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Summary

MENAT region shares the theme of strong growth in demand for
utilities. In Turkey this is due to unsaturated demand, while Saudi
and Qatari markets are driven mainly by population growth and
subsidised prices

Turkey's low per capita consumption has attracted a substantial
number of investments in the last four years, driving up installed
capacity by 25%. Combined with weak GDP growth for 2012 we
believe the sector faces headwinds for the short term. Our preferred
play, Aksa Enerji, has the most efficient generation portfolio in
Turkey and caters to a diverse set of clients, minimizing operational
risks. While some discount is justified due to low free float, trading at
half the global peer average makes a compelling case in our view

In MENA, we believe Qatar Electricity and Water (QEWC) offers the
best exposure as it operates with cost-plus agreements from its sole
client KAHRAMAA. Qatar shows strong GDP and population growth
for 2012-13, securing demand of local market. QEWC has also
ambitions to export power and is considering regional acquisitions.
Trading at a 25% discount to its historical average PE, we believe
the price tag is attractive

Saudi Electricity Company (SEC) is well positioned, in our view, as
the monopoly in the high demand growth country of KSA. Yet it is
unable to fully monetise this position with highly subsidised
residential tariffs. Given the heavy capex budget, and negative FCF
outlook, we do not consider the potential return to be attractive. If
the company carries on its restructuring program to carve out
profitable subsidiaries, a significant value could be unlocked, while a
tariff increase would also be welcome
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Aksa Enerji (OW from OW(V), TP:TRY5.2 from TRY5.8) is our
pick from Turkey

Aksa Enerji is our pick from the Turkish utilities universe with its increasing utilisation of recently
completed capacities (from 850 MW in 2009 to 2036MW in 2011). The company currently leads the IPP
market and has the most diverse customer portfolio in Turkey; sells power to sister distribution
companies, exports to Syria, Cyprus, to isolated regions (with 3x prices) of Turkey's eastern region and
spot market. Due to increasing utilisation, we expect to see strong growth in EBITDA (25% CAGR) and
EPS (40% CAGR) in the next five years. The company also enjoys the strongest margins among gas fired

generators thanks to its new capacities that operate more efficiently than those of most of the peers.

Aksa Enerji's parent Kazanci Holding has made a bridged loan and share option deal with Goldman Sachs
in which GS has agreed to pay USD268m for 15% of Aksa Enerji implying TRY5.34 per share price
(implying a 90% premium to current price). While the deal's one year later option to sell the shares
deserves some discount, we consider the 90% discount to be excessive. We believe high volatility in the
markets has overshadowed the positive aspects of this deal and we believe that we may see a correction in

the discount if confidence in the markets is restored.

Aksa Enerji currently trades at EUR0.7m/MW on its 2012e capacity, which is approximately half the
HSBC Global peer set average of EUR1.4m for the same term. While low liquidity of the shares (USD4m
per day) justifies some portion of this discount, given its diverse operations and strong growth outlook we
believe trading at half the peer average multiple is unjustified and Aksa Enerji is undervalued by the
market. Our target price for the company is TRYS5.2, implying 67% potential return and we maintain our
OW rating (but drop the volatility flag).

Akenerji (N(V) from OW, TP:TRY3.0 from TRY4.6) is cheap, but
for a reason

Akenerji's potential sales deal was one of the highly anticipated events of 2H 2011. Yet the global turmoil

hitting the markets and the following postponement of the deal has curbed the interest in our view.

Akenerji has also launched construction of its biggest capacity investment to date, 900 MW natural gas
fired power plant: EGEMER. While EGEMER will ensure that Akenerji will maintain its market share in
the growing market, the capex requirement of USD930m (650m debt + 280m equity) will increase
gearing substantially and might trigger a rights issue to finance the equity portion. Since the company has
not delivered any solid returns from the last rights issue in 2009 we believe the market may react

negatively to such an announcement this time.

The last seven distribution privatisations have met with considerable problems and many of the winners
have failed to pay and now the assets are passed on to second and third best bidders, whose bids were on
average 25% below the initial winners. We believe that this will have a valuation cut impact on such
assets including Akenerji's SEDAS. Factoring this into our valuation, along with lower price growth
estimates for the next five years, we cut our target price by 35% to TRY3.0 from TRY4.6. Our new target
price implies 20% potential return and we downgrade our rating to Neutral (V) from Overweight, adding

a volatility flag to recognise the share price volatility associated with ongoing newsflow about asset sales.
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Zorlu Enerji's (N, TP:TRY2.0 from TRY2.1) new capacity launch
is a plus but not enough for an upgrade

Zorlu Enerji launched generation in its first overseas capacity, at the 170 MW Tereshkovo plant. We
welcome this addition as we believe Tereshkovo will bring geographical diversification to Zorlu Enerji
with access to an attractive market (please see Russian Utilities October 2011). We welcome the news
about new capacity as the company definitely requires additional operational cash flow to pay back its
massive debt position. We believe this plant will also boost profitability of the company due to better

margins in Russia compared to Turkey's spot market.

Zorlu Enerji also secured financing for its Pakistan wind farm project last month. The wind farm will
have a capacity of 54.6 MW and the loan amount is USD111m. With these two, our EBITDA projection
indicates 25% CAGR in EBITDA between 2011e and 2015e.

Nevertheless, we find the gearing level too high for the company at 20x for 2011e. The TRY2.3bn short
fx position will also mean a significant fx-driven loss for 2011e and places a risk if the TRY continues its
depreciation in 2012. Hence, despite the positive mood provided by the launch of Tereshkovo we have
concerns for the mid-term performance of the company and reiterate our Neutral rating. Our target price
is TRY2.0 (from TRY2.1). Our target price decreases due to the valuation cuts we apply coming from the

impact of cancelled privatisations on the market valuation of the power generation assets.

QEWC (OW from N, TP:QAR175 from QAR147) offers the best
exposure to MENA at a cheap price

QEWTC is our preferred play from the MENA region, thanks to its steady growth outlook, cost-plus
contracts that reassure us that this growth should pass onto the EPS line, and stable political background

in its homeland which further secures the operational outlook.

Despite Qatar's already high per capita power consumption (14.1MWh per capita per annum vs 8.1 in
OECD and 2.5 in Turkey) we expect to see further increases mainly due to demographic growth (5% pa
on average). While QEWC has enough capacity to meet its homeland’s need it also has excess capacity
and exported 200 MW of power to GCCIA to supply neighbour countries. This gives an additional edge
to the company as power exports usually increase in summer when the supply falls short and contract
prices increase. In addition to that QEWC aggressively looks for new investment opportunities in the
region. The company plans to bid for an undisclosed asset in Jordan as announced by the management
(please see The National 6 July 2011, Jordan Times 4 July 2011). The company also announced publicly

that they are looking for further potential extensions in India, Turkey, South Korea and Vietnam.

QEWC currently trades at a 25% discount to its historical PE, offering an attractive point of entry in our
view. Our DCF valuation for QEWC provides a target price of QAR175 (from QAR147). This implies

25% potential return, and we upgrade our rating on the company to Overweight (from Neutral).


https://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=RHMrVCZ0IH&n=311681.PDF
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SEC (N, TP:SAR15 from SAR14.7) cannot fully utilise attractive
growth potential with subsidised prices

SEC continues to see strong top line growth with demographics-driven power demand in Saudi Arabia.
Our base case projection suggests The Kingdom will increase its gross power consumption by a healthy
6% per annum at least until 2020e. While the top-line growth outlook is strong (we look for 7% CAGR
between 2011e-20e) this is mostly driven by sales volumes as the tariffs are largely subsidised in the
country. However we expect SEC to operate with negative FCF for the visible future as its capex
requirements are well above the cash generated from operational activities. The main reason for this is a

very low residential tariff that barely covers variable cost.

SEC currently combines the three sub industries in its operations: generation, distribution and
transmission. We recall, back in March 2009, the Saudi regulator announced the Kingdom's plan to create
four independent power producers out of SEC. The CEO stated that this restructuring plan power would
be completed in four years. If SEC chooses to carve out the generation business and leaves T&D as non-
profit organisations (similar to KAHRAMAA in Qatar), we believe it would be positive for SEC. We
believe a leaner structure in SEC would also decrease the overhead and maintenance costs. Overall, we
believe the restructuring process would be positive for SEC as it should make the company a more

profitable package (particularly from generation side).

We have utilised an ROE-driven P/B regression methodology for SEC's valuation. With its 6.5% RoE for
2012e, our method suggests a 0.89x 2012e P/B for the company. With 0.89 P/B we calculate a SAR15
target price (up slightly from SAR14.7 previously) which implies 13% potential return. We reiterate our

Neutral rating on the company.

Summary valuation and target price change table

__Target price ___ Rating
RIC Company name Currency  Closing price old new Potential return old new
AKENR.IS  Akeneriji TRY 2.50 4.60 3.00 20% Overweight Neutral (V)
AKSEN.IS  Aksa Eneriji TRY 3.12 5.80 5.20 67% Overweight (V) Overweight
QEWC.QA Qatar Electricity & Water QAR 140.00  147.00 175.00 25% Neutral Overweight
5110.SE  Saudi Electricity Company SAR 13.30 14.70 15.00 13% Neutral Neutral
ZOREN.IS  Zorlu Eneriji TRY 1.69 2.10 2.00 18% Neutral Neutral

Source: HSBC estimates. Note: Closing prices as of 17 November 2011
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Investment Summary

» We believe Turkey's power sector continues to offer strong growth
prospects, yet with a strong increase in supply, weak GDP and
privatisation delays may shadow 2012

» In MENA, we expect strong demand growth to continue both in

Saudi and Qatari markets

» We like Aksa Enerji (OW, TP:TRY5.2) in Turkey due to company's
utilisation increase related EPS growth. We like QEWC (OW,
TP:QAR175) from MENA with good combination of growth and

attractive valuation

Growth everywhere...

Utilities demand growth is a shared theme in the
MENAT region due to different reasons and
through different market mechanisms, yet we
believe it should lead to strong profitability, for

some markets and certain players.

We see Turkey as a pure long term growth story,
mainly due to much unsaturated demand in the
country compared to both developed countries
and local and economical peers. This is mainly
due to the underdeveloped industry of the country
and low GDP per capita, despite the surge in both
in the recent years. When compared on per capita
basis, Turkey consumes 2.6 MWh per annum,
which is well below the OECD average of 8.1
MWh. We calculate that in the next decade
Turkey's average consumption will increase only
up to 4.8 MWh, factoring in a bold 7% annual
growth assumption. Given that Turkey's
population grows 1.1-1.2% per annum, GDP per

capita is looking for 4% annual growth, has low

house appliances penetration and has zero electric
car penetration despite a substantial tax benefit we
believe the overall demand could easily grow 7%
CAGR between 2011e-2020e.

Turkey vs OECD - demand has substantial room for growth
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For MENA, we believe the key growth driver is
demographics. Although both Saudi and Qatari
markets operate with high per capita consumption
figures compared to peers, we believe there is still
room for growth mainly thanks to greater-than-
average population growth. In addition, the cost
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advantage of the generators in these countries

allows substantial subsidies over the prices.

SEC's residential tariff barely covers variable cost -leading
to negative FCF with loaded investment agenda
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Saudi Electricity Company (SEC) is not fully
achieving its potential at the bottom line particularly

because of subsidies it applies to residentials.

We believe that, given the Arab Spring is
continuing, increasing utilities prices is very
difficult in the region, if not impossible. Hence we
think that SEC's profitability outlook will remain

under pressure given the substantial capex needs.

Qatar enjoys stable growth in power demand with steady

margins
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We think that if SEC goes ahead with its
restructuring program and carves out a profitable

business for itself, it could mean substantial value.

In Qatar, demand is growing strongly with double
digit GDP growth (13% in 2011e) and very high
population growth (5% per annum). In contrast
with SEC, Qatar Electricity and Water (QEWC)
operates with cost-plus agreements with its buyer
KAHRAMAA, who subsidises the prices. Hence
QEWC does not get involved with subsidies and
can manage to post positive FCF despite its
massive capex program. QEWC also evaluates
options for selling its excess capacity to power
hungry neighbours and is eyeing the region for
profitable acquisitions (please see The National 6
July 2011, Jordan Times 4 July 2011).

...but not every market will
deliver this growth into the EPS

While we see strong top line growth for all the
markets that we cover under MENAT, some

portion of this will not filter down to EPS.

In Turkey, the biggest problem is the fx short
position of the players due to substantial fx
denominated debt positions. We calculate that
none of the companies under our coverage will be
able to post a positive bottom line in 2011e.
However, we consider these loses as non-cash and
we expect them to revert should the TRY gain
strength against the USD and EUR.

Turkish utilities fx loss (TRYm)

FX position FX related loss Net profit (loss)

(@3 2011) in 2011 2011
Akenerji -1,209.4 -142.5 -96.9
Aksa Enerji -1,583.9 -156.9 -73.3
Zorlu Enerji -2,320.7 -120.0 -244.8

Source: HSBC estimates

For 2012e, we expect companies to post positive
bottom-lines, with our fx team's appreciation
projection of TRY. It is also worthwhile to say
that, Turkey's problem in passing top line growth
to EPS is not related to tariffs and the market
structure allows for substantial earning and

margin growth, in our view.

HSBC <»
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In addition to this, we see 2012 as a troubled year
for utilities, as supply increases and GDP growth
will be weak. Hence we have a different view from
consensus in that we are only cautiously optimistic
on Turkish Utilities. The consensus average for the
covered companies indicates an positive view on the
sector, while we believe Aksa Enerji is the only
company that offers a substantial potential return

from the current outlook.

In Saudi, the profitability problem is more static
as the bulk of the power is sold to residentials (50-
55% y-o-y) and as residential tariffs barely cover
the variable cost of generation, the operational

profitability of SEC remains under pressure.

If demand increases sharply during the summer
months and peak load is reached, SEC cuts power to
some regions. If the demand increase is slightly
higher than normal but again comes above peak
load SEC chooses to compensate the difference by
purchasing electricity from IPPs or neighbours,
causing cost increases and profitability contraction.
Since there is no incentive for residentials to cut
their consumption, this problem is likely to persist

until ECRA increases tariffs,in our view.

QEWC however stands out with its profit-oriented
model as the company has 100% off take
agreements with the state run non-profit
organisation KAHRAMAA.

Privatisation delays likely to
cause some valuation cuts in
Turkey

Turkey's privatisation program in power
distribution assets has met with significant
challenges in 2011 after successful progress in
2008 and 2009. The main reasons for the failures
are attributable to global turmoil, as credit market
has tightened. In addition, following the actions of
CBRT, the TRY has depreciated which has
decreased IRR of distribution grids.

Out of 18 total assets that had been put up for
sale, the winners of the final seven assets had
asked for extensions and some of them stepped
out of the process. The Privatisation
Administration has asked for second and then
third best bidders following the stepping out of
the best bidders. Since second and third best bids
are lower compared to the initial price, overall
average offered prices have decreased
substantially. We believe due to increased supply
of power grids, existing assets' (ie the ones that
were acquired in 2008- Feb 2010) valuation

would also decrease accordingly.

Average bid price fell by 25% in 2011 after winners of the
seven of the 2010 distribution privatisations stepped out

200.0
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100.0
00 = T T T
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Source: Turkey's Privatisation Administration

(*) second and third best bids to the privatisations in 2010

In addition to distribution privatisations, the
Privatisation Administration also plans to
postpone generation privatisations due to limited
interest and ongoing turmoil in the global
economy. This is also a negative impact on

existing assets' valuation.

Based on the 25% decrease in the average value
of distribution grids, we now apply a 25%
discount to our valuations of these assets. For
generation assets, we also apply a 20% discount to
gas-fired power plants, and a 10% discount to
hydro and wind power plants when looking for

replacement value analysis.

HSBC <»
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SWOT Analysis for Turkey

Strengths

Weaknesses

» Very unsaturated market with strong growth prospects (per capita consumption is

1/3 of OECD average)

» Generators market is fully liberalised enabling realisation of strong top line growth

into the EPS

» Privatisation program attracts interest for existing assets and boosts valuation in a

bullish market

» Lack of local fossil fuel sources limits profitability of thermal based power
generation

» Strong hydro generation capacity can contract spot market prices in rainy
seasons

Opportunities

Threats

» Recently launched futures market may stabilise pricing in spot market making
earnings more predictable

» Squeezed EU players may increase their interest towards Turkey for higher
returns, creating potential acquisition stories

» 25% increase in the capacity in the last four years may lead to overcapacity if
demand growth slows down

» Further delays in privatisation program could increase the discount on existing
assets

Source: HSBC estimates

SWOT Analysis for Qatar (QEWC)

Strengths

Weaknesses

» Cost plus long term contracts with KAHRAMAA enables QEWC to fully utilise
strong demand growth in the market
» QEWC can export its power surplus to short supplied neighbours via GCCIA

» Overseas projects diversify operational base and decreases risks

» Significant gearing (5x on 2011) may cause earnings erosion if demand collapses
for some unexpected event

» Qatar has already reached one of the highest per capita consumption rates in the
world, a change in tariff structure or significant rise in costs may cause demand
contraction

Opportunities

Threats

» A potential acquisition in neighbour countries would be an opportunity

» In addition, greenfield investments in other countries may also become
opportunities depending on the profitability.

» Strong demographic growth ensures growth in demand

» Qatar's attractive water and power markets draw attention from international
players. If competition increases KAHRAMAA may choose to revise its contract
with QEWC which could cause lower profitability if they settle on lower terms.

Source: HSBC estimates

SWOT Analysis for Saudi Arabia (SEC)

Strengths

Weaknesses

» Strong demand growth with high population growth
» SEC is a monopoly

» Subsidised prices prevent SEC from reaching full potential
» High power demand leads to power imports and IPP purchases which are
negative for profitability.

Opportunities

Threats

» If SEC gets restructured via carving out a profitable company it could be an
opportunity for unlocking the value

» Strong demand potential attracts IPP investors which could decrease SEC's
market share and cause further loss in profitability if T&D activities continue to be
handled in SEC

Source: HSBC estimates
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Turkey

» Long term growth prospects remain intact for the next decade...
» But, oversupply risks and bleak privatisation outlook calls for

concern for 2012e

» Aksa Enerji (OW, TRY5.2 from TRY5.8) is our preferred play; we
downgrade Akenerji to N(V) with TRY3.0 TP (from TRY4.6) and
maintain N rating with TRY2.0 (from TRY2.1) TP for Zorlu Enerji

Sound long term potential
challenged with hurdles on the
road

Turkey's fundamental need for power is still
unsatisfied, despite the steps taken for
liberalisation and a significant capacity upgrade in
the last three years. We believe looking from
2011e to 2021e, power prices will post 2-3 pps
higher CAGR than PPI on average due to this.

Turkey currently consumes 2.6 MWh per capita
per annum, which places the country well below
OECD average of 8.1 MWh. While we expect to
see average power consumption flatten over the
long term due to increasing efficiencies we
believe Turkey still has much distance to reach
that point. Hence we believe the Turkish power
sector will continue to grow higher than GDP at
least until the country doubles its current per

capita consumption level. Combined with a liberal

power market we maintain our view that this is an

attractive sector to invest in.

However, seeing this demand potential and ongoing
liberalisation efforts, a number of domestic and
international investors started building up capacities
in Turkey. As the capacity growth is not
homogenous, Turkey now faces oversupply-related
price weakness in our view. In the last four years
installed capacity increased by 25% from 40,000
MW to 50,000 MW. Due to slower increase in
demand with global economic turmoil, higher
supply from existing hydro power plants and
increasing efficiency, power prices have grown
more slowly than PPI which we see as a negative
trend for the sector. The hurdles in liberalizing the
market also caused margin contractions as
government continues to set tariffs for the
industrials and households which leave limited

room for margin growth on distribution side.

Summary valuation table: Turkish utility stocks under coverage

Target price Rating
RIC Company name  Closing price old new Potential return old new
AKENR.IS Akeneriji 2.50 4.60 3.00 20% Overweight Neutral (V)
AKSEN.IS Aksa Eneriji 3.12 5.80 5.20 67% Overweight (V)  Overweight
ZOREN.IS Zorlu Eneriji 1.69 2.10 2.00 18% Neutral Neutral

Source: HSBC estimates. Note: closing prices as of 17 November 2011.

10
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In addition to strong capacity build up and
liberalisation delays, the privatisation program has
also become clogged, with the squeeze in credit
markets to pay for the bids and sharp depreciation in
TRY which decreased the overall IRR of the assets.
With the delay in the process and an increased
number of assets available we believe the valuations

have decreased for the existing assets.

Looking forward, we still favour the sector on a
long term horizon, particularly after the full
liberalisation of pricing mechanism and
establishment of futures trading in power prices.
We still see renewable power generation as the
best form of exposure to the sector as it ensures

the maximum margin.

Capacity build-up improved reserve
ratio...

Turkey's installed capacity increased by 25% in
the last four years, bringing it from 40k MW to
50k MW as of 2011YE. The bulk of the capacity
increase has been done by private sector with the
successful liberalisation program of the sector and

attractive long term growth prospects.

With the steep growth in capacities and meagre
demand growth in 2008 and 2009 from -4% to -
1% as of 2011e YE, this is the highest point in the
last decade for Turkey's reserve ratio. Hence, we
believe with such ample reserve amount price
growth in the spot market will be minimal in
2012e and 2013e.

Our reserve ratio computation is not based on
operating reserve of the generators, which dictates
that a generator has to have 10% spare resource in
case a short term supply increase occurs. We
calculate reserve ratio by dividing optimum
supply to consumption projection. This enables us
to foresee short (or excess) supply which would

boost (or decrease) prices in the spot market.

...yet we believe demand will
overcome once again in 2015

While reserve ratio has hit the roof as of 2011e
YE we expect to see a strong decrease starting
with 2013e.

Our demand projection is based on per capita
demand growth analysis, which suggests that per
capita demand will post 6% annual growth in
2013e-2015e and 4-5% from 2015e-2020e. We
consider this to be a conservative growth
assumption as this annual growth will only
increase Turkey's per capita power consumption
to 4.8 MWh per annum from the current level of
2.6 MWh (current OECD average 8.1).

Based on energy regulator EMRA's license
database (which indicates the upcoming
capacities) we expect demand to overcome supply
starting in 2013e. EMRA's database suggests that
there will be a total of 10,000 MW of new
capacity addition on top of current 51k MW
between 2011e and 2015e. This will only boost
power output from 223 TWh to 272 TWh (5%
CAGR) which will decrease reserve ratio from -
1% to -11% by 2015e, on our estimates. On top
of this information from EMRA we have assumed
addition of 1,000 MW renewable power
generation with the help of recently legislated
guaranteed prices. We have also assumed
Turkey's first nuclear power plant will kick off
generation in 2019. With the reserve ratio to drop
below the 10% level we expect strong spot pricing

in 2015e-2020e era in our base case scenario.

We have also conducted two scenarios based on

different assumptions on the next page:

HSBC <»
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Turkey's power demand vs supply scenarios and impact on reserve ratio (TWh, %) — Scenario 1 assumes strong capacity
investment to continue in thermal generation. Scenario 2 assumes a more aggressive nuclear and renewable energy program
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Scenario 1: This scenario assumes a strong
investment era will continue in thermal power by
private companies, with their intention to utilise
the low reserve environment. We think that
primary investment type will be natural gas power
plants. This scenario also assumes 1,000 MW of
renewable power and one nuclear power plant
with 5000 MW capacity to kick off generation by
2019. In this scenario reserve ratio will move
around low double digits starting in 2015e and
start increasing by 2019e with the addition of the

nuclear power plant.

Scenario 2: This scenario assumes lower private
sector investments due to low prices. In addition,
this is an environmental scenario in which the
government launches two nuclear power plants at
the same time around 2019 and 2000 MW of
renewable capacity. This scenario resembles our
base case until late 2017 due to lack of thermal
generation investments. However reserve ratio
increases much stronger in this scenario due to

addition of nuclear capacities.

We believe all of the potential scenarios about
supply suggest that Turkey will experience a brief

power oversupply in the next two years due to

12

capacity build up. However starting with late
2013 demand growth will began to overcome
supply growth again and reserve ratio will start to
decrease. Due to Turkey's unsaturated power
consumption we expect power prices to
experience a sharp growth in 2014-2019 era, until

nuclear power is introduced into the system.

Based on this outcome, we would expect our
revenues and margin estimates for the covered
companies for 2012 and 2013 to move lower,
while we would expect a slight increase in power

price estimates post 2014.

Power demand growth likely
to continue at a fast pace

We expect power demand to post 7.5% growth in
2011. Latest official consumption figures (Jan-
Sep 2011) indicate that power demand increased
by 8.5% compared to last year's 9M figures. Our
previous growth projection was 9% based on
strong growth that we have observed in the first
half of the year.

Due to a potential slowdown in economic activity,
and the 10% price hike applied starting in

October, we expect power demand to post slower

HSBC <»
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Our base case power demand growth projection suggests Turkey

should be placed in the lower end of developed countries by 2020

Source: OECD, HSBC estimates
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growth numbers in Q4 and expect the year to
finish with 7.5% higher consumption compared to

last year.

For our long term forecasts we have based our
calculations on per capita consumption growth
analysis. Turkey currently consumes 2.6 MWh
per capita, which is well below OECD average of
8.1 MWh per capita. This is also the lowest per
capita consumption in our regional coverage,
Russia consumes 7.0 MWh, Saudi Arabia
consumes 8.7 MWh and Qatar consumes 14.1
MWh per capita.

Turkey's industrial growth outlook and trajectory
of per capita GDP suggest to us that power
demand will continue to grow at a fast pace.
Based on our studies of similar markets such as
Brazil, India and South Korea, power demand
should post 1.5x — 2x GDP growth.

HSBC expects Turkey's population to post 1.13%
growth per annum in the next decade. We expect

power demand to grow at 7% on average in the

next decade, pulling up per capita consumption to
4.8 MWh per capita from the current level of 2.6.
As seen in the graph above, even this level of
growth places Turkey well below the average

consumption amount of developed countries.

Privatisation cancellations
likely to lead to valuation cuts

Turkey's privatisation program in power
distribution assets has met with significant
challenges in 2011 after successful progress in
2008 and 2009. During 2010, due to increasing
interest in the market towards the distribution
assets the bid prices went up substantially,

decreasing IRRs.

Out of 18 total assets that had been put up for
sale, the winners of the final seven assets had
asked for extensions and some of them stepped
out of the process. The main reason for this is the
depreciation of the TRY vs the USD, which has
deteriorated the profitability of these assets.

HSBC <»
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Completed distribution privatisations

Tender Date New Owner Initial price  Final price #  Name m#of %oftotal % of total Consumed Loss/Theft (%) Implied
(USDm) (USDm) subscribers subscribers consumed (GWH) USD/MWh
power

2008
25-Sep-2008 Kiler 128.5 1285 3 Aras EDAS 0.73 2.4% 1.2% 1,656 27.2% 77.6
25-Sep-2008 Alarko 440.0 4400 8  Meram EDAS 1.53 5.0% 4.4% 5,859 8.4% 75.1
28-Jan-2009 Enerjisa 1,200.0 1,2000 9  Baskent EDAS 3.08 10.1% 8.3% 11,162 8.3% 107.5
11-Feb-2009 Akeneriji 600.0 600.0 15  Sakarya EDAS 1.31 4.3% 6.5% 8,761 6.3% 68.5
average price 82.2

2009
06-Nov-2009 Aksa 227.0 2270 4  Coruh EDAS 0.99 3.2% 1.7% 2,268 10.7% 100.1
06-Nov-2009 Et-Gumus 485.0 485.0 16  Osmangazi EDAS 1.28 4.2% 3.8% 5,042 5.2% 96.2
06-Nov-2009 Calik 4415 415 21 Yesilirmak EDAS 1.48 4.8% 3.0% 4,063 9.1% 108.7
average price 101.7

2010
18-Feb-2010 Aksa 100.1 100.1 2 Vangoli EDAS 0.40 1.3% 0.8% 1,137 55.9% 88.0
18-Feb-2010 Aksa 230.3 230.3 5  Firat EDAS 0.66 2.2% 1.6% 2,145 10.5% 107.3
18-Feb-2010 Kolin 258.5 2585 6  Gamlibel EDAS 0.73 2.4% 1.6% 2,088 8.8% 123.8
18-Feb-2010 Limak 940.0 940.0 12  Uludag EDAS 2.28 7.4% 8.1% 10,941 6.0% 85.9
average price 101.3

Source: Privatisation Administration

According to Turkish Privatisation legislation, the
Privatisation Administration has the right to ask
second and then third best bidders if the winner

fails to pay the winning bid on time.

Since second and third best bids are lower
compared to the initial price, overall average
offered prices have decreased substantially. We
believe due to increased supply of power grids,
existing assets' (ie the ones that were acquired in
2008- Feb 2010) valuation will also likely

decrease accordingly.

In addition to distribution privatisations, the
Privatisation Administration also plans to
postpone generation privatisations due to limited
interest and ongoing turmoil in the global
economy. This also has a negative impact on

existing assets' valuation.

Based on the 25% decrease in the average value
of distribution grids, we now apply a 25%
discount to our valuations of these assets. For
generation assets, we also apply a 20% discount to
gas-fired power plants, and a 10% discount to

hydro and wind power plants.

Ongoing distribution privatisations

Tender Interested parties Current Status Initial price Current price Name % of % of total Implied USD/MWh
date winner (USDm) (USDm) total consumed
subscribers power
initial current change
Aug-2010 Karavil Karavil  Awaiting payment 288 288 Dicle 3.4% 39%  55.2 55.2 0%
Aug-2010 MMKEA, Eti, Sabanci None  Cancelled 1,900 Gediz 7.7% 10.3% 1371
Aug-2010 Aksa, IC Ictas IC Ictas  Awaiting payment 622 575 Trakya 2.5% 41% 1136  105.1 -8%
Aug-2010 MMKEA, Aksa, Park Park Awaiting invite 2,990 2,496 Bogazici 12.5% 141% 157.8 1317 -17%
average price  115.9 97.3 -16%
Dec-2010 Yildizlar, Park, Turkerler Turkerler Awaiting invite 2,075 1,016 Toroslar 8.5% 10.3% 149.2 731 -51%
Dec-2010 Park, Sabanci, Emkat Emkat  Awaiting payment 1,165 1,100 Akdeniz 4.8% 45% 1926 1819 -6%
Dec-2010 MMEKA, Yildizlar, Sabanci  Sabanci Awaiting invite 1,813 1,515 AyEDAS 6.9% 6.5% 2091 1747 -16%
Awaiting tender Goksu 1.6% 2.5%
average price  183.6  143.2 -25%

Source: Privatisation Administration
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When could the program resume?

We have conducted an analysis to evaluate IRR of
distribution grids under different bids per MWh
and USD/TRY parities.

Our assumptions for this analysis are:

» Privatisation fee should be paid in two

instalments

» EBIT should grow by 2% every year in the
first 20 years and should remain at the same
pace with revenues for the remaining 30 years

of concession time.

» Loss/theft improvements are ignored, and a
flat 7% loss theft is assumed.

Our analysis suggests that if we assume 3% as
minimum IRR for these acquisitions, maximum
bid price per MWh consumed should be USD110,
and under a much appreciated TRY assumption of
1.2. Hence we believe this analysis shows the
main reason of the winners decision to step out of
payments as profitability of these assets have
decreased significantly following the depreciation
of TRY in Q2 and Q3 2011.

The gray shaded area in the below chart shows the
economically acceptable areas for bid and fx rate
matches. As recalled Akenerji had bid USD69 per
MWh and Sabanci Holding bid USD108 per MWh
back in July 2008 (USD/TRY was 1.25), pinning

both on the most profitable zone of the chart.

The red zone suggests that, when IRR is negative,
that discount rate should be negative that increase
value of future cash flows in an economically

impossible scenario.

IRR of BEDAS distribution grid under different USD/TRY and bid scenarios

USD/MWh

60 85 110 135 160 185 210

1.2000 5.16% 3.71% 2.75% 2.03% 1.46% 0.99% 0.60%

- 1.3500 4.65% 3.26% 2.33% 1.63% 1.08% 0.62% 0.24%
g 1.5000 4.21% 2.87% 1.97% 1.29% 0.75% 0.30% -0.08%
2 1.6500 3.83% 2.53% 1.65% 0.98% 0.45% 0.01% -0.36%
= 1.8000 3.49% 2.23% 1.36% 0.71% 0.19% -0.24% -0.61%
1.9500 3.19% 1.95% 1.10% 0.46% -0.05% -0.48% -0.84%

2.1000 2.92% 1.70% 0.87% 0.24% -0.27% -0.69% -1.05%

Source: HSBC estimates

HSBC <»
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Decrease in bids after substantial depreciation of TRY (x-axis: USD bid per MWh, y-axis: USD/TRY)
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Source: Privatisation Administration
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Akenerji

HSBC <»

» Launch of the 900MW EGEMER investment would likely bring

another rights issue in 2012

» While valuation is cheap, uncertainties regarding sales process
are likely to keep the market on the sidelines for now

» Downgrade to N(V) (from OW). Target price cut to TRY3.0 (from
TRY4.6) with lower power prices and valuation cut to SEDAS

Cheap but for a reason

Akenerji's potential sales deal was one of the
highly anticipated events of 2H 2011. Yet the
global turmoil hitting the markets and
postponement of announcements regarding the
potential bidders or a deal date has curbed the
interest in our view. Akenerji's local parent
Akkok, which owns 37.5% of the company, plans
on fully stepping out of the sector. Akkok also
requires the cash resources from such sales to
invest in chemical branch of the group. On the
other hand, CEZ also decided to step out from

Turkey after meagre growth in the last three years.

However we believe due to a lower than expected
number of bidders with lower than expected bids,
both parties made announcements suggesting that
they have delayed the sales process. As further
proof of this, Akenerji sped up the investment in
the ambitious EGEMER project which will
double installed capacity of the company. Going
forward with EGEMER suggests that both parties

may continue with Akenerji for some time.

EGEMER is not all that positive

Akenerji recently announced that the company

has secured financing for its massive capacity

upgrade EGEMER. With its 900 MW installed
capacity EGEMER will double Akenerji's
installed capacity by 2014.

We see the following positive aspects of the
EGEMER project:

4

EGEMER will help Akenerji maintain its
market share in a growing sector. With the
completion of EGEMER, Akenerji will reach
1800 MW installed capacity which would imply
2-3% market share by 2014 vs today's 2.5%.

EGEMER's new technology will improve
Akenerji's operational efficiency
considerably, due to the fact that existing gas
fired plants are aged and cannot compete with

the state of the art capacities of peers.

We see the following negative aspects of the
EGEMER project:

4

EGEMER will increase gas-fired capacity
share in total generation portfolio which

would decrease overall EBITDA margin.

We calculate that EGEMER will require
USD650m debt and USD280m equity.
Akenerji has signed USD650m debt with 12

years maturity for the project which will
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Akenerji today - the company enjoys strong EBITDA margin Akenerji 2015 - Due to high share of natural gas in the generation
(20-30%) thanks to substantial hydro power generation portfolio we expect EBITDA margin to linger around (10-20%)
Wind Wind
2% 1%

Hydro
30%
Hydro Natural
Gas
43%
559% Natural
Gas
69%
Source: company data Source: company data
increase gearing of the company and is likely 2013 we increase our revenues projection with the
to lead to poor EPS performance until the addition of EGEMER sales. Yet the impact on our
second half of the decade. In addition the EBITDA estimate is negative as we expect 2013 to
company might require another rights issue to be a weak year for the sector due to reserve ratio
raise enough capital to undertake the project. reaching the highest level for the next decade.

Since the company has not delivered any Valuation and risks

solid return since the last rights issue in 2009
we believe the market may react negatively to We use 50/50 weighted average of DCF and SOTP
such an announcement this time. driven valuation for Akenerji. We lower our target

. . price due to a 30% cut in SOTP valuation with our
» By the time EGEMER becomes operational, . . .
Terkev's enerev demand mav have beer lower price estimate for the assets following the
Hreey gy . y o . postponed privatisations. Our new SOTP price is
somewhat satisfied. Hence investing in a big .
. . TRY3.0 per share (vs 4.6 previously)

player today, such as Aksa Enerji and Sabanci

Holding seems more reasonable to us. On the DCF side, our valuation decreases by 39%
. . to TRY2.8 from TRY4.6. The main reason for the
Financials . .. .
decrease is the addition of EGEMER project to
We have slightly revised up our 2011 EBITDA our valuation, which has increased the net debt
estimate for the company as the company position substantially but will not impact cash

managed to grow its operational performance with flows positively before 2013e. In addition our

the help of hydropower plants. lower power price estimates have also decreased

We lower our 2012 projections with our reduced our DCF valuation.

power price growth estimates for the sector. For

Revisions to forecasts for Akenerji

(TRYmn) New Old Change (%)

FY11le FY12e FY13e FY11le FY12e FY13e FY1le FY12e FY13e
Sales 520 546 717 519 582 610 0% -6% 18%
EBITDA 119 130 160 110 139 161 8% -6% -1%
EBITDA margin 23% 24% 22% 21% 24% 26% 2% 0% 4%
Net profit -97 58 78 -6 62 78 n.m. -1% -1%

Source: HSBC estimates, company data

18



MENAT Utilities
IPPs
23 November 2011

Our DCF assumptions are: 8.5% RFR, 5.5% ERP,
0.87 beta and 5% terminal growth rate.

Under our research model, for stocks with a
volatility indicator, the Neutral band is 10 ppts
above and below the hurdle rate for Turkish
stocks of 13.5%. Our new target price implies
20% potential return, inside this band; therefore,
we downgrade our OW rating to Neutral (V).
Potential return equals the percentage difference
between the current share price and the target
price, including the forecast dividend yield when
indicated. We add a volatility flag to our rating to
recognise the share price volatility associated with

ongoing newsflow about asset sales.

HSBC <»

Risks

The key upside risk to our valuation is resumption
of the sales process which could bring interest

towards the shares.

While we expect power prices to increase by 7%
in 2012, any further increase is a upside risk to
our valuation as Akenerji would bring higher
profitability compared to its peers thanks to its

renewable power generation.

Further depreciation of TRY is a downside risk to

our valuation as it will distort EPS via fx losses.

A significant contraction in power demand is also
a downside risk as it will decrease overall

profitability of the company .
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Financials & valuation: Akenerii Neutral (V)
Financial statements Key forecast drivers
Year to 12/2010a 12/2011e 12/2012e 12/2013e Year to 12/2010a 12/2011e 12/2012e  12/2013e
Profit & loss summary (TRYm) Tariff prices (TRY/MWh) 153.1 154.3 163.8 168.7
DUY (free market) prices (TRY/ 125.7 119.3 120.2 123.7
Revenue 428 520 546 7 Natural Gas prices (TRY/mcm) 471 490 554 581
EBITDA o 28 19 130 160 Power output (GWh) 2,811 3,493 3,463 4,528
Depreciation & amortisation -28 -30 -30 -30
Operating profit/EBIT 0 89 100 130
Net interest -57 -74 -97 -106 -
PBT 7 124 74 99 Valuation data
HSBC PBT 27 124 I 9 Yearto 1212010 12/2011e  12/2012¢  12/2013e
Taxation 1 25 -15 -20
Net profit -26 97 58 78 EV/sales 3.6 3.3 3.8 3.9
HSBC net profit -26 97 58 78 EV/EBITDA 54.5 14.2 16.1 17.5
EV/I 1.1 1.2 1.1 1.
Cash flow summary (TRYm) PEi ¢ 16.3 12‘?
Cash flow from operations 111 -84 o) 131 P/Book vaIL:e 12 14 13 12
Capex 570 68 484 -846 FCF yield (/o) . -89.2 5.4 -71.2 -125.7
Cash flow from investment 551 68 -484 846 Dividend yield (%) 0.0 0.0 0.0 0.0
Dividends 0 0 0 0 Note: * = Based on HSBC EPS (fuly diluted)
Change in net debt 369 152 394 715
FCF equity -589 -35 -470 -832
Balance sheet summary (TRYm) Issuer information
Intangible fixed assets 37 37 37 37 Share price  (TRY)2.50 Target price  (TRY)3.00
Tangible fixed assets 1,353 1,391 1,845 2,661 Reuters (Equity) AKENR.IS  Bloomberg (Equity) AKENR TI
Current assets 245 424 584 357 Market cap (USDm) 519  Marketcap (TRYm) 940
Cash & others 40 188 340 55 Free float (%) 25  Enterprise value (TRYm) 1697
Total assets 1,913 2,130 2,744 3,333 Country Turkey  Sector INDEPENDENT POWER
Operating liabilities 220 234 244 322 PRODUCERS
Gross debt 926 1,226 1,771 2,202 Analyst Levent Bayar  Contact 90 212 376 46 17
Net debt 886 1,038 1,432 2,147
Shareholders funds 762 665 722 800
Invested capital 1,375 1,429 1,882 2,678 Price relative
6 6
Ratio, growth and per share analysis 5 5
Year to 12/2010a  12/2011e  12/2012e  12/2013e 4 f\”vv““h‘ T N A LA 4
3 Pt . Y |2
Y-0-y % change '
ye 9 2 e 2
Revenue 76 21.4 49 315 1 A S W 1
EBITDA -53.8 320.1 9.2 23.0
Operating profit -100.4 12.3 29.9 0 T ‘ — 0
PBT -244.2 34.5 2009 2010 2011 2012
HSBC EPS -126.1 345 —— Akenerji — Rel to ISTANBUL COMP
Ratios (%) Source: HSBC
Revenue/IC (x) 0.4 0.4 0.3 0.3
ROIC 0.0 5.1 4.8 4.6 Note: price at close of 17 Nov 2011
ROE -3.6 -13.6 8.3 10.2
ROA 1.6 2.0 5.6 5.4
EBITDA margin 6.6 22.9 23.8 22.3
Operating profit margin 0.0 171 18.3 18.1
EBITDA/net interest (x) 0.5 1.6 1.3 1.5
Net debt/equity 116.5 156.9 198.7 268.5
Net debt/EBITDA (x) 31.2 8.7 1.0 13.4
CF from operations/net debt 12.5 6.3 6.1
Per share data (TRY)
EPS Rep (fully diluted) -0.10 -0.26 0.15 0.21
HSBC EPS (fully diluted) -0.10 -0.26 0.15 0.21
DPS 0.00 0.00 0.00 0.00
Book value 2.03 1.77 1.92 213
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Aksa Enerji

» It's time to reap the benefits of the loaded investment pipeline
over the last two years: we look for 25% CAGR in EBITDA and

tripling EPS from 2011e to 2015e

» Low liquidity excessively punished, trading at a 50% discount to
global peers and a 90% discount to a recent share sale deal price

» Target price cut to TRY5.2 (from TRY5.8) with revised price
estimates. Maintain OW (remove volatility flag)

Reap the fruits

Aksa Enerji is our preferred pick from the Turkish
utilities universe with its market-leading capacity,
diverse customer portfolio ranging from spot
market to power exports to Syria and from
installed capacity in Cyprus to isolated regions in

Eastern Turkey.

The company has completed its investment
agenda for 2011 and has reached 2,036 MW of
installed capacity, which is currently being
underutilised due to ramp up. We expect to see
strong growth in EBITDA and EPS with the
ongoing increase in sales. The company also
enjoys the strongest margins among gas fired
generators thanks to its new capacities that

operate more efficiently than most of the peers.

Aksa Enerji's parent Kazanci Holding has made
an exclusive agreement with Goldman Sachs
which includes a bridge loan and share options for
Aksa Enerji. In a nutshell, GS has agreed to give a
USD192m loan to Kazanci Holding and also
agreed to pay USD268m for 15.1% of Aksa Enerji
which implies a price of TRY5.34 per share. The
loan will be used in repayment of the debts of

Kazanci Holding to both GS and to Aksa Enerji.
GS has the right to sell Aksa Enerji shares after
one year. While the undisclosed bridge loan rate
and one year later option to sell the shares causes
concerns, we find the discount currently applied

by the market excessive.

We agree with some portion of the discount as the
shares have low liquidity yet we think it
nevertheless stands as a support to Aksa Enerji by

setting up a benchmark value.

We also think that the discount is related to global
turmoil as well. Hence we may see a correction in

the shares if confidence in the markets is restored.

Aksa Enerji currently trades at EURO.7m/MW on
its 2012e capacity, which is nearly half of HSBC's
Global peer set average of EUR1.4m/MW for the
same term. Given its growing operations and
backing up of the share deal we believe this is
largely unjustified and Aksa Enerji is undervalued
by the market. Aksa Enerji will report an fx-
related loss in 2011e YE, which we expect to
reverse in 2012e YE as suggested by HSBC's fx
strategists estimates for TRY's appreciation in
2012. This suggests that Aksa Enerji trades at

HSBC <»
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10.7x 2012e PE vs global average of 12.6x. Given
the problematic outlook of utilities companies in
the developed markets, which constitute a
substantial chunk of our global set average, we
believe Aksa Enerji should at least trade on par

with this set, if not at a premium.

Our target price for the company is TRYS5.2,
which is down from TRYS5.8 due to our revision
in natural gas price and electricity price revisions
and demand and supply revisions for the power
market. Our target price implies 67% potential
return and we maintain our OW rating for the

company, but remove the volatility flag.

Diverse sales portfolio is a major plus

Aksa Enerji has a diverse sales portfolio thanks to
company's substantial capacity and geographically

varied location of capacities.

Aksa Enerji sales breakdown 9M 2011

Renewable
Isolated

/2%

market
8%

Cyprus
13%
PPA
50%

Spot
27%

Source: company data

Aksa Enerji's sister company Aksa Elektrik
(unlisted) has completed the acquisition of two
power distribution companies and expects to
complete a third in a couple of months, which
consume around 5,500GWh power per annum.
While Aksa Enerji can only supply 15% of their
requirement due to ongoing regulation, this will
change in 2014 and the company will be able to
fully supply this 5,500 GWh.

Aksa Enerji currently sells most of its power with

bilateral contracts. Following this, the company

22

sells 27% of its output to the spot market. The
difference that separates Aksa from its peers is its
exclusive agreement with Syria for power sale.
While this is for only one year (can be renewed)
and Turkey's political relationships with Syria
may cause this contract to be cancelled earlier
than expected, it shows management’s ability to

find diverse markets with higher profitability.

The company also owns the only power
generation assets in the eastern part of Turkey,
which operate with a special isolated tariff which

is around 3x the base tariff.

Overall, Aksa Enerji's diverse sales portfolio
brings higher EBITDA compared to peers, despite

company's dependence on gas-fired generation.

Financials
We cut our 2011 revenue and EBITDA estimates by

10% due to lower price estimates for this year. The
change in net profit of 2011e to net loss is a result of
fx related loss estimation as TRY is expected by our

team to close the year at 1.75 vs USD.

Revisions to forecasts for Aksa Eneriji

2010 __ 2011e
actual old new chg(%)

__ 2012e
old new chg(%)

Sales 911 1,492 1,335
EBITDA 190 281 250 -11% 359 358 0%
EBITDA m 21% 19% 19% 0% 20% 21% 1%
Net profit 61 9 -73 nm. 154 168 9%

Source: HSBC estimates

-10% 1,766 1,709  -3%

We do not significantly revise our 2012
operational estimates. Our 2012 net profit
estimate is slightly higher due to reversal impact

of TRY appreciation.
Valuation and risks

We use two different approaches in our Aksa
Enerji's valuation: DCF and cost-driven SOTP.
We take an average of the two to reach our target
price. Our DCF produces TRY6.5 (unchanged)
while SOTP valuation produces TRY3.9 per share
(from TRY5.0). The decrease in our target price

HSBC <»
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comes from the decrease in our SOTP valuation,
which is related to valuation cuts that we apply

with the failure in privatisation program.

Our DCF assumptions are: 8.5% risk-free rate,
5.5% equity risk premium and 1.0 beta. Our

terminal growth rate is 5%.

Aksa Enerji currently trades at EURO.7m/MW on
its 2012 capacity, which is nearly half of HSBC's
Global peer set average of 1.4 for the same term.
Given its diverse operations and strong growth
outlook we believe this is largely unjustified and

Aksa Enerji is undervalued by the market.

Under our research model, for stocks without a
volatility indicator, the Neutral band is Sppts above
and below the hurdle rate for Turkish stocks of
13.5%. Our new target price implies 67% potential
return, above this band; therefore, we reiterate our
OW rating, but remove the volatility flag as the
company is no longer volatile according to HSBC’s
definition (please see disclosure appendix for more
information). Potential return equals the percentage
difference between the current share price and the
target price, including the forecast dividend yield

when indicated.

Risks

The key downside risk for our valuation in the
short term is further depreciation of TRY which
would severe non-operational losses coming from

fx short position.

While we have strong confidence in the
management, due their strong performance and
accuracy in delivering the targets we see execution
risk for increasing utilisation of the plants if they do

not increase the number of clients.

Turkey's spot price market is very volatile, due to
lack of an established futures and OTC trading
mechanisms and high portion of hydro supply also
creates uncertainties. A sharp decrease in spot

market prices is a downside risk.

HSBC <»
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Financials & valuation: Aksa Eneri Overweight
Financial statements Key forecast drivers
Year to 12/2010a 12/2011e 12/2012e 12/2013e Year to 12/2010a 12/2011e 12/2012e  12/2013e
Profit & loss summary (TRYm) Tariff prices (TRY/MWh) 153.1 154.3 163.8 168.7
DUY (spot) prices (TRY/MWh) 125.7 119.3 120.2 123.7
Revenue ot 1,335 1,709 2,131 Natural Gas prices (TRY/mcm) 47 49.0 55.4 58.1
EBITDA o 190 250 358 428 Power output (GWh) 4,576 8481 10,186 12,181
Depreciation & amortisation -59 -112 -112 -112 Blended PLF (%) M 53 54 59
Operating profit/EBIT 131 138 246 316 Effective installed capacity 1,398 1849 2065 2,290
Net interest -68 -73 -7 -64
PBT 85 -92 210 270
HSBC PBT 85 -92 210 270 .
Taxation 24 18 42 54 Valuation data
Net profit 61 73 168 216 Year to 12/2010a  12/2011e  12/2012¢  12/2013e
HSBC net profit 61 -73 168 216
EV/sales 3.2 2.6 1.8 1.4
Cash flow summary (TRYm) EV/EBITDA 15.4 137 85 6.8
Cash flow from operations -161 39 542 261 EVGC 15 14 14 13
Capex -405 -562 -225 -89 PE 29.6 10.7 8.3
Cash flow from investment -354 562 225 -89 P/Bookvalue 22 24 18 1.6
Dividends 0 55 55 34 FCF yield (/o) ! -35.0 -18.7 16.1 9.0
Change in net debt 212 523 371 -139  Dividend yield (%) 0.0 31 1.9 24
FCF equity -600 -321 275 154 Note: * = Based on HSBC EPS (fully diluted)
Balance sheet summary (TRYm)
Intangible fixed assets 6 6 6 6 Issuer information
Tangible fixed assets 1,332 1,781 1,894 1,871 h - TRY)3.12 Tardet pri TRY)5.2
Current assets 960 654 752 gaq ~ Snareprce  (TRY)S. argetprice  (TRY)5.20
Cash & others 78 -444 -206 241 Reuters (Equity) AKSEN.IS  Bloomberg (Equity) AKSEN TI
Total assets 2,385 2,528 2,739 2,898 Market cap (USDm) 996 Market cap (TRYm) 1,802
Operating liabilities 239 500 620 77m Free float (%) 6 Enterprise value (TRYm) 3435
Gross debt 1,276 1,276 1,143 969 Country Turkey  Sector INDEPENDENT POWER
Net debt 1,197 1,720 1,349 1,210 PRODUCERS
Shareholders funds 824 751 974 1,157 Analyst Levent Bayar  Contact 90 212 376 46 17
Invested capital 1,980 2,385 2,237 2,281
Price relative
Ratio, growth and per share analysis 65 65
Year to 12120102 12/2011e  12/2012e  12/2013e 5 g g 5
K 8 R K
Y-0-y % change 5 e 5
45 0 ol 45
Revenue 3.8 46.5 28.0 24.6 4 I 4
EBITDA -16.4 32.1 43.1 19.4 35 35
Operating profit 5.9 5.6 78.2 28.3 3 3
PBT -20.0 -208.3 28,5 25 2.5
HSBC EPS -30.3 -220.5 28.5 2 T T 2
s o 2009 2010 2011 2012
Ratios (%) — Aksa Enerji — Rel o ISTANBUL COMP
Revenue/IC (x) 0.5 0.6 0.7 0.9 !
ROIC 5.1 5.1 85 112 Sourcel HEBC
ROE 9.4 9.3 19.5 20.3
ROA 5.1 -0.6 8.7 9.5 Note: price at close of 17 Nov 2011
EBITDA margin 20.8 18.8 21.0 20.1
Operating profit margin 14.4 10.3 14.4 14.8
EBITDA/net interest (x) 2.8 3.4 4.7 6.7
Net debt/equity 145.3 229.2 138.5 104.6
Net debt/EBITDA (x) 6.3 6.9 3.8 2.8
CF from operations/net debt 2.2 40.2 21.6
Per share data (TRY)
EPS Rep (fully diluted) 0.11 -0.13 0.29 0.37
HSBC EPS (fully diluted) 0.11 -0.13 0.29 0.37
DPS 0.00 -0.10 0.06 0.07
Book value 1.43 1.30 1.69 2.00
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Zorlu Enernji

» Long awaited launch of Russian capacity is positive
» .. yet it will take time to reach full capacity and gearing is still

alarming

» Maintain Neutral rating. Target price decreased to TRY2.0 (from

TRY2.1)

We need more of that

Zorlu Enerji announced last week that their
Russian capacity became operational. This is
natural gas fired power plant Tereshkovo's first
phase (170 MW power + 150gkal heat) which is
the first portion of Zorlu Enerji's long awaited
Russian capacity plans. The company had spent
USDS500m for this investment. Following this, the
company plans to make secondary power plant
Kozhukhovo operational in late 2012 with 170
MW capacity + 270gcal heat capacity. After
reaching 340 MW, the company will launch phase
two investments in Tereshkovo and Kozhukhovo,

each including 170 MW additional capacity.

We welcome the news for new capacity as the
company definitely requires additional operational
cash flow to pay back its massive debt position.
This plant will also boost profitability of the
company due to better margins in Russia

compared to Turkey's spot market.

Zorlu Enerji also secured financing for its
Pakistan wind farm project last month. The wind
farm will have a capacity of 54.6 MW and the

loan amount is USD111m.

Zorlu Enerji's gearing will continue its decrease if the
company manages to make the overseas capacities
operational on time

80.0x - ~ 300
+ 250
60.0x | 200
40.0x - 150
- 100
20.0x 50
0.0x + 0

2010 2011e 2012e 2013e 2014e 2015e

[ EBITDA (TRYm) Gearing (LHS)

Source: HSBC estimates

Our EBITDA projection for the company assumes
Kozhukhovo to become operational in 2012e and
Pakistan Jhimpir project in 2013e. With these two
coming online we look for 20% CAGR growth in
EBITDA between 2011e and 2015e.

However for the short term, we find the gearing
level too high for the company at 20x for 201 Ie.
The TRY?2.3bn short fx position will also bring a
massive loss for 2011e and places a risk if the

TRY continues its depreciation in 2012.

Hence, despite the positive mood provided by the
launch of Tereshkovo we have concerns about the
mid-term performance of the company and

reiterate our Neutral rating.

HSBC <»
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Revisions to forecasts for Zorlu Enerji

(TRYmn) New Old Change (%)

FY1le FY12e FY13e FY1ile FY12e FY13e FY1ile FY12e FY13e
Sales 447 660 787 513 615 639 -13% 7% 23%
EBITDA 61 149 207 105 171 191 -42% -13% 8%
EBITDA m 14% 23% 26% 20% 28% 30% 1% 5% -4%
Net profit -245 6 40 -94 3.3 19 n.m. 82% 106%

Source: HSBC estimates

Financials

We have changed our 2011 estimates for the
company. We cut the revenues due to lower than
expected power sales in Q3 in gas fired power
plants, and EBITDA due to overall lower
profitability in 2011.

For 2012e we increase our revenues with the
addition of Russia capacity but cut our EBITDA
estimates by 13% with the changes in our Turkey
price estimates. We increase our bottom-line
expectation with the reverting impact of fx loss
booked in 201 1e, with the assumption of TRY's
appreciation against USD.

Our 2013 onward estimates are higher with the

addition of Russian and Pakistani capacities.
Valuation and risks

Our DCF, peer multiples comparison and cost
driven SOTP based valuation provides a target
price of TRY2.0 (from TRY2.1) for Zorlu Enerji.
Our parameters for the DCF are: 8.5% RFR, 5.5%
ERP and 0.87 beta, 3% terminal growth rate. Our
DCF methodology provides a valuation of
TRY3.2 per share (from TRY2.9).

Our cost driven SOTP methodology is based on a
replacement value of Zorlu Enerji’s current
generation assets after subtracting its net debt
position. Our SOTP methodology provides a
valuation of TRY0.75 (from TRY1.2) per share

with our asset price calculation cuts.
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Zorlu Enerji trades at EUR1.6x in 2012e in terms
of EV/IMW vs the peer set average of EUR1.4x.
When we take the peer set average multiple, it
implies a TRY2.05 per share valuation for the
company. Taking the average of the three
methodologies we reach our target price of
TRY2.0 per share vs TRY2.1 previously.

Under our research model, for stocks without a
volatility indicator, the Neutral band is Sppts
above and below the hurdle rate for Turkish
stocks of 13.5%. Our new target price implies
18% potential return, inside this band; therefore,
we maintain our Neutral rating. Potential return
equals the percentage difference between the
current share price and the target price, including

the forecast dividend yield when indicated.

Risks

Any delays in making Russian capacity
operational or any delays in Pakistani capacity

would be a downside risk to our valuation.

If the company manages to launch overseas
investments in Israel, which are currently in planning

stage it would be an upside risk to our valuation.
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Financials & valuation: Zorlu Enerii Neutral
Financial statements Key forecast drivers
Year to 12/2010a 12/2011e 12/2012e 12/2013e Year to 12/2010a 12/2011e 12/2012e  12/2013e
Profit & loss summary (TRYm) Spot power prices 125.7 119.3 120.2 123.7
(BUY, TRY/MWh
Revenue 445 447 660 787 Tariff power prices (TRY/MWh) 153.1 154.3 163.8 168.7
EBITDA o 22 61 149 207 Power output (GWh) 3,299 2,689 3,092 3,092
Depreciation & amortisation -95 -95 -93 -93
Operating profit/EBIT -73 -34 56 114
Net interest -90 -88 -91 -93 .
PBT .86 249 9 56 Valuation data
HSBC PBT 86 242 9 % vyearto 1212010 12/2011e  12/2012¢  12/2013e
Taxation 0 0 -2 -14
Net profit -87 -243 6 40 EV/sales 3.9 4.5 3.1 25
HSBC net profit -72 -245 6 40 EV/EBITDA 79.5 33.3 13.9 9.7
EV/I 1.1 1. 1. 1.2
Cash flow summary (TRYm) PEi ¢ s 79‘3 11.9
Cash flow from operations 164 -167 45 101 P/Book vaIL:e 2.1 16.2
Capex -88 -102 -93 -40 FCF y|eId (/o) . -19.8 -30.1 -19.1 5.3
Cash flow from investment 88 -102 93 33 Dividend yield (%) 0.0 0.0 0.0 0.0
Dividends 0 0 0 0 Note: * = Based on HSBC EPS (fuly diluted)
Change in net debt -7 269 48 -64
FCF equity -96 -147 -93 26
Balance sheet summary (TRYm) Issuer information
i . Target pri TRY)2.
Intangible fixed assets 0 0 0 o  Shareprice  (TRY)1.69 argetprice  (TRY)2.00
Tangible fixed assets 2,041 2,049 2,048 1,993 Reuters (Equity) ZOREN.IS  Bloomberg (Equity) ZOREN TI
Current assets 374 282 481 684 Market cap (USDm) 263  Market cap (TRYm) 476
Cash & others 74 -18 82 226 Free float (%) 32  Enterprise value (TRYm) 2017
Total assets 2,421 2,337 2,535 2,682 Country Turkey  Sector INDEPENDENT POWER
Operating liabilities 785 769 812 838 PRODUCERS
Gross debt 1,336 1,513 1,661 1,740 Analyst Levent Bayar  Contact 90 212 376 46 17
Net debt 1,262 1,530 1,579 1,515
Shareholders funds 228 -17 -11 29
Invested capital 1,556 1,580 1,635 1,613 Price relative
45 45
Ratio, growth and per share analysis 3_2 N 3_5
W sl W gt m
Year to 12/2010a  12/2011e  12/2012e  12/2013e ve f R, o s
. / \""V\ B
Y-0-y % change 2 ot Voo, | 2
1.5 o 15
Revenue -8.6 0.6 47.5 19.2 1 g 1
EBITDA -82.6 175.3 145.9 38.8 05 0.5
Operating profit -203.6 103.6 0 T T 0
PBT -193.9 498.0 2009 2010 2011 2012
HSBC EPS 571.0 —— Zorlu Enerfi — Rel to ISTANBUL COMP
Ratios (%) Source: HSBC
Revenue/IC (x) 0.3 0.3 0.4 0.5
ROIC -4.6 2.2 2.6 5.2 Note: price at close of 17 Nov 2011
ROE -32.1 -231.7 -43.4 432.4
ROA 0.2 6.5 3.1 4.3
EBITDA margin 4.9 13.5 22.6 26.3
Operating profit margin -16.4 -7.6 8.5 14.4
EBITDA/net interest (x) 0.2 0.7 1.6 2.2
Net debt/equity 528.5 0.0 0.0 3508.6
Net debt/EBITDA (x) 57.4 25.3 10.6 7.3
CF from operations/net debt 13.0 2.8 6.7
Per share data (TRY)
EPS Rep (fully diluted) -0.31 -0.86 0.02 0.14
HSBC EPS (fully diluted) -0.25 -0.87 0.02 0.14
DPS 0.00 0.00 0.00 0.00
Book value 0.81 -0.06 -0.04 0.10
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MENA

» Saudi Arabian power consumption is growing strongly, yet this will
not reflect on SEC's valuation without an increase in tariffs

» Strong GDP and stable politics creates a perfect growth habitat in
Qatar, while QEWC enjoys cost plus contracts for maximum profit

» Upgrade QEWC to Overweight (from Neutral) with QAR175 (from
QAR147) target price. Maintain Neutral for SEC with SAR15.0

(from SAR14.7) target price

Very few winners despite
strong growth

MENA region's general pattern of high subsidies
for power prices has increased per capita power
consumption levels substantially over the years.
Almost all of the oil rich countries in the region
have power consumption levels above the OECD
average which we see as a benchmark for
developed economies average. Hence the long
term steady-state level for power consumption.

Due to ongoing unrest in the region, we do not
expect to see any increase in power prices,
particularly for the households. This means that
the power demand growth should continue and
investments are likely continue to sustain healthy
supply. However this is also tied to the outlook
for the oil price which is the main contributor to
the investment budget of the states.

MENA countries' power consumption vs OECD and World
90,0007 = Qatar
§ 80,0001
E 70,0001
8. 60,0001
% 50,0001
g o * UAE
g 40,0001 « OECD * Kuwait
S 30,0001 oman—— =26l
20,0001 L%:‘I)ar::n Saudi Arabia  § MENA
10,0001 = Worl
; Egypbl.‘,ordﬁn o
0 2,000 4,000 6,000 8,000 10,00012,00014,00016,00018,000
Power consumption per capita (kwh)
Source: IEA, HSBC, IMF

While we believe this kind of model is financially
sustainable in the triple digit oil price environment,
we believe tariff adjustments will be required over
the longer term to sustain profitability. In addition to
increasing oil requirement, due to substantial local
consumption, except from Qatar all of the countries
in the region imports natural gas particularly for

power generation.

MENA Utilities valuation and rating change summary

Target price Rating
RIC Company name Closing price old new Potential return old new
QEWC.QA Qatar Electricity & Water 140.00 147.00 175.00 25% Neutral Overweight
5110.SE  Saudi Electricity Company 13.30 14.70 15.00 13% Neutral Neutral

Source: HSBC estimates. Note: Closing prices as of 17 November 2011.
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For the long term, we believe sustainability in
demand is the biggest issue due to high per capita
consumption. We believe the state-financed
utilities model can only be sustained in a strong
oil price environment and tariff changes will be
required at some stage to curb the high per capita

consumption.

Saudi Arabia: Undisturbed
growth, little profitability

Saudi Arabia is well positioned against the current
global economic weakness. Its oil exports enjoy
triple digit oil prices and benefit from the supply
vacuum caused by Libya's decreased production.
However strong power demand growth also puts a
strain on refined oil exports and the country
generates power using crude oil to make up for the
shortage. In addition, the Kingdom looks for nuclear
and renewable power generation to diversify the

generation portfolio and secure long term supply.

The strong growth in power consumption of the
Kingdom is largely attributable to population
growth and very low power prices. We believe
both drivers will remain in place for a while as the
IMF's demographic projections expect the
country's population to post 2% growth per annum
in the next decade. Combined with very low
residential tariffs we believe power demand will

continue to increase in the Kingdom.

Bulk of the consumed power is charged at cost (SAR/kwh)
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Source: ECRA, SEC

we do not expect to see a sharp increase in power
prices in the short term due to two reasons: first,
the country faces potential public unrest, as do
others in the region, which makes state regulated
price increases challenging; and second, power
prices were increased back in June 2010, a

relatively recent period.

Due to high household power consumption (53% of
total) electricity demand is highly seasonal in the
country. This also creates the problem of high peak
loads, which leads to a higher reserve ratio
requirement in order to keep up with steep increases

in the power demand during summer months.

High residential share in consumption leads to seasonality
and high peak load factors

Agricultural Industrial
2% T 17%
Commercial
T 13%
Residential
53%
Public

15%

Source: SEC

We calculate that based on SO0GW installed
capacity in the country reserve margin could be
completely depleted if the summer temperature
exceeds the historical average by 5%. This would

lead to potential power outages in the Kingdom.

Peak load and mean temperature. If summer gets 5% hotter
vs historical average, peak load exceeds reserve margin -
leading to power shortages

40C - — 80GW
35C - 70GW
30C 60GW
25C - 50GW
20C - 40GW
15C 4 30GW
10C 1 206w
5C - 1 106w

o8 Ay 1
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Source: NOAA, ECRA, HSBC estimates
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Hence this demand pattern leads to very low plant
utilisation during low demand seasons. In order to
normalise these two edges we believe that the
residential tariffs has to be increased to curb some
portion of the demand during the summer months,
while easing the financial burden of increasing
capacity. Another remedy to this problem could
be better management of peak loads via the help
of new transmission network (GCCIA). Since
GCCIA's primary objective is to secure energy
supply across the region, it would help to solve

Saudi Arabia's peak load problems.
Qatar: growth in safe haven

Qatar continues to outperform the MENA region,
due to its strong growth prospects coming from
solid oil and LNG revenues growth, massive
infrastructure project pipeline and outstanding

population growth (4% per annum).

Politically, Qatar remains one of the few stable
areas of the MENA region. Due to its wealthy and
small but diverse population we expect Qatar to
continue to be resilient against the ongoing
uprising in the region. Hence we believe its stellar

economic growth should remain undisturbed.

In Q2, nominal GDP growth materialised at 42%
y-0-y, which was mainly driven by mining (oil)
activity (up by 68% y-o-y). HSBC's economist for
the region Simon Williams projects 13.1% growth
for the GDP for 2011 and 11.5% for 2012. Since
power consumption is already at a very high level
at 14.1MWh per capita even compared OECD
average of 8.1, we expect power consumption to
grow on par with GDP growth, similar to the

developed countries.

We look for 12% annual growth in power demand
in Qatar for the next decade, along with 8-10%
growth in water demand. Due to already high per
capita consumption figures, we believe the main

driver of growth will be the population increase.

Although water desalination is almost a by-
product of power generation thanks to multistage
flash (MSF) technology, its strong growth may
force non- profit KAHRAMAA (Qatar General
Electricity & Water Corporation) to shop for
additional capacity growth, which would imply

further growth for the sector.

Qatar is also one of the few power exporters in the
region and supplies power to the other short
countries in the region via GCCIA. KAHRAMAA
exported 200 MW power in 2011 y-t-d over its
750 MW grid to the region.

MENA macroeconomic and market estimates

GDP CPI
2011e 2012e 2011e 2012e

Population growth
2011e 2012e 2011e 2012e 2011e 2012e

Power demand growth Water demand growth

Qatar 13.10% 11.50% 3.70% 5%
Saudi Arabia 5.50% 4.30% 5.50% 5.90%

5.9% 5.6% 12.1% 11.8% 9.4% 9.6%
2.5% 2.4% 5.2% 6.4% 4.5% 4.2%

Source: HSBC estimates
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SEC

» Solid demand growth has limited reflection on EPS with

subsidised prices

» But restructuring and privatisation may change the picture
» Target price raised to SAR15.0 (from SAR14.7) which is based on
P/B for 2012e of peer valuations; maintain Neutral

Solid growth not passed along

SEC will continue to utilise strong top line growth

thanks to growing power demand in Saudi Arabia.
Our base case projection suggests The Kingdom
would increase its gross power consumption by a
healthy 6% per annum at least until 2020. This
would be mainly driven by country's young and

growing population and nation's industrialisation.

While the top line growth outlook is strong (we
look for 7% CAGR between 201 1e-20e) this is
mostly driven by sales volumes. However we
believe SEC will operate with negative FCF for
the visible future as its capex requirements are
well above the cash generated from operational
activities. The main reason for this is very low
residential tariffs. Our segmental comparison for
2011 suggests that residential subscribers bring
the lowest EBIT margin (38%) compared to other
segments. On the other hand, due to high tariffs
for government consumption this segment brings

the highest margins at 81%.

In addition to its margin-deteriorating impact on
generation business, high consumption from
residentials also distorts transmission and
distribution (T&D) profitability.

Low residential tariffs and high consumption leads to lowest
margins
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Source: SEC, HSBC estimates

Currently 81% of the total subscribers are

residential, which increases the operational cost of

the company.

Negative FCF likely to continue
unless tariffs increase

SEC will generate SAR12bn net cash inflow
(excluding capex) in 2011. While this is
remarkable along with a 39% EBITDA margin,
the high investment budget pulls down FCF into

red territory.

HSBC <»
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SEC's FCF will not reach above the surface in our base case scenario (2% increase in tariffs in 2013 and 2015) (SARm)
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Due to the uneasy political backdrop in the
MENA region, we believe it is very unlikely that
the state run ECRA (regulator) would increase
power prices in the Kingdom, particularly for
residential cutomers. Thus we believe there will
not be a price change in the next 1-2 years,

depending on the length of political unrest.

Our base case for the country assumes a 2%
power price increase in 2013e and 2015e due to
the significant capex requirement in the following
years. However we have also tested our DCF
valuation for the company under different price
hike scenarios in our valuation section which
indicated that SEC's valuation is largely
dependent on tariff prices, particularly to the
residential tariff due to that segment's dominant

share in consumption.

Restructuring and possible
privatisations could unlock value

SEC combines the three sub industries in its
operations: generation, distribution and
transmission. We recall that back in March 2009,
the Saudi regulator announced the Kingdom's plan
to create four independent power producers out of
SEC. The CEO stated that this restructuring plan

power would be completed in four years.

32

For the distribution and transmission parts of the
business, we believe the government or regulator

may choose from two different scenarios:

1 Setting up a non-profit company (similar to
KAHRAMAA in Qatar) to keep tariffs down
while making generation part a profitable

business.

2 Privatizing distribution (and maybe
transmission) as separate entities

(similar to Turkey).

We believe scenario two is a long term project
and less likely as it would require significant tariff
restructuring and deregulation in the system to
make these entities profitable on their own. We
think scenario one is easier to implement in the
short term and it also leaves the door open for

implementation of scenario two for the long term.

SEC CEO Mr. Ali Al-Barrak recently made a
statement about a restructuring plan to take place
in 2012 (please see Al-Hayat 5 September 2011).
The plan is to establish separate companies
(generation, distribution and transmission) first,
and then convert the generation company's main
units to fully owned, affiliated companies. With
the completion of the plan SEC would become a

holding company, consolidating these operations.
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A more streamlined structure in the SEC would
also decrease the overhead and maintenance costs

in our view.

Overall, we believe the restructuring process
would be positive for SEC as it would make the
company a more profitable package (particularly

from generation side).

GCCIA: ultimate solution against high
peak loads, shortages and immense
capex requirement

GCCIA is the power interconnection network of
GCC region. The purpose of the GCCIA grid is to
link the electrical power networks in the member
states, so as to provide the basis and the means for

power exchange in the region.

We see the key benefit of GCCIA for SEC as the
ability to acquire power from neighbour countries in
case of demand spikes and minimise blackout risks.
SEC will also be able to sell power in the winter
months when the demand gets lower and plant load
factors decrease. From SEC's point of view, this

should also result in optimal investment decisions.
Currently SEC has 31.6% stake in the GCCIA.

Financials

We think that SEC's business model is still
economically not feasible even with a 10%
increase in tariffs on June 2010. Our calculations
show that current tariff prices do not cover the
cash costs and the capex of the company at the

same time, resulting in negative FCF.

GCCIA - 1st phase (red arrows) and 2nd phase (grey arrow)

are complete
!

Saudi Arabia N Bahrain
GCCIA

v = o |

Gy Qatar

Source: GCCIA

The first phase of the project (also known as the
North Grid) linking Saudi Arabia, Kuwait,
Bahrain and Qatar has become operational as of
July 2009. The second phase (also known as the
South Grid) linking Oman and UAE has become
operational in April 2011. The third phase which
will connect phase 1 and phase 2 is expected to

become operational in 2012.

Following the completion of the grid, GCCIA
also has ambitions to extend further in Middle
East region and may even contact to UCTE

(European grid).

HSBC <»

Net profit growth under different price hike scenarios
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Source: HSBC estimates

Looking at the situation from a pure EPS growth
perspective, we project 17% per annum growth in
the next five years. Bulk of the growth comes
from sales volume increase with demographic and
industrial growth. But it is also coming from our
2% price increase in 2013e and 2015¢
assumptions. If we had assumed no change in
prices EPS growth would be 6% for the same
term, while a more aggressive tariff growth (5%
in 2013e and 2015¢) would mean 29% growth.
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Revisions to forecasts for SEC

2010 2011e 2012e
(SARm)  actual old new chng old new chng

Sales 27,859 30,805 30,825 0.1% 32,791 32,831  0.1%
EBITDA 10,334 12,553 12,023 -4.2% 13,507 13,047 -3.4%
EBITDAm 37.1% 40.7% 39.0% -1.7% 41.2% 39.7% -1.5%
Net Profit 2,280 3,165 2,704-14.6% 3,418 3,032 -11.3%

Source: HSBC estimates, company data

Our 2011 EBITDA and net profit projections have
been decreased with the higher than expected
power purchase costs in Q3 2011. Since our cost
model is sequential and feeds the following years,
our 2012 EBITDA and net profit estimates are

also decreased.

Valuation and risks

We have not changed the methodology for the
valuation of SEC and we continue to utilise
regression driven P/BV comparison analysis for
the valuation of SEC. This methodology compares

SEC with our global utilities coverage.

Our global comparison suggests a meaningful
statistical relationship between P/B and ROE with
(y=12.1x + 0.102, R2 = 0.71) of utilities companies.

P/B vs ROE for power generating utilities
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Source: HSBC estimates

With SEC's 6.5% RoE for 2012e this suggests a
0.89x 2012e P/B ratio for the company. With 0.89
P/B we calculate a SAR15.0 target price for the
company (from SAR14.7 previously). The main
reason for the slight upward change in valuation is
higher P/BV multiples of peers for 2012e.
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Under our research model, for stocks without a
volatility indicator, the Neutral band is Sppts
above and below the hurdle rate for Saudi stocks
of 9.5%. Our new target price implies 13%
potential return, inside this band; therefore, we
reiterate our Neutral rating. Potential return equals
the percentage difference between the current
share price and the target price, including the

forecast dividend yield when indicated.

DCF scenarios based on higher tariffs

We have also looked into DCF valuation of SEC
based on different tariff scenarios. Our base case
scenario is 2% increase in tariffs in 2013e, 2015¢e
and 2017e. This assumption leads to -SAR11.5
per share valuation for SEC based on DCF
assumptions of 3.5% risk free rate, 6.0% equity
risk premium, 0.82 beta and 3% terminal growth
rate. Our base case scenario suggests a negative
DCEF value, as the 2% price increase biannually

does not cover SAR28-30bn capex per annum.

DCF scenario output

Scenario Valuation (SAR) Implied return
No price hike -21.15 -258%
2% price hike -11.04 -182%
5% price hike 4.83 -64%
7.5% price hike 18.71 40%

Source: HSBC estimates

We calculate that if power price is increased less
than 6.5% in 2013e, 2015e and 2017¢ then our
DCF methodology would suggest an Underweight
rating (implied return below 4.5%). Similarly if
price hikes are applied between 6.5% and 7% the
DCF would suggest a Neutral rating (implied
return between 4.5% - 14.5%). And if price
increases are higher than 7% then the DCF would
suggest an Overweight rating (implied return
above 14.5%). The high sensitivity of the DCF
valuation to tariff price changes are due to high

volume sales at prices below the cost.
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Risks

The key upside risk for SEC would be a hike in
tariffs which would boost the overall profitability

of the company.

Any steps taken towards corporate restructuring
may unlock some value for the SEC, depending

on the methodology, and could be an upside risk.

Due to high residential consumption in the
country we see weather as a key factor for the
consumption outlook. Hotter than average
weather is an upside risk and vice versa for the
company — if regulator decides to increase the
tariff prices as a result of this. If demand increases
and power prices are not increased SEC would
face higher power purchases from IPPs which

would distort profitability (as seen in Q3).

The key downside risk for the company is weak
power demand and higher supply (via new IPPs
investments from international players) which

would limit the possibility for a price hike.

HSBC <»
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Financials & valuation: Saudi Electricity Company Neutral
Financial statements Key forecast drivers
Year to 12/2010a 12/2011e 12/2012e 12/2013e Year to 12/2010a 12/2011e 12/2012e  12/2013e
Profit & loss summary (SARm) Power demand growth (%) 9.7 5.2 6.4 6.3
Population growth (%) 2.5 2.5 2.5 2.5
Revenue 27,859 30,825 32,831 35,654 Brent Oil (USD/bb|) 80 110 90 90
EBITDA 10,087 12,023 13,047 14,725
Depreciation & amortisation -8,027 -9,725 -10,447 -11,047
Operating profit/EBIT 2,060 2,298 2,600 3,679 Valuation d
Net interest 0 0 0 0 aluation data
PBT 2,276 2,704 3,032 4,148 Year to 12/2010a  12/2011e  12/2012e  12/2013e
HSBC PBT 2,276 2,704 3,032 4,148
Taxation 0 0 0 0 EV/sales 3.4 3.0 29 3.0
Net profit 2,276 2,704 3,032 4,148 EV/EBITDA 9.5 7.8 7.3 72
HSBC net profit 2,276 2,704 3,032 4,148 EV/IC 1.0 1.0 0.9 0.9
PE* 24.4 20.5 18.3 13.4
Cash flow summary (SARm) P/Book value 1.1 1.1 1.0 09
Cashflow from operations 14,755 21,530 19,145 20283  FOFyield (%) 244 02 45 195
Capex -27,281 20484 20905  -20,988 Dividend yield (%) 5.3 5.3 5.3 5.3
Cash flow from investment -27,281 -20,484 -20,905 -29,988 Note: * = Based on HSBC EPS (fully diluted)
Dividends -547 -547 -547 -547
Change in net debt 11,883 -1,809 2,307 10,253
FCF equity -12,962 112 -2,367 -10,364 Issuer information
Balance sheet summary (SARm) Shareprice  (SAR)13.30 Targetprice  (SAR)15.00
Intangible fixed assets 366 0 0 0 Reuters (Equity) 5110.SE  Bloomberg (Equity) SECO AB
Tangible fixed assets 161,673 170,766 181,224 200,166 Market cap (USDm) 14,773  Market cap (SARm) 55,416
Current assets 26,536 35,496 37,049 39,440 Free float (%) 19 Enterprise value (SARm) 93495
Cash & others 7,231 11,602 11,649 12,136 Country Saudi Arabia  Sector Electric Utilities
Total assets 190,872 208,653 220,663 241,996 Analyst Levent Bayar  Contact 90 212 376 46 17
Operating liabilities 83,769 96,931 103,927 110,731
Gross debt 49,510 52,071 54,426 65,165
Net debt 42,278 40,469 42,776 53,029 Price relative
Shareholders funds 50,355 52,512 54,997 58,598
Invested capital 97,575 97,730 102,696 116,739 1; 1;
15 A 0 15
14 fh“h”‘ Lyl Mo 14
Ratio, growth and per share analysis 12 A “M*‘ ) \L" R 12
Year to 12/2010a  12/2011e  12/2012e  12/2013e 11 S Wy 11
10 thﬂJH 10
Y-0-y % change g g
Revenue 16.8 106 6.5 8.6 7 T T 7
EBITDA 19.3 19.2 8.5 12.9 2009 2010 2011 2012
Operating profit 125.5 11.5 13.1 415 —— Saudi Electricity Company — Rel o TADAWUL ALL SHARE INDEX
PBT 98.8 18.8 12.1 36.8
HSBC EPS 98.8 18.8 12.1 36.8 Source: HSBC
Ratios (%)
Note: price at close of 17 Nov 2011
Revenue/IC (x) 0.3 0.3 0.3 0.3
ROIC 2.3 2.4 2.6 34
ROE 4.6 5.3 5.6 7.3
ROA 1.3 1.4 1.4 1.8
EBITDA margin 36.2 39.0 39.7 41.3
Operating profit margin 7.4 7.5 7.9 10.3
EBITDA/net interest (x)
Net debt/equity 84.0 7741 77.8 90.5
Net debt/EBITDA (x) 4.2 34 33 3.6
CF from operations/net debt 34.9 53.2 44.8 38.2
Per share data (SAR)
EPS Rep (fully diluted) 0.55 0.65 0.73 1.00
HSBC EPS (fully diluted) 0.55 0.65 0.73 1.00
DPS 0.70 0.70 0.70 0.70
Book value 12.09 12.60 13.20 14.06
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QEWC

» QEWC is well-positioned in MENA, one of the most resilient and
growing economies with long term cost plus agreements

» Trading at 8.7x 2012e PE, 25% discount to historical average PE

» Target price increased to QAR175 (from QAR147) with increased
long term projections and revisions in DCF valuation, we upgrade

from Neutral to Overweight

Ultimate winner in MENA

QEWTC is our preferred play from the MENA
region, thanks to its steady growth outlook,
regulated return mechanism that passes this
growth to the EPS line and stable political
background in homeland which further secures

operational outlook.

We look for a modest 5% CAGR in the EPS in the
next five years with the company's existing power
generation capacity of 5.4GW and desalination
capacity of 1.5m m3 per day. This excludes Oman
project (2000 MW) which is currently in planning
stage and is expected to become operational by
April 2013.

Despite Qatar's already high per capita power
consumption (14.1MWh per capita per annum) we
expect consumption to increase mainly due to
demographic growth. Thanks to aggressive capacity
growth program QEWC not only can supply enough
power to its homeland but also can export excess
power. QEWC sold 200 MW of power to GCCIA
via KAHRAMAA to supply neighbouring countries.
In addition to that QEWC aggressively looks for
new investment opportunities in the region. The

company plans to bid for an asset in Jordan and

looks for further extension in India, Turkey, South
Korea and Vietnam as announced by management
(please see The National Jul 6 2011, Jordan Times
Jul 4 2011 and company news on website February
2011 ) While we like the idea of geographical
diversification, it could potentially bring
impediments, such as permits, fuel supply, and
purchase agreements. Hence we do not include any

future projection in our forecasts and valuation.

On the water side, despite a substantial investment
program, Qatar's water demand is growing at a
strong pace mainly due to the demographics and
economic growth. Providing water to Qatari
nationals for free also lifts any need for limiting

consumption — thus boosting consumption.

Qatar General Electricity & Water Corporation
(KAHRAMAA) is the key client of QEWC with
long term purchase agreements. We believe, due
to increasing investment costs, KAHRAMAA
may choose to increase tariffs for power and
water (which are currently free for Qataris and at
a very low price to non-Qatari residentials) yet,
this type of tariff changes would have no impact
on QEWC due to fixed cost plus agreements

between the two.

HSBC <»
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Revisions to forecasts for QEWC

QARm 2010 2011e 2012e

actual old new chng old new chng
Revenue 3,430 4,691 4,538 -3% 4,847 4,909 1%
EBITDA 1,851 2,450 2,412 2% 2,494 2,620 5%
EBITDA margin 54% 52% 53% 1% 51% 53% 2%
Net income 1,132 1,509 1,387 -8% 1,575 1,604 2%

Source: HSBC estimates

Financials

QEWC's 3QFY 11 net profit at QAR 375mn is up
¢3% y-o-y on the back of 29% y-o-y growth in
top line. However it was well below our
projection of QAR498m.

The company recorded QAR1.22bn revenues vs
HSBC estimate of QAR1.31bn. The main reason
for the difference comes from lower than
expected proceeds from Ras Laffan plant. The
management comments that this is seasonal and

will improve in Q4.

QEWC's operating cost rose by 47% y-o-y
dragging its EBITDA margin by 550ppt to 54.2%
(vs 59.7% in 3QFY10). The company recorded
QARS56m in line with HSBC’s estimate of
QARS561m.

Based on weaker than expected Q3 numbers, we
have revised down our 2011 estimates slightly.
For 2012 we increase our estimates slightly with a

higher power export income forecast.

Valuation and risks

We use a DCF methodology for the valuation of
QEWC. Our DCF parameters are 3.5% RFR, 8%
Equity risk premium, 0.75 beta. Our DCF
valuation is based on a ten year explicit period
(previously 5 years) and 10 years of semi explicit
period. This adjustment increased our DCF target
price by 12% as we look for higher growth in the
next 10 years, before the Qatari market reaches a
saturation level and the demand growth would
flatten. We do not assume a terminal value for the
company, as we value already operational and

under construction assets.

QEWC portfolio

QEWC: existing portfolio

Plant Name Location Cost (QRmn) Power Capacity (MW) Water Capacity (MIGD) QEWC's share
Ras Abu Fontas - A 4,049 629 70 100
Ras Abu Fontas B located in the southern part 3,024 609 33 100

of the country, 25 km from

the city of Doha

Ras Abu Fontas B1 573 376 0 100
Ras Abu Fontas B2 2,089 576 29 100
Satellites Station outskirts of Doha 600 502 0 100
Ras Laffan A Ras Lafan Industrial City 750 40 80
Ras Laffan B Industrial City of Ras Laffan 1025 60 55
Mesaieed IPP 2,300 2007 0 40
RAS Girtas Project 2730 0 45
Total 9204 232
QEWC: upcoming projects
Plant Name Location Cost (QRmn) Power Capacity (MW) Operational date QEWC's share
Syria project - cancelled Syria USD900m 900 N/A N/A
Sur IPP (Oman) Oman USD1.82bn 2000 Apr-13 50%
Unnamed Jordan acquisition Jordan N/A Decision postponed to Dec-2011 N/A

Source: Company data, HSBC estimates
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DCF valuation of QEWC

DCF Valuation QARm
DCF value (core operations) 29,243
Value of associates 358
Value of finance lease receivable 0
EV (asset side) 29,601
Financial debt -11,914
minorities -194
Value of equity 17,493
No. of shares (millions) 100
DCF value per share - QAR 175

Source: HSBC estimates

We now value owned assets and BOOT assets in
the same DCF, as QEWC started fully

consolidating its last partial subsidiary.

We have compared QEWC's current valuation to
its historical performance and peer in terms of
2012e PE. QEWC trades at 8.7x 2012e PE which
is at a 21% discount to the peer average of 11.1x,
and a 25% discount to its historical average. We
believe QEWC's steady growth trajectory,
resilient operational outlook and stable economic
and political background of the business are not

priced in and this discount is unwarranted.

QEWC forward PE - trading at 25% discount to historical
average
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Source: HSBC estimates, company data

Our DCF valuation for QEWC provides a target
price of QAR175.

Under our research model, for stocks without a

volatility indicator, the Neutral band is Sppts above

and below the hurdle rate for Qatari stocks of 11.5%.

Our new target price implies 25% potential return,
above this band; therefore, we upgrade our Neutral
rating to OW. Potential return equals the percentage
difference between the current share price and the
target price, including the forecast dividend yield

when indicated.

Risks
We recall that QEWC shares showed a substantial

rally during July with the announcements
regarding a potential acquisition from Jordan
market. Later on the management made an
announcement that the company will make its
final decision in December 2011. We believe if
this project announcement gets delayed further it

could have a negative impact on the stock price.

We have assumed 500 GWh power sales to the
export markets in 2012e, with average 5% higher
price compared to KAHRAMAA's tariff. If
exports fail for some reason it would also be a

downside risk to our valuation.

HSBC <»
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Financials & valuation: Qatar Electricity & Water Overweight
Financial statements Key forecast drivers
Year to 12/2010a 12/2011e 12/2012e 12/2013e Year to 12/2010a 12/2011e 12/2012e  12/2013e
Profit & loss summary (QARm) Fuel cost (QAR/kwh) 0.25 0.25 0.26 0.26
Revenue 3,430 4,538 4,909 5,082
EBITDA o 1,851 2412 2,620 2,717 Valuation data
Depreciation & amortisation -463 -514 -514 -547
Operating profit/EBIT 1,389 1,897 2,105 2,169 Year to 12/2010a 12/2011e 12/2012¢ 12/2013e
Net interest -386 -424 -400 -366
PBT 1,167 1,444 1,667 1,745 ~  EVisales 76 5.7 5.1 47
HSBC PBT 1,167 1,444 1,667 1,745~ EV/EBITDA 141 107 95 88
Taxation 31 -36 -42 44 EVAC 15 1.4 14 1.3
Net profit 1,132 1,387 1,604 1680  FPE 124 101 87 83
HSBC net profit 1,132 1,387 1,604 1680  P/Bookvalue 37 31 26 2.3

FCF yield (%) 2.5 6.7 1.1 11.9
Cash flow summary (QARm) Dividend yield (%) 4.3 55 6.3 6.6
Cash flow from operations 1,208 1,950 2,151 2,254 Note: * = Based on HSBC EPS (fully diluted)
Capex -1,477 -1,058 -655 -655
Cash flow from investment -1,996 -922 -425 -405 - -
Dividends 512 -600 -763 -882 Issuer information
Change in net debt 2,595 -429 -964 -967 h - AR)14 Tardet pri AR)17
FOF equity 339 921 153 1,657 Shareprice  (QAR)140.00 arget price  (QAR)175.00

Reuters (Equity) QEWC.QA  Bloomberg (Equity) QEWS QD
Balance sheet summary (QARm) Market cap (USDm) 3844 Marketcap (QARM) 14,000
Intangible fixed assets 109 109 109 109 Free float (%) 57  Enterprise value (QARm) 25750
Tangible fixed assets 5,974 5,341 5,482 5,590 Country Qatar  Sector MULTI-UTILITIES
Current assets 3,959 3,715 3,691 3,589 Analyst Levent Bayar Contact 90212 376 46 17
Cash & others 2,074 1,624 1,427 1,234
Total assets 22,123 22,193 22,058 21,793
Operating liabilities 1,898 2,038 2,201 2,277 Price relative
Gross debt 14,417 13,538 12,378 11,217 160 160
Net debt 12,343 11,914 10,950 9,984 I
Shareholders funds 3,763 4,552 5,396 6,197 140 [J W”WI ) 140
Invested capital 17,769 18,149 18,048 17,900 J‘v) ¥ v

120 JW W 120
100 | . 100
Ratio, growth and per share analysis \
80 LlfMLr‘ 80
Year to 12/2010a 12/2011e 12/2012e 12/2013e
60 T T 60

Y-0-y % change 2009 2010 2011 2012
Revenue 29.4 323 8.2 35 — Qatar Electricity & Water — Rel to DSM 20 INDEX
EBITDA 38.3 30.3 8.6 37 Source: HSBC
Operating profit 49.3 36.6 11.0 3.0 )
PBT 235 23.8 15.4 47
HSBC EPS 22.9 22.5 15.6 4.7 Note: price at close of 17 Nov 2011
Ratios (%)
Revenue/IC (x) 0.2 0.3 0.3 0.3
ROIC 8.5 10.3 11.3 11.8
ROE 30.8 334 32.2 29.0
ROA 75 8.2 9.1 9.4
EBITDA margin 54.0 53.1 53.4 53.5
Operating profit margin 40.5 41.8 42.9 42.7
EBITDA/net interest (x) 4.8 5.7 6.6 7.4
Net debt/equity 313.4 251.0 195.2 155.3
Net debt/EBITDA (x) 6.7 4.9 4.2 37
CF from operations/net debt 9.8 16.4 19.6 22.6
Per share data (QAR)
EPS Rep (fully diluted) 11.32 13.87 16.04 16.80
HSBC EPS (fully diluted) 11.32 13.87 16.04 16.80
DPS 6.00 7.63 8.82 9.24
Book value 37.63 45.52 53.96 61.97
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Disclosure appendix

Analyst Certification

The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific
recommendation(s) or views contained in this research report: Levent Bayar

Important disclosures

Stock ratings and basis for financial analysis

HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations.
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon;
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative,
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating.
HSBC has assigned ratings for its long-term investment opportunities as described below.

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at
www.hsbenet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this
website.

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research
report. In addition, because research reports contain more complete information concerning the analysts' views, investors
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not
be used or relied on in isolation as investment advice.

Rating definitions for long-term investment opportunities

Stock ratings
HSBC assigns ratings to its stocks in this sector on the following basis:

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate,
regional market established by our strategy team. The price target for a stock represents the value the analyst expects the stock
to reach over our performance horizon. The performance horizon is 12 months. For a stock to be classified as Overweight, the
potential return, which equals the percentage difference between the current share price and the target price, including the
forecast dividend yield when indicated, must exceed the required return by at least 5 percentage points over the next 12 months
(or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock must be
expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10 percentage points
for a stock classified as Volatile*). Stocks between these bands are classified as Neutral.

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review,
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily
triggering a rating change.
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*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility. However,
stocks which we do not consider volatile may in fact also behave in such a way. Historical volatility is defined as the past
month's average of the daily 365-day moving average volatilities. In order to avoid misleadingly frequent changes in rating,
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change.

Rating distribution for long-term investment opportunities

As of 22 November 2011, the distribution of all ratings published is as follows:

Overweight (Buy) 55% (26% of these provided with Investment Banking Services)
Neutral (Hold) 34% (23% of these provided with Investment Banking Services)
Underweight (Sell) 11%

(14% of these provided with Investment Banking Services)

Share price and rating changes for long-term investment opportunities

Zorlu Enerji (ZOREN.IS) Share Price performance TRY Vs HSBC rating history Recommendation & price target history
From To Date
4 Underweight (V) Neutral (V) 08 May 2009
Neutral (V) Underweight (V) 26 June 2009
3 | Underweight (V) Neutral (V) 13 January 2010
e Neutral (V) Neutral 06 April 2011
2 | ¢ Target Price Value Date
Price 1 1.38 08 May 2009
14 Price 2 1.30 26 June 2009
Price 3 3.80 13 January 2010
0 \ \ \ \ \ \ \ \ \ \ Price 4 3.00 06 September 2010
g 5 5 8 8 g 3 2 2 - = Price 5 3.00 06 April 2011
2 & 3 & 3 & 3 & 838 ® B Price 6 2.10 05 October 2011
=2 = =2 = = = = = = = =
Source: HSBC
Source: HSBC
Aksa Enerji (AKSEN.IS) Share Price performance TRY Vs HSBC rating history Recommendation & price target history
From To Date
8 _ N/A Overweight (V) 08 December 2010
7 . Target Price Value Date
6 | Price 1 7.40 08 December 2010
. Price 2 7.00 06 April 2011
5 Price 3 5.80 05 October 2011
4 4 Source: HSBC
3
2 T T T T T T T T T 1
© ~ ~ © © D D o o ~— ~—
o (=] o o o o o — — ~— ~—
5 ¥ 3 % 3 5 3 % 3 5 B
=2 = =2 = = = = = = = =
Source: HSBC
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Source: HSBC

Saudi Electricity Company (5110.SE) Share Price performance SAR Vs HSBC

rating history
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Qatar Electricity & Water (QEWC.QA) Share Price performance QAR Vs HSBC

Source: HSBC
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Recommendation & price target history

From

To Date
N/A Neutral 24 August 2009
Target Price Value Date
Price 1 10.40 24 August 2009
Price 2 13.20 26 March 2010
Price 3 12.70 09 June 2010
Price 4 14.30 24 November 2010
Price 5 14.70 12 August 2011
Source: HSBC
Recommendation & price target history
From To Date
N/A Overweight 24 August 2010
Overweight Neutral 24 March 2011
Target Price Value Date
Price 1 141.00 24 August 2010
Price 2 147.00 24 March 2011
Source: HSBC
Recommendation & price target history
From To Date
Underweight (V) Neutral (V) 12 February 2009
Neutral (V) Overweight (V) 08 May 2009
Overweight (V) Overweight 06 April 2011
Target Price Value Date
Price 1 1.54 12 February 2009
Price 2 2.61 08 May 2009
Price 3 4.02 01 October 2009
Price 4 4.78 13 January 2010
Price 5 4.78 07 April 2010
Price 6 5.20 30 April 2010
Price 7 5.00 17 August 2010
Price 8 5.00 06 April 2011
Price 9 5.00 21 June 2011
Price 10 4.60 05 October 2011
Source: HSBC
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HSBC & Analyst disclosures

Disclosure checklist

Company Ticker Recent price Price Date Disclosure

AK ENERJI AKENR.IS 222 21-Nov-2011 2,5

QATAR ELECTRICITY & WATER QEWC.QA 138.20 21-Nov-2011 5

SAUDI ELECTRICITY COMPANY 5110.SE 13.25 21-Nov-2011 1,2,57

ZORLU ENERJI ZOREN.IS 1.66 21-Nov-2011 2,5

Source: HSBC

1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months.

2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next
3 months.

3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this
company.

As of 31 October 2011 HSBC beneficially owned 1% or more of a class of common equity securities of this company.

As of 30 September 2011, this company was a client of HSBC or had during the preceding 12 month period been a client

of and/or paid compensation to HSBC in respect of investment banking services.

6 As of 30 September 2011, this company was a client of HSBC or had during the preceding 12 month period been a client
of and/or paid compensation to HSBC in respect of non-investment banking-securities related services.

7 As of 30 September 2011, this company was a client of HSBC or had during the preceding 12 month period been a client

of and/or paid compensation to HSBC in respect of non-securities services.

A covering analyst/s has received compensation from this company in the past 12 months.

9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as
detailed below.

10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this
company, as detailed below.

11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in

securities in respect of this company
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Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment
banking revenues.

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that
company available at www.hsbcnet.com/research.

* HSBC Legal Entities are listed in the Disclaimer below.

Additional disclosures

1 Thisreport is dated as at 23 November 2011.

2 All market data included in this report are dated as at close 17 November 2011, unless otherwise indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or
price sensitive information is handled in an appropriate manner.

4 As of 04 November 2011, HSBC owned a significant interest in the debt securities of the following company(ies)
SAUDI ELECTRICITY COMPANY
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* Legal entities as at 04 March 2011 Issuer of report

‘UAE’ HSBC Bank Middle East Limited, Dubai; ‘HK’ The Hongkong and Shanghai Banking Corporation Limited, <

Hong Kong; ‘TW’ HSBC Securities (Taiwan) Corporation Limited; ‘CA’ HSBC Securities (Canada) Inc, Toronto; HSBC Yatirim Mfmklﬂ Degerler A.S.
HSBC Bank, Paris Branch; HSBC France; ‘DE’ HSBC Trinkaus & Burkhardt AG, Diisseldorf; 000 HSBC Bank Biiyiikdere Caddesi No: 122 /D Kat:9

(RR), Moscow; ‘IN’ HSBC Securities and Capital Markets (India) Private Limited, Mumbai; ‘JP’ HSBC Securities Esentepe/Sisli 34394 Istanbul, Turkey

(Japan) Limited, Tokyo; ‘EG’ HSBC Securities Egypt SAE, Cairo; ‘CN’ HSBC Investment Bank Asia Limited, Telephone: +90 212 376 46 00

Beijing Representative Office; The Hongkong and Shanghai Banking Corporation Limited, Singapore Branch; The Fax: +90 212 376 49 13

Hongkong and Shanghai Banking Corporation Limited, Seoul Securities Branch; The Hongkong and Shanghai

Banking Corporation Limited, Seoul Branch; HSBC Securities (South Africa) (Pty) Ltd, Johannesburg; ‘GR’ HSBC www.research.hsbe.com

Securities SA, Athens; HSBC Bank plc, London, Madrid, Milan, Stockholm, Tel Aviv;, ‘US’ HSBC Securities (USA) www.hsbcyatirim.com.tr

Inc, New York; HSBC Yatirim Menkul Degerler AS, Istanbul; HSBC México, SA, Institucion de Banca Miiltiple,

Grupo Financiero HSBC; HSBC Bank Brasil SA — Banco Miiltiplo; HSBC Bank Australia Limited; HSBC Bank

Argentina SA; HSBC Saudi Arabia Limited; The Hongkong and Shanghai Banking Corporation Limited, New

Zealand Branch

This document has been issued by HSBC Yatirim Menkul Degerler A.S. (HSBC) for the information of its customers only. If it is received by a customer of an affiliate of
HSBC, its provision to the recipient is subject to the terms of business in place between the recipient and such affiliate.

HSBC has based this document on information obtained from sources it believes to be reliable but which it has not independently verified; HSBC makes no guarantee,
representation or warranty and accepts no responsibility or liability as to its accuracy or completeness. Expressions of opinion are those of the Research Department of
HSBC only and are subject to change without notice.

The information, comments and recommendations involved here are not within the scope of investment consultancy. Investment consultancy services are only provided
within the framework of the investment consultancy agreement as agreed between brokerage companies, portfolio management companies, banks not accepting deposits,
and the customer. The conclusions arrived at here are based upon the preferred calculation method and/or the personal opinions of the individuals responsible for the
comments and recommendations, so they may not be appropriate for your financial situation and risk and return preferences. Therefore, any investment decision made
only on the basis of the information involved here may not lead to the optimum results.

HSBC and its affiliates and/or their officers, directors and employees may have positions in any securities mentioned in this document (or in any related investment) and
may from time to time add to or dispose of any such securities (or investment). HSBC and its affiliates may have assumed an underwriting commitment in the securities of
companies discussed in this document (or in related investments), may sell them to or buy them from customers on a principal basis and may also perform or seek to
perform investment banking or underwriting services for or relating to those companies and may also be represented in the supervisory board or any other committee of
those companies.

The information and opinions contained within the research reports are based upon rates of taxation applicable at the time of publication but which are subject to change
from time to time. Past performance is not necessarily a guide to future performance. The value of any investment or income may go down as well as up and you may not
get back the full amount invested. Where an investment is denominated in a currency other than the local currency of the recipient of the research report, changes in the
exchange rates may have an adverse effect on the value, price or income of that investment. In case of investments for which there is no recognised market it may be
difficult for investors to sell their investments or to obtain reliable information about its value or the extent of the risk to which it is exposed.

HSBC Securities (USA) Inc. accepts responsibility for the content of this research report prepared by its non-US foreign affiliate. All U.S. persons receiving and/or
accessing this report and wishing to effect transactions in any security discussed herein should do so with HSBC Securities (USA) Inc. in the United States and not with its
non-US foreign affiliate, the issuer of this report.

In the UK this report may only be distributed to persons of a kind described in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2001. The protections afforded by the UK regulatory regime are available only to those dealing with a representative of HSBC Bank plc in the UK. In Singapore, this
publication is distributed by The Hongkong and Shanghai Banking Corporation Limited, Singapore Branch for the general information of institutional investors or other
persons specified in Sections 274 and 304 of the Securities and Futures Act (Chapter 289) (“SFA”) and accredited investors and other persons in accordance with the
conditions specified in Sections 275 and 305 of the SFA. This publication is not a prospectus as defined in the SFA. It may not be further distributed in whole or in part
for any purpose. The Hongkong and Shanghai Banking Corporation Limited Singapore Branch is regulated by the Monetary Authority of Singapore. Recipients in
Singapore should contact a "Hongkong and Shanghai Banking Corporation Limited, Singapore Branch" representative in respect of any matters arising from, or in
connection with this report. In Canada, this publication may be distributed by HSBC Securities (Canada) Inc for the information of its customers only. All inquiries by
such recipients must be directed to HSBC Securities (Canada) Inc. In Australia, this publication may be distributed by HSBC Stockbroking (Australia) Pty Limited. In
Malaysia, this publication may be distributed by HSBC Research (Malaysia) Sdn Bhd. In Korea, this publication is distributed by either The Hongkong and Shanghai
Banking Corporation Limited, Seoul Securities Branch ("HBAP SLS") or The Hongkong and Shanghai Banking Corporation Limited, Seoul Branch ("HBAP SEL") for
the general information of professional investors specified in Article 9 of the Financial Investment Services and Capital Markets Act (“FSCMA”). This publication is not a
prospectus as defined in the FSCMA. It may not be further distributed in whole or in part for any purpose. Both HBAP SLS and HBAP SEL are regulated by the
Financial Services Commission and the Financial Supervisory Service of Korea. This publication is distributed in New Zealand by The Hongkong and Shanghai Banking
Corporation Limited, New Zealand Branch. In Japan, this publication may be distributed by HSBC Securities (Japan) Limited. It may not be reproduced or further
distributed in whole or in part for any purpose.

In Australia, this publication has been distributed by The Hongkong and Shanghai Banking Corporation Limited (ABN 65 117 925 970, AFSL 301737) for the general
information of its “wholesale” customers (as defined in the Corporations Act 2001). Where distributed to retail customers, this research is distributed by HSBC Bank
Australia Limited (AFSL No. 232595). These respective entities make no representations that the products or services mentioned in this document are available to
persons in Australia or are necessarily suitable for any particular person or appropriate in accordance with local law. No consideration has been given to the particular
investment objectives, financial situation or particular needs of any recipient.

This communication is only intended for investment professionals within Article 19 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001.
Persons who do not have professional experience in matters relating to investments should not rely on it. HSBC Yatirim Menkul Degerler A.S. is regulated and authorised
by the Central Bank of Turkey, Capital Markets Board, Ministry of Finance, Takasbank and is a member of Istanbul Stock Exchange, Takasbank (Turkish Custodian
Bank) and the Association of Capital Market Intermediary Institutions of Turkey.

© Copyright. HSBC 2011, ALL RIGHTS RESERVED. No part of this publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by any
means, electronic, mechanical, photocopying, recording, or otherwise, without the prior written permission of HSBC. MICA (P) 208/04/2011 and MICA (P) 040/04/2011
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