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On Solid Foundations
Raising our 12MPT to EGP215/share; OW/M maintained

Abdelkhalek Mohammed An essential piece of Egypt’s construction boom puzzle in the
Equity Analyst last decade, Orascom Construction [ORAS] enjoys a robust

T +202 3300 5717 business model that benefits from the country’s infrastructure
aabdelkhalek@egy.primegroup.org spending and a stronger USD. This is apparent in ORAS's strong

backlog and portfolio of projects that include Cairo’s Monorail,
the Grand Egyptian Museum, and more. Moreover, ORAS tries
to diversify its portfolio in other countries, including the US,
Saudi Arabia, and Europe (either directly through ORAS or
indirectly through its 50%-owned BESIX). We believe ORAS is
currently traded at unjustifiably cheap multiples (2022a/2023e
P/Es of 3.3x/3.5x) despite its solid earnings quality and stable

RELATIVE PERFORMANCE (5Y) dividend stream. We value ORAS at USD6.1/share (equivalent
e e 1000 s (e to EGP189/share) with a 12MPT of USD6.9/share (equivalent to
ORAS ebased EGP215/share), all based on an FX rate of EGP30.9/USD.
o | ;Zi/ Concrete fundamentals with a solid balance sheet: ORAS had a
2000 | | cos strong year in 2022, having achieved USD113.5mn in earnings
| o (including USD55.5mn in Q4 2022 alone) on revenues of USD4.2bn.
1500 L 200 Its backlog registered USD5.3bn, c.77% of which is denominated in
‘ ‘ ‘ ‘ s foreign currencies, which makes ORAS a natural hedge against any
1000 L 0% further EGP weakness. Additionally, new awards reached USD3.4bn
| _10% in 2022 (-20% y/y), further supporting top line growth with a
s0 | | 0% diversified portfolio of projects. However, GPM narrowed to 8.3% in
| _s0% 2022 (-1.5pp y/y) due to rising USD-denominated costs, which we
- bt ol i mH\h”J‘”ml‘\ﬁ‘“.\J\J\m\‘.h‘m“hnm‘HHH\‘M&LL 100% think should ease off in 2023 on the back of new legislation in
Apr-18 - Apr-19 Apre21 - Apr-22 Egypt allowing contractors to renegotiate their government-related
Source: Bloomberg, Prime Research. contracts. ORAS's fundamentals are also reinforced by a very strong

net cash position of USD326mn at end of 2022, which represents

89% of its current market cap. Meanwhile, BESIX recorded a huge
KEY STOCK STATISTICS gain from its real estate segment, despite recording weak
performance during 9M 2022. On the other hand, BESIX's

h i 116.8 . .
shares outstanding (mn) standalone backlog increased slightly by 1.4% y/y to USD2.8bn
Free float 22%  (based on a 50% stake).
Market EGP 11,535 o
arket cap (EGPmn) Steady steps to tap new growth segments: ORAS is trying to
Market cap (USDmn) 373 expand its portfolio of projects in new segments in Egypt, including
52w range (EGP/share) 50-107  green hydrogen, electric wind farms, and a new strategic warehouse
EGP100 invested 5y ago 6o for modern Iogistics solutions. Moreoyer, ORAS's management tries
EPS (2022a / 2023¢) (USD) 097,092 O select Egyptian contracts that are financed by a fore|gn. entity to
secure future cash flows. On the same wavelength, ORAS is looking
P/E (2022a / 2023€) 3.3x/3.5x to expand more in the MEA region, with focus on KSA and UAE due
P/BV (2022a / 2023e) 0.5x/0.5x  to their strong construction spending. As for Orascom USA, the
Last fiscal year's DPS (USD) 0.42 subsidiary has seen steady growth in its data center projects,
Dividend yield 1329  Powered by current work in five data centers, |nclud|ng three .hyper—
scale data centers, among other commercial and housing projects.
Sy historical beta 0.83
Sy Proj. EPS CAGR (2022-27) 4.7%

Source: Prime Research.
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BESIX, unexpected performance despite the hurdles: BESIX
operates three main business segments, namely construction,
concessions, and real estate investments. On one hand, the
construction segment has had some hurdles in the last few years
within a rising-cost environment. On the other hand, the concession
segment provides BESIX with steady and recurring revenues and
cash flows. Meanwhile, the real estate investments segment booked
a huge gain from the sale of an asset during Q4 2022, which we
think is non-recurring. Overall, we expect BESIX's performance in
the construction segment to improve slightly in the coming years
and for BESIX to normalize overall from one-offs in 2022.

What do we expect? Over the next five years, we expect revenues
to shrink at a 5y CAGR (2022-27) of 1.8% to USD3.8bn by 2027, and
for earnings to grow at a 5y CAGR (2022-27) of 4.7% to USD139mn
by 2027. Powered by a strong and diversified backlog, we expect
new awards to average USD3.7bn a year, yet the backlog could slip
by a 5y CAGR (2022-27) of ¢.5% mainly due to expected easing in
the Egyptian government'’s infrastructure spending over the coming
years. As for leverage, we expect total debt-to-EBITDA to decrease
from 1.1x in 2022 to 0.9x by 2027 as working capital needs ease
slightly. We like ORAS for its stable semi-annual dividend payments
with an expected payout ratio of 40%, yielding ¢.12%.

Figure 1: Impact of Sidra lawsuit We L(ij our 12dMPT to EdGPZ‘LSf/Ishare; reiter::tjteI our Oerl\l(I:I ra:ipg:
on our 12MPT for ORAS, different Based on our discounted cash flow (DCF) model, we reac g a fair
value of USD6.1/share and a 12MPT of USD6.9/share (equivalent to

probabilities EGP189/share and EGP215/share, respectively, based on an FX rate
_Probability of 12MPT of EGP30.9/USD). According to our calculation, the higher valuation
Sidra lawsuit loss ____(EGP/share) can be attributed mostly to the higher FX rate (EGP30.9/USD vs.
0% 403 EGP15.71/USD previously). Still, our new 12MPT of EGP215/share
25% 356 (47% higher than our previous 12MPT of EGP146/share) implies
50% 309 not-so-demanding 2022a/2023e P/Es of 7.1x and 7.6x, respectively,
offering a potential triple-digit upside of 117%. Hence, we maintain
75% 262 our Overweight/Medium Risk rating for ORAS. We note that our
100% 215 valuation incorporates the worst-case scenario related to a dispute
Source: Prime Research. by Qatar Foundation, the owner of Sidra Medical Center in Qatar,

against OHL, a 45%-owned subsidiary of ORAS. We also note that

OHL had filed a counter claim against Qatar Foundation which was
partially acknowledged. Notwithstanding this dispute, our 12MPT

would be adjusted upward to EGP403/share.

Key catalysts: Strong backlog of government infrastructure
projects. A diversified portfolio of projects (e.g. green hydrogen
plants, infrastructure, power plants, and others). The new
“Contractors Compensation Law” in Egypt allowing contractors to
renegotiate their government-related contracts. A stronger USD.

Key risks: Sidra Medical Center lawsuit (our estimated charge of
USD556mn, fully accounted for in our model). Continuation of the
Russia-Ukraine war. Global recession fears.
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Key ASSUMPTIONS

Assumptions 2025e 2026e

Summary

Backlog (USDmn) 6,090 5,271 4,479 4,306 4,413 4,676 5,008

New Awards (USDmn) 4,193 3,359 3,149 3,465 3,708 3,950 4,143
Growth 25% -20% -6% 10% 7% 6% 5%

Total Revenues (USDmn) 3,543 4177 3,941 3,638 3,601 3,687 3,811
Growth 5% 18% -6% -8% -1% 2% 3%

Backlog (USDmn) 4,750 3,874 3,038 2,819 2,875 3,081 3,352
New Awards (USDmn) 3,043 1,936 1,700 1,968 2,156 2,335 2,467
Growth 45% -36% -12% 16% 10% 8% 6%
Total Revenues (USDmn) 2,493 2,813 2,535 2,187 2,100 2,130 2,195
Growth 18% 13% -10% -14% -4% 1% 3%
Gross Profit (USDmn) 274 267 254 225 223 232 241
GPM 11.0% 9.5% 10.0% 10.3% 10.6% 10.9% 11.0%

Backlog (USDmn) 1,340 1,398 1,441 1,487 1,538 1,595 1,655
New Awards (USDmn) 1,150 1,422 1,449 1,498 1,552 1,614 1,676
Growth -9% 24% 2% 3% 4% 4% 4%
Total Revenues (USDmn) 1,050 1,364 1,406 1,451 1,501 1,557 1,616
Growth -17% 30% 3% 3% 3% 4% 4%
Gross Profit (USDmn) 72 80 84 87 20 93 97
GPM 6.9% 5.8% 6.0% 6.0% 6.0% 6.0% 6.0%

Backlog (USDmn) 3,067 2,995 3,037 3,095 3,167 3,252 3,344
New Awards (USDmn) 2,048 1,967 1,997 2,050 2,110 2,178 2,244
Growth 56% -4% 2% 3% 3% 3% 3%
Total Revenues (USDmn) 1,755 1,786 1,955 1,992 2,038 2,093 2,152
Growth 11% 2% 9% 2% 2% 3% 3%
Net Income (USDmn) 15.7 19.9 39.1 44.8 51.0 57.6 64.6
Growth -353% 27% 96% 15% 14% 13% 12%

Source: Prime Research.
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VALUATION MODEL

USDmn 2023 2024 2025 2026 2027 Terminal
EBIT 137 127 129 138 145 147
Taxes on EBIT (34) (32) (32) (34) (36) (37)
NOPAT 103 95 97 103 108 111
D&A 43 48 52 56 60
Change in WC (15) (18) 4) 3 6
Capex (63) (62) (65) (70) (76)
Net investments (35) (32) (17) (12) (10) (13)
Board remuneration (15) (15) (15) (16) (16) (17)
FCFF 54 49 66 76 82 879
Present Value of FCFF 49 39 47 49 48 512
DCF Enterprise Value 744
Net (Debt)/ Cash 326
Other investments 240
Minorities (40)
Lawsuit provisions (556)
DCF Equity Value (USD) 714 Reinvestment rate 12%
NOS 116.8
FV (EGP/share) 189 ROIC 17%
Market price (EGP/share) 98.79
12MPT (EGP/share) 215 TGR 2%
Upside/downside 117%

SENSITIVITY ANALYSIS

Avg. USD/EGP (EGP/ Backlog Revenues

9.2% 10.2% 12.2% 13.2% 9- share) (USDmn) (USDmn)
25.2 229 4,541 3,974

28.0 221 4,508 3,957

31.1 215 4,479 3,941

34.2 209 4,455 3,929

376 204 4,433 3,917

PEERS ANALYSIS (As OF 6-APR-2023)

Based on TTM figures LGS G 7 L LS C T LTS in:l:r:me ROE EV/EBITDA
(USDmn) (USDmn) (USDmn)

Local Peers’ Average 565 2,491 146 14.9% 5.1% 5.6x 5.8x
Elsewedy Electric SWDY Egypt 1,117 4,884 287 21.5% 5.9% 6.8x 4.8x
Elsaeed Contracting UEGC Egypt 14 99 5 8.3% 4.2% 4.4x 6.7x
Global Peers’ Average 3,558 15,525 203 16.7% -0.2% 12.0x 4.8x
OHLA Construction OHLA Spain 316 3,433 (102) -16.4% -3.1% n/a 0.8x
Hochtief HOT Germany 6,800 27,616 507 49.8% 2.8% 11.9x 4.8x
Peers’ Average 2,062 9,008 174 15.8% 2.5% 7.7x 4.3x
Orascom Construction ORAS Egypt 373 4,177 114 16% 3% 3.3x 2.0x

Source: Bloomberg, Prime Research.
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FINANCIAL MODEL

Financials (ends 31 Dec., USDmn) P{1PA F 2022a 2023e 2024e 2025e 2026e 2027e
Income Statement

Total revenue (Net) 3,543 4177 3,941 3,638 3,601 3,687 3,811
Cost of revenues (3.197) (3,830) (3,604) (3,326) (3,289) (3,361) (3,473)
Gross profit 346 347 338 312 313 325 338
SG&A (192) (197) (211) (195) (193) (198) (204)
Other operating (exp.)/ Inc. 2 5 11 10 10 10 10
EBITDA 204 200 181 175 181 194 204
Depreciation & amortization (48) (46) (43) (48) (52) (56) (60)
EBIT 156 155 137 127 129 138 145
Finance (expense)/income 12 17 22 47 60 68 68
Profit before taxes 168 172 160 174 189 206 212
Taxes & minority (54) (58) (52) (57) (62) (68) (70)
Net profit 113 114 107 117 127 138 143

Balance Sheet

Current Assets

Cash & Cash Equivalents 506 538 522 515 534 565 594
Accounts receivables 2,562 2,037 1,973 1,868 1,895 1,988 2,104
Inventory 307 248 243 233 239 254 272
Other Current Assets - - - - - - -
Total Current Assets 3,375 2,823 2,739 2,617 2,669 2,807 2,970
Property, planet, & equipment (net) 199 147 166 180 193 207 224
Other Non-Current Assets 528 562 597 642 694 753 819
Total Non-Current Assets 727 709 763 822 887 960 1,042
Total Assets 4,102 3,531 3,502 3,439 3,556 3,766 4,012
Liabilities & Equity

CPLTD & Credit facilities 63 212 185 168 161 158 156
Debit and Other Debit Accounts 3,192 2,514 2,429 2,297 2,327 2,437 2,577
Other Current Liabilities 104 67 67 67 67 67 67
Total Current Liabilities 3,359 2,793 2,682 2,532 2,555 2,662 2,800
LT Loans 1 - 5 8 11 15 20
Other Non-Current Liabilities 53 47 47 47 47 47 47
Total Liabilities 3,414 2,840 2,734 2,587 2,613 2,724 2,868
Minority Interest 50 40 52 66 81 97 113
Total Equity 689 691 768 852 943 1,042 1,144
Total Liabilities & Equity 4,102 3,531 3,502 3,439 3,556 3,766 4,012
Cash from Operating 201 194 135 147 175 197 209
Cash from Investing (53) (75) (98) (107) (116) (129) (142)
Cash from Financing (116) 69 (52) (48) (40) (38) (37)
Net Change in Cash 32 188 (15) (7) 19 30 29

Source: Company reports, Prime Research.
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FINANCIAL MODEL (CONT’D)

Key Performance Indicators 2024e 2025e 2026e 2027¢)
Per-Share Data

Price (EGP) 70.00 97.75 98.79 98.79 98.79 98.79 98.79
# shares (WA, in mn) 116.8 116.8 116.8 116.8 116.8 116.8 116.8
EPS (USD) 0.97 0.97 0.92 1.00 1.09 1.18 1.22
Payout ratio 47% 39% 40% 40% 40% 40% 40%
DPS (USD) 0.46 042 0.37 0.40 043 047 0.49
BVPS (USD) 5.90 5.92 6.58 7.30 8.07 8.92 9.80

aluation Indicators

P/E (x), on end of FY market price 2.3x 3.3x 3.5x 3.2x 2.9x 2.7x 2.6x
P/E (x), based on our 12MPT 7.1x 7.6x 6.9x 6.4x 5.9x 5.7x
DY, actual on BoP price, est. on current 18.4% 11.7% 12.5% 13.6% 14.8% 15.3%
P/BV (x) 0.4x 0.5x 0.5x 0.4x 0.4x 0.4x 0.3x
EV/IC (x) 0.4x 0.7x 0.7x 0.7x 0.7x 0.6x 0.6x
EV/Sales (x) 0.1x 0.1x 0.1x 0.1x 0.1x 0.1x 0.1x
EV/EBIT (x) 1.2x 2.6x 3.0x 3.3x 3.2x 2.9x 2.7x
EV/EBITDA (x) 0.9x 2.0x 2.3x 2.4x 2.3x 2.0x 1.9x

Profitability & Growth Ratios

Revenue Growth 5% 18% (6%) (8%) (1%) 2% 3%
EBIT Growth 4% -1% -11% -1% 2% 7% 5%
EPS Growth 25% 0% (6%) 9% 8% 9% 3%
GPM 10% 8% 9% 9% 9% 9% 9%
EBITDA Margin 6% 5% 5% 5% 5% 5% 5%
EBIT Margin 4% 4% 3% 3% 4% 4% 4%
Net Margin 3% 3% 3% 3% 4% 4% 4%
ROIC 24% 26% 19% 17% 16% 17% 17%
ROA 3% 3% 3% 3% 4% 4% 4%
ROE 16% 16% 14% 14% 13% 13% 12%

Liquidity & Solvency Multiples

Net Cash (Debt) 442 326 332 339 362 391 417
Net Cash (Debt) /Equity 64% 47% 43% 40% 38% 38% 36%
Net Cash (Debt) to EBIT 2.8x 2.1x 2.4x 2.7x 2.8x 2.8x 2.9x
Debt to Assets 0.0x 0.1x 0.1x 0.1x 0.0x 0.0x 0.0x
Current ratio 1.0x 1.0x 1.0x 1.0x 1.0x 1.1x 1.1x

[Consensus Estimates (EGPmn)

Revenues 3,820 3,721 3,715 3,723
Prime Research vs. Consensus 3% -2% -3% -1%
Net Income 79 94 109 116
Prime Research vs. Consensus 36% 24% 17% 19%

Source: Company reports, Prime Research.
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Source: Company reports, Prime Research.
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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 objectivesto the relevant companies.

Copyrights © 2023 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.

8/8


mailto:SElmaraghy@egy.primegroup.org
mailto:MEzzat@egy.primegroup.org
mailto:MAshmawy@egy.primegroup.org
mailto:AAlaa@egy.primegroup.org
mailto:MElmetwaly@egy.primegroup.org
mailto:EElsafoury@egy.primegroup.org
mailto:SRaslan@egy.primegroup.org
mailto:MElhenawy@egy.primegroup.org
mailto:NAbuelatta@egy.primegroup.org

