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Telecom Egypt

Improved operational performance & higher income from Vodafone
boosted profitability

3Q21 Net profit higher than our estimate

Telecom Egypt (ETEL) reported an increase by 51.1% YOQOY in Net
Profit to EGP2,227 Mn in 3Q21, up from EGP1,474 Mn in 3Q20,
beating our estimate of EGP1,830 Mn by 21.7%. This was mainly
attributed to strong operational performance, supported by higher
income from Vodafone and lower interest expenses

P&L highlights

Top line grew 22% YoY on higher retail and whole sale revenues
(+23% and +19%, respectively) on a higher customer base, AR-
PUs, and infrastructure revenues. The Company recorded a signif-
icant increase by 45.8% YOY in Gross Profit to EGP3,941 Mn in
3Q21, up from EGP2,703 Mn in 3Q20. It was mainly supported by
21.7% YOY increase in Operating Revenue to EGP9,006 Mn in
3Q21, as compared to EGP7,402 Mn in 3Q20. The increase in Op-
erating revenue offset the 7.8% YOY increase in Operating costs
to EGP5,065 Mn in 3Q21. The Operating Profit increased by
56.3% YOY to EGP2,170 Mn in 3Q21, up from EGP1,388 Mn in
3Q20. It was mainly due to significant increase in Net Operating
revenues to EGP106 Mn in 3Q21, from EGP68 Mn in 3Q20. The
Selling and Overhead expenses rose by 35.7% YOY to EGP1,877
Mn in 3Q21, as compared to EGP1,383 Mn in 3Q20. The Profit be-
fore Zakat increased by 45.3% YOY to EGP2,762 Mn in 3Q21, up
from EGP1,901 Mn in 3Q20. This was mainly supported by the
Operating Profit and an increase by 34.9% YQY in Income from
Associates to EGP753 Mn in 3Q21, up from EGP558 Mn in 3Q20.
Zakat expense increased by 25.2% YOQY to EGP534 Mn in 3Q21
from EGP426 Mn in 3Q20.

Balance sheet highlights

Total assets increased by 6.7% YQOY to EGP84.51 Bn in 3Q21, up
from EGP79.19 Bn in 3Q20. Whereas the Total Equity increased
by 12.9% YOY to EGP42.23 Bn in 3Q21, as compared to
EGP37.41 Bn in 3Q20. Similarly, the Total liabilities slightly in-
creased by 1.2% to EGP42.27 Bn in 3Q21, up from EGP41.78 Bn
in 3Q20.

Target price and rating

We maintain our BUY rating on the stock with a target price of
EGP18.70. Telecom Egypt is one of the largest telecom operators
in the region with fixed, mobile and data services. In July 2021,
Telecom Egypt (ETEL) launched its voice over LTE (VOLTE) service
in Egypt offering a high quality connecting to 5 times faster than
conventional voice calls. The Consolidated Revenue increased by
18% YOY to EGP26.37 Bn in 9M21, up from EGP22.35 Bn in
9M20, driven by strong data revenue, which made up 66% of top
line growth, followed by infrastructure and voice revenues. The
Company has mainly five business units that contribute to the top
-line namely Home & Personal Communications, Enterprise, Do-
mestic Wholesale, International carrier and International cables &
networks. The Home and Personal unit contributed 50.5% to the
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top-line in 9M21, followed by domestic wholesale. The Revenue from Home & Personal segment
increased by 26.9% YOY mainly due to subscriber growth and increase in mobile & internet ser-
vices. It was also supported by increase in ARPU. The Domestic segment grew by 17.3% YOY, sup-
ported by demand for transmission services related to MNOs and ISPs. The Enterprise segment in-
creased by 18.2% YOQY to EGP3.44 Bn in 9M21 and contributed 13% to the Consolidated Revenue.
It was mainly due to complimentary access services and recognition of infrastructure projects. In-
ternational cables & networks increased to EGP2.22 Bn in 9M21 up from EGP1.97 Bn in 9M20, an
increase by 12.7% YOQOY and contributing to 8.4% of Total Revenues. The International carriers and
declined by 6.1% YQY while contributing to 11.88% of Toal Revenues. The fixed line customers -
Voice and Data have been following an increasing trend for almost 5 years now surpassing 40%
market penetration in 9M21.

The operating Income reached EGP6.5 Bn in 9M21 compared to EGP4.11 Bn in 9M20, an increase
by 57.8% YQY, supported by enhanced revenue mix and the cost optimization initiatives. EBITDA
grew 37% YoY, recording a strong margin of 39.1% on a higher revenue mix and cost containment
initiatives. The Net Profit increased robustly by 72.5% to EGP6.1 Bn in 9M21 up from EGP3.5 Bn in
9M20, mainly due to strong operating results and Vodafone Egypt’s contribution via Investment
Income.

The Cash from Operating Activities grew strongly YOY to EGP12.23 Bn as at end of 9M21 up from
EGP5.72 Bn same period last year. The company reported robust performance in its Balance Sheet
with Total Assets stable at EGP84.5 Bn as of September 30, 2021, while Total Liabilities decreasing
by 7.5% YQOY to EGP42.27 Bn in 3Q21 down from EGP45.7 Bn in 3Q20 mainly due to the decrease
in Short-Term Loans and Credit Facilities.

Total Equity increased by 9% YOQOY reaching EGP42.23 Bn in 9M21 up from EGP38.73 Bn in 9M20,
in line with the increase in profitability. Finally, given the modified Shareholders’ Agreement signed
between ETEL and Vodafone Group in June 2021, ETEL distributed a one-time Cash Dividend for
EGP4.5 Bn over 2 tranches in 1Q21 and 3Q21 for EGP0.9 Bn and EGP3.6Bn, Based on the above.
We assign a BUY rating on this stock.

Telecom Egypt - Relative Valuation

2017 2018 2019 2020 2021E
P/E (x) 10.58 9.73 6.95 6.21 4.56
P/B (X) 0.82 0.77 0.71 0.64 0.58
Dividend Yield (%) 1.8% 1.8% 1.8% 5.3% 5.3%

FABS estimate & Co Data
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EGP mm

Operating Revenue
Operating costs

Gross profit

Selling & overhead expenses
Net operating revenue (others)
Operating profit

Income from Associates

Net Finance income/(cost)
Profit before zakat

Zakat

Profit before N-C interests

Non-controlling interests
Profit attributable

2Q21 3Q21
8,974 9,006
-5,245 -5,065
3,729 3,941
-1,697 -1,877
61 106
2,093 2,170
613 753
-347  -161
2,360 2,762
-612  -534
1,748 2,228
-1.7  -1.3

3Q21F
9,153
-5,309
3,844
-1,730
73
2,188
632
-357
2,462
-631
1,831
-1.8

Var.
-1.6%
-4.6%
2.5%
8.5%
44.3%
-0.8%
19.2%
-54.8%
12.2%
-15.4%
21.7%
-26.5%

YOY Ch
21.7%
7.8%

45.8%
35.7%
54.9%
56.3%
34.9%

NM

45.3%
25.2%

51.1%
77.9%

QO0Q Ch
0.4%
-3.4%
5.7%
10.6%
73.4%
3.7%
22.8%
-53.5%
17.0%
-12.8%
27.5%
-22.9%

2020
31,912
-19,663
12,249
-6,281
-70
5,898
2,206
-1,480
6,625
-1,767
4,858

2021F
35,694
-20,510
15,184
-6,835
540
8,889
3,110
-852
11,148
-2,756

Change
11.9%
4.3%
24.0%
8.8%
NM
50.7%
41.0%
-42.4%
68.3%
56.0%
72.8%
-2.6%

FABS estimate & Co Data

Telecom Egypt - Margins

EGP mm 3Q20 2Q21 3Q21 YOY Ch QO0Q Ch 2020 2021F Change
GPM 36.5% 41.6% 43.8% 724 220 38.4% 38.2% -18
OPM 18.8% 23.3% 24.1% 534 77 18.5% 19.5% 99

Net margin 19.9% 19.5% 24.7% 482 527 15.2% 16.6% 138
FABS estimate & Co Data
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Research Rating Methodology:

Rating Upside/Downside potential
BUY Higher than +15%
ACCUMULATE Between +10% to +15%
HOLD Lower than +10% to -5%
REDUCE Between -5% to -15%

SELL Lower than -15%
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DISCLAIMER

This report has been prepared by FAB Securities (FABS), which is authorised by the UAE Securities and
Commodities Authority, licensing registration number 604002, and is a member of the Abu Dhabi Securi-
ties Exchange and Dubai Financial Market. The information, opinions and materials contained in this re-
port are provided for information purposes only and are not to be used, construed, or considered as an
offer or the solicitation of an offer or recommendation to sell or to buy or to subscribe for any investment
security or other financial instrument. The information, opinions and material in this report have been
obtained and derived from publicly available information and other sources considered reliable without
being independently verified for their accuracy or completeness. FABS gives no representation or war-
ranty, express or implied, as to the accuracy and completeness of information and opinions expressed in
this report. Opinions expressed are current as of the original publication date appearing on the report
only and the information, including the opinions contained herein, are subject to change without notice.
FABS is under no obligation to update this report. The investments referred to in this report might not be
suitable for all recipients. Recipients should not base their investment decisions on this report and
should make their own investigations, and obtain independent advice, as appropriate. Any loss or other
consequences arising from the uses of material contained in this report shall be the sole and exclusive
responsibility of the recipient and FABS accepts no liability for any such loss or consequence. The value
of any investment could fall as well as rise and the investor may receive less than the original amount
invested. Some investments mentioned in this report might not be liquid investments, which could be
difficult to realise in cash. Some investments discussed in this report could be characterised by high lev-
el of volatility, which might result in loss. FABS owns the intellectual property rights and any other mate-
rial contained in this report. No part of this report may be reproduced, utilised or modified in any form
either in whole or in part or by any electronic, mechanical or other means, now known or hereafter in-
vented, including photocopying and recording, or stored in any retrieval system without the prior con-
sent of FABS in writing. While utmost care has been taken to ensure that the information provided is
accurate and correct, neither FABS, nor its employees shall, in any way, be responsible for the contents.
By accepting this document, the recipient agrees he/she has read the above disclaimer and to be bound
by the foregoing limitations/restrictions.
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