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Du: A taxing problem – SELL (from BUY) 

 
FLASH NOTE UAE/Telecommunications  12 December 2012  

2012 ROYALTY RATE REVENUE SHARE EFFECTIVE RATE 

17.5% 5% 33% 
2011: 15% 2011: 5% 2011: 39% 
   

  

Recommendation   SELL 

Market price (EGP) 3.50 

Target price range (EGP) 2.07 

Downside potential (%) 40.9 

Free float (%) 41 

Foreign Ownership Limit (%) 100 

Market cap. (EGPm) 16,000  

Market cap. (USDm) 4,355  

Shares outstanding (m) 4,572  

Reuters code DU.DU 

Bloomberg code DU UH 

  

 2011a 2012f 2013f 

Revenue (AEDm) 8,855 10,136 11,381 

Net income (AEDm) 1,098 1,842 1,971 

EPS (AED) 0.24 0.40 0.43 

DPS (AED) 0.15 0.16 0.17 

PER (x) 14.6 8.7 8.1 

Net debt/equity (x) 0.94 0.87 0.77 

Book value/share 

(AED) 
1.36 1.60 1.86 

Price/book (x) 2.57 2.18 1.88 

Source: Company data, NAEEM estimates 
 

 

 
Du said on Monday that it would pay 5% of revenue and 17.5% of net profit as 

royalty for 2012, in accordance with an announcement from the Ministry of 

Finance. Royalties for subsequent years will rise gradually reaching 15% of 

revenue and 30% of net profit by 2016. These rates were unexpected and will 

bring the effective royalty rate for 2016 to c. 64%. Management would not be 

drawn on whether the company will appeal/contest the rates with the Federal 

Government. It remains unclear if the rate set for 2016 would continue in 

perpetuity. Applying the new rate structure and assuming an effective royalty 

rate of 60% for 2017 and thereafter (any assumption on the final year rate has 

a significant impact on the DCF), we substantially lower our DCF-based fair 

value to AED2.07/share. 

Royalty fee scheme from 2013-2016. The UAE Federal Government announced 

royalty rates to be applied to Du through to 2016 as follows: 

► 2013: 7.5% of revenue, 20% of profit 

► 2014: 10% of revenue, 25% of profit 

► 2015: 12.5% of revenue, 30% of profit 

► 2016: 15% of revenue, 30% of profit 

 

Based on our pre-royalty profit forecasts, the effective royalty rate will exceed 50% 

from 2014, and by 2016, the effective royalty rate will be c. 64%. 

Change in calculation methodology. Going forward, the “revenue” royalty will be 

deducted from the actual net profit before applying the “net profit” royalty. The 

2011 calculation did not give relief for the revenue royalty. Thus, although the 

headline rates are higher than last year, the effective rate is lower at c. 33% cf. 39% 

in 2011. 

Revenue royalty will be based on “Licensed Revenue” and will exclude revenue lines 

of unregulated revenue such as broadcasting and TV revenue lines together with 

equipment revenues; however, where Du sells bundles, all revenues related to the 

bundle will be classified as regulated revenue. Roughly speaking, Du’s unregulated 

revenue is less than 5% of total revenue. 

Du has accrued 50% of its 9M12 net profit as royalty, but with the effective rate 

under the new scheme lower at 33%, we estimate a net add back of AED88m to the 

P&L in 4Q12. 

New rates for Etisalat too. Etisalat used to pay 50% of net profit, but it will now 

have this amount split between revenue and profit. For 2012, Etisalat will pay 15% 

royalty on its revenue and 35% on its profit. The latter rate will drop to 30% in 2016, 

equalising the rates between Etisalat and Du. 

New rates look punitive in later years. The effective royalty rate by 2016 would be 

far higher than average corporate tax rates globally and in most cases, higher than a 

combination of royalty and tax where such structures exist. Further, we think it is 

odd that effective royalty rates should be rising in a market which is becoming 

increasing competitive. In our view, the effective royalty rates in the later years are 

punitive, and we believe Du would have a strong case to appeal these. However, 

with government-linked entities owning c. 40% of Du, there is a conflict of interest. 

 

Du vs. DFM Rebased 
 

 

Source: Bloomberg, Reuters, NAEEM Research  

Closing price as of 11 December 2012 
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Seeking mitigation. If the royalty rates are to 

be applied as is, then Du will have to devise 

means of mitigating the impact. Small changes 

could be made around the margin, e.g. in 

defining what is regulated revenue and what is 

not. However, the most obvious way of 

mitigating the impact might be to pass on the 

increase in revenue royalty to the consumer in 

the form of higher tariffs. The TRA could, 

however, block this, particularly as the increase 

in prices may come after a tacit agreement 

between Etisalat and Du to pass on the royalty 

increase to customers. 

Investment opportunities and dividend 

distribution impact?. Du held AED2bn cash as 

of September 2012. While the management has 

indicated several times that its focus is on 

returning value to shareholders through dividends and evaluating possible investments outside the UAE, i.e. mobile virtual 

network operator (MVNO) opportunities in Saudi Arabia and Egypt, there could now be a risk to these scenarios, with more cash 

being handed to the government in royalty payments.  

Cutting recommendation to SELL, with a lower TP of AED2.07. Our model previously assumed royalty fees will be imposed 

on Du at a constant rate of 5% of revenue and 15% on revenue throughout our forecast period (and this carried over into the 

terminal calculation). This was based on the rate applied in 2011. After applying the new royalty rates in our model, we arrive at 

a new target price of AED2.07/share (-58%) and as a result, we cut our recommendation to SELL from BUY. 

In summary, the new royalty rates are extremely negative for Du and materially hurt its valuation. Further the 

application of the rates, reflect a significant wealth transfer from the Du shareholders to the UAE government. The new 

rates are also at odds with the UAE’s otherwise low-tax environment. We believe that in the coming days, the operators 

may petition the government to reconsider the rates. However, for now, we have cut our target price to reflect the 

announced rates, despite the fact that we remain strongly positive on Du from an operational perspective. 

 

Figure 1: Du’s effective royalty rate 

 
Source: Company data, NAEEM estimates 

10

15

20

25

30

35

40

45

50

55

60

65

10A 11A 12E 13F 14F 15F 16F

%



 

3 

Disclosure Appendix 

Disclaimer 

This report is based on publicly available information. It is not intended as an offer to buy or sell, nor is it a solicitation of an offer to buy or sell 

the securities mentioned. The information and opinions in this report were prepared by the NAEEM Research Department (“NAEEM”) from 

sources it believed to be reliable at the time of publication. NAEEM accepts no liability or legal responsibility for losses or damages incurred 

from the use of this publication or its contents. NAEEM has the right to change opinions expressed in this report without prior notice. 

This research report (including all appendices) contains information that is intended to be conveyed only to the intended recipients, which 

insofar as the United Sates is concerned, are “major U.S. institutional investors” (i.e., U.S. institutional investors having total assets under 

management in excess of USD100 million, or investment advisers that are registered with the U.S. Securities and Exchange Commission and 

have total assets under management in excess of USD100 million). If the reader or recipient of this research report is not the intended recipient, 

please notify NAEEM immediately, and promptly destroy this research report without retaining any portion in any manner. The unauthorized 

use, dissemination, distribution or reproduction of this research report by any person other than the intended recipient is strictly prohibited. 

Analyst Certification  

The primary research analyst/analysts covering the company (or companies) mentioned in this report certify that their views about the company 

(or companies) and their securities are accurately expressed. Further, no part of their compensation, whether pecuniary or in-kind, was, is, or will 

be, directly or indirectly related to the recommendations or views expressed in this research report. Unless otherwise stated, individuals listed on 

the front cover/page of the report are the research analysts. 

Stock Ratings 

NAAEM believes that an investor’s decision to buy or sell a stock should depend on individual circumstances (including, but not limited to the 

investor’s existing holdings and financial standing) and other considerations. Different securities firms use a range of rating terms and rating 

systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each report. In addition, since 

NAEEM’s research reports contain complete information about the analyst’s views, investors should read NAEEM reports in their entirety, and 

not infer the contents from the ratings alone.  Ratings (and/or research) should not be relied upon as an investment advice. 

NAEEM assigns ratings to stocks on the following basis: 

Rating Upside/Downside potential 12 December 2012Rating distribution as of  

BUY >20% 42% 

ACCUMULATE >10% to 20% 16% 

HOLD +10% to -10% 35% 

REDUCE <-10% to -20%  0% 

SELL < -20%  6% 
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