
 

 

 

 

 

 

H1 2020: Revenue sustains uptrend but leverage concerns crystallise 

• Revenue growth of 12.5% y/y 

• H1 2020 EBITDA climbed 8.2% y/y despite pressure from devaluation 

• Profit before tax declined by 2.0% y/y, slowed by high Finance Costs 

• Net Income prints below forecast due to higher Effective Tax Rate and Finance Cost 

• MTNN to pay interim dividend of N3.50/s 

 

In its recently released H1 2020 result, MTNN reported a 12.5% y/y growth in Revenue to N638.1bn from N567.0bn in H1 2019. On a q/q basis, 
Revenue declined by 6.2% to N308.9bn in Q2 2020 from N329.2bn in Q1 2020. Across key Revenue lines, the Q1 2020 Revenue growth was driven 
by higher Data Revenue (+49.0% y/y to N154.0bn), Voice Revenue (+2.7% y/y to N368.6bn), Value Added Services (+33.5% y/y to N21.9bn) 
and Digital Revenue (+5.0% y/y to N17.8bn). On an annualised basis, reported Q1 Revenue missed our forecast by 1.5% due to slower Voice 
Revenue growth and a slump in SMS Revenue (-38.4% y/y to N4.3bn). The slump in SMS Revenue was due to the daily 10 free SMS promo granted 
to subscribers during the lockdown in April. Voice Revenue was affected by lower voice traffic due to reduced economic activity. On the other hand, 
Data Revenue beat our estimate, while Digital and Value Added Services Revenue continued to drive business growth. In addition, Mobile subscribers 
increased by 6.8m to 71.1m while Data subscribers increased by 3.8m to 29.0m. 

Total Operating Expenses climbed by 17.5% y/y to N311.0bn in H1 2020 from N264.6bn in H1 2019, driven by higher Direct Network Operating 
Costs (+ 23.7% y/y), Discounts & Commissions (+14.6% y/y), Accessories Cost (+68.7% y/y) and Employee Benefits Cost (+28.4% y/y). According 
to the company, the recently implemented naira devaluation impacted significantly on its dollar cost (particularly tower contract costs, which reflected 
in the Direct Network Operating Costs). In addition, the increase in VAT and adjustment of accounting treatment for VAT added to cost pressures. 
Despite the growth in Operating Expenses, EBITDA grew by 8.2% y/y to N327.1bn in H1 2020 from N302.4bn in H1 2019. However, EBITDA margin 
was pressured lower, down 2.1ppts y/y to 51.3% in H1 2020. The company’s Depreciation and Amortisation charge increased by 8.5% y/y to 
N122.5bn in H1 2020, but Operating Profit still grew by a modest 8.0% y/y to N204.5bn. 

MTNN recorded a 38.2% y/y jump in Net Finance Costs to N65.0bn in H1 2020 from N47.0bn in H1 2019. This was driven by weaker Finance 
Income (down 27.7% y/y to N7.6bn) and a significant rise in Finance Cost (up 26.2% y/y to N72.6bn). The growth in Finance Cost was driven by  the 
combination of higher Interest Expense on borrowings (+61.1% y/y) and Foreign Exchange loss (+632.8% y/y). The spike in Interest Expense on 
borrowings arose in turn from two factors: (i) devaluation which impacted the company’s interest payments on its FCY loans, and (ii) increase in short-
term loans due to the commercial paper (CP) issuance. Against this backdrop, Pre-tax Profits declined by 2.0% y/y to N139.6bn in H1 2020 from 
N142.4bn in H1 2019. An increase in Effective Tax Rate (H1 2020 – 32.0% vs. H1 2019 – 30.1%) placed further strain on Net Income, which declined 
by 4.7% y/y to N94.8bn in H1 2020 from N99.5bn in H1 2019. Earnings per Share printed at N4.66/s for H1 2020 as against N4.89/s in H1 
2019. Annualised H1 2020 EPS of N9.32/s prints below our forecast of N11.12/s for 2020e due to higher than expected Interest Expense and 
Effective Tax Rate.  
 

MTNN announced payment of an interim dividend of N3.50/s to shareholders, implying an annualised dividend yield of 5.9% to Friday’s closing 
price of N119.0/s. 
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Outlook: Higher leverage dents outlook 

We cut our Revenue forecast to N1.3tn, reflecting the slower than trend growth recorded in Q2 2020 due to the free SMS promo and lower Voice Revenue. 
However, we expect Voice Revenue to recover in Q3 and Q4 with the return of economic activity. In addition, we expect SMS Revenue to normalize with the 
end of the free SMS promo in Q2. Furthermore, Data, Digital and Value Added Services are expected to remain strong drivers of Revenue growth.     

In our last note, we stated that devaluation and increasing leverage remained a significant risk to profit lines. In Q2 2020, these risks have crystallised, 
as evident in the spike in Operating Costs and Finance Costs. As a result, we model a higher Opex/Sales ratio at 48.9%, as against 47.2% previously. 
This implies a 16.4% y/y increase in Total Operating Costs to N628.2bn for FY 2020e. That said, we forecast a modest EBITDA growth of 4.2% to 
N656.5bn, while EBITDA margin is expected to be pressured lower to 51.1%. With respect to Finance Cost, we adjusted our model to reflect the new 
CP issuance in June as well as the increase in naira cost to finance FCY loans. This raises our Finance Cost  by 17.0% to N145.7bn. We also raise our 
Effective Tax Rate by 2.0ppts, which we expect to strain Net Income further. We lower our Net Income forecast to N190.3bn for FY 2020e from 
N226.3bn previously. Our new Net Income forecast implies a 5.8% y/y decline from FY 2019 Net Income.  

We lowered our target price to N173.25/s from N177.11/s previously, reflecting the downward adjustments made to our profit forecasts for FY 
2020e. Nevertheless, MTNN has strong fundemantals among its peers with respect to EBITDA margin, Revenue growth, Net Income growth and ROE. 
Despite this, MTNN trades at a 28.6% discount to our peer average TTM PE multiple of 15.8x. Our target price of N173.25/s implies an upside 
potential of 45.6% to Friday’s closing price of N119.0/s. Thus, we maintain our BUY recommendation on the stock.  
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Nm Q1 2020 Q1 2019 y/y Q1 2020 Q4 2019 q/q 

EBITDA 

Operating Profit 

Net Finance Income/(Cost) 

Profit before Tax 

Profit for the Period 

Profit for the period attributable to: 

  

Other Key Inputs Q1 2020 Q1 2019 y/y Q1 2020 Q4 2019 q/q 

Margins Q1 2020 Q1 2019 y/y Q1 2020 Q4 2019 q/q 



 

  

 

Income Statement 2017 2018 2019 2020E 2021E 2022E 2023E 2024E 

EBITDA 

Operating Profit 

EBIT 

PBT  

Net Profits 

Balance Sheet 2017 2018 2019 2020E 2021E 2022E 2023E 2024E 

Non-Current Assets 

Current Assets 

Total Assets 

LIABILITIES 

Current Liabilities 

Non-Current Liabilities 

Total Liabilities 

Shareholders' Funds 

Total equity and liabilities 

         

Cash Flow 2017 2018 2019 2020E 2021E 2022E 2023E 2024E
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