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+ Solid 1H23 on contribution from acquisitions, private sector
contribution increases. Guidance raised again

¢ Robust balance sheet (net cash SAR1.9bn) allows financial
flexibility to support bolt-on acquisition momentum

¢ Maintain Buy, raise TP to SAR375.0 (from SAR330.0) as we
raise estimates and roll forward our DCF

Continues to under-promise and over-deliver: Solutions reported 1H23 revenue
growth of 24% y-y; (versus previous full year guidance of 16-19%) and EBITDA
margin of 16.3% (versus EBITDA margin range guidance of 13-15%). It continues to
exceed its own guidance and has again raised revenue growth guidance for FY 2023
to 19-22%. We think guidance may still be conservative in the context of the
expected contribution from new contracts with STC (SAR382m) and NCGR
(SAR444m), both starting in 3Q 2023. We forecast full year revenue growth of 23%
y-y and EBITDA margin of 16.2%, both exceeding the guidance range.

Meaningful revenue contribution from new acquisitions and private sector:
1H23 revenue growth was primarily driven by strong growth in IT managed services
and Core ICT services, up 34% y-y and 23% y-y, respectively, boosted by the higher
contribution from the acquisitions of CCC and Giza. Whilst the reported Solutions
business (ex-acquisitions) growth was only ~5%, management clarified that the
company rerouted certain contracts /services through the recently acquired entities.
Notably, private sector contribution to the group increased materially to 23% in 1H
2023 from 15% in 1H 2022 as the revenues from the sector increased by 94% y-y,
while the contribution from STC declined to 32% from 35%, and that of government
entities declined to 45% from 51% in 1H 2022.

Robust balance sheet strength allows financial flexibility: The Solutions net cash
position at the end of 1H 2023 of SAR1.9bn (4.8% of the market cap) can support
further bolt-on acquisitions and is reflective of the strong free cash generation and
improving receivable days of the business. Solutions announced two major
investments: 1) 40% stake in Devoteam Middle East (EV of SAR741.7m) and 2)
participation in funding round of USD175m from various investors in US-based Nile.

Maintain Buy; M&A and new contracts to underpin earnings momentum: We view
Solutions as a beneficiary of increased government spending and higher private sector
capex on digitization initiatives amid a benign macro backdrop in Saudi. We raise our
DCF-based TP to SAR375 (vs SAR330) on the back of the roll forward of our DCF to
August 2023 and higher estimates), implying a target PE multiple of 25.4x in 2024e,
which is reasonable in the context of a 25.6% EPS CAGR 2022-25¢, in our view.

Disclosures & Disclaimer
This report must be read with the disclosures and the analyst certifications in
the Disclosure appendix, and with the Disclaimer, which forms part of it.
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Financials & valuation:

Financial statements

Solutions by STC

Year to 12/2022a 12/2023e 12/2024e 12/2025¢
Profit & loss summary (SARm)

Revenue 8,805 10,826 12,609 14,598
EBITDA 1,392 1,758 2,129 2,460
Depreciation & amortisation -214 -234 -248 -266
Operating profit/EBIT 1,160 1,505 1,861 2,175
Net interest 38 94 103 155
PBT 1,171 1,599 1,964 2,329
HSBC PBT 1,171 1,599 1,964 2,329
Taxation -118 -161 -198 -234
Net profit 1,054 1,438 1,767 2,095
HSBC net profit 1,054 1,438 1,767 2,095
Cash flow summary (SARm)

Cash flow from operations 2,091 1,439 2,414 2,544
Capex -134 -184 =211 -240
Cash flow from investment -2,637 699 -211 -240
Dividends -475 -594 -811 -996
Change in net debt -941 -246 -1,392 -1,308
FCF equity 1,957 1,255 2,203 2,304
Balance sheet summary (SARm)

Intangible fixed assets 373 789 784 781
Tangible fixed assets 526 475 443 420
Current assets 6,682 8,609 10,107 11,994
Cash & others 544 2,088 3,480 4,788
Total assets 10,282 11,276 12,737 14,598
Operating liabilities 6,763 6,913 7417 8,180
Gross debt 696 696 696 696
Net debt -2,548 2,794 -4,187 -5,494
Shareholders' funds 2,794 3,638 4,594 5,693
Invested capital 275 873 436 228
Ratio, growth and per share analysis

Year to 12/2022a 12/2023e 12/2024e 12/2025¢
Y-0-y % change

Revenue 222 229 16.5 15.8
EBITDA 25.9 26.3 211 15.6
Operating profit 29.0 29.7 23.7 16.8
PBT 29.5 36.6 229 18.6
HSBC EPS 26.5 36.5 229 18.6
Ratios (%)

Revenue/IC (x) 18.8 18.9 19.3 44.0
ROIC 234.0 248.9 269.3 617.9
ROE 416 4.7 42.9 40.7
ROA 121 13.3 14.7 15.3
EBITDA margin 15.8 16.2 16.9 16.9
Operating profit margin 13.2 13.9 14.8 14.9
EBITDA/net interest (x)

Net debt/equity -90.3 -76.2 -90.6 -96.0
Net debt/EBITDA (x) -1.8 -1.6 -2.0 2.2
CF from operations/net debt

Per share data (SAR)

EPS Rep (diluted) 8.78 11.98 14.72 17.46
HSBC EPS (diluted) 8.78 11.98 14.72 17.46
DPS 5.00 6.76 8.30 9.85
Book value 23.28 30.32 38.28 4744
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Valuation data
Year to 12/12022a 12/12023e 12/12024e 12/2025¢
EV/sales 4.1 34 28 23
EV/EBITDA 26.2 206 16.4 136
EV/IC 133.0 41.6 79.9 147.5
PE* 374 274 223 18.8
PB 14.1 10.8 8.6 6.9
FCF yield (%) 5.0 32 5.6 5.9
Dividend yield (%) 1.5 21 25 3.0
*Based on HSBC EPS (diluted)
ESG metrics
Environmental Indicators 12/2022a Governance Indicators 12/2022a
GHG emission intensity* NA No. of board members 9
Energy intensity* NA Average board tenure (years) 2.0
CO; reduction policy No Female board members (%) 0
Social Indicators 12/2022a Board members independence (%) 33.3
Employee costs as % of revenues 55
Employee turnover (%) NA
Diversity policy No

Source: Company data, HSBC

* GHG intensity and energy intensity are measured in kg and kWh respectively against revenue in USD ‘000s
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Investment thesis

We remain positive on Solutions after the strong quarter, with 2Q 2023 revenue up 30% y-y
(1H23 up 24% y-y) and more visibility on potential contracts in the medium term. The company
raised its full year revenue guidance yet again to 19-22% versus 16-19% previously, as the 1H
2023 results run rate was faster than the previous guidance. We believe Solutions will benefit
from higher government spending and private sector capex on digitisation initiatives, as the
financial flexibility to spend on long-term digital investments has increased given the current
macro and economic backdrop.

The company has announced a series of new contracts with STC and others to provide ICT
services across all its major segments.

We highlight that Solutions had signed a nhumber of contracts valued about SAR2.0bn with STC
since its IPO in 3Q21. Beyond STC, it signed a contract with National Centre for Government
Resources (SAR444m) to execute unified operations managed services project.

While the majority of the major contracts announced are with STC or the government, the
private sector was the fastest growing segment for Solutions. The new projects provide greater
visibility on the order book but do not reflect the growing importance of the private sector, where
they have multiple smaller clients. Recent acquisitions have also helped Solutions diversify its
client base more towards the private sector.

Building strong order book through contracts from STC and Others

Period of

Date of Value financial Business
Material contract announcement announcement  (SARm) Duration impact segment Country
Contract with STC
Contract with STC to establish and develop the
internet and communications networks for STC 6-Aug-23 382 2years 3Q2023 CorelCT KSA
Contract with STC Bank to provide managed SMS
service 15-May-23 132 4years 2Q2023 IT managed KSA
Contract with STC to provide bulk-SMS service and
connecting Solutions devices to SMSC of STC 8-Dec-22 138 1year 4Q2022 IT managed KSA
Several contracts with STC to provide IT managed
and logistical services for a number of projects 1-Dec-22 373 3years 4Q2022 IT managed KSA
Contract with STC to establish and develop the
internet and communications networks for STC 6-Jul-22 298 2years 3Q2022 CorelICT KSA
Contract with STC to execute Oracle software
licenses renewal project 13-Apr-22 195 3years 2Q2022 CorelCT KSA
Contract with STC to implement a Centralized
Storage Server and Interet Gateway 29-Dec-21 156  2years 1Q2022  CoreICT KSA
Contract with STC to operate, maintain and support,
IT Components 27-Oct-21 140 2years 1Q2022 IT managed KSA
Contracts with STC to support building a modern Core
data centre in NEOM. 24-Oct-21 201 3years 4Q2021 ICT/Digital KSA
Total 2,015
Contract with Others
Contract with National Centre for Government
Resources (NCGR) 26-Apr-23 444 42 months  3Q 2023 IT managed KSA

Source: Company data

We also believe that potential value accretive acquisitions supported by healthy balance sheet
strength could be another catalyst for Solutions as it expressed its intentions to invest and
partner with various ICT companies in the region and globally. Solutions had already integrated
its recent acquisitions CCC and Giza and these are instrumental in driving growth in 2Q 2023.
Recently, it has announced two major investments, Devoteam Middle East (DME) and Nile:

¢ Devoteam Middle East (DME): In June 2023, Solutions signed a binding offer with
Devoteam SAS (France) and ORTILL Investment Limited to acquire a 40% stake in DME at
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an enterprise value of SAR741.7m. DME is focused on digital strategy and tech platforms,
with 25 years of experience and service offerings including digital products, intelligent data
analytics, and business automation, in addition to enabling sustainability through digital
transformation.

¢ Nile: In August 2023, Solutions announced an investment in US-based enterprise
networking provider Nile, which provides Network as a Service (NaaS), removes IT CapEx
and brings flexibility to the campus enterprise network. Through Naas, Solutions intends to
deliver secure campus “NaaS” to customers in Saudi and other GCC countries. While the
specific Solutions investment was not disclosed, it participated in a global funding round
that raised USD175m from various investors. Separately, Solutions had a strategic and
exclusive partnership with Nile to deliver secure campus “NaaS” to customers in Saudi
Arabia, Kuwait, Bahrain, Oman and Egypt.

Solutions recent investments which will drive growth and enhance internal capability

Period of

Date of Enterprise Value financial Business
Announcement announcement (SARm) Stake impact segment Country
Investment in Nile's Next Generation Access Device USD175m from
for Enterprise Networks 1-Aug-23 various investors* NA NA  Core ICT USA
Devoteam SAS (France) and ORTLL Investment 4Q 2023
Ltd to acquire 40% stake in Devoteam Middle East 18-Jun-23 741.7 40.0% expected Digital KSA
Acquisition of 100% of Contact Centre Company IT
(CCC) 3-Apr-23 450 100.0% 2Q2023 managed KSA
Completion of acquisition of stakes in Giza Systems
Company and Giza Arabia 4-Oct-22 USD 158m 88.2% 4Q2022 CoreICT Egypt

Source: Company data

*The investors include March Capital and Sanabil Investments, etc along with strategic participation from solutions, Prosperity7, Liberty Global Ventures, and STC CIF
(Corporate Investment Fund)

Private sector growth outpaced other customers. During 1H 2023, the private sector’s
contribution to the group increased materially, to 23% from 15% in 1H 2022, as revenues from
the sector increased 94% y-y. Revenue contribution from STC declined to 32% from 35% in 1H
2022 (as revenue from STC grew 16% y-y), while revenue contribution from government entities
declined to 45% from 51% in 1H 2022 (as revenue from government increased 10% y-y.)

Revenue contribution by Customer type Revenue movement by customer (SARm)*
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Robust balance sheet can support multiple bolt-on acquisitions

A combination of strong growth in EBITDA, improvement in receivable days and lower capex
supported the balance sheet at the end of 1H 2023. The reported net cash was SAR1.9bn
(4.8% of the market cap), reflecting the SAR450m payment for CCC acquisition excluding which
the net cash position would be SAR2.4bn (5.9% of market cap). Our analysis suggests, based
on our 2023 EBITDA estimates, 1H23 reported net cash and assuming a Net Debt/EBITDA of
1.0x-3.0x, Solutions can deploy SAR3.7bn-7.2bn on bolt-on acquisitions.

Solutions’ balance sheet firepower in SARbn, assuming Net Debt/EBITDA of 1.0-3.0x,
using FY23e EBITDA and 1H 2023 reported net cash position

8.0 1
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6.0 A
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0 3.7
3.0 A
20 A
1.0 1

1.0x I 1.5x I 2.0x I 2.5x I 3.0x

Source: Company data, HSBC analysis, HSBC estimates

Performance better than Guidance

1H23 revenue growth (24% y-y) was primarily driven by strong growth in IT managed services
and Core ICT services, up 34% y-y and 23% y-y, respectively, boosted by the higher
contribution from the acquisitions of CCC and Giza. Whilst reported Solutions business (ex-
acquisitions) growth was only 5%, management clarified that the company rerouted certain
services through CCC and Giza, leading to a lower contribution from the Solutions legacy
business. Overall, the recent acquisitions of CCC and Giza contributed 3% and 12%
respectively to 1H23 revenue and we expect a similar contribution in 2H 2023, which would
enable the company to comfortably meet/exceed guidance.

Revenue breakdown by Entity (SARm) Incremental revenue contribution from
recent acquisitions (SARm)
3,000 - 2676 2701 5500 - 650 180 5378
2438 5 000 -
2501 2085 5030 360 ' 219 I
4 4,328
2000 - 4,500 ||
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1,000 - 3,000 -
500 A 2,500 -
- ' 2,000 ' T T T T
2Q22 3Q22 4Q22 1Q23 2023 1H22  Solutions  Giza CccC 1H23
B Solutions Giza mCCC
Source: Company data Source: Company data

We think the company’s revised full year guidance (revenue growth 19-22%) is conservative in
the context of strong 1H 2023 results and potential contracts that could contribute to revenue
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growth in 2H 2023. Similarly, 1H 2023 EBITDA margin was 16.3%, which is higher than the
guidance range of 13-15%. The new contract with STC to establish and develop internet and
communications networks (SAR382m), and the contract with NCGR (SAR444m) will be
effective from 3Q 2023, further supporting revenue growth. Given its track record, we expect
Solutions to exceed its revised guidance for full year 2023. We forecast FY23 revenue growth of
23% y-y, 100bps higher than the upper end of company guidance of 22%, in addition to a higher
EBITDA margin.

Solutions by STC: FY22 Actual revenue Solutions by STC: FY22 Actual Capex
was 15%ppts higher than initial guidance Intensity was better than initial guidance
250% - = Revenue growth (%) 22.0% 275% - H Capex Intensity (%)
. (o]
2.50% -
20.0% } 2.25% 2.25%
o8 2.25% A
15.0% ' : 2.00%
S _ . 1.75% 1.75%
100% 7,095 > R 1.50%
. 1.50% -
5.0%
1.25% A
00% T T T T 100% B T T T T
Atthe  1Q22 2Q22 3Q22 FY22 Atthe  1Q22 2Q22 3Q22 FY22
Beginning Actual Beginning Actual
Source: Company data, HSBC calculations based on Mid value of guidance range Source: Company data, HSBC calculations based on Mid value of guidance range

Solutions: Progressive guidance upgrades since IPO

Guidance During IPO 3Q21 FY21 Actual
Revenue Growth 5% - 9% 5% - 9% +13%
EBITDA margin 13.25% 13.3% 14.2%
Capex intensity 2.5% 2.5% 2.0%
Guidance At the Beginning 1Q22 2022 3Q22 FY 22 Actual
Revenue Growth 5% - 9% 5% - 9% 9% - 11% 11% - 14% +22%
EBITDA margin 13% - 15% 13% - 15% 13% - 15% 13% - 15% 15.8%
Capex intensity 2% -2.5% 2% -2.5% 1.5% - 2% 1.5% - 2% 1.5%
Guidance At the Beginning 1Q23 2023
Revenue Growth 1% - 13% 16% - 19% 19% to 22%
EBITDA margin 13% - 15% 13% - 15% 13% - 15%
Capex intensity 1.5% - 2% 1.5% - 2% 1.5% - 2%

Source: Company data, HSBC calculations

Summary of estimate changes

We reflect the better than expected 2Q 2023 and the increased guidance in our revised
estimates. Our higher estimates are predominantly due to better than expected performance in
high margin segments such as Core ICT and IT managed segments, which further supported
margin expansion. However, our revised estimates are higher than guidance for FY23 as we
believe this is still conservative on the back of new contracts effective from 3Q23. The higher
estimates along with the roll forward of our DCF to end of August 2023, lead to our DCF based
target price rising to SAR375 (from SAR330 previously). With 14.2% implied upside, we retain
our Buy rating on the stock given the strong earnings momentum and a balance sheet that can
support further bolt-on acquisitions.
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Solutions by STC: Summary of estimate changes

Y/E Dec New Oid Change

SARm FY23e FY24e FY25e FY23e FY24e FY25e FY23e FY24e FY25e
Revenue 10,826 12,609 14,598 10,475 12,158 13,986 3.4% 3.7% 4.4%
Growth (%) 2295%  1647%  15.77%  1896%  16.07%  15.03%

Gross profit 2,535 2,967 3,436 2,310 2,706 3,071 9.8% 9.6% 11.9%
Margin, % 23.4% 23.5% 23.5% 22.0% 22.3% 22.0%

EBITDA 1,758 2,129 2,460 1,657 1,996 2,258 6.1% 6.7% 9.0%
Margin, % 16.2% 16.9% 16.9% 15.8% 16.4% 16.1%

EBIT 1,505 1,861 2,174 1,349 1,677 1,948 11.5% 11.0% 11.6%
Margin, % 13.9% 14.8% 14.9% 12.9% 13.8% 13.9%

Net profit 1,438 1,767 2,095 1,298 1,630 1,923 10.8% 8.4% 8.9%
Margin, % 13.3% 14.0% 14.3% 12.4% 13.4% 13.8%

Source: Company data, HSBC estimates

Valuation and risks

Valuation Risks to our view
Solutions by STC Current price: Our DCF-based target price of SAR375 (vs SAR330 previously) Downside risks include: (1) Key customer
SAR328.4 is derived using a WACC of 8.4% (8.2% previously). We concentration as STC, the largest shareholder, is also
SOLUTION AB Target price: determine our WACC based on D/V (where V=Debt + Equity) of the largest single client; (2) further sell-down by STC;
SAR375.0 15% (unchanged), beta of 0.8 (unchanged), equity risk premium (3) increased competition from international and local
of 6.5% (8% previously), which is 100bps higher than our players; (4) slowdown in IT spend by corporates; and
Buy Up/downside: strategists’ latest assumption of 5.5% for Saudi to reflect the (5) an increase in trademark fees from current levels.
14.2% greater risk of the IT sector and potential M&A in other markets

beyond Saudi Arabia. We use a risk-free rate of 3.5% (2.0%
previously), in line with HSBC strategists’ latest assumptions,
and cost of debt of 5.5% (unchanged).

Our revised target price of SAR375.0 implies upside of 14.2%
and we retain our Buy rating on the stock given its strong
balance sheet, clear intent to pursue value accretive bolt-on
acquisitions and our expectation of continued earnings
momentum.

Priced at 17 Aug 2023
Source: HSBC estimates
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Equities: Stock ratings and basis for financial analysis

HSBC and its affiliates, including the issuer of this report (‘HSBC”) believes an investor's decision to buy or sell a stock should
depend on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations and that
investors utilise various disciplines and investment horizons when making investment decisions. Ratings should not be used or
relied on in isolation as investment advice. Different securities firms use a variety of ratings terms as well as different rating
systems to describe their recommendations and therefore investors should carefully read the definitions of the ratings used in
each research report. Further, investors should carefully read the entire research report and not infer its contents from the rating
because research reports contain more complete information concerning the analysts' views and the basis for the rating.

From 23rd March 2015 HSBC has assigned ratings on the following basis:

The target price is based on the analyst’'s assessment of the stock’s actual current value, although we expect it to take six to 12
months for the market price to reflect this. When the target price is more than 20% above the current share price, the stock will
be classified as a Buy; when it is between 5% and 20% above the current share price, the stock may be classified as a Buy or a
Hold; when it is between 5% below and 5% above the current share price, the stock will be classified as a Hold; when it is between
5% and 20% below the current share price, the stock may be classified as a Hold or a Reduce; and when it is more than 20%
below the current share price, the stock will be classified as a Reduce.

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation or resumption of coverage, change
in target price or estimates).

Upside/Downside is the percentage difference between the target price and the share price.

Prior to this date, HSBC’s rating structure was applied 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 target price for a stock represented the value the analyst expected the
stock to reach over our performance horizon. The performance horizon was 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, had to exceed the required return by at least 5 percentage points over the succeeding 12
months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock was
expected to underperform its required return by at least 5 percentage points over the succeeding 12 months (or 10 percentage
points for a stock classified as Volatile*). Stocks between these bands were classified as Neutral.

*A stock was classified as volatile if its historical volatility had exceeded 40%, if the stock had been listed for less than 12 months
(unless it was in an industry or sector where volatility is low) or if the analyst expected significant volatility. However, stocks which
we did not consider volatile may in fact also have behaved in such a way. Historical volatility was 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 had to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change.
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Rating distribution for long-term investment opportunities

As of 30 June 2023, the distribution of all independent ratings published by HSBC is as follows:

Buy 61% (13% of these provided with Investment Banking Services in the past 12 months)
Hold 33% (13% of these provided with Investment Banking Services in the past 12 months)
Sell 6% (7% of these provided with Investment Banking Services in the past 12 months)

For the purposes of the distribution above the following mapping structure is used during the transition from the previous to current rating
models: under our previous model, Overweight = Buy, Neutral = Hold and Underweight = Sell; under our current model Buy = Buy, Hold
= Hold and Reduce = Sell. For rating definitions under both models, please see “Stock ratings and basis for financial analysis” above.

For the distribution of non-independent ratings published by HSBC, please see the disclosure page available at
http://www.hsbcnet.com/gbm/financial-regulation/investment-recommendations-disclosures.

Share price and rating changes for long-term investment opportunities
Solutions by STC (7202.SE) share price performance Rating & target price history
SAR Vs HSBC rating history

From To Date Analyst
N/A Hold 17 Jan 2022 Ankur Agarwal
Hold Buy 09 May 2022 Ankur Agarwal
360 Target price Value Date Analyst
340 1 Price 1 213.00 17 Jan 2022 Ankur Agarwal
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