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Target Price: SAR680/share
Current Price: SAR711/share
Upside: -4% (+Div. Yield: 1%)
Rating: Neutral

ElIm Company (Elm)

Compelling growth coupled with margin expansion

= Robust 2Q23 results, mainly aided by strong digital business segment performance,

_ coupled with the margin expansion

TASI ticker 7203 = Robust digital business, aided by new contract wins and expanding the existing
Mcap (SARmn) 58,208 services, should ensure the strong profitability going forward
Trd. Val (3m) (SARmn) 140.7 = Post upgrading our estimates (w/o Thigah’s acquisition), we raise our TP to SAR680
Free float 33.0% based on 30x 2024EPS but revise our rating to Neutral on Elm
QFl holding 13.1% o . .

; 0 Long-term growth story remains intact: EIm continues to remain at the forefront of several
TASI FF weight 0.99%
Source: Bloomberg Vision 2030 digital transformation initiatives by the KSA government. We continue to expect a

step-up increase in high margin digital business (+70% of total revenues) as the company not
only develops new platforms but also continues to expand existing digital platforms (such as
Nusuk, Absher, Fasah, Tamm, Mugeem, etc.) by adding value-added services, helping in further
monetization. Furthermore, we expect BPO segment to witness sustained growth as the
management actively enters newer contracts in different sectors with healthy margins. Overall,
we expect ElIm’s topline and net income to grow at a CAGR of 19% and 25%, respectively
between 2022-26e (24% and 26% in 2018-22).
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. _ _ _ Thigah’s acquisition- a key upside catalyst: In June 2023, Elm announced that it has started
initial talks with Thigah to acquire 100% shares owned by PIF in the latter. The deal, if successful,
would potentially make EIm the largest player in the government services digitization space in
KSA. This will also likely enable ElIm’s entry into new technologies such as Al and give access to
a new clientele. Given the limited overlap between Thigah’s and Elm’s product propositions, we
expect the acquisition to expand product portfolio, unlock synergies and complement Elm’s
higher-margin digital products business. However, given the uncertainty, we have not factored
in this acquisition in our forecasts. However, once the deal is completed and we get more
details, we will incorporate it into our forecasts, which may lead to a revision in our valuation.
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Source: Bloomberg

Valuation and risks: Better growth and margin profile than local peers justify a higher PE
multiple though we keep it at 30x lower than some local peers. Key downside risks include
increased competition, slower than expected pace of digitalization, higher wage inflation, and
loss of data arrangement with NIC.

Figure 1: Key financial metrics*

Khaled Bin Ateeq

+966-11-834-8498 Revenue 4,606 5,752 6,997 8,247

Khaled.BinAteeq@gibcapital.com Revenue growth 20% 25% 22% 18%
Gross Profit 1,886 2,429 2,971 3,504

Kunal Doshi Gross Profit margin 41% 42% 42% 42%

+966-11-834 8372 Op. income 972 1,398 1,744 2,075

Kunal.doshi@gibcapital.com Op. Profit margin 21% 24% 25% 25%
Net profit 930 1,381 1,681 1,987
Net profit margin 20% 24% 24% 24%
EPS (SAR) 11.6 17.3 21.0 24.8
DPS (SAR) 4.9 6.9 10.5 12.4
P/E 61.1x 41.2x 33.8x 28.6x

Source: Company, GIB Capital. * We have not incorporated the Thigah acquisition
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2023 guidance revised upwards: Post reporting strong 1H23 results, EIm has upgraded its
2023e guidance with revised top-line growth of 21-23% vs 14-16% earlier, and EBIT margin of
22-24% vs 19-21%. However, given its past record and 1H23 performance, we expect the
company to beat its guidance for 2023e, driven by higher contribution of digital business.

Figure 2: Strong 2022 and 2023 guidance

Revenue growth 10-12% 20% 14-16% 21-23% 25%
EBIT margin 18-21% 21% 19-21% 22-24% 24%
CFO as % netinc. 100% 181% 80-90% 80-90% 102%

Source: Company data, GIB Capital. * We have not incorporated the Thiqah acquisitio

Robust 2023 results: The 2Q23 revenues rose by 35% y/y to “SAR1,404mn due to a 43% y/y
increase in digital business revenue and a ~23% rise in BPO revenue, offsetting a 15% drop in
professional services revenues. The cost of revenue grew at a slower pace than the top-line
growth, up by 28% y/y, leading to gross profit growth of ~46% y/y, with gross margin expansion
of ~3.2pps to 42.9% in 2Q23. This, along with controlled Opex, pushed the operating margin by
~6.5pps to 26.9%. Overall, the net income nearly doubled with a net margin of 26.6% (+7.8pps).
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This research report has been prepared by GIB Capital, Riyadh, Saudi Arabia. It has been prepared for the general use
of GIB Capital's clients and may not be altered, redistributed, retransmitted or disclosed, in whole or in part, or in any
form or manner, without the express written consent of GIB 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 GIB Capital. The information
contained was obtained from various public sources believed to be reliable, but we do not guarantee its accuracy. GIB
Capital makes no representations or warranties (express or implied) regarding the data and information provided and
GIB 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. GIB Capital or its officers (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. GIB Capital 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. GIB Capital 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. Where the report contains or refers to a recommendation about a specific security or securities
service, please note that it may not be suitable for all recipients. 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. The subjectivity in future expectations is complex and
may miss actual or reported numbers.

This research document and any recommendations contained are subject to change without prior notice. GIB Capital
assumes no responsibility to update the information in this research document. 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 GIB Capital to any registration or licensing requirement within such jurisdiction

The principal activities of GIB Capital are Dealing, Custody, Managing, Arranging and Advising pursuant to the Capital
Market Authority ("CMA") License No. 07078-37.

We use a rating system based on potential upside, 1 year from today, based on our valuation models. For "Overweight"
ratings, the estimated upside is >10%, for "Underweight", the estimated downside is <10%. For returns in between +/-
10%, we have a Neutral rating.

Contact us for queries:

Sell Side Research Department,

GIB Capital,

B1, Granada Business & Residential Park,
Eastern Ring Road, PO Box 89589, Riyadh 11692

www.gibcapital.com
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