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Etihad Etisalat

Lower impairment cost supporting profit

3Q20 profit higher than our estimate

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 depend-
ency on telecommunications services used during COVID-19.

P&L highlights

Sales decreased by 1.4% YOY to SAR3,355 mm in 3Q20 from
SAR3,404 mm in 3Q19. Direct costs decreased by 6.4% YQY 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.

Balance sheet highlights

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.

Target price and rating

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 tele-
communications 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 impair-
ment expenses and enhancement in cost efficiency. The compa-
ny has lowered its Cost of revenues which are related to second-
ary activities like broadband while also increasing broadband’s
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Current Price (28 July) 29.00
Target Price 29.85
Upside/Downside (%) 2.9%

Stock Information

Market Cap (mm) 22,330.00
Paid Up Capital (mm) 7,700.00
52 Week High 32.30
52 Week Low 18.50
3M Avg. daily value (SAR) 112,934,200
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Financial Ratios

Dividend Yield (12m) N/A
Dividend Pay-out (%) 0.00
Price-Earnings Ratio (x) 53.92
Price-to-Book Ratio (x) 1.57
Book Value (SAR) 18.52
Return-on Equity (%) 2.93
Earning Per Share (SAR) 0.54
Beta 1.04
5 Days -2.36%
1 Months 2.65%
3 Months 5.45%
6 Months 5.65%
1 Year 29.35%
Month to Date (MTD) -2.36%
Quarter to Date (QTD) 1.58%
Year to Date (YTD) 16.00%
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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
1.57x compared to average P/B peers of 2.3x. Therefore, we maintain our HOLD rating.

Mobily — Relative valuation

(at CMP) 2016 2017 2018 2019 2020F
P/B (x) 1.5 1.6 1.6 1.6 1.5
FABS Estimates & Co data
Mobily—P&L
SAR mm 3Q19 2Q20 3Q20 3Q20F Variance YOYch QOQch 2019 2020F Change
Sales 3,404 3,559 3,355 3,601 -6.8% -1.4% -5.7% 13,450 13,968 3.9%
Direct costs -1,388 -1,497 -1,299 -1,522 -14.6% -6.4% -13.2% -5,650 -5,824 3.1%
Gross profit 2,015 2,062 2,056 2,079 -1.1% 2.0% -0.3% 7,800 8,144 4.4%
g’fging & overhead -704 -702 -702 744 56%  -0.3% 0.0%  -2,959 2,680  -9.4%
EBITDA 1,311 1,360 1,354 1,335 1.4% 3.3% -0.4% 4,841 5,464 12.9%
D&A -993 -987 -993 -978 1.5% -0.1% 0.6% -3,917 -3,999 2.1%
Other income 5 -6 10 -4 NM 84.8% NM 43 17 -59.1%
Operating profit 323 367 371 353 4.8% 14.8% 1.1% 967 1,483 53.4%
Investment & other 11 7 3 5 514%  775%  -61.4% 43 22 -50.0%
Financial charges -206 -139 -134 -120 11.6% -35.1% -3.6% -929 -563 -39.4%
Profit before zakat 67 202 225 211 6.7% NM 11.3% 81 767 NM
Zakat -16 -17 -3 -15 -80.8% -82.0% -82.8% -49 -41 -16.1%
Net profit 51 185 222 196 13.4% NM 19.8% 31 726 NM
FABS estimate & Co data
Mobily—Margins

2Q19 3Q19 2Q20 3Q20 YOY ch (bp) QOQ Ch (bp)
GPM 58.7% 59.2% 57.9% 61.3% 207 334
OPM 7.8% 9.5% 10.3% 11.0% 156 74
Net margin 1.1% 1.5% 5.2% 6.6% 510 141

FABS estimate & Co data
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Research Rating Methodology:

Rating Upside/Downside potential
BUY >15%

ACCUMULATE >10% to 15%

HOLD 10% to -5%

REDUCE <-5%

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
Abu Dhabi Head Office
Trading Desk +971-2-6161700/1 Online Trading Link
+971-2-6161777
Institutional Desk +971-4-4245765
Sales and Marketing +971-2-6161703
DISCLAIMER

This report has been prepared by FAB Securities (FABS), which is authorised by the UAE Securities and
Commodities Authority, licensing registration number 604002, and is a member of the Abu Dhabi Securi-
ties Exchange, Dubai Financial Market and NASDAQ Dubai. The information, opinions and materials con-
tained 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 repre-
sentation or warranty, express or implied, as to the accuracy and completeness of information and opin-
ions expressed in this report. Opinions expressed are current as of the original publication date appear-
ing 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 conse-
quence. 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 character-
ised 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 modi-
fied 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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