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Al Mouwasat Medical Services
Robust financial performance; TP at SAR165/sh
Mouwasat reported its Q3 2020 financial results, with revenue increasing by
23.9% y-o-y to SAR549 million and was 16.1% higher than our estimates.
Improvement in the performance of the company’s specialized departments,
improved occupancy, and higher referrals from MoH aided revenue growth.
Overall, we feel that lower vacation during the year due to the ongoing Covid
pandemic, aided in improving the patient base during the period. Added to
this, we also feel that postponement of certain operations and other medical
needs too would have aided improvement in patient flow during the quarter.
Gross profit increased by 40.2% y-o-y while operating profits improved by
65.5% y-o-y and were aided by higher revenue and improved scale of
operations. Mouwasat reported that the performance of Khobar turned
positive during the period, compared to a negative SAR15 mn contribution
during the same period the previous year. This along with lower finance cost,
due to a fall in interest cost aided the overall profitability of the company. The
net income of Mouwasat increased by 73.2% y-o-y and was better than our
estimates by 33.2%. Higher than expected patient volume and the resultant
improvement in the operating leverage were the main reason for this. Post Q3
result, we have revised the target price to SAR165/sh from SAR123/sh and
have maintained our rating at “Overweight”.
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Figure 1 Mouwasat: Summary of Q3 2020 results
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Q3 results: Q3 revenue came in at SAR549mn (23.9% y-o-y; 17.2% q-o-q).
Aided by improvement in revenue and the resulting improvement in operating
leverage, gross margins increased to 49.5% in Q3 2020, compared to 43.7% a
year back and 46.8% in Q2 2020. Reflecting the improvement in gross margins,
net margins too improved to 29.3% for Q3 2020, compared to 21.0% a year back
and 24.7% in Q2 2020. Overall, the financial performance of Mouwasat has been
strong and better than expected. Better than expected improvement in patient
flow and the resultant improvement in operating leverage were the main reason
for this.
Valuation and risks: We value the company based on an equal mix of DCF and
relative valuation. The DCF based target price based on 2% terminal growth and
7.2% WACC comes to SAR154/sh and P/E based relative valuation based on 25x
multiple gives a target price of SAR176/sh. Thus, we have revised our target
price for the company to SAR165/sh, an upside of 23.1%, which implies an
“Overweight” rating. The key downside risks are a decline in occupancy, lower
revenue per bed, and a rise in the cost of sales along with high receivables. The
key upside risks are higher than the expected number of visits and a rise in
prices.
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Explanation of Al Rajhi Capital’s rating system
Al Rajhi Capital uses a three-tier rating system based on absolute upside or downside potential for all stocks under its coverage
except financial stocks and those few other companies not compliant with Islamic Shariah law:
"Overweight": Our target price is more than 10% above the current share price, and we expect the share price to reach the target
on a 12 month time horizon.
"Neutral": We expect the share price to settle at a level between 10% below the current share price and 10% above the current
share price on a 12 month time horizon.
"Underweight": Our target price is more than 10% below the current share price, and we expect the share price to reach the target
on a 12 month time horizon.
"Target price": We estimate target value per share for every stock we cover. This is normally based on widely accepted methods
appropriate to the stock or sector under consideration, e.g. DCF (discounted cash flow) or SoTP (sum of the parts) analysis.
Please note that the achievement of any price target may be impeded by general market and economic trends and other external
factors, or if a company’s profits or operating performance exceed or fall short of our expectations.
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