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No. of companies 6

M.Cap (SAR) bn 26.9

YTD % -11.53%

Div. Yld % 2.63%

PE 23.9x

PB 2.76x

ROE 11.88

EV/EBITDA 17.6x

*Prices as of 3rd Dec 2017

**includes Pharma companies

Key Sector DataWe maintain our positive LT outlook on the Healthcare sector. The sector is expected 
to continue trading at a premium to the market (at a TTM PE of 25.1x vs 16.2x), 
justified by higher expected growth. The sector significantly underperformed 
on a YTD basis (-12.8% YTD, excluding Pharmaceuticals) compared to last year 
(12.3%) and to TASI (-1.5%). Our LT outlook is supported by the gradual easing in 
receivables throughout FY2017 along with continued steady growth in sector 
top-line(11.9%YoY). Unsurprisingly, sector companies have managed to maintain 
expansion pace trajectory. Mouwasat and Dallah are expected to outpace the sector, 
supported by relatively consistent FCF generation and balance sheet position. We 
note that most announced sector expansions are priced-in at current valuations. 
Current Valuations discount different levels of execution and operational risks across 
sector companies. Low visibility on the potential LT effects of expat fees, regulatory 
reform, and pricing pressure are the main broad sector downside risks; companies 
with a favourable clientele base and revenue mix (in-Patient/out-Patient) will emerge 
as LT winners. We add MEH to our sector coverage and initiate the company with an 
“Overweight” recommendation and PT of SAR 60.7 per share, indicating a potential 
upside of 15.1%. Our recommendation is mainly driven by the recent price pull back 
post Q3-2017 earnings to close at an all-time low (-28.7% YTD). MEH’s exposure to 
MOH receivables and price revisions is mostly priced-in. For FY2018, we estimate a 
level of recovery in receivables along with positive contribution from Hail hospital. 
Care went through a similar pull back (-41.7%YTD) We update our recommendation 
to “Neutral” for the company with an unchanged PT of SAR 39.2 per share (Care 
gained 11.85% since our latest “Overweight” recommendation). We maintain our 
“Neutral” recommendation for Dallah (PT SAR103.5), Mouwasat (PT SAR149.0), and 
Al-Hammadi (PT SAR31.3).

Q3-2017 earnings were a mixed bag, sector quarterly earnings posted a marginal 
growth of 2.33% YoY, while combined quarterly revenues recorded 11.9% growth 
YoY: The top and bottom-line discrepancy could mostly be attributed to MEH’s results, 
which saw a 4.6% growth in revenues and a 39.7% decline in net income on a YoY basis. 
MEH reported a disappointing set of Q3-2017 results, well below consensus estimates. 
MEH attributed the decline to an increase in SG&A (partially from an increase in provisions) 
along with Hail hospital initial losses. Al-Hammadi had a fairly similar quarter, reporting 
earnings below estimates. However, Al-Hammadi managed to post growth of 13.5% YoY 
in earnings for the quarter. Mouwasat and Dallah posted a strong Q3-2017 set of results, 
earnings for the quarter grew 55.4% and 26.3% YoY respectively. Care, on the other hand, 
had a mixed quarter. Earnings stood at SAR 27mn, 27.7% higher than consensus, yet 
recorded a decline of 2.0% YoY for the quarter. The highlight of Care’s quarter was in the 
decline in provisions taken during Q3-2017, which might signal the company’s confidence 
at the current level of provisions and collectability. On a 9m-2017 basis, combined revenue 
and net income recorded 6.0% and 2.0% growth YoY respectively. Sector earnings growth 
was mainly hamstrung by MEH’s Q3 results. 
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Recommendation PT (SAR/share) Upside/
(Downside) YTD % T12 PE Fwd FY2018 

PE PB

Dallah Neutral 103.5 -1.2% 8.3% 21.8x 16.9x 3.8x

Care Neutral 39.2 1.6% -41.7% NA 17.8x 1.8x

Hammadi Neutral 31.3 -11.8% -15.0% 48.5x 38.6x 2.9x

Mouwasat Neutral 149.0 -8.0% 11.6% 26.1x 23.2x 5.8x

MEH Overweight 60.7 15.1% -28.7% 15.6x 17.6x 3.0x
*prices as of 3rd Dec 2017
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Receivables remain as a ST concern for Al-Hammadi, Care, and to a lesser extent, MEH. 
As of Q3-2017, sector receivables as a % of T12 sales stood at 56%, unchanged from 
the same period last year. On the ST, this is expected to translate into pressure on NWC, 
cash-flows, and potentially higher financing requirements and costs going forward. The 
burden is expected to ease on the LT, effectively easing a main pressure point for a few 
healthcare providers:  The state of receivables vary considerably among sector companies. Care 
and Al-Hammadi remain as the companies with highest receivables as % of T12 sales, at 84% and 99% 
respectively. This is mostly due to exposure to government and government related entities. As of 
Q3-2017, Care’s exposure to government related entities is estimated to stand at 76% of receivables, 
while Al-Hammadi is estimated at a range of 80-90% of receivables. MEH is a distant third, standing at 
around 51%. Prolonged receivables concentration and slower cash conversion cycles would translate 
into increased ST pressure on cash-flows, resulting in potentially higher financing needs and cost. 
Broadly, the status of sector receivables is expected to improve as government and government 
related entities gradually settle outstanding items. We should note that in terms of receivables, 
higher than estimated receivables recoverability in the ST would be a positive catalyst to FCF and 
overall valuation. This would be more relevant to companies with higher cycle days and concentrated 
receivables. The above demonstrates the direct connection between client mix and receivables 
concentration. Companies with a favorable client mix going forward will have relatively more stable 
cash flows, reflecting positively on a sustainable level of forward expansions and dividends.
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Receivables are a ST concern 
for certain sector companies. 
Al-Hammadi and Care are 
at around 100% and 85% 
respectively. The high levels 
of receivables are mostly 
due to MOH exposure. MEH 
sits as a distant third at 70%. 
We expect the trajectory to 
gradually reverse over FY2018.   

By Dec 31st FY2016  By 9m - FY2017

Provisions Previous Balance Formed Used Ending Balance Previous Balance Formed Used Ending Balance

MEH 257.58 173.54 152.82 278.3 278.3 114.63 102.83 290.1

Care 27.66 85.63 15.52 99.2* 99.2 32.6 28.03 103.77
Source: Company Reports, Bloomberg, AJC Research

Progress in Provisions: 
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Care and MEH have 
undergone price pullbacks 
in FY2017, MEH started it’s 
descend close to Q3-2017 
earnings date (-28.7% YTD). 
While Care began its decline 
on the announcement of 
Q4-2016 earnings (-41.7% 
YTD). Dallah and Mouwasat 
have outperformed TASI. 
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Our “Overweight” recommendation on MEH partially stands on estimated forward improvements in 

receivables and provisions, which would reflect positively on company’s income statements and cash 

flows. MEH announced recent exposure to price revisions from MOH, pressuring top-line and margins. 

Going forward, adhering to transparent prices from MOH referrals would marginally ease pressure on 

the income statement from provisions in the form of rejected invoices. Care have shown declines in 

provisions taken in Q3-2017 and  reported a significant decline in provisions formed on a QoQ basis 

after forming a comfortable provisions base for the full year. In-line with our previous estimates of 

an eventual slowdown in provision formation, which is expected to reflect positively going forward. 

We also note that the slowdown implies a level of comfort by management at the current level of 

provisions formed. MEH saw a decline in provisions formed for 9m-2017 on YoY basis. This was in-line 

with the decline in government related receivables as a % of total receivables, receivables witnessed 

a shift to insurance companies during the period. The shift is aligned with management’s aim of 

reducing reliance on government related entities for revenue generation. 

Going forward, most upcoming sector expansions come from Mouwasat and Dallah, 
which is mostly owed to solid balance sheets and cash flows. Utilization levels and 
value added from forward expansions vary among sector companies, which partially 
explain the differences in forward expansion multiples across the sector: compared to the 

sector, Dallah (an estimated 550 beds and 360 clinics added by FY2020) and Mouwasat (an estimated 

addition of 820 bed and 260 clinics by FY2021) maintained forward expansion pace, announcing 

a steady stream of forward expansions while the rest of sector decelerated (Dallah and Mouwasat 

make more than 70% of sector capacity expansion announcements). Broadly, sector companies trade 

close to the perceived forward value of upcoming expansions and capacity. Utilization rate, revenue 

mix, client mix, expansion mix (beds & clinics), pricing points, and execution risk are all factors that 

the perceived forward value or added value from expansions appear to rely on. In our view, Dallah 

and Mouwasat appear to be in a favourable position in terms of value added, where Dallah has the 

largest expansion pipeline in terms of % of current capacity, which look relatively under-priced 

compared to Mouwasat and Al-Hammadi. MEH has room to push more expansions going forward, it 

is also worth noting the company’s favourable position in terms of pricing points (visible in the next 

figure). This in turn might have slightly impaired MEH during FY2017 given the MOH’s price revisions. 

The uncertainty here lies in the value of the upcoming expansion under a reformed economic 

environment, where upcoming additions might not be worth as much as the previous additions.  

Large addition are expected 
to take effect on FY2018 and 
FY2019. Dallah and Mouwasat 
hold most of the announced 
forward additions.  

Beds

FY2019

FY2019 FY2020 FY2021

FY2020FY2019

0 200 400 600 800 1000 1200 1400 1600 1800 2000

Dallah

Care

Hammadi

Mouwasat

MEH

FY2018

Q4-2017

Q4-2017
FY2018

Healthcare Expansion Timeline

Source: Company reports, AJCR



4

Please read Disclaimer on the backDecember 2017

 Healthcare Sector Report

©  All rights reserved

Sector Update & MEH Initiation

Beds

C
lin

ic
s

0

50

100

150

200

250

300

350

400

450

200 300 400 500 600 700 800 900 1000 1100

Dallah

Care

Hammadi

Mouwasat

MEH

Size reflects Revenue

Fwd Beds

Fw
d 

C
lin

ic
s

0

100

200

300

400

500

600

700

800

400 600 800 1000 1200 1400 1600 1800 2000

Dallah

Care

Hammadi

Mouwasat

MEH

Size reflects Enterprise Value

Revenue & Current Capacity

EV & Forward Capacity

Source: Company reports, Bloomberg, AJC research

Source: Company reports, Bloomberg, AJC research

The figure shows varying levels of 
utilization and pricing points at current 
capacities among sector companies.

Dallah has the largest expansion 
pipeline as a percentage tocurrent 
capacity, which appears to be relatively 
under-priced compared to Mouwasat 
and Al-Hammadi. MEH has room to 
push more expansions going forward.

Marginal growth in sector debt levels on a YoY basis. The capacity to fund future capex 
through debt varies across sector companies, in which MEH stands in a relatively 
positive position. Sector CFO for 9m-2017 was moderately pressured by receivables, 
mostly from Al-Hammadi and Care. In the ST, we expect a clearer divergence to 
take place among sector companies in their capacity to fund capex and dividends: 
Healthcare companies are estimated to maintain the current range of debt levels in FY2018. Total 

sector Debt/Equity levels stands at 0.31x. Net debt to EBITDA levels vary among sector companies, 

Al-Hammadi remains as the only company with a relatively concerning Net Debt\EBITDA levels 

(currently at 3.55x compared to 1.13x for the sector) this is estimated to improve along the way with 

the gradual utilization of Al-Nuzha hospital. Nonetheless, forward expansion announcement are not 

expected to take place anytime soon. Broadly, Al-Hammadi, and to a certain extent Care, will have 

challenging capital allocation decisions ahead of them. On the other hand, MEH (at 0.62x Net Debt / 

T12EBITDA) has room to leverage expansion capex compared to the sector.  
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Sector Net debt / EBITDA stand at 
1.13x. Al-Hammadi stands at the 
upper range with a ratio of 3.5x, we 
note that using a forward metric 
for Al-Hammadi would be a better 
indicator here. MEH stands at a 
relatively favourable position with 
at 0.61x.
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Recommendation PT (SAR/share) T12 PE Fwd FY2018 PE EV/EBITDA Fwd EV/
EBITDA EV/Sales FCF Yield

Dallah Neutral 103.5 21.8x 16.9x 18.8x 14.9x 7.5x 0.83

Care Neutral 39.2 NA 17.8x 22.2x 10.8x 3.1x -4.3

Hammadi Neutral 31.3 48.5x 38.6x 28.2x 21.3x 9.4x -2.7

Mouwasat Neutral 149.0 26.1x 23.2x 19.6x 19.1x 7.9x 2.5

MEH Overweight 60.7 15.6x 17.6x 14.1x 14.7x 4.2x 2.9
Source: Bloomberg, Company reports, AJC Research

Current sector valuations account for ST Balance sheet concerns and price-in forward 
expansion upside. We add MEH to our sector coverage and initiate the company with 
an “Overweight” recommendation and PT of SAR 60.7 per share. Our recommendation 
is partially based on the recent price pull back post Q3-2017 earnings, pricing the 
company close to an all-time low (-28.7% YTD). We maintain our recommendation for 
the rest of the sector: Sector multiples reflect a justified premium compared to TASI. Healthcare 
(ex. Pharmaceuticals) T12 PE stands at 25.1x compared to a 3-year historical annual average PE of 
32.6x and a weekly average of 27.3x for the same period. Sector multiples appear to be normalizing 
at lower levels compared to historical averages, sector ROE exhibited a similar pattern for the same 
period. Dallah and Mouwasat remain as the quality names in the sector, and are priced as such (at 
T12 PE of 21.8x and 26.1x respectively), we maintain our “Neutral” recommendation on Dallah and 
Mouwasat with an unchanged PT of SAR103.5 for Dallah, and an updated PT of SAR149.0 per share 
for Mouwasat. We maintain a prospect for an upgrade on Dallah in the event of a significant earnings 
beat post Q1-2018 on better than expected ramp up losses of upcoming expansions and improved 
visibility on sector regulatory reforms going forward. We update our recommendation on Care from 
“Overweight” to “Neutral” with an unchanged PT of SAR 39.2 per share, justified by the recent 
11.85% gain the stock covered since our recommendation.
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Sector multiples reflect a justified 
premium compared to TASI. 
Healthcare (ex. Pharmaceuticals) 
T12 PE stands at 25.1x compared to 
a 3-year historical annual average 
PE of 32.6x and a weekly average of 
27.3x for the same period.
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We initiate MEH with an “Overweight” recommendation and a PT of SAR 60.7 per share, 

indicating a potential upside of 15.1%. MEH is currently trading at a T12 PE of 15.6x, in line with 

TASI and at a discount to the sector, estimated FY2018 forward PE multiple stands at 17.6x. On an EV/

EBITDA basis, MEH trades at a significant discount relative to local peers (partially due to lower net 

debt) at around 14.1x compared to an average of around 20.5x for the sector. The company holds the 

highest FCF yield in the sector, which should justify trading at higher multiples going forward. The 

market appear to price MEH more as a value trap than a forward value play.

MEH gross margins are at the top range in the sector, the company positions itself at the upper 

price range of service providers. Reasonable progress in receivables position set the tone for the 

estimated gradual progress going forward. Expansion potential only partially priced-in compared 

to peers; we highlight that the company’s ability to leverage further expansions, given the room to 

increase Capex going forward (Net Debt/EBITDA at 0.62x compared to 1.13x for the sector), is not 

fully priced-in. Additions from Dammam hospital (150 beds and 100 clinics) by FY2019 is the only 

confirmed expansion going forward. Hail hospital approaching profitability is the main ST catalyst.

Further ST and LT pricing pressure from MOH and insurers along with deterioration in receivables 

stand as the main downside risks to valuation. On the other hand, upside risks to valuation include 

higher than estimated receivables recoverability, improvement in receivables cycle, and higher than 

estimated utilization of current capacity.     
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Disclaimer 

AlJazira Capital, the investment arm of Bank AlJazira, is a Shariaa Compliant Saudi Closed Joint Stock company and 
operating under the regulatory supervision of the Capital Market Authority. AlJazira Capital is licensed to conduct 
securities business in all securities business as authorized by CMA, including dealing, managing, arranging, advisory, 
and custody. AlJazira Capital is the continuation of a long success story in the Saudi Tadawul market, having occupied 
the market leadership position for several years. With an objective to maintain its market leadership position, AlJazira 
Capital is expanding its brokerage capabilities to offer further value-added services, brokerage across MENA and 
International markets, as well as offering a full suite of securities business. 

1. Overweight: This rating implies that the stock is currently trading at a discount to its 12 months price target. 
Stocks rated “Overweight” will typically provide an upside potential of over 10% from the current price levels 
over next twelve months.

2. Underweight: This rating implies that the stock is currently trading at a premium to its 12 months price target. 
Stocks rated “Underweight” would typically decline by over 10% from the current price levels over next twelve 
months.

3. Neutral: The rating implies that the stock is trading in the proximate range of its 12 months price target. Stocks 
rated “Neutral” is expected to stagnate within +/- 10% range from the current price levels over next twelve 
months. 

4. Suspension of rating or rating on hold (SR/RH): This basically implies suspension of a rating pending further 
analysis of a material change in the fundamentals of the company. 

The purpose of producing this report is to present a general view on the company/economic sector/economic subject under research, and not to recommend a buy/sell/hold for 
any security or any other assets. Based on that, this report does not take into consideration the specific financial position of every investor and/or his/her risk appetite in relation 
to investing in the security or any other assets, and hence, may not be suitable for all clients depending on their financial position and their ability and willingness to undertake 
risks. It is advised that every potential investor seek professional advice from several sources concerning investment decision and should study the impact of such decisions on 
his/her financial/legal/tax position and other concerns before getting into such investments or liquidate them partially or fully. The market of stocks, bonds, macroeconomic or 
microeconomic variables are of a volatile nature and could witness sudden changes without any prior warning, therefore, the investor in securities or other assets might face 
some unexpected risks and fluctuations. All the information, views and expectations and fair values or target prices contained in this report have been compiled or arrived at by 
Aljazira Capital from sources believed to be reliable, but Aljazira Capital has not independently verified the contents obtained from these sources and such information may be 
condensed or incomplete. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should be placed on the fairness, accuracy, completeness 
or correctness of the information and opinions contained in this report. Aljazira Capital shall not be liable for any loss as that may arise from the use of this report or its contents or 
otherwise arising in connection therewith. The past performance of any investment is not an indicator of future performance. Any financial projections, fair value estimates or price 
targets and statements regarding future prospects contained in this document may not be realized. The value of the security or any other assets or the return from them might 
increase or decrease. Any change in currency rates may have a positive or negative impact on the value/return on the stock or securities mentioned in the report. The investor might 
get an amount less than the amount invested in some cases. Some stocks or securities maybe, by nature, of low volume/trades or may become like that unexpectedly in special 
circumstances and this might increase the risk on the investor. Some fees might be levied on some investments in securities. This report has been written by professional employees 
in Aljazira Capital, and they undertake that neither them, nor their wives or children hold positions directly in any listed shares or securities contained in this report during the 
time of publication of this report, however, The authors and/or their wives/children of this document may own securities in funds open to the public that invest in the securities 
mentioned in this document as part of a diversified portfolio over which they have no discretion. This report has been produced independently and separately by the Research 
Division at Aljazira Capital and no party (in-house or outside) who might have interest whether direct or indirect have seen the contents of this report before its publishing, except 
for those whom corporate positions allow them to do so, and/or third-party persons/institutions who signed a non-disclosure agreement with Aljazira Capital. Funds managed by 
Aljazira Capital and its subsidiaries for third parties may own the securities that are the subject of this document. Aljazira Capital or its subsidiaries may own securities in one or more 
of the aforementioned companies, and/or indirectly through funds managed by third parties. The Investment Banking division of Aljazira Capital maybe in the process of soliciting 
or executing fee earning mandates for companies that is either the subject of this document or is mentioned in this document. One or more of Aljazira Capital board members or 
executive managers could be also a board member or member of the executive management at the company or companies mentioned in this report, or their associated companies. 
No part of this report may be reproduced whether inside or outside the Kingdom of Saudi Arabia without the written permission of Aljazira Capital. Persons who receive this report 
should make themselves aware, of and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by the foregoing limitations.
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