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Du: Great operationally, but royalty rates a shock – REDUCE  

 

 

 

 

 

 

 

 

 

 

 

Impressive mobile adds. 4Q12 net mobile subscriber adds were up 

78.6% YoY and 118% QoQ, coming in at 497k, well ahead of our 

estimate of 300k. Management attributed the strong increase to 

seasonality, yet a strengthening of business activity in the UAE may also 

be adding momentum. Du ended 4Q12 with 6.46m subscribers, up 

23.8% YoY and 8.3% QoQ, resulting in c. 48.7% market share. Our 2013 

subscriber base target is now 7.56m, which represents growth of 17% 

YoY and net adds of 1.1m. 

The Telecommunications Regulatory Authority (TRA) required Etisalat 

and Du to register all SIM cards by 17 January 2013. The process seems 

to have been managed well and should not affect Du‟s net adds in 

1Q13. 

Strong post-paid acquisitions. In 4Q12, Du posted another healthy 

increase in post-paid subscribers to 513k, up 41.3% YoY and 7.8% QoQ. 

Post-paid subscribers now represent almost 8% of Du‟s total subscriber 

base. Management is looking to increase this component in 2013, and 

we estimate that 8.2% of the subscriber base will be post-paid by end 

2013. With the UAE mobile market reaching saturation in terms of SIMs, 

Du is focusing on network improvement and providing value-added 

services to attract more post-paid subscribers. We believe mobile 

number portability is likely to aid the firm‟s push into the high-end 

segment, but the implementation of this feature continues to be 

delayed. 
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 Market Price (AED) 4.25 

 Target Price (AED) 3.56 

 Downside Potential (%) -16.3 

 Free Float (%) 41 

 Foreign Ownership Limit (%) 100 

 Market Cap. (AEDm) 19,200 

 Market Cap. (USDm) 5,232 

 Reuters Code DU.DU 

 Bloomberg Code DU UH 

 

Year to  

31 December 
2011a 2012a 2013e 2014f 2015f 

Revenue (AEDm) 8,855 10,158 11,271 12,198 13,200 

Revenue (% Δ) 25.2 14.7 11.0 8.2 8.2 

EBITDA (AEDm) 2,917 3,982 4,565 4,940 5,412 

EBITDA Margin (%) 32.9 39.2 40.5 40.5 41.0 

EPS (AED) 0.24 0.43 0.45 0.41 0.38 

EPS (% Δ) (19.0) 80.3 3.9 (9.8) (7.3) 

P/E (x) 17.7 9.8 9.4 10.5 11.3 

P/FCF (x) 14.0 17.7 6.5 5.5 4.7 

Yield (%) 3.5 7.1 6.9 6.2 5.8 

ROE (%) 17.7 26.3 25.0 21.2 18.6 

Net debt/Equity (x) 0.02 0.07 0.26 0.50 0.79 

Int. Cov. (x) nm nm nm nm nm 

Source: Company data, NAEEM estimates 

Closing price as of 27 February 2013 
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Du DFMGI Rebased

Price (AED)

► Excellent 4Q12 results, with better-than-expected subs 

adds, in-line ARPUs, and higher-than-forecasted margins. 

► Seeking clarification on the application of new royalty rates; 

nevertheless, we believe the 60% effective rate in 2016 is 

unfairly high. 

► We now account for a number of deductions and exclusions 

in calculating the revenue royalty, and have reverted to a 

50% effective royalty rate in the terminal period in our DCF. 

This is in accordance with our view that the effective rate 

could be lowered post 2016. 

► We upgrade our subscribers forecast and raise longer-term 

EBITDA margins slightly. These changes yield a new target 

price of AED3.56/share. 

► We remain strongly positive on Du operationally, however, 

at current levels, we believe valuation is stretched. REDUCE 
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ARPUs held up well. 4Q12 blended ARPU was AED117, in line with our estimate and up 6% QoQ, but down 5.5% YoY. 4Q is 

seasonally strong for ARPU. Total minutes of use (MOU) declined 6.2% YoY, but increased 6.1% QoQ in 4Q12, while post-

paid MOUs dropped 3.4% YoY and grew 5.6% QoQ. Du expects voice ARPU pressure to continue, although management 

indicated that it would not initiate aggressive pricing moves of its own. However, management believes that rising data 

revenue and an increased post-paid subscriber component should bolster ARPU going forward. We forecast a 7% YoY 

decline in 2013's blended ARPU and another 5% YoY decline in 2014.  

Fixed-line adds miss estimate. Du‟s 4Q12 fixed-line adds totaled 6k, down 64% YoY and 26.5% QoQ. Meanwhile, its total 

subscriber base reached 561k, up 5.6% YoY and 1.1% QoQ. Broadband subscribers (included in the total 561k) were up 

12.7% YoY and 2.8% QoQ; however, landline subs grew 8.6% YoY and 2.5% QoQ. Fixed-line revenue (from TV, fixed 

telephony and broadband) reached AED394m in 4Q12, up 1% YoY, and constituted 14.4% of DU‟s 4Q12 total revenue. 

Although Etisalat and Du are technically and operationally ready for network sharing, discussions on commercial 

arrangements are still ongoing. In the meantime, Du continues to look for opportunities to serve business customers in 

certain areas by installing its own fiber. Although bitstream access may face further delays, we believe that in the longer-

term, fixed broadband services would be an increasingly influential revenue driver for Du. Our 2013 fixed-line subscriber 

base target is now 586k, which represents growth of 4.5% YoY and net adds of 25k. 

Data and wholesale revenue boost 4Q12 top line. Du reported total 4Q12 revenue of AED2,738m, up 13.5% YoY and 8.6% 

QoQ – only 0.8% above our estimate of AED2,718m. Mobile revenue (79.5% of total revenue) was the main driver of this 

increase, supported by subscriber acquisitions and the increase in data revenue and post-paid subscriber base. Data revenue 

(MMS, SMS and GPRS) grew to AED512m in 4Q12, up 60.5% YoY and 11.8% QoQ, representing 23.5% of mobile revenue (up 

6.6pps YoY). Top-line growth was supported by wholesale revenue, which grew 39.1% YoY (this line tends to be uneven and 

should not be regarded as a run rate). Broadcast revenue declined 3.7% YoY. Management guided 9-10% revenue growth in 

2014 vs. our estimate of 11%. 

Strong top line boosts EBITDA margin, but there were reclassifications and write-backs. EBITDA margin surged to 43% 

in 4Q12, from 38% in 3Q12 and 35.2% in 4Q11. The strong margin was driven by the reclassification of OPEX to cost of sales 

of c. AED43m and a write-back in 4Q12 of c. AED90m owing to successful collections, mainly in the enterprise market space. 

Management‟s ongoing strong cost-control measures saw overheads decline as a percentage of revenue to 23.6% in 4Q12 

from 33.7% in 4Q11 and 29.8% in 3Q12. Overheads in 4Q12 fell 20.7% YoY and 14.2% QoQ while 2012 overheads declined 

2.8% YoY. Management now believes that it can achieve a 40-42% EBITDA margin by 2014 (Our own forecast is 40.5% in 

2013). 

Investing outside the UAE off the agenda. Du held AED2.7bn cash as of December 2012. It continues to focus on its core 

business in the UAE, with a view to returning value to shareholders through dividends. However, management was studying 

possible investments outside the UAE – specifically a mobile virtual network operator (MVNO) opportunity in Saudi Arabia. 

However, management withdrew after seeing the terms and conditions of the licence, as it no longer considered the 

investment financially attractive. 

Dividend of AED0.3/share in 2013 and increasing royalty charges. Management has proposed distributing AED0.3/share, 

representing a 69% payout ratio and c. 7.1% yield. The ascending royalty charges will take their toll on Du‟s net earnings and 

future dividend distributions. We expect Du‟s net profit before royalties to increase at a five-year CAGR of 9.9% to AED4.5bn 

in FY16 vs. a 1.9% decline in net profit after royalties, owing to the increasing royalty charges. 

Royalty rate application needs refining. Du was informed in December 2012 of the revenue and net profit royalty rates 

that it will be required to pay through 2016. Going forward, the „revenue‟ royalty will be deducted from the actual net profit 

before applying the ‟net profit‟ royalty. The 2011 calculation did not provide revenue royalty any relief. Thus, although the 

headline rates are higher than they were last year, the effective rate is lower at c. 30% vs. 39.4% in 2011. 
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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 stand-alone equipment revenues. However, Du has sought clarification 

from the government as to what should be included under regulated revenue in the royalty calculation. For example, it has 

asked if royalty should be applied to the low-margin „hubbing‟ revenues and has also requested a ruling on bundled 

revenues where unregulated services, such as a handset sale, are bundled with a regulated service, such as a cellular contract. 

The outcome could force Du to unbundle handset and service sales to minimise the royalty impact.  

To be conservative, Du has so far excluded only broadcasting revenue and has deducted domestic interconnect in calculating 

revenue royalty while it awaits clarification from the government on the other items. 

New rates look punitive in later years. The effective royalty rate by 2016 would be far higher than average corporate tax 

rates globally. Indeed, in most cases, it would be higher than a combination of royalty and tax, where such structures exist. 

Further, we find it odd that effective royalty rates should be raised in a market that is becoming increasingly competitive. In 

our view, the effective royalty rates in later years are punitive and will ultimately have to be reconsidered by the government. 

We cut our TP significantly after the announcement of royalty rates. However, we have reassessed the impact after additional 

details on the application of the rates became available. Our forecast now accounts for a number of deductions and 

exclusions in calculating revenue royalty. More importantly, we revert to a 50% effective royalty rate in the terminal period in 

our DCF (rather than maintain the peak 61% effective rate in 2016) in accordance with our view that the effective rate could 

be lowered post 2016. 

We remain strongly positive on Du operationally and it is a very well-run company in our view, however, at current 

levels we believe valuation is stretched and see 10-15% downside from current levels. REDUCE
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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 28 February 2013Rating distribution as of  

BUY >20% 42% 

ACCUMULATE >10% to 20% 13% 

HOLD +10% to -10% 39% 

REDUCE <-10% to -20%  3% 

SELL < -20%  3% 
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