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Target price                  UR  
Consensus price          7.90 7.0% over current 
Current price                7.38 as at 2/12/2014 

 

     
  Under Review   

Neutral 

 

    

Flash view 

Flash View is an analyst’s preliminary interpretation 
of a results announcement or the impact of a major 
event. Our investment rating and earnings estimates 
are not being changed in this report. Any formal 
changes to our investment rating or earnings 
estimates will be made in a subsequent report, 
which may differ from the preliminary views 
expressed here. 

Performance 

 

Earnings 

Period End (SAR) 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 6,700     7,358    8,007    8,557    

Revenue Growth 2.7% 9.8% 8.8% 6.9%

EBITDA (mn) 1,096     1,619    2,002    2,396    

EBITDA Growth 23.1% 47.7% 23.7% 19.7%

EPS (1.31)      (0.80)     (0.39)     (0.02)     

EPS Growth -14.4% -38.8% -51.6% -95.1%  
Source: Company data, Al Rajhi Capital 
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Zain KSA 
Capital reduction 
Zain KSA has announced plans to seek approval for reduction in equity capital, 

equivalent to its accumulated losses from SAR10.8bn to SAR5.8bn resulting in 

a ~46% reduction. This would result in a decrease in its number of shares to 

583.7mn from 1.08bn. If approved, this will not have any impact on Zain KSA’s 

total market capitalization, but will increase its existing fair value per share by 

1.85 times. As per the company, if the accumulated losses exceed 50%, it could 

hinder its performance based on the recent rules of the Capital Market 

Authority (CMA). In another development, in response to Mobily’s allegation of 

SAR2.2bn of accounts receivable from Zain KSA, the company has stated that 

these claims are arbitrary and are in contradiction to regulatory resolutions 

issued by the Communications and Information Technology Commission 

(CITC). In the light of these events, we place the stock under review till we get 

additional clarity. 

 Capital Reduction: Following a study conducted by the company’s 

executive management and external consultants, Zain KSA recommended 

an extraordinary general meeting (EGM) to seek approval for reduction in 

the company's capital. This would equal the amount of its accumulated 

losses, reducing capital from SAR10.8bn to SAR5.837bn, implying a 

reduction of 45.96%. The total number of shares after the reduction will be 

583.7mn as compared to 1.08bn shares currently. This capital reduction will 

involve cancelling one Zain Saudi Arabia share for every 2.18 shares prior to 

the reduction. 

 Reasons for capital reduction: The company explained that the 

accumulated losses reaching 50% of its capital could hinder its 

performance. Based on CMA’s regulations, the Tadawul adds a yellow flag 

indicator next to a company’s name on its website to indicate that the 

company falls under the category of accumulated losses, reaching 50% or 

more and less than 75% of equity capital . Currently, there are only eight 

companies trading with the yellow flag on the Tadawul. The company would 

also be required to publish its monthly financial statements.  

 Impact on share price: The capital reduction, if approved and 

implemented, will not impact the total market capitalization of the stock. 

However owing to the reduced number of shares, the fair value per share 

will increase. The new fair price would be 1.85 times of its existing fair price. 

The proposed capital reduction is subject to obtaining all necessary 

regulatory and shareholder approvals. As per our call with the company, the 

whole process could take 3-4 months. 
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 Arbitration with Mobily: In a separate development, Mobily announced that it has 

requested arbitration with regard to its accounts receivable from Zain KSA. As per 

Mobily, based on a service agreement with Zain KSA regarding providing services such 

as national roaming, site sharing, transmission links signed in mid-2008, an amount of 

SAR2.2bn was due to Mobily till November 2013. As per the announcement, Mobily tried 

to reach an amicable settlement with Zain KSA since then. However, Zain KSA says it 

owes only SAR13mn to Mobily (source: gulfbusiness). As per the same website, the CEO 

has brushed aside these claims as not valid. 

 Under review: Given the capital reduction and recent developments we place the stock 

Under Review till we get additional clarity. Our previous target price was SAR11 per 

share and we had a Neutral rating on the stock. 
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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 10% 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 10% below the current share price and 10% above the current 
share price on a 6-9 month time horizon. 

"Underweight": Our target price is more than 10% 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 
Tel : +966 11 2119370 
devassyp@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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