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Riyadh Cable’s strong backlog, growing demand, and solid earnings
drive robust fundamentals; yet recent 65% price rally since our buy
recommendation indicates growth is fully priced in.

Riyadh Cable’s order backlog reached SAR 4.9bn at the end of 9M-24, providing
strong revenue visibility for the near term. Demand for the company’s products has
been robust, both locally and in export markets, with a particularly strong uptick in
higher-margin products, supporting the expansion in gross profit per ton. These
trends are expected to continue, driving growth in both top-line and gross profit,
which is likely to translate in bottom-line expansion. The company’s low leverage and
healthy cash generation further strengthen its financial position, while its consistent
dividend payouts are expected to persist. Since our initiation of coverage in August
2024, the company has posted i) its highest-ever quarterly revenue and ii) earnings
outperformance, surpassing our estimates in Q3-24. We forecast total revenue to grow
at a CAGR of 8.3% over FY23—-FY28E, reaching SAR 11.7bn, with net income growing
at a CAGR of 17.3% to reach SAR 1.2bn. Following the announcement of Q3-24 results,
the stock has rallied by ~35%, and is currently trading at 25.6x times FY25E EPS. We
are revising our rating to “Neutral” with a revised price target of SAR 139.4/share.

In @3-24, Riyadh Cable reported its highest-ever quarterly revenue, driven by higher volumes,
with improved gross and operating margins supported by a favorable product mix: Riyadh Cable
reported a 16.9% Y/Y and 18.9% Q/Q increase in revenue to SAR 2,433mn for Q3-24, marking its
highest-ever quarterly revenue and exceeding our estimate of SAR 2,197mn. This growth was primarily
driven by a 1.8% Y/Y and 11.5% Q/Q increase in sales volumes. The company witnessed a notable
improvement in gross margin, reaching 16.5% in Q3-24, compared to 13.4% in Q3-23 and 13.2% in
Q2-24. This margin expansion reflects a combination of factors, including a favorable product mix and
normalization of volumes post the Eid and Ramadan season impacts in Q2-24. Consequently, operating
margin improved to 11.5% in Q3-24 from 8.1% in Q3-23 and 9.8% in Q2-24. Net income grew 77% Y/Y
and 47% Q/Q to reach SAR 235mn in Q3-24, significantly outperforming AJC’s estimate of SAR 169.2mn.
Net margin expanded to 9.6% in Q3-24, up from 6.4% in Q3-23 and 7.8% in Q2-24.

Robust demand, a growing order backlog, and strategic capacity expansion position the company
for healthy revenue growth over FY23-FY28E, driven by infrastructure projects and renewable
energy expansion: During 9M-24, the company reported a 9.7% Y/Y increase in revenue, primarily driven
by a 1.8% Y/Y rise in volumes, supported by robust local and export demand. Despite weaker volumes
from local utilities, LV cables and building wires saw solid growth Y/Y, while volumes for MV (typically
utility-focused), HV, EHV, and OHL cables declined. The product mix has shifted to 60% copper and
40% aluminum, compared to 55% copper and 45% aluminum in 9M-23, the decline in share of aluminum
products can be attributed to a slowdown in utilities demand. As of the end of 9M-24, the company’s order
backlog stood at SAR 4.9bn, reflecting a substantial 63% Y/Y increase. This robust backlog underscores
sustained demand for the company’s offerings and is expected to be recognized over the next 12-18
months, ensuring solid near-term revenue visibility. Looking ahead, we expect healthy growth, driven by:
i) Urban construction projects: Increased demand for medium-voltage (MV) and low-voltage (LV) cables,
as well as building wires, driven by growth in urbanization. ii) High and extra-high-voltage projects: The
Saudi government is prioritizing large-scale infrastructure projects, including preparations for EXPO, the
FIFA World Cup, and other major initiatives. iii) Renewable energy expansion: The sector witnessed
400% Y/Y growth this year, with 7.5-8 gigawatts tendered.

The government plans to scale this up significantly, targeting 20 gigawatts in annual tenders between
2024 and 2030. For this, the company has already increased its capacity in solar cables. These factors are
expected to drive a further increase in the backlog. In anticipation of growing demand for the company’s
products, it launched an expansion plan in 2022, targeting a 6-7% annual increase in capacity through
FY27E. Additionally, management’s strategic focus on expanding into international markets, particularly
in Africa, and launching high-end products will support long-term growth. Considering these factors, we
have revised our revenue forecast to a CAGR of 8.3% (up from 6.7%) for FY23-FY28E.
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Recommendation Neutral
Target Price (SAR) 139.4
Upside / (Downside)* -7.7%

Source: Tadawul *prices as of 16" of December 2024

Key Financials

in SAR mn,

- FY23 FY24E FY25E FY26E
(unless specified)

Revenues 7,825 8,855 9,673 10,389
Growth % 14.2% 132% 9.2% 7.4%
Net Income 519 756 885 971
Growth % 47.6% 45.6% 17.0% 9.7%
EPS 346 510 590 6.47
DPS 250 350 4.00 4.50

Source: Company reports, Aljazira Capital Research

Key Ratios

FY23 FY24E FY25E FY26E

Gross Margin 124% 14.4% 141% 14.4%
Net Margin 6.6% 85% 9.1% 9.3%
P/E (x) 26.8 29.6 25.6 23.3
P/B (x) 6.2 9.1 8.2 7.4
EV/EBITDA (x) 19.8 23.2 211 19.3
Dividend Yield 27% 23% 26% 3.0%
Source: Company reports, Aljazira Capital Research
Key Market Data
Market Cap (bn) 22.7
YTD% 63.3%
52 weeks (High)/(Low) 152.2/82.3
Share Outstanding (mn)* 150.0
Source: Company reports, Aljazira Capital Research
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Gross profit per ton is set for sustainable growth, driven by high utilization, strong demand for high-margin products, while the management
revised up its net profit guidance: Gross profit per ton reached SAR 5,387 in 9M-24, reflecting a robust 25.9% Y/Y increase. This growth was driven
by operational efficiencies from high utilization levels (92%), increased demand for transmission products particularly underground transmission products
(copper cables), which offer higher profitability compared to overhead lines (aluminum cables), increased contribution from renewable energy projects,
particularly LV specialized cables, which command higher margins than conventional LV and MV cables, cost optimization measures, and expedited
deliveries. Additionally, the company’s order backlog aligns with the 9M-24 product mix and its “Cost+” pricing model - adding absolute profit per KM to
all costs, ensures profitability sustainability. We believe the gross profit per ton is sustainable at current levels, with potential for further growth driven
by robust local demand, increasing contribution from high-margin products and prudent order selection. As a result, we forecast gross profit per ton to
grow at a 6.4% CAGR over FY23-FY28E (~3.5% CAGR from 9M-24 to FY28E) and anticipate gross margins reaching 14.9% by FY28, up from our prior
estimate of 13.8%. Additionally, management has revised its guidance for FY24 net profit growth to 40-50%, an increase from the previous guidance of
20-30%. Considering these factors, we expect earnings to grow at a CAGR of 17.3% over FY23-FY28E, underscoring the company’s strategic execution
and favorable market dynamics.

Strong balance sheet and solid cash flow generation set to support consistent dividend payout and financial stability over FY23-FY28E: As of
the end of 9M-24, the company’s working capital stood at SAR 2.3bn, up from SAR 1.8bn at FY23, driven by business growth as reflected in the increase
in its order backlog. Debt was reported at SAR 841mn, with cash holdings at SAR 333mn and debt-to-equity ratio of 0.32x, which is expected to gradually
decrease to 0.20x by FY28E, indicating a strong balance sheet position. Additionally, the company generated approximately SAR 288mn in free cash flow
during 9M-24, highlighting its resilience despite elevated working capital pressures, and is expected to generate SAR 3.8bn in cumulative free cash flow
over FY24-FY28E. Looking ahead, we expect working capital to range between 24.8% and 26.3% of revenue over the forecast period. Capex is guided
at SAR 200mn for FY24, with expectations for it to remain between SAR 175mn and SAR 200mn through FY27E. Given the anticipated improvement
in leverage, stable working capital requirements, limited capex needs, and strong cash flow generation, we expect the company to maintain a dividend
payout ratio of 69% on average over the forecast period.

Investment thesis and valuation: In our opinion Riyadh Cable’s strong order backlog provides robust near-term revenue visibility, positioning the
company for consistent growth. The demand for its products, driven by urban construction, large-scale infrastructure projects, and the expanding renewable
energy sector, is expected to continue supporting topline expansion. We forecast total revenue to grow at a CAGR of 8.3% over FY23-FY28E, driven by
volumetric growth at a CAGR of 5.8%. Gross profit per ton has reached its highest levels, and we expect this to be sustainable as the company continues
to capitalize on favorable market conditions. This growth in topline and gross profit is anticipated to drive earnings higher, growing at a CAGR of 17.3%
over the same period. Despite the increase in working capital due to business expansion, the company has maintained a stable debt-to-equity ratio of
0.32x. Additionally, Riyadh Cable’s strong cash flow generation is expected to persist, supporting consistent dividend distributions. We apply a blended
valuation approach for Riyadh cable. Our 50% weightage to DCF (WACC = 7.5% and terminal growth = 3%) and 50% weightage to P/E multiple of 23x for
FY25E EPS helps us arrive at a blended TP of SAR 139.4 per share, implying a downside of 7.7%. The stock currently trades at 25.6x on FY25E EPS.
Also, following the Q3-24 earnings release, the stock has rallied ~35%, indicating that the strong fundamentals are already priced in. Therefore, we revise
our recommendation to “Neutral” on the stock.

Blended Valuation

Valuation Summary Fair value Weight Weighted Fair Value
DCF Valuation 1431 50% 71.6
P/E 135.6 50% 67.8
Weighted Avg. 12-month TP 139.4
Current Market Price (SAR /share) 151.0
Expected Capital Gain -7.7%

Source: AlJazira Capital Research, *prices as of 16t of December 2024
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Key financial data

Amount in SAR mn, unless otherwise specified FY22 FY23 FY24E FY25E FY26E FY27E FY28E
Income statement

Revenues 6,852 7,825 8,855 9,673 10,389 11,086 11,674
Y/Y 40.3% 14.2% 13.2% 9.2% 7.4% 6.7% 5.3%
COGS (6,205) (6,853) (7,580) (8,307) (8,897) (9,469) (9,937)
Gross profit 647 973 1,275 1,366 1,493 1,617 1,737
Selling and distribution expenses (102.8) (111.9) (128.3) (135.4) (145.5) (155.2) (163.4)
General and administrative expenses (100.2) (135.3) (139.3) (152.2) (163.5) (174.4) (183.7)
Credit provision 3.1 (42.9) (69.2) (48.4) (51.9) (55.4) (58.4)
Other revenue 10.5 (20.7) (1.3) 7.3 5.2 55 5.8
Operating profit 458 662 937 1,038 1,137 1,237 1,337
Y/Y 51.0% 44.6% 41.5% 10.7% 9.6% 8.8% 8.1%
Financing Expense (net) (72.8) (103.3) (96.6) (81.2) (81.6) (88.1) (83.5)
Income before zakat 385 559 840 956 1,055 1,149 1,253
Zakat (33.1) (39.1) (84.1) (71.7) (84.4) (91.9) (100.3)
Net income 352 519 756 885 971 1,057 1,153
YIY 46.6% 47.6% 45.6% 17.0% 9.7% 8.9% 9.1%
EPS (SAR) 2.35 3.46 5.10 5.90 6.47 7.05 7.69
DPS (SAR) 1.50 2.50 3.50 4.00 4.50 5.00 5.25
Balance sheet

Assets

Cash & equivalent 107 150 97 152 177 275 359
Other current assets 3,226 3,339 3,667 3,933 4,171 4,419 4,652
Total current assets 3,333 3,489 3,764 4,085 4,349 4,694 5,011
Property plant & equipment 1,120 1,207 1,340 1,464 1,584 1,572 1,549
Other non-current assets 171 135 129 123 117 111 105
Total assets 4,624 4,831 5,233 5,671 6,049 6,377 6,665
Liabilities & owners' equity

Other current liabilities 913 1,728 1,713 1,748 1,742 1,819 1,878
Short term loans 1,468 722 894 1,012 1,093 1,037 901
Total current liablities 2,381 2,450 2,607 2,760 2,835 2,856 2,779
Total non current liablities 123 135 141 141 148 147 147
Paid -up capital 1,500 1,500 1,500 1,500 1,500 1,500 1,500
Statutory reserves 288 288 288 288 288 288 288
Retained earnings 306 448 687 972 1,268 1,576 1,941
Total owners' equity 2,121 2,246 2,485 2,770 3,066 3,374 3,739
Total equity & liabilities 4,624 4,831 5,233 5,671 6,049 6,377 6,665

Key fundamental ratios

Liquidity ratios

Current ratio (x) 1.40 1.42 1.44 1.48 1.53 1.64 1.80
Quick ratio (x) 0.59 0.59 0.61 0.64 0.68 0.75 0.83
Profitability ratios

Gross profit margin 9.4% 12.4% 14.4% 14.1% 14.4% 14.6% 14.9%
Operating margin 6.7% 8.5% 10.6% 10.7% 10.9% 11.2% 11.5%
EBITDA margin 7.6% 9.3% 11.4% 11.5% 11.7% 11.9% 12.1%
Net profit margin 51% 6.6% 8.5% 9.1% 9.3% 9.5% 9.9%
Return on assets 8.2% 11.0% 15.0% 16.2% 16.6% 17.0% 17.7%
Return on equity 16.9% 23.8% 32.0% 33.7% 33.3% 32.8% 32.4%
Assets turnover 148.2% 162.0% 169.2% 170.6% 171.7% 173.9% 175.1%
Leverage ratio

Debt / equity (x) 0.69 0.32 0.36 0.37 0.36 0.31 0.24
Debt / assets (x) 0.32 0.15 0.17 0.18 0.18 0.16 0.14
Interest coverage ratio (x) 6.29 6.41 9.70 12.78 13.93 14.05 16.01
Market/valuation ratios

EV/sales (x) 0.99 1.85 2.65 2.43 2.27 2.11 1.99
EV/EBITDA (x) 13.0 19.8 23.2 21.1 19.3 17.8 16.4
EPS (SAR) 2.35 3.46 5.10 5.90 6.47 7.05 7.69
BVPS (SAR) 141 15.0 16.6 18.5 20.4 22,5 24.9
Market price (SAR)* 36.3 92.6 151.0 151.0 151.0 151.0 151.0
Market-Cap (SAR mn) 5,438 13,890 22,650 22,650 22,650 22,650 22,650
DPS (SAR) 1.50 2.5 3.50 4.00 4.50 5.00 .28
Dividend yield 41% 2.7% 2.3% 2.6% 3.0% 3.3% 3.5%
P/E ratio (x) 15.5 26.8 29.6 25.6 23.3 21.4 19.6
P/BV ratio (x) 2.6 6.2 9.1 8.2 7.4 6.7 6.1

Source: Company Reports, AJC Research, *prices as of 16" of December 2024
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RESEARCH DIVISION

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.

RESEARCH
DIVISION

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.

G 2. Underweight: This rating implies that the stock is currently trading at a premium to its 12 months price target.
v 9 Stocks rated “Underweight” would typically decline by over 10% from the current price levels over next twelve
Z 0 months.
£ Z 3. Neutral: The rating implies that the stock is trading in the proximate range of its 12 months price target. Stocks
o 5 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.
Disclaimer

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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