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KUWAIT: Despite the negative
sentiments surrounding the sector
(telecom index declined by 17.7
percent in 2014 and 12.8 percent
for YTD-15), we have an ‘outper-
form’ rating on Zain and Viva as we
believe that the worst is already
priced-in and it’s time to reconsid-
er fundamental factors and have a
relook at the sector. 

Zain’s  revenue saw minimal
volatility over the past five years
and has basically declined at 5-
year CAGR of 0.8 percent between
2009 and 2014. We expect Zain to
post marginal increase in revenues

starting in 2016 after the invest-
ments made in 3G in Iraq and the
4G adoption in Jordan results into
garnering additional subscribers.
We expect a 5-year revenue CAGR
of 2.8 percent till 2019e partially
offset by an expected decline in
revenue at Zain Kuwait due to a
decline in ARPU further exacerbat-
ed by limited growth in subscriber
count in the country. 

Viva’s total revenue increased at
a 5-year CAGR of 40.7 percent,

higher than the rate of increase in
the subscriber base on the back of
higher historical ARPU. However,
we expect a more normalized rev-
enue growth in the future at a
CAGR of 7.3 percent over the next
five years until 2019 to reach KD
339.3 million on the back of a mar-
ginal increase in subscriber base
and ARPU as well as a higher pro-
portion of postpaid subscribers. 

Data services would generate
cash going forward: Data revenues
accounted for as high as 35 per-
cent of Zain’s Q1-15 revenues. In
the case of Viva, we believe data
revenues account for  an even
higher percentage of total rev-
enues as Viva has a more data cen-
tric strategy. However, we don’t
expect data services to give any
competitive edge to any of the
players in Kuwait. 

Both technical and fundamental
parameters favor the stocks: Both
Zain and Viva trade at a significant
discount of 43.2 percent and 45.3
percent on for ward EV/EBITDA
multiple, respectively. In terms of
fundamental factors like revenue

growth and profitability, we do not
expect to see any negative set-
backs for  either of  the stocks,
except in the case of Zain wherein
a prolonged uncertain environ-

ment in Iraq could cost it in terms
of both revenue and profits.

Industry Overview -MENA
Telecoms 

The typical ‘Trinity’ persists in
Kuwait 

The common theme of a three-
player telecom market in the
MENA region finally happened in
Kuwait after Viva entered the mar-
ket in 2009. The market structure
has evolved completely over the
years and market dynamics have
turned against the incumbents.
The three players in the market

have operations in multiple coun-
tries and come with significant bal-
ance sheet strength and technical
knowledge of operations. This is
one of the reasons why the market
share has emerged to an approxi-
mately one third of the subscriber
market share for each of the three
players.

Prior to divesting its African
operations in 2008, Zain had a
much larger footprint  in the
Middle East and African region.

However, a decision to focus on
core markets in the MENA where it
holds significant market share led
to the diversification. Zain current-
ly leads in several of its market
with significant market power,
whereas STC and Ooredoo contin-
ue to give tough competition to
the incumbent in most of the mar-
kets where they have overlapping
operations. 

It is pertinent to note that one
of the stark differences between
the diversif ication and market
presence strategies of the three
players is that when Zain limits its
operations to its core markets, STC
and Ooredoo expanded to explore
other growth markets.  STC for
instance has operations in Asia
(India and Malaysia) and so does
Ooredoo with its recent bid for
wireless spectrum in Myanmar,
which we believe would be count-
er accretive to the company’s bot-
tom-line. Ooredoo also has opera-
tions in a much large base in the
Asian region which also includes
Maldives, Pakistan, and Singapore. 

Furthermore, when Zain contin-

ues to focus on providing wireless
telecom services, STC and Ooredoo
have been more aggressive on
expanding operations into other
related businesses. STC started the

IPTV business and acquired a PTT
operator in Saudi Arabia whereas
Ooredoo also has business related
to telecom services but of a more
diversified nature including broad-
band services, a telecom invest-
ment arm and a managed ICT serv-
ices company.

As seen in the below chart, a
majority of the telecom markets in
the MENA region consists of three
players. In terms of total number of
subscriber,  Egypt leads in the
region with almost a 100 million
subscriber base split into three
players. In the GCC, Saudi Arabia
leads with a total subscriber count
that stood at 53.1 million as at the
end of 2013.

It’s a volume game
from now onwards... 

The telecom market in the GCC
region has matured with minimal
differentiating factors among the
players. In order to defend their
turf from new challengers entering
the market, the incumbents have
started playing the price card by
offering largely similar telecom
plans. This has affected the overall
ARPU in the market. Established
incumbents like STC, Mobily, Zain
and Ooredoo have sizable pres-
ence in their respective markets
which in most cases is receding
due to the chal lengers.
Nevertheless, the incumbents con-
tinue to hold the lucrative post-
paid subscriber base that gives
them the profitability edge over
new entrants.

Higher ARPU results in higher EV 
Stronger ARPU is a direct result

of capital investments made by the
operator. This assumption is clearly
shown in the below chart when
compared to the ARPU chart. The
chart shows that enterprise value
per subscriber metric for player
with relatively higher ARPUs pri-
mari ly  feature at  the top the
EV/subscriber chart implying a
direct relationship between the
two key metrics in the telecom
industry.

Qatari players have one of the
highest EV per subscriber and they
also feature at the top of the ARPU
chart. A similar comparison can be
made for  Et isalat ,  Zain and
Vodafone Qatar.  On the other
hand,  Zain Bahrain,  Zain KSA,
Mobily and Nawras are at the tail
end of both the charts. 

But ROCE shows a totally 
tilted picture... 

A telecom service, being a capi-
tal intensive business, gives signifi-
cant market power to cash rich
incumbents. Although the signifi-
cant investments made by the big-
ger multi-country players in the
telecom market in the GCC gives
them an edge in terms of pricing
power, their profitability on total
investment or  total  capital
employed tai ls  behind smaller
players. The previous chart clearly
shows that Viva Kuwait has the
highest return on Capital
Employed (ROCE) of 44.4 percent
fol lowed by Du and erstwhile
Nawras and Omantel. On the other
hand, bigger players like Etisalat,
Zain, STC and Ooredoo all have
one of the lowest levels of ROCE. 

Telecom Share Performance 
The telecom sector in the GCC

had an overall negative trend in
2014 and YTD-15 primarily due to

industry heavyweights like Zain,
Ooredoo and Mobily that resulted
in the poor share performance of
the entire sector.  On the other
hand, most of the single country
operators have had a posit ive
share performance.

Telecom Market in Kuwait 
With one of the highest GDP per

capita in the world, Kuwait’s tele-
com market is one of the most
advanced markets in the world
and one of the first to adopt any
new technology. However, with
minimal population and concen-
trated nature of the market, the
country also has one of the highest
penetration levels. 

One of the densest telecom 
markets in the world... 

Kuwait boasts the highest tele-
com penetration levels  in the
MENA region, which at the end of
2013 stood at  190.3 percent.
According to the most recent
industry data available from Zain,
the penetration levels in Kuwait
reached approximately 221 per-
cent by the end of Q1-15. This was
also due to the fact that Kuwait
continues to remain one of the
most advanced telecom markets
and one of the first markets in the
region that deployed the 4G LTE
network.  Meanwhile,  the total
subscriber base in Kuwait  has
increased at a CAGR of 14.3 per-
cent over the past five years and
stood at 7.9 million at the end of
Q1-15.

Constantly changing 
market share dynamics... 

Zain being the oldest telecom
service provider in Kuwait has pre-
dominantly led the market share
over the years. The company com-
manded a subscriber market share
of 55 percent at the end of 2008
when Kuwait  was a two player
market.  However,  its  share has
been constantly declining after
Viva entered the market. Zain cur-
rently holds a subscriber market
share of 36.7 percent followed by
Viva and Ooredoo with almost
equal market shares. Zain’s market
share reached a low of 35.1 per-
cent by the end of  2014 but
increased for the first time during
Q1-15. On the other hand, Viva’s
markets share has been consistent-
ly increasing over the years from as
low as 14.9 percent in 2009, its first
year of operation, to 31.7 percent
at the end of Q1-15. 

In terms revenue market share,
the picture is  a l itt le different.
Zain’s revenue market share has
decl ined at  a faster  pace from
almost 60 percent in 2009 to 42.5
percent in Q1-15, whereas Viva has
managed to increase its revenue
market share from a mere 7.2 per-
cent in 2009 to 34.5 percent in Q1-
15. Viva gained the market share
primari ly  grabbing it  from
Ooredoo, which recorded consid-
erable decline in its market share.

Despite gradually falling, ARPU
continues to remain strong... 
Kuwait being one of the hotly

contested markets in the region
owing to its high ARPU and one of
the highest GDP/capita in the
world recorded higher ARPUs as
compared to most of the neigh-
boring countries. However, over
the past  four years,  ARPU has
declined consistently at a negative
CAGR of  8.4 percent owing to

higher competit ion.  Average
industry ARPU at the end of Q1-15
stood at KWD 8.6 as compared to
double digit ARPU up until 2012.

Zain has been and continues to
be the market leader in terms of
ARPU with a Q1-15 ARPU of KWD
9.2 ($31). The company has a rela-
tively stronger base of postpaid
subscribers in its portfolio which
resulted in higher ARPUs. However,
Viva has also emerged as a strong
competitor to Zain. The company
has consistently recorded an
increase in ARPU i.e. when Zain’s
ARPU declined at a 4-year CAGR of
10 percent, Viva’s ARPU has trend-
ed upwards at the rate of 6.3 per-
cent over the same time. Viva over-
took industry ARPU at the end of
Q1-15 when its ARPU increased to
KWD 9.3. Meanwhile, Ooredoo’s
ARPU has seen the steepest
decline over the years with a nega-
tive CAGR of 12.8 percent over the
past four years. 

Industry revenue continues to
increase but at a declining rate... 

Total telecom revenues generat-

ed by the three wireless players
reached KWD 753.2 million at the
end of 2014 growing at a 5-year
CAGR of 4.7 percent. The increase
was led by subscribers additions
partially offset by declining ARPUs.
Zain, the market leader in terms of
revenues,  recorded minimal
change in total revenues over the
past s ix  years whereas Viva
expanded its revenue base consis-
tently and overtook Ooredoo dur-
ing 2014 when it reported rev-
enues of  KWD 239.0 mil l ion as
compared to Ooredoo’s KWD 168
million. In terms of EBITDA margin,
Zain once again leads the pack
with an average margin of above

48 percent over the past 6 years.
The Company owes its strong mar-
gin to its postpaid subscribers.
Nevertheless, Viva has grown its
EBITDA margin consistently over
the years and now reports margins
in l ine with that of Zain.  Viva’s
reported EBITDA margin stood at
47.2 percent in 2014 as compared
to Zain’s 47.9 percent. 

Capex intensive industry... 
The telecom industr y in the

MENA region has seen higher
capex investment in 2014 as com-
pared to its global peers. These
investments were primarily made
to deploy 3G and 4G ser vices
across the region when advanced
economies in the US and Europe
have already made the init ial
investment in these technologies. 

As seen in the char t ,  capex
investment as a percentage of
total revenue (capex intensity) for
Zain and Viva stood at above the
industry averages. Capex intensity
for GCC telecom players stood at
21.5 percent indicating higher
investment in 4G services as com-

pared to Non-GCC Peers for which
the average stood at a significantly
low level  of  16.2 percent.
Meanwhile,  total  MENA capex
intensity stood at 19.6 percent for
2014. Absolute capex investment
was the highest for the Ooredoo
group which stood at $2.9 billion
in 2014 followed by $2.4 billion in
the case of Etisalat and $1.8 billion
made by STC. The capex invest-
ment was primarily made in fixed
assets whereas investment in
intangible assets, which includes
spectrum charges and customer
acquisition costs (handset subsi-
dies), stood at around 20 percent
of the total capex investment.

Time to have a relook at telecom sector
KAMCO INVESTMENT RESEARCH REPORT 


