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Saudi Telecom Company

Higher Sales along with lower Zakat expense supported the bottom-line

4Q21 profit missed our estimate

Saudi Telecom Company (STC) reported a slight increase by
0.8% YQY in Net Profit to SAR2,614 Mn in 4Q21, as compared to
SAR2,592 Mn in 4Q20, missing our estimate. This increase was
mainly due to higher Sales and lower Zakat expense and Selling
& overhead expenses.

P&L highlights

Sales increased by 5.7% YOY to SAR16,087 Mn in 4Q21, up from
SAR15,217 Mn in 4Q20. Furthermore, Direct Costs increased by
11.8% YOY to SAR7,572 Mn in 4Q21, up from SAR6,770 Mn in
4Q20. As a result, the Gross Profit barely increased by 0.8% YOY
to SARS8,516 Mn in 4Q21, up from SAR8,447 Mn in 4Q20, with a
Gross margin equal to 52.9% from 55.5% in 4Q20. Selling and
Marketing Expenses decreased by 13.7% YOY to SAR1,128 Mn in
4Q21 from SAR1,307 Mn in 4Q20. While the General & Admin
Expenses increased by 7.4% YOY to SAR1,621 Mn in 4Q21, as
compared to SAR1,509 Mn in 4Q20. Therefore, the EBITDA stood
at SAR5,767 Mn in 4Q21, which is an increase by 2.4% YQY from
SAR5,630 Mn in 4Q20. Whereas the Depreciation and Amortiza-
tion increased by 5.7% YOY to SAR2,563 Mn in 4Q21, as com-
pared to SAR2,425 Mn in 4Q20. Thus, the Operating Profit re-
mained stable YOY at SAR3,204 Mn in 4Q21. Moreover, the Oth-
er income/expense decreased by 6.8% YOY to SAR105 Mn in
4Q21, down from SAR113 Mn in 4Q20. Zakat and Income tax
declined by 35.4% YOY to SAR270 Mn in 4Q21, down from
SAR418 Mn in 4Q20.

Balance sheet highlights

The Total Assets increased by 4.8% YQOY to SAR127.78 Bn in
4Q21, up from SAR121.97 Bn in 4Q20. Total Liabilities slightly
declined by 0.5% YOY to SAR56.4 Bn in 4Q21, down from
SAR56.71 Bn in 4Q20. Total equity increased by 9.4% YOQOY to
SAR71.4 Bn in 4Q21, as compared to SAR65.3 Bn in 4Q20.

Target price and rating
We maintain our BUY rating on STC with a Target Price of

SAR135.0. Saudi Telecom Company (STC) is known as one of the
most valuable telecom brands in Middle East with SAR39.77 Bn
in Total Value. The Company witnessed a successful year in
2021. The Revenue increased strongly by 7.6% YOY to SAR63.4
Bn in 2021, up from SAR59 Bn in 2020. The Company mainly re-
ports Revenue via three segments - STC, Channels by stc and
Other Operating segments. STC segment drives the Total Reve-
nue with 72% of the Total value. The Channels by stc increased
the most and contributed SAR3.10 Bn in 2021. The stc KSA seg-

Saudi Equity Research

Rating : BUY

First Look Note — 4Q21

Sector: Telecom

Recommendation

111.60
135.00
+21%

Current price (08-March)
Target price
Upside/(Downside) (%)

Stock Information

Market Cap (SAR mm) 223,200.00
Paid Up Capital (USD) 20,000.00
52 Week High 139.80
52 Week Low 103.20
3M Avg. daily value 394,254,400
0, e SASE DX a— STC AB

1.50 4
130 4
110

0.90 4
0.70 4

0.50

4 .;& -l_"\ 1\- .1"5 41:\- .1:3 .1'\ 1> A Ak -ﬂ- '1?'
Frrroyaydr i
$ A FVEL ST F IS

Financial Ratios

Dividend Yield (12month) 4.48
Dividend Payout 70.62
Price-Earning Ratio 19.76
Price-to-Book Ratio 3.22
Book Value 34.68
Return-on Equity 16.98
Earning Per Share 5.66
Beta 0.79

Stock Performance

5 Days -2.28%
1 Months -3.96%
3 Months 1.45%

6 Months -17.58%
1 Year -3.53%
Month to Date (%) -2.11%
Quarter to Date (%) -0.71%
Year to Date (%) -0.71%
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ment added SAR2.55 Bn and Other Operating segment another SAR2.03 Bn in 2021. Around 92.1%
of the Total Revenue is generated from KSA, that is domestic operations, and the balance is from
International Operations. The Cost of Revenue increased strongly by 18.5% YOQOY to SAR29.6 Bn in
2021, up from SAR25 Bn in 2020. As a result, the Gross Profit declined slightly by 0.5% YOQOY to
SAR33.8 Bn in 2021, down from SAR34 Bn in 2020. The growth in Cost of Revenue outweighed the
growth in Sales and contracted the Gross Profit. As a result, the Gross Profit Margin declined by 431
bps to 53.3% in 2021, down from 57.6% in 2020. The EBITDA increased by 3.4% YOY to SAR22.8
Bn in 2021, up from SAR22 Bn in 2020. It was mainly due to reduction in both Selling and General
Expenses by 9.8% YOY and 5.5% YOY, respectively. The cost optimization strategies implemented
by the Company supported the profitability. The Depreciation and Amortization charges increased by
3.8% YQY to SAR9.7 Bn in 2021, up from SAR9.4 Bn in 2020. As a result, the Operating Profit in-
creased by 3.1% YOY to SAR13.1 Bn in 2021, up from SAR12.7 Bn in 2020. However, the Operating
Margin declined by 89 bps to 20.7% in 2021, down from 21.6% in 2020. Profit before Zakat in-
creased by 2.3% YQOY to SAR12.6 Bn in 2021, up from SAR12.4 Bn in 2020. It was driven by strong
increase in Other Expenses by 52.1% YOY to SAR252 Mn in 2021, up from 165 Mn in 2020. The Za-
kat charges declined by 11.1% YOY to SAR1 Bn in 2021, down from SAR1.2 Bn in 2020. The NCI
contribution strongly increased by 48.9% YQY to SAR283 Mn in 2021, up from SAR190 Mn in 2020,
due to rebound in business operations and profitability in 2021. As a result, the Net Profit to Share-
holders increased by 2.9% YOY to SAR11.3 Mn in 2021, up from SAR 11 Bn in 2020. The Net Profit
Margin contracted by 81 bps to 17.8% in 2021, down from 18.7% in 2020. The Total Capex de-
clined to SAR8.2 Bn in 2021, down from SAR10.84 Bn in 2020. As a result, the Capex to Revenue
ratio declined to 12.95% in 2021, down from 18.39% in 2020. The performance metrics have de-
clined slightly in 2021. The ROA stood at 8.85% in 2021, down from 9.01% in 2020. Similarly, the
ROE metric declined to 16.33% in 2021, down from 17.19% in 2020. However, the Free Cash Flow
has increased by 30% YOY to SAR14.63 Bn in 2021, up from SAR11.25 Bn in 2020. The Debt-to-
Equity ratio declined slightly to 13.43% in 2021, down from 13.99% in 2020. The Long-Term bor-
rowings declined in 2021, however, the Company increased its Short-Term debt obligations.

On the Business front, the Company operates via three business units - The Enterprise Business
Unit, The Consumer Business Unit and The Wholesale Business Unit. The Revenue generated from
the Enterprise Business Unit increased strongly by 20.9% YOY due to strong rebound in consumer
demand from public and private sectors. Similarly, the Consumer Business Unit witnessed a strong
increase in the Residential segment Revenues by 10.5% mainly due to FTTH and Fixed wireless ac-
cess subscribers. Lastly, the Revenue from the Wholesale Business Unit increased by 2.9%. It was
driven by stc’s infrastructure investments to aid the growth in the Company’s services. The Solu-
tions by stc IPO in 2021 witnessed an overall coverage of 130 times and successful subscription in
the Saudi Markets. It was met with very high demand in the region. The Enterprise business sector
added an Advanced Tech and Cyber security company launched by stc to provide services in the
sector. During 2021, stc launched a digital hub known as MENA hub with an investment of USD1 Bn.
It ensures stc’s market position in the region and the ICT sector. Under the DARE strategy, the
Company witnessed growth via stcpay which availed digital banking license to operate as a digital
bank. The segment has 8 million registered users and around 3 million cards were subscribed by the
customers. The annual EPS grew to SAR5.66 per share in 2021, up from SAR5.50 per share in
2020. The Dividend Payout Ratio declined to 70.67% in 2021, down from 72.73% in 2020, the Divi-
dend Yield is 3.6% in 2021. The Company demonstrates healthy cash flow and stable financial posi-
tion with regular dividend payments. It announced interim cash dividends worth SAR1.99 Bn for
4Q21. Based on our analysis we assign a BUY rating on the stock.
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STC - Relative Valuation

(at CMP) 2017 2018 2019 2020 2021
P/E (x) 22.16 20.59 20.83 20.18 19.61
P/B (x) 3.53 3.39 3.59 3.47 3.20
Dividend yield 3.6% 3.6% 3.6% 3.6% 3.6%

FABs Estimate & Co Data

STC - P&L

SAR mm 4Q20 3Q21 4Q21 4Q21F Var YOYCh QOQCh 2,020 2,021 Change
Sales 15,217 15,735 16,087 16,313 -1.4% 5.7% 2.2% 58,953 63,417 7.6%
Direct costs -6,770 -7,366 -7,572 -7,635 -0.8% 11.8% 2.8%  -24,999 -29,623 18.5%
Gross profit 8,447 8,369 8,516 8,679 -1.9% 0.8% 1.8% 33,954 33,794 -0.5%
Selling & overhead expenses -1,307 -1,466 -1,128 -1,560 -27.7% -13.7% -23.1% -6,054 -5,463 -9.8%
General & admin Exp. -1,509 -1,298 -1,621 -1,235 31.2% 7.4% 24.9% -5,811 -5,490 -5.5%
EBITDA 5,630 5,606 5,767 5,884 -2.0% 2.4% 2.9% 22,090 22,841 3.4%
Depreciation & amortization -2,425 -2,414 -2,563 -2,410 6.4% 5.7% 6.2% -9,359 -9,713 3.8%
Operating profit (EBIT) 3,205 3,192 3,204 3,474 -7.8% 0.0% 0.4% 12,731 13,128 3.1%
Other income/(expenses) -113 39 -105 -114 -7.5% -6.8% NM -165 -252 52.1%
Finance Income 92 86 100 103 -3.2% 8.8% 16.6% 414 378 -8.7%
Financial charges -146 -153 -175 -156 11.9% 19.5% 14.3% -624 -619 -0.8%
Profit before zakat 3,038 3,164 3,024 3,308 -8.6% -0.5% -4.4% 12,356 12,635 2.3%
Zakat -418 -196 -270 -225 19.7%  -35.4% 37.9% -1,170 -1,040 -11.1%
Profit before NCI 2,621 2,968 2,754 3,082 -10.6% 5.1% -7.2% 11,185 11,595 3.7%
NCI -28 -44 -141 -53 NM NM NM -190 -283 48.9%

Profit attributable -13.7% 0.8% -10.6%

FABS estimate & Co Data

STC- Margins

SAR mm 4Q20 3Q21 4Q21 YOYCh QOQCh 2,020 2,021 Change
Gross margin 55.5% 53.2% 52.9% -257 -25 57.6% 53.3% -431
Operating margin 21.1% 20.3% 19.9% -115 -37 21.6% 20.7% -89
Net profit margin 17.0% 18.6% 16.2% -79 -234 18.7% 17.8% -81

FABS estimate & Co Data
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Research Rating Methodology:

Rating Upside/Downside potential
BUY Higher than +15%
ACCUMULATE Above +10% to +15%

HOLD Between +10% to -5%
REDUCE Below -5% to -15%

SELL Lower than -15%

FAB Securities Contacts:

: Saudi Telcom Company (STC) - 4Q21

Research Analysts

Ahmad Banihani +971-2-6161629 ahmad.banihani@Bankfab.com

Sales & Execution

Abu Dhabi Head Office

Trading Desk +971-2-6161700/1 Online Trading Link
+971-2-6161777
Institutional Desk +971-2-6161628
Sales and Marketing +971-2-6161641
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, Dubai Financial Market. The information, opinions and materials contained in this report are provided
for information purposes only and are not to be used, construed, or considered as an offer or the solicitation of
an offer or recommendation to sell or to buy or to subscribe for any investment security or other financial in-
strument. 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 accu-
racy or completeness. FABS gives no representation or warranty, express or implied, as to the accuracy 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 invest-
ments referred to in this report might not be suitable for all recipients. Recipients should not base their in-
vestment 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 conse-
quence. The value of any investment could fall as well as rise and the investor may receive less than the orig-
inal 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 con-
tained 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 photo-
copying 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.
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