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Key themes 

Saudi Arabian healthcare companies continue to 
deliver decent performances on the back of strong 
demand and pipeline of expansion projects. 
Completion or approval of hospitals has in fact, been 
delayed but only slightly from its estimated timelines 
(but in line with our estimate). The valuations are not 
cheap but given the immense potential and number 
of triggers, multiples are unlikely to see any 
meaningful contraction. Based on our estimates, all 
companies are trading at around their fair values and 
hence we reiterate our Neutral rating on all the 
companies. 

What do we think? 

Stock Rating Price Target 

Dallah Neutral SAR125 

Mouwasat Neutral SAR142 

NMCC Neutral SAR65 

Hammadi Neutral SAR58 

 

Pritish K. Devassy, CFA 
Senior Research Analyst 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

Saudi Arabian Healthcare: 
Decent performance 
Almost all the listed healthcare companies posted decent Q1 2015 results, 

broadly in-line with our estimates. Q1 results were  important as many new 

facilities were opened recently -  Dallah opened Northern clinics building, while 

Mouwasat opened a new hospital in Riyadh towards the end of last year and 

Al Hammadi soft-launched its hospital in Al Suweidhi.  The in-line Q1 results 

were a testimony to the strong progress achieved by healthcare companies in 

the Kingdom. Given the government incentives and the rapid healthcare 

expansions, healthcare companies will continue to report good growth in the 

coming years. However, since healthcare companies are expanding their 

capacities, there could be an occasional spike in costs, and therefore the best 

indicators of their performances would be their revenues and gross profits. 

New hospitals to be constructed may not yet directly compete with the existing 

private hospitals but are likely to increase costs as they would compete equally 

for the available talent pool of doctors and other hospital staff. Overall, the 

valuation multiples are not cheap, but unlikely to contract as well, given the 

immense potential and triggers. All the healthcare stocks have been included in 

the MSCI small cap index announced recently, which bodes well for the stocks.  

Based on our estimates, all companies are trading at around their fair values 

and hence we reiterate our Neutral rating on all the companies. 

In-line performance of new hospitals: Q1 2015 has been significant for the 
healthcare companies as a slew of new hospitals came online recently. Of 
late, Mouwasat opened its Riyadh hospital, Al Hammadi launched its 
hospital at Al Suweidhi and Dallah opened its Northern clinics building. The 
broadly in-line results were an affirmation of the solid execution capabilities 
of hospitals in exploiting the demand for private healthcare services.  

Focus on top-line/gross profits: Volatility in profits has been one of the 
concerns for investors. Aggregate profit grew only by 5% y-o-y vs a top-line 
growth of 14% y-o-y. We believe this is not a major concern since companies 
are scaling up their capacities and there could be an increase in costs. For 
example, Mouwasat reported a net loss from its newly-opened Riyadh 
hospital while Dallah had seen marketing expenses shoot up in the previous 
quarters, leading to a decline in its net profit despite a strong top-line 
performance. As a result, we remind investors to focus on the revenue or 
gross profit levels during the early years. 

Increase in costs: Healthcare companies in Saudi Arabia are facing 
challenges in hiring doctors and other hospital staff. We believe these 
challenges will become a bit stiffer when the government & other new 
private players gradually enter the market as they will compete equally for 
the talent pool of doctors and other hospital staff available. This will 
ultimately result in increase in staff and hiring costs. 

Valuation and risks: Our valuation methodology is based on a mix of DCF 
and relative valuation (PE). Based on our valuation, all companies are 
trading at around their fair values and hence we are Neutral on all the 
companies. The upside risks are timely delivery & execution of newly-
constructed hospitals, higher-than-expected increase in prices and 
implementation of mandatory insurance for Saudi nationals etc. The 
downside risks are tighter regulations, construction & approval delays, 
hiring challenges and rising competition from public/new hospitals.

http://www.efa.biz/
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So far so good… 
Demand execution: Most of the private hospitals in Saudi Arabia run at almost full capacity 

and doctor appointment waiting periods are long. While demand for healthcare services has 

never been in question, the concerns are mainly over the execution capabilities and 

construction delays of hospitals. However, we believe these concerns have been allayed with 

the good in-line results seen in Q1 2015. Completion or approval of hospitals has in fact, been 

delayed but only slightly from its estimated timelines (but in line with our estimate). The in-

line results were an indication of the solid execution capabilities of hospitals in exploiting the 

demand for private healthcare services in the Kingdom and managing the hiring processes on 

time. 

   Figure 1  Comparison of expected and actual topline growth  

Hospital Expected y-o-y topline growth Actual y-o-y topline growth

Dallah 11% 12%

Mouwasat 14% 11%

NMCC 18% 21%

Hammadi 10% 6%  
   Source: Company data, Al Rajhi Capital 

Focus on top-line: Since healthcare companies are ramping up their capacities we believe 

there could be an occasional spike in costs, which could be related to 

administrative/construction expenses etc. We do not consider the increased costs to pose any 

major concerns. For example, Mouwasat reported a net loss from its newly-opened Riyadh 

hospital while Dallah had seen marketing expenses shoot up in the previous quarters, leading 

to a decline in its net profit despite a strong top-line performance. As a result of these, we 

emphasize focusing on the top-line performance more than bottom-line, which could be 

volatile given the nature of these costs. Dallah and NMCC are good examples (see below). 

   Figure 2   NMCC topline and bottomline growth     Figure 3   Dallah top and bottom line growth  
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   Source: Company data, Al Rajhi Capital    Source: Company data, Al Rajhi Capital 

 

Direct impact of rising competition: As per a new regulation (Source: Arab news) 

foreigners and Saudi citizens are now allowed to own private health institutions, while this 

option was previously only limited to national physicians and health professionals. Global 

healthcare companies are also now allowed to invest in Saudi Arabia, which could bring in 

new players into Saudi Arabia. Among the recent announcements, Aramco, in partnership 

with three other firms plans to build a 262 bed capacity hospital in Dammam, due for 

opening in 2017. The competition is no doubt increasing but has not yet proved detrimental 

to the prospects of the sector because demand continues to outpace supply.  
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Supply-Demand Gap: We think the demand situation is going to remain the same as long as 

the number of beds/population, doctors/population, etc is below the developed country’s 

averages. For example, the number of beds per 10,000 people is only 22 in Saudi Arabia vs 56 

in high-income countries. In terms of the number of doctors per 10,000 people, Saudi Arabia 

has 9.4 vs. an average of 27.1 among the high-income countries. Saudi Arabia’s GDP per 

capita is among the highest in the world, while healthcare spend per capita at US$795 comes 

much below what the developed countries spend for their healthcare needs. Supply-demand 

gap will persist despite the plans of private players to almost double their capacities as well of 

the government to build 27 new hospitals. As per the 2015 budget, 27 new hospitals and 

health facilities will be built in addition to continuing construction of 117 hospitals and eight 

medical cities. Overall, we believe this will not pose any immediate concerns for the private 

healthcare players as it takes at least three years in our view to plan, receive approvals and 

construct hospitals. 

Indirect impact of competition: The rising competition has not yet had any direct impact on 

the prospects of the healthcare sector. However, we believe this could lead to slight pressure 

on the margins of healthcare companies in terms of higher staff costs in the coming years 

when the government/new private hospitals start their operations. Hiring staff for hospitals 

has been posing a challenge for most of the healthcare companies (both private and public). 

We believe the challenge will become a bit stiffer when the government/private players start 

operating its hospitals, which will compete for the talent pool available to the private 

healthcare players. We believe this could indirectly increase the private healthcare staff costs. 

In another regulatory ruling, experienced healthcare professionals will be allowed to move 

freely within the institutions in the Kingdom, helping companies in securing easier access to 

professionals. This could also raise costs for the healthcare sector. 

Pricing regulation: The healthcare sector has so far mostly seen favorable government 

regulations helping attract more investments to the sector.  For example as per a report by 

Argaam, Saudi Arabia’s ministry of finance said it granted 655 loans worth SAR10.3bn in 

2014 as part of its local lending program. Among the loans provided, the healthcare sector 

accounted for the largest tranche and the highest value at SAR4.1bn, or 40% of total credit. 

However, one of the recent regulations which could pose a slight concern for the sector could 

be the ruling that prices of healthcare services cannot be changed without obtaining the 

consent of the MoH and changes must be publicized. While the ruling has not explicitly 

capped any price hikes, such a move could prove to be a negative development for the 

industry. This was recently introduced in Dubai, where hospitals and healthcare 

organizations cannot hike the cost of their services beyond a 4.2% cap imposed by the Dubai 

Health Authority.  

Ramadan impact: People tend to avoid major surgeries and treatments during the Arabic 

Holy month of Ramadan, which is one of the reasons why the Q3 is usually a weak quarter. 

However, in 2015, the Arabic Holy month of Ramadan will begin on June 18, which implies 

that a slight impact will be seen in the second quarter as well. The full year estimates will 

remain unchanged, but the quarterly distribution between Q2 and Q3 will vary (as compared 

to the year 2014).  

Inclusion in MSCI small cap index: MSCI plans to launch MSCI Saudi Arabia Indexes as 

Standalone Market Indexes effective June 1, 2015. The MSCI Saudi Arabia Index will have 19 

constituents, while the MSCI Saudi Arabia Small Cap Index will have 39 constituents. All the 

four companies have been included in the MSCI Saudi Arabia Small cap index, which is a 

positive news for the healthcare stocks. 

Fundamentally positive: Ironically, the health of the Saudi residents is indirectly related to 

the performance of the healthcare sector. The Kingdom’s lifestyle, climate, and dietary habits 

are well known issues in the Kingdom. Saudi Arabia is expected to have one diabetic patient 

per two citizens by 2030 (source: Arabnews), which is one of the many indicators that 

highlights the long-term healthcare demand in the Kingdom. Even if the current healthcare 

demand is taken care of, the next major trigger is the mandatory insurance for the Saudi 
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nationals, which will see a massive jump in demand altogether. Mandatory healthcare 

insurance for locals has been already implemented in Abu Dhabi and Bahrain. After 

compulsory health insurance was introduced in Abu Dhabi, revenues of most private 

hospitals doubled in one year. We believe this rule will eventually be passed in Saudi Arabia 

as well, but in a phased manner when the current demand is reasonably met by the existing 

supply. The government is mulling making insurance mandatory for people visiting the 

country as well, which is also a positive development for the sector.  

Valuation concerns: Most of the investors are convinced about the growth story but are 

concerned mainly about the sky-high valuations of some of the firms despite the strong 

growth potential (see the table below). We certainly believe the valuation multiples are not 

cheap but such high multiples are unlikely to contract because the sector holds immense 

potential and there are numerous triggers for the sector.  

   Figure 4  Forward PE multiples for Saudi Arabian Healthcare firms  

Hospital Price in SAR 2015 EPS in SAR 2016 EPS  in SAR P/E (2015) P/E(2016)

Dallah 129.75 3.82 4.29 34.0 30.2

Mouwasat 129.5 4.71 5.77 27.5 22.5

NMCC 63.5 1.91 2.63 33.3 24.2

Hammadi 61.75 1.31 2.08 47.0 29.7  
   Source: Company data, Al Rajhi Capital estimates for 2015,2016 estimates, Bloomberg 

 

Lack of data and high expectations: Healthcare companies do not publicly disclose their 

data such as the number of inpatients or outpatients on a periodical basis. As a result, there is 

bound to be a wide range of estimates and high volatility during quarterly earnings 

announcements. Our workaround solution is to observe the financial performance for more 

than one quarter to assess the trend as we believe it takes time for companies to start 

delivering results. 

Consolidation in Insurance sector: Currently the insurance sector is in shambles with most 

of the companies reporting losses, which will make it difficult for healthcare companies to 

increase its prices. Any improvement in the insurance sector will be an indirect blessing for 

the healthcare sector. As per an Arabnews report, PwC expects the Saudi insurance market to 

move towards consolidation of the industry to ensure long-term financial viability and 

narrow the performance gap between the top three insurance performers and the rest of the 

market. This is likely to be positive for some of the healthcare players. 

Company updates 

Dallah – Cancellation and delays but plenty of triggers 
 
Q1 results: Revenue grew by 12% y-o-y higher than our expectations of 11% y-o-y growth 

benefitting from the recently opened clinics. Though Dallah reported a gross profit growth of 

7% y-o-y only, the operating profits grew by 24% y-o-y helped by cost savings. Specifically, 

G&A expenses decreased because of collection of previously written-off receivables. Overall, 

net profits increased 18% y-o-y to SAR48mn broadly in-line with our estimate of SAR45mn.  

  

Ambitious but seeing execution delays and cancellations: Dallah has been one of the 

most ambitious healthcare companies, in terms of capacity expansion plans. However, the 

company has not been able to keep up with its announced expansions plans.  

 Dallah recently cancelled its plan to acquire Dr. Erfan & Bagedo General Hospital 

Company. With 326 beds, this hospital is sizable as compared to that of Dallah and 

is equivalent to three fourths of Dallah’s existing bed capacity. The stock had been 

Many projects announced, but 
faced delays & cancellations. 
Dallah has plenty of triggers as 
well 
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trading around SAR140 per share in anticipation of this deal. However, the stock 

declined to less than SAR125 soon after the deal was cancelled. 

 Secondly, based on our understanding, the company has put on hold the 

construction of a new hospital in North Riyadh. 

 Thirdly, the start of construction of its new hospital in Western Riyadh had been 

rescheduled to Q1 of 2014 instead of Q1 2013. The project is expected to be fully 

completed over a period of 43 months. Experimental operation of the hospital is 

expected to start in Q2 2016 instead of Q4 2015 as estimated in the prospectus. As of 

March 2015, only 13% of the project has been completed.  

Bonus shares: Dallah had initially planned to increase its share capital by issuing shares to 

shareowners of Dr. Erfan & Bagedo General Hospital Company, followed by issuing bonus 

shares. However, the deal has been cancelled but the company will go ahead with bonus 

shares. Dallah intends to offer 1 bonus share for every 4 shares held. This will adjust our 

target price from SAR125 to SAR100. The dividend per share has been announced at 

SAR1/share, implying a less than 1% dividend yield, the least among the healthcare players.  

Projects not included in our forecasts: Given the delayed nature or the absence of detailed 

information of some of the new hospitals or expansions, we have not included contribution 

from these hospitals in our forecasts. For example: New general hospital in North Riyadh and 

Tower (on King Fahad road)  constructed near the existing facility has not been included in 

our forecasts. The construction of the latter is expected to begin only from Q3 2015 and the 

construction plans about former have been put on hold for now. Announcement of details of 

to-be-constructed hospitals will be a massive trigger to the stock. 

Valuation and Risks: We value the company based on a mix of DCF and relative valuation. 

Our relative valuation is based on a forward P/E multiple of 18x (adjusted average current 

forward multiple of healthcare sector in emerging markets) to arrive at the terminal value. As 

for the explicit forecast period, we use the DCF methodology for the next 10 years. Based on 

our estimates our target price is SAR125/share. The upside risks include faster-than-expected 

growth in patient traffic, faster construction of its facilities, hike in prices, newer contracts 

established with corporate enterprises, announcement of details of any new projects. The 

downside risks include construction & approval delays and higher-than-expected costs 

because of expansions. 

Al Hammadi – Strong execution 
 
Q1 results: Revenue grew by 6% y-o-y lesser than our expectations of 10% y-o-y growth as 

the commercial operations of Al Suweidhi hospital has not yet commenced. Al Hammadi 

reported a decline in gross profit of 3% y-o-y at SAR53mn, lesser than our estimate of 

SAR61mn, as a result of the increase in staffing costs. Despite this, net profit increased by 

20% in line with our estimate. This was a result of the decrease in administrative and general 

expenses (as a result of the collection of bad debts ,SAR9.8mn which were written-off 

previously). Overall, we believe the results were mostly in line with our estimates.  

Best execution: Al Hammadi has been one of the favorite stocks for the retail investors in 

the healthcare sector and in our view, the company with the best execution in the sector. 

Although there has been a slight delay in the opening of its new hospital, we believe it has not 

affected the company in any significant manner. We expect the commercial opening of Al 

Suweidhi hospital to boost its financials. For the upcoming year, we believe the recent price 

hike will translate into strong growth. We would not be surprised if the company announces 

plans for constructing another hospital, which will be a massive trigger for the stock. 

Increase in capacity of Al Nuzha hospital: The company has increased the capacity of the 

hospital at Al Nuzha, which is under construction from 428 to 600 beds, which is a huge 40% 

increase in capacity at an additional cost of SAR20mn (now planned for 1Q2016 completion). 

We expect commercial opening 
of hospital at Al Suweidhi to 
drive strong performance 
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The hospital at Al-Nuzha has completed 68.5 % of construction at the end of Q1 15, ahead of 

its scheduled plan. The increase is already fully priced in the stock price in our view. 

Bonus shares and dividends: Al Hammadi announced bonus shares which adjusted the 

stock price lower by 37.5%. However, the increased liquidity has now seen the stock price 

pick up consistently above SAR60. The company has announced a dividend of 1 per share for 

2014 with a payout ratio of 58%. We expect dividends to increase gradually once the Al 

Suweidhi hospital becomes fully operational. The dividend yield currently stands at ~1.6%. 

Valuation and Risks: We value the company based on a mix of DCF and relative valuation. 

Our relative valuation is based on a forward P/E multiple of 18x (adjusted average current 

forward multiple of healthcare sector in emerging markets) to arrive at the terminal value. As 

for the explicit forecast period, we use the DCF methodology for the next 10 years. Based on 

our estimates we arrive at a target price of SAR58/share. The upside risks include faster-

than-expected growth in patient traffic, faster construction of its facilities, hike in prices, 

newer contracts established with corporate enterprises, new hospital expansion 

announcements. The downside risks include construction & approval delays and higher-than-

expected costs because of expansions. 

NMCC – Q1 surprise 
 
Q1 results: Among the healthcare companies, Care was the major surprise, as it reported Q1 

results well above our estimates. While the company’s top-line was in line with our 

expectations its bottom-line came much above our estimates. During the last quarter, Care 

had revised the salary structure of its staff, which led to a 50% y-o-y fall in its net profit. The 

company bounced back much sooner than anticipated with only a 14% y-o-y fall in its net 

profit. While the growth in outpatient revenues was mostly flat, the inpatient and general 

segments were mainly responsible for the company’s decent performance.  

Improved performance in the coming quarters: We believe the company is bound to see 

an improved performance as the new doctors, who have been hired recently following the 

salary structuring, will start attracting more patient traffic. The second phase of expansion of 

the National Care Hospital, which includes renewal of 94 beds, will also continue to have a 

positive effect on the company’s financials.  

Dividends also came above consensus: The company announced a dividend of SAR1.55 

per share, above our expectations of SAR1.45. We did not expect any growth in dividends. 

This corresponds to a yield of 2.4%, among the higher end of the dividend yields in the sector. 

Valuation and Risks: We value the company based on a mix of DCF and relative valuation. 

We use relative valuation based on a forward P/E multiple of 18x (adjusted average current 

forward multiple of healthcare sector in emerging markets) to arrive at the terminal value. As 

for the explicit forecast period, we use the DCF methodology for the next 10 years. Based on 

our estimates we arrive at a target price of SAR65/share. The upside risks include faster-

than-expected growth in patient traffic, faster construction of its facilities, hike in prices, 

newer contracts established with corporate enterprises, any new hospital expansion 

announcements. The downside risks include construction & approval delays and higher-than-

expected costs because of expansions. 

 
Mouwasat– Stable performance 
 
Q1 results: Mouwasat’s gross profit came exactly in line with our expectations of SAR136mn. 

However, the company’s operating profit and net income of SAR62mn and SAR 56mn were 

below our expectations (vs SAR66 and SAR62mn respectively). This is attributed to the loss 

incurred at the newly-opened hospital in Riyadh. The new hospital reported a loss of 

After its recent salary 
restructuring, the company is 
bouncing back faster than 
expected 

2015-16 financial performance 
of Mouwasat to depend on 
performance of newly-opened 
Riyadh hospital 
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SAR6.8mn at the operating level and SAR5.2mn (vs SAR3.6mn net loss in Q4 2014) at the 

net profit level.  

Riyadh hospital: The company believes the breakeven period for the hospital would be 18 

months, and therefore the pressure on the margins could continue in the coming quarters as 

well. The Riyadh hospital is significant for the company as it is around 1/4th of the existing 

capacity of the total Mouwasat group. Currently, we estimate it to have generated 3% of the 

total revenues of Mouwasat. The company expects around 18-20% of the group’s revenues to 

come from its Riyadh hospital. Mouwasat expects its revenue to grow 15% this year. 

Dividends flat: Mouwasat announced a dividend per share of SAR2 for 2014. This 

corresponds to a 42% payout ratio from the 50% payout ratio in 2013 though a similar level 

of dividends has been paid. The dividend yield now stands at ~1.5%, the median dividend 

yield for the sector. In 2015, we believe the capex needs will be relatively lesser than what it 

was in 2014 given the fact that the construction of the Riyadh hospital is complete. In 2015, 

work has started on construction of a new hospital at Al Khobar and expansion of the Jubail 

hospital. Apart from this the company has planned to increase capital at one of its 

subsidiaries (Eastern Medical Services company/Qatif Branch). 

Stable and focused: Mouwasat is among the most stable healthcare companies in the 

Kingdom. The company is carrying out huge expansions and is on track with its construction 

activities and has not yet seen any critical delays. We believe 2015 might see a slight dip in 

the company’s margins due to the Riyadh hospital. Mouwasat expects SAR18mn in operating 

losses from its Riyadh hospital. We expect a 16% top-line growth for Mouwasat in 2015, much 

better than 7% seen in 2014. 

Valuation and Risks: We value the company based on a mix of DCF and relative valuation. 

Our relative valuation is based on a forward P/E multiple of 18x (adjusted average current 

forward multiple of healthcare sector in emerging markets) to arrive at the terminal value. As 

for the explicit forecast period, we use the DCF methodology for the next 10 years. Based on 

our estimates we arrive at a target price of SAR142/share. The upside risks include faster-

than-expected growth of patients, hike in prices, new contracts established with corporate 

enterprises. The downside risks include construction & approval delays, non-renewal of 

contracts with major firms as the company has corporate tie-ups, which bring in bulk of its 

revenues. Mouwasat extended its contract with John Hopkins-Aramco, which is due to expire 

in mid-2015 to mid-2016. Cancellation of this contract is likely to be a key downside trigger to 

the stock.
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