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License Extension to Support Sector 
 
We expect 4Q to be an uneventful quarter after nine months of structural changes in the 
sector. According to the latest CITC data as of September 2016, subscriber base improved by 
1 million in 3Q as compared to 2Q, reaching 49 million subscribers. The penetration rate 
remained flat at 153.4%. Mobile broad band subscribers increased by 1.36 million at a time 
when public employee salaries have decreased and some expats left the country on the back 
of a construction sector slowdown. As biometric impact reduced market subscriber base we 
believe 4Q will be crucial to operators in order to maintain market share. All three operators 
are set to benefit from lower amortization expenses as a result of license extension. Zain will 
be the biggest beneficiary as its amortization expense for the quarter is expected to stand at 
SAR 129 million versus SAR 237 million earlier.  
 

 

STC: Consistent performance  
 
As compared to peers, STC has managed to present a solid top-line during the year, although 
in 3Q it declined -1% Q/Q. We expect a stable quarter at a time when market share improved 
marginally leading to decrease in termination fees revenue. We forecast revenues to stand at 
SAR 13.3 billion with growth of +1% Y/Y but a decline of -1% Q/Q. Gross margin is forecasted 
to remain flat Q/Q at 52%. Operating expenses would be better managed particularly selling 
and marketing expenses due to absence of biometric impact leading to operating margins of 
18% compared to 17% last quarter and 19% last year. Further, we expect the “others” 
segment to continue recording income rather than expense. Net income is estimated at SAR 
2.2 billion with a net margin of 16%, flat Q/Q and to improve 100bps compared to last year. 
Since the TASI rally began in October, STC’s stock price has rallied by 36% from SAR 53.03 to 
SAR 72.55 currently. Based on this inflated price, we are compelled to change our 
recommendation from Buy to Neutral. However, we maintain our target price at SAR 73.00. It 
is worth noting that the company remains relatively attractive due to its strong financials and 
its quarterly dividend payout of SAR 1.00 per share.  
 

Mobily: Continues the streak of losses   
 

For the quarter, we expect Mobily’s topline to decline -12% Y/Y but increase by +5% Q/Q to 
SAR 3.1 billion. We forecast gross margins of 58%, 100bps lower over 3Q and 300bps lower 
than the same quarter last year. On an operational level, expect a loss of SAR (52.3) million 
following a loss in 3Q of SAR (136.8) million. Net loss is likely to remain flat at SAR (159.5) 
million compared to SAR (168) million in 3Q. We maintain our Neutral stance on the Company 
given no real triggers apparent to support top line or bottom line in the short term. Our target 
price of SAR 26 remains intact. 

Company 4Q2015 4Q2016E Y/Y Chg 4Q2015 4Q2016E Chg 4Q2015 4Q2016E Y/Y Chg 4Q2015 4Q2016E Y/Y Chg

STC 13,246          13,378     1% 60% 52% -8% 1,950       2,184       12% 1.28          1.21          -5%

Mobily 3,487            3,078       -12% 61% 58% -3% 10             (159)         - 0.01          (0.21)        -

Zain 1,672            1,683       1% 64% 63% -1% (291)         (147)         - (0.50)        (0.25)        -

Group Total 18,405          18,139     -1% - - - 1,669       1,878       13% - - -

Table 1: 4Q2016 Estimates (SAR mln, except per share data)

Revenue Gross Profit Margin Net Income Earning Per Share

Source:  Riyad Capital, Company Reports
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Zain: Net loss to improve  
 

Revenues for the quarter are predicted to improve by +3% Q/Q and +1% Y/Y to stand at SAR 
1.68 billion. The Company has been consistently improving its gross margins since the 
beginning of the year. However, we expect gross margins at 63% declining by 200bps Q/Q. 
License extension will reduce amortization expenses significantly but this will be offset by an 
increase in depreciation charges as new towers are included in the books. We expect 
operating expenses to remain flat on Q/Q basis as management maintains control over S&M 
and G&A expenses. It is worth noting that extension in the telecom license’s useful life is 
likely to result in Zain saving SAR 108 million in amortization expenses. In our view, bottom 
line should improve significantly with a net loss of SAR (147) million versus a net loss of SAR 
(267) million last quarter and SAR (291) million last year. Taking into account recent changes, 
we have revised our estimates for 2016-2019 and we recently upgraded our recommendation 
from Neutral to Buy with a target price of SAR 13.00 per share in our detailed telecom sector 
note.  

 
STC outperforms TASI 
 
STC is the only telecom operator to outperform the TASI this quarter, although Mobily 
performed in line with the market. We are surprised to note that Zain has underperformed 
despite it being the biggest beneficiary of the license extension and unified license decision, 
which we expect to change going into 2017.  

 
 
 

    

Exhibit 1: 4Q Telecom Sector vs. TASI Performance 

Source: Tadawul
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Stock Rating 

Buy Neutral Sell Not Rated 

Expected Total Return  

Greater than 15% 

Expected Total Return  

between -15% and +15% 

Expected Total Return less 

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. 

 

Riyad Capital is a Saudi limited liability 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 

 


