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Earnings
Period End (SAR)

12/17A
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Revenue (mn)

1,952.6
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2,238.8

Revenue Growth

-13.5%

EBITDA

576.0
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-7.2%

-4.7%

0.5%

6.9%

5.9

5.6

5.6

6.0

EPS
DPS
Payout ratio

Saudi Airlines Catering Co
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5.6
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5.8%

Saudi Airlines Catering Co reported a net profit of SAR104mn (-13.8% y-o-y) in
Q1 2019, missing our estimate of SAR116mn and consensus estimate of
SAR111mn. While top-line and gross margins showed healthy improvement,
likely driven by solid performance from in-flight catering and reduction in raw
material and personnel cost, much of the bottom-line miss happened mainly
due to higher than expected impairment on trade receivable under IFRS-9.
However, the results were much better sequentially with bottom-line
improving 36.1% q-o-q. Top-line continues to benefit from the rise in number of
flyers and increasing tie-ups with companies providing privileged business
lounge benefits to their customers. However, in the short-term, we expect
growth in revenue to remain moderate till the business cycle picks up. For the
longer-run we are more optimistic on the growth potential which is driven by
rise in passenger traffic and higher commercial flights amid Saudi Airline
strategic expansion plans and NTP initiatives encouraging pilgrimage.
Meanwhile, the company’s steady cash flows and low capex requirement
allows it to maintain a healthy dividend payout ratio (~100% in Q1 2019), with
an attractive dividend yield of ~6.2% (Q1 2019 annualised). However, elevated
level of receivables remains a risk. We have a Neutral rating on the stock with
a target price of SAR86.


Q1 2019 Results: Revenue increased 6.7% y-o-y (7.7% q-o-q) to
SAR522mn, likely driven by solid performance from in-flight catering and
business lounge services. Gross margin improved to 36.8% from 35.9% in
Q1 2018 and 31.0% in Q4 2018, due to improved cost efficiency.
Consequently, gross profit increased 9.5% y-o-y (27.8% q-o-q) to
SAR192mn. However, operating profit declined 14.5% y-o-y to SAR113mn,
mainly as the last year same quarter involved benefit from reversal of
impairment on trade receivable. As such, net profit declined 13.8% y-o-y to
SAR104mn. Further, the company announced a healthy dividend of SAR1.3
per share for Q1 2019, indicating an annualized dividend yield of ~6.2%.



Valuation: Post Q1 results, we revise our forward looking estimates. We
rate the stock as Neutral with a target price of SAR86 per share (DCF:50%
and PE: 50%) based on the revised estimates. The company continues to
offer a healthy dividend yield, making the stock attractive for income
seeking investors with any price gain coming as a bonus.
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Figure 1 Saudi Airlines Catering Co: Summary of Q1 2019 results
(SAR mn)
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reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the
“Exchange Act”).
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NY 10005, a registered broker dealer in the United States. Under no circumstances should any recipient of this research report effect any
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Additional Disclosures
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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
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or disclose to others the contents, opinions, conclusion, or information contained in this document prior to public disclosure of such
information by Al Rajhi Capital. The information contained was obtained from various public sources believed to be reliable but we do not
guarantee its accuracy. Al Rajhi Capital makes no representations or warranties (express or implied) regarding the data and information
provided and Al Rajhi 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. Al Rajhi 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. Al Rajhi
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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,
duplicated, transmitted or distributed in any form or by any means. This research document is not directed to, or intended for distribution to
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for the general use of Al Rajhi Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or
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investments, including long or short positions in securities, warrants, futures, options, derivatives, or other financial instruments. Al Rajhi
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. Al Rajhi 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. 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,
duplicated, transmitted or distributed in any form or by any means. This research document is not directed to, or intended for distribution to
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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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