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Dallah Healthcare Holding
Q1 2019: In-line results, remain overweight
Dallah’s net profit of SAR35.2mn (-39% y-o-y) came in line with our estimate of
SAR32mn and the consensus estimate of SAR38.3mn. Top-line increased
slightly by 1% q-o-q, due to improvement of Namar hospital utilization which
offset the reduction of pharma revenue which was high in Q4. Going forward,
we expect the utilization of Namar to continue to improve which will ease
pressure on margins. Further, we think that the expat exodus is already behind
us that is unlikely to have any negative impact on the patient inflows in 2019,
compared to the previous year when inflows were adversely affected by expats
leaving the country due to levy. For now, we are keeping our Overweight
rating on Dallah with lower target price of SAR54.
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Earnings
Period End (SAR)
Revenue (mn)
Revenue Growth
EBITDA (mn)
EBITDA Growth
EPS
EPS Growth

2018E
1,181
-2.6%
221
-40%
1.89
-62%

2019E
1,354
15%
303
37%
2.94
55%

2020E
1,574
16%
369
22%
3.88
32%

Source: Company data, Al Rajhi Capital * 2018EPS is based on
current 75mn shares.

Revenue and margins: Revenue for the quarter stood at SAR321mn (+4% yo-y), in line with our estimate of SAR308mn. While revenue was largely flat on
y-o-y basis, margins have fallen because of the high cost related to Namar
Hospital operation and higher pharma requirement. However, on a quarterly
basis gross margin improved to 37.5% (35% in Q4 2018), while operating margin
increased to 12.8% (10.6% in Q4 2018), reflecting improvement in operational
efficiency.
Figure 1 Dallah: Summary of Q1 2019 results
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Outlook : We think 2018 was a tough year for both top line as well as bottom
line. Going forward in 2019, we expect both revenue and net income, likely to
improve by 15% and 55% respectively, due to improved utilization of Namar (we
forecast 35% utilization rate of opened capacity by end of 2019) and opening of
Dr. Mohammed Fagih hospital in Q3 2019 in which Dallah owns 31% stake.
Thereafter in 2020, we could witness a jump in both revenues as well as profits
as the West tower in Nakheel and the full capacity of Namar (250 beds/160
clinics) will start to operate. In addition, Jeddah Dallah hospital, north of Riyadh
hospital and 2 acquisitions are under study. We believe that these expansion
plans will ensure strong earnings growth for the company over the medium and
long term.
Valuation and conclusion: We continue to have a positive outlook the
company, driven by improving Namar utilization and no further decline in
number of patients as the expat exodus issue is largely behind us. Our TP of
SAR54 per share is based on the weighted average valuation methodology of
DCF (9% WACC, and 3.5% terminal growth) and relative valuation (Forward PE
of 20x). Further, we have factored in a delay in the projects for the company and
the lower than expected ramp up of Namar to reflect a reduction in TP to SAR54
per share yet maintaining our Overweight rating on the stock.
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any direct, indirect or consequential loss or damages that may arise, directly or indirectly, from any use of the information contained in this
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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,
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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 12
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 12 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 12
month time horizon.
"Target price": We estimate target 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.
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.
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