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• Revenue Beats Estimates, Fixed-Line Segment Shines: The contribution of the fixed-line segment to
STC 3Q2008 total revenue, at 36%, continued to grow Q-o-Q (3Q2007a: 26%, 2Q2008a: 34%), as the
full effect of the proportionate consolidation of Turk Telekom, 55%-owned by Oger Telecom, appeared in
3Q2008. Fixed-line revenue, at SAR4.9 billion (+21% Q-o-Q, +118% Y-o-Y), exceeded our estimates by
10%. Mobile revenue, at SAR8.6 billion (+8% Q-o-Q, +36% Y-o-Y), also exceeded our estimates but by
only 7%. Total consolidated revenue for the quarter increased 13% Q-o-Q and 58% Y-o-Y to SAR13.5
billion, 8% above our estimate. The company did not provide a revenue breakdown by operation, but we
estimate that the Saudi operation maintained the largest share, with 67% of total revenue. Our revenue
estimate is based on revenue net of dealer commissions. 

• Pressure on the Margin from Newly-Acquired Start-Ups, As Expected: STC reported a consolidated
EBITDA for 3Q2008 of SAR6,481 million (+11% Q-o-Q, +46% Y-o-Y), also 8.6% higher than our
estimates, as a result of the higher-than-expected revenue. EBITDA margin for the quarter, at 47.9%, was
in line with our estimate. We believe the decline in margin from 48.4% in 2Q2008a and 51.9% in
3Q2007a is due to the effect of consolidating lower-margin, newly acquired start-up operations, namely
Axis, Cell C and Avea, that are still building their market share in highly competitive markets.

• Earnings Declines 22% Q-o-Q, FX Loss Partially To Blame: Earnings for 3Q2008 declined 22% Q-o-Q
and 4% Y-o-Y to SAR3,012 million, 14% lower than our estimate. We had been expecting a 9% quarterly
decline in earnings due to the effect of the consolidation of start-up loss-making operations; however, we
believe the lower-than-expected net profit figure was the result of: i) foreign exchange losses of SAR243
million and ii) higher-than-expected depreciation and amortization expenses (SAR1.9 billion vs. estimated
SAR1.6 billion). Excluding the FX losses, 3Q2008 earnings would have been only 7% below our estimate. 

• Board Recommends Interim DPS of SAR1.0: STC’s board of directors recommended an interim cash
dividend of SAR2 billion, or SAR1.0 per share, for 3Q2008. This results in a total dividend of SAR6 billion
(SAR3.0 per share) for 9M2008, implying a payout ratio of 61%. We now do not think the company will
meet our full year dividend target of SAR11,000 million. We had already forecast a decline in the DPO
ratio to 82% in 2008e from 83% in 2007a and 90% in 2006a as the company began allocating more of
its cash flow for expansions and acquisitions. Nevertheless, even with lower-than-estimated dividend, the
company’s dividend yield, at 7.3%, remains high compared to an average 5.9% for regional telecom stocks. 

• A Mixed Bag of Results But We Maintain Positive Outlook: We have a ST/LT Buy recommendation and
an estimated LT Fair Value of SAR101.0 per share for the company. From a leverage perspective, we do
not believe that the current global turmoil affects STC in any significant way. Though the company
borrowed heavily in the past few months to sustain its acquisitions, it still has a strong cash position, with
a total debt/EBITDA ratio (for the Saudi operation only) of 1.0x and total debt/FCF of 1.5x. We highlight,
however, a risk to the company’s operations in emerging markets.
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flash note

ST Rec.: Buy
LT Rec.: Buy

Current Price*: SAR 61.3
LT Fair Value  : SAR 101.0
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Table 1: STC Actual and Forecast Income Statement

*3Q2008 interest expense based on EFG-Hermes calculations

Source: STC, EFG-Hermes estimates
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disclosures
We, Nadine Ghobrial and Marise Ananian, hereby certify that the views expressed in this document accurately reflect our personal views about the securities and
companies that are the subject of this report. We also certify that neither we nor our spouses or dependants (if relevant) hold a beneficial interest in the securities
that are traded in Tadawul Stock Exchange. 

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this report. Funds managed by
EFG-Hermes Holding and its subsidiaries for third parties may own the securities that are the subject of this report. EFG-Hermes may own shares in one or more
of the aforementioned funds or in funds managed by third parties. The authors of this report may own shares in funds open to the public that invest in the securities
mentioned in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of
this report or are mentioned in this report.

disclaimer
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from
sources that EFG-Hermes believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete. Readers should
understand that financial projections, fair value estimates and statements regarding future prospects may not be realized. All opinions and estimates included in this
report constitute our judgment as of this date and are subject to change without notice. This research report is prepared for general circulation and is intended for
general information purposes only. It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored to the specific
investment objectives, financial situation or needs of any specific person that may receive this report. We strongly advise potential investors to seek financial
guidance when determining whether an investment is appropriate to their needs. No part of this document may be reproduced without the written permission of
EFG-Hermes.
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