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While Zain is performing decently as the number
three operator in the Saudi telecoms market, its
problem is its high debt burden, which reduces the
share of enterprise value attributable to equity
shareholders.

Share information

Market cap (SAR/US$) 10.69bn / 2.851bn

52-week range 7.60 - 19.08
Daily avg volume (US$) 34mn
Shares outstanding 1,080mn
Free float (est) 48%
Performance im 3M 12M
Absolute 18.6% 20.7%  -43.3%
Relative to index 12.5% 11.5%  -58.1%
Major Shareholder:
Mobile Telecommunications Co. (Kuwait) 25.0%
Faden Trading and Contracting 6.8%
Valuation
12/12A 12/13E 12/14E 12/15E
P/E () na na na na
P/B (x) 16 15 17 1.9
EV/EBITDA () 15.8 11.2 7.0 7.0
Dividend Yield 0.0% 0.0% 0.0% 0.0%

Source: Company data, Al Rajhi Capital
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Company summary

Zain KSA

Fee deferment will help Zain’s cause

Zain KSA has received a lifeline from the Saudi Ministry of Finance (MoF) in
the form of a seven-year deferment of its annual license fees. The deferred fee
estimated at SAR8oomn per annum will be treated as a commercial loan
payable from 2021 onward. This unusual step shows the government’s
commitment to ensure the third operator’s financial viability, which was also
one of the largest non-oil sector foreign direct investments in the Kingdom.

Government’s lifeline for Zain: The MoF has allowed Zain to defer its annual
license fee, which could range between SAR 5.5 to 6bn in total over the next
seven years, and treat it as a commercial loan payable from 2021 onward. This
gesture shows the government’s commitment to save Zain from potential
bankruptcy, as this is expected to ease Zain’s refinancing efforts. The survival of
a third operator is critical for ensuring competition in the local market, which is
currently dominated by STC and Mobily with over 90% share.

Few positives on Zain’s fortunes: Our initial view on this announcement is
positive since 1) Deferring fees will immediately improve the company’s
operating cash flows, thus providing more comfort for debt holders; 2) Provide
more flexibility for Zain to refinance its existing debt with a longer term
restructuring plan; and 3) Allow the company to concentrate on its competition
and revenue growth, once short-to-medium term financial woes are addressed.

No clarity on interest and repayment period: According to the MoF
announcement, the waived amount will be treated as a ‘commercial loan’,
however, it does not mention the rate of interest nor the repayment period. We
expect this loan to be treated similar to the facilities provided by other
government agencies, resulting in significantly lower costs and a flexible
repayment period.

May need more funding: With SAR12bn debt obligations, negative free cash
flows and declining capex, Zain probably might require another round of
funding from its shareholders. This will largely depend on how quickly Zain can
resolve its short-term refinancing issues, allowing the company to focus on
revenue generating efforts. Raising equity from the market will not be easy
considering the lukewarm response for its last year’s capital raising effort and
the absence of any major operational improvements. We will revisit our key
assumptions as we get more clarity on Zain’s refinancing efforts and strategic
initiatives in view of the government’s lifeline.
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launched its service in Q3 2008. We estimate Zain Revenue (mn) 6,699 6,404 7.044 7.636 8,186
to have a market share of 13-14% in mobile Revenue Growth 12.9% -4.4% 10.0% 8.4% 7.2%
accounts, although its revenue share is lower at 9- Gross profit margin 47.8% 44.7% 47.6% 50.8% 50.0%
10%. Zain has no presence in the fixed-line market. EBITDA margin 13.4% 13.7% 15.5% 20.0% 18.8%
Zain KSA is an affiliate of the Zain Group of Kuwait. Net profit margin 28.7% 27.3% 17.2% -9.3% -8.6%
Zain K_uwe_lit is an emerging tglecom player EPS (1.38) (1.25) (0.98) (0.66) (0.65)
pr)r(ieégtmg in various markets in the Middle East and EPS Growth 18.4% 91% 216% 32.9% 07%
ROE -36.9% -27.5% -15.5% -10.5% -12.0%
ROCE -7.2% -7.5% -2.6% -0.4% -0.5%
Capex/Sales 10.6% 8.8% 9.0% 7.7% 7.5%
Source: Company data, Al Rajhi Capital
Disclosures Please refer to the important disclosures at the back of this report.
1

Powered by Enhanced Datasystems’ EFA Platform



Zain KSA
Telecom — Industrial
09 June 2013

This deferment will provide a
cushion to lenders and will help
Zain to conclude the debt
restructuring deal

Zain’s share has performed
poorly since the rights issue last
year
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Zain KSA
Ascertaining the benefits on fee
deferment

The deferment of close to SAR800mn per year license fees (SAR5.6bn overall) will give more
comfort to Zain’s lenders when dealing with the company’s proposed debt restructuring. Zain
is now in a better position to negotiate and conclude its proposed and much delayed long-
term facility restructuring. The company’s financial commitments are as below:

Figure 1 Zain's Financial commitments
Loan Details
Syndicate loan from Saudi Fransi
Due to local banks

Facilities from international banks

Notes payable |l 132
Total debt as on Q1 2013
Source: Company data, Al Rajhi Capital

After the debt deferment announcement, the company also rescheduled its SAR2.25bn
facility with a maturity extension of three years. This facility is now backed by the guarantee
from the Zain Kuwait group. It is worth mentioning here that this debt is subordinate to the
SARgbn debt and the owners providing guarantee to it is expected to make it easier for the
company while refinancing the SARgbn debt.

Positive impact on operating cash flows

As per our initial calculations, the deferment will have a positive impact on Zain’s operating
cash flow, while impact on net profit will depend on the company’s debt refinancing success,
debt level, and interest rates. Since this is government assistance, we think that the interest
costs will be on the lower side and have assumed an annual interest cost of around 2%.
Freeing this cash flow could also help Zain to stimulate its capex and network building plans.
We have not yet changed our estimates and would like to ascertain the full impact of the
deferment and debt refinancing before updating the company’s financials.

A big boost to declining investor confidence

The continuous extension on the repayment of its SARgbn debt, recapitalization plan, and
the frequent change in top management had badly affected investor confidence in the
company. As a result, Zain KSA stock fell drastically (around 30%) in 2012 and traded near
its all-time lows. As we can see from the rebased price performance chart, there was an initial
euphoria among investors on the company’s capital restructuring plan, leading to a sharp rise
in Zain’s stock price in the early part of 2012. However, the disappointing progress on debt
reduction and a lukewarm response on its rights issue resulted in a sharp fall in Zain’s stock.
Following the MoF announcement, there has been a renewed interest in the company’s
prospects and we hope the company utilizes this opportunity to come back on track. The
stock price has already rallied 12% after the fee deferment announcement.

Figure 2 Zain’s stock performance vis-a-vis operators
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Disclaimer and additional disclosures for Equity Research

Disclaimer

This research document has been prepared by Al Rajhi Capital Company (“Al Rajhi Capital”) of Riyadh, Saudi Arabia. It has been prepared
for the general use of Al Rajhi Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or
manner, without the express written consent of Al Rajhi Capital. Receipt and review of this research document constitute your agreement
not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this document prior to
public disclosure of such information by Al Rajhi Capital. The information contained was obtained from various public sources believed to be
reliable but we do not guarantee its accuracy. Al Rajhi Capital makes no representations or warranties (express or implied) regarding the
data and information provided and Al Rajhi Capital does not represent that the information content of this document is complete, or free
from any error, not misleading, or fit for any particular purpose. This research document provides general information only. Neither the
information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or other investment
products related to such securities or investments. It is not intended to provide personal investment advice and it does not take into account
the specific investment objectives, financial situation and the particular needs of any specific person who may receive this document.

Investors should seek financial, legal or tax advice regarding the appropriateness of investing in any securities, other investment or
investment strategies discussed or recommended in this document and should understand that statements regarding future prospects may
not be realized. Investors should note that income from such securities or other investments, if any, may fluctuate and that the price or value
of such securities and investments may rise or fall. Fluctuations in exchange rates could have adverse effects on the value of or price of, or
income derived from, certain investments. Accordingly, investors may receive back less than originally invested. Al Rajhi Capital or its
officers or one or more of its affiliates (including research analysts) may have a financial interest in securities of the issuer(s) or related
investments, including long or short positions in securities, warrants, futures, options, derivatives, or other financial instruments. Al Rajhi
Capital or its affiliates may from time to time perform investment banking or other services for, solicit investment banking or other business
from, any company mentioned in this research document. Al Rajhi Capital, together with its affiliates and employees, shall not be liable for
any direct, indirect or consequential loss or damages that may arise, directly or indirectly, from any use of the information contained in this
research document.

This research document and any recommendations contained are subject to change without prior notice. Al Rajhi Capital assumes no
responsibility to update the information in this research document. Neither the whole nor any part of this research document may be altered,
duplicated, transmitted or distributed in any form or by any means. This research document is not directed to, or intended for distribution to
or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or which would subject Al Rajhi Capital or any of its affiliates to any
registration or licensing requirement within such jurisdiction.

Additional disclosures

1. 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 15% above the current share price, and we expect the share price to reach the target on a 6-9
month time horizon.

"Neutral": We expect the share price to settle at a level between 5% below the current share price and 15% above the current share price
on a 6-9 month time horizon.

"Underweight": Our target price is more than 5% below the current share price, and we expect the share price to reach the target on a 6-9
month time horizon.

2. Definitions

"Time horizon": Our analysts make recommendations on a 6-9 month time horizon. In other words, they expect a given stock to reach their
target price within that time.

"Fair value": We estimate fair 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.

"Target price": This may be identical to estimated fair value per share, but is not necessarily the same. There may be very good reasons
why a share price is unlikely to reach fair value within our time horizon. In such a case we set a target price which differs from estimated fair
value per share, and explain our reasons for doing so.

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.

Contact us

Jithesh Gopi

Head of Research

Tel : +966 11 2119332
gopij@alrajhi-capital.com

Al Rajhi Capital

Research Department

Head Office, King Fahad Road

P.O. Box 5561

Riyadh 11432

Kingdom of Saudi Arabia

Email: research@alrajhi-capital.com

Al Rajhi Capital is licensed by the Saudi Arabian Capital Market Authority, License No. 07068/37.
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