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Notable net recovery by SACO after 2 consecutive quarters of net
losses. Meanwhile, revenue dropped by 5.0% Y-0-Y due to slower
weak demand during Q1 2022. SACO is expected to finalize migration
to the new distribution center in Riyadh, which is expected to boost
efficiency and support SACO’s long-term recovery.

SACO saw a 5.0% Y-0-Y (0.3% Q-0-Q) decline in revenues from SAR336.4mn
in Q1 2021 to SAR319.5mn, due to a general decline in demand during the
quarter combined with an increase in freight and shipping cost leading to a drop
on COGS by only -2.2% Y-0-Y. Gross profit dropped by 16.4% Y-o0-Y, leaving
gross profit margin at 17.5% for Q1 2022, compared to 19.9% in Q1 2021.
(13.1 Q4 2021),

The company’s focus on finalizing the migration into two centralized distribution
centers (in Riyadh & Dammam) by Q2 2022, led to notable increase in SG&A by
17.7% Y-0-Y (-22.4% Q-0-Q). During the quarter, SACO reported an impairment
reversal of SAR3.1mn vs. impairment loss of SAR0.1 in Q1 2021. EBIT for the
quarter was SAR12.5mn, a Y-0-Y drop of 54.4% compared to SAR27.4mn in Q1
2021. EBIT margin stood at only 2.9% compared 8.1% in Q1 2021 (-5.8% Q4
2021).

Finance income and other income remained almost flat Y-0-Y, suggesting the
drop of income by 92.9% Y-o-Y is mainly due to the significantly high SG&A
during Q1 2022, coupled with the higher freight and shipping cost.

Net income margin was only 0.3% compared to 4.6% in Q1 2021.

While having signed a SAR194mn land investment contract in Jedda in March
2022, SACO announced in May of this year that the contract has been canceled
and is expected to have no financial impact on the company.

Moreover, SACO announced a dividend freeze for 2021 to finance the
company'’s working capital and ongoing development projects. The last dividend
distribution by SACO was a total of SAR1.25/ share FY2020 (SAR0.5/ share and
SAROQ.75/ share for H1 2021 & H2 2021, respectively)

Despite the relatively low margins in Q1 2022, we believe that SACO was able
to recover significantly from the past consecutive quarters (Q1 2021, Q2 2021),
where net losses reached SAR13.9mn and SAR44.7mn, respectively.

The company plans on fully completing the migration to the two centralized
distribution centers (DC) by Q2 2022, which is expected to boost productivity
and efficiency in terms of accuracy and prompt delivery to customers

within showrooms. It's important to note that SACO’s new centralized DC in
Dammam is now operational & Riyadh DC is expected to be fully operational
end of Q2 2022.

We believe that the company’s main focus in FY 2022 is to improve efficiency
and recover margins. We expect improvement in the company’s top and bottom-
line numbers towards Q3 2022, especially with the potential to benefit from
growth opportunities through store expansion, introduction of new product
categories, new distribution centers, and increased online sales. The only risks
are related to pressure on revenues due to the current pressure on purchasing
power.

We update our 52 weeks target price for SACO to /share
while maintaining a recommendation.
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Recommendation

Previous Recommendation Neutral
Current Price (07-06-2021) SAR42.9
Target Price (52 Weeks)

Upside/ (Downside) -1.1%

Shariah Compliance Pass

Key Financial Ratios

Revenue Growth 0.2% 8.2% -16.3%
Gross Margin 17.5% 13.1% 19.9%
EBIT Margin 2.9% -5.8% 8.1%
Net Margin 0.3% -14.0% 4.6%

Key Financial Results (Q1 2022)
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Financial Projection

2022E 2023F 2024F 2025F 2026F
EBITDA 275 310 340 370 400
Operating CF 263 273 303 334 365
Capex (166) (219) (220) (221) (221)
FCFF 97 54 83 114 143
S!:ub Period (FCF to be 73 54 83 114 143
discounted)
PV (FCFF) 69 48 68 86 99
WACC 7.3%
Perpetuity Growth 3.0%
PV-FCFF 369 We have valued SACO using DCF approach, considering a WACC is equal
PV-TV 2,057 to 7.3 % based on a risk-free rate of 2.7%, market risk premium 7.0%,
Net Debt (769) Beta of 1.2).
Less: End of services ) ] ) o
benefits (42) Based on the DCF valuation, the fair price of SACO share price is
Add: Investments 10 SAR45.1, which is higher than the traded value by 5.2%.
Intrinsic Value 1,625
Shares Outstanding (million 36
shares)
Equity value per share 45.1
CMP (07-06-2022) 42,90
Upside / (Downside %) 5.2%
2020 A 2021 A 2022E 2023F 2024F 2025F 2026F
Return on Average Assets (%) 5.1% -1.6% 2.5% 4.8% 6.3% 7.5% 8.6%
Return on Average Equity (%) 15.2% -4.9% 8.6% 15.7% 19.3% 22.0% 24.2%
Earnings Before Zakat Margin (%) 7.0% -1.3% 3.8% 5.9% 6.9% 7.7% 8.4%
Net Income Margin (%) 5.9% -2.2% 2.9% 5.0% 6.0% 6.8% 7.5%
Revenue Growth (%) 1.6% -14.1% 29.8% 9.7% 7.6% 7.0% 6.6%
EPS 2.43 -0.79 1.33 2.49 3.23 3.92 4.63
2020 A 2021 A 2022E 2023F 2024F 2025F 2026F
Revenues 1,482 1,273 1,651 1,811 1,948 2,084 2,221
Cost of Revenues (1,185) (1,065) (1,346) (1,459) (1,560) (1,659) (1,758)
Gross Profit 296 208 305 352 388 425 463
SG&A (150) (180) (191) (193) (202) (213) (226)
Zakat 104 (17) 63 106 134 160 186
Net Income 87 (28) 48 90 116 141 167
2020 A 2021 A 2022E 2023F 2024F 2025F 2026F
Current Assets 728 777 757 624 596 576 567
Non-Current Assets 910 1,129 1,133 1,202 1,268 1,330 1,389
Total Assets 1,639 1,906 1,891 1,826 1,863 1,906 1,955
Current Liabilities 402 546 558 479 495 508 521
Non-Current Liabilities 627 803 774 761 748 735 721
Total Equity 610 556 559 586 621 663 713
Total Liabilities and Equity 1,639 1,905 1,891 1,826 1,863 1,906 1,955
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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 Itgan 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. Itgan 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. Itgan 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. Itqan 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 Itqan
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 N0.4030167335
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