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SACO’s net income plunged on COVID-19 restrictions 

SACO reported weak results for Q1 2020 amid stores shutdown in 

the last 2 weeks of March resulting in lower store yields. SACO’s 
revenues fell by 3.3% Y-o-Y, while net income slumped by 39.1%. 

A larger hit is expected in Q2 2020 as almost 80% of SACO’s brick 
& mortar stores were non-operational during April, in addition to 

more cautious consumer spending expected during the period. 

Starting Q3 2020, headwinds are expected to continue for SACO 
with the anticipated tripling of VAT starting July 2020. We 

maintain our Neutral recommendation for SACO with an adjusted 

target price of SAR35.0 /share.  

SACO’s revenues dropped by 3.3% Y-o-Y during Q1 2020, reporting 

SAR358mn compared to SAR370mn in Q1 2019. Fall in revenues came on 
the back of the shutdown of more than 50% of SACO’s stores during the 

last 2 weeks of March, in addition to lower promotional activities. By the 
beginning of April, only 20% of SACO’s stores were operational. SACO ended 

FY2019 with a flat basket size and lower number of visits (-1.3% Y-o-Y), 
making it start FY2020 on a relatively weak position. The average revenue 

per square meter dropped by almost 10% Y-o-Y during Q1 2020 (the largest 

drop since Q4 2018). The company managed to open 2 new stores adding 
up to 11.5k square meters in January and February 2020 before the 

shutdown began. SACO currently operates 34 stores across the Kingdom.  

SACO recorded gross profit of SAR59mn compared to SAR64mn in Q1 2019 

(-7.7% Y-o-Y). Gross margins compressed by 80bps as a result of sales 

weakness during Q1 2020.  EBIT fell by 14.7% Y-o-Y recording SAR25mn 
compared to SAR30mn in Q1 2019. EBIT margins decreased to 7.1% from 

8.1% in Q1 2019. SACO’s net income plunged by 39.1% Y-o-Y to report only 
SAR12mn in Q1 2020 compared to SAR19mn in Q1 2019. Decrease in other 

income and rise in finance cost related to IFRS16 lease liabilities further 
pressured net margins. Net margin lost almost 200bps, as it stood at 3.3% 

compared to 5.2% in Q1 2019.  

As of May 2020, SACO’s stores should be operational again following a 
month of full closure of almost 80% of its stores. In Q2 2020, we expect 

further revenue decline and margins compression amid lower consumer 
spending and shorter operating hours. SACO’s e-commerce platform is 

expected to support sales during the lockdown period, yet it is unlikely to 

prevent SACO from receiving a major hit during Q2 2020. While we 
anticipate partial Q-o-Q sales recovery for Q3 2020, recent announced 

tripling of VAT is expected to continue to weigh down on recovery. Austerity 
measures undertaken by the Saudi government are expected to have a 

significant impact on the retail sector and SACO in the medium term. We 

expect SACO’s sales to recover to FY2019 levels by FY2022. On a positive 
note, more market consolidation is likely to develop on the long term as the 

current circumstances place even further pressures on smaller players in the 
market, providing opportunities for market share grabs for larger players 

like SACO.  

We maintain our Neutral recommendation for SACO with a 52 

weeks target price of SAR35.0/share.     

   

 

Recommendation Neutral 

Previous Recommendation Neutral 

Current Price (12-05-2020) SAR38.2 

Target Price (52 Weeks) SAR35.0 

Upside/ (Downside) (8.3%) 

Shariah Compliance Pass 

  

Key Financial Ratios 

Ratio 
Q1 

2020 
Q1 

2019 
Q4 

2019 

Revenue Growth -3.3% 15.1% 1.7% 

Gross Margin 16.5% 17.2% 16.1% 

EBIT Margin 7.1% 8.1% 4.6% 

Net Margin 3.3% 5.2% 1.5% 

 
 

   

Key Financial Results (Q1 2020)  

 

 

 
 

 
 

 
 

 

 
 

 
 

 

Share Price Performance  
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Financial Projection 
 

 

 

 

DCF Valuation 
 2020 E 2021 F 2022 F 2023 F 2024 F 
EBITDA 182  208  235  256  277  

Operating CF 250  193  206  237  261  

Capex (110) (112) (116) (119) (122) 
FCFF 139  80  89  118  139  

Stub Period (FCF to be discounted) 105  80  89  118  139  
PV (FCFF) 99  70  72  87  93  

WACC 8.1%   

 
We have valued SACO using DCF approach, considering a WACC is 

equal to 8.1% (based on a risk-free rate of 4.4%, market risk 
premium 7.3%, Beta of 1.2). 

 
Based on the DCF valuation, the fair price of SACO share price is 

SAR35.0, which is lower than the traded value by 8.3%. 

Perpetuity Growth 3.0% 

PV-FCFF 421  

PV-TV 1,687  

Net Debt  (814) 

Less: End of services benefits (43) 

Add: Investments 10  

Intrinsic Value 1,261  

Shares Outstanding (million shares) 36  

Equity value per share  35.0  

CMP (12-05-2020) 38.20 

Upside / (Downside%) -8.3% 

Financial Ratios 2018A 2019A 2020E 2021F 2022F 2023F 2024F 

Return on Average Assets (%) 7.8% 3.8% 0.8% 2.2% 3.8% 5.2% 6.4% 

Return on Average Equity (%) 17.0% 11.3% 2.5% 6.9% 11.7% 15.2% 17.8% 

Earnings Before Zakat Margin (%) 7.9% 5.0% 2.0% 3.7% 5.2% 6.3% 7.3% 

Net Income Margin (%) 7.0% 4.2% 1.1% 2.8% 4.3% 5.5% 6.4% 

Revenue Growth (%) -4.5% 4.8% -12.8% 7.4% 10.1% 7.3% 6.9% 

EPS 2.7 1.7 0.4 1.0 1.8 2.5 3.1 

 

        

Income Statement 2018A 2019A 2020E 2021F 2022F 2023F 2024F 

Revenues 1,390  1,458  1,272  1,365  1,503  1,613  1,725  

Cost of Revenues (1,141) (1,199) (1,075) (1,132) (1,230) (1,309) (1,390) 

Gross Profit 250  259  197  233  273  304  335  

SG&A  (138) (152) (135) (141) (153) (162) (172) 

Zakat 109  73  25  50  78  102  125  

Net Income 98  62  13  38  65  89  110  

 

 
       

Balance Sheet 2018A 2019A 2020E 2021F 2022F 2023F 2024F 

Current Assets 770  865  783  814  830  819  831  

Non-Current Assets 751  898  889  884  886  891  900  

Total Assets 1,521  1,763  1,672  1,699  1,716  1,710  1,731  

Current Liabilities 420  554  522  510  536  527  540  

Non-Current Liabilities 550  668  614  642  614  583  552  

Total Equity 551  541  536  547  567  601  639  

Total Liabilities and Equity 1,521  1,763  1,672  1,699  1,716  1,710  1,731  



 

Guide to Ratings and Disclaimer 
 

 

Guide to Ratings 
 

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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Disclaimer 

 

This research document has been prepared by Itqan Capital Company (“Itqan Capital”), Saudi Arabia. It has been prepared for the general use 

of Itqan 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 Itqan 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 Itqan Capital. The information contained was obtained from various public sources believed to be reliable, but we do not guarantee its 

accuracy. Itqan Capital makes no representations or warranties (express or implied) regarding the data and information provided and Itqan 

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. Itqan 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.   

Itqan Capital is licensed by the Saudi Arabian Capital Market Authority, License No.07058-37 and CR No.4030167335 
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