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United Electronics Co. (Extra) has a strong year in A2020, Recommendation
significantly positioning itself above its competitors. The
company showed healthy margins, despite major challenges in
the market on the back of the pandemic. Revenue reached a Current Price (11-03-2021) SAR97.90
record-high in Q4 2020 due the increased contribution of .

“Tas'heel finance”, which is expected to be sustained in the Target Price (52 Weeks)
near future. However, the retail segment doesn’t show a lot of Upside/ (Downside) 8.7%
promise in 2021 as the impact of VAT unfolds.

Previous Recommendation Neutral

Shariah Compliance Pass
We update our 52 weeks target price SAR106.5/share while
maintaining our recommendation.

Extra reported significant recovery in revenues in Q4 2020 amounting to Key Financial Ratios

a total of SAR1,955mn, representing an increase of 4% Y-o0-Y (+59.6%
Q-0-Q). The increase in revenues is attributed to the delayed release of
the iPhone in October 2020, in addition to Extra services and consumer
finance services revenues that heavily contributed in the record-high
revenues of Q4 2020. Despite the increase in COGS, in line the increase Gross Margin 16.5%  18.4% 15.9%
in sales, _the company reported gross profit of SAR32:_’>mn, representing  cppp Margin 6.2% 5.3% 5.20
a Y-0-Y increase of 7.3% compared to SAR301mn in Q42019. Gross

profit increased slightly as it stood at 16.5% in Q4 2020, compared to Net Margin 5.1% 4.4% 3.8%
16.0% in Q4 2019.

During the quarter, the company showed an impressive control of selling
marketing and distribution expenses, where is dropped by 12.6% Y-o-Y,
from SAR164mn in Q42019 to SAR143mn in Q4 2020. Extra reported
operating profit of SAR121mn in Q4 2020 compared to SAR97mn in Q4 100.0%
2019, representing an impressive increase of 24.7% Y-o-Y (+86.2% Q-

0-Q). Operating profit margin stood at 6.2%, which in a significant 80.0% 60%
improvement compared to 5.2% in Q4 2019. 60.0%
419
25%

43%
Finally, the Extra reported an impressive net income amounting to 40.0%
4% 7%I

Revenue Growth 59.6% -21.0% 81.7%

Key Financial Results (Q4 2020)
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SAR102mn in Q4 2020 compared to SAR72mn in Q4 2019, representing

41.2% increase (+90.6% Q-0-Q). It is worth noting the Extra’s financial 20.0%

services “Tas'heel Finance” contributed to the company’s net income  0.0%

with a total of SAR15mn in Q4 2020 compared to net losses of SAR3mn Revenue  Gross EBIT Net

in Q4 2019. Net profit margin for the period was 5.2% compared to only Profit Income

3.8% in Q4 2019. In addition to “Tas’heel Finance” growth, the net

income improvement is also thanks to the significant growth in sales Y-0-Y mQ-0-Q

across all other company segments, especially during the Mega Sale )

Festival during Q4 2020. Share Price Performance

It is worth noting that the company has not announced any cash 10,000 120

dividends for H2 yet, however we expect the company to distribute cash 8000 100

dividends fort H2 2020 with a value of 1.23 per share. ' i
6,000

While the company’s top and bottom-line performance was impressive 60
during the quarter, the demand on retail was relatively low following the 4,000

40
application of the 15% VAT, in addition to the increasing rates of the 2 000
expat exodus. This is evident in the fact that the main revenue growth ' A
drivers were the consumer finance sector and the mega sales, which 0 0
. . O OO OO OO0 OO O O O O O O

reflect the current needs of the consumers in the current economic R s SR I
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climate. 233082823308
According to the General Authority for Statistics, in Saudi Arabia close to TAS| == Extra

260,000 foreign workers lost employment during the third quarter of
2020 (the statistic has not been updated yet for Q4 2020). The
recession-caused expat exodus is expected to remain a threat on the
company’s retail segment, leading to weak demand/sales.



Financial Overview

2020 was an exceptional year for Extra, ending on a positive note ey Financial Ratios

with a record high revenue in Q4 2020. In H12020 the company
witnessed an out-of-the-ordinary demand for its retail segment, due to the

application of the VAT during the second half of the year. The demand

. Revenue Growth 16.1% 16.9%
was concentrated on laptops on the back of the e-learning measures
taken by the kingdom to contain the spread of COVID-19. By Q3 2020 the Gross Margin 17.4% 17.6%
company had set up their online sales platform and acquired the SAMA the .+ Margin 5.9% 4.8%
final accreditation needed for its consumer financing subsidiary “Tas'heel
Finance”, however, the delay in the iPhone release resulted in NetMargin 4.7% 4.0%

underwhelming revenues during Q3 2020. Nevertheless, despite the
challenging market conditions and limited consumer spending post the Key Financial Results (2020A)

VAT, Extra was able to pull through, supported by the release of the new

iPhone in October 2020. Finally, the company ended the year with an all- Y-0-Y
time high revenue level, reaching SAR1,955mn in Q4 2020. Revenue 45.0% 40.3%
during the year reached SAR5,962mn in A2020, representing a 16.1%  40.0% 36.2%

increase in revenue Y-o-Y compared to SAR5,135mn. While throughout 35.0%
the year, spikes in revenue were attributed to the aforementioned 30.0%
reasons, the contribution of the company’s consumer financing segment  25-0%

was especially material in Q4 2020. ig'g:’ﬁ 16.1%  15.3%
. (]
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0.0%

...Few milestones where reached during A2020. During the vyear,
Extra reported a record-high revenue through its e-commerce as it
exceeded SAR1bn, coupled with revenue contribution from “Tas’heel s

] ” , . evenue  Gross EBIT Net
finance”, the company’s gross profit grew by 16% Y-0-Y. Profit

During 2020, Extra was able to manage its OPEX efficiently, which was neome
greatly supported by its e-commerce sales during the pandemic. Evidently,
operating profit margin increased by 90bps from around 4.8% in A2019 to
around 5.8% in A2020. Quarterly Performance
Extra also reported record-high net income of SAR280mn during A2020,  120.0% SR
which is a 36.1% Y-0-Y increase compared to SAR206mn in A2019. Net
margin also increased by 70bps Y-0-Y reaching around 4.7% in A2020. It SAR 195
is worth noting that, during the year the company was able to achieve a  190.0%
net profit of SAR21.3mn “Ts’heel Finance” alone compared to a loss of ® SAR 190
SAR18.9mn in the corresponding quarter last year.
SAR 185

Extra’s consumer finance service “Tas’heel Finance” is a key AR
driver for the company’s future, and a huge support against SAR 180
market fluctuations in the retail segment. While it is unlikely for the
company to witness a drastic change in demand on its retail segment 60.0% SAR 175
during FY2021e, we expect that the consolidation of the company’s
consumer financing service will be a game changer for Extra. The SAR 170
consumer financing sector is a highly regulated sector, which significantly

i o . 4 40.0%
reduces the risk of competition. Moreover, the segment enjoys high levels SAR 165
of net interest margin, resulting in high ROE. Finally, the move to
financing sector during the current economic climate is especially strategic SAR 160
as it fills a market gap for the young demographic with housing mortgage 20.0% o S °
needs, incentivized by the Ministry of Housing initiatives. oo

°

Going forward, we expect a flat demand on the retail segment, due to 0.0% ° SAR 150
the impact of the VAT and the travel spending that will take place as soon Qi @ a3 a4
as the global travel bans are lifted. Meanwhile, we believe that revenue 2020 2020 2020 2020
from “Tas’heel Finance” will considerably off-set any expected turbulence
in the company’s retail segment and contribution to revenues by the ® Gross Profit Y-o.Y Net Income Y-0-Y

segment will continue to increase dramatically until it normalizes by
FY2026e ® Revenue Y-0-Y ——OPEX



Financial Projection

We have valued United Electronics Co. (Extra) using a combination of DCF approach for its retail segment, and the
Residual Income approach of its consumer finance segment “Tas’heel”.

Retail Segment (DCF valuation)

Consumer Finance Segment (Residual Income)
Total Equity value

Shares outstanding, mn

SOTP value per share/ SAR

CMP (11-03-2021)

Upside potential

2019 A 2020A

Return on Average Assets (%) 8.9% 10.1%
Return on Average Equity (%) 31.5% 37.7%
Earnings Before Zakat Margin 4.3% 5.0%
Net Income Margin (%) 4.0% 4.7%
Revenue Growth (%) 16.9% 16.1%
EPS 3.4 4.7

2019A 2020E

Revenues 5,135 5,962
Cost of Revenues (4,233) (4,923)
Gross Profit 901 1,039
SG&A (559) (591)
Zakat (12) (18)
Net Income 206 280

2019 A 2020A

Current Assets 1,427 1,551
Non-Current Assets 1,208 1,379
Total Assets 2,635 2,929
Current Liabilities 1,325 1,286
Non-Current Liabilities 650 818
Total Equity 660 826

Total Liabilities and Equity 2,635 2,929

2021 F
10.4%
35.7%
5.6%
5.2%
2.6%
5.3

2021F
6,116
(4,918)
1,198
(690)
(22)
319

2021 F
1,703
1,516
3,220
1,327
927
965
3,220

2022 F
11.1%
34.8%
6.2%
5.8%
3.9%
6.1

2022F
6,355
(5,051)
1,304
(731)
(27)
369

2022 F
1,882
1,568
3,450
1,353

943
1,154
3,450

2023 F
11.6%
32.6%
6.7%
6.3%
3.7%
6.9

2023F
6,591
(5,187)
1,404
(773)
(30)
415

2023 F
2,056
1,656
3,712
1,371

952
1,389
3,712

4,782
1,606
6,387
60
106.46
97.90
8.7%

2024 F
12.1%
30.8%
7.2%
6.8%
3.7%
7.7

2024F
6,833
(5,325)
1,507
(818)
(34)
461

2024 F
2,201
1,719
3,920
1,371

939
1,610
3,920

2025 F
12.4%
28.7%
7.6%
7.1%
3.4%
8.3

2025A
7,066
(5,466)
1,600
(865)
(36)
499

2025 F
2,382
1,740
4,122
1,349

904
1,869
4,122

2026 F
12.6%
26.4%
7.8%
7.3%
3.3%
8.9

2026E
7,298
(5,609)
1,689
(915)
(38)
532

2026 F
2,587
1,764
4,351
1,332

859
2,161
4,351



Guide to Ratings and Disclaimer

Buy An upside potential of more than 20% in 52-week period
Overweight An upside Potential of more than 10% in 52-week period

Neutral Will stay in the range of it value (up/down 10%) in a 52-week period
Underweight A downside potential of more than 10% in 52-week period

Sell A downside potential of more than 20% in 52-week period
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This research document has been prepared by Itgan Capital Company (“Itgan Capital”), Saudi Arabia. It has been prepared for the general use
of Itgan Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the
express written consent of Itqan Capital. Receipt and review of this research document constitute your agreement not to redistribute,
retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this document prior to public disclosure of such
information by Itgan Capital. The information contained was obtained from various public sources believed to be reliable, but we do not
guarantee its accuracy. Itgan Capital makes no representations or warranties (express or implied) regarding the data and information provided
and Itgan Capital does not represent that the information content of this document is complete, or free from any error, not misleading, or fit for
any particular purpose. This research document provides general information only. Neither the information nor any opinion expressed
constitutes an offer or an invitation to make an offer, to buy or sell any securities or other investment products related to such securities or
investments. It is not intended to provide personal investment advice and it does not take into account the specific investment objectives,
financial situation and the particular needs of any specific person who may receive this document. Investors should seek financial, legal or tax
advice regarding the appropriateness of investing in any securities, other investment or investment strategies discussed or recommended in this
document and should understand that statements regarding future prospects may not be realized. Investors should note that income from such
securities or other investments, if any, may fluctuate and that the price or value of such securities and investments may rise or fall. Fluctuations
in exchange rates could have adverse effects on the value of or price of, or income derived from, certain investments. Accordingly, investors
may receive back less than originally invested. Itqan Capital or its officers or one or more of its affiliates (including research analysts) may have
a financial interest in securities of the issuer(s) or related investments, including long or short positions in securities, warrants, futures, options,
derivatives, or other financial instruments. Itqan Capital or its affiliates may from time to time perform investment banking or other services for,
solicit investment banking or other business from, any company mentioned in this research document. Itqan Capital, together with its affiliates
and employees, shall not be liable for any direct, indirect or consequential loss or damages that may arise, directly or indirectly, from any use of
the information contained in this research document. This research document and any recommendations contained are subject to change
without prior notice. Itgan Capital assumes no responsibility to update the information in this research document. Neither the whole nor any
part of this research document may be altered, duplicated, transmitted or distributed in any form or by any means. This research document is
not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or which would subject Itgan
Capital or any of its affiliates to any registration or licensing requirement within such jurisdiction.

Itgan Capital is licensed by the Saudi Arabian Capital Market Authority, License No.07058-37 and CR No0.4030167335
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