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TP revised to SAR 37/share to account for positive LT prospects; decline in 
volume of business with key client, fall in GP Margin, mounting receivables 
represent areas of concern.

Middle East Healthcare Co. (Saudi German) posted net income of SAR 
12.1mn, below our estimate of SAR 25.8mn. The decline in net income was 
driven by a 4.1% decline in revenue and 420bps contraction in the GP Margin, 
partially offset by a decrease in OPEX. The decrease in volume of business 
with one of the key clients led to the decline in revenue. We maintain our 
“Neutral” rating on the stock with a revised TP of SAR 37.0/share. 

• Decrease in volume of business with a key client adversely impacted revenue growth; 
revenue could come under pressure if impact is LT: Saudi German reported revenue 
of SAR 418.4mn (down 4.1% Y/Y) and EPS of SAR 0.13 (-42.9% Y/Y) in Q1-21, below our 
estimate of SAR 0.28 and consensus estimate of SAR 0.23.  Inpatient revenue decreased 
10.3% Y/Y, which could be attributed to lower business. Outpatient revenue increased 
17.2% with the lifting of lockdown restrictions. The company witnessed a decrease in 
volume of business from one of its key client which adversely impacted the revenue. The 
company has not provided details on whether the decrease in business is temporary or 
permanent. If the decrease is permanent, revenue could come under pressure. 

• Opening of Dammam Hospital hits margins in near term, but would be beneficial 
over LT: Saudi German commenced operations at Dammam Hospital (150 beds and 
100 clinics) in Q1-20. The company posted an improvement in margins after Q1-20 as 
it benefited from higher volumes due to the pandemic. However, a decline in inpatient 
revenue put the margin under pressure in Q1-21. Operating profit stood at SAR 17.5mn 
(down 28.2% Y/Y), below our estimate of SAR 36.3mn. Although operating expense 
decreased 13.7% Y/Y, the impact of contraction in GP Margin weighed on operating 
profit. However, given the potential demand for healthcare, the company stands to 
benefit in the LT.

• Significant rise in receivables a cause for concern:  Four major customers accounted 
for 85 per cent of the total receivables as of FY20. Hence, the company faces customer 
concentration risk. The company’s receivables stood at 1,511mn in Q1-21, translating 
to receivable days of 314. Saudi German’s average receivable days increased steadily 
from 156 days in FY14 to 278 days in FY20. Even though the company has not provided 
the composition of receivables, we believe majority of them would be from MoH. Hence, 
the recovery should not be a concern for those set of receivables. However, this still is 
a major cause for concern as it could lead to an unfavorable working capital cycle and 
adversely impact liquidity. It is imperative that the company addresses this issue to avoid 
liquidity issues in the long term.  

AJC view: Saudi German’s revenue and margins were impacted in Q1-21 due to decrease 
in volume of business with one of the key clients. We await more details to determine the 
impact of the same on the LT prospects. In the LT, the ramp-up of operations at Dammam 
hospital and opening of a hospital in Makkah are expected to be key drivers of growth. The 
company needs to lower its receivable days. 

We value Saudi German on 50% weightage for DCF (3.0% terminal growth and 5.6% 
average WACC), and 25% weightage each for EV/EBITDA (18.5x FY21 EBITDA) and P/E 
(27.6x FY21 EPS) based on relative valuation. Our valuation yields a TP of SAR 37.0/
share, implying a 1.2% downside from the current levels. The stock is currently trading at 
a P/E of 29.6x based on our FY21 EPS estimate. We maintain our “Neutral” rating on this 
stock with a revised TP of SAR 37.0/share.

Key Financials
SARmn 
(unless specified) FY19 FY20 FY21E

Revenue 1,496.6 1,772.2 1,854.9
Growth % 7.6% 18.4% 4.7%
Gross Profit 472.9 600.0 589.5
Net Profit 97.6 101.0 116.4
Growth % -43.4% 3.5% 15.2%
EPS 1.06 1.10 1.26
Source: Company reports, Aljazira Capital

Neutral   

Target Price (SAR) 37.0

Upside / (Downside)* -1.2%
 Source: Tadawul *prices as of 2th of June 2021 

Key Ratios

FY19 FY20 FY21E

Gross Margin 31.6% 33.9% 31.8%
Net Margin 6.5% 5.7% 6.3%
P/E (x) 28.0x 31.9x 29.6x
P/B (x) 1.8x 2.0x 2.0x
EV/EBITDA (x) 18.9x 19.2x 17.2x
Dividend Yield (%) 2.1% 2.6% 2.8%
Source: Company reports, Aljazira Capital 

Key Market Data
Market Cap (bn) 3.4
YTD % 6.8%
52 Week (High / Low) 40.3/25.8
Shares Outstanding (mn) 92.0
Source: Company reports, Aljazira Capital

Price Performance

Source: Tadawul, Aljazira Capital
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 Key Financial Data

Amount in SAR mn, unless otherwise specified FY16 FY17 FY18 FY19 FY20 FY21E FY22E FY23E
 Income statement 
 Revenues  1,615.6  1,462.4  1,390.7  1,496.6  1,772.2  1,854.9  2,378.3  2,585.4 
 Y/Y 5.3% -9.5% -4.9% 7.6% 18.4% 4.7% 28.2% 8.7%
 Cost  (787.3)  (864.5)  (889.9)  (1,023.7)  (1,172.2)  (1,265.5)  (1,623.4)  (1,725.9)
 Gross profit  828.4  597.9  500.7  472.9  600.0  589.5  754.9  859.5 
 Selling & distribution expense  (181.3)  (11.9)  (10.2)  (14.8)  (31.1)  (31.7)  (43.0)  (44.5)
 General & administration expense  (288.7)  (291.2)  (327.8)  (354.9)  (442.5)  (412.0)  (532.5)  (572.4)
 Operating profit  358.4  294.8  162.7  103.3  126.4  145.7  179.4  242.6 
 Y/Y -5.2% -17.7% -44.8% -36.5% 22.4% 15.3% 23.1% 35.2%
 Other income  18.3  15.1  19.0  17.1  9.1  16.0  20.5  22.3 
 Financial charges  (13.2)  (12.0)  (11.1)  (25.1)  (35.8)  (45.8)  (27.2)  (31.6)
 Profit before zakat & minority interest  363.5  297.8  170.7  95.3  99.7  115.9  172.7  233.3 
 Non-controlling interest  3.2  27.1  7.7  7.5  6.8  17.0  17.8  24.0 
 Profit before zakat   366.6  325.0  178.3  102.7  106.5  132.9  190.5  257.3 
 Zakat  (4.0)  (5.5)  (6.1)  (5.2)  (5.5)  (16.6)  (24.5)  (33.1)
 Net income  362.6  319.5  172.2  97.6  101.0  116.4  166.0  224.3 
 Y/Y -7.1% -11.9% -46.1% -43.4% 3.5% 15.2% 42.6% 35.1%
 Balance sheet 
 Assets 
 Cash & bank balance  155  111  44  54  17  280  364  209 
 Other current assets   1,007  1,041  1,144  1,307  1,834  1,443  1,583  1,678 
 Property & Equipment  1,111  1,267  1,534  1,909  2,074  2,230  2,349  2,456 
 Other non-current assets   4  6  5  35  33  29  26  22 
 Total assets   2,276  2,425  2,727  3,305  3,957  3,982  4,322  4,366 
 Liabilities & owners' equity 
 Total current liabilities  570  546  676  821  1,188  872  1,110  933 
 Long-term loans  129  131  330  643  847  1,072  1,033  1,104 
 Total other non-current liabilities  199  246  231  280  290  289  356  373 
 Non-controlling interest  59  52  45  39  43  43  43  43 
 Paid -up capital  920  920  920  920  920  920  920  920 
 Statutory reserves   125  155  172  182  192  204  220  243 
 Retained earnings   275  374  353  421  477  582  640  749 
 Total owners' equity  1,320  1,449  1,446  1,523  1,590  1,706  1,780  1,912 
 Total equity & liabilities   2,276  2,425  2,727  3,305  3,957  3,982  4,322  4,366 
 Cashflow statement 
 Operating activities  253  347  161  99  (263)  651  378  339 
 Investing activities  (141)  (235)  (355)  (469)  (290)  (279)  (250)  (246)
 Financing activities  (13)  (156)  127  380  517  (110)  (44)  (248)
 Change in cash   99  (44)  (67)  10  (37)  263  84  (155)
 Ending cash balance  155  111  44  54  17  280  364  209 
 Key fundamental ratios 
 Liquidity ratios 
 Current ratio (x)  2.0  2.1  1.8  1.7  1.6  2.0  1.8  2.0 
 Quick ratio (x)  1.9  1.9  1.6  1.5  1.4  1.8  1.6  1.8 
 Profitability ratios 
 GP Margin 51.3% 40.9% 36.0% 31.6% 33.9% 31.8% 31.7% 33.2%
 Operating Margins  22.2% 20.2% 11.7% 6.9% 7.1% 7.9% 7.5% 9.4%
 EBITDA Margin  26.1% 25.4% 18.1% 13.5% 14.3% 14.7% 13.3% 15.0%
 Net Margin  22.4% 21.8% 12.4% 6.5% 5.7% 6.3% 7.0% 8.7%
 Return on assets  16.5% 13.6% 6.7% 3.2% 2.8% 2.9% 4.0% 5.2%
 Return on equity  25.5% 22.2% 11.5% 6.4% 6.3% 6.9% 9.3% 11.9%
 Leverage ratio 
 Debt / equity  (x)  0.2  0.2  0.4  0.6  0.9  0.8  0.8  0.7 
 Market/valuation ratios 
 EV/sales (x) 4.3 3.6 2.6 2.5 2.7 2.5 1.9 1.8
 EV/EBITDA (x) 16.5 14.1 14.4 18.9 19.2 17.2 14.8 12.0
 EPS (SAR) 3.9 3.5 1.9 1.1 1.1 1.3 1.8 2.4
 BVPS (SAR)  14.3 15.7 15.7 16.5 17.3 18.5 19.3 20.8
 Market price (SAR)* 73.4 53.9 32.5 29.7 35.1 37.5 37.5 37.5
 Market-Cap (SAR mn) 6,752 4,957 2,987 2,734 3,226 3,447 3,447 3,447
 Dividend yield  2.7% 3.7% 0.0% 0.0% 0.0% 2.7% 2.7% 4.0%
 P/E ratio (x) 18.6 15.5 17.3 28.0 31.9 29.6 20.8 15.4
 P/BV ratio (x) 5.1 3.4 2.1 1.8 2.0 2.0 1.9 1.8

 Source: Company financials, AlJazira research



Asset Management | Brokerage | Corporate Finance | Custody | Advisory

Head Office: King Fahad Road, P.O. Box: 20438, Riyadh 11455, Saudi Arabia، Tel: 011 2256000 - Fax: 011 2256068

Al-Jazira Capital is a Saudi Investment Company licensed by the Capital Market Authority (CMA), license No. 07076-37

RE
SE

A
RC

H
 D

IV
IS

IO
N

RE
SE

A
RC

H
 

D
IV

IS
IO

N
RA

TI
N

G
TE

RM
IN

O
LO

G
Y

BR
O

KE
RA

GE
 A

ND
 IN

VE
ST

M
EN

T 
CE

NT
ER

S 
DI

VI
SI

O
N

Disclaimer 

AlJazira Capital, the investment arm of Bank AlJazira, is a Shariaa Compliant Saudi Closed Joint Stock company and 
operating under the regulatory supervision of the Capital Market Authority. AlJazira Capital is licensed to conduct 
securities business in all securities business as authorized by CMA, including dealing, managing, arranging, advisory, 
and custody. AlJazira Capital is the continuation of a long success story in the Saudi Tadawul market, having occupied 
the market leadership position for several years. With an objective to maintain its market leadership position, AlJazira 
Capital is expanding its brokerage capabilities to offer further value-added services, brokerage across MENA and 
International markets, as well as offering a full suite of securities business. 

1. Overweight: This rating implies that the stock is currently trading at a discount to its 12 months price target. 
Stocks rated “Overweight” will typically provide an upside potential of over 10% from the current price levels 
over next twelve months.

2. Underweight: This rating implies that the stock is currently trading at a premium to its 12 months price target. 
Stocks rated “Underweight” would typically decline by over 10% from the current price levels over next twelve 
months.

3. Neutral: The rating implies that the stock is trading in the proximate range of its 12 months price target. Stocks 
rated “Neutral” is expected to stagnate within +/- 10% range from the current price levels over next twelve 
months. 

4. Suspension of rating or rating on hold (SR/RH): This basically implies suspension of a rating pending further 
analysis of a material change in the fundamentals of the company. 

The purpose of producing this report is to present a general view on the company/economic sector/economic subject under research, and not to recommend a buy/sell/hold for 
any security or any other assets. Based on that, this report does not take into consideration the specific financial position of every investor and/or his/her risk appetite in relation 
to investing in the security or any other assets, and hence, may not be suitable for all clients depending on their financial position and their ability and willingness to undertake 
risks. It is advised that every potential investor seek professional advice from several sources concerning investment decision and should study the impact of such decisions on 
his/her financial/legal/tax position and other concerns before getting into such investments or liquidate them partially or fully. The market of stocks, bonds, macroeconomic or 
microeconomic variables are of a volatile nature and could witness sudden changes without any prior warning, therefore, the investor in securities or other assets might face 
some unexpected risks and fluctuations. All the information, views and expectations and fair values or target prices contained in this report have been compiled or arrived at by 
Al-Jazira Capital from sources believed to be reliable, but Al-Jazira Capital has not independently verified the contents obtained from these sources and such information may be 
condensed or incomplete. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should be placed on the fairness, accuracy, completeness 
or correctness of the information and opinions contained in this report. Al-Jazira Capital shall not be liable for any loss as that may arise from the use of this report or its contents 
or otherwise arising in connection therewith. The past performance of any investment is not an indicator of future performance. Any financial projections, fair value estimates or 
price targets and statements regarding future prospects contained in this document may not be realized. The value of the security or any other assets or the return from them might 
increase or decrease. Any change in currency rates may have a positive or negative impact on the value/return on the stock or securities mentioned in the report. The investor might 
get an amount less than the amount invested in some cases. Some stocks or securities maybe, by nature, of low volume/trades or may become like that unexpectedly in special 
circumstances and this might increase the risk on the investor. Some fees might be levied on some investments in securities. This report has been written by professional employees 
in Al-Jazira Capital, and they undertake that neither them, nor their wives or children hold positions directly in any listed shares or securities contained in this report during the 
time of publication of this report, however, The authors and/or their wives/children of this document may own securities in funds open to the public that invest in the securities 
mentioned in this document as part of a diversified portfolio over which they have no discretion. This report has been produced independently and separately by the Research 
Division at Al-Jazira Capital and no party (in-house or outside) who might have interest whether direct or indirect have seen the contents of this report before its publishing, except 
for those whom corporate positions allow them to do so, and/or third-party persons/institutions who signed a non-disclosure agreement with Al-Jazira Capital. Funds managed 
by Al-Jazira Capital and its subsidiaries for third parties may own the securities that are the subject of this document. Al-Jazira Capital or its subsidiaries may own securities in one 
or more of the aforementioned companies, and/or indirectly through funds managed by third parties. The Investment Banking division of Al-Jazira Capital maybe in the process 
of soliciting or executing fee earning mandates for companies that is either the subject of this document or is mentioned in this document. One or more of Al-Jazira Capital board 
members or executive managers could be also a board member or member of the executive management at the company or companies mentioned in this report, or their associated 
companies. No part of this report may be reproduced whether inside or outside the Kingdom of Saudi Arabia without the written permission of Al-Jazira Capital. Persons who 
receive this report should make themselves aware, of and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by the foregoing limitations.
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