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Saudi Telecom Company

Strong growth in topline offset by one-offs

2Q22 Net Profit lower than our estimate

Saudi Telecom Company’s (STC/the Group) net profit rose margin-
ally 0.6% YOY to SAR 2,837 Mn in 2Q22, lower than our estimate
of SAR 2,983 Mn. It was mainly driven by rise in revenue largely
offset by rise in direct cost, operating expenses, losses from associ-
ates & JVs and impairment of investment in BGSM investment.

P&L Highlights

STC's revenue rose 6.5% YOY to SAR 16,939 Mn in 2Q22 due to
various investments made by the company with strong growing de-
mand for its services supported by healthy growth in the digital
economic sector in KSA and GCC region. STC's KSA performed ex-
cellently delivering a 9.1% top-line growth resulting into a topline
growth of 7.4% YOY in 1H22. Revenue from STC KSA Enterprise
Business Unit rose 15.9% YOY whereas, Wholesale Business Unit
revenue rose 6.1% YQOY in 1H22. Similarly, Consumer Business Unit
revenue rose 6.1% YOQOY driven by increase in mobility revenue
growth of 6.7% YOY and increase in working lines by 5.9% YQOY in
1H22. Residential segment registered a topline growth of 3.0% YOY
led by strong growth in FTTH and Fixed wire access subscriber base
by 3.4% YOY and 13.5% YOY, respectively in 1H22. Direct cost
grew 2.9% YQY to SAR 7,765 Mn in 2Q22. Thus, gross profit rose
9.8% YOY to SAR 9,174 Mn in 2Q22 with a gross margin of 54.2%
in 2Q22 compared to 52.5% in 2Q21. Operating expenses rose SAR
353 Mn YOY in absolute values due to continued investments in
new entities as per the Group’s policy. EBITDA rose 10.3% YOQY to
SAR 6,204 Mn in 2Q22. Depreciation and amortization expenses
amounted to SAR 2,484 Mn in 2Q22 as compared to SAR 2,376 Mn
in 2Q21. Resultantly, operating profit rose significantly by 14.5%
YOY to SAR 3,720 Mn in 2Q22 with a margin of 22.0% in 2Q22
compared to 20.4% in 2Q21. On the other hand, other expenses
rose SAR 365 Mn YOY in 2Q22 attributable to a loss in net share of
associates and JVs of SAR 283 Mn and an impairment provision of
SAR 298 Mn associated with BGSM investment owing to an interest
rate hike in Malaysia resulting in the re-evaluation of the invest-
ment.

Balance Sheet Highlights

The group’s total equity rose 12.3% YOY to SAR 71.8 Bn in 2Q22.
The board of directors recommended increasing the group’s capital
by 150% by issuing bonus shares worth SAR 30 Bn by capitalizing
the amount from retained earnings. A bonus of 1.5 shares will be
issued for every one share. The board of directors also recom-
mended amending the dividend policy by paying a minimum divi-
dend of SAR 0.4 per share on quarterly basis effective from 4Q21
with a validity of three years. The directors also approved issuing
ESOP of 15 Mn shares with the amount not exceeding SAR 453 Mn
which will be presented for voting at the upcoming EGM.

Target price and rating

We maintain our BUY rating on Saudi Telecom Company with a tar-
get price of SAR 135.0. STC is the leading telecom company in
Saudi Arabia with 73.9% market share by revenue as of 31% March
2022. The Group benefits from strong government support with
64% ownership. To expand STC’s scale and scope, the Group is
forming a number of partnerships and announcing investments in
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Financial Ratios

Dividend Yield (12m) 3.90
Dividend Pay-out (%) 70.62
Price-Earnings Ratio (x) 17.97
Price-to-Book Ratio (x) 2.91
Book Value (SAR) 35.23
Return-on Equity (%) 16.83
Earning Per Share (SAR) 5.71
Beta 0.74

Stock Performance

5 Days 2.19%
1 Months 5.56%
3 Months -11.55%
6 Months -12.01%
1 Year -24.89%
Month to Date (MTD) 1.79%
Quarter to Date (QTD) 5.66%
Year to Date (YTD) -8.72%
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new sectors and domains. For instance, STC launched Saudi Cloud Computing Company (SCCC) in a joint
venture with Alibaba Cloud. The newly established company will provide integrated cloud services to both
public and private and expected to benefit from strong growth in this business domain. STC holds 55%
stake in SCCC with an investment of SAR 492 Mn. STC’s subsidiary, solutions by stc acquired 89.5%
stake in Giza Systems Company with an additional 34% stake in its subsidiary Giza Arabian Systems. The
group also announced their success in developing multi-layer 4G and 5G NSA network in collaboration
with a leading digital enabler Manvenir on the ORAN platform. STC's strategic acquisitions are in line with
its targets to expand domestically as well as internationally. The group is on right track to establish
“MENA Hub” (a digital hub) by investing USD 1 Bn connecting three continents with high-efficiency fiber
optic cables expanding its services globally. Furthermore, STC held a strong balance sheet with low lever-
age with a sound credit rating profile to fund its internal and external expansion plans. The expansion
plan envisaged by the Group will positively impact topline. STC continued to pay stable dividends for the
last four years. Thus, based on our analysis, we maintain a BUY rating on the stock.

STC- Relative Valuation

(At CMP) 2018 2019 2020 2021 2022F
P/E (x) 18.85 19.05 18.48 17.96 17.27
P/B (x) 3.10 3.29 3.18 2.93 2.77
EV/EBITDA 9.61 9.57 8.78 8.69 7.99
Dividend Yield 5.91% 3.94% 4.92% 3.94% 3.94%

FABS Estimates & Co Data

STC - P&L

SAR mm 2Q21 1Q22 2Q22A 2Q22F Var. YOYCh QOQCh 2021 2022F Change
Sales 15,899 16,991 16,939 16,748 1.1% 6.5% -0.3% 63,417 68,363 7.8%
Direct costs -7,547 -7,841 -7,765 -7,704 0.8% 2.9% -1.0% -29,623 -31,732 7.1%
Gross profit 8,352 9,150 9,174 9,044 1.4% 9.8% 0.3% 33,794 36,630 8.4%
EBITDA 5,627 6,300 6,204 6,247 -0.7% 10.3% -1.5% 22,841 25,027 9.6%
Depreciation & amortization -2,376 -2,476 -2,484 -2,487 -0.1% 4.5% 0.3% -9,713 -10,199 5.0%
Operating profit (EBIT) 3,250 3,824 3,720 3,760 -1.1% 14.5% -2.7% 13,128 14,828 13.0%
Zakat -220 -296 -282 -290 -2.9% 28.2% -5.0% -1,040 -1,129 8.6%

Profit attributable

FABS estimate & Co Data

STC- Margins

2Q21 1Q21 2Q22A 2Q22F YOYCh QOQCh 2021 2022F YOY Ch

Gross margin 52.5% 53.9% 54.2% 54.0% 163 31 53.3% 53.6% 29
EBITDA Margin 35.4% 37.1% 36.6% 37.3% 124 -45 36.0% 36.6% 59
Operating margin 20.4% 22.5% 22.0% 22.5% 152 -54 20.7% 21.7% 99
Net profit margin 17.7% 17.9% 16.7% 17.8% -100 -111 17.8% 17.2% -63

FABS estimate & Co Data
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Research Rating Methodology:

Rating Upside/Downside potential
BUY Higher than +15%
ACCUMULATE Between +10% to +15%
HOLD Lower than +10% to -5%
REDUCE Between -5% to -15%

SELL Lower than -15%
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Abu Dhabi Head Office

Trading Desk +971-2-6161700/1 Online Trading Link
+971-2-6161777
Institutional Desk +971-4-4245765
Sales and Marketing +971-2-6161703
DISCLAIMER

This report has been prepared by FAB Securities (FABS), which is authorised by the UAE Securities and Com-
modities Authority, licensing registration number 604002, and is a member of the Abu Dhabi Securities Ex-
change and Dubai Financial Market. The information, opinions and materials contained in this report are pro-
vided for information purposes only and are not to be used, construed, or considered as an offer or the solici-
tation of an offer or recommendation to sell or to buy or to subscribe for any investment security or other fi-
nancial instrument. The information, opinions and material in this report have been obtained and derived from
publicly available information and other sources considered reliable without being independently verified for
their accuracy or completeness. FABS gives no representation or warranty, express or implied, as to the accu-
racy and completeness of information and opinions expressed in this report. Opinions expressed are current
as of the original publication date appearing on the report only and the information, including the opinions
contained herein, are subject to change without notice. FABS is under no obligation to update this report. The
investments referred to in this report might not be suitable for all recipients. Recipients should not base their
investment decisions on this report and should make their own investigations, and obtain independent advice,
as appropriate. Any loss or other consequences arising from the uses of material contained in this report shall
be the sole and exclusive responsibility of the recipient and FABS accepts no liability for any such loss or con-
sequence. The value of any investment could fall as well as rise and the investor may receive less than the
original amount invested. Some investments mentioned in this report might not be liquid investments, which
could be difficult to realise in cash. Some investments discussed in this report could be characterised by high
level of volatility, which might result in loss. FABS owns the intellectual property rights and any other material
contained in this report. No part of this report may be reproduced, utilised or modified in any form either in
whole or in part or by any electronic, mechanical or other means, now known or hereafter invented, including
photocopying and recording, or stored in any retrieval system without the prior consent of FABS in writing.
While utmost care has been taken to ensure that the information provided is accurate and correct, neither
FABS, nor its employees shall, in any way, be responsible for the contents. By accepting this document, the
recipient agrees he/she has read the above disclaimer and to be bound by the foregoing limitations/
restrictions.

8/4/2022 3


mailto:ahmad.banihani@Bankfab.com
http://www.nbad.com/countries/en-ae/Brokerage/WhatWeOffer/Pages/OnlineTrading.aspx

Saudi Telecom Company (STC) - 2Q22

FABT i

FAB Securities Awards

Best Brokerage House
in UAE 2016 & 2017
by “Banker Middle East”

l INTERNATIONAL
JIFINANCE
AWARDS 2020
LR A

BEST RESEARCH HOUSE
— SECURITIES

Best Research House
in UAE 2016 and 2020
by “IFA”

| INTERNATIONAL

I ERARTE
AWARDS 2020

* koK

BEST BROKERAGE HOUSE

Best Brokerage House in UAE
2016, 2017, 2019 and 2020
by “IFA”

Best Brokerage in the UAE
2016 By “Global Investor/
ISF ME Awards”

BEST NEW MOBILE APPLICATION
UAE

AWARDS
2016

BEST EQUITY FINANGE COMPANY
UAE

AWARDS
2016

Best New Mobile Application
in UAE 2016
by “IFA”

Best Equity Finance Company
in UAE 2016
by “IFA”

8/4/2022




