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Company Update

B Scaling Through M&A Strategy

Valuation at SAR 34.0 bin (SAR 284/share)

We have valued SOLUTIONS on the basis of Discounted Cash Flows (DCF) and relative
valuations. Integrating the two valuation methods, assigning a weight of 70% for DCF
and 30% for relative multiples valuation, we arrive at a fair value of SAR 34.0 bin. Thus,
we raise our target price from SAR 235.00 to SAR 284.00 and upgrade our
recommendation to Buy. We expect the company to expand its service portfolio and
its geographic reach through its M&A strategy, although we are concerned about
margins in the short to medium-term.

Strong M&A interest in a highly fragmented market

The sector is well-known for its fragmentation. SOLUTIONS is the market leader with
a 19.8% market share, which provides ample possibility for consolidation in favor of the
leader. The Company recently announced two acquisitions as part of its M&A strategy,
as it completed its acquisition of Giza Company in 4Q2022 at a value of SAR 466 min.
Second, it signed a sale and purchase agreement (SPA) to buy 100% of the Contact
Center Company (CCC) for SAR 450 min in 1Q2023.

Revenue to grow at +13.3% CAGR between 2022-2027

Top-line growth of +22% Y/Y in 2022 is almost twice the guidance of between +11%
and +14% Y/Y and the 13% KSA ICT growth. For 2023, the management's guidance is
for a growth in revenues between 11% and 13% in-line with the sector growth of
+12%, we expect the Company to achieve revenue growth above the company
guidance in 2023. Going forward, we expect a CAGR of +13.3% in the revenue mainly
supported by the growth in the private clients.

Acquisitions may put margins under pressure

The fragmented nature of the IT sector makes it ideal for M&A activity. SOLUTIONS
leads this sector and as part of the sector's maturation, we expect the sector to begin
to consolidate. We expect expansion through acquisitions to put pressure on margins
in the coming years. Thus, we expect gross margins to decline from 22.8% in 2022 to
21.6% in 2023, before beginning to gradually rebound to 22.5% in 2027.

Solid cash generation ability to support M&A's

A combination of the strong improvement in EBITDA along with low Capex intensity
led to SOLUTIONS ending the year with cash and equivalents of SAR 3.2 bin. In the
short-term, we expect working capital requirement to increase but continued growth
in EBITDA and lower capex will mitigate the increase in working capital. In the medium-
term, free cash flows willimprove further as working capital requirement declines. This
will help the Company in executing its M&A strategy.

Table 1: Key Financial Figures and Ratios (2022-2027)

2022 2023E 2024E 2025E 2026E 2027E
Income Statement (SAR min)
Revenues 8,805 10,446 12,096 13,655 15,128 16,419
Gross Profit 2,011 2,256 2,638 3,010 3,370 3,694
EBIT 1,160 1,253 1,500 1,726 1,953 2,166
Net Income 1,053 1,234 1,461 1,615 1,801 1,999
Key Ratios (%)
Gross Margin 22.8% 21.6% 21.8% 22.0% 22.3% 22.5%
EBIT Margin 13.2% 12.0% 12.4% 12.6% 12.9% 13.2%
Net Margin 12.0% 11.8% 12.1% 11.8% 11.9% 12.2%

Source: Riyad Capital
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Strong M&A interest in a highly fragmented market

The sector is well-known for its fragmentation, with small and specialized firms
accounting for 52% of the market. SOLUTIONS is the market leader with a 19.8%
market share, which provides ample possibility for consolidation in favor of the leader.
The Company recently announced two acquisitions as part of its M&A strategy. It
completed its acquisition of Giza Company in 4Q2022 for a value of SAR 466 min.
Second, it signed a sale and purchase agreement (SPA) to buy 100% of the Contact
Center Company (CCC) for SAR 450 minin 1Q2023.

Backed by its solid cash position and operating in a highly fragmented market,
SOLUTIONS intends to broaden its services portfolio through further M&A activity.
The company aims to grow its services portfolio and gain market share, especially
within Business Process Outsourcing (BPO), application services and digital services.

Giza acquisition: We believe that this acquisition will broaden SOLUTIONS' portfolio
and reinforce its one-stop shop proposition by giving the company access to the
application integration market. Furthermore, SOLUTIONS will have access to new
markets through this transaction as Giza has a strong presence in Egypt, accounting
for approximately 7% of the Egyptian market. It is worth mentioning that as per the
management, Giza contributed around SAR 400 min to top-line in 2022.

Exhibit 1: Giza's Services Portfolio & Geographical Presence
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Source: SOLUTIONS, Riyad Capital

Contact Center Company (CCC): CCC was founded in 2011 as a JV between STC
Group and the US-based global company Startek. CCC mainly provides Customer
Care BPO, staffing (MPO) for mostly large clients in KSA, as well as nascent shared
services, consulting and other specialized services. CCC now is the biggest customer
experience management provider in the Kingdom, managing over 35 mininteractions.
Through this acquisition, SOLUTIONS aspires to accelerate its penetration into the
BPO domain and complete its coverage of the ICT customer journey by enabling end-
to-end offerings from design to operations. As per management, this acquisition is
expected to be completedin 2Q2023.

2|Page



duloll ualapl
Riyad Capital o

Exhibit 2: CCC Services Portfolio
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Source: SOLUTIONS, Riyad Capital

Increase in private sector foothold

SOLUTIONS seeks to lessen its reliance on STC by expanding the private sector's
contribution to the revenue mix. SOLUTIONS currently generates 18% of its revenues
from the private segment (excluding STC) as of 2022. Although the amount of the
contribution seems limited, this percentage has been steadily increasing over the past
few years, making it the fastest growing segment. Despite large projects with STC in
recent years, it grew by +44% Y/Y. We would note that the increase in the proportion
of the revenue from STC in 2022 compared with 2021 came mainly from a single
project with STC related to data centers in which the Company recorded the majority
of the revenues in 1Q2022. We view SOLUTIONS' strategy to expand into the private
sector as a key driver for future growth. We believe further acquisitions will spur client
growth in the private sector.

Exhibit 3: Revenue by Customer Type
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Source: SOLUTIONS, Riyad Capital

Deferred revenues to support top-line growth

Owing to the contractual nature of the business, SOLUTIONS' deferred revenue is a
strong predictor of the performance of the top line. For the year 2022, deferred
revenues grew faster than the growth in revenues (44% vs. 22%, respectively)
reaching SAR 3.3 bin. We can see from this that topline has strong growth potential in
the coming years once these revenues are recognized.
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Revenue to grow at +13.3% CAGR between 2022-2027

SOLUTIONS delivered a +22% Y/Y growth in revenues to SAR 8.8 bln in 2022. During
2022, further clarifications in IFRS 15 principal versus agent guidelines for reselling
software licenses were provided. Therefore, the Company reclassified several
contracts that had previously been classified as principals. Consequently, rather than
recording the gross amount, the Company now recognizes the net commission
income from such a contract. This resulted in reclassification in revenues and COGS
but leaves gross and net profit unchanged. Based on our calculations, the impact for
2021 was around SAR 607 min and for 9M2022, it was approximately SAR 533 min.

®  SOLUTIONS!' largest segment, Core ICT, grew by +30% Y/Y in 2022. Due to the
high maturity in networks integration market, minimal differentiation and a
competitive landscape that limits price increases, this segment has a rather
restrained growth potential. Despite all this, we expect this segment to grow by
+13.4% CAGR between 2022 and 2027 as the Company (through Giza) tapped
into application integration, which has a greater potential for growth. There is
incremental growth that the government's mega-projects could bring it and the
company's ability to grow its market share by taking advantage of its
comprehensive portfolio of services.

® T managed segment grew by +19% Y/Y in 2022. We look at this segment with
optimism, as we expect it to be the fastest growing segment with a CAGR of
+15.2% between 2022 and 2027. Our expectation is based on the continuous
transition of companies and government entities from Capex to Opex-based
models. In addition, we believe that with the completion of the CCC acquisition,
SOLUTIONS will be a leader in the BPO market. This in turn will strengthen the
Company's position within the segment and expand its market reach especially
for the private clients.

Digital services grew by +7.4% Y/Y in 2022. We anticipate this segment to deliver
lower growth than others with a CAGR of +10.0% between 2022 and 2027 mainly
due to the cybersecurity business line, which has a lower growth profile. We view
this segment as complementary to the company’s portfolio in order to
strengthenits position as a one-stop-shop as it is much less profitable than other
segments. We believe further acquisitions could support the growth of this
segment but the fierce competition, particularly from smaller players, will be a
challenge for the Company to expand in this market.

Exhibit 4: Revenue to grow by +13.3% CAGR between 2022 and 2027
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Source: SOLUTIONS, Riyad Capital
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Acquisitions may put margins under pressure

The fragmented nature of the IT sector makes it ideal for M&A activity. SOLUTIONS
leads this sector and as part of the sector's maturation, we expect consolidation.
Indeed, SOLUTIONS finalized one acquisition during 2022 (Giza) and it is expected to
finalize the acquisition of the second (CCC) in 2Q2023. Giza operates on much lower
margins than that of SOLUTIONS (EBITDA margin of 7.4% in 2021). Therefore, we
expect that with expansion through acquisitions, there could be pressure on margins
in the coming years. Thus, we expect the gross margin to decline from 22.8% in 2022
t0 21.6% in 2023 before beginning to gradually rebound to 22.5% in 2027.

Exhibit 5: Gross Profit (SAR min) and Gross Margins (%)
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Source: SOLUTIONS, Riyad Capital

Higher AR days in the short-term

The proportion of total receivables attributable to STC declined from 76% in 2021 to
58% in 2022. This decline was due to an increase in receivables from government
entities and private companies. Over the medium term, we expect that SOLUTIONS
willbe more susceptible to collectionrisk as aresult of the rising private sector revenue
contribution in the revenue. Over the short-term, we expect an increase in receivable
days receivables to 157 days in 2023 due to the increase in receivables from STC as a
result of the large contracts signed with the company during the past year. Account
payable days declined to 121 days from 130 days in 2021, we expect this decline to
continue to stand in the range of 105-120 days going forward. This would result in a
short-term rise in the cash conversion cycle, followed by a medium-term decrease.
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Exhibit 6: SOLUTIONS’ Cash Cycle (days)
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Source: SOLUTIONS, Riyad Capital

Solid cash generation ability to support M&A's

A combination of the strong improvement in EBITDA (+26% Y/Y in 2022), along with
low Capex intensity (1.5% in 2022) have offset Giza acquisition expenses as well as the
unfavorable increase in working capital. This translated into a free cash flow generated
of SAR 1.6 blnin 2022 and led to SOLUTIONS ending the year with cash and eqv. of SAR
3.2 bin. Going forward, although we expect that in the short-term working capital
requirements will increase, continued growth in EBITDA and lower capex will mitigate
the increase in working capital requirements. In the medium-term, free cash flows will
improve further as working capital starts to improve. Furthermore, given its healthy
FCF generation and limited Capex needs, SOLUTIONS has been running a debt-free
balance sheet. In 3Q2022, the company raised a SAR 500 min facility (total of SAR 1 bin
out of which SAR 500 min was used) as the company pushes through on its M&A plan.
In summary, the low debt in the balance sheet coupled with a healthy outlook for FCF
indicates that there are no current obstacles that prevent SOLUTIONS from executing
its M&A strategy.

Exhibit 7: EBITDA (SAR min) and EBITDA Margin (%)
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Source: SOLUTIONS, Riyad Capital
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Top-line to exceed the management’s guidance again

SOLUTIONS' top-line grew by+22% Y/Y in 2022, almost twice the guidance of
between +11%and +14% Y/Y and the 13% KSAICT growth. 15.8% EBITDA margin also
exceeded the guidance of between 13.0% to 15.0% while Capexintensity came in-line
with the guidance at 1.5%. For 2023, the management's guidance is for a growth in
revenues by 11% to 13% in-line with the sector growth of +12%, which is less than the
previous year's guidance. It is worth noting that, according to the management, the
consolidation of Giza revenues was included in its guidance for this year, but the
revenues from CCC were not considered (the acquisition is expected to be completed
in 2Q2023). As for the EBITDA margin and Capex, the management's guidance is
unchanged from last year. We expect SOLUTIONS to achieve revenue growth above
the company guidance, supported by the revenue from Giza and the recently signed
contracts with STC. However, we expect the EBITDA margin to be at 14.2% (158 basis
points lower than last year) on the back of declining margins from core ICT segment
and due to the inclusion of the profits of Giza (which has relatively low margins with
SOLUTIONS), in addition to the increase in expenses related to completion of
acquisitions.

Table 2: SOLUTIONS' Guidance for 2023

2022 Guidance 2022 Actual

Revenue +11%to +14% Y/Y growth Revenue grew by +22% Y/Y
Profitability EBITDA margin to stand between 13.0% and 15.0% EBITDA margin came at 15.8%

Capex Intensity 1.5% to 2.0% of revenue Capexintensity was 1.5%

Revenue +11%to +13% Y/Y growth Revenue to grow by +19% Y/Y
EBITDA Margin EBITDA margin to stand between 13.0% and 15.0% EBITDA margin toreach 14.2%
Capex Intensity 1.5% to 2.0% of revenue Capex intensity ratio to stand at 1.8%

Source: SOLUTIONS, Riyad Capital

7|Page



duloll yalapl
Riyad Capital

SOLUTIONS
Company Update

B Valuations

We increased our target price for the stock from SAR 235.0 to SAR 284.0. Hence, we
upgrade our recommendation to Buy. Based on our valuation, we arrive at a valuation
at SAR 34.0 bln or SAR 284.00 per share as summarized below.

Valuation Summary

Valuation Method

DCF
P/E

EV/Revenues

Fair price (SAR) 284.0

Key Risks to our valuation

Fair price
283.2
271.4

300.2

Slowdown in project flow

Competitive pressures on margins

Weight Weighted Average
70% 198.2
15% 40.7
15% 45.0

Increase in account receivable at an accelerated rate

Inability to realize synergies from new acquisitions

Discounted Cash Flows (DCF) valuation at SAR 34.0 bin (SAR 283.2/share)

Using our DCF valuation approach, we arrive at an equity value for the company of SAR
34.0bln or SAR 283.2 per share. WACC of 8.7% was driven by a risk-free rate of 4.35%,
an equity risk premium of 5.3% and Beta of 0.96 Our calculation calls for an equity and
debt weight of 82.2% and 17.8% respectively while our cost of debt assumption is at
5.5% for SOLUTIONS. We arrive at an equity value of SAR 34.0 bin or SAR 283.2 per

share.

Table 3: Discounted Cash Flow Valuation

SAR ‘000 2023 E 2024 E 2025 E 2026 E 2027 E
EBIT 1,252,871 1,500,078 1,726,240 1,952,506 2,165,551
Plus: D&A 234,130 240,850 255,620 276,066 299,808
Minus: Increase in NWC (57,936) 25,513 110,589 65,011 56,594
Plus: non-cashitems 125,381 124,138 144,093 144,102 142,267
Minus: Capex (265,483) (287,151) (322,244) (355,374) (384,422)
Cash Flow to the Firm 1,372,412 1,688,504 1,868,721 2,073,895 2,253,513
Terminal Value 37,074,365
Total FCFF 1,372,412 1,688,504 1,868,721 2,073,895 39,327,878
Discounting Factor 0.92 0.85 0.78 0.72 0.66
Discounted Cash Flows 1,262,217 1,428,238 1,453,759 1,483,830 25,878,985
Long-term growth rate 2.5%

Enterprise value 31,507,029
Net Debt 2,504,768
NCI (28,890)
Equity Value 33,982,907
Number of shares 120,000

Fair Value per Share (SAR) 283.2

Source: Riyad Capital
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P/E multiple valuation at SAR 32.6 bin (SAR 271.4/share)

We have used the average P/E multiple of ten relatively comparable companies that we
have identified. We arrive at an equity value of SAR 32.6 bin or SAR 271.4 per share.

Table 4: P/E multiple valuation at SAR 271.4 per share

MAXIMUS INC 21.9x SOLUTIONS 2023E EPS 12.17
ACCENTUREPLC-CLA 23.1x

TATA CONSULTANCY SVCSLTD 29.2x SOLUTIONS Equity value 32,564,042
WIPRO LTD 21.0x No of shares 120,000
SAP SE 20.4x
INFOSYSLTD 25.4x

CHINASOFT LTD 12.8x

INTL BUSINESS MACHINES 13.7x

PERFECT PRESENTATION 23.0x

ELMCO 32.4x

Comparable and Target P/E (x) 22.3x

Source: Bloomberg, Riyad Capital

EV/Revenues valuation at SAR 36.0 bin (SAR 300.2 /share)

Using the same comparable companies, we have used the average EV/Revenues
multiples. We arrive at an equity value of SAR 36.0 bln or SAR 300.2 per share.

Table 5: EV/Revenues multiple valuation at SAR 300.2 per share

MAXIMUS INC 1.3x 2023E Revenues 12,095,592
ACCENTUREPLC-CLA 2.4x

TATA CONSULTANCY SVCSLTD 4.1x EV 33,546,533
WIPROLTD 2.0x Net Debt 2,504,768
SAP SE 4.0x NCI (28,890)
INFOSYSLTD 3.2x Equity Value 36,022,411
CHINASOFTLTD 0.5x No of shares 120,000
INTL BUSINESS MACHINES 2.5x
PERFECT PRESENTATION 2.5x

ELM CO 5.3x

Comparable and Target EV/Rev (x) 2.8x

Source: Bloomberg, Riyad Capital
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SOLUTIONS
Company Update

B Financial Statements

The following are the summarized Income statement, Balance Sheet and Cash

Flow statement for SOLUTIONS:

Table 6: Summarized Financials for SOLUTIONS (2021-2027)

2021 2022 r{oVx13 2024E 2025E 2026E 2027E
Income Statement (SAR min)
Sales 7,208 8,805 10,446 12,096 13,655 15,128 16,419
Gross profit 1,708 2,011 2,256 2,638 3,010 3,370 3,694
Operating profit 899 1,160 1,253 1,500 1,726 1,953 2,166
Net Income 833 1,053 1,234 1,461 1,615 1,801 1,999
Balance Sheet (SAR min)
Current Assets 6,446 9,383 10,528 12,275 14,027 15,890 17,324
Non-Current Assets 726 899 930 977 1,043 1,123 1,207
Current Liabilities 4,634 6,656 7,165 8,172 9,151 10,069 10,867
Non-Current Liabilities 268 803 837 861 886 910 432
Total Liabilities 4,902 7,459 8,001 9,034 10,037 10,979 11,299
Total Equity 2,271 2,823 3,458 4,218 5,033 6,034 7,232
Total Liabilities and Equity 7,173 10,282 11,459 13,252 15,070 17,013 18,531
Cash Flow (SAR min)
CFO 1,395 2,091 1,620 1,936 2,080 2,280 2,475
CFI (171) (3,191) 5 628 193 (340) (369)
CFF (610) 57 (814) (716) (814) (815) (1,315)
Growth
Sales 5% 22% 19% 16% 13% 11% 9%
Gross Profit 20% 18% 12% 17% 14% 12% 10%
Net Income 19% 27% 17% 18% 11% 12% 11%
Margins
Gross Margin 24% 23% 22% 22% 22% 22% 23%
EBITDA Margin 15% 16% 14% 14% 15% 15% 15%
Net Margin 12% 12% 12% 12% 12% 12% 12%
Key Ratio's
Current Ratio 1.4 1.4 1.5 1.5 1.5 1.6 1.6
Quick Ratio 1.3 1.4 1.4 1.5 1.5 1.5 1.6
ROA 12% 12% 11% 12% 11% 11% 11%
ROE 40% 42% 40% 38% 35% 33% 30%
Operating Ratios (days)
Inventory Outstanding 12.8 16.0 12.5 12.5 12.5 12.5 12.5
Sales Outstanding 147.5 152.7 157.2 147.5 144.4 142.5 140.8
Payable Outstanding 129.6 121.0 115.7 107.8 107.6 107.6 107.6
Cash Cycle 30.7 47.7 54.0 52.3 49.3 47.4 45.8
Operating Cycle 134.6 136.6 144.7 135.1 131.9 130.0 128.3
Per Share (SAR)
EPS 6.94 8.78 10.29 12.17 13.46 15.01 16.65
BVPS 18.92 23.28 28.57 3491 41.70 50.04 60.03

Source: Company financials, Riyad Capital
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B StockRating

Neutral Not Rated
Expected Total Return Expected Total Return Expected Total Return
o Under Review/ Restricted
Greater than +15% between -15% and +15% less than -15%

* The expected percentage returns are indicative, stock recommendations also incorporate relevant qualitative factors

For any feedback on our reports, please contact research@riyadcapital.com

Disclaimer

Riyad Capital is a Saudi Closed Joint Stock Company with Paid up capital of SR 500 million, licensed by the Saudi
Arabian Capital Market Authority NO.07070-37. Commercial Registration No: 1010239234. Head Office: Granada
Business Park 2414 Al-Shohda Dist. — Unit No 69, Riyadh 13241 - 7279 Saudi Arabia. Ph: 920012299.

Riyad Capital may receive compensation from the Company for services rendered to it. Riyad Capital may be an
advisor or underwriter in respect of a proposed offering of Securities by the Company.

This document is being furnished to you solely for your information and may not be reproduced, redistributed or
passed on to any other person. This document may not be directly or indirectly distributed into any jurisdiction
where to do so would be unlawful.

The informationin this report was compiled in good faith from various public sources believed to be reliable. Whilst
allreasonable care has been taken to ensure that the facts stated in this report are accurate and that the forecasts,
opinions and expectations contained herein are fair and reasonable. Riyad Capital makes no representations or
warranties whatsoever as to the accuracy of the data and information provided and, in particular, Riyad Capital
does not represent that the information in this report is complete or free from any error. This report is not, and is
not to be construed as, an offer to sell or solicitation of an offer to buy any financial securities. Accordingly, no
reliance should be placed on the accuracy, fairness or completeness of the information contained in this report.
Riyad Capital accepts no liability whatsoever for any loss arising from any use of this report or its contents, and
neither Riyad Capital nor any of its respective directors, officers or employees, shall be in any way responsible for
the contents hereof. Riyad Capital or its employees or any of its affiliates or clients may have a financial interest in
securities or other assets referred to in this report. Opinions, forecasts or projections contained in this report
represent Riyad Capital's current opinions or judgment as at the date of this report only and are therefore subject
to change without notice. There can be no assurance that future results or events will be consistent with any such
opinions, forecasts or projections which represent only one possible outcome. Further, such opinions, forecasts
or projections are subject to certain risks, uncertainties and assumptions that have not been verified and future
actual results or events could differ materially. The value of, or income from, any investments referred to in this
report may fluctuate and/or be affected by changes. Past performance is not necessarily an indicative of future
performance. Accordingly, investors may receive back less than originally invested amount. This report provides
information of a general nature and does not address the circumstances, objectives, and risk tolerance of any
particular investor. Therefore, it is not intended to provide personal investment advice and does not take into
account the reader’s financial situation or any specific investment objectives or particular needs which the reader
may have. Before making an investment decision the reader should seek advice from an independent financial,
legal, tax and/or other required advisers due to the investment in such kind of securities may not be suitable for all
recipients. This research report might not be reproduced, nor distributed in whole or in part, and all information,
opinions, forecasts and projections contained in it are protected by the copyright rules and regulations.
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