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EVENT FLASH

Worse than expected losses

Zain KSA announced its 3Q12 results on 16 October 2012. All

profit lines came in significantly below our estimates, likely due to

poor sales growth (not provided yet by the company). Zain KSA

remains heavily loss making with SR493mn of net losses reported
in 3Q12. We await full financial details before updating our model

and PT for the latest results

e |In summary, this is another weak set of results from Zain KSA with most
losses coming in significantly worse than expected. Zain remains heavily
loss-making with SR493mn of losses reported during the quarter, up 2%
YoY. We remain cautious on the stock.

e Zain KSA management highlighted the main reason for the weak 3Q12 to
lower traffic volumes as the company purposely reduced its exposure to the
international call segment as it believe it to be un-sustainable and unstable

revenue stream. Due to this, we assume revenues fell YoY during the
quarter, this leading to subsequent increase in costs, hurting margins.

e Gross profit declined 18% YoY to SR712mn in 3Q12 with EBIT loss
increasing to SR305mn during the quarter from SR222mn a year ago.

However, increase in net losses was limited at 2% growth YoY; we believe

this will have been due to YoY decline in financial charges, although with
SR493mn loss on absolute terms, it remain high

e When compared to our estimate all profit lines came in significantly below our
expected numbers. We believe the main reason for this deviation will have

been lower than estimated revenue and higher than expected costs.

e Although we believe the financial outlook for Zain KSA has improved after its

balance sheet restructuring (mainly through lower financing charges), its
operational outlook has deteriorated, as seen in the poor revenue growth

figures in the past six months. Thus, despite the balance sheet restructuring,

Zain faces a difficult road towards recording net profits. Additionally, high
amortization costs from the SR23bn paid for its license fee, coupled with
ongoing aggressive competition from STC and Mobily who dominate the

market, will limit growth prospects for Zain and firmly keep it as the number

three operator in the Saudi market.

e Zain KSA obtained approval to extend its existing murabaha facility for two

months, now due on 28 November 2012, while its refinancing talks with
banks is in advanced stage and likely to get finalized in 4Q12.

3Q12 Results Summary

SR mn 3Q12A 3Q11A YoY % 3Q12E  Var"%
Sales NA 1,795 NA 1,831 NA
Gross income 712 870 (18.2) 842 (15.5)
Operating income (305) (222) Nm (137) Nm
Net income (493) (484) Nm (356) Nm
EPS* (SR) (0.46) (0.45) Nm (0.33) Nm

Source: Company, NCBC Research ® % Var indicates variance from NCBC forecasts, *based on 1,180mn shares outstanding
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VALUATION MULTIPLES

11A 12E 13E
P/E (x) Nm Nm Nm
P/B (x) 3.0 1.1 1.3
EV/EBITDA (x) 14.2 7.8 5.3
Div Yield (%) 0.0 0.0 0.0

Source: NCBC Research estimates
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