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MENA Equity Research 

Telecom Sector - January 2021 
 
Stable performance despite COVID-19 impact 

 

 
MENA Telecoms 

In the UAE telcos, we maintain our BUY rating on du with a target price of AED6.65 while keeping our 

HOLD rating on Etisalat with a target price of AED19.10. Etisalat’s subscriber base hit 12.1 million as at 

3Q20 declined by 2% YoY and increased 3% QOQ. The mobile subscriber base decreased by 3% YoY to 

10.3 million subscribers attributed to the prepaid segment that dropped by 5%. The postpaid segment 

grew by 5% YoY. eLife subscription continued to drive consistent growth, with a 4% YoY increase to 1.1 

million subscribers. Internationally, Etisalat saw its subscriber base reached 70.5 million subscribers in 

Maroc Telecom, with operations covering Morocco, Burkina Faso, Ivory Coast, Mali, Niger, and the 

integration with Tigo Chad, representing a growth of 4% YoY. The group’s subscriber base decreased in 

Pakistan to 24.8 million subscribers, representing a 2% YOY decrease. The international market 

impacted by COVID-19 and unfavorable exchange rate movements in Pakistani Rupees and Moroccan 

Dirhams, Maroc Telecom Group, continued to benefit from the growth in mobile and fixed broadband 

and the consolidation of Tigo Chad. In addition, Etisalat Misr maintained robust revenue growth 

supported by mobile data. Furthermore, Etisalat remains on track to delivering 5G. In the other telecom 

operator in UAE, we maintain our BUY rating on du with a target price of AED6.65. DU is taking proactive 

cost optimization measures to manage the erosion of the revenues, which is being driven by a reduction 

in mobile and other revenues such as mobile Roaming. During the quarter, du implemented a cost 

efficiency program that should allow containing the erosion in EBITDA and net income. The cost-

efficiency program includes initiatives related to the optimization of resources, reducing marketing 

spend, and renegotiating supplier contracts. The mobile subscriber base was 6.59 million at the end of 

3Q20, down from last year, mainly due to the combination of lower sales due to movement restrictions 

and the churn lag. The fixed customer base continued to increase at a healthy pace, reaching at the end 

of 3Q20 to 228 thousand subscribers, up by 4% YoY. In 2019, Capital expenditure (CAPEX) increased 

by 46.8% to AED1.5 bn (or 12% of the revenues), and In 3Q20, the Capital expenditures amounted to 

AED 511 mm in 3Q20 (or 19% of the quarterly revenues), taking the total Capital expenditures for the 

first 9M20 to a total of AED1.33 bn (or 15.9% of the first 9 month revenues), reflecting the continuation 

of the investment in 5G network rollout, fiber network expansion, capacity upgrades, regular network 

maintenance and IT modernization and digital transformation initiatives. We maintain our rating on 

Mobily to HOLD with the target price of SAR29.85 underpinned by its positive 3Q20 results. Mobily Net 

profit increased significantly, and that is mainly due to a decrease in utilization cost of international 

networks. In 3Q20, Mobily has taken active measures in reducing its Financial charges and could stay 

at this level throughout 2020, given the low-interest rates and refinancing of a large portion of the 

company’s debt. We maintain our BUY rating on ETEL with a target price of EGP 17.5. Telecom Egypt 

delivered solid results in 3Q20. Hike in data revenues and growth in retail segments fueled the uptrend. 

The customer base has stayed on an uptrend, with fixed voice and broadband increasing by 9% and 

16% YOY, and mobile customers rising by 55% YOY, reaching 7.1 mm. The company reported a net 

operating cash flow of EGP5.7 bn, in conjunction with continued revenue growth. With a solid EBITDA 

margin of 33% and 2x higher operating profit in 3Q20, Telecom Egypt continues to benefit from the 

retail segment’s contribution to the revenues. 

 

MENA telecom sector parameters 

The United Arab Emirates ended 2020 by attaining global leadership in the telecom sector evolution and 

quality, where the nation UAE maintained the top position in the Arab region and regionally, and was 

positioned second globally for the second consecutive year in “Use of telecommunications/ICTs”, which 

evaluates the efficiency and evolution of the telecommunications sector in nations across the globe as 

part of the Global Competitiveness Report issued by the World Economic Forum (WEF). This winning 

Sector Weighting: 

NEUTRAL 
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also demonstrates the efforts of the Telecommunications and Digital Government Regulatory Authority 

(TDRA) in executing the directives and vision of UAE’s wise leadership to up the readiness of the 

telecommunications sector to leverage modern technology in the nation, especially 5G, where the United 

Arab Emirates ranked number 1 in the Arab Region and 4th globally in launching and using 5G networks. 

All this due to the coordination with mobile operators to operate and deploy 5G networks, and the 

continued work and collaboration with service providers in the country (etisalat and du) to develop the 

telecommunications infrastructure in keeping pace with future requirements, therefore contributing to 

the in progress global leadership of the United Arab Emirates in the telecom sector. 

 

5G mobile subscriptions to reach 130mln in MENA by 2026 

According to a report by Ericsson Mobile Services, the number of 5G subscriptions are expected to reach 

130m in the MENA region by 2026, which represents 15% of the total mobile subscriptions. The 

commercial deployment of 5G technology started in the MENA region in 2019 and 2020, with 

subscriptions to the new technology expected to reach nearly 1.4m, especially in the GCC. Average data 

consumption per smartphone is estimated to reach 30 GB per month in 2026. 

Mobily expands Ericsson managed services partnership in Saudi Arabia 

Mobily Saudi Arabia has expanded its managed services partnership with Ericsson for another span of 

five years. The deal covers fully managed end-to-end operations and optimization services with Ericsson 

Operations Engine in Saudi Arabia’s Western region in addition to Ericsson Charging System, PS Core 

and Intelligent Network (IN). 

UAE's TRA adds additional 500 MHz of 6 GHz band for the Wi-Fi radio frequency spectrum 

The TRA (Telecommunications Regulatory Authority) has assigned an extra 500 MHz radio spectrum of 

6 GHz band (specifically 5925-6425 MHz) to Wi-Fi for indoor use at an EIRP of 250 mW underclass 

authorization. The United Arab Emirates, with this latest addition, has become the first nation in the 

MENA region to release an extra 500 MHz of radio spectrum frequency in the 6 GHz band to the total 

spectrum of about 11.5 GHz (in 2.4, 5, 5.8 & 60 GHz bands) already available for Wi-Fi. "This will 

significantly boost the speed of indoor wireless networks in the UAE, helping to keep up with the 

increasing use of wireless services by individuals, companies and different business sectors for day-to-

day activities, and to accommodate new applications which drive demand for faster speeds and greater 

reliability," TRA reported, adding that Wi-Fi is a critical investment that connects people to businesses, 

workplaces, education, and healthcare. 

MENA telecoms rating summary      
 ETISALAT DU STC MOBILY ETEL 

Rating HOLD BUY HOLD HOLD BUY 

Local currency AED AED SAR SAR EGP 

Target price 19.10 6.65 115.00 29.85 17.60 

CMP 17.76 5.80 110.40 29.35 11.83 

Potential change (%) 8% 15% 4% 2% 49% 

FABS Estimates & Co data       
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Telecom stock performance in the YTD 

 

Etisalat stood at the top rank with 5.1%, while DU came in last by staying marginally flat. 

Etisalat emerged as the top performer (#1) among the telecom stocks under our coverage as of January 

2021 by rising by 5.1% but fell behind its benchmark DFMGI that stood at 8.1%. This was followed by 

STC at #2 (4.3%) and EEC at #3 (2.4%). DU ranked at the bottom and stood marginally flat. 

 

 
Etisalat Digital, FAB collaborate on Smart Building IoT project 

Etisalat Digital and First Abu Dhabi Bank (FAB) declared a strategic partnership to deploy a cloud-based 

Internet of Things (IoT) Smart Building solution, providing FAB ‘anytime anywhere’ access and ease of 

operations across its entire portfolio. This is the first deployment of a portfolio-wide IoT smart-building 

management system for any of the UAE banks.  

Banks own numerous buildings and also operate branches around the country, which need large-scale 

facilities management, operations, and maintenance. Etisalat Digital’s Urban Intelligence solutions and 

IoT platform allow advanced and predictive analytics, which in return offers distinctive insights into the 

building's operations and empowers a truly smart facilities portfolio. 

 

Zain Saudi Arabia completes capital restructuring, remaining offer of priority shares 

oversubscribed by 469 % 

Zain Group, a leading mobile telecom innovator across the MENA, declares the successful competition 

of its subsidiary Zain Saudi Arabia (Zain KSA) capital restructuring. This was followed by institutional 

investors' high demand in the remaining priority shares that were oversubscribed by an extraordinary 

469%. These last steps were a part of Zain KSA's aim to restructure its capital, which included the 

reduction of the capital and then raising it through the offering of priority rights shares. This contributed 

to extinguishing most of the telcom’s accumulated losses, paying part of the Murabaha financing, and 

capitalizing part of other dues. The transaction makes way for Zain KSA to enter a new era of strategic 

transformation of its financial performance. 

 

Zain ranked best Telecom employer in the region by Forbes' World's Employers list for 2020 

A top mobile telecom company in the MENA region, Zain Group, is proud to report its categorization as 

the MENA’s highest-ranked telecom group. Furthermore, it the only company from Kuwait in Forbes 

magazine’s The World’s Best Employers list for 2020. The list also saw Zain positioned as the fourth-

best employer across all industries in the ME.   
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https://www.zawya.com/mena/en/company/Mobile_Telecommunications_Company_Saudi_Arabia-1006315/


 MENA Equity Research: Telecom – January 2020 
  

 

 

17 January 2021  Page 5 of 21 

 

Relative valuation and rating 

 
Relative valuation multiples  

Among the telecom stocks we cover, the PE falls between 54.48x (EEC) and 5.19x (ETEL). The 

EV/EBITDA ranges from 9.99x (STC) and 5.21x (ETEL). DU’s expected 2020 dividend yield is the highest 

at 5.9%, while we estimated Mobily to pay no dividend in 2020. ETEL has the lowest PB multiple of 

0.55x. EEC and ETEL net debt/EBITDA stood at 2.55x and 1.75x, respectively, followed by DU at 0.19x.  

 

Relative Valuation           

 ETISALAT DU STC EEC ETEL 

CMP (LCY) 17.76 5.8 110.6 29.3 11.83 

Number of shares (mm) 8,697 4,533 2,000 770 1,707 

Market cap (LCY mm) 154,454 26,291 221,200 22,561 20,195 

Market cap (US$ mm) 42,051 7,158 58,968 6,014 1,288 

         

Gross debt (LCY mm) 26,598 2,573 12,194 14,894 16,452 

Cash (LCY mm) 29,657 3,236 10,589 2,091 1,459 

Net debt/-cash (LCY mm) -3,059 -663 1,605 12,803 14,993 

Non-controlling interest 11,156 0 1,292 0 16 

         

EV 165,983 26,908 228,481 35,678 37,058 

EBITDA (2020) 19,358 3,655 20,665 4,884 6,155 
         

BVPS (2020) 5.39 1.88 31.86 18.52 21.91 

EPS (2020) 1.00 0.38 5.33 0.04 2.10 

DPS (2020) 0.80 0.34 4.00 0.00 0.25 

         

EV/EBITDA (x) 6.83 6.66 9.99 6.47 5.21 

P/BV (x) 3.30 3.09 3.47 1.58 0.54 

PER (x) 17.32 14.28 20.63 54.48 5.19 

Dividend yield 4.5% 5.9% 3.6% 0.0% 2.1% 

Pay-out ratio 80.0% 89.0% 75.0% 0.0% 11.9% 

Net debt/EBITDA (x) 0.04 0.19 0.29 2.55 1.75 
FABS Estimates & Bloomberg 

 

Market Weight 

 

With 2 BUYs and 3 HOLDs, we remain NEUTRAL on MENA telecoms. 

 
MENA telecoms rating summary      
 ETISALAT DU STC MOBILY ETEL 

Rating HOLD BUY HOLD HOLD BUY 

Local currency AED AED SAR SAR EGP 

Target price 19.10 6.65 115.00 29.85 17.60 

CMP 17.76 5.80 110.40 29.35 11.83 

Potential change (%) 8% 15% 4% 2% 49% 

FABS Estimates & Co data       
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4Q20 preview: Etisalat Group  
Increase in Operating profit to drive growth 

 

CMP (AED): 17.76 

Potential upside (%): +7.5 

 

4Q20 Estimate 

Etisalat is expected to report a 5.5% YOY Net profit of AED2,070 mm in 4Q20, compared to a Net profit 

of AED1,963 mm in 4Q19. This is mainly due to a rise in Operating profit and decline in Operating 

expenses. We also expect an expansion in Etisalat’s customer base and higher subscriber growth in eLife 

segments and mobile postpaid, which would positively impact earnings. Revenue is expected to increase 

marginally by 0.5% YOY to AED13,404 mm in 4Q20 from AED13,341 mm in 4Q19. Operating expenses 

is expected to decline by 9.9% YOY to AED5,978 mm in 4Q20 from AED6,638 mm in 4Q19. Impairment 

charges are expected to rise by 2.4% YOY to AED1,322 mm from AED1,556 mm in 4Q19. As a result, 

the EBITDA is forecasted to rise by 18.6% YOY to AED6,103 mm in 4Q20 from AED5,147 mm in 4Q19. 

Operating profit is estimated to rise by 39.4% YOY to AED2,999 mm from AED2,151 mm in 4Q19. 

Finance income is expected to decline by 28.8% YOY to AED255 mm from AED358 mm and Finance 

Cost is expected to decline by 23.9% YOY to AED474 from AED623 mm in 4Q19. We expect an EPS of 

0.24 for this quarter. 

 

2020 Forecast 

Etisalat is expected to report a 4.1% YOY increase in Net profit to AED9,047 mm in 2020 from AED8,693 

mm in 2019 due to higher EBITDA and Operating profit. We believe that despite the effect of COVID-

19, Etisalat is on track to post positive returns for 2020. Revenue is expected to marginally decline by 

0.3% YOY to AED52,048 mm in 2020 from AED52,186 mm in 2019. Operating expenses is expected to 

decline by 5.3% YOY to AED23,458 mm from AED24,760 mm in 2019. Impairments are forecasted to 

decline by 1.2% to AED2,273 mm from AED2,301 mm in 2019. 

 

3Q20 Outturn 

Emirates Telecommunications’ (Etisalat) net profit for 3Q20 came in at AED2,412 mm, which increased 

5.5% YOY and beat our estimate of AED2,234 mm by 8%. The increase in Net profit primarily due to A) 

Increase in revenue by 0.5% to AED13,039 mm in 3Q20 compared to 12,492 mm in the same period 

last year, B) decline in operating expenses by 3.5% to AED5,799 mm this quarter compared to AED6,011 

mm in the same period in 2019, C) Better performance by associates to AED57.6 mm in 3Q20 vs. 

AED11.9 mm in 3Q19, in addition to D) lower federal royalty charges by 9.4% to AED1,475 mm in 3Q20 

compared to AED1,628 mm in the corresponding period in 2019. The Net Profit Margin improved to 

18.5% in 3Q20 from 17.6% in the same period in 2019. In 9M20, the net profit advanced marginally 

by 3.7% to AED6,979 mm in 9M20 compared to AED6,730 mm in 9M19 primarily due to a decrease in 

operating expenses by 3.5%, Federal Royalty by 7.5%, and Telecom Taxes by 21.9%. Revenues 

increased by 0.5% YOY to AED13,039 mm in 3Q20 from AED12,977 in 3Q19, QOQ consolidated revenue 

increased by 4.4%, and this is attributed to domestic and international operations as a result of the 

easing of COVID-19 restrictions following the temporary lockdown in the previous quarter. Segment-

wise, revenue in UAE decreased YoY by 3% to AED7,457 mm contributed around 57% of total revenue. 

The decline is attributed to the fact that commercial activities remain below pre-COVID-19 levels as the 

macro-economic situation continues to pressure consumer and corporate spending. Mobile segment 

revenue declined by 12% YoY to AED 2.7 bn attributed to the impact of COVID-19 that resulted in a 

drop in mobile prepaid and roaming revenues, in addition to increased penetration of OTT services. 

However, quarter over quarter mobile revenue increased by 5% due to the improvement in people 

mobility and commercial activities compared to the second quarter. Fixed segment revenue increased 

by 2% to AED 2.8 bn attributed to expanding eLife customer base and TV services. Other segment 

12-m target price: 
 

 

AED 19.10 

Stock rating: 
 

HOLD 



 MENA Equity Research: Telecom – January 2020 
  

 

 

17 January 2021  Page 7 of 21 

 

revenue increased by 4% year over year to AED 1.9 bn attributed to higher digital and ICT services. 

Etisalat’s international revenues advanced by 3% YOY to AED5,378 mm resulting in 41% contribution 

to Group revenues, attributed to the strong performances of Etisalat Misr by 18% due to strong growth 

in mobile broadband, in addition to the improvement in the performance of operations in Pakistan 

despite the unfavorable exchange rate movement in Pakistani Rupees against the UAE Dirham. In 

constant currency, revenues from international operations grew year over year by 1%. The operating 

expenses declined by 3.5% YOY to AED5,799 in 3Q20 (3Q19: AED6,011). Thereby, resulting increase 

in EBITDA by 4.2% YOY to AED6,972 mm compared to AED6,690 mm in 3Q19, EBITDA margin improved 

to 53.5% (3Q19: 51.6%), EBITDA of international operations increased YoY by 8% supported by a 

positive contribution from Maroc Telecom, Egypt and Pakistan. Total assets declined by 1.5% to 

AED126.3 bn in 3Q20 compared to AED128.3 bn at the end of 2019, while the total equity (excluding 

minority) improved by 0.5% to AED46.8 bn in 3Q20 compared to AED46.6 bn in 2019 end. Total cash 

and bank balance decreased by 9.1% to AED26.9 bn in 3Q20 (4Q19: AED29.6 bn), and gross debt 

increased to AED28.7 bn in 3Q20 (4Q19: AED26.6 bn). Therefore, the Net Debt-to-Equity (D/E) ratio 

stands at 0.50x in 3Q20 compared to 0.46x in 4Q19. Capital Expenditures (CAPEX) decreased YoY by 

17% to AED1,5457 mm in 3Q20, slightly higher than 2Q20, which was AED1,527 mm, resulting in a 

Capex/Revenue ratio of 12%, due to higher capital spending in the UAE focused on investment in data 

centers and enhancing network quality and capacity, on the rollout of 5G, while the CAPEX in 

international operations declined YoY by 43% due to lower spend in Maroc Telecom, Egypt and Pakistan, 

and contributed 37% to consolidated Group Capex. 

 

Target price and recommendation 

We revised our rating to HOLD on Etisalat with a target price of AED19.10 based on three valuation 

methods, owing to the positive 3Q20 results and attractive valuations. On Subscriber’s base, Etisalat 

group aggregate subscribers totalled 149 million, reflecting a net addition of 1.1 million during one year, 

expanding customer base by 1% YoY; this is mainly due to subscriber growth in Chad, Burkina Faso, 

Ivory Coast, and Mali. In UAE, Etisalat’s subscriber base hit 12.1 million as at 3Q20 declined by 2% YoY 

and increased 3% QOQ. The mobile subscriber base decreased by 3% YoY to 10.3 million subscribers 

attributed to the prepaid segment that dropped by 5%. The postpaid segment grew by 5% YoY. eLife 

subscription continued to drive consistent growth, with a 4% YoY increase to 1.1 million subscribers. 

Internationally, Etisalat saw its subscriber base reached 70.5 million subscribers in Maroc Telecom, with 

operations covering Morocco, Burkina Faso, Ivory Coast, Mali, Niger, and the integration with Tigo Chad, 

representing a growth of 4% YoY. The group’s subscriber base decreased in Pakistan to 24.8 million 

subscribers, representing a 2% YOY decrease. The international market impacted by COVID-19 and 

unfavorable exchange rate movements in Pakistani Rupees and Moroccan Dirhams, Maroc Telecom 

Group, continued to benefit from the growth in mobile and fixed broadband and the consolidation of 

Tigo Chad. In addition, Etisalat Misr maintained robust revenue growth supported by mobile data. 

Pakistan operations impacted by currency devaluation; However, revenue trend improvement in local 

currency. Furthermore, Etisalat remains on track to delivering 5G, with the company placing the rollout 

of 5G on the top of its priority list, Etisalat’s pioneering position in 5G aims to bring futuristic solutions 

to governments, businesses, and consumers. In March 2020, Etisalat stated that it expected overall 

data traffic to surge exponentially, and as a result, had boosted both its local network capacity and 

international data capacity. Financially, Etisalat announced that its Board of Directors approved an 

interim cash dividend of AED0.15 per share in 2Q20 in addition to AED0.25 has been distributed in the 

1Q20, bringing interim dividends of AED0.40 in 1H20 (2019: full-year cash dividend of 80 fils per share) 

giving us 4.5% Dividend Yield. However, we believe revenues are to remain under pressure due to 

currency competition in the local market as well as the global economic slowdown. The company is also 

planning to extend the share buyback period of 5% from the capital to the next year. The company’s 

CAPEX/ revenue ratio stood at 12% in 3Q20 compared to 14% in 3Q19 due to the decline in international 
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operation by 43%. The stock is currently trading at 17.16x P/E, higher than its peer average of 22.34x 

and EV/EBITDA of 6.83x vs. peers of 7.03x. The stock is trading at an attractive Normalized ROE of 

24.85% vs. peer average of 14.73%. The stock is currently trading at 3.27x P/B, higher than its peer 

average of 2.38x. Hence, we assign our HOLD rating on the stock. 

Etisalat – Relative valuation       
As last CMP  2016 2017 2018 2019 2020F 

PE (x)  17.9 17.9 17.3 17.3 16.6 

P/BV (x)  3.5 3.4 3.3 3.2 3.3 

EV/EBITDA (x)  6.2 6.1 5.8 5.8 5.5 

Dividend yield  4.5% 4.5% 4.5% 4.5% 4.5% 

FABS Estimates & Co data       

 
Etisalat - P&L         
(AED mm) 4Q19 3Q20 4Q20 YOY ch QOQ ch 2019 2020F Change 
Revenue 13,341 13,039 13,404 0.5% 2.8% 52,186 52,048 -0.3% 
Operating expenses -6,638 -5,799 -5,978 -9.9% 3.1% -24,760 -23,458 -5.3% 
Impairment -1,556 -268 -1,322 2.4% NM -2,301 -2,273 -1.2% 
EBITDA 5,147 6,972 6,103 18.6% -12.5% 25,126 26,317 4.7% 
Federal royalty -1,028 -1,475 -1,218 18.6% -17.4% -5,827 -5,658 -2.9% 
Depreciation, Amortization -1,932 -1,955 -1,935 0.2% -1.0% -7,465 -7,691 3.0% 
Share of assoc. & JVs -37 57.7 49.0 NM -15.0% -36 187 614.5% 
Operating profit 2,151 3,601 2,999 39.4% -16.7% 11,798 13,155 11.5% 
Finance income 358 247 255 -28.8% 3.0% 1,363 947 -30.5% 
Finance cost -623 -491 -474 -23.9% -3.5% -2,052 -2,305 12.4% 
Profit before tax 1,886 3,357 2,780 47.4% -17.2% 11,109 11,797 6.2% 
Tax -328 -409 -306 -6.6% -25.3% -1,614 -1,311 -18.8% 
Profit after tax 1,558 2,948 2,474 58.8% -16.1% 9,495 10,485 10.4% 
Non-controlling int. 404 -536 -404 NM -24.5% -802 -1,438 79.3% 
Net profit 1,963 2,412 2,070 5.5% -14.2% 8,693 9,047 4.1% 
FABS Estimates & Co data       
       
          

Etisalat - Margins 4Q19 3Q20 4Q20 YOY ch QOQ ch 2019 2020F YOY ch 

EBITDA margin 38.6% 53.5% 45.5% 6.95 -7.94 48.1% 50.6% 2.42 
Operating margin 16.1% 27.6% 22.4% 6.25 -5.24 22.6% 25.3% 2.67 
Net Profit margin 14.7% 18.5% 15.4% 0.73 -3.06 16.7% 17.4% 0.73 
FABS Estimates & Co data        
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4Q20 preview: Etihad Etisalat Co. (Mobily)   
Increase in Gross profit to support earnings 

 

CMP (SAR): 29.85 

Potential upside (%): +1.9 

 
4Q20 Estimate 

Etihad Etisalat (Mobily) is estimated to report a Net profit of SAR276 mm in 4Q20, mainly due to a 7.3% 

YOY increase in Gross Profit and a significant increase in Operating Profit. Sales are expected to 

experience a minor drop by 0.4% YOY to SAR3,501 mm in 4Q20 from SAR3,514mm in 4Q19, but 

primarily will maintain its high level of sales performance due to the continued growth of high-speed 

data demand, growth in business units and the growth of FTTH active base. EBITDA is expected to rise 

by 19.4% YOY to SAR1,418 mm in 4Q20 from SAR1,188 mm in 4Q19, mainly due to an anticipated 

increase in sales and improvement in operational performance. We estimate Mobily to reduce their 

selling activities (such as advertising costs, salaries of employees, sales commissions etc), resulting in 

the projected decline of Selling and overhead expenses by 10.5% YOY to SAR718 mm in 4Q20 from 

SAR802 mm in 4Q19, however on a QOQ basis, we predict a slight rise by 2.2%. Finance charges are 

expected to decline by 55.9% YOY to SAR130 mm in 4Q20 from SAR294 mm in 4Q19. Zakat expenses 

are expected to increase by 30.9% YOY to SAR12 mm in 4Q20 from SAR9.17 mm in 4Q19. 

 

2020 Forecast 

Mobily's Net Profit is expected to increase to SAR814 mm in 2020 due to the company's debt reduction 

efforts, corporate strategies and earning capacity. Sales are expected to increase by 4.2% YOY to 

SAR14,014 mm in 2020 from SAR13,450 mm in 2019, mainly due to anticipated growth in business 

revenues, data revenues, subscriber base, and enhancement of subscriber's mix. Direct costs are 

expected to rise by 0.8% YOY to SAR5,695 mm in 2020 from SAR5,650 mm in 2019. Subsequently, the 

Gross Profit is projected to increase by 6.7% YOY to SAR8,319 mm in 4Q20 from SAR7,800 mm in 4Q19 

with a gross profit margin of 59.4% as of 4Q20. The Operating Profit is expected to rise by 32.2% YOY 

to SAR1,506 mm in 2020 from SAR1,140 mm in 2019. Zakat expenses are expected to rise by 5.9% to 

SAR46 mm.  

 

3Q20 Outturn 

Etihad Etisalat (Mobily) recorded a significant increase in Net profit to SAR222 mm in 3Q20 from SAR51 

mm in 3Q19. This was mainly attributed to a decrease in Cost of services, Impairment losses on accounts 

receivable and on property and equipment, and a rise in Other income and was driven by the high 

dependency on telecommunications services used during COVID-19. Sales decreased by 1.4% YOY to 

SAR3,355 mm in 3Q20 from SAR3,404 mm in 3Q19. Direct costs decreased by 6.4% YOY to SAR1,299 

mm in 3Q20 from SAR1,389 mm in 3Q19. Resultantly, the Gross profit increased by 2% YOY to 

SAR2,056 mm in 3Q20 from SAR2,015 mm in 3Q19. EBITDA increased by 3.3% YOY to SAR1,354 mm 

in 3Q20 from SAR1,311 mm in 3Q19, as a result of an improvement in the company’s efficiency in 

managing its Direct costs and Selling and overhead expenses. EBITDA margin rose to 40.4% for 3Q20 

compared to 38.5% for 3Q19. Financial charges decreased by 35% YOY to SAR134 mm in 3Q20 from 

SAR206 mm in 3Q19, reflecting the company’s efforts to lower funding costs by refinancing large 

portions of its debts, and the decline in interest rates. Total Impairment loss decreased as well by 76% 

to SAR 14.5 mm in 3Q20 from SAR60.4 mm in 3Q19. Zakat expenses decreased by 82% YOY to SAR3 

mm for 3Q20 from SAR16 mm in 3Q19. Cash and cash equivalents decreased by 26% to SAR866 mm 

in 3Q20 from SAR1,169 mm in 3Q19. Mobily’s net debt increased by 1.2% to SAR13,116 mm in 3Q20 

from SAR12,961 mm in 3Q19. The company’s net debt to equity ratio stood at 0.92x 3Q20 from 0.93x 

2019 indicating that the debt is on the lower side and is decreasing. 

 

12-m target price: 
 

 

SAR 29.85 

Stock rating: 
 

HOLD 
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Target price and recommendation 

We maintain our HOLD rating on Mobily with a target price of SAR29.85, underpinned by its positive 

3Q20 results. Mobily is Saudi Arabia's second-largest telecommunications company, and its main activity 

is to establish and operate mobile wireless telecommunications network, fiber optics networks, manage, 

install and operate telephone networks, terminals and communication unit systems, in addition, to sell 

and maintain mobile phones and communication unit systems in the Kingdom. Mobily Net profit 

increased significantly and that is mainly due to a decrease in utilization cost of international networks. 

In 3Q20, Mobily has taken active measures in reducing its Financial charges and could stay at this level 

throughout 2020, given the low interest rates and refinancing of a large portion of the company’s debt. 

We also foresee healthy levels of the EBITDA, mainly due to lower impairment expenses and 

enhancement in cost efficiency. The company has lowered its Cost of revenues which are related to 

secondary activities like broadband while also increasing broadband’s revenue which led to a gain in 

total revenues. Moreover, the deal on July 5th of 2020 where Mobily announced signing MoU with ZAIN 

KSA to sell, operate with a third party, or merge their towers could help Mobily lower its debt of 

SAR12.8bn and increase the chance of paying dividends. The company also benefits from its 

engagement with Emirates Telecommunications, which is Mobily’s largest shareholder with 27.4% 

ownership, where it is granted cost-efficient access to networks owned fully or partially by a firm located 

in the UAE. Mobily is currently trading at a P/B ratio of 1.59x compared to average P/B peers of 2.38x. 

Therefore, we maintain our HOLD rating. 

 
Mobily – Relative Valuation     

(at CMP) 2016 2017 2018 2019 2020F 

P/E (x) -106.3 -32.0 -185.2 728.44 27.92 

P/B (x) 1.5 1.6 1.6 1.7 1.5 

FABS Estimates & Co data 

  

Mobily – P&L         

SAR mm 4Q19 3Q20 4Q20F YOY ch QOQ ch 2019 2020F Change 

Sales 3,514 3,355 3,501 -0.4% 4.4% 13,450 14,014 4.2% 

Direct costs -1,525 -1,299 -1,365 -10.5% 5.1% -5,650 -5,695 0.8% 

Gross profit 1,990 2,056 2,136 7.3% 3.9% 7,800 8,319 6.7% 

Selling & overhead exp -802 -702 -718 -10.5% 2.2% -2,786 -2,859 2.6% 

EBITDA 1,188 1,354 1,418 19.4% 4.7% 5,014 5,460 8.9% 

D & A -1,010 -993 -1,001 -0.8% 0.8% -3,917 -3,970 1.4% 

Other income 11 10 8 -26.1% -16.1% 43 16 -61.7% 

Operating profit 189 371 425 NM 14.6% 1,140 1,506 32.2% 

Investment & other inc. 12 3 5 -55.0% 105.9% 43 24 -44.2% 

Financial charges -294 -134 -130 -55.9% -3.2% -929 -564 -39.3% 

Profit before zakat -116 225 288 NM 28.3% 81 860 NM 

Zakat -9 -3 -12 30.9% 317.1% -49 -46 -5.9% 

Net profit -125 222 276 NM 24.5% 31 814 NM 

FABS Estimates & Co data        

 

Mobily - Margins 
        

Mobily 4Q19 3Q20 4Q20F YOY Ch (bp) QOQ Ch (bp) 2019 2020F YOY Ch (bp) 

GPM 56.6% 61.3% 61.0% 439 -28 58.0% 59.4% 137 

OPM 5.4% 11.0% 12.1% 675 108 7.2% 10.7% 356 

Net margin -3.6% 6.6% 7.9% 1145 128 0.2% 5.8% 557 

FABS Estimates & Co data          



 MENA Equity Research: Telecom – January 2020 
  

 

 

17 January 2021  Page 11 of 21 

 

4Q20 preview: Saudi Telecom Company (STC) 
Initiatives in technology to boost revenue and profitability 

 

CMP (SAR): 110.60 

Potential upside (%): +4.0 
 

 

4Q20 Estimate 

STC is estimated to report a profit of SAR2,993 mm in 4Q20, which is a 34.2% YOY increase, mainly 

due to a 11.1% YOY increase in Gross Profit and a decrease in General & administrative Expense by 

5.2% YOY. STC's Revenues are expected to grow by 16.1% YOY to SAR15,402 mm in 4Q20. Gross Profit 

is forecasted to increase by 11.1% YOY in 4Q20 to SAR9,288 mm, from SAR8,360 mm in 4Q19, leading 

to a decrease of 272 bps in the Gross profit margin to 60.3%. STC is likely to register an increase of 

only 22% YOY in EBITDA to SAR6,083 in 4Q20 as compared to SAR4,987 in 4Q19 due to a decrease by 

4.8% in Selling & overhead expense. Operating profit is estimated to increase by 56.4% to SAR3,752 

mm in 4Q20 from SAR2,400 mm in 4Q19, and with an Operating profit margin (OPM) of 24.4% from 

18.1% in 4Q19. Finance charges are likely to decrease by 37.6% YOY to SAR136 mm in 4Q20. Finance 

Income is expected to decrease by 45.9% YOY to SAR84 mm in 4Q20 from SAR155 mm in 4Q19. 

Provision for zakat is expected to increase by 232.4% to SAR310 mm in 4Q20 from SAR93 mm in 4Q19. 

 

2020 Forecast 

STC's Net Profit is likely to increase in 2020 by 6.9% to SAR11,395 mm in 4Q20 from SAR10,665 mm 

in 2019 due to increase in Revenues, which offset the increase in Direct Cost. Revenues are expected 

to increase by 8.8% YOY in 2020 to SAR59,139 mm from SAR54,368 mm in 2019, while Direct Cost will 

also increase by 10.8% YOY reaching SAR24,343 mm in 2020 from SAR21,976 mm in 2019. 

Subsequently, the Gross Profit is expected to increase by 7.4% YOY to SAR34,796 mm in 2020 with a 

Gross profit margin of 58.8% in 2020 from 59.6% in 2019. Due to an increase of 5.5% YOY in 

Depreciation and amortisation expenses to SAR9,264 mm and an increase by 3.8% in General & 

administrator expense to SAR5,754 in 2020, the Operating Profit is likely to increase by 6.4% YOY to 

SAR13,278 mm. Finance Income is likely to decrease significantly by 36.4% YOY to SAR406 mm in 

2020, while Finance charges is likely to decrease by 19.8% to SAR614 mm in 2020. 

 

3Q20 Outturn 

Saudi Telecom Company (STC) reported an increase by 0.7% YOY in Net profit to SAR2,766 mm in 

3Q20 compared to SAR2,747 mm in 3Q19. Net income in 3Q20 missed our estimate by 6%. The Net 

profit increase was mainly due to revenue growth and a decrease in Direct Cost. STC’s revenues 

increased by 5.4% to SAR14,881 mm in 3Q20 from SAR14,114 mm in 3Q19. This increase was largely 

boosted by revenue growth from Other Operating Segments, which include Kuwait Telecommunications 

Company (STC Kuwait), STC Bahrain, Solutions by STC, Specialized by STC, STC Gulf, Sapphire, Aqalat, 

Telecommunications Towers Company, and Saudi Digital Payments Company (STC pay), by 25.6% YOY 

to SAR4,215 mm in 3Q20 from SAR3,355 mm in 3Q19. Saudi Telecom Company segment also reported 

an increase by 7.26% to SAR11,042 mm in 3Q20 from SAR10,294 mm in 3Q19, whereas Channels by 

STC reported a decrease by 14.6% to SAR3,706 in 3Q20 from SAR4,341 mm in 3Q19. Therefore, the 

total revenue increase was primarily boosted by revenue growth from business units that achieved 

distinct growth in revenue during the current quarter compared to the same quarter of the previous 

year. Innovative products supported the increase of Enterprise Business Unit revenues in the field of 

Internet of Things, cloud computing, and Cybersecurity in addition to other telecom products and 

services. Direct Cost decreased by 4.6% to SAR5,910 mm in 3Q20 from SAR6,193 mm in 3Q19. 

Consequently, all this resulted in an increase by 13.3% in gross profit to SAR8,971 mm 3Q20, and led 

the Gross profit margin to increase by 416 bps YOY to 60.3% in 3Q20 from 56.1% in 3Q19. Selling and 

overhead expenses increased by 42.8% YOY to SAR1,749 mm in 3Q20 from SAR1,225 mm in 3Q19, 

12-m target price: 
 

 

SAR 115.0 

Stock rating: 
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but still EBITDA increased by 10.5% YOY to SAR5,778 mm. The EBITDA Margin increased by 178 bps 

to 38.9% in 3Q20. Depreciation and amortization increased by 21.9% to SAR2,328 mm in 3Q20 from 

SAR1,909 mm in 3Q19. Operating profit (EBIT) increased by 4% to SAR3,460 mm in 3Q20 and an 

operating profit margin decreased by 33 bps in 3Q20 to 23.2%. Total shareholders’ equity (after 

minority) increased by 4% YOY to SAR63.7 bn in 3Q20 from SAR62.4 bn in 3Q19. Total assets increased 

by 6% YOY to SAR119 bn in 3Q20 from SAR112.8 bn in 3Q19. Total liabilities increased by 8% to 

SAR54.1 bn in 3Q20 from SAR50.3 bn in 3Q19. 

 

Target price and recommendation 

We maintained our HOLD rating on STC with a revised target price of SAR115.00 . We believe the 

company’s performance would be mainly supported by growth in revenues led by data, innovative 

product offerings, new business streams, and the launch of 5G technology. Despite the pandemic 

conditions of the COVID-19, STC was able to grow its revenue by 5.43% from 3Q19 to 3Q20 and 6.41% 

from 9M19 to 9M20, which was a consequence of a 25.2% rise in Fiber to the home technology (FTTH) 

and 8.5% rise in broadband subscribers. Moreover, an additional 10.1% rise in data revenue for the 

3Q20 also contributed to the increase in revenue. Despite the slight decline in EBIT margin from its 

3Q19 level, its level is still higher than in the past 4 quarters. The Communications and Information 

Technology Commission (CITC) declared its participation in the force of open access agreement which 

enables STC and five other telecommunications companies to use the available infrastructure and give 

broadband services for over 3.5 million households in Saudi Arabia. This agreement is targeting the 

utilization of the fiber optic infrastructure which is already available in Saudi Arabia and attempts to 

entice additional investments to increase the available options for subscribers. Furthermore, STC is 

graded as A- by Standard & Poor and A1 by Moody’s. STC is also among the pioneers in the emerging 

5G technology with the number of 5G towers owned by STC exceeding 3000 towers out of the total 

7000 towers in all of Saudi Arabia as of 3Q20, and with the number of towers expected to increase with 

the rise in demand for the 5G technology. The 5G technology is also beneficial to STC in terms of 

providing it with access to the Internet of Things (IoT) which will further improve the operational 

efficiency and user experience of STC, giving it access to additional revenue. STC also holds 74% of the 

market share by revenue and its market cap is SAR 200.80 bn as of 3Q20 making it among the top 

companies in terms of market cap in Saudi Arabia. STC is also working on a major deal with Vodafone 

Egypt to acquire a 55% of its total stake for an amount of $2.39 billion, with the latest announcement 

by the two parties on the deal stating that the due diligence has been finalized. STC currently has a new 

project called ‘Africa1 cable’ and entails the company attempts to connect some African countries with 

capacity of 36 TB per second, and to also attempt to connect, through Saudi Arabia, more than 12 

countries in Africa and Europe. As for the total borrowings of STC, it paid an amount of SAR 296 mm in 

9M20 in comparison to a total of SAR 302 mm in 9M19, and received total borrowings amount of SAR 

20 mm in 9M20 in comparison to SAR 5,500 mm in 9M19. The Saudi digital payments company (STC 

Pay) obtained the official license from the Saudi Arabia Agency (SAMA), as an electronic digital wallet 

in the field of financial technology (fintech), to be the first financial, technological company licensed in 

the kingdom. STC Pay is considered the largest financial digital wallet in the Middle East and North 

African region with 2 million customers. Recently, Western Union, the biggest money transfer firm in 

the world, has acquired 15% stake in STC Pay for a total of $200 mm, which places STC Pay total value 

at $1.3 bn or SAR5 billion. Consequently, STC Pay has plans to expand to the UAE, Kuwait and Bahrain 

after receiving its billion-dollar valuation making it the first fintech company to receive a “unicorn” 

valuation in the Middle East. Besides, STC dividend policy remains stable as indicated by the 

announcement of DPS of SAR3 per share for 9M20, we expect STC to distribute SAR 4 per share which  

give us 3.6% as cash dividend yield. However, we remain concerned about the market competition, 

which could negatively impact the operator. Additionally, the stock’s valuation remains rich as it is 

currently trading at P/E multiple of 20.63x versus the peers average 22.34x and a P/B multiple of 3.47x 

versus the peers average of 2.38x, leading us to reassign our HOLD rating. 
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STC – Valuation           

(at CMP) 2016 2017 2018 2019 2020F 

P/E (x) 24.7 22.0 20.4 20.6 19.3 

P/B (x) 3.7 3.5 3.4 3.6 3.5 

Dividend yield 3.6% 3.6% 5.5% 3.6% 3.6% 

FABS Estimates & Co data           

 
STC - P&L         

SAR mm 4Q19 3Q20 4Q20F YOY QOQ 2019 2020F YOY ch 

Sales 13,265 14,881 15,402 16.1% 3.5% 54,368 59,139 8.8% 

Direct costs -4,905 -5,910 -6,115 24.7% 3.5% -21,976 -24,343 10.8% 

Gross profit 8,360 8,971 9,288 11.1% 3.5% 32,391 34,796 7.4% 

Selling & overhead expenses -1,842 -1,749 -1,753 -4.8% 0.2% -5,582 -6,500 16.4% 

General & admin Exp. -1,531 -1,434 -1,452 -5.2% 1.2% -5,544 -5,754 3.8% 

EBITDA 4,987 5,788 6,083 22.0% 5.1% 21,265 22,542 6.0% 

Depreciation & amortisation -2,587 -2,328 -2,330 -9.9% 0.1% -8,785 -9,264 5.5% 

Operating profit (EBIT) 2,400 3,460 3,752 56.4% 8.5% 12,480 13,278 6.4% 

Profit attributable 2,230 2,766 2,993 34.2% 8.2% 10,665 11,395 6.9% 

FABS Estimates & Co data  
        

 
STC - Margins         

  4Q19 3Q20 4Q20F YOY ch (bp) QOQ ch (bp) 2019 2020F Chg(bp) 

GPM 63.0% 60.3% 60.3% -272 2 59.6% 58.8% -74 

EBITDA margin 37.6% 38.9% 39.5% 190 60 39.1% 38.1% -100 

OPM 18.1% 23.2% 24.4% 627 111 23.0% 22.5% -50 

Net margin 16.8% 18.6% 19.4% 262 85 19.6% 19.3% -35 

FABS Estimates & Co data          
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4Q20 preview: Telecom Egypt 
Strong results to support profitability 

 
CMP (EGP): 11.90 

Potential gain (%): +47.9 

 

4Q20 Estimate 
Telecom Egypt (ETEL) is estimated to report a 54% YOY increase in profit to EGP1,506 mm in 4Q20, 

mainly due to a rise in Gross Profit and strong financial and operating performance. Revenue is expected 

to grow by 10.4% YOY to EGP7,500 mm primarily due to the growth of customer base and retail 

performance driven by high data Revenue. Selling and overhead expenses are projected to rise by 31% 

YOY to EGP1,440 mm in 4Q20 from EGP1,099 mm in 4Q19, and on a QOQ basis it is expected to rise 

by 4.1%. In 2Q20, the company had reported a Net Finance cost of EGP1,037 mm. This increase was 

mainly due to the decrease in translation profits of foreign currencies balances and transactions and an 

increase in impairment of financial assets. However, in 3Q20 Net Finance cost dropped to EGP46 mm. 

Therefore, in 4Q20 we expect the Net finance cost to slightly jump back up to EGP92 mm, but still that 

would be a 68.2% YOY decrease from EGP290 mm in 4Q19. Zakat expenses are expected to drop by 

20.2% YOY to EGP294 mm in 4Q20 from EGP368 mm in 4Q19, and on a QOQ basis it is expected to 

drop by 31.1%.  

 

2020 Forecast 
Telecom Egypt's Net Profit is expected to increase by 14.4% YOY to EGP5,037 mm in 2020 from 

EGP4,402 mm in 2019 due to higher finance costs. In the wake of COVID-19, ETEL has seen a spike in 

data usage. Revenues are expected to increase by 15.7% YOY to EGP29,847 mm in 2020 from 

EGP25,808 mm in 2019, mainly due to anticipated growth in mobile and data revenues. The Gross Profit 

is projected to rise by 26.6% YOY to EGP11,357 mm in 2020 from EGP8,970 mm in 2019. Selling and 

overhead expenses are expected to decline by 11.5% YOY to EGP5,962 mm in 2020 from EGP6,739 mm 

in 2019. The Operating Profit is expected to grow to EGP5,509 mm from EGP2,552 mm in 2019. Zakat 

expenses are expected to increase by 26.3% to EGP1,377 mm from EGP1,091 mm in 2019.  

 

3Q20 Outturn 
Telecom Egypt reported a 13.8% YOY increase in Net profit to EGP1,474 mm in 3Q20 from EGP1,295 

mm in 3Q19, beating our estimate of EGP810 mm. This is primarily due to the top-line growth and 

enhanced operational efficiency. Operating Revenue increased by 17.2% YOY to EGP7,402 mm in 3Q20 

from EGP6,316 mm in 3Q19. Out of this, Retail revenue rose by 29% YOY, driven by strong data 

revenues, comprising 64% of top-line growth. Moreover, higher subscribers and healthy ARPU uptrend 

led to revenue growth. Wholesale revenues were marginally flat on a YOY basis, with higher 

infrastructure revenues (+16% YOY) stabilized the 29% YOY decrease in cyclical cable revenues. 

Operating costs increased by 8.7% YOY to EGP4,699 mm in 3Q20 from EGP4,324 mm in 3Q19. As a 

result, the Gross profit rose by 35.7% YOY to EGP2,703 mm in 3Q20 from EGP1,992 mm in 3Q19. 

Selling and overhead expenses decreased by 19.3% YOY to EGP1,383 mm in 3Q20 from EGP1,714 mm 

to measure the company’s operational efficiency. Operating profit grew significantly to EGP1,388 mm in 

3Q20 from EGP411 mm in 3Q19, excluding the 2019 ERP cost, on a greater margin revenue mix that 

offset the increase in depreciation & amortization costs. D&A expenses rose by 35% YOY due to the 

accelerated Capex rollout plan that was initiated in 2019. Net finance cost improved on a QOQ basis to 

EGP46 in 3Q20 due to the appreciation of the EGP currency (Foreign exchange gain of EGP280 mm 

compared to the Foreign exchange loss of EGP550 mm). Zakat increased by 57.9% YOY to EGP426 mm 

in 3Q20 from EGP270 mm in 3Q19. The company’s Net debt to EBITDA was at 1.7x, indicating low levels 

of debt. Total assets increased by 8.11% to EGP79.19 bn in 3Q20 from EGP73.25 bn in 2019. Total 
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liabilities increased by 9.86% to EGP41.78 bn in 3Q20 from EGP38.03 bn in 2019. Total equity increased 

by 6.2% YOY to EGP37.41 bn in 3Q20 from EGP35.22 bn in 2019. 

 

Target price and recommendation 
We maintain our BUY rating on Telecom Egypt (ETEL) with a target price of EGP17.60. Telecom Egypt 

is the first total telecom operator in Egypt, providing all telecom services to its customers, including 

fixed and mobile voice data services. Telecom Egypt has a long history of serving its Egyptian customers 

for over 160 years and maintaining a top position in the Egyptian telecom industry by offering its 

consumers the most advanced technology, reliable infrastructure solutions, and broadest network of 

submarine cables. Telecom Egypt delivered solid results in 3Q20. Hike in data revenues and growth in 

retail segments fueled the uptrend. Customer base has stayed on an uptrend with fixed voice and 

broadband increasing by 9% and 16% YOY, and mobile customers rising by 55% YOY, reaching 7.1 

mm. The company reported a net operating cash flow of EGP5.7 bn, in conjunction with continued 

revenue growth. With a solid EBITDA margin of 33% and 2x higher operating profit in 3Q20, Telecom 

Egypt continues to benefit from the retail segment’s contribution to the revenues. Furthermore, the 

company’s improved revenue mix has enhanced its profitability. As of YTD, the company’s net operating 

cash flow has supported the Capex rollout program. On October 25, ETEL reported that it is building 

Egypt’s biggest international data centre facility and on November 5, ETEL had reported that the NTRA 

has approved their technical and financial offer for additional spectrum. Telecom Egypt is expected to 

get 20MHx of spectrum in the 2600MHz band for US$305mm. The company has also seen a 10x growth 

in digital payments this year. The company’s net interest expense rose by 12% YOY on the 20% YOY 

increase in total debt, however, the effective interest rate has enhanced on a constant basis, settling at 

6.3% and decreasing by 179 bps on a YOY basis. The stock is currently trading at a P/B multiple of 

0.55x, lower than the peer average of 2.38x. Therefore, we maintain our BUY rating. 

 

Telecom Egypt – Relative Valuation     

(at CMP)  2016 2017 2018 2019 2020F 

P/E (x) 9.9 8.6 7.4 5.9 5.2 

P/B (x) 0.7 0.7 0.6 0.6 0.5 

Dividend yield 2.1% 2.1% 2.1% 2.1% 2.1% 

FABS Estimates & Co data 

 

Telecom Egypt – P&L 
         

EGP mm 4Q19 3Q20 4Q20F YOY ch QOQ ch 2019 2020F YOY Ch 

Operating Revenue 6,796 7,402 7,500 10.4% 1.3% 25,808 29,847 15.7% 

Operating costs -4,831 -4,699 -4,725 -2.2% 0.6% -16,838 -18,490 9.8% 

Gross profit 1,966 2,703 2,775 41.2% 2.7% 8,970 11,357 26.6% 

Selling & overhead expenses -1,099 -1,383 -1,440 31.0% 4.1% -6,739 -5,962 -11.5% 

Net operating revenues (others) 126 68 57 -54.9% -16.4% 321 114 -64.6% 

Operating profit 993 1,388 1,392 40.2% 0.3% 2,552 5,509 NM 

Income from Associates 645 558 502 -22.2% -10.1% 2,833 2,065 -27.1% 

Net Finance income/(cost) -290 -46 -92 -68.2% NM 115 -1,153 NM 

Profit before zakat 1,348 1,901 1,802 33.6% -5.2% 5,500 6,420 16.7% 

Zakat -368 -426 -294 -20.2% -31.1% -1,091 -1,377 26.3% 

Profit before N-C interests 980 1,474 1,508 53.9% 2.3% 4,409 5,043 14.4% 

Non-controlling interests -2 -1 -2 -8.8% NM -7 -6 -10.6% 

Net profit 978 1,474 1,506 54.0% 2.2% 4,402 5,037 14.4% 

FABS Estimates and Co data  
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Telecom Egypt - Margins 
        

  4Q19 3Q20 4Q20F YOY ch QOQ ch 2019 2020F YOY ch 
GPM 28.9% 36.5% 37.0% 808 48 34.8% 38.1% 329 
OPM 14.6% 18.8% 18.6% 395 -20 9.9% 18.5% 857 
Net margin 14.4% 19.9% 20.1% 569 17 17.1% 16.9% -18 

FABS Estimates & Co data          
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4Q20 preview: Emirates Integrated Telecommunications (du) 
Decline in Operating profit to impact profitability 
 
CMP (AED): 5.80 

Potential upside (%): +15% 
 

4Q20 Estimate 

We forecast a 28% YOY decrease in du's net profit to AED314 mm in 4Q20 from AED436 mm in 4Q19; 

the decrease in net profit is mainly due to the decline in revenues by 14% to AED2,741 mm in 4Q20 

(4Q19: AED3,192 bn) due to the contraction in mobile Revenue. While Costs (excluding D&A, marketing 

expenses) are anticipated to decrease by 10% to AED1,522 mm in 4Q20 (4Q19: AED1,689 mm), 

resulting in 18% YOY decline in EBITDA to AED1,195 mm (4Q19: AED1,460 mm), the EBITDA margin 

expected to decrease by 213 bps to 43.6% in 4Q20. Therefore, Operating profit would decline by 26% 

to AED701 mm (2Q19: AED950 mm); and the operating profit margin would drop to 25.6% in 4Q20 

from 29.8% in the corresponding period last year.  

 

2020 Forecast  
DU is estimated to decline by 1.1% in net profit to AED1,709 mm in 2020 (2019: AED1,728 mm) mainly 

due to the anticipation of decrease in revenue by 11.9%. Moreover, Revenue is expected to decline to 

AED11,085 mm in 2020 (2019: AED12,588 mm), while total costs are estimated to decrease by 5.6% 

to AED6,286 mm (2019: AED6,657 mm). As a result, EBITDA is forecasted to slump by 17.8% to 

AED4,671 mm in 2020 (2019: AED5,681 mm), with EBITDA margin at 42.1% (2019: 45.1%). 

Depreciation and Amortization expenses are projected to decrease by 1.9% to AED1,897 mm in 2020 

(2019: AED1,933 mm). Thus, Operating profit would come in 26% lower at AED2,774 mm (2019: 

AED3,748 mm), while Operating Profit Margin (OPM) is estimated to be at 25% (2019: 29.8%). Federal 

royalty expenses would decrease by 24.3% to AED1,536 mm in 2020 (2019: AED2,029 mm). 

 

3Q20 Outturn 

Emirates Integrated Telecommunications (du) reported a 116.3% YoY increase in net profit to AED824.1 

mm in 3Q20 compared with AED381.0 mm in the corresponding period in 2019, higher than our forecast 

of AED279 mm. The increase in net profit was primarily ascribed to the capital gains derived from the 

sale of its stake in “Khazna Data” worth AED519 mm, excluding this gains the net profit was up by 41.6 

QoQ and down by 20.0% YoY to AED304.8 mm. The Net Profit Margin (NPM) improved to 30.7% in 

3Q20 (3Q19: 12.4%). In 9M20 the net profit advanced by 7.7% to AED1,395 mm compared to 

AED1,294 mm in the same period in 2019. du’s Revenue decreased 12.4% YoY to AED2,688 mm in 

3Q20 compared to AED3,067 mm in the same period in 2019, while increased by 0.7% compared to the 

previous quarter reflecting the first signs of recovery in the economic activity and the re-opening of 

tourism in the UAE. during the 3Q20, Mobile Revenues were up 2.0% reaching AED 1.33 bn compared 

to AED 1.31 bn in 3Q20. This was mainly due to the combination of an increase in the mobile subscriber 

base by 2.8% to 6.59 mm subscribers and an increase of the ARPU. In addition, Fixed Revenues, at AED 

637 million, reflected a slight stabilisation when compared to the previous quarter. Fixed subscriber 

base continued its gradual increase to reach 228 thousand at the end of third quarter, driving fixed 

revenues for the first 9 months of 2020 up by almost 4% -when compared to the same period in 2019- 

to AED 1.92 billion. The performance of the fixed segment reflects a healthy increase in the subscriber 

base fuelled by the higher home connectivity needs in 2020. Costs (excluding Depreciation and 

Amortization and marketing expenses) decreased by 10.0% to AED1,506 mm in 3Q20 compared to 

AED1,673 mm in the same period in 2019. Thus, EBITDA slumped by 13.2% to AED1,157 mm in 3Q20 

compared to the same period last year of AED1,332 mm, the EBITDA improved by 9.8% compared to 

AED1,054 mm registered in 2Q20. This growth resulted from the combination of several factors including 

a better revenue mix that led to an improvement of the gross margin, the reduction in bad debt 

12-m target price: 
 

AED6.65 

Stock rating: 
 

BUY 
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provisions compared to 2Q20, and the delivery of cost efficiency initiatives initiated at the beginning of 

Q2 2020. EBITDA margin deteriorated to 43.0% in 3Q20 (3Q19: 43.4%). Depreciation and Amortization 

increased marginally by 1.4% to AED486 mm in 3Q20 from AED479 mm in the corresponding period 

2019. Subsequently, Operating Profit plunged sharply by 21.3% to AED671 mm in 3Q20 from AED853 

mm in 3Q19 with a decline in Operating Profit Margin (OPM) to 25.0% from 27.8% in 3Q19. in addition, 

federal royalty decreased by 26.8% to AED346 mm in 3Q20 (3Q19: AED473 mm). Total assets came in 

lower at AED15.5 bn in 3Q20 by 7.7% compared to AED16.8 bn in 4Q19. The total shareholders' equity 

deteriorated by 1.7% to AED8.5 bn in 3Q20 from AED8.6 bn in 4Q19. Besides, total cash and bank 

balances increased to AED997 mm as of 3Q20 end (4Q19: AED269 mm). Gross debt has declined by 

8.4% to AED2,357 mm, which led to a decline in Debt-to-Equity ratio to 0.28 in 3Q20 from 0.30 in 

4Q19. Net cash generated from operating activities decreased by 25% to AED1,525 mm during the 

9M20 (9M19: AED1,912 mm), mainly due to gain on disposal of investment. 

 
Target price and rating 

We maintain our BUY rating on DU with a target price at AED6.65 with ~15% upside potential 

underpinned by a good dividend yield of 5.9% at the current market price. Financially, the company is 

taking proactive cost optimization measures to manage the erosion of the revenues, which is being 

driven by a reduction in mobile and other revenues such as mobile Roaming. During the quarter, du 

implemented a cost efficiency program that should allow to contain the erosion in EBITDA and net 

income. The cost-efficiency program includes initiatives related to the optimization of resources, a 

reduction in marketing spend, and renegotiation of supplier contracts. Mobile subscriber base was 6.59 

million at the end of 3Q20, down from last year, mainly due to the combination of lower sales due to 

movement restrictions and the churn lag. The fixed customer base continued to increase at a healthy 

pace, reaching at the end of 3Q20 to 228 thousand subscribers, up by 4% YoY. In 2019, Capital 

expenditure (CAPEX) increased by 46.8% to AED1.5 bn (or 12% of the revenues), and In 3Q20, the 

Capital expenditures amounted to AED 511 mm in 3Q20 (or 19% of the quarterly revenues) taking the 

total Capital expenditures for the first 9M20 to a total of AED1.33 bn (or 15.9% of the first 9 month 

revenues), reflecting the continuation of the investment in 5G network rollout, fiber network expansion, 

capacity upgrades, regular network maintenance and IT modernization and digital transformation 

initiatives. The company expects to see a material negative impact on the operations and financial 

results as a result of COVID-19 disruptions, in particular due to the mix of the base towards higher 

prepaid share and lower fixed share. In addition, du's Revenues were impacted by industry-wide 

challenges, particularly. Primarily due to the continued pressure on voice revenues and the Impact of 

COVID-19 on the company's financial situation for 9M20. The company has launched several initiatives 

to optimize the cost structure and took immediate actions to reduce certain of the costs, including 

marketing, spend, optimization of current resources, and contract renegotiations, and we expect to see 

savings realized in 2H20. For the rest of the year, the Net Profit is expected to recover on a sequential 

basis for the rest of the year, due to the stabilization and a gradual pick-up in economic activity in 2H20, 

particularly as movement restrictions are being eased across the country. On 15 September 2020, EITC 

announced the sale of its 26% minority stake in Khazna data center for AED 800 mm, which resulted in 

a profit of AED 519 mm, booked in 3Q20. The sale of EITC indirect minority stake in Khazna reflects 

EITC’s new focus on the data centre business through partnership and direct build-up. EITC will maintain 

its long term commercial agreements with Khazna, through which it will continue to acquire capacity 

needs for the company and its clients, as required. In our view, the stock's valuation appears attractive 

with a blended forward EV/EBITDA values at 6.66x vs. 6.83x for Etisalat and the peer average of 7.03x, 

P/B multiple is 3.07x vs. 3.27x for Etisalat and the peer average of 2.38. At the CMP, DU stock trades 

on a 5.9% dividend yield higher than the peer average of 3%. The Board of Directors distributed a cash 

dividend of 34 fils per share to the shareholders for the year of 2019. In 1H20, the Board of Directors 

approved the distribution to shareholders of an interim dividend of AED 589 million, resulting in an 

interim dividend per share of 0.13 AED. Hence, we maintained our BUY rating on the stock. 
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DU - Relative Valuation           

at CMP 2016 2,017 2,018 2,019 2020F 

PER (x) 15.1 15.4 15.0 15.2 15.4 

P/BV (x) 3.4 3.3 3.1 3.0 3.1 

Dividend yield 5.9% 6.0% 6.0% 5.9% 5.9% 

FABS forecast        
 

 
DU - P&L 

       
 

(AED mm) 4Q19 3Q20 4Q20 YOY ch QOQ ch 2019 2020F YOY ch 

Revenue 3,192 2,688 2,741 -14.1% 2.0% 12,588 11,085 -11.9% 

Costs (ex D&A, marketing exp) -1,689 -1,506 -1,522 -9.9% 1.0% -6,657 -6,286 -5.6% 

Marketing expense -46 -28 -29 -36.4% 3.0% -250 -141 -43.7% 

EBITDA 1,460 1,157 1,195 -18.1% 3.3% 5,681 4,671 -17.8% 

Depreciation and Amortization  -510 -486 -494 -3.1% 1.7% -1,933 -1,897 -1.9% 

Operating profit 950 671 701 -26.2% 4.5% 3,748 2,774 -26.0% 

Financing income/expense 0 -26 -27 NM 6.0% -1 -67 NM 

Other income/expense 1 5 6 NM 5.0% 11 18 74.3% 

Gain on disposal of investment 0 519 0 NM NM 0 519 NM 

Pre-royalty profit 951 1,170 680 -28.5% -41.9% 3,757 3,245 -13.6% 

Federal Royalty -514 -346 -365 -29.0% 5.5% -2,029 -1,536 -24.3% 

Net profit 436 824 314 -28.0% -61.8% 1,728 1,709 -1.1% 

FABS Estimates & Co data         

 

 
DU - Margins 

       
 

  4Q19 3Q20 4Q20 YOY ch QOQ ch 2019 2020F YOY ch 

SG&A exp AU % revenue -1.4% -1.1% -1.1% 37 -1 -2.0% -1.3% 72 

EBITDA margin 45.7% 43.0% 43.6% -213 55 45.1% 42.1% -299 

D&A other as % rev -16.0% -18.1% -18.0% -204 5 -15.4% -17.1% -175 

Operating profit margin 29.8% 25.0% 25.6% -417 60 29.8% 25.0% -474 

Pre-royalty margin 29.8% 43.5% 24.8% -499 -1,875 29.8% 29.3% -57 

Royalty as % pre-royalty -54.1% -29.6% -53.7% 35 -2,416 -54.0% -47.3% 667 

Net Profit margin 13.7% 30.7% 11.5% -220 -1,919 13.7% 15.4% 169 

FABS Estimates & Co data 
       

 

 
 

 
 

 

 
 

 
 

 
 

 



 MENA Equity Research: Telecom – January 2020 
  

 

 

17 January 2021  Page 20 of 21 

 

FAB Securities Contacts: 
 

Research Analysts 

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

 Shiv Prakash +971-2 -6161628 shiv.prakash@Bankfab.com 

 
Sales & Execution 

Trading Desk Abu Dhabi Head Office +971-2 -6161777 Online Trading Link 

Trading Desk Dubai DFM Branch +971-4 -5659593  
Institutional Desk +971-4 -5658395  
Sales and Marketing +971-2 -6161622  

Customer Service 

Abu Dhabi Office +971-2 -6161600  

 

  

DISCLAIMER 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

This report has been prepared by FAB Securities (FABS), which is authorized by the UAE 
Securities and Commodities Authority, licensing registration number 604002, and is a member 

of the Abu Dhabi Securities Exchange, Dubai Financial Market and NASDAQ Dubai. 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 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 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 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 
consequence. 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. 
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