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Extra
Beat Estimates; Raise to SAR116/sh
Extra reported a net profit of SAR102mn, a growth of 42% y-o-y, beating our
estimates of SAR86mn. Top-line came in at SAR1,955mn, growing 4% y-o-y. The
mega-sale and increasing consumer finance business were the key reasons for the
growth in overall profitability. The impact of VAT was observed in Q4 2020, which
to some extent impacted the growth of the retail business during the quarter in our
view. The consumer finance business turned profitable as it reported a net profit of
SAR21.3mn in 2020 (SAR15.1mn in Q4 2020 v/s loss of SAR3mn in Q4 2019)
against a loss of SAR19mn in 2019. Post Q4 2020 earnings, we raise our TP to
SAR116/sh as we see a strong moat in the consumer finance business in terms of
significantly high ROE stemming from a superior NIM (net interest margin), since
this business is highly regulated there are barriers to entry which reduces the
threat of new competition. The retail business growth would be driven by young
demographics and housing mortgage. Extra remains our top pick for 2021e in
consumer discretionary sector.
Figure 1 Extra Q4 earnings summary
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Revenue increased 4% y-o-y to SAR1,955mn, driven by consumer finance and mega
sale campaign. The overall gross margin improved +53bps y-o-y due to better
product mix and increasing contribution of consumer finance sales, which is a
margin accretive segment. At the operating level, the selling expenses reduced as the
company initiated cost-cutting measures, leading to an improvement in EBIT
margin by 103bps y-o-y. Consequently, the net profit improved 42% y-o-y to
SAR102mn compared to SAR72mn in Q4 2019.

Source: Company data, Al Rajhi Capital

Outlook: In Q1 and Q2 2020, we observed one-off demand for laptops and
computers while pre-vat buying in Q2. In Q3, we observed increasing consumer
spending towards discretionary products in the absence of international tourism,
therefore 2020 will act as a high base for 2021e, and resumption of tourism in Q2
2020 might impact the consumer spending towards other discretionary products.
Therefore, we expect a flattish growth in the retail business but strong growth in the
consumer finance business in 2021e. However, we expect a rebound in 2022e in
retail business, driven by young demographics mix and mortgage. The EBIT margin
should also improve in the future due to operating efficiencies. led by a cost-cutting
program.
Valuation: We value Extra using the SOTP valuation method, valuing retail
business and consumer finance business separately. Our retail business is valued at
SAR93/sh using DCF (WACC 8.9%, terminal growth 2%) while consumer finance is
valued at SAR23/sh based on the residual income method of valuation. Accordingly,
we value Extra at a TP of SAR116/sh, which implies a ~25% upside from current
levels of SAR93/sh.
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Key Risks: Key downside risk includes lower than expected consumer spending as people
might travel extensively after travel restrictions are lifted.
Key upside risk includes increasing contribution of consumer finance sales compared to our
initial expectations as this will have a positive impact on GPM and valuation.
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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. Al Rajhi 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,
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Explanation of Al Rajhi Capital’s rating system
Al Rajhi Capital uses a three-tier rating system based on absolute upside or downside potential for all stocks under its coverage except
financial stocks and those few other companies not compliant with Islamic Shariah law:
"Overweight": Our target price is more than 10% above the current share price, and we expect the share price to reach the target on a 12
month time horizon.
"Neutral": We expect the share price to settle at a level between 10% below the current share price and 10% above the current share price
on a 12 month time horizon.
"Underweight": Our target price is more than 10% below the current share price, and we expect the share price to reach the target on a 12
month time horizon.
"Target price": We estimate target value per share for every stock we cover. This is normally based on widely accepted methods
appropriate to the stock or sector under consideration, e.g. DCF (discounted cash flow) or SoTP (sum of the parts) analysis.
Please note that the achievement of any price target may be impeded by general market and economic trends and other external factors, or
if a company’s profits or operating performance exceed or fall short of our expectations.
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