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Saudi Industrial Services Company (SISCO) Outperform
Equity Research Update Sector — Industrials CMP 15-Dec-22: SAR 20.28
Portfolio ramp-up underway; maintain ‘Outperform’ | TargetPrice (TP): SAR 27.00
Holdings begin to showcase improving efficiencies and product-mix gains
We foslecastg SISCO’s current ;F))ortfolic? of operating holi)dings to exﬁibit strong | Upside: +33.1%
performances going forward as: 1) RSGT is expected to see a higher gateway volume
run-rate and reach SAR 1Bn of revenues by 2024E-25E; 2) Logistics, Parks & Services
starts to witness growth in higher margin Services revenues and 3) Water Solutions | ©° 3'8
improves revenue mix and margins on better pricing and cost-recognition. The recent S0 6.0
improvement in market dynamics and segments’ operating metrics also provide an 40 5.0
ideal backdrop for SISCO’s M&A ambitions in our view, as the company considers new 22 ‘3‘:8
investments across the Ports and Logistics segments with a minimum target IRR of 10 2.0
12%. We reiterate our Outperform rating on SISCO, as we remain optimistic on the 0 é:g
company’s capabilities to operate as a full-cycle investment holding company, and to NIESIENIRNIRS RN N IENIEN RN
invest, incubate, monetize, and recycle returns into new investment opportunities. g3 g 3338588 § 333
Recovery of RSGT gateway volumes manifesting; M&A timing looks opportune Volumes (Mn) Price (SAR)
Average shipping rates (USD/TEU) collapsed by 70%-90% from the highs of Q4-
2021/Q1-2022 across key container routes such as Asia - US West Coast and Asia — | 5o perf. 1M 3M 12M
North Europe, in line with expectations outlined in our initiation report - SISCO: De- Tls aah  aime cae
risked & segueing to new sources of growth; Initiate with Qutperform). This trend should ’ ' '
continue and translate into higher gateway volumes at RSGT and other port terminals | Relative -4.6% 18%  -27.3%
in the Middle East/Rea Sea container lanes, as shipping lines allocate more capacity
to these routes while container congestion continues to unwind. Further, the market | Stock Data
share of gateway volumes has reversed back towards Saudi Arabia’s Western Province | gloomberg Ticker SISCO AB
ports such as JIP from ports in the Eastern Province as the rates differential has | 1,qawul Ticker 2190
declined towards a more normalized SAR 200-300/TEU (earlier SAR 2,000- i
3,000/TEV). We therefore forecast RSGT’s gateway volumes to pick up starting Q4- LastPrice (SAR) 2028
2022E and reach a quarterly run-rate of above 300k TEUs in 2023E and 340k TEUs in MCap (SAR Mn) 1655
2024E (Q1 to Q3-2022 avg: 250k TEUs). Further, we expect total combined volumes | MCap (USD Mn) 441
(gateway+ transshipment) to grow at CAGR of 6.2% from 2.9 Mn TEUs in 2021 to 3.48 | EV(SAR Mn) 3221
Mn TEUs in 2024E, leading RSGT to approach SAR 1 Bn of revenues by 2024-25 | Stock Performance - YTD (%) -33.9%
(gateway/transshipment volumes mix of 40%/60%). Our forecasts include MSC’s | PE-2022E (¥ 47.1

recently signed deal with JIP to introduce a new call on its HEX service, which is
expected to add 120k TEUs per annum of gateway volumes. We also believe that
SISCO'’s timing for pursuing potential M&A aspirations in Asia and Africa is positive, as
global shipping metrics like rates and TEU miles continue to normalize, driving higher
capacity utilization and IRRs for port terminal operations in these opportunities.

Logistics & Water segments’ product-mix optimization to pick up
LogiPoint’s bonded warehouse footprint will continue to grow as built-to-suit (BTS)

facilities such as Aramex BTS and UWC join the existing 100% occupied portfolio of
leased spaces. Further, higher gateway volumes at JIP should drive occupancy rates
for the open yards higher in 2023E (55%) and 2024E (60%) from 47% in 9M-22, in our
view. These trends should enable higher Services revenues to be unlocked and push
overall segment GP margins to 45%-46% going forward as witnessed in 9M-2022E
(45.6%). The ongoing optimization for the Water businesses continue as revenue mix
and margins improve on better pricing for customer contracts and revised cost
recognition accounting from clients. We expect this to improve Water Solutions
segment margins by at least 250bps-300bps on an annualized basis from 2023E
onwards.

Valuation & Risks —TP revised to SAR 27.00 (Previous: SAR 29.50)
Our revised TP represents a 33.1% upside to SISCO’s current share price and is based

on SotP valuation. We value each segment individually based on a 70:30 split between
DCF and EV/EBITDA multiples of its closest peers. Key downside risks: 1) Higher
shipping rates from global container market congestion persisting; 2) Leaner importer
inventory strategies leading to lower bonded warehouses demand.

EV/IEBITDA - 2022E (x) 7.9
Dividend yield - 2022E (%) 3.9%
52-Week Range (SAR) 19.48/35.10

Sources: KAMCO Invest Research & Bloomberg

SISCO Financials 2021 2022E 2023E

Revenue* (SAR Mn) 921 867 1,064
GP margins (%) 485%  46.5%  47.4%
EBITDA (SAR Mn) 498 408 508
EPS (SAR/share) 0.80 0.43 1.03
PE (x) 38.6 47.1 19.8
EV/EBITDA (x) 8.3 7.9 6.3

Div Yield (%) 26%  39%  3.9%

Source: Kamco Invest Research, SISCO, * excluding
construction revenue

Thomas Mathew
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Valuation and Risks

Revised TP of SAR 27.00/share; maintain ‘Outperform’ rating

Post the SISCO Q3-2022 call and speaking to the management, we have updated our thesis and
fine-tuned our forecasts. We forecast SISCO’s current portfolio of operating holdings to exhibit strong
performances going forward as: 1) RSGT is expected to see a higher gateway volume run-rate and
reach SAR 1Bn of revenues by 2024E-25E; 2) Logistics, Parks & Services starts to witness growth
in higher margin Services revenues and 3) Water Solutions improves revenue mix and margins on
better pricing and cost-recognition. Further, we revise our target price (TP) to SAR 27.00/share
(Previous: SAR 29.50/share), as our segment-specific cost of capital (WACC) estimates incorporate
higher risk premiums warranted by the marketin a rising interest rate environment. Our TP represents
a 33.1% upside to SISCO’s current share price and is based on sum-of-the-parts (SotP) valuation.
We reiterate our Outperform rating on SISCO, as we remain optimistic on the company’s capabilities
to operate as a full-cycle investment holding company, and to invest, incubate, monetize, and recycle
returns into new investment opportunities.

SISCO SotP Valuation

(Individual segments valued based on Valuation SISCO’s SISCO's

70:30 blend between DCF & EV/EBITDA)  (SAR Mn) _, Sfective share eSS

shareholding

Avg. EBITDA margins of 55%, WACC
Port development and operations (RSGT) 3,249.9 36.36% 1,181.7  of 11.75% and terminal growth of 2%;
2023 EV/EBITDA of 10.8x

i 0,
Logistics parks and support services g, (DI iirallne €1 A5, WA

P 272.7 76% 207.3 of 8.5% and terminal growth of 2%;
(LogiPoint & ISNAD) 2023 EV/EBITDA of 9.5x
A T Avg. EBITDA margins of 32%, WACC
Vl\f‘tgr desalination and distribution 306.1 65% 198.9  of 12.0% and terminal growth of 2%:
(Kindasa) 2023 EV/EBITDA of 18.4x
EV of operations 3,828.7 1,587.9

Tawzea (50%) - 2023 P/E of 20x; SA
Talke (33.3%) - 2023 P/E of 10x;

Associates 4125 \WESSCO (31.85%), Xenmet (19%) &
Green Dome (24%) each at P/B - 1x

Cash at center 12.8 as of 9M-2022

ST deposits a77.7 as of 9M-2022

Other assets SISCO center 26.7 as of 9M-2022

Other liabilities at SISCO center -69.8 as of 9M-2022

Equity value prior to complexity discount 2,447.7

Holding company complexity discount 10%

SISCO SotP equity value (SAR Mn) 2,202.9

SISCO SotP equity value per share (SAR) 27.00

Current Price (as of 15 Dec 2022) 20.28

Upside (%) 33.1%

Sources: Kamco Invest Research

We value each segment individually based on a 70:30 split between DCF and EV/EBITDA multiples of
closest regional and international peers. For SISCO'’s individual segment DCFs, we utilize steady-state
EBITDA margins, and apply segment specific WACC and net debt estimates. We model each
segment’s capacity progression and utilization over 10 years and assume a terminal growth rate of
2.0%. For each segment’s terminal value, we have assumed a return on new investment capital
(RONIC) that is comparable to the terminal year WACC. For SISCO’s associates’ valuation, we value
each associate based on P/E or P/B multiples. We further apply a 10% complexity discount to the
aggregate equity value, as SISCO operates as a holding company, and the company’s investments
operate as distinct entities within its portfolio. Our thesis on RSGT’s Pattenga terminal concession
signing remains positive, but we prefer to wait for all the finer details and guidance, before including
the terminal’s results in our model forecasts and valuation.
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Downside risks to our valuation & forecasts include:

Worsening of the global container market congestion, and higher resultant shipping rates
Port tariffs being adjusted downwards by port regulatory authorities

Competition for Ports segment from new challenger terminals impacting gateway and
transshipment volumes

Importers preferring to maintain lean inventory levels that could lead to lower import volumes,
and lesser demand for bonded warehouses

Oversupply of bonded warehouses in Saudi Arabia

Competition in SISCO’s water segments for future desalination and wastewater treatment
bids

Declines in global GDP growth, international trade due to an economic slowdown, rising
inflation and higher interest rates

Slower non-oil GDP transformation of Saudi Arabia than outlined under the Vision 2030 plan
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Balance Sheet (SAR Mn) 2020 2021 2022E 2023E AVZIS
Assets

Cash & cash equivalents 336.5 892.4 43.3 53.2 60.4
Receivables 132.9 161.8 190.7 234.0 265.8
Other assets 31.7 36.6 525.7 546.2 572.2
Total current assets 501.2 1,090.7 759.7 833.4 898.4
Net property, plant and equipment 386.4 427.1 785.2 1,141.3 1,368.3
Goodwill 8.8 8.8 8.8 8.8 8.8
Intangibles 3,141.6 3,052.9 2,953.4 2,802.0 2,626.9
Other assets 369.2 415.6 436.5 458.0 479.7
Total assets 4,407.2 4,995.1 4,943.6 5,243.5 5,382.0
Liabilities

Liabilities 1,947.3 1,961.7 1,950.4 2,253.4 2,356.3
Total debt 750.3 736.9 682.8 637.7 593.9
Total liabilities 2,697.6 2,698.7 2,633.2 2,891.1 2,950.2
Shareholders' Equity

Share capital 852.4 852.4 852.4 852.4 852.4
Retained earnings 248.3 202.5 205.0 2235 271.0
Minority Interest 535.0 810.4 820.3 843.9 875.7
Other Equity 73.8 431.1 432.7 432.7 432.7
Total Equity 1,709.6 2,296.4 2,3104 2,352.4 2,431.8
Total liabilities and equity 4,407.2 4,995.1 4,943.6 5,243.5 5,382.0
Income Statement (SAR Mn) 2020 2021 2022E 2023E 2024E
Revenue (excluding construction revenue) 861.6 921.2 866.8 1,063.6 1,208.0
Cost of goods sold -437.9 -474.7 -463.4 -559.1 -628.6
Gross profit 423.7 446.5 403.4 504.6 579.4
SG&A -167.5 -168.1 -173.4 -212.7 -241.6
Adjustments related to non-recurring items 191.0 219.6 178.3 216.1 261.1
Reported EBITDA 562.4 490.8 408.3 507.9 598.9
Adjusted EBITDA 447.3 497.9 408.3 507.9 598.9
Depreciation and amortization -163.8 -173.7 -182.3 -223.2 -268.2
Adjustments related to non-recurring items -142.3 -38.8 0.0 0.0 0.0
EBIT 256.2 278.3 226.0 284.7 330.7
Finance costs -133.5 -203.5 -220.0 -229.4 -237.3
Finance income 13.6 20.9 24.0
Share associates and other income 110.3 38.8 45.1 46.6 48.1
Net income before taxes 2331 113.6 64.7 122.8 165.5
Provision for Income Taxes -16.4 -18.4 -19.6 -15.5 -20.9
Net income after taxes 216.7 95.1 451 107.3 1447
Minority interest -77.3 -37.2 -9.9 -23.6 -31.8
Net income attributable to parent 1394 57.9 35.1 83.7 112.8
Non-recurring adjustments to netincome -72.9 7.1 0.0 0.0 0.0
Adjusted net income 66.5 65.0 35.1 83.7 112.8
Adjusted EPS (SAR) 0.81 0.80 0.43 1.03 1.38

Source: Kamco Invest Research and SISCO
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Cash Flow (SAR Mn) 2020 2021 2022E 2023E 2024E
Net cash from operating activities 356.1 236.3 (172.6) 4433 520.6
Net cash (used in) from investing activities (294.7) 5114 (544.2) (375.2) (263.0)
Net cash from (used in) financing activities (120.0) (191.9) (132.2) (58.3) (250.4)
Change in cash and cash equivalents 41.4 555.8 (849.0) 9.8 7.2
FX and other adjustments

Cash and cash equivalents at the end of the year 336.5 8924 43.3 53.2 60.4
Valuation & Financial Ratios 2020 2021 2022E 2023E 2024E
Asset Structure and Leverage Ratios

Total Debt/ Total Assets (X) 0.17 0.15 0.14 0.12 0.11
Total Debt / Equity (X) 0.44 0.32 0.30 0.27 0.24
Total Liabilities/Equity (X) 1.58 1.18 1.14 1.23 1.21
Profitability Ratios

Return on Average Equity (%) 3.9% 3.2% 1.5% 3.6% 4.7%
ROIC (%) 9.7% 8.6% 6.9% 9.0% 10.2%
Margins

Gross profit margin (%) 49.2% 48.5% 46.5% 47.4% 48.0%
EBITDA margin (%) 51.9% 54.1% 47.1% 47.8% 49.6%
EBIT margin (%) 29.7% 30.2% 26.1% 26.8% 27.4%
Net profit margin (%) 16.2% 6.3% 4.1% 7.9% 9.3%
Per Share Data and Valuation Ratios

Earnings Per Share (SAR) 0.81 0.80 0.43 1.03 1.38
Book Value Per Share (SAR) 21.0 28.1 28.3 28.8 29.8
Dividend Per Share (SAR) 0.60 0.80 0.80 0.80 0.80
PE (X) 39.8 38.6 47.1 19.8 147
EV/EBITDA (x) 9.0 8.3 7.9 6.3 5.4
PB (X) 15 1.1 0.7 0.7 0.7
Dividend Yield (%) 1.9% 2.6% 3.9% 3.9% 3.9%

Source: Kamco Invest Research and SISCO
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Disclaimer & Important Disclosures

Kamco Invest is authorized and fully regulated by the Capital Markets Authority ("CMA, Kuwait") and partially regulated by the Central Bank of Kuwait (“CBK”)

This document is provided for informational purposes only. Nothing contained in this document constitutes investment, an offer to invest , legal, tax or other advice or guidance and
should be disregarded when considering or making investment decisions. In preparing this document, Kamco Invest did not take into account the investment objectives, financial situation
and particular needs of any particular person. Accordingly, before acting on this document, investors should independently evaluate the investments and strategies referred to herein
and make their own determination of whether it is appropriate in light of their own financial circumstances and objectives. The entire content of this document is subject to copyright
with all rights reserved. This research and the information contained herein may not be reproduced, distributed or transmitted in Kuwait or in any other jurisdiction to any other person
or incorporated in any way into another document or other material without our prior written consent.

Analyst Certification

Each of the analysts identified in this report, if any and where applicable, certifies, with respect to the sector, companies or securities that the individual analyses, that (1) the views
expressed in this report reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her compensation was, is or will be directly or indirectly
dependent on the specific recommendations or views expressed in this report.

Kamco Invest Ratings

Kamco Invest research is based on the analysis of regional and country economics, industries and company fundamentals. Kamco Invest company research reflects a long-term (12-
month) target price for a company or stock. The ratings bands are:

* Qutperform: Target Price represents expected returns >= 10% in the next 12 months
* Neutral: Target Price represents expected returns between -10% and +10% in the next 12 months
* Underperform: Target Price represents an expected return of <-10% in the next 12 months

In certain circumstances, ratings may differ from those implied by a fair value target using the criteria above. Kamco Invest policy is to maintain up-to-date fair value targets on the
companies under its coverage, reflecting any material changes to the analyst’s outlook on a company. Share price volatility may cause a stock to move outside the rating range implied
by Kamco Invest’s fair value target. Analysts may not necessarily change their ratings if this happens, but are expected to disclose the rationale behind their view to Kamco Invest clients.
Any terms and conditions proposed by you which are in addition to or which conflict with this Disclaimer are expressly rejected by Kamco Invest and shall be of no force or effect. The
information contained in this document is based on current trade, statistical and other public information we consider reliable. We do not represent or warrant that such information is
fair, accurate or complete and it should not be relied upon as such. Kamco Invest has no obligation to update, modify or amend this document or to otherwise notify a recipient thereof
in the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. The publication is provided for informational uses only and is not
intended for trading purposes. The information on publications does not give rise to any legally binding obligation and/or agreement, including without limitation any obligation to
update such information. You shall be responsible for conducting your own investigation and analysis of the information contained or referred to in this document and of evaluating the
merits and risks involved in the securities forming the subject matter of this or other such document. Moreover, the provision of certain data/information in the publication may be
subject to the terms and conditions of other agreements to which Kamco Invest is a party.

Nothing in this document should be construed as a solicitation or offer, or recommendation, to acquire or dispose of any investment or to engage in any other transaction, or to provide
any investment advice or service. This document is directed at Professional Clients and not Retail Clients within the meaning of CMA rules. Any other persons in receipt of this document
must not rely upon or otherwise act upon it. Entities and individuals into whose possession this document comes are required to inform themselves about, and observe such restrictions
and should not rely upon or otherwise act upon this document where it is unlawful to make to such person such an offer or invitation or recommendation without compliance with any
authorization, registration or other legal requirements.

Kamco Invest Investment Company (DIFC) Limited (“Kamco Invest DIFC”) is regulated by the Dubai Financial Services Authority (DFSA). Kamco Invest DIFC may only undertake the
financial services activities that fall within the scope of its existing DFSA licence. This document is intended for Professional Clients or Market Counterparties only as defined by the DFSA,
and no other person should act upon it.”

This document may not be distributed in Saudi Arabia except to such persons as are permitted under the Offers of Securities Regulations issued by the Capital Market Authority. The
Capital Market Authority does not make any representation as to the accuracy or completeness of this document, and expressly disclaims any liability whatsoever for any loss arising
from, or incurred in reliance upon, any part of this document. The recipients of this document hereby should conduct their own due diligence on the accuracy of the information relating
to the contents of this document. If you do not understand the contents of this document you should consult an authorized financial advisor.

Risk Warnings

Any prices, valuations or forecasts are indicative and are not intended to predict actual results, which may differ substantially from those reflected. The value of an investment may go
up as well as down. The value of and income from any investment may fluctuate from day to day as a result of changes in relevant economic markets (including, without limitation,
foreseeable or unforeseeable changes in interest rates, foreign exchange rates, default rates, prepayment rates, political or financial conditions, etc.).

Past performance is not indicative of future results. Any opinions, estimates, valuations or projections (target prices and ratings in particular) are inherently imprecise and a matter of
Jjudgment. They are statements of opinion and not of fact, based on current expectations, estimates and projections, and rely on beliefs and assumptions. Actual outcomes and returns
may differ materially from what is expressed or forecasted. There are no guarantees of future performance. Certain transactions, including those involving futures, options, and other
derivatives, give rise to substantial risk and are not suitable for all investors. This document does not propose to identify or to suggest all of the risks (direct or indirect) which may be
associated with the investments and strategies referred to herein.

Confilict of Interest

Kamco Invest and its affiliates provide full investment banking services, and they and their directors, officers and employees, may take positions which conflict with the views expressed
in this document. Salespeople, traders, and other professionals of Kamco Invest may provide oral or written market commentary or trading strategies to our clients and our proprietary
trading desks that reflect opinions that are contrary to the opinions expressed in this document. Our asset management area, our proprietary trading desks and investing businesses
may make investment decisions that are inconsistent with the recommendations or views expressed in this document. Kamco Invest may have or seek investment banking or other
business relationships for which it will receive compensation from the companies that are the subject of this document. Facts and views presented in this document have not been
reviewed by, and may not reflect information known to, professionals in other Kamco Invest business areas, including investment banking personnel. United Gulf Bank, Bahrain owns
majority of Kamco Invest’s shareholding and this ownership may create, or may create the appearance of, conflicts of interest.

No Liability & Warranty

Kamco Invest makes neither implied nor expressed representations or warranties and, to the fullest extent permitted by applicable law, we hereby expressly disclaim any and all express,
implied and statutory representations and warranties of any kind, including, without limitation, any warranty as to accuracy, timeliness, completeness, and fitness for a particular
purpose and/or non-infringement. Kamco Invest will accept no liability in any event including (without limitation) your reliance on the information contained in this document, any
negligence for any damages or loss of any kind, including (without limitation) direct, indirect, incidental, special or conse quential damages, expenses or losses arising out of, or in
connection with your use or inability to use this document, or in connection with any error, omission, defect, computer virus or system failure, or loss of any profit, goodwill or reputation,
even if expressly advised of the possibility of such loss or damages, arising out of or in connection with your use of this document. We do not exclude our duties or liabilities under binding
applicable law.
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