularly in the 
current global economic situation, we reiterate our positive view on the stock and believe 
it looks oversold in the recent market meltdown. We initiate coverage with a BUY rating. 
 
Stable downstream business 
TAQA holds a 54% stake in six Integrated Water and Power Producers (IWPPs) in Abu 
Dhabi which collectively meet more than 95% of the Emirate’s water and power 
requirements. With demand forecast to increase significantly in coming years, we expect 
TAQA’s domestic business to provide steady cash inflows, conferring some stability in 
current adverse market conditions. The Company has also acquired downstream assets 
in several other countries including Morocco and India which offer major power sector 
growth potential. Although the Company’s share of revenues from its downstream 
business has fallen from 100% in 2006 to 48% in the nine months ended September 30, 
2008, the segment reported a steady increase in revenues over the same period.  
 
Financially sound 
TAQA is well positioned in terms of its ability to procure funds for its operations and meet 
its future capital expenditure (CAPEX) requirements, even amid the ongoing liquidity 
crunch. Management has indicated that it requires CAPEX of USD 700-800mn annually in 
order to develop its recently acquired oil & gas fields in Canada and Europe and expects 
to finance them fully through cash flow generated from operations. It also has a drawable 
credit facility of USD 3.8bn and a substantial cash balance of USD 1.6bn. Moreover, the 
Company is backed by the Government of Abu Dhabi and enjoys bond ratings of Aa2 from 
Moody’s and AA from S&P. All these factors provide a financial buffer for the Company 
and its activities in an otherwise worsening financial environment.  
 
A much needed change in priorities 
The Company has grown its asset base from USD 14.1bn in 2006 to USD 23.3bn as of 
September 30, 2008. The management has indicated that its target to grow its asset 
base to USD 60bn by end FY 2012 may be challenging due to the continuing financial 
crisis. TAQA is now looking to achieve a diversified asset base totalling USD 40–60bn by 
2012–2016 through high-quality acquisitions in focused regions. We regard such 
realistic strategic insight as positive with the Company focusing on the integration and 
profitability of recently acquired assets rather than an aggressive pursuit of an asset base. 
The Company’s capital gearing ratio has also fallen from 87% at the beginning of the 
current fiscal year to 80% as of September 30, 2008, still high on a peer-relative basis. 
Management targets a capital gearing ratio of 70% going forward. Although the Company 
has no refinancing concerns until mid-2010, growth and integration of its upstream 
assets in Canada and Europe in the current environment of falling crude oil and natural 
gas prices is challenging. For this reason, we are positive towards management’s 
decision to change its near term strategy. 
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Under-performance a good buying opportunity 
Over the past 10-12 months, TAQA’s share price has fallen by over 60%. No doubt that 
the current global economic slowdown affecting shares values worldwide can be 
considered as an appropriate justification for it but the Company’s decision to issue 
convertible debentures worth USD 1.1bn also contributed towards the price dilution. 
However, we believe the share is oversold in the current environment. We regard TAQA as 
an attractive investment opportunity mainly due to our positive outlook towards the 
domestic utility business and the Company’s financial soundness. Although we expect 
TAQA’s net profit margin to be under pressure over the next 2-3 years, we believe the 
Company’s expected business integration strategy will enhance shareholder value in the 
long run.   

 

Valuation 
We have valued TAQA using a combination of a Discounted Cash Flow (DCF) model and a 
peer based multiple. We have assigned subjective weights of 70% to our DCF and 30% to 
our Peer-based Multiple Valuation to calculate our fair value estimate for 2008. This 
valuation model yields a fair value of AED 2.4 per share for 2008 representing a premium 
of 82% to the current share price. As a result, we initiate our coverage with a Buy rating. 
 
 
 
 
 
 
 
 
 
 
Discounted Cash Flow model (DCF) 
We have used a two-stage DCF model with explicit forecasts to 2016 and terminal period 
forecasts. Based on these, we have calculated free cash flows which have then been 
discounted by a WACC of 7.1% in order to estimate the fair value of the Company. The 
WACC has been calculated assuming an effective tax rate of 18.6%. Free Cash flow is 
defined as Operating Profit + Depreciation + Amortization - Capex - Changes in Working 
Capital. From the enterprise value of AED 67.8bn which we derive from this calculation, 
we deduct net debt and the Company’s minority interest, yielding an estimated market 
capitalisation of AED 12.6bn, equivalent to a fair value per share of AED 2.0.  
 

Valuation Method Value (AED) Weight (%)

Discounted Cash Flow (DCF) 2.0 70%
EV/EBITDA multiple 3.2 30%
Weighted average fair value 2.4 100%
Source: ADCB research

Weighted average value per share
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We have estimated the cost of equity using the Capital Asset Pricing Model. The key 
assumptions underlying our model are as follows:  
 
Explicit forecasts 
Risk free rate: 4.8%      (10 yr. US Treasury Bond Rate)  
Country Risk Premium:  0.9% 
Equity Premium:  6.0% 
Beta:  1.08       (peer group average beta) 
Cost of equity:                 12.17% 
WACC:                  7.1% 
 
Terminal Period 
Risk free rate:   4.8%       (10 yr. US Treasury Bond Rate)  
Country Risk Premium:  0.9%  
Equity Premium:  6% 
Beta:    1.08       (peer group average beta) 
Cost of equity:   12.17%   
WACC:                  7.1% 
Terminal growth rate:              3.25% 
 
Sensitivity of fair value estimate for TAQA, using different rates for terminal cost of capital 
and terminal growth rates: 

 
 
 
 

2.0         6.6% 6.8% 7.1% 7.3% 7.6%

2.75% 2.3              1.7              1.2              0.7              0.3              

3.00% 2.8              2.1              1.6              1.1              0.7              

3.25% 3.4              2.7              2.0              1.5              1.0              

3.50% 4.1              3.3              2.5              1.9              1.4              

3.75% 4.9              4.0              3.1              2.4              1.8              

Source: ADCB research

Terminal cost of capital
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Peer-based Valuation method 
In our peer-based valuation, we have made a comparison based on EV/EBITDA multiples 
of TAQA’s peers in the oil & gas industry and electric utilities. Based on a peer-group 
average estimated EV/EBITDA multiple of 7.4x 2008 earnings, our forecast 2008 EBITDA 
for TAQA of AED 10.1bn implies a value of AED 3.2 per share. 
 

Stock
Price Market Enterprise

Company 11/12/08 Cap Value FY08 FY09 FY10 FY08 FY09 FY10
(AED) (AED mn) (AED mn)

Oil and gas
Encana Corporation 165.31 133,963 162,116 7.3x 9.0x 8.2x 3.5x 4.2x 3.8x
Canadian Natural Resources Ltd. 133.97 69,061 103,846 7.6x 7.2x 6.3x 4.2x 3.9x 3.4x
Talisman Energy Inc 34.58 35,511 46,468 4.6x 7.1x 5.9x 1.8x 2.0x 2.0x
Enerplus 72.45 12,448 14,011 5.1x 13.1x 13.9x 3.2x 3.7x 3.3x
ARC Energy Trust 51.79 11,181 13,264 6.5x 14.4x 8.8x 4.5x 5.6x 4.3x
Pengrowth 29.34 7,518 11,588 6.2x 12.0x 23.1x 4.8x 3.8x 3.9x
Harvest Energy 31.88 4,926 12,234 8.9x 11.8x 13.8x 4.9x 5.2x 5.5x
Bonavista Energy 45.35 4,909 6,732 4.0x 5.5x 4.5x 3.0x 3.2x 3.3x

Mean 6.3x 10.0x 10.6x 3.7x 4.0x 3.7x
Median 6.4x 10.4x 8.5x 3.9x 3.8x 3.6x

Water & Electric Utilities
NTPC Ltd. 12.70 105,851 118,599 14.5x 17.6x 16.4x 11.7x 13.2x 11.5x
Saudi Electricity Company 8.91 37,122 55,109 28.9x 24.1x 22.4x 6.8x 6.4x 5.9x
American Water Works Co., Inc 76.03 12,146 30,932 17.8x 15.0x 13.8x 9.8x 8.4x 7.6x
Shanghai Chengtou Holding Co., Ltd 4.71 10,879 12,866 16.0x 17.9x 24.4x 19.9x 18.0x 16.8x
Pennon Group plc 24.86 8,542 18,475 10.4x 13.2x 12.3x 7.3x 8.7x 8.2x
Neyveli Lignite Corporation Ltd. 4.34 7,275 7,402 9.1x 8.8x 7.0x 6.6x 5.9x 4.0x
Northumbrian Water Group plc 14.02 6,916 18,945 7.8x 10.9x 10.2x 6.8x 9.0x 8.7x

Mean 14.9x 15.4x 15.2x 9.8x 9.9x 9.0x
Median 14.5x 15.0x 13.8x 7.3x 8.7x 8.2x

Overall Mean 11.5x 13.2x 13.4x 7.4x 7.6x 6.9x
Overall Median 10.4x 12.7x 11.2x 5.6x 6.3x 5.9x
Source: Company data, Reuters, ADCB research

Note: Overall Mean and Median have been computed using the following weights

Oil and Gas segment 40%
Water and Electric segment 60%

Comparable Company Trading Analysis

P/E Enterprise Value/EBITDA
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Industry Overview  
 
Electricity and Water (Downstream): 
 
Domestic (Abu Dhabi): According to the latest ‘Plan Abu Dhabi 2030’ report, Abu Dhabi’s 
population is estimated to double to 2 million between 2007 and 2020, mainly due to a 
projected influx of expatriates as a result of major infrastructure developments and mega 
planned projects. The resulting development boom will require significant additions to 
electricity generation and water desalination capacity in coming years. According to water 
and electricity forecasts released by the Abu Dhabi Water and Electricity Company 
(ADWEC), Abu Dhabi had an excess power generation and water desalination capacity of 
around 1,500 MW and 8 MGD, respectively, in 2007. However, given increasing 
population and infrastructure development in the Emirate it predicts a possible shortfall 
in water and power supplies as early as 2011 and 2013, respectively. This forecast 
requires an increase in domestic capacity from approximately 8,000 MW in 2007 to 
16,500 MW by 2020. Based on such estimated demand and supply mismatch, we 
believe the sector offers exceptional growth potential in a strong domestic economy.   
 
International: TAQA has international power generation activities in India, Ghana, 
Morocco and Saudi Arabia with a combined capacity of 2,076 MW. The Company aims to 
substantially increase this capacity over the next 3-5 years. TAQA’s objective in expanding 
its downstream business internationally is to provide the Company with stable earnings 
and cash flows. Government-owned electricity utilities in these countries have entered 
into long-term power purchase agreements with the power companies, which assure fixed 
returns and stable cash inflows. Given TAQA’s expertise in its domestic power generation 
business, we believe it has acted sensibly in seeking to capitalise on opportunities 
available in these countries. Such a strategy should help ensure the long term viability of 
the Company’s enlarged business going forward.   
 
Oil & Gas (Upstream):  
The global economic crisis has resulted in a fall in oil prices of over 60% from their peak 
of USD 147/b in mid-July. This is mainly due to a sharp contraction in demand in both 
developed and developing economies. Demand for crude oil and for natural gas is largely 
driven by local, national and global economic conditions, inventories and weather 
patterns. The International Energy Agency (IEA) has lowered its oil demand forecasts by 
500,000 boe/d for the second half of 2008 and by 400,000 boe/d for 2009. The 
worsening global economic scenario is not positive for the short- to medium term outlook 
for TAQA’s upstream business.  
 
However, we believe that once the economic deceleration slows, demand for crude oil 
and natural gas should recover, mainly due to increased demand from developing 
economies such as India and China. The IEA has forecast that demand for oil will 
increase to 106 mb/d by 2030 from 85 mb/d in 2007, even taking full account of the 
current economic crisis. Even if oil demand remained unchanged through to 2030, 45 
mb/d of gross capacity would still need to be built worldwide by 2030 simply to offset the 
effects of oilfield declines. Consequently, we believe that in the long-term the oil price 
should recover to USD 75-80/b. Most of TAQA’s acquisitions were made before the oil 
price boom which started in January, 2008. This augers well for the Company’s long term 
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future in the upstream business although in the short- to medium term, declining crude 
oil prices may seriously affect the Company’s overall profitability, a contingency already 
reflected in our estimates.   
 
Gas storage and transmission (Midstream): 
TAQA’s portfolio of midstream assets consists of gas storage facilities in the Netherlands 
and Canada. The Company also owns a long-term pipeline position on the Alliance 
pipeline system, transporting gas from Western Canada to the Chicago cantaur. Gas 
reserves in Europe are expected to decline sharply in coming years. Since natural gas 
accounts for most of total energy consumption in Europe, the continent would have to 
consider long-distance gas imports. Russia is expected to supply more than 60% of 
Europe’s gas requirements by 2025 through LNG. When supply issues arise or demand is 
unexpectedly high, storage facilities should play a vital role in easing gas supply issues in 
Europe. TAQA’s acquisitions of PGI Alkmaar and Bergermeer (the largest gas storage 
project in Northwest Europe) are therefore expected to generate valuable income for the 
Company in future based on security of supply concerns currently affecting Europe. The 
management of the Company expects the midstream revenues to account for around 
20% of the Company’s revenues by 2012. 

 
Company Overview 
Abu Dhabi National Energy Company PJSC is the eighth largest company by market 
capitalisation on the Abu Dhabi Securities Exchange. The Company was incorporated in 
2005 as a government-controlled entity. The Government of Abu Dhabi owns 72.1% of 
TAQA of which Abu Dhabi Water and Electricity Authority (ADWEA) owns 51.1% and the 
government-affiliated Farmers’ Fund 21%. The remaining 27.9% of shares is held by local 
UAE private shareholders. The Company was listed on the Abu Dhabi Securities Market 
(ADSM) in July 2005. In March 2008, it was assigned Aa2 and AA ratings by Moody’s 
Investor Services and Standard & Poor’s, respectively. 

 

Shareholding Pattern (%) 

Abu Dhabi  

Water  and 

El ectr i ci ty  

Author i ty

51.1%

Publ i c 

Shareho l ders

27.9%

F armer 's 

F und

21.0%
Government 

o f 

Abu Dhabi  

72.1%

 
Area of operation 
The principal activity of the Company is ownership of and investment in companies 
engaged in power generation, water desalination, oil & gas, infrastructure and mining 
sectors across the Middle East, Asia, Europe and Africa. Historically, the Company has 
derived almost all its revenue from power and water sectors in the Abu Dhabi Emirate. 
However, following several international acquisitions over the past 18-24 months, TAQA 
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has diversified its product portfolio which now includes oil & gas exploration and 
production and gas storage assets in various parts of Asia, Europe, and America. 
 
Assets portfolio 
TAQA is a parent company, holding 90% stakes in six of the eight IWPPs in the Abu Dhabi 
Emirate. Each of the six IWPPs has a 60% interest in a controlled subsidiary engaged in 
the generation of electricity and the production of desalinated water for supply to the Abu 
Dhabi grid. TAQA’s domestic power generation and water desalination plants portfolio 
consisted of 7,347 MW of gross installed capacity and 594 MIGD of water desalination 
capacity as of December 2007. At the end of Q3 2008, the Company had a total 
generation capacity of 10,514 MW – 15% international and 85% domestic. 
 
 
 
 
 
 
 
 
 
 
 
 
 
In addition to domestic assets in the downstream segment, TAQA also wholly owns four 
power plants situated in four countries in Asia. 
 
 
 
 
 
 
 
 
 
 
 
The Company holds a geographically diversified portfolio in the upstream and midstream 
segments comprising assets in North America and Europe with proven probable reserves 
exceeding 500 MMBOE. In Q3 2008, TAQA reported average daily production of nearly 
110,000 BOE. In the last 18-24 months TAQA has made the following acquisitions: 
 

 In January 2007, TAQA entered into a share purchase agreement to acquire Brae 
assets from Talisman Energy through TAQA Bratani Limited, a wholly owned 
subsidiary, for USD 550mn. 

 Again in January 2007, TAQA bought 100% of the shares in BP Nederland Energie 
B.V. from BP Plc for USD 694mn, renaming the company TAQA Energy B.V. The deal 
was completed on January 31, 2007.  

IWPP Plant Name
Power

Generation
Capacity (MW)

Water
Desalination

Capacity (MIGD)

Emirates CMS Power Company Taweelah A2 777                  50                       
Gulf Total Tractebel Power Company Taweelah A1 1,350               84                       
Taweelah Asia Power Company Taweelah B 1,370               100                     
Emirates SembCorp Water and Power Company Fujairah 1 650                  100                     
Arabian United Power Company Umm Al Nar 1,700               160                     
Shuweihat CMS International Power Company Shuweihat S1 1,500               100                     

7,347               594                     

Source: Company data, ADCB research

Domestic assets portfolio as of Dec 2007

Country Company
Power 

Generation 
Capacity (MW)

Morocco Jorf Lasfar Energy Company 1,356               

India ST CMS Electric PvT Limited 250                  
Saudi Arabia 250                  
Ghana 220                  

2,076               

Source: Company data, ADCB research

International downstream assets as of Dec 2007



 

 

9 

ABU DHABI NATIONAL ENERGY COMPANY PJSC

 ADCB Wealth Management Group  I  Research  I  +97126973525 | ADCBresearch@adcb.com 
 

 On May 3, 2007, TAQA completed its acquisition of CMS Generation, a subsidiary of 
integrated US energy firm CMS Energy for USD 900mn.  

 On May 3, 2007, TAQA also acquired an interest in Jorf Lasfar (Morocco) and Neyveli 
(India) from ABB for USD 490mn.  

 In August 2007, TAQA acquired a 100% stake in Northrock Resources Limited (NRL), 
a Canadian oil and gas exploration company with operations in the Western 
Canadian Sedimentary Basin, from Pogo Producing Company for USD 2bn. The 
acquired company was renamed TAQA North.   

 TAQA North, a wholly owned subsidiary of TAQA, acquired Pioneer Natural Resources, 
an oil and gas exploration and production company for USD 540mn. 

 Early in 2008, TAQA acquired Prime West Energy Trust, a Calgary based conventional 
oil and gas royalty trust, through TAQA North for CD$ 5bn. Following this acquisition, 
TAQA North became the twelfth largest company in Canada based on its production 
of oil and gas. 

 On December 1, 2008, TAQA, through its wholly owned subsidiary TAQA Bratani 
Limited, completed its deal with Shell U.K. Ltd. and Esso Exploration and Production 
Ltd. to buy seven oil fields in the North Sea for USD 631mn. The average daily 
production of the fields is estimated at 40,000 BOE. A capital expenditure of GBP 
500mn has been committed by TAQA over the next three years to develop the oil 
fields. Since this deal has been completed very recently we have not incorporated the 
same in our valuation model. 

 On December 10, 2008, TAQA formed a JV with RBS Sempra Commodities to invest 
in US energy companies. The venture, called TAQA Gen X, has acquired an equity 
interest in BE Red Oak Holding LLC, which holds the right to supply gas to an 830 
MW gas-fired power plant in New Jersey and also sell the electricity output of the 
same. Since the JV is still subject to regulatory approvals, we have not factored it in 
our valuation. 

 

Geographic Expansion and Diversification

Target MarketExisting Operation/Investments Target MarketExisting Operation/Investments

•Total European oil and gas 
production (23.7 mboe/d)

•Gas exploration and 
production

•Gas storage (Capacity:500 
mm Nm3)

Netherlands

•Oil & gas exploration and 
production

•Pipelines

United Kingdom

•Total European oil and gas 
production (23.7 mboe/d)

•Gas exploration and 
production

•Gas storage (Capacity:500 
mm Nm3)

Netherlands

•Oil & gas exploration and 
production

•Pipelines

United Kingdom

•Power generation
(250 MW)

India

•Power generation
(250 MW)

India

•Power generation and water desalination
(8,438 MW & 594 MIGD)

United Arab Emirates

•Power generation and water desalination
(8,438 MW & 594 MIGD)

United Arab Emirates

•Infrastructure 
Investments

United States

•Infrastructure 
Investments

United States

•Power generation 
(1,356 MW)

Morocco

•Power generation 
(1,356 MW)

Morocco

•Power generation 
(250 MW)

Ghana

•Power generation 
(250 MW)

Ghana

•Oil & gas 
exploration and 
production          
(88.6 mboe/d)

•Gas Storage    
(Capacity: 7 bcf)

Canada

•Oil & gas 
exploration and 
production          
(88.6 mboe/d)

•Gas Storage    
(Capacity: 7 bcf)

Canada

•Power generation 
(250 MW)

Saudi Arabia

•Power generation 
(250 MW)

Saudi Arabia

Source: Company reports
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Future plans 
Strategically, TAQA is emerging as Abu Dhabi’s principal global energy company. It has 
increased its assets base by more than 175% to USD 23.3bn since its incorporation in 
2005. Also, the Company has made significant acquisitions in the E&P and gas storage 
segments in North America and Europe. The Company targets an asset base of USD 40-
60bn by 2012-2016. TAQA also targets a 40% upstream, 20% midstream and 40% 
downstream revenue mix by 2012. The Company is moving forward in accordance with its 
objectives as shown by its revenue mix for the nine months September 30, 2008. 
However, we expect a decline in the contribution of the upstream segment to the 
Company’s total profits over the next 2-3 years due to the weakening crude oil prices.  
 
SWOT analysis 
 

 Strengths 

• The Company has a demonstrable track record in integrating acquired 
businesses and realising synergies. 

• UAE has the second largest power capacity in the GCC region (accounting for 
almost 25% of the region’s total power capacity) while in UAE, Abu Dhabi has the 
largest power capacity. TAQA is a leading utility in Abu Dhabi with power and 
water desalination capacity accounting for almost 85% of total installed capacity 
in the Emirate.  

• ADWEA supplies fuel to power generation stations free of cost. In case of a fuel 
shortage, TAQA must secure fuel from outside sources, an expense which may be 
fully passed on to ADWEA. Consequently, fluctuations in fuel prices do not affect 
the profitability of the Company’s downstream business. 

• Bond ratings of Aa2 by Moody’s and AA by S&P imply that the Company’s cost of 
debt is fairly low. 

 Weaknesses 

• Large operations organised through a single entity. 

• TAQA operates subject to very high financial leverage. 

 Opportunities 

• Several other upcoming large scale projects in UAE offer attractive growth 
potential.  

• TAQA’s investment in the Canadian oil and gas market provides access to 480 
MMBOE in proven plus probable reserves of oil & gas. As a result, TAQA is the 
12th largest producer in Canada.  

• TAQA plans to expand “from well head to burner tip” - i.e. to diversify its 
upstream, midstream and downstream operations through acquisitions in the 
Middle East, Asia, Europe, and North America where it can identify potential for 
strong growth. 

 Threats  

• The Company has recently acquired companies internationally, which may 
impact integration of overseas acquisitions. 

• The global economic slowdown has led to a sharp decline in crude oil prices. If 
that trend continues it will hurt the Company’s margins.  

Source: C ompany data, A DC B research

9 months 2008 revenue mix

48%

3%

49%

Upstream Midstream Downstream

9 months 2007 revenue mix

9%2%

89%

Upstream Midstream Downstream
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Financial Overview 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Inorganic revenue growth 
The Company’s growth has accelerated sharply in recent years with revenues increasing 
at a CAGR of 66.7% between 2005-2007. This reflects TAQA’s entry into the oil & gas 
industry and its increased power & water capacity. For the nine months ended September 
30, 2008, TAQA reported revenues of AED 13bn compared with AED 8.3bn in FY 2007. 
This was mainly due to a full contribution by acquisitions made in 2007. In addition, the 
acquisition of PrimeWest in January 2008 increased the Company’s average daily 
production by around 50,000 BOE. We forecast revenues of AED17-17.5bn in 2008, 
more than doubling 2007 revenues.  
 
Healthy net profit margins 
TAQA reported net profit of AED 1bn in FY 2007 and AED 1.6bn in the first nine months of 
FY 2008. The increase reflects a trickle-down effect from higher revenues. Net profits for 
FY 2005 were adjusted for one-off interest income on IPO deposits launched in 2005 of 
AED 602mn. The Company has been able to maintain a net profit margin of around 10-
12% demonstrating TAQA’s efficiency in managing costs even though the acquired 
upstream and downstream businesses in Europe and North America have relatively lower 
margins than the Company’s domestic business. TAQA is subject to taxes in Canada and 
Europe but enjoys a tax-free regime in UAE.  

Financial Performance 2005 2006 2007 9M 2008

CAGR (%) 
(2005-07)

Revenue (AED mn except per share data)*

Sale of Water and electricity 3,000 4,841 6,906 6,223 51.7%

Growth (%) 48% 61% 42.7%

Revenue from oil and gas 0 0 1,121 6,198 nm

Growth (%) nm nm nm

Gas storage revenue 0 0 303 391 nm

Growth (%) nm nm nm

Other operating revenue 0 0 7 236 nm

Growth (%) nm nm nm

Consolidated Revenue 3,000 4,841 8,337 13,048 66.7%

Growth (%) 48% 61% 72%

Cost of Sales 631                 2,085              3,459              4,640              134.2%

Growth (%) (34%) 231% 66%

Total Gross Profit 2,369 2,755 4,878 8,408 43.5%

Margin (%) 79% 57% 59% 64%

EBITDA 2,353 2,699 4,469 7,783 37.8%

Margin (%) 78% 56% 54% 60%

EBIT 1,584 1,826 3,041 5,142 38.6%

Margin (%) 53% 38% 36% 39%

Net Profit 372 485 1,035 1,592 66.8%

Margin (%) 12% 10% 12% 12%

EPS 0.17 0.12 0.25 0.38 20.6%

(1) Figures are adjusted for exceptionals

Source: Company data, ADCB research
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Assets base & leverage position
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Massive growth in asset base but at the cost of increased leverage  
TAQA’s asset base as of September 30, 2008 was USD 23.3bn compared to USD 14.1bn 
in 2006. The Company has made significant progress towards its objective of 
accumulating assets of USD 40-60bn by 2012-16. However, in order to do so it has had 
to accept a higher debt-equity ratio in order to fund its large acquisitions. However, while 
TAQA’s debt-equity ratio increased from 3.68 in 2005 to 6.39 in 2007, the Company has 
identified the potential risks of high leverage and in response currently targets a long-
term debt-equity mix of 7:3. After conversion of convertible debentures (worth USD 
1.1bn) into shares, the Company’s gearing ratio has declined to 80% as of September 30, 
2008. Return on equity (ROE) and return on assets (ROA) have increased consistently 
over the same period as shown in the following graph: 
 
 

  
 

 
 

 

 

 

Source: C ompany data, A DC B research Source: C ompany data, A DC B research
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Investment Rationale 
Expected business integration  
Management highlighted a change of strategy at its recent conference call which will 
require greater focus on integrating and maintaining profitability of assets in Europe and 
North America. The share price has fallen sharply recently, which was due to weak market 
sentiment attributable to the global economic crisis and also due to the mandatory 
conversion of convertible debentures worth USD 1.1bn into shares. However, 
management has also disclosed that its E&P deals were struck when crude oil prices 
were around USD 70 per barrel i.e. before the oil price boom. This observation should 
reassure shareholders and support investor confidence.  
 
Demand drivers in place for power and water businesses 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: ADWEC 

 

Enormous growth assumptions are made by the “Plan Abu Dhabi 2030” based on the 
Emirate’s substantial development plans. Population is expected to treble by 2030 to 3 
million due to the expected influx of expatriates. According to the ADWEC report the 
Emirate’s demand for water and power may outstrip supply as early as 2011 and 2013, 
respectively. This will require major capacity additions by the IWPPs, a positive situation 
for TAQA which owns a 54% stake in six IWPPs in Abu Dhabi as these utilities enjoy high 
operating margins.  
 
 

 

 

 

 

 

 

 

 

 

 

 

Source: ADWEC 

Electricity demand forecast according to base/likely scenario

0

3,000

6,000

9,000

12,000

15,000

18,000

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

M
W

Required Capacity (MW) Available Capacity (MW)

Water demand forecast according to base/likely scenario
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Long-term benefits visible in upstream business 
Despite our cautious short term outlook for the Company’s E&P business, we still expect 
TAQA to reap long term benefits from its recent acquisitions once the global economic 
downturn slackens. Crude oil prices have more than halved in the last 5-6 months from a 
peak of USD 147/b in mid-January 2008 due to weaker demand from both developed 
and developing countries. We expect crude oil prices to remain low for at least the next 1-
2 years due to the deteriorating economic situation. Our discussions with TAQA’s 
management indicated that the Company’s break-even crude oil price is USD 40-45/b, 
which implies that if the crude oil price falls below this range, TAQA could incur losses 
from the upstream segment. TAQA has estimated that it needs to maintain annual capex 
of USD 700-800mn in order to develop its oil fields in Europe and North America; 
however, TAQA has the flexibility to defer this expenditure if the crude oil prices remain 
unfavourable. Declining crude oil & gas prices could severely impact Company margins in 
the near term. However, once the crisis eases, crude oil demand will recover with prices 
stabilising at around USD 75-80/b. TAQA currently has probable plus proven reserves 
exceeding 500 MMBOE with average daily production of more than 110,000 BOE.  
 
No refinancing issues in the near-term 
TAQA currently has a cash balance of USD 1.6bn and a drawable revolving credit facility 
of USD 3.8bn. None of TAQA’s long-term debt commitments are scheduled to mature 
before 2012, providing a buffer for the Company especially in the current worsening 
financial situation. While other major oil & gas companies are struggling to adequately 
finance their activities due to tighter credit markets, TAQA is steadily increasing its asset 
base in the upstream segment through strategic acquisitions. TAQA’s ability to raise 
significant debt at reasonable cost, largely due to its superior credit rating and the 
backing of the Government of Abu Dhabi, should ensure it weathers the next couple of 
challenging years as crude oil prices soften.  
 

Key Risks 
 
Integration of acquisitions 
Despite the Company’s strong record in business integration, we believe the scale and 
geographical breadth of its new operations could threaten management’s ability to 
realise synergies. This could exert increased pressure on costs and impact our earning 
estimates. 
 
Crude Oil prices 
TAQA now generates almost 50% of its revenues from its E&P business. It has invested 
heavily in acquiring oil fields in Europe and North America. Due to the global economic 
slowdown, crude oil prices have fallen sharply in recent months. Any further decline in oil 
and gas prices could severely impact Company margins.  
 
Highly leveraged 
As TAQA has very high levels of debt on its balance sheet due to debt-funded acquisitions, 
its interest costs have risen significantly in recent years, creating a measure of insecurity. 
Although the Company has a stable revenue generating domestic business, if it fails to 
integrate its upstream assets, the net margins of the Company may take a hit due to the 
high fixed interest costs commitments.  



 

 

15 

ABU DHABI NATIONAL ENERGY COMPANY PJSC

 ADCB Wealth Management Group  I  Research  I  +97126973525 | ADCBresearch@adcb.com 
 

 
Increased cost of debt 
To finance any further acquisitions, TAQA would be required to utilise its unused revolving 
credit facility of USD 3.8bn. Since the Company’s 5-year Credit Default Swap (CDS) has 
increased to 360 bps over LIBOR, it could face a risk of higher marginal cost of financing. 
Further, in case of a prolonged financial crisis, TAQA would need to roll over the maturing 
part of debt (USD 2bn in 2010 and USD 3.1bn in 2011) at higher costs due to an 
increase in its CDS. 

 
Macroeconomic risks 
Growth in oil & gas and power & water sectors can be directly affected by any tightening 
measures and policy changes made by the government of any country in order to curb 
inflation, speculation and over-investment. These could impact long-term business 
prospects.  
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Source: C ompany data, A DC B research

Balance Sheet Income Statement

(AED mn, Yr. ending Dec. 31) FY06 FY07 FY08E FY09E FY06 FY07 FY08E FY09E

Cash and fixed deposits 16,021 7,601 6,883 6,478 Revenue 4,841 8,337 17,316 15,603

Accounts and other receivables 2,607 2,381 4,627 3,634 COGS (2,085) (3,459) (6,249) (5,491)

Inventories 946 1,495 1,763 1,723 Gross Profit 2,755 4,878 11,067 10,113

Other Current Assets 0 300 341 350 SG&A (57) (409) (952) (858)

Property, Plant and Equipment 29,328 46,051 59,427 59,649 Net other operating income 0 0 0 0

Intangible assets 988 3,467 9,525 9,496 EBITDA 2,699 4,469 10,114 9,255

Investment in Associates 122 186 210 210 Depreciation & Amortization (872) (1,428) (3,644) (4,185)

Other Long Term Assets 1,755 6,365 6,680 6,547 EBIT 1,826 3,041 6,470 5,070

Total Assets 51,767 67,844 89,456 88,087 Net interest income (1,060) (1,961) (3,396) (3,372)

Account and other payables 3,479 7,809 15,330 14,176 Profit from associates 8 25 47 44

Debt 40,720 51,907 59,270 58,127 Net other non-operating income 31 213 473 27

Minority Interest 1,729 1,435 2,493 2,670 Profit Before Tax 806 1,318 3,594 1,769

Share Capital 4,150 4,150 6,225 6,225 Tax 0 57 (1,330) (654)

Reserves & Surplus 1,690 2,544 6,139 6,889 Minority Interest (321) (341) (359) (177)

Total Equity & Liabilities 51,767 67,844 89,456 88,087 Adjusted Net Profit 485 1,035 1,905 937

Cash Flow Statement Key Ratios

Net Income before MI (reported) 806 1,318 3,594 1,769 Per share data (AED)

Depreciation and amortization 872 1,428 3,644 4,185 Shares outstanding (mn) 4,150 4,150 6,225 6,225

Change in Working Capital (303) (994) 2,476 (7) Basic EPS 0.12 0.25 0.31 0.15

Other Adjustments, net (59) (516) (889) (805) Diluted EPS 0.12 0.25 0.31 0.15

Cash Flow from Operations 1,317 1,236 8,825 5,142 Book value per share (O/S shares) 1.41 1.61 1.99 2.11

Capex (6,778) (4,194) (3,670) (4,369)

Disposal 0 514 640 0 Valuation ratios (x)

Additional investments in associates (228) (14,453) (16,961) (10) EV/Revenue 7.2x 7.2x 3.6x 4.0x

Other Investing cash flow (962) 1,022 198 162 EV/EBITDA 12.9x 13.4x 6.2x 6.7x

Cash Flow from Investments (7,968) (17,111) (19,794) (4,217) P/E 18.4x 14.2x 4.2x 8.6x

Proceeds from loans 18,638 8,838 5,787 (1,143)

Repayment of loans (37) 0 0 0 Performance Ratios (%)

Dividends 0 (208) (327) (160) Return on Assets 1.2% 1.7% 2.4% 1.1%

Other Financing cash flows 899 (1,113) 4,790 (27) Return on Capital Employed 3.8% 5.2% 6.9% 6.0%

Cash Flow from Financing Activities 19,500 7,518 10,251 (1,330) Return on Equity 7.1% 13.2% 16.6% 6.1%

Gross Profit Margin 56.9% 58.5% 63.9% 64.8%

Net Change in cash and equivalents 12,848 (8,358) (718) (405) EBITDA Margin 55.7% 53.6% 58.4% 59.3%

Cash and cash equivalents - beginning 2,940 15,788 7,601 6,883 EBIT Margin 37.7% 36.5% 37.4% 32.5%

Cash and cash equivalents - end 15,788 7,431 6,883 6,478 Net Profit Margin 10.0% 12.4% 11.0% 6.0%
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Investment Ratings: 
 
Buy: More than 15% potential return. We recommend that investors buy the stock based 
on the annualised return to the shareholders over 6-24 months time horizon (percentage 
change from current price to the projected target price).  
 
Sell: Negative potential return. We recommend that investors sell the stock based on the 
annualised return to the shareholders over the 6-24 months time horizon. 
                                                        
Hold: Between 0 and 15% potential return. We take a neutral view on the stock over the 
6-24 months period. 
 
Other Disclosures: 
 
Abu Dhabi Commercial Bank (ADCB) publishes independent research based on its own 
opinions and does not have investment banking relationships with the company 
mentioned in this report. ADCB has, however, conducted corporate banking business with 
the firm whose security is mentioned in this report within the last 24 months. Additionally, 
ADCB holds securities of the firm mentioned in this report through its fund management 
activities. ADCB operates strict Chinese walls between its analysts and its corporate and 
investment banking businesses. Furthermore, ADCB’s analysts are bound to maintain 
their independence through the ADCB’s Internal guidelines and their own professional 
(CFA) guidelines. If you choose to use the information in this report, you do so on your 
own initiative, and you are responsible for compliance with any applicable local laws. 
 
ADCB certifies that no part of the research analyst’s compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations or view expressed in this 
research report. 
 
The information and opinions in this report were prepared by employees of ADCB and are 
current as of the date of the report. The information contained herein has been obtained 
from sources that they believe to be reliable, but ADCB does not guarantee its accuracy, 
adequacy, completeness, reliability, or timeliness. Moreover, it is not responsible for any 
errors or omissions or for the results obtained from the use of such information.  All 
opinions and estimates included in this report are subject to change without notice. ADCB 
will furnish, upon request, available investment information supporting this 
recommendation.  This report is intended for qualified customers of ADCB. 
 
This research report provides general information only. Neither the information nor any 
opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any 
securities or other investment or any options, futures or derivatives related to such 
securities or investments. It is not intended to provide personal investment advice and it 
does not take into account the specific investment objectives, financial situation and the 
particular needs of any specific person who may receive this report. Investors should 
seek financial advice regarding the appropriateness of investing in any securities, other 
investment or investment strategies discussed or recommended in this report and should 
understand that statements regarding future prospects may not be realised. Investors 
should note that income from such securities or other investments, if any, may fluctuate 
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and that price or value of such securities and investments may rise or fall. Accordingly, 
investors may receive back less than originally invested. Past performance is not 
necessarily a guide to future performance. Any information relating to the tax status of 
financial instruments discussed herein is not intended to provide tax advice or to be used 
by anyone to provide tax advice. Investors are urged to seek tax advice based on their 
particular circumstances from an independent tax professional. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related 
investment mentioned in this report. In addition, investors in securities such as ADRs, 
whose values are influenced by the currency of the underlying security, effectively 
assume currency risk. 
 
To the fullest extent permitted by law, neither ADCB nor any of its employees will be liable 
to you or anyone else under any tort, contract, negligence, strict liability, products’ liability, 
or other theory with respect to this presentation of information.  You may not redistribute 
this report without explicit permission from ADCB. 
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