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4Q2017 Preview

4Q2017 Expectations

4Q2017 will be impacted by VolP, which allows users voice and video communications
through different apps using the internet rather than going through the network. Overall, all
operators are feeling the pinch as the market is shrinking. Companies have tried to maintain
market share through adding benefits to its existing packages in 4Q with no changes to its
prices as they try to avoid price wars and focus on keeping their subscribers base.

Subscriber base increased slightly during 3Q by +1% Q/Q but may decline in 4Q. Penetration
rate also increased marginally by 130 bps Q/Q in 3Q to reach 138.7% after witnessing a drop
of 900 bps in the first two quarters of 2017.

With the implementation of VolP, the sector is facing pressure, particularly on voice calls.
Companies are trying to control costs and improve their topline by focusing on high ARPU
clients. However, 4Q trends show that companies have incurred higher operating costs, thus,
lower bottom-line Q/Q for the sector is assumed, although Y/Y number would be higher.

Table 1: 4Q2017 Estimates (SAR mln, except per share data)

-
Company
SsTC 12,012 12,643 5% 62% 58% (400) 2,150 2404 12% 1.08 120 12%
Mobily 2,908 2750  -5% 57% 58% 100 (71) (161)  127% 0.09)  (021) 127%

Zain 1,801 1,825 1% 63% 68% 500 (135) 2 - (0.23) 0.00

2,244 15%

Source: Riyad Capital, Company Reports

STC remains the dominant player

Although it was a tough quarter for the sector, we believe STC with its higher market share
and higher ARPU clients, consisting of post-paid subscribers and corporates, did not suffer
much. We expect revenues to decline slightly by -2% Q/Q but increase +5% Y/Y to reach SAR
12.6 billion. Gross profits are likely to touch SAR 7.3 billion, lower than the preceding quarter
by -5% and -2% lower Y/Y. Operating expenses are expected to increase +1% Q/Q but
decrease -9% Y/Y to reach SAR 4.7 billion with operating profits at SAR 2.5 billion, a decrease
of -14% Q/Q and an increase of +13% Y/Y. Net income for the period is forecasted to reach
SAR 2.4 billion, a decline of -8% Q/Q but +12% higher Y/Y with net margins up 100 bps Y/Y.
We stick to our Neutral recommendation on the stock with a target price of SAR 73.00 as the
current price is reflective of the company’s stability.

Earnings dip to continue for Mobily

We believe that the Company’s earnings will continue its declining trend this quarter,
particularly as VolP affects gross margins Q/Q. Revenues are expected to reach SAR 2.8 bin
with a decline of -5% Y/Y and -2% Q/Q. Gross margins are expected to rise 100bps over last
year but drop 200 bps Q/Q. We expect lower operating expenses of SAR 28 million on the
back of cost-reduction strategy of the Company with a decline of -1.1% Y/Y and -6.5% Q/Q.
Net loss is likely to persist for the period at SAR (161) million, lower than the previous quarter
but considerably higher than SAR (71) million last year. We reinstate our Neutral
recommendation on the stock with a revised target price of SAR 18.00.

Market changes have been favorable for Zain

We believe that past regulations worked in favor of Zain’s data oriented strategy. We forecast
that the Company’s earnings will remain in the black; although with a minor SAR 2.0 million,
in line with a positive bottom line last quarter and reversing a loss of SAR (135) million last
year led by a minor +1% Y/Y growth in revenues to SAR 1.83 billion. Gross margins are
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expected to remain flat Q/Q at 68% but 500bps higher Y/Y. We expect good operating profits
of SAR 228 million as compared to SAR 87 million last year. Finance charges are still eating up
most of operating profits with an expected SAR (228) million charge this quarter. We have
reduced our target price to SAR 12.00 in our “Saudi Equities Outlook” report but maintain our

Buy recommendation on the stock.

Sector underperformed TASI significantly

4Q2017 witnessed a downturn for the telecom stocks with fears of earnings impact brought
about by VolP and expected VAT implementation leading to changes in consumer behavior.
We see that STC was impacted the least in the sector because of its inherent strength; while
Zain was impacted the most as the capital restructuring was not received well by investors.

Exhibit 1: 4Q Telecom Sector vs. TASI Performance
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Stock Rating

Neutral Not Rated
Expected Total Return Expected Total Return Expected Total Return less . .
Greater than 15% between -15% and +15% than -15% Under Review/ Restricted

* The expected percentage returns are indicative, stock recommendations also incorporate relevant qualitative factors

For any feedback on our reports, please contact research@riyadcapital.com

Disclaimer

The information in this report was compiled in good faith from various public sources believed to be reliable. Whilst all
reasonable care has been taken to ensure that the facts stated in this report are accurate and that the forecasts, opinions and
expectations contained herein are fair and reasonable. Riyad Capital makes no representations or warranties whatsoever as
to the accuracy of the data and information provided and, in particular, Riyad Capital does not represent that the information in
this report is complete or free from any error. This report is not, and is not to be construed as, an offer to sell or solicitation of
an offer to buy any financial securities. Accordingly, no reliance should be placed on the accuracy, fairness or completeness of
the information contained in this report. Riyad Capital accepts no liability whatsoever for any loss arising from any use of this
report or its contents, and neither Riyad Capital nor any of its respective directors, officers or employees, shall be in any way
responsible for the contents hereof. Riyad Capital or its employees or any of its affiliates or clients may have a financial
interest in securities or other assets referred to in this report.

Opinions, forecasts or projections contained in this report represent Riyad Capital's current opinions or judgment as at the date
of this report only and are therefore subject to change without notice. There can be no assurance that future results or events
will be consistent with any such opinions, forecasts or projections which represent only one possible outcome. Further, such
opinions, forecasts or projections are subject to certain risks, uncertainties and assumptions that have not been verified and
future actual results or events could differ materially.

The value of, or income from, any investments referred to in this report may fluctuate and/or be affected by changes. Past
performance is not necessarily an indicative of future performance. Accordingly, investors may receive back less than
originally invested amount.

This report provides information of a general nature and does not address the circumstances, objectives, and risk tolerance of
any particular investor. Therefore, it is not intended to provide personal investment advice and does not take into account the
reader’s financial situation or any specific investment objectives or particular needs which the reader may have. Before making
an investment decision the reader should seek advice from an independent financial, legal, tax and/or other required advisers
due to the investment in such kind of securities may not be suitable for all recipients.

This research report might not be reproduced, nor distributed in whole or in part, and all information, opinions, forecasts and
projections contained in it are protected by the copyright rules and regulations.
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Riyad Capital is a Saudi Closed Joint Stock Company, with commercial registration number (1010239234), licensed and organized by the Capital
Market Authority under License No. (07070-37), and having its registered office at Al Takhassusi Street, Prestige Building, Riyadh, Kingdom of Saudi
Arabia (“KSA”). Website: www.riyadcapital.com



