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Earnings Flattened by Factoring Cost
Liquidity exacerbated by delayed project launches

Bottom line cannibalized by factoring: Al-Shams Housing &
Development'’s [ELSH] total revenues grew 19% y/y to EGP118mn in
Q1 2021, mostly driven by revenues from Gardenia Al-Shams
project. However, net profits remained flat at EGP49mn in Q1 2021
due to the booking of EGP37mn (+23% y/y) of interest expense
related to factoring of receivables portfolio. Net profit margin
(NPM) came in at 42% in Q1 2021 vs. mid-80s before management
began factoring ELSH's receivables.

Launches of new projects delayed; construction work idle: ELSH
is yet to launch its project Solana and the recently-acquired
commercial plots in Sixth of October City. We had expected ELSH to
start sell its two projects off-plan at the beginning of 2021, in line
with its sales model applied recently in Gardenia Al-Shams. ELSH,
however, plans to kick-start its Solana project with the construction
of five (out of 26) buildings using internal resources. Meanwhile,
ELSH's work-in-process balance amounted to EGP776mn in Q1
2021 (vs. EGP775mn in Q4 2020), reflecting negligible spending
related to Solana and no spending related to the commercial plots
in Sixth of October City.

In dire need for liquidity through year-end: In our Core Coverage
note, we thought ELSH's liquidity needs would be financed
externally to begin construction. We had estimated that ELSH would
need EGP300mn in external financing over the next five years.
However, we through ELSH would be generating cash inflows from
the receivables of its new project launches, which have so far been
delayed. At end of Q1 2021, ELSH has apparently did not pay in full
the third land installment for the Solana project amounting to
EGP145mn; it only paid EGP58mn or 40% of the installment. In
addition, ELSH did not pay its 2020 tax dues amounting to
EGP44mn. That said, ELSH resorted to factoring which resulted in an

Shares outstanding (mn) 181.5  interest expense of EGP37mn to be paid within the year.

Free float 22.7%  Furthermore, ELSH's shareholders approved the distribution of
Market Cap (EGPmn) 893 EGP36mn (EGP0.20/share) in cash dividends, which we did not

52w range EGP2.8-6.36  pencil in our forecasts in view of ELSH's liquidity needs. The cash
EGP100 invested 5y ago EGP450 distribution will be paid in two installments in September and

TTM EPS EGP0.86 December 2021. Thus, in total, we calculate that ELSH's liquidity

TTM P/E 5.7x  heeds through the end of 2021 amounts to c.EGP203mn.

TT™M P/B 1.3x  Overweight and 12M PT maintained: ELSH is currently traded at a
2021e P/E 5.6x  P/E of 5.7x and a P/BV of 1.3x. We had expected the deficit in cash
2021e P/B 1.04x  flows to be covered with debt as per our financial model. Also, ELSH
Last fiscal year's DPS EGP0.2  could still launch its projects during H2 2021 as it was targeting pre-
Dividend yield 41% sales from Solana of EGP1bn during 2021. Thus, we maintain our

5Y beta 1.03 12-month price target at EGP5.9/share.

4Y Proj. EPS CAGR 27.7%
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Results in Charts

Quarterly Gross Profit
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Quarterly Net Profit
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Revenues and Net Profit Growth (m/m)
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Disclaimer

Information included in this report has no regard to specific investment objectives, financial situation, advices or particular needs of the report users
whether they received them directly or through any research pool and other specialized websites. The report is published for information purposes only
and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Unless specifically stated otherwise, all
price information is only considered as indicator. No express or implied representation or guarantee is provided with respect to completeness, accuracy
or reliability of information included in this report. Past performance is not necessarily an indication of future results. Fluctuation of foreign currency
rates of exchange may adversely affect the value, price, or income of any products mentioned in this report. Information included in this report should
not be regarded by report users as a substitute for the exercise of their own due diligence and analysis based on own assessment and judgment criteria.
Any opinions given are subject to change without notice and may significantly differ or be contrary to opinions expressed by other Prime business areas
as a result of using different assumptions and criteria. Prime Group is under no obligation responsible to update or keep current the information
contained herein. Prime Group, its directors, officers, employees or clients may have or have had interests or long or short positions in the securities
and/or currencies referred to herein, and may at any time make purchases and/or sales in them as principal or agent. Prime Group, its related entities,
directors, employees, and agents accept no liability whatsoever for any loss or damage of any kind arising from the use of all or part of these information
included in this report whether it is received directly or through research pools and other specialized websites. Certain laws and regulations impose
liabilities which cannot be disclaimed. This disclaimer shall, in no way, constitute a waiver or limitation of any rights a person may have under such laws
and/or regulations. Furthermore, Prime Group or any of the group companies may have or have had a relationship with or may provide or have
provided other services, within its objectives to the relevant companies.

Copyrights © 2021, Prime Group, ALL RIGHTS RESERVED. You are hereby notified that distribution and copying of this document is strictly prohibited
without the prior approval of Prime Group.
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