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BusinessOlympic Group (OG) was established in 1930. It is a manufacturer of
home appliances and consumer electronics with factories in Cairo, the Tenth of
Ramadan City, and the Sixth of October City. Since its acquisition of 79% of Ideal in

late 1997, OG has been a leader in Egypt's white goods market. In September 2008, | 1:000.00

OG announced the spin-off of two of its subsidiaries, Namaa and B-Tech.
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Investment thesis
Olympic Group Financial Investments (OLGR) is the largest manufacturer
and distributor of white goods in Egypt with a consolidated market share of
30% at the end of FY2008. OLGR has dominant market shares locally in
various products like washing machines (40%), refrigerators (25%), water
heaters (47%) and cookers (17%). Washing machines accounted for 36% of
its total sales in FY2008, followed by refrigerators at 31%. In terms of
profitability, washing machines (45%) and refrigerators (23%) remained the

15July-2009

their high cost structures at point of origin, higher transportation costs and
tariff shield (30% import tariff)- key negatives unlikely to disappear in the
medium term, we believe.

OLGR has a long operating history going back to as early as 1930. OLGR
has, over the years, created a considerable moat by virtue of its strong
brand equity, reflected in its dominant share in the domestic markets.

largest contributors, accounting fornearly 2340 f  OL GRO6s gr o ©8 GRO e f idtee.p mar ket knowl edge aid
8,000 personnel, effective after sales services and wide distribution network
Favorable demographics remain the long term growth driver of the Egyptian would pose as strong entry barriers for new entrants, in our view. OLGR
white goods market. Egypt 6 s t o possdssesp large netlvoek bf whaesale and retaiindehlers i &7towned rétaihn , gr
average of 2% annual ly. Fur t hoatlets, 42 réfaiy andoconsunser credieoltietst(throvgle its subsidianoiuBa g po
remains its greatest virtue, in our view. It is pertinent to note that close to Tech) and 32 distribution centers. Further, it has 45 owned and franchisee
50% of its population are below the age of 20 years, underlying the strong service centers across Egypt, facilitating an effective after sales service for
demand potential of the white goods industry. Additionally, a combination of its customers.
favorable macro factors like rising per capita income, increased
urbanization, growing importance of the retail sector, and gradual evolution Another interesting point is that OLGR is the only white goods stock listed in
of consumer credit would aid in sustenance of demand, in our opinion. Egyptian stock exchange and hence, is an important conduit offering
investors an opportunity to capture an ever growing pie of the domestic
One of the intriguing features of the Egyptian market is that electronic white goods market. Majority of the domestic companies are family owned
appliances are usually a one-time purchase, as opposed to a replacement as opposed to a professional management team at OLGR, post the
demand driven market. Hence, the appliances are typically retained over its induction of Paradise Capital in FY2008.
lifetime and not replaced for products of superior design/features. This
unique characteristic aids the local manufacturers structurally, in our view, OLGR&6s strong brand equity equips
because of their ability to provide cheaper after sales services owing to view. OLGR witnessed close to 5% CAGR increase in average prices of its
|l ower overhead expenses (9% ofmaQL@ROEr otdoutcatls coisnceof FYdD2®@3Z 6o et

estimated that imports represent 10% of the Egyptian white goods market,
and that too primarily in the higher end segment. Imported products are
typically priced at a premiumof15-2 0 % over OLGRO s

domestic sales grew by 13% YoY. However, a detailed sales variance
analysis reveals that improved price realizations accounted for 62% of the

p rinorghsa @ tregenues ¢invabsalu@ tering) in FY2008, with the balance
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emanating from higher volume. In 1QFY2009, total sales declined by 15%
YoY owing to lower demand, rather than any significant decline in price
realizations. Automatic washing machines (AWM) witnessed 17% YoY
decline in volumes, with a 4% decline in price realization from FY2008
l evel s. Similarly,

refrigerato

efficient finished products to the AAA region and even to European markets
as well.

Financial Summary

%

price realization declined by 2%. It is interesting to note that OLGR was able YIE 31 Dec FY06 FY07 FY08 FYOSE FYIOE
to improve price realizations in its two other major products 7 water heaters Revenues (EGP mn) 1,583 1,899 2,156 2,019 2367
(WH) and cookers in 1QFY2009 vis-a-vis the average price in FY2008. This EBITDA (EGP mn) 281 313 265 233 204
under pins our belief in recovergBlTD%,&arngO(%GRﬁs LoV EgRuUeSs, in11'5FY%2210 w
improvement in domestic demand and price realizations (with clearing up of
its accumulated high cost inventory) compared to FY2009 levels. Reported PAT (EGP mn) 200 228 168 158 215
EPS (Rs) 33 3.8 2.8 26 3.6

TablelDomestic Price of OLGRd®s key pr OGpoth(i"/g) S : 342 138 (26.3) (58) 36.2

Fig. in EGP Average Selling Price (Domestic) per unit CAGR PER (x) 127 15.9 86 88 65

YIE FYO3  FYO4 FY05 FYO6 FYO7  FY0s 1009 | (FY03-08)

Refrigerators 924 1,056 1,119 1,043 1,098 1,155 1,127 46 ROE (%) 213 214 171 177 208

AWM 1,800 2090 2195 1,999 2042 2179 2,083 39 EV/EBITDA (x) 10.0 126 79 8.8 7.0

Cookers 461 517 674 504 541 639 663 6.7 Price/Book (x) 25 3.2 17 15 12

Water Heaters 321 359 432 376 399 432 452 6.2 Dividend Yield (%) 24 25 31 22 32

Average 876 1,006 1,105 981 1,020 1,101 1,081 4.7 Source: Watheeqa
OLGR&s exports grew at an i mprgafusionvne 38% CAGR since FY2003 to |
9% of its total sales at the WwendvadfueFYRGREs B RibabeRdsecscdnaiio) r Mehn &

opinion, would gradually evolve as a higher contributor (25-30%) to its total
revenues over the next five years. OLGR primarily focuses on the All Arab &
African Countries (AAA), which possess limited industrial capabilities, with
the exception of Egypt & South
like Pan-Arab Free Trade Agreement, Common Market for East/South Africa
(COMESA), European Union (including Turkey) allows Egyptian exports to

be fully exempted from any import duty. Further, the export oriented
government offers 15% cash rebate of export sales invoice to encourage
exports by domestic players. In addition, the Government has extended the
benefits to all of OLGRO6s prod
only cookers and refrigerators). The government rebate of 10% of export
revenues would prevail till FY2010 and decline by 1% annually to 7% by
2013. Hence, exports would
margins owing to lower production cost and export rebate) with its rising
contribution in the medium term.

po

OLGR&s partnership with
the management in its pursuit, in our view. The partnership gives OLGR
distribution and
major brands currently. Electrolux has an annual turnover of USD 15bn, with
annual sales of 40mn units spanning 150 countries. However, it is worth

to LE 34 (best case). (Refer to Table 3). OLGR is fairly undervalued at the

current market price and we assign a iHighdo ma r g i mtingonfthe s af et
back of 22.6% discount to our base case intrinsic value. Our valuation
meéthbdsloby @ssigns weigiisMolttinéicSvaludd BrrRell 1§y SpSyiRgtrelatide |
valuation multiples to our FY1O0E
historical valuation bands for arriving at the intrinsic value range.

tra

Margin of safety for investing in OLGR would enhance further, in our view,
after taking into consideration the value of its stake in Namaa (41%) and B-
Tetcsh gfafgegt i War mhwlos FYW2D®BO 8y r(oesasr Irie
profit of EGP 13mn.B-Techdés FY08 gross revenu
with net profit ofNanBaGsPvaludd at iaGP. oL G
818mh bade® dn Xurrent Mafke® allie, trdslatifiyRnfo EGP BEOLGRI n's
shar e. OL GIRehiscurrentty ealkee at EGR170M8n, implying
EGP 2.8 for each OLGR share. However, incorporating a holding company
discount of 50%, we conservatively value the subsidiaries at EGP 3.2 per

futereit t r shate YRSferto TRR B . S W1 & ii $ y-alo@ di@ R Bakie ofEEPH h d

27 per share combined with the subsidiaries per share value estimated at

manufacturi nggEGP3R @rihars our suf-of-p&rtdfiiNalvdlue foEORGR Rofkd ol tH EGFE | e ¢ t 1

30 per share (base case).

mentioning that El ectrol uxé6s mar ket share in core appliances
countries is a meager 1% and hence, the partnership is equally important

from Electroluxés perspectiniowe al so. OLGR would eventwually emer
view, as the regional manufacturing hub for Electrolux for supplying cost
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Table2: Subsidiary Valuation 1 OLGROs diou iatid evouldl declimea given its capacity

(EGP mn) Market Value OLGR's stake (%) | OLGRIshare expansion plans.

Namaa 518 412 36 1 OLGR is subject to 8% tax because of tax holiday enjoyed by Delta

B-Tech 352 482 28 Electrical Appliances (DEA) till 2012; bottom line might get impacted in

Value (EGP) 6.4 case of any change in status quo.

Holding Company Discount 50%

Per share value post holding company discount (EGP) 3.2 Financial Overview

Grovth:OL GR6és revenues (standal one) ¢

Risk We are forecasting a 6% YoY decl
Chinese imports pose a major operating risk for OLGR. Chinese imports are owing to lower demand and lower price realizations (effect of carried forward
competitive by virtue of mass production and cheap labor. However, the inventory). However, in FY2010, we expect revenues to grow by 17% YoY,
quality of Chinese products is inferior to the domestic products, according to with improved demand outlook and better price realizations compared to
the management. Better quality and ability to provide superior after sales FY2009 |l evel s. Exportds contribut
service improves the comfort level of the consumers considerably, vis-a-vis FY2010, from the current 9%, in our view.

the Chinese products. Imports from Europe and Turkey are not competitive
owing to high cost structure at point of origin, higher transportation costs ProfitabilityOL GR&6s net p rhdoWer 486 sinced¥2085v at

and tariff shield (30% import tariff) - key negatives unlikely to disappear in Lower growth in profits is primarily driven by a sharp decline of 26% in its
the medium term, in our view. profits in FY2008, despite 14% growth in its top line. Gross margins declined

by 440bps to 24.6% from FY2006 levels, owing to higher raw material costs
Bulls Argument (primarily steel, which account for 20% of total raw material costs) and a

9 Favorable demographics and relatively younger population, in soaring EURO ( OL GRO s-avisdSp. Operating mp o r t
particular underscores the strong demand potential of the domestic margins declined to 10.5% in FY2008 from its peak of 15.4% in FY2006,

white goods sector. driven by higher marketing expenses and salary costs. We anticipate a
f OLGR6s dominant position e q ufitherdeclijeinits ogeratingmarginsgord.8% ind 2009 befare gecovpringi ¢ i n g
vis-a-vis its competitors. in FY2010. Return on invested capital (ROIC) averaged 25% in the past
1 OLGR has created a considerable moat by virtue of its long operating three years and we forecast an average 16% ROIC over the next two years.
history, deep domain knowledge, effective after sales service, and
extensive distribution network. Finartial HealthO L G R 6 -squitydratiobateraged 0.3x during FY2005-
| Export oriented government i extending support would encourage 2007, before increasing to 0.8x in FY2008. The debt-equity ratio worsened
domestic exports. due to sharp increase in OLGROs

9 OLGRO6s thrust on exports to [Benorytynover gays gnd (A pigher cast qytgo onaageouny of Nargag n ¢ r i e
aid in revenue growth, coupled with superior margins. spin-off in 3QFY2008 as investors opted for cash (instead of shares) with

1 OLGRo6s partnership with EI edWfnqgalpoiss cgpgdng wih the timipgofthe spin-off. OLCR hasy ¢ o 4
manufacturing hub for AAA as well as European countries. announced investments of EGP 250mn for a new cookers factory, EGP

20mn for 20% increase in production capacity of water heaters and EGP

80mn for upgrading automatic washing machines capacity to 700K units.

Hence, we forecast an average debt-equity ratio of 0.5x over the next two

years (lower than 2008 owing to lower working capital requirements).

OLGRO&6s dividend payout -@atmdweo ave

expect it to decline further to 20% over the next two years.

Bears Argument

9 High unemployment rate in excess of 9% (domestic) might thwart
revival in consumer demand.

9 High penetration rates (c.97% average) in key products like washing
machines, cookers and refrigerators might constraint the future
demand potential.

1 Cheaper imports from China remains a key operating risk for OLGR.

T FY2009 might prove to be a tough year for OLGR with stress on its
profitability owing to lower demand and lower price realizations (effect
of carried forward inventory).

9 Leverage increased to 0.8x in FY2008 and might not decline, as
expected, if inventory turnover worsens further.
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Company Overview

Olympic Group (OLGR) is the largest manufacturer and distributor of white
goods in Egypt with a consolidated market share of 30%. OLGR has
dominant market shares locally in various products like washing machines
(40%), refrigerators (25%), water heaters (47%) and cookers (17%).
Washing machines accounted for 36% of its total sales in FY2008, followed
by refrigerators at 31%. In terms of profitability, washing machines (45%)
and refrigerators (23%) remained the largest contributors, accounting for
nearly 2390 f OLGR&6s gross profits.
wholesale and retail dealers 7 17 owned retail outlets, 42 retail and
consumer credit outlets (through its subsidiary T B-Tech) and 32 distribution
centers. Further, it has 45 owned and franchisee service centers across
Egypt, facilitating an effective after sales service for its customers.

OLGR was established by Mr. Abdullah Sallam in 1930 for manufacturing
small home appliances. In 1950, the business expanded to include retail
activities related to marketing and distribution of home appliances. OLGR
has undergone various restructuring throughout its operating history to
emerge as one of the leading appliance manufacturers in Egypt. 1970 was
a |l andmark year in OLGRO6s hi
electric water heater
started its own distribution arm, B-Tech, which is currently amongst the
largest distribution chains in Egypt. In 1998, OLGR acquired 79% stake in
IDEAL, the largest local household appliance manufacturer in Egypt in a
deal worth EGP 263mn. OLGR increased its stake in IDEAL further to 93%
through a share swap deal in 2005. In 2007, OLGR acquired another small
local manufacturer, Al Abd, a dominant player in the automatic washing
machine segment.

st

OLGR has recently announced the acquisition of Cairo Feeding Industries
(CFl') through a share swap of
swapped with equivalent shares of CFIl. The deal would give OLGR a
controlling 98.8% stake in CFI. CFl owns production lines of heaters,
thermostats, irons and mixers and would c o mp | e me n t
portfolio. CFI FY2008 net
of 65% over its FY2007 net profits. It is pertinent to note that CFI enjoys tax
exemptions for eight years. The acquisition seems inexpensive at a PER of
2.3x (price as on the date of AGM T Mar ch 31, 20009)
FY2008 earnings.

0s pr

Namaa was established in 1997 under the investment law #95 for investing
in the real estate sector. OLGR created Namaa for owning all its lands
under management of a single entity. Namaa entered into a joint venture
(Egypt Emirates Commercial Centers Group) with Maged Al-Futtaim (a
major UAE group) for developing shopping malls and expanding the
presence of Carrefour, the French hypermarket chain, in Egypt. Three
shopping malls would be established in three prime locations in Cairo
(Heliopolis, Shobra, and Nasr City), with Carrefour being the primary tenant

under it

OLGRO s

in each of the three malls. Namaa has also entered into a Saudi-German
project (23% stake) for building a hospital in Egypt. Namaa has a subsidiary
(89%), OCL Logistic Services Company, engaged in construction, operation
and leasing of warehouse as well as local freight and distribution services.

The recent spin-offs of Namaa (real estate business) and B-Te c h ( OL GR ¢
distribution arm) have left OLGR as a pure white goods manufacturer,
allowing it to focus more on its core operations. The rationale behind
Gpln@dRoff the dlistrisutiors asmeissthat eetail realitr mighe hava aterselp r k

i mpacted OLGRGO6s f ugtrahionnitgresooreesoif i | e
terms of managing the receivables. Post spin-off, OLGR owns 41% in

Namaa and 48% in B-Tech. OLGR would have been able to bring down its
ownership further had the financial crisis not coincided with the timing of the

spin-off (3QFY2008), resulting in the investors opting for cash.

of
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Table3: Intrinsic Valu&stimatedRkange

Intrinsic Value Calculations EV/EBITDA multiple Weights

(i) Based on EBITDA 50 5.5

FY10E EBITDA 294

FY10E Cash 32

Enterprise Value 1,471 1,618

Intrinsic Value 1,503 1,60

Intrinsic Value/share 25 27 40%
P/E multiple

(ii) Based on EPS 8.0 9.0

FY10E adjusted EPS 36

Intrinsic Value/share 29 32 20%
Low High

(iv) Based on historical P/E band 70 8.0

Intrinsic Value/share 25 29 20%
Low High

(vi) Based on historical EV/EBITDA band 6.5 8.0

Intrinsic Value 1,94 2,385

Intrinsic Value/share 32 40 20%

OLGR Standlone mtrinsicvaluerange
+AddOL GRds shar dechn Namaa & B

OL GR 6 fpartsintrinsicvalue

Source: Watheega
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Income Statement Summary (EGP mn)

Y/E 31 Dec FY06 FYO07 FY08 FYO9E FY10E
Revene 1,563 1,899 2156 2019 2367
EBITDA 281 313 265 233 204
EBIT 243 262 227 191 247
Interest Income 2 2 1 0 0
Interest Expense (37) (51) (63) (35) (34)
PBT 231 261 191 182 243
Taxes (16) (20) (11) (1) (15)
Minority Interest (15) (13) (13) (13) (13)
Net Profit 200 228 168 158 215

Balance Sheet Summary (EGP mn)

Y/E 31 Dec FY06 FY07 FY08 FYO9E FY10E
Cash & Cash Equivalents 125 115 71 41 32
Sundry Debtors 137 161 170 162 189
Inventories 304 434 596 444 521
Other Current Assets 191 234 229 222 260
Fixed Assets 392 444 490 606 697
Other long term assets 512 518 310 371 408
Total Assets 1,661 1,906 1,864 1,846 2,108
Short term Debt 248 250 566 384 368
Sundry Creditors 100 153 112 138 162
Other Current Liabilities 163 172 186 193 226
Long term debt 78 137 91 81 118
Other long term liabilities 74 68 79 92 105
Net worth 997 1,127 831 959 1,129
Total Liability & equity 1,661 1,906 1,864 1,846 2,108

Cash flonSummary (EGP mn)

Y/E 31 Dec FY06 FY07 FY08 FY09E FY10E
Net Income 200 228 168 158 215
Depreciation & Amortization 31 3 37 42 47
Changes in Working Capital (59) (140) (192) 198 (85)
Non cash items 0 0 0 0 0
Operating Cash Flow 172 119 13 398 177
Capital expenditure (86) (82) (83) (158) (138)
Free Cash Flow 87 37 (70) 240 40
Dividends Paid (90) (77) (206) (30) (45)
Net change in cash 64 (10) (44) (30) ©)
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Ratio Analysis

Y/E 31 Dec FY06 FYO07 FY08 FY09E FY10E
Revenue growth (%) 10.6 20.0 13.5 (6.3) 17.2
EBITDA growth (%) 144 116 (15.5) (11.9) 26.1
EBIT growth (%) 19.9 16.0 (19.5) (15.8) 292
EBITDA Margin (%) 17.7 16.5 12.3 11.5 12.4
EBIT Margin (%) 15.4 14.9 105 95 105
Net Profit Margin (%) 126 120 7.8 7.8 9.1
Dividend Payout (%) 30.0 39.6 26.9 19.0 209
Tax rate (%) 71 76 56 6.0 6.0
Net Debt/Equity (%) 20.2 24.1 705 443 40.2
Net Debt/EBITDA (x) 07 09 22 1.8 15
Return on Equity (%) 213 214 174 17.7 20.6
Return on Assets (%) 12.9 12.8 8.9 8.5 10.9
Return on Invested Capital (%) 28.6 215 186 146 179
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