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Saudi Telecom Company (STC)

Revenue and subscriber growth offset one-off earnings headwinds
Current Price Target Price

First Look Note

Saudi Equity Research

2Q26

Sector: Telecom Market: Tadawul

Upside/Downside (%)

SAR 43.40 SAR 50.00

e Mobile subscribers in KSA rose 4.8% YOY to 30.3 Mn, while fixed
subscribers expanded 3.0% YOY to 6.1 Mn in 1H26.

e STC expanded its 5G tower footprint to 12.12K sites, while fiber-
connected households increased 5.2% YQOY to 3.87 Mn during
1H26.

e STC plans to invest up to USD 1.0 Bn in data center capacity over
the next five years, with deployment aligned to customer
demand and utilization.

e STC declared the dividends of SAR 0.55 per share, totaling SAR
2.7 Bn for the period of 2Q26.

2Q26 Net Profit higher than our estimate

STC Group (“"STC, “the Company”) net profit decreased from SAR
3,823 Mn in 2Q25 to SAR 3,623 in 2Q26, beating our estimate of SAR
3,336 Mn. The decline in net profit is primarily driven by higher direct
costs, lower other income, and higher zakat charges compared to
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Market Cap (SAR, Mn) 218,200.00

Paid Up Capital (Mn) 50,000.00

52 Week High 45.38

52 Week Low 40.20

3M Avg. daily value (SAR) 102.302.200

2Q26 Result Review (SAR, Mn)

zakat reversals recorded in the prior-year period, partly offset by Total Assets 166,997
growth in revenue. Excluding non-recurring items in both the current Total Liabilities 79,285
quarter and the corresponding quarter last year, the Company's net Total Equity 84,986
profit would have increased by 0.7% YOY in 2Q26. EBITDA 6,411
Net Profit 3,623
P&L Highlights
STC's total revenue grew 3.7% YOY to SAR 20,171 Mn in 2Q26, driven _
ft:Jy br%adl;based growthdacrobssdthe group, with positive contributions "nividend Yield (12m) 5.02
rom both STC KSA and subsidiaries. STC KSA revenue grew 3.8% - _ 0
YOY to SAR 13,149 Mn in 2Q26, driven by an increase in subscriber’s Erli\z:lg-eEn:r;iésO;;t(igg) Zi;g
base. STC KSA’s mobile subscribers grew 4.8% YQY to 30.3 Mn, while Price-to-Book Ratio (x) 5 '57
fixed subscribers also increased by 3.0% YOY to 6.1 Mn in 1H26. STC )
Kuwait revenue declined 5.9% YOY to SAR 1,010 Mn in 2Q26. B0OokValue (SAR) 16.98
However, mobile subscribers in Kuwait increased 5.0% YOY to 2.3 Mn Return-on Equity (%) 16.92
in 1H26. STC Bahrain witnessed a marginal decline of 0.4% YOY in
revenue to SAR 501 Mn in 2Q26. Despite the revenue decline, STC
Bahrain’s subscribers also rose 2.0% YOY to 953.2k in 1H26. STC 5 Days 2.68%
channel revenue declined 4.2% YOY to SAR 3,530 Mn in 2Q26. 1 Months 0.83%
Solution segment revenue grew 11.7% YOY to SAR 3,241 Mn in 2Q26. 3 Months 1.77%
STC Bank’s revenue grew 5.0% YOY to SAR 395 Mn in 2Q26. Sirar 6 Months -2.50%
segment increased 43.4% YOY to SAR 254 Mn in 2Q26. The 1 Year 4.60%
Company'’s specialized segment revenue increased substantially from  Month to Date (MTD%) 1.16%
SAR 103 Mn in 2Q25 to SAR 489 Mn in 2Q26. Center 3 segment Quarter to Date (QTD%) 0.93%
revenue increased 23.1% YOY to SAR 607 Mn in 2Q26. Iot segment Year to Date (YTD%) 1.54%
revenue increased from SAR 74 Mn in 2Q25 to SAR 124 Mn in 2Q26.
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Additionally, the Company’s SCCC segment revenue increased from SAR 49 Mn in 2Q25 to SAR 79 Mn in 2Q26.
STC's direct costs increased 4.2% YOY to SAR 10,306 Mn in 2Q26. As a result, gross profit grew 3.2% YQY to
SAR 9,865 Mn in 2Q26, as growth in revenue surpassed the rise in direct costs. Gross profit margin declined 24
bps YOY to 48.9% in 2Q26. The Company’s total operating expenses increased from SAR 3,391 Mn in 2Q25 to
SAR 3,454 Mn in 2Q26. Despite the increase in operating expenses, the Company’s EBITDA grew 3.9% YOQY to
SAR 6,411 Mn in 2Q26, while the EBITDA margin edged up from 31.7% in 2Q25 to 31.8% in 2Q26. Depreciation
& amortization decreased 2.9% YQOY to SAR 2,618 Mn in 2Q26. Thus, STC's operating profit grew 4.7% YOY to
SAR 3,793 Mn in 2Q26. Moreover, operating profit margin increased from 18.6% in 2Q25 to 18.8% in 2Q26.
STC's recorded other expenses of SAR 16 Mn in 2Q26, compared to other income of SAR 66 Mn in 2Q25, mainly
due to an increase in finance cost owing to sukuk issuance, lower finance income, and net other losses partially
offset by a decrease in early retirement cost, higher net other income, and higher profit share from associates.
STC also recorded zakat charge of 49 Mn in 2Q26, compared to zakat reversal of SAR 216 Mn in 2Q25.

Balance Sheet Highlights

STC's cash & cash equivalents including short term Murabaha declined from SAR 14.7 Bn in 2Q25 to SAR 14 Bn
in 2Q26. Total debt increased from SAR 15.2 Bn in 2Q25 to SAR 23.5 Bn in 2Q26. Additionally, the Company’s
working capital increased from SAR 20.0 Bn in 2Q25 to SAR 26.1 Bn in 2Q26. Cash flow from operating activities
increased substantially from SAR 4.6 Bn in 1H25 to SAR 8.3 Bn in 1H26, mainly supported by effective working
capital management. The Company’s capex increased from SAR 3.6 Bn in 1H25 to SAR 4.8 Bn in 1H26. STC
generated free cash flow of SAR 3.6 Bn in 1H26, compared to SAR 1.0 Bn in 1H25, owing to an increase in
operating activities partially offset by an increase in capex.

Target Price and Rating

We maintain our BUY rating on STC with a target price of SAR 50.0 per share. STC reported a 5.2% YOY decline
in net income in 2Q26, primarily driven by higher direct costs, lower other income, and zakat charges compared
to zakat reversals recorded in the prior-year period. Despite this, the Company’s revenue and EBITDA grew 3.7%
YOY and 3.9% YOY to SAR 20.2 Bn and 6.4 Bn, respectively during 2Q26. Operational momentum remained
healthy across STC's core markets. STC’s mobile subscribers in KSA rose 4.8% YOY to 30.3 Mn, while fixed
subscribers expanded 3.0% YOY to 6.1 Mn in 1H26, reflecting continued customer acquisition and deeper market
penetration. Additionally, the Company’s subscribers in Kuwait and Bahrain grew 5.0% YQOY and 2.0% YQOY to 2.3
Mn and 953.2K, respectively during 1H26. The Company continued to strengthen its digital infrastructure to
support rising data demand and long-term growth. During the period, STC expanded its 5G tower footprint to
12.12K sites, while fiber-connected households increased 5.2% YOY to 3.87 Mn. STC continued to strengthen its
strategic partnerships during the quarter, supporting infrastructure expansion, next-generation connectivity, and
long-term digital transformation initiatives. STC also partnered with ROSHN Group to develop a neutral fiber-
optic network for the upcoming phases of the Sedra community in Riyadh, enabling all telecom operators to
access shared infrastructure while strengthening STC's presence in large-scale residential developments. The
Company also progressed its collaboration with AST SpaceMobile to advance direct-to-device (D2D) satellite
connectivity, expanding the potential for seamless mobile coverage. In addition, the Company extended its MoU
with HUMAIN through its subsidiary, center3, providing additional time to complete the regulatory approvals and
operational requirements needed to establish the planned joint venture. STC reiterated its commitment to long-
term infrastructure and digital investments. The Company plans to invest up to USD 1.0 Bn in data center capacity
over the next five years, with deployment aligned to customer demand and utilization. Meanwhile, STC Bank
remains in its investment phase, with the Company expecting further capital injections over the next 3-5 years
to support customer acquisition and product expansion. The Company's financial position remains robust as of
2Q26. STC ended the quarter with a healthy cash balance of SAR 14.0 Bn, while maintaining a conservative Net
Debt/EBITDA ratio of 0.4x, consistent with its capital structure strategy following recent sukuk issuances to
support strategic investments. Free cash flow improved significantly to SAR 3.6 Bn in 1H26, compared to SAR
1.0 Bn in 1H25, reflecting stronger cash generation and disciplined working capital management. Moreover, STC
declared a 2Q26 dividend of SAR 0.55 per share and reaffirmed its quarterly dividend policy of SAR 0.55 per
share through 3Q27, with any special dividend remaining subject to annual review. The Company expects
profitability to improve further as its Group Efficiency Program continues to deliver cost savings and operational
efficiencies across the business. Thus, based on our analysis we maintain our BUY rating on the stock.
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STC - Relative valuation

(at CMP) 2021 2022 2023 2024 2025F 2026F
PE 19.23 17.87 16.36 8.81 5.20 15.19
PB 3.14 2.96 2.75 2.43 2.61 2.51

EV/EBITDA 9.45 8.30 9.72 8.65 9.11 8.51

BVPS 13.854 14.700 15.797 17.883 16.683 17.350
EPS 2.262 2.434 2.659 4.938 2.966 2.863
DPS 1.600 1.600 2.600! 3.750? 2.200 2.200
Dividend yield 3.7% 3.7% 6.0% 8.6% 5.1% 5.1%

FABS Estimates & Co Data, 'DPS for 2023 includes a special dividend of SAR 1 per share, 2DPS for 2024 consists of a special dividend of
SAR 2 per share

STC - P&L
SAR Mn 2Q25 1Q26 2Q26  2Q26F Var YOYCh QOQCh 2025 2026F YOY Ch
Sales 19,451 19,939 20,171 20,214  -0.2% 3.7% 1.2% 77,819 81,152 4.3%
Direct costs -9,891  -10,166 -10,306 -10,309  0.0% 4.2% 1.4%  -40,119 -41,225  2.8%
Gross profit 9,560 9,772 9,865 9,905 -0.4%  3.2% 0.9% 37,700 39,927 5.9%
Operating expenses -3,391 -3,216 -3,454 -3,578 -3.5% 1.8% 7.4%  -13,230 -13,715 3.7%
EBITDA 6,168 6,557 6,411 6,327 1.3% 3.9%  -2.2% 24,469 26,212 7.1%
D&A expenses -2,545  -2,579  -2,618  -2,655  -1.4% 2.9% 1.5%  -10,031 -10,544  5.1%
Operating profit 3,624 3,978 3,793 3,672 3.3% 4.7%  -4.7% 14,438 15,668 8.5%
Zakat 216 -152 -49 -316 NM NM NM 466 -1,270 NM

Profit attributable
FABS estimate & Co Data

STC - Margins

2Q25 1Q26 2Q26 YOY Ch QO0Q Ch 2025 2026F YOY Ch
Gross Profit 49.1% 49.0% 48.9% -24 -11 48.4% 49.2% 75
EBITDA 31.7% 32.9% 31.8% 7 -110 31.4% 32.3% 86
Operating Profit 18.6% 20.0% 18.8% 17 -115 18.6% 19.3% 75
Net Profit 19.7% 18.5% 18.0% -170 -58 19.1% 17.6% -141

FABS estimate & Co Data
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We use Discounted Free Cash flow (DCF) and Relative Valuation (RV) to value Saudi Telecom Company. We
have assigned 70% weight to DCF and 30% to RV.

Valuation Method Target Weight Weighted Value
DCF Method 49.67 70.0% 34.77
Relative Valuation (RV) 50.75 30.0% 15.23
Weighted Average Valuation (SAR) 50.00
Current market price (SAR) 43.40
Upside/Downside (%) +15.2%

1) DCF Method:

STC is valued using free cash flow to the firm. We have discounted the cash flow using the weighted average
cost of capital of 9.2%. It is arrived after using a cost of equity of 9.7% and after-tax cost of debt of 3.7%
with a debt-to-equity ratio of 10.4%. Cost of equity is calculated by using 10-year government bond yield of
5.5%, the beta of 1.00 and equity risk premium of 4.2%. Government bond yield is calculated after adding
the KSA 10-year CDS spread over 10-year US risk free rate. The pre-tax cost of debt of 4.1% has been
adjusted for the applicable tax rate, resulting in an after-tax cost of debt of 3.7%. Also, assumed a terminal
growth rate of 2.0%.

Sum of PV (SAR, Mn) 54,152

Terminal value (SAR, Mn) 164,975

:4\:1;:0 Common shareholders (SAR, 247,867

No. of share (Mn) 4,990

Current Market Price (SAR) 43.40

Fair Value per share (SAR) 49.67

DCF Method

(All Figures in SAR Mn) FY 2026E FY 2027E FY 2028E FY 2029E FY 2030E
NOPAT 15,198 16,840 17,804 18,620 19,174
Depreciation and Amortization 10,544 11,179 11,754 12,278 12,926
(-) CAPEX -13,734 -14,121 -14,549 -14,945 -15,319
Change in Net Working Capital 1,453 -1,259 779 366 329
Free Cash Flow to Equity (FCFF) 13,461 12,639 15,787 16,320 17,110
Discounting Factor 0.96 0.88 0.81 0.74 0.68
Discounted FCFF 6,493! 11,169 12,777 12,097 11,616

FABS estimate & Co Data, 'Adjusted for partial year
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2) Relative Valuation:
We have used local as well as international peers to value STC, and it is valued using the EV/EBITDA multiple.
It is valued at a 2026 EV/EBITDA multiple of 8.6x in line with peers.

Market EV/EBITDA (x) P/E (x)

Company

(USD Mn) 2026F 2027F 2026F 2027F
Etihad Etisalat Company (Mobily) 12,894 6.7 6.4 13.0 11.7
Thaicom 387 14.5 11.3 NM 57.5
Emirates Telecommunications Group Company 45,411 6.1 5.8 14.4 12.4
Telstra Group Ltd 39,824 8.6 8.3 24.7 231
Bharti Airtel 1,19,501 10.7 9.7 38.7 29.1
Average 9.3x 8.3x 22.7x 26.7x
Median 8.6x 8.3x 19.5x 23.1x
Max (Quartile 3) 10.7x 9.7x 28.2x 29.1x
Min (Quartile 1) 6.7x 6.4x 14.0x 12.4x

Source: FAB Securities
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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%

FAB Securities Contacts:

Research Analyst

Ahmad Banihani +971-2-6161629 Ahmad.Banihani@Bankfab.com
Shahrukh Nawaz +971-2 -6161612 Shahrukh.Nawaz@bankfab.com

Sales & Execution
Abu Dhabi Head Office

Trading Desk +971-2-6161700/1 Online Trading Link
+971-2-6161777
Institutional Desk +971-4-4245765
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 Securities Exchange and Dubai Financial Market. The
information, opinions and materials contained in this report 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 warranty, 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 level of volatility, which might result in loss. FABS
owns the intellectual property rights and any other material 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 invented, including photocopying and recording, or stored in any retrieval system without the prior consent 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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