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Target Price: SAR16.50/share
Current Price: SAR13.08/share
Upside: +26% (+Div. Yield: 5.9%)
Rating: Overweight

Jarir Marketing Company (Jarir)
Near-term headwinds, TP revise to SAR16.5/sh.

= Jarir's top line surged by 8.8% y/y to SAR2,650mn (flat q/q), with gross margin
expanding y/y for the first time since 4Q22. Net income rose by 9.8% y/y to SAR171mn.

= Structural industry headwinds to limit growth, with revenue expected to grow at a
moderate 3.1% CAGR over 2023-28e and earnings at 2.9% CAGR during the period.

= QOur blended 1-year forward TP stands at SAR16.5/share, with an Overweight rating
and an upside of 26%.

2024 results: Jarir's top line increased by 8.8% y/y (flat sequentially), reaching SAR2,650mn,
higher than our (+7.4%) and consensus (+8.4%) estimates. Preliminary results indicate growth
across various segments, with the smartphone, computer, and video game section leading the
charge. The gross margin remained steady on a y/y basis at 9.9%, exceeding our estimate of
9.4%. This positive surprise is likely due to a higher-than-anticipated contribution from higher-
margin products within the sales mix. Subsequently, the operating margin remained stable at
7.1% for 2Q24, unchanged from the previous year. This resulted in net income rising by 9.8%
y/y, reaching SAR171mn. The bottom line beat our estimate of SAR150mn primarily due to
topline and GPM beat.

Industry headwinds continue to limit the growth: The retail sector faces several structural
challenges, mainly due to i) lower consumers’ discretionary spending due to rising living
expenses (as witnessed in weak consumer electronics POS data which has been declining y/y
since 2Q21; Figure 3), ii) a shift in consumer behavior towards other discretionary spending
(Figure 4) over traditional retail purchases, and iii) high interest rate environment curbing the
borrowed consumer financing. Furthermore, increasing digitization is also affecting sales of
higher-margin office and school supplies. Overall, we expect the KSA retail market to face
continued weakness in 2024-25e. However, interest rate normalization beyond this period may
improve discretionary spending gradually. Accordingly, we expect Jarir's revenue to grow at a
moderate 3.1% CAGR over 2023-28e (+7.6% CAGR 2018-2023).

Figure 1: Key financial metrics

Revenue 9,392 10,595 11,068 11,387
Revenue growth 3% 13% 4% 3%
Gross Profit 1,287 1,276 1,295 1,332
Gross Profit margin 13.7% 12.0% 11.7% 11.7%
EBITDA 1,167 1,209 1,215 1,247
Op. income 1,019 1,045 1,061 1,090
Net profit 970 973 983 1,003
Net profit margin 10% 9% 9% 9%
EPS (SAR) 0.81 0.81 0.82 0.84
DPS (SAR) 0.77 0.83 0.78 0.79
P/E 16.2x 16.1x 16.0x 15.7x

Source: Company data, GIB Capital
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Figure 3: Trend in electronic & electric devices POS sales (SARbn)
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Figure 2: 2Q24 results summary

SAR mn 2Q24 2023 vy/y% 1Q24 aq/q9 % GIBCe Variance %
Revenues 2,650 2,436 8.8% 2,650 0.0% 2,467 7.4%
Cost of Goods 2,388 2,196 8.7% 2,355 1.4% 2,235 6.8%
Gross Profit 263 240 9.6% 295 -10.9% 232 13.2%
Opex 74 65 13.4% 57 28.5% 64 15.2%
Operating Profit 189 175 8.1% 238 -20.4% 168 12.5%
Net Income 171 156 9.8% 219 -22.0% 150 14.3%
Gross Margin 9.9% 9.8% 11.1% 9.4%

Operating Margin 7.1% 7.2% 9.0% 6.8%

Net Profit Margin 6.5% 6.4% 8.3% 6.1%

Source: Company data, GIB Capital

Figure 4: POS growth trend for various sectors (CAGR 2016-23)
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Jarir's gross margin has been declining y/y for the past
5 quarters. While 2Q24 marks the first increase after that timeframe, maintaining or improving
margins in the coming quarters remains a key area of focus going forward. As the retail industry
in KSA remains highly competitive, we expect Jarir to continue to offer discounts (mostly on
smartphones and computer segments) to protect its market share as well as to drive demand.
This, along with structural changes in the revenue mix with lowering contribution from high-
margin office and school supplies and improving e-commerce business is expected to keep the
gross margins under check in 2024-25e. Consequently, we expect gross margins to remain low
at around 11.7% in 2024-25e before expecting a gradual recovery from 2026 onwards.

Jarir has a strong track record of shareholder returns, with a historical
payout ratio of 95-100%. Given Jarir’s robust free cash flow generation, clean balance sheet,
and low debt, we expect Jarir to maintain a payout ratio of ~95% over the medium term,
implying a DPS of SAR0.78/0.79 for 2024-25e with an industry-leading dividend yield of ~6%,
significantly higher than its closest peer Extra (4.4-5.0%).

We value Jarir using a blended valuation approach with an equal mix of
DCF and P/E multiple. As for DCF, based on a WACC of 9%, we derive SAR16.8/share as the DCF-
based 1-year forward target price. For relative valuation, we apply a multiple of 18x to the
average of 2024-25e EPS and arrive at a 1-year forward target price of SAR16.2/share. Overall,
our blended 1-year forward TP stands at SAR16.5/share, with an Overweight rating and an
upside of 26%. Key downside risks are global recessions/demand weakness, a structural shift to
online education models, aggressive competition, entry of newer online players, global supply
chain issues, and one-sided related party transactions.
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Financial analysis in charts

Figure 5: Revenue trend (SARmn)

Figure 6: Gross profit and gross margin trend (SARmn)
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Figure 7: Operating profit and operating margin trend (SARmn)

Source: Company data, GIB Capital

Figure 8: Net income trend (SARmn)
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Figure 9: Dividend trend
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Figure 10: RoA and RoE trend
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Financials

Figure 11: Summarized basic financial statements (SARmn)
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Total Current Assets
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Total Assets

Current Liabilities
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Total Equity and Liabilities
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Cashflow from Financing

Total Cashflows

9,392
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8,104
1,287
14%
194
132
1,019
11%
(41)
970
10.3%
-2.2%
0.81
0.77
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1,167
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2,334
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1,015
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4,257
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1,209

1,648
221
292
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2,211
583
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1,899

4,110

1,572
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1,772

4,110
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-1,098
-474

11,068
4%
9,774
1,295
12%
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1,061
10%
(55)
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1,215
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1,625
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1,821

4,237

1.5

11,387
3%
10,055
1,332
12%
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148
1,090
10%
(62)
1,003
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0.84
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1,247

1,778
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292
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2,560
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843

1,781

4,341
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Source: Company, GIB Capital
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Figure 12: Key ratios
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Source: Company, GIB Capital
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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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