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Key Points:

 Watani Steel Company was established as a limited liability company in

August 2008. Then the Company was converted into a closed joint stock in
May 2020. Later, the company’s shares have been listed in Tadawul and
have been traded in Nomu-Parallel Market since February 2021. Its
current capital is SAR 121.1 million, divided into SAR 12.11 million
ordinary shares.

 Watani Steel Company is considered one of the main factories in the
Kingdom that works in the production of steel (blocks and rebar) of
various sizes.

 The annual production capacity of the factory is as follows:

 280,000 tons for steel billets

 320,000 tons for rebars.

 We believe that the company's location in the central region (Riyadh-Al-
Kharj Road, south of the 3rd Industrial City) will support the growth
significantly. Therefore, we believe that the company will be one of the
biggest beneficiaries of the projects in Riyadh and other regions due to
the strategic location and easy access to these areas.

A Remarkable growth during the first half of 2021:

 Watani Steel Company showed a remarkably strong performance during
the first half of 2021, with a growth in sales of 56.4% compared to the first
half of 2020. Despite the increase in raw material prices and cost of sales
during the same period along with an increase in the G&A expenses, but
the company was able to achieve a strong net profit of SAR 30 million
compared to profits of SAR 18.3 million for the same period last year (64%
growth). This is due to higher selling prices, increase in sold quantities,
increase in other revenues and decrease in financing expenses during the
period.

 We believe that the improvement will continue in the fiscal year 2021,
with price stability, and at the same time, the expansion of the Corona
vaccine will gradually return economic activities and revive the economy.

In addition to the significant government commitment and support to
enable the industrial sector in Vision 2030.

Strengths and competitive advantages:
 The company obtained accreditation certificates from the Ministry of

Housing and the Ministry of Transportation .

 Using modern manufacturing equipment in good industrial sites.
 Size of the company's operations.

Recommendation: Neutral

Current price as of Sep 20/2021 68.5 SAR

Target price 64.2 SAR

Expected change in price up/down -6.3% %

Key Market Data

Market Cap 836.80 M - SAR

Highest price in 52 weeks 93.00 2/23/2021

Lowest price in 52 weeks 40.70 2/17/2021

Stock performance 48.10 Start of the year 

Shares outstanding 12.11 Million

*Source: Company reports and information

Major Shareholders

Name Shares number  (M) %

Abdulkarim Alrajhi 5.45 44.96

Yousef Alturaif 2.42 20.00

*Source: Company reports and information

Company Actions - Change in Capital

Previous capital (M) 121.00

Previous No. of Shares (M) 12.10

Percentage of change 0.1%

Current Capital (M-SAR) 121.1

Current No. of Shares (M) 12.11

Announcement date 7/12/2020
*Source: Company reports and information
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*Market information sources: a report on the size of the construction sector in the Kingdom - Al-Watan Newspaper
And a report on the rise in iron prices - Al-Madina Newspaper.

Company Products: 

 Steel billet manufacturing

 Billet is a semi-finished blocks of iron steel that has a square intersection and is the main production raw material in rolling mill
which use it to manufacture iron rods such as rebar, angle, square, flat iron, railways and bridges.

 Iron will be produced by recycling and processing iron and steel scraps in magnetic induction furnaces, then pour them in the
shape of billet. “semi-finished block of iron with a square intersection”

 Rebar

 Watani steel produces rebar in different sizes ranging from 10 mm to 32 mm as per high quality specifications and standards that
the company is keen on applying and committing to them in all phases of the production.

SAR 50 billion investments in the iron and steel sector:

 Saudi Vision 2030 sets a goal for the mining sector to contribute at full potential to the national economy. The development of the mining 
sector is therefore a priority and is listed as the third pillar of economic diversification after oil, gas and petrochemicals production.

 According to published statistics, the volume of investments in the iron and steel sector in the Kingdom is estimated at about SAR 50 billion, 
while the production capacity of this sector is about 13 million tons annually. On the other hand, Saudi iron and steel imports in the first 
nine months of 2020 amounted to about 11.8 million tons, with a total value of about SAR 23.4 billion.

The main challenges facing the iron and steel sector:
 Demand and price fluctuations.
 High competition from low-cost imports.

 The need for increased productivity and cost efficiency.

 The Saudi market is dominated by long steel products (rebar, hollow structures, and tubes), which are made from billets and coils. The iron 
and rebar manufacturing markets are highly competitive and price sensitive.

40% increase in building materials prices in Saudi Arabia:

 The local building materials market recorded a remarkable variation during the year 2021, despite the increase in the value of imports to
more than 13 billion and its growth on an annual basis at the end of last July, but the prices of construction materials jumped to record
levels during last July on an annual basis, and ranged between 4% and 40% Depending on the nature of the construction materials.

 A ton of "national reinforcing steel" 18 mm increased by 29.39% percent, recorded during July 2021, about 3505.45 riyals, and the highest
price growth was for "Roman wood", which rose by 40.7% during the comparison period between July 2020 and July 2021.

 This rise is due to the closure during the pandemic period, in addition to workers leaving / moving to other places, which led to the closure
of a large number of warehouses.

The company's annual production

# 2016 2017 2018 2019 2020

Billet line 123,777 240,785 261,415 254,302 234,844 

Rolling mills  line 169,593 269,976 221,932 241,793 226,401 

Total 293,370 510,761 483,347 496,095 461,245 

*Source: Company reports and information
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A remarkable growth during the first half of 2021:

 Watani Steel Company showed a remarkably strong performance during
the first half of 2021, with a growth in sales of 56.4% compared to the first
half of 2020. Despite the increase in raw material prices and cost of sales
during the same period along with an increase in the G&A expenses, but
the company was able to achieve a strong net profit of SAR 30 million
compared to profits of SAR 18.3 million for the same period last year (64%
growth). This is due to higher selling prices, increase in sold quantities,
increase in other revenues and decrease in financing expenses during the
period.

Summary of Financial Results 

(M SAR )
6 Months 
2020

6 Months 
2021

Change

Revenues 205.92 322.02 56.4%

Gross profit 28.50 40.68 42.7%

Operation profit 23.27 33.82 45.3%

Net income 18.32 30.00 63.8%

Number of shares 12.11 12.11 -

EPS 1.51 2.48 63.9%

The company’s financial performance during 2020 :

 The company achieved a growth in net profit of 5.7% during the year of 2020, reaching SAR 31 million, compared to SAR 29.4 million in
2019, while the revenues decreased by 4.5% to SAR 459.4 million.

 The reason for the increase in net profit is mainly due to the increase in profit margins, even though there was a decrease in sales volume,
due to low demand rates resulting from the effects of the outbreak of the global pandemic “Covid 19” and curfew periods, as well as the
increase in expenses / provisions charged during the period due to the decrease in receivables.

 The increase in profit margins is due to the decrease in the operating expenses by 6.5% in the year 2020 which is due to the following:

 The company obtained governmental support from the Ministry of Human Resources and Social Development for "employees
eligible for support" to pay part of their salaries during the year 2020.

 The company obtained government support to assist industrial companies through a 30% discount on electricity bills for a period
of three months from the year 2020.

 The company obtained an exemption from the fees for issuing employees' work licenses for a period of five years as governmental
support for industrial facilities.

 The financing expenses during the year of 2020 has decreased by 1.5% compared to 2019, due to several reasons, the most important
reason is the decrease in the interest rate (SIBOR) during the year, In addition to reclassifying the expenses of follow-up fees for the Saudi
Industrial Development Fund loan to general and administrative expenses.

 The financing expenses was decreased also by 1.5% compared to 2019, due to decrease in the interest rate (SIBOR) during the year, and the
reclassification of the SIDF loan fee under the G&A expenses.

 On the other hand, the general and administrative expenses during the year of 2020 has increased by 17.9% compared to the year of 2019
due to the reclassification of fees for the follow-up costs of the Saudi Industrial Development Fund loan No. 2383 with a value of SAR
1,697,000, Where its value was reversed from finance costs to general and administrative expenses. Moreover, the company paid

consulting fees to convert the company from a limited liability company to a closed joint stock company and to list the company’s shares in
the parallel market (Nomu).

 Earnings per share for this year was SAR 2.6, while the earnings per share for the previous year were SAR 2.4 .
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Income Statement 2018-Actual 2019-Actual 2020-Actual

Total Revenue 476,792,303 481,061,778 459,411,422 

Direct cost (427,118,530) (430,835,332) (403,014,955)

Gross Profit 49,673,773 50,226,446 56,396,467 

Selling and Marketing Expenses (3,781,690) (353,741) (375,069)
General And Administrative Expenses (10,655,398) (10,084,036) (11,889,365)
Net Operating Income 35,236,685 39,788,669 44,132,033 
Net Income 25,266,877 29,392,424 31,080,985 

Balance Sheet 2018-Actual 2019-Actual 2020-Actual

Assets

Total Current Assets 71,383,915 59,186,394 64,336,890 

Total Non-Current assets 361,230,044 345,776,636 322,966,040 

Total Assets 432,613,959 404,963,030 387,302,930 

Liabilities And Shareholder’s Equity

Total Current Liabilities 202,768,737 198,185,094 200,230,257 

Total Non-Current Liabilities 90,657,617 61,733,940 46,744,264 

Total Liabilities 293,426,354 259,919,034 246,974,521 

Shareholder’s Equity 139,187,605 145,043,996 140,328,409 

Total Liabilities & Shareholder’s Equity 432,613,959 404,963,030 387,302,930 

Financial Ratios 2018Actual - 2019-Actual 2020-Actual

Liquidity Ratios

Current ratio (times) 0.35 0.30 0.32 

Quick ratio (times) 0.11 0.09 0.06 

Working capital (131,384,822) (138,998,700) (135,893,367)

Profitability ratios

Gross margin % 10.4% 10.4% 12.3%

Operating margin % 7.4% 8.3% 9.6%

Net profit margin % 5.3% 6.1% 6.8%

Return on Assets % 5.8% 7.3% 8.0%

Return on equity % 18.2% 20.3% 22.1%

Revenue growth rate - 0.9% -4.5%

Direct costs to revenue 89.6% 89.6% 87.7%

Coverage Ratios

Dept to Equity 2.11 1.79 1.76 

Dept to Capital 2.43 2.15 2.04 

Evaluations

EV/EBITDA multiplier (times) 6.94 5.84 16.64 

Earnings per share (SAR) 2.09 2.43 2.57 

Book value per share (SAR) 11.50 11.99 11.59 

P/E (times) 5.51 4.93 26.69 

Book value multiples (times) na na 5.91 

The company's ability to increase its revenues and
improve its profitability depends on improving existing
production lines or expanding by adding new production
lines.

The company's ability to expand its business in the future
also depends on its ability to continue implementing and
improving operational, financial and management
information systems in an efficient and timely manner, as
well as on its ability to increase, motivate and train human
resources.

The company may need to obtain loans and bank facilities
to finance its expansion plans in the future, and obtaining
financing depends on the company’s capital, financial
position, cash flows, guarantees provided and its credit
record. The company may not be able to obtain
appropriate financing if it needs to, which will have a
negative and material impact on the company's
performance, operations and future plans.

The current ratio amounted to (0.30) and (0.32) as in 2019
and 2020, while the working capital was about SAR (139)
million and SAR (136) million, as in 2019 and 2020.

The Company finances its working capital through loans,
as liabilities consist of short-term loans from banks, long-

term loan from SIDF, payables and accrued expenses.

The company’s liquidity risk is represented in its inability
to meet its short-term obligations as they become due,
and it can also result from the inability to sell fixed assets
quickly and at an amount close to their fair value, which
negatively and materially affects the company’s business
and its financial results.

* Earnings multiples for the years 2018 and 2019 were calculated based on the book value of the share.

Historical Financial Statements:
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Valuation according to discounted cash flow
(DCF )

2021 2022 2023 2024 2025 Terminal value

Operating cash flow 86,184,401 81,116,599 85,060,812 89,118,079 93,485,451 

Capital expenditures (816,130) (822,113) (828,253) (834,553) (841,020)

Financing costs 7,178,068 11,457,713 7,104,689 6,606,484 6,057,198 

Free cash flow 92,546,339 91,752,199 91,337,248 94,890,010 98,701,629 1,014,993,806 

Present value (free cash flow of the business) 83,325,425 74,379,468 66,665,754 62,340,284 58,383,603 600,385,188 

Present value - free cash flow of the business 945,479,723 

Adding cash 8,445,181 

Subtracting  End of Service Benefits (4,444,264)

Net debt (172,000,000)

Shareholder's equity value per share 777,480,640 

Number of Shares 12,110,000 

Target price
64.2 

Current price 68.5 

Expected change in price up/down -6.3%

We have conducted the valuation for Watani Steel Company using the 
Discounted Cash Flow (DCF) method, considering a WACC is equal to

11.1% (based on a risk-free rate of 2.8%, market risk premium 7.56%, Beta 
of 1.70).

Based on the DCF valuation, the fair price of Watani Steel share is SAR 
64.2 which is lower than the traded value by 6.3%.

DCF Valuation:
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TeamOne uses its own evaluation structure, and its recommendations are based on quantitative and qualitative data collected by the analysts. 

Moreover, the evaluation system places covered shares under one of the next recommendation areas based on the closing price of the market, 

the fair value that we set and the possibility of ascent/descent .

• Overweight : The fair value is more than 10% above the current price.

• Neutral: the fair value is more or less than the current price by less than 10%.

• Underweight: Fair value is more than 10% below the current price.

• To be Revised : The fair value has not been determined for one or more of the following reasons: waiting for more analysis, waiting for 

detailed financials, waiting for more data to be updated, major change in company`s performance, change in market conditions or any other 

reason.

TeamOne Rating Methodology:
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Website: www.TeamOne.com.sa
Kingdom Saudi Arabia
CMA License: 6009 - 30`

Disclosure and disclaimer

The purpose of preparing this report is to provide a general idea of the company, the economic sector, or the subject under research.
We would also like to note that this information in no way constitutes a recommendation to buy or sell banknotes or make any
investment decisions. Based on that, this report does not take into account the financial circumstances of each investor and the
extent of his/her willingness to bear the risks related to investing in securities or other assets, and therefore may not be suitable for
all clients with different financial conditions, ability and willingness to take risks.

The information in this document has been obtained from several public sources, which are supposed to be reliable, but we do not
guarantee their accuracy, TeamOne exerted utmost efforts to ensure that the information included in this report is accurate and
correct. However, TeamOne Co., its managers, and staff bear no liability whether explicitly or implicitly for the content of the report
and no legal responsibility, whether directly or indirectly, for any results based on it.
This research paper and any information contained in it may be subject to change without prior notice. This report should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever
without a prior written permission from TeamOne.

Team One is a company licensed by the Saudi Capital Market Authority | License No.: 6009-30


