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GASCO'’s net income grew by 25.1% Y-0-Y during FY2020 as SG&A
normalized from a high base in FY2019. While GASCO'’s net income
during the year exceeded expectations, EBIT was below
expectations and the majority of the net income was generated
from non-operating investment income rather than operating
income. GASCO’s core operations are on a downtrend, which is
expected to persist unless significant cost cutting initiatives are
made. The rising cost environment, fixed selling prices, and
GASCO’s current high dependence on investment income for
earnings generation are key downside risks for earnings.

We maintain our
price of SAR31.0/share.

GASCO reported flat top-line growth during Q4 2020 compared to Q4 2019,
dropping by 0.3% Y-o-Y, but rebounded by 10.4% Q-0-Q due to the
seasonality of demand. Gas Sales (93% of total revenues) fell by 0.2% Y-
o-Y, while new gas cylinders and tanks (6% of total revenues) sales grew
by 5.4% during Q4 2020.

COGS dropped by 5.0% Y-o0-Y during Q4 2020, likely due to improved
margins from the sale of new cylinders and tanks. Gross profit surged by
71.0% Y-0-Y and 27.7% Q-0-Q during Q4 2020 to SAR58mn. Gross margin
expanded to 11.7% vs 6.8% in Q4 2019 and 10.1% in Q3 2020. SG&A
normalized from a high base in Q4 2019 to SAR51mn, representing a 40.2%
Y-0-Y drop, but is 6.2% higher than Q3 2020. EBIT was reported at SAR7mn
vs a loss of SAR51mn in Q4 2019. EBIT margin stood at 1.4% during Q4
2020.

Income from investments was the key contributor to GASCO's net income
during the quarter, increasing to SAR66mn vs SAR16mn in Q4 2019 and
SAR11mn in Q3 2020. Investment income mainly includes dividends income
from National Industrial Gases Company, which amounted to SAR50mn
during Q4 2020, while the remaining includes rental income from
investment properties and other gains on investments. GASCO recently
announced the receipt of SAR33.75mn in dividend income from National
Industrial Gases Co., which will reflect on Q1 2021 earnings.

GASCO turned to profits of SAR82mn during Q4 2020, the highest since Q1
2019, vs a net loss of SAR21mn in Q4 2019. It is worth mentioning that
non-operating investment income accounted for nearly 80% of GASCO'’s net
income during the quarter.

recommendation for GASCO with a target

During April 2021, GASCO announced the listing of one of its associate firms,
Natural Gas Distribution Co., which will take place on Nomu.

Concerning the embezzlement by a former employee of SAR34mn
discovered by GASCO during July 2020, around 27.4mn were found to be
routed by the employee through the accrued expenses account. Around
25.7mn of these transactions were reversed in the updated financial
statements as of December 2020, while the remaining amount could not be
traced. Accordingly, the auditor issued a “Qualified Opinion” on GASCO’s
financial statements. The adjustments were reflected in higher accrued
expenses account of 2018 and 2019.
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Recommendation
Previous Recommendation Neutral
Current Price (12-04-2021) SAR32.75
Target Price (52 Weeks)
Upside/ (Downside) -5.3%
Shariah Compliance Pass
Key Financial Ratios
Revenue Growth 10.4% -5.5% -9.2%
Gross Margin 11.7% 10.1% 6.8%
EBIT Margin 1.4% -0.5% -10.3%
Net Margin 16.5% 1.7% -4.2%

Key Financial Results (Q4 2020)
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! Qualified opinion is the auditor’s opinion that the financial statements are fairly presented with the exception of a specific

area.



Financial Overview

GASCO’s revenues were largely unaffected by COVID-19. The ey Financial Ratios

company’s revenues grew by 2.1% Y-o-Y during FY2020 thanks to the
defensive nature of the industry. Gas sales increased by 0.3% during the

year, while gas cylinders and tanks sales surged by 39.2% accounting for
the majority of the growth to contribute 6.9% of total revenues. Revenues
trended lower, however, in H2 2020 dropping by 1.0% Y-0-Y in H2 2020 vs  Gross Margin 12.2% 12.6%

Revenue Growth 2.1% 1.1%

5.2% Y-o0-Y growth in H1 2020. We expect a sus-tained revenue growth rate 5.+ Margin 2.0% 1.4%
of around 1.5% - 2.0% over the forecast period, but remain concerned
about a declining expat population, which may pressure revenue growth. Net Margin 7.0% 5.7%

Gross profit fell slightly during FY2020. Gross profit dropped by 1.7% Key Financial Results (2020A)

Y-0-Y, mainly due to higher cost from early retirement plan of employees,
which is expected to be a one-off expense. We expect gross profit to remain
intact over the forecast period given GASCO's fixed profit margins on gas 50.0% Y 45.6%
. ; . . = -0-Y Growth
sales coupled with the company’s efforts to increase operational efficiencies 40.0%
in the production process. '
30.0% 25.1%

Lower SG&A supported GASCO’s EBIT during FY2020. GASCO's EBIT  ,( oo,

rebounded by 45.6% as SG&A dropped by 9.4% mainly as a result of lower

consultancy fees during FY2020. EBIT margins increased to 2.0% in FY2020 10.0% 3 10

vs 1.4% in FY2019. EBIT and EBIT margins, however, remain significantly  0.0%

below historical average levels. Net income grew by 25.1% Y-0-Y on the 10.0% -1.7%
back of higher EBIT and continued support from non-operating investment ' Revenue Gross  EBIT Net
income. Profit

Income

GASCO’s increased dependance on investment income is
thrgatening earpings sustainability. !During FY20_20, 67.3% o_f GASCQ’S Quarterly Performance
earnings were driven by non-operating investment income, which mainly
includes dividend income from National Industrial Gases company, rental 90 - 70
income from investment properties, in addition to changes in fair value of 80 L 60
other investments. Meanwhile, income from core operations (EBIT) 70
contributed only 12.4% to the company’s net income. GASCO’s cash flows 60 - 50
from operating activities fell by 39.3% during FY2020 to SAR127mn, 50 L 40
reaching its lowest level since 2013. Net cash from operating activities fell 40
below net income for the first time, indicating lower earnings sustainability ~ 30 - 30
and quality. We believe that GASCQO’s high dependence on dividend income 20 L 20
from its financial assets to generate net income is risking high earnings 10 3433 1 38 o |
volatility, especially given its lack of control on the investee (less than 10% 0
ownership). (10) (2) Lo

o o o o

S S S S
Sustainable top-line growth is expected, but earnings are at risk. N N N N
Going forward, GASCO's top-line growth should continue during 2021 driven o o o &

by population growth and recovery in the industrial segment (mainly

restaurants) which are expected to increase their demand for LPG during EBIT

2021 thanks to improvement in business conditions compared to 2020. Rise Net Income

in expatriates’ exodus, however, might weigh down on top-line growth. Investment Income
Rising fixed costs and downtrend in operating cash flows and EBIT is the

key downside risk, in our view. While investment income is currently

compensating for the downfall in operating income, GASCO’s increased

dependence on investment income is unsustainable, thus risking high

earnings volatility over the coming years.




Financial Projection
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Shares Outstanding
Equity value per share
CMP (12-04-2021)
Upside / (Downside%)

Return on Average Assets (%)
Return on Average Equity (%)

Earnings Before Zakat Margin (%)

Net Income Margin (%)
Revenue Growth (%)

Revenues

Cost of Revenues
Gross Profit
SGRA

Zakat

Other income
Net Income

Current Assets

Non-Current Assets

Total Assets

Current Liabilities
Non-Current Liabilities

Total Equity

Total Liabilities and Equity

2020 A

134
117
(123)
(5)
0

0
6.0%
1.5%

224
1,073
97
(156)
1,089
2,327
75
31.0
32.75
-5.3%

2021 F 2022 F 2023 F 2024 F 2025 F
160 162 164 165 164
133 144 147 148 148
(98) (94) (89) (84) (83)
34 50 57 64 65
34 50 57 64 65
32 45 48 50 48

We have valued GASCO using DCF approach, considering a WACC is equal
to 6.0% (based on a risk-free rate of 2.7%, market risk premium 7.0%,
Beta of 0.49).

Based on the DCF valuation, the fair price GASCO’s share price is
SAR31.0, which is lower than the traded value by 5.3%

2019 A 2020A 2021 F 2022 F 2023 F 2024F 2025 F

5.2%
6.9%
7.5%
5.7%
1.1%

6.2% 6.6% 6.7% 6.9% 7.0% 7.1%
8.7% 9.5% 9.6% 9.7% 9.7% 9.7%
7.6% 8.4% 8.4% 8.5% 8.4% 8.3%
7.0% 7.5% 7.5% 7.6% 7.6% 7.5%
2.1% 2.5% 1.5% 1.5% 1.5% 1.5%

2019 A 2020A 2021 F 2022F 2023 F 2024F 2025 F

1,923

(1,680)

243

(216)
(36)
118
109

1,963 2,012 2,044 2,075 2,106 2,138
(1,724  (1,742)  (1,767)  (1,792)  (1,817) (1,845)
239 270 276 283 289 293
(199) (208) (215) (222) (229) (236)
(13) (19) (19) (19) (18) (17)
110 107 110 114 118 121
137 150 153 157 159 161

2019 A 2020A 2021 F 2022F 2023 F 2024F 2025 F

573
1,544
2,117

344

208
1,565
2,117

809 807 806 813 827 845
1,480 1,481 1,476 1,463 1,442 1,419
2,289 2,288 2,282 2,276 2,270 2,264

421 423 428 432 437 426

302 273 243 214 185 173
1,565 1,592 1,610 1,629 1,647 1,665
2,289 2,288 2,282 2,276 2,270 2,264



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 Itqgan 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. 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. 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.
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