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Target Price: SAR34.0/share
Current Price: SAR27.80/share
Upside: 22%

Rating: Overweight

Saudi Azm for Communication and Information
Technology Company (Azm)
Monetizing PPP from FY27 to structurally upgrade outlook

= Expect AZM to shift focus to PPP projects starting FY27 onwards; expect a revenue
CAGR of 26.7% (~26% earlier) over FY26-30e aided by recurring revenue models.

= Bottom-line is set to outpace topline amid scalability; expect earnings CAGR of 44%
over FY26-30e, compared to 32% earlier.

= Post revising our estimates and valuation assumptions, we revise our TP to SAR34/sh.
based on blended valuation using DCF and P/E methods with an “OW” rating.

FY27 marks a pivotal yearin Azm's transformation... Azm is likely to begin monetizing its Public-
Private Partnership (PPP) projects from FY27e, which we view as the infection point in its
transition into a leading digital services platform in KSA. Three projects are already on testing
phase (Infath, Tarikat and Sekaya) and should scale meaningfully over the coming years, while
two await implementation. Further, management is currently evaluating more than 18
opportunities and targets adding at least three new PPP projects annually in sizeable and
underpenetrated markets. Consequently, we expect digital services to become the primary
revenue driver for Azm over the long term, aided by the recurring nature and scalability of the
PPP business model. Meanwhile, the legacy business continues to provide solid revenue
visibility, aided by a SAR310mn backlog (June 2026) and SAR150mn of awarded contracts. In
addition, Azm's subsidiary, Wasl, has obtained a SAMA license for its digital brokerage activities,
enabling it to begin operations and adding further growth avenues (refer to our latest report on
AZM for PPP & Wasl details). Accordingly, we raise our FY27-28e top-line estimates by ~5% each
to SAR383mn (~25% y/y, in line with guidance) and SAR481mn (~26% y/y), respectively and
expect robust double-digit growth rates thereafter, lifting our FY26-30e top-line CAGR to 26.7%.

... improved earnings outlook on a stronger profitability profile: We expect Azm's profitability
to improve structurally, supported by stronger operating leverage and the scalable nature of its
platform-based business model. Accordingly, we significantly raise our FY27-30e average GPM
forecast to ~37% from 32.4% previously (vs. 32.5% in FY26), gradually reaching the 40% level by
FY30-31e as PPP contribution increases and scalability manifests.

Figure 1: Key financial metrics*

Revenue 253.2 307.4 382.9 480.7 609.3
Revenue growth 16% 21% 25% 26% 27%
Gross Profit 734 99.9 130.2 175.4 237.6
Gross Profit margin 29% 32% 34% 37% 39%
EBITDA 36.5 52.9 69.2 103.1 152.0
Op. income 32.3 48.0 66.5 99.8 148.0
Net profit** 374 51.0 73.0 105.7 152.7
Net profit growth 34.0% 36.2% 43.2% 44.8% 44.4%
Net profit margin 15% 16% 19% 22% 25%
EPS (SAR) 0.64 0.87 1.25 1.80 2.60
P/E 43.5x 31.9x 22.3x 15.4x 10.7x
EV/EBITDA 40.8x 28.1x 21.5x 14.4x 9.8x

Source: Company data, GIB Capital. *For the financial year ending in June. **Attributed to shareholders
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While growth investments are expected to lift OPEX by ~23% y/y in FY27e, we believe efficiency
gains should preserve margin expansion. As a result, we significantly revised our earlier
estimates for the bottom line for FY27e by ~14% to SAR73mn (+43% y/y, broadly in line with
the guidance) and for FY28 by 25% to ~SAR106mn (~45% y/y), reflecting full annual impact from
PPP shift. Beyond FY28e, we anticipate robust earnings growth to continue, as platform scale
and operating leverage increase, resulting in FY26-30e earnings CAGR of ~44% (~32% earlier).

Azm increased CAPEX sharply in FY26
to ~SAR31mn (~10% of revenue) as it invested in its PPP platforms. While project mobilization
needed higher spending, CAPEX was also inflated by the exceptional size of Infath and Tarikat,
which we view as likely non-recurring. Accordingly, we expect CAPEX intensity to moderate
from FY26 levels, but remain above historical averages, with CAPEX-to-sales averaging ~5% over
the medium term as the company targets adding 3 PPP projects annually. Despite the higher
investment profile, we remain constructive on Azm's financial position, supported by a
sustained net cash position and robust operating cash flow generation, which should allow the
company to fund growth internally, restore positive FCF, and potentially initiate shareholder
distributions over the medium term.

AZM posted a strong topline growth of 21.4% y/y in FY26,
reaching above the SAR300mn level, driven by enterprise services (+23% y/y) and platform
development (+72% y/y). Gross profits outpaced the topline, rising 36% y/y to SAR100mn on a
3.5ppts y/y margin expansion. Further, operating profits grew ~49% y/y to SAR48mn, aided by
provision reversals, despite higher expenses. Meanwhile, weak performance from associates
slightly weighed on the bottom line, which rose ~36% y/y to SAR51mn with a 16% net margin.
Overall, the annual performance exceeded our initial estimates across the board, apart from
net margin (~ 1pps miss) due to the negative impact of associates' performance.

Post raising our estimates upwards, we revised our blended 1Y Fwd TP to
SAR34.0/share, based on an equal mix of DCF (with a revised WACC of 10.9% due to the recent
market volatility) and P/E-based (24x on FY27e EPS) valuation methods, and reiterate our
“Overweight” with a ~22% upside potential. The stock surged by ~29% since our latest
recommendation, and trades currently at a P/E of ~22x based on FY27e estimated EPS. 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, and unfavorable changes in
regulations are some of the risks.
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Financial analysis in charts

Figure 2: Revenue trend (SARmn)
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Figure 3: Gross profit and gross margin trend
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Figure 4: EBITDA and EBITDA margin trend
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Figure 5: Net income trend (SARmn)*
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Figure 6: Leverage trend
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Figure 7: Profitability trend
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Summarized Financial Statements

Figure 8: Summarized basic financial statements (SARmn)*

Revenue 253.2 307.4 382.9 480.7 609.3
y/y growth 16.3% 21.4% 24.6% 25.5% 26.8%
Cost of Services/Goods (179.8) (207.5) (252.7) (305.2) (371.7)
Gross Profit 73.4 99.9 130.2 175.4 237.6
Gross Margin 29.0% 32.5% 34.0% 36.5% 39.0%
Selling and Marketing (1.0) (0.7) (0.9) (1.6) (1.9)
General and Administrative (38.5) (51.7) (61.3) (72.1) (85.3)
ECL (1.6) 0.5 (1.5) (1.9) (2.4)
Operating Profit 32.3 48.0 66.5 99.8 148.0
Operating margin 12.8% 15.6% 17.4% 20.8% 24.3%
Finance Cost (2.8) (2.6) (2.9) (3.0) (3.0)
Share of profit from investment
. . 2.5 (1.2) 0.5 1.1 1.6
in an associate
Other revenue 9.0 9.1 12.0 12.3 12.6
Profit Before Tax and Zakat 41.0 53.2 76.1 110.3 159.2
Tax and Zakat (1.8) (3.3) (4.6) (6.6) (9.6)
Profit After Tax 39.2 50.0 71.6 103.7 149.6
Non-controlling interest 1.8 (1.0) 1.4 2.1 3.0
Profit available to equity

41.0 49.0 73.0 105.7 152.7
shareholders
y/y growth 34.0% 36.2% 43.2% 44.8% 44.4%
Net margin 16.2% 15.9% 19.1% 22.0% 25.1%
EPS 0.64 0.87 1.25 1.80 2.60

(BalanceSheet  FY25a  FY26a  FY27e  FY28e  FY2%
Account Receivables 54.8 62.7 77.6 96.8 1219
Other Current Assets 181.6 205.0 229.0 262.2 304.3
Cash and Equivalents 18.6 17.9 52.9 123.1 227.4
Total Current Assets 2734 285.6 359.5 482.1 653.6
Total Non-Current Assets 71.8 97.9 113.4 134.6 163.2
Total Assets 345.3 383.5 473.0 616.7 816.8
Current Liabilities 177.5 173.1 184.9 217.9 260.1
Non-current Liabilities 25.1 28.2 31.8 36.3 42.0
Equity 142.6 182.2 256.3 362.5 514.6
Total Equity and Liabilities 345.3 383.5 473.0 616.7 816.8
BVPS 2.4 3.1 4.4 6.2 8.8
(Cashfow  F25a  FY26a  FYz7e  FYz8e  FY2se

Cash flow from Operations 108.9 41.3 53.2 94.0 135.8
Cash flow from Investing (88.8) (11.3) (22.7) (28.3) (36.0)
Cash flow from Financing (13.5) (30.6) 45 4.5 4.5
Total Cash flows 6.6 (0.6) 35.0 70.2 104.3

Source: Company, GIB Capital. *For the financial year ending in June.
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Figure 10: Key ratios

Profitability ratios

RoA 11.9% 12.8% 15.4% 17.1% 18.7%
RoE 28.7% 26.9% 28.5% 29.2% 29.7%
Net margin 16.2% 15.9% 19.1% 22.0% 25.1%

Liquidity ratios

Current ratio 1.5 1.7 1.9 2.2 2.5

Receivable Days 79 74 74 74 73

Payable days 42 27 28 28 27

Cash conversion cycle 37 47 46 46 46

Debt ratios

Net Debt/EBITDA (w/ IFRS liab.) 0.1x 0.2x -0.3x -0.9x -1.3x
Debt/Assets (w/ IFRS liab.) 0.1x 0.1x 0.1x 0.1x 0.0x
Net Debt/Equity (w/ IFRS liab.) 0.1x 0.1x -0.1x -0.3x -0.4x

Valuation ratios

P/E 43.5 31.9 22.3 15.4 10.7
P/B 11.4 8.9 6.4 4.5 3.2
EV/EBITDA 40.8 28.1 21.5 144 9.8
Dividend yield 0.0% 0.0% 0.0% 0.0% 0.0%

Source: Company, GIB Capital. *For the financial year ending in June.
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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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