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Rating OVERWEIGHT    

Target price SAR91 (11.4% upside) 

Current price SAR81.7 
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Share information 

Market cap (SAR/US$) 2.860bn / 0.762bn 

52-week range 68.75 - 90.39 

Daily avg volume (US$) 3.84mn 

Shares outstanding 35.00mn 

Free float (est) 66% 

 
Performance 1M 3M 12M 

Absolute -3.6% -4.8% 19.3% 

Relative to index 6.9% 10.8% 8.0% 

 

Major Shareholder: 

Ibrahim Abu Nayan and Brothers Co. 12.2% 

Abdulgader Almuhaideb and Children Co. 12.2% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 22.9           6.2           19.3         15.2         

P/B (x) 4.4             2.9           2.9           2.7           

EV/EBITDA (x) 16.6           10.7         12.6         10.6         

Dividend Yield 3.1% 4.3% 4.9% 5.2%  
Source: Company data, Al Rajhi Capital 
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Company summary 
 

Al Hassan Shaker Company is one of the biggest 
manufacturers/distributers of air-conditioners in the 
Kingdom. The company manufactures them under 
the reputed brand name of LG through its JV with 
the South Korean consumer electronics giant. 
Shaker is the sole distributor of LG air-conditioners 
in the Kingdom. The company also sells LG LED 
lights and other non-LG home appliances. 

  
 
 

 

Al-Hassan G.I. Shaker Co 
Reducing target price, remain Overweight  
We recently spoke with Shaker's management to get an update on the Saudi 

air-conditioning (AC) market as well as obtain further clarity on the 

deconsolidation of LG Shaker due to the stake sale. The deconsolidation will not 

have an impact on Shaker’s top-line and the overall impact will only be 2% 

lower earnings from LG Shaker. The company has stopped selling non-LG 

branded ACs in a bid to avoid cannibalizing its LG AC sales. In order to make 

up for the lost revenue, Shaker has acquired ASDAA and tied up with other 

brands for selling home appliances (except ACs), which will provide new 

growth opportunities. We have revised our estimates for the company and 

rolled over our valuation to 2015. Based on these factors, we have arrived at a 

target price of SAR91 and maintain our Overweight rating on Shaker.  

Impact of deconsolidation: Shaker's management clarified the deconsolidation 

of LG Shaker will not alter Shaker’s revenues, since the company used to 

recognize revenues and costs between its subsidiaries on a net basis. As a result, 

the deconsolidation will reduce gross profit margins from an accounting 

perspective. The company will now recognize proportional earnings from LG 

Shaker as “income from associates”, since it now owns less than 50% in the 

latter. The only impact due to deconsolidation would be 2% lower earnings from 

LG Shaker. There has been no change in the management or the board of LG 

Shaker following the sale and the company hopes to consolidate LG Shaker’s 

results again, after an audit approval.      

Improving AC demand: The Saudi AC market was severely impacted by the 

stringent regulatory changes last year, as the country revised its Energy 

Efficiency Ratio (EER) requirements in the second half of 2013, which forced AC 

companies to offload their old inventory at deep discounts. This saw the exit of a 

number of aggressive Chinese firms from the Saudi market, which reduces the 

oversupply and give more pricing power to Shaker. The slowdown in 

construction activities further aggravated the situation, as it hit the demand for 

air-conditioners. However, with the regulatory changes now fully implemented 

and a gradual revival in construction activities, AC demand in the Kingdom is 

also improving, albeit slowly. The management expects a 5% overall increase in 

the selling price helped by a 10% increase in new AC prices.  

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,738                    1,741               1,601                1,775               1,961               

Revenue Growth 11.0% 0.2% -8.0% 10.9% 10.5%

Gross profit margin 29.8% 28.7% 27.3% 24.4% 24.6%

EBITDA margin 15.4% 13.0% 10.5% 8.4% 9.5%

Net profit margin 10.8% 7.2% 28.9% 8.3% 9.6%

EPS 5.36                      3.57                 13.24                4.23                 5.38                 

EPS Growth 4.1% -33.4% 270.5% -68.0% 27.2%

ROE 37.2% 21.2% 56.4% 14.9% 18.4%

ROCE 35.1% 23.7% 15.2% 12.0% 14.9%

Capex/Sales 2.2% 1.8% 5.0% 2.0% 2.0%  
Source: Company data, Al Rajhi Capital 
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Expanding into new areas: Shaker recently acquired 100% stake in ASDAA for SAR20mn, 

which was financed through internal accruals. ASDAA is a distributor of Bissell products in 

Saudi Arabia, a leading brand for vacuum cleaners.  The company’s revenues surged at 

around 36% CAGR over 2011-2013 to touch SAR24mn, while its net profit grew at a CAGR of 

80.3% over the same period to reach SAR2.6mn in 2013. The acquisition allows Shaker to 

enter a new product segment. The synergy would come from the company being able to 

leverage its existing distribution network to boost ASDAA’s sales and earnings. 

Non-LG revenues slip: The management also confirmed that it has decided to stop selling 

non-LG ACs in order to avoid cannibalizing its LG AC sales. This has resulted in a fall in non-

LG revenues (down 28% y-o-y in 9M2014). The segment contributed 20% to the total 

revenues in 2013, which is expected to fall to about 15% in 2014 and slip further in future, as 

LG AC sales pick up. Nevertheless, the company has acquired ASDAA to make up for the loss 

in sale from this decision and inked agreements with different brands to sell home appliances 

(except ACs).  Therefore, the management expects margins to remain stable around the 

current level. 

Dividend to normalize: We expect Shaker’s dividend payout to normalize in 2014 to SAR3.5, 

after the company cut its dividend payment in 2013 due to the 33% fall in profit. Earlier in 

2013, Shaker had reduced its dividend payment to SAR2.5 per share from SAR4 per share in 

2012. For 9M 2014, Shaker has recently announced a dividend of SAR2.5 per share.  

Valuation: With 2014 drawing to a close, we have rolled over Shaker’s valuation to next year. 

Our explicit estimates for the DCF valuation is now till 2019, and we are using 2015 estimates 

for relative valuation. We have used a PE multiple of 16.5x (average for Saudi retail sector) on 

the company’s FY2015E earnings, for relative valuation. Based on our estimates, and using an 

average of DCF and Relative Valuation methods, we have arrived at a fair value of SAR91 for 

Shaker. Our fair price implies a potential upside of 11.4% and therefore, we have maintained 

our Overweight rating on the company.   
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Income Statement (SARmn) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue 1,738                  1,741              1,601              1,775              1,961              

Cost of Goods Sold (1,220)                 (1,242)             (1,164)             (1,342)             (1,478)             

Gross Profit 518                     500                 437                 433                 483                 

Government Charges -                      -                  -                  -                  -                  

S.G. & A. Costs (281)                    (303)                (282)                (307)                (321)                

Operating EBIT 237                     196                 154                 125                 162                 

      

Cash Operating Costs (1,471)                 (1,515)             (1,433)             (1,626)             (1,774)             

EBITDA 267                     226                 168                 149                 187                 

Depreciation and Amortisation (30)                      (30)                  (13)                  (24)                  (25)                  

Operating Profit 237                     196                 154                 125                 162                 

Net financing income/(costs) (16)                      (19)                  7                      29                   34                   

Forex and Related Gains

Provisions -                      -                  -                  -                  -                  

Other Income 5                          1                      1                      2                      2                      

Other Expenses

Net Profit Before Taxes 226                     179                 512                 156                 198                 

Taxes (17)                      (22)                  (25)                  (8)                    (10)                  

Minority Interests (22)                      (32)                  (24)                  -                  -                  

Net profit available to shareholders 188                     125                 463                 148                 188                 

Dividends (140)                    (88)                  (123)                (140)                (149)                

Transfer to Capital Reserve  
 

12/12A 12/13A 12/14E 12/15E 12/16E

Adjusted Shares Out (mn) 35.00 35.00 35.00 35.00 35.00

CFPS (SAR) 6.84 5.32 14.31 4.90 6.09

EPS (SAR) 5.36 3.57 13.24 4.23 5.38

DPS (SAR) 4.000 2.500 3.500 4.000 4.250  
 

Growth 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue Growth 11.0% 0.2% -8.0% 10.9% 10.5%

Gross Profit Growth 10.9% -3.5% -12.6% -0.9% 11.6%

EBITDA Growth 12.0% -15.3% -25.9% -11.2% 25.8%

Operating Profit Growth 10.5% -17.2% -21.4% -18.9% 29.7%

Net Profit Growth 4.1% -33.4% 270.5% -68.0% 27.2%

EPS Growth 4.1% -33.4% 270.5% -68.0% 27.2%  
 

Margins 12/12A 12/13A 12/14E 12/15E 12/16E

Gross profit margin 29.8% 28.7% 27.3% 24.4% 24.6%

EBITDA margin 15.4% 13.0% 10.5% 8.4% 9.5%

Operating Margin 13.6% 11.3% 9.6% 7.1% 8.3%

Pretax profit margin 13.0% 10.3% 32.0% 8.8% 10.1%

Net profit margin 10.8% 7.2% 28.9% 8.3% 9.6%  
 

Other Ratios 12/12A 12/13A 12/14E 12/15E 12/16E

ROCE 35.1% 23.7% 15.2% 12.0% 14.9%

ROIC 23.9% 16.7% 13.0% 14.4% 17.0%

ROE 37.2% 21.2% 56.4% 14.9% 18.4%

Effective Tax Rate 7.4% 12.3% 4.8% 5.0% 5.0%

Capex/Sales 2.2% 1.8% 5.0% 2.0% 2.0%

Dividend Payout Ratio 74.6% 70.0% 26.4% 94.6% 79.0%  
 

Valuation Measures 12/12A 12/13A 12/14E 12/15E 12/16E

P/E (x) 15.2                    22.9                6.2                  19.3                15.2                

P/CF (x) 11.9                    15.3                5.7                  16.7                13.4                

P/B (x) 5.4                       4.4                  2.9                  2.9                  2.7                  

EV/Sales (x) 2.2                       2.2                  1.1                  1.1                  1.0                  

EV/EBITDA (x) 14.2                    16.6                10.7                12.6                10.6                

EV/EBIT (x) 16.1                    19.1                11.6                15.0                12.2                

EV/IC (x) 3.7                       3.3                  2.2                  2.1                  2.0                  

Dividend Yield 4.9% 3.1% 4.3% 4.9% 5.2%  
Source: Company data, Al Rajhi Capital 
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Disclaimer and additional disclosures for Equity Research 

Disclaimer 

This research document has been prepared by Al Rajhi Capital Company (“Al Rajhi Capital”) of Riyadh, Saudi Arabia. It has been prepared 
for the general use of Al Rajhi Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or 
manner, without the express written consent of Al Rajhi 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 Al Rajhi Capital. The information contained was obtained from various public sources believed to be 
reliable but we do not guarantee its accuracy. Al Rajhi Capital makes no representations or warranties (express or implied) regarding the 
data and information provided and Al Rajhi 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. Al Rajhi Capital or its 
officers or one or more of its affiliates (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. Al Rajhi 
Capital or its affiliates 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. Al Rajhi Capital, together with its affiliates 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.  

This research document and any recommendations contained are subject to change without prior notice. Al Rajhi Capital assumes no 
responsibility to update the information in this research document. Neither the whole nor any part of this research document may be altered, 
duplicated, transmitted or distributed in any form or by any means. 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 Al Rajhi Capital or any of its affiliates to any 
registration or licensing requirement within such jurisdiction. 

Additional disclosures 
1. Explanation of Al Rajhi Capital’s rating system 
Al Rajhi Capital uses a three-tier rating system based on absolute upside or downside potential for all stocks under its coverage 
except financial stocks and those few other companies not compliant with Islamic Shariah law: 

"Overweight": Our target price is more than 10% above the current share price, and we expect the share price to reach the target 
on a 6-9 month time horizon. 

"Neutral": We expect the share price to settle at a level between 10% below the current share price and 10% above the current 
share price on a 6-9 month time horizon. 

"Underweight": Our target price is more than 10% below the current share price, and we expect the share price to reach the target 
on a 6-9 month time horizon. 

2. Definitions 
"Time horizon": Our analysts make recommendations on a 6-9 month time horizon. In other words, they expect a given stock to reach 
their target price within that time.  

"Fair value": We estimate fair value per share for every stock we cover. This is normally based on widely accepted methods 
appropriate to the stock or sector under consideration, e.g. DCF (discounted cash flow) or SoTP (sum of the parts) analysis.  

"Target price": This may be identical to estimated fair value per share, but is not necessarily the same. There may be very good 
reasons why a share price is unlikely to reach fair value within our time horizon. In such a case we set a target price which differs 
from estimated fair value per share, and explain our reasons for doing so. 

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. 

Contact us 
Research Department 
Tel : +966 11 211 9370 
devassyp@alrajhi-capital.com 
 
Al Rajhi Capital 
Research Department 
Head Office, King Fahad Road 
P.O. Box 5561 
Riyadh 11432 
Kingdom of Saudi Arabia 
Email: research@alrajhi-capital.com 
 
Al Rajhi Capital is licensed by the Saudi Arabian Capital Market Authority, License No. 07068/37. 
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