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Target Price: SAR17.8/share
Current Price: SAR16.2/share
Upside: +10%

Rating: Overweight

Saudi Azm for Communication and

Information Technology Company (Azm)

TP revise to SAR17.8 on strong backlog/margin expansion

= FY24-25 revenue is likely to increase by ~20% y/y, primarily driven by strong backlog
and new contract wins.

= Gross margins to expand gradually to ~23% over FY24-27e, aided by a change in
revenue mix towards higher margins businesses.

= We raise our target price to “SAR17.8/share based on an average of 30x P/E and DCF
methods. We revise our rating to Overweight, with an upside of ~10%.

Sizeable backlog provides healthy top-line visibility: Azm's backlog stood at SAR329mn at the
end of FY23. Since then, the company has secured multiple contracts worth ~SAR140mn,
including: i) contracts with SASO (20% of FY22 revenue; 36 months duration) ii) SAR17mn
contract with ETEC (17 months duration), iii) SAR18.5mn contract with the Ministry of Industry
(12 months)), iv) SAR15.2mn contract with the SDB (12 months) and v) contract award with the
Small and Medium Enterprises General Authority (5% of FY23 revenues). As per our
understanding, the backlog has increased to SAR351mn by FY9M24, with a potential to grow
further, as Azm builds up a track record to bid for larger projects in a sole capacity. Considering
the backlog realization period and new contract wins, we expect the top line to grow by ~20%
y/y in FY24e (June-ended; in line with the guidance). Overall, on a conservative basis, we expect
revenue to rise at a CAGR of 16% over FY23-28e.

Margins likely to expand given a strategic shift towards high margins business: The group's
average gross margin for the period FY20-23 was ~21%. We expect it to gradually expand to
~23% over FY24-27e (24% in 1HFY24), mainly due to i) its focus on high margin businesses such
as platforms, products and IT services, and ii) lower outsourcing revenues (generating a single
digit margin only). This, along with the improvement in operating efficiencies, and higher equity
income from its investment, would result in a 19% CAGR earnings growth over 2023-28e, with
FY24 earnings likely increasing by 24% y/y (in-line with the guidance).

Figure 1: Key financial metrics

Revenue 152.6 190.4 229.3 274.3 321.5
Revenue growth 12.9% 24.8% 20.4% 19.6% 17.2%
Gross Profit 30.8 38.5 50.4 62.4 73.8
Gross Profit margin 20.2% 20.2% 22.0% 22.8% 23.0%
EBITDA 15.6 19.5 29.1 37.6 45.5
Op. income 14.5 17.3 27.7 35.8 43.4
Net profit* 19.1 23.1 28.5 35.1 42.3
Net profit margin 12.5% 12.6% 12.9% 13.3% 13.7%
EPS (SAR) 0.3 0.4 0.5 0.6 0.7
P/E 50.9x 42.2x 34.1x 27.7x 23.0x

Source: Company data, GIB Capital. June-ended. * Attributable to equity share holders
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e New product/platform launches: Based on our discussion with the company, Azm plans to
launch a new product company in the mortgage space. This may provide a significant boost
to the company's earnings, although as of now it is still in the planning stage.

e Inorganic growth strategy: The company also plans to acquire a couple of companies with
strong business moats and high profitability, which may further bolster its earnings
potential.

Given the uncertainty surrounding the company's organic and inorganic expansion strategies,
we have not factored these into our forecasts. Once more details emerge and these plans
materialize, we will incorporate them into our projections, which may lead to a revision in our
estimates and TP.

The planned transition to the main market, which has been approved by the
board in April 2024, is expected to act as a positive catalyst for the stock. The stock was up by
more than ~12% post the board’s approval but later came down due to overall market-related
weakness.

Saudi Azm’s 1H24 earnings remained largely in line with our estimates;
however, revenue fell short of our expectations. Azm's 1H24 revenue came in at SAR107mn, up
4.4% y/y but below our estimates by about 11%. This growth was mainly driven by their
enterprise and proprietary technology businesses. While revenue fell short, profits met our
expectations due to higher-than-anticipated margins. Gross margins were around 24% in 1H24,
exceeding our forecast of 22%. This improvement is due to a shift in their revenue mix, with a
greater portion coming from their higher-margin segments. Additionally, growth in other
income also contributed to a better-than-expected net margin of around 13%, compared to our
estimate of 11%.

We use an equal mix of DCF and P/E-based valuation methods for valuing
the company. For relative valuation, we use a 30x multiple (25x earlier) on an average of FY24-
25e EPS and arrive at a 1Y forward TP of SAR17.5/share. This adjustment reflects the re-rating
of Azm’s local and global peers (Figure 2). For DCF, using a WACC of 10%, we arrive at a 1Y
forward TP of SAR18.1/share. Combining both approaches, we derive a blended average TP of
SAR17.8/share (rounded off), indicating an Overweight rating with ~10% upside potential.

Being a technology-driven company, the major risk is failure to keep up with technological
changes in the sector. Lack of diversity in clientele, ability to maintain talent, execution risks
leading to inability to bid for future projects, increase in competition, unfavorable changes in
regulations are some of the other risks.



Equity Research Report

AZM AB Equity
30 May 2024

Figure 2: Peer comps
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17,482 46.2x 40.2x 34.7x 40.3x 34.4x 29.3x 1% 15.7x
8,818 26.4x 22.8x 20.0x 18.3x 17.0x 15.1x 2% 9.3x
259 37.7x 34.1x 27.9x 41.8x 31.3x 24.3x N.A. 11.8x
1,168 107.8x N.A. N.A. 109.5x N.A. N.A. N.A. 12.2x
1,206 34.1x 24.9x 21.5x 26.0x 22.2x 18.6x 1% 11.0x
50.4x 30.5x 26.0x 47.2x 24.5x 21.0x 1% 12.0x
37.7x 29.5x 24.7x 40.3x 22.2x 18.6x 1% 11.8x
233,576 79.6x 38.7x 28.8x 25.8x 25.2x 18.4x 1% 5.0x
167,734 55.2x 35.7x 31.3x 36.2x 25.8x 22.5x 1% 8.9x
262,073 51.6x 27.6x 24.3x 23.8x 17.2x 15.7x 1% 4.4x
57,154 38.2x 31.7x 27.6x 86.8x 22.3x 19.1x 0% 5.6x
32,775 63.1x 33.1x 29.8x 60.3x 26.4x 22.9x 0% 7.1x
13,504 40.3x 29.4x 25.8x 24.2x 19.8x 17.7x 2% 10.4x
8,128 26.0x 7.1x 8.4x 8.0x 7.9x 8.9x 3% 2.0x
45,018 49.3x 26.2x 23.2x 34.4x 21.9x 19.3x 0% 24.3x
214,337 37.8x 26.5x 23.5x 26.5x 21.5x 18.9x 0% 14.0x
90,082 62.1x 45.3x 39.5x 28.7x 36.5x 33.9x N.A. 12.6x
55,030 46.2x 28.9x 26.4x 26.4x 21.6x 19.6x 1% 6.2x
80,609 86.0x 50.0x 42.5x 62.3x 40.8x 33.6x 0% 22.6x
28,641 63.2x 34.9x 31.3x 39.1x 27.0x 24.2x 0% 5.3x
21,501 74.1x 36.4x 30.6x 35.8x 28.0x 25.5x 0% 7.3x
58,285 83.1x 37.5x 30.8x 25.0x 21.5x 17.9x N.A. 25.2x
57.1x 32.6x 28.3x 36.2x 24.2x 21.2x 1% 10.7x
55.2x 33.1x 28.8x 28.7x 22.3x 19.3x 0% 7.3x
28,267 21.6x 19.5x 17.7x 12.6x 11.8x 10.8x 2% 3.1x
44,036 23.7x 21.7x 19.4x 14.5x 13.3x 12.1x 4% 5.5x
N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.
33,243 14.7x 14.5x 13.5x 9.2x 9.2x 8.7x 2% 2.5x
165,043 30.2x 26.8x 24.2x 20.9x 18.9x 17.1x 3% 14.9x
2,351 15.1x 11.6x 10.3x 9.5x 7.3x 6.6x 0% 3.1x
5,983 9.6x 11.0x 10.1x 9.3x 8.8x 8.1x 2% 2.6x
4,911 28.1x 18.8x 16.5x 16.6x 13.1x 11.7x 0% 6.1x
5,359 28.7x 26.0x 22.5x 18.0x 16.4x 14.5x 2% 5.1x
72,246 22.9x 22.9x 20.4x 16.0x 15.1x 13.7x 3% 6.8x
15,078 48.3x 26.6x 19.6x 25.2x 17.1x 13.2x 3% 4.7x
24.3x 19.9x 17.4x 15.2x 13.1x 11.7x 2% 5.4x
23.3x 20.6x 18.5x 15.2x 13.2x 11.9x 2% 4.9x
45.0x 27.9x 24.2x 31.0x 20.3x 17.8x 1% 9.2x
39.3x 26.8x 24.2x 25.5x 20.6x 17.8x 1% 6.9x

Source: Bloomberg, GIB Capital
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Financial analysis in charts

Figure 3: Backlog trend (SARmn)

Figure 4: Revenue forecast (SARmn)
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Figure 5: Gross profit and gross margin trend (SARmn)
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Figure 6: EBITDA and EBITDA margin trend (SARmn)
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Figure 7: Net income* forecast (SARmn)

Source: Company data, GIB Capital

Figure 8: ROA and ROE
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Financials

Figure 9: Summarized basic financial statements (SARmn)

Revenue 152.6 190.4 229.3 274.3 321.5
y/y growth 12.9% 24.8% 20.4% 19.6% 17.2%
Cost of Services/Goods (121.7) (151.9) (178.8) (211.9) (247.7)
Gross Profit 30.8 38.5 50.4 62.4 73.8
Gross Margin 20.2% 20.2% 22.0% 22.8% 23.0%
Selling and Marketing (2.1) (0.8) (0.9) (1.1) (1.2)
General and Administrative (14.2) (20.3) (21.8) (25.5) (29.3)
Operating Profit 14.5 17.3 27.7 35.8 43.4
Operating margin 9.5% 9.1% 12.1% 13.1% 13.5%
Finance Cost (0.7) (1.2) (2.1) (2.0) (1.9)
Share of profit from investment in
an associate 0.9 1.8 2.0 2.2 2.3
Other revenue 5.8 7.7 4.0 2.9 3.2
Profit Before Tax and Zakat 20.5 25.6 31.7 39.0 47.0
Tax and Zakat (1.4) (1.6) (2.1) (2.5) (3.1)
Profit After Tax 19.1 24.0 29.6 36.4 43.9
Non-controlling interest 0.0 (0.9) (1.2) (1.3) (1.6)
Profit available to equity holders 19.1 23.1 28.5 35.1 42.3
y/y growth 23.0% 20.8% 23.7% 23.0% 20.5%
Net margin 12.5% 12.1% 12.4% 12.8% 13.2%
EPS 0.3 0.4 0.5 0.6 0.7
DPS 0.0 0.0 0.0 0.0 0.0
Dividend Payout 0.0% 0.0% 0.0% 0.0% 0.0%
EEET N
Account Receivables 11.2 23.9 28.8 345 40.4
Other Current Assets 44.8 58.2 63.0 70.1 77.6
Cash and Equivalents 27.2 27.6 58.7 93.6 136.1
Total Current Assets 83.2 109.7 150.5 198.2 254.1
Total Non-Current Assets 24.4 49.2 50.4 51.7 53.2
Total Assets 107.6 158.9 200.9 250.0 307.3
Current Liabilities 40.1 70.6 85.4 98.0 111.5
Non-current Liabilities 15.7 18.9 16.6 16.6 16.6
Equity 51.8 69.3 98.9 135.4 179.3
Total Equity and Liabilities 107.6 158.9 200.9 250.0 307.3
BVPS 0.9 1.2 1.6 23 3.0
(Costflow W2 V2% M2 P25 F¥26e
Cashflow from Operations 32.2 30.6 34.8 38.0 46.1
Cashflow from Investing (8.3) (27.7) (2.6) (3.1) (3.5)
Cashflow from Financing (10.3) (2.5) (1.0) 0.0 0.0
Total Cashflows 13.6 0.4 31.1 34.9 42.5
Source: Company, GIB Capital. June-
ended

(6]
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Figure 10: Key ratios
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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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