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MTN Nigeria Communications
Q2 22 earnings strong despite revenue weakness, BUY maintained

Stock Rating: BUY

Price Target: N274.41

Price (29-Jul-2022): N200.10
Potential Upside / Downside: +37.1%
Tickers: MTNN NL/MTNN.LG

MTN Nigeria Communications (MTNN) released its H1 22 unaudited results after the close of trading on Friday (29 July). The group
reported Q2 22 EPS of N4.16 (+24.2% y/y), culminating in H1 22 EPS of N8.92 (+28.0%). An interim dividend of N5.60/s (+23.1% y/y)
was proposed (below our estimate), implying an interim dividend yield of 2.8% on the last closing price.

The achieved EPS, when annualised, is in line with consensus forecast for FY 22 but by 4.9%, owing to a negative surprise on the Net
interest line.

Although earnings were in line with the market’s expectation, we expect investor reaction to be buoyed by the increased dividend. Year-
to-date, the stock is up 1.6%.

Chart 1: MTN Nigeria Communications H1 2022 results

Income Statement (Naira millions) H12021 H12022 yly Q221 Q122 Q222 y/y a/q
Revenue 791,263 950,086 20.1% 405,945 470,984 479,102 18.0% 17%
Expenses (374,050) (440,769) 17.8% (193,282)  (213,836)  (226,933) 17.4% 6.1%
EBITDA 417,213 509,317 22.1% 212,663 257,148 252,169 18.6% -1.9%
D&A (143,504) (157,005) 9.4% (72,061) (77,822) (79,183) 9.9% 1.7%
EBIT 273,709 352,312 28.7% 140,602 179,326 172,986 23.0% -35%
Net Interest (58,593) (83,677) 42.8% (28,475) (35,738) (47,939) 68.4% 34.1%
PBT 215,116 268,635 24.9% 112,127 143,588 125,047 11.5% -12.9%
Tax (73,289) (87,006) 18.7% (44,048) (46,768) (40,238) -8.6% -14.0%
Net Income 141,827 181,629 28.1% 68,079 96,820 84,809 24.6% -124%
EPS (N) 6.97 8.92 28.0% 3.35 476 416 24.2% -12.6%
DPS (interim, naira) 455 5.60 231%

Ratios H12021 H12022 y/y Q221 Q122 Q222 y/y q/q
EBITDA Margin 52.7% 53.6% 88bps 52.4% 54.6% 52.6% 25bps -196bps
EBIT Margin 34.6% 37.1% 249bps 34.6% 38.1% 36.1% 147bps -197bps
Tax Rate 34.1% 32.4% -168bps 39.3% 32.6% 32.2% -711bps -39bps
Net Profit Margin 17.9% 19.1% 119bps 16.8% 20.6% 17.7% 93bps -286bps
ROAE 149.9% 135.9% -1,396bps

ROAA 13.7% 15.2% 145bps

Net debt/Equity (x) 5.19 459

Net debt/EBITDA (x) 124 121

Operating KPls H12021 H12022 y/y Q221 Q122 Q222 y/y q/q
ARPU (Naira) 1814 2,221 22.4% 1,928 2,264 2,213 14.8% -2.2%
Mobile subscribers (000s) 68,900 74,100 7.5% 68,900 70,200 74,100 7.5% 5.6%
Active data users (000s) 32,500 36,800 13.2% 32,500 35,900 36,800 13.2% 2.5%
Active fintech subscribers (000s) 6,100 11,500 88.5% 6,100 10,700 11,500 88.5% 7.5%

Source: Company data, Coronation Research

Revenue growth slowed to five-quarter low

Service revenue grew by double-digits for the eighth successive quarter in Q2 22. However, like AIRTELAFRI’s (SELL, TP: N1,051.07)
performance last quarter, the pace of growth slowed to 18.0% y/y, a five-quarter low. Sequentially, revenue grew by just 1.7% q/q, the
least since the start of the pandemic (Q2 20: -6.2% qg/q). The revenue weakness was due to the restriction of outgoing calls for c.19m
subscribers (when initially implemented) at the start of April, in line with the regulators directive. As a result, voice revenue (-2.9% y/y)
declined for the first time since Q2-20.

Nonetheless, overall growth was driven by mainly data revenue (+50.6% y/y). Growth in data, which contributed 38.6% (Q2 21: 30.3%)
to revenue, was delivered through a combination of increased active data subscribers (Q2 net additions: +0.9  million), increased
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usage (average MB per user rose by 61.8%) and traffic (+79.3% y/y), all supported by increased network capacity and 4G penetration.
Notably, 4G population coverage increased to 77.9%, up from 71.7% in Q1 22.

Rising costs dampen EBITDA margin expansion

During the quarter, total expenses grew by 17.6% y/y, owing to the continued effects of Naira depreciation on lease rental costs,
accelerated site rollout, and rising energy costs. We also note that the surge in Maintenance costs (+26.4% y/y) and the new Information
technology development levy (N1.31bn) contributed substantially to cost growth. According to management, the escalation of diesel
prices in Nigeria contributed to the 10.1% increase in direct network operating costs with a 0.3ppt EBITDA margin impact.

However, due to the larger growth in Revenue, EBITDA (+18.6% y/y) grew, with the EBITDA margin printing 52.6% (vs 52.4% in Q2 21
and 54.6% in Q1 22).

Seven successive quarters of double-digit earnings growth

Net finance costs (+68.4% y/y) rose in Q2 22, following increased interest expense on borrowings - the group raised N127.0bn through
a commercial paper issuance in April 2022. Overall, Q2 PBT grew 11.5% y/y, and PAT grew 24.6% y/y. Notably, the group’s PAT has
grown by strong double-digits for seven successive quarters. The effective tax for the quarter was 32.2%, compared with 39.3% in Q2
21and 32.6%in Q1 22.

Conclusion

Despite the revenue weakness, MTNN’s operational performance in Q2 22 was in line with our expectations. According to management,
there has been a steady recovery in voice revenue since April 2022 as more customers were reactivated following NIN verification.
Thus, we expect a pickup in revenue growth in Q3 22. Management expects EBITDA margin for FY22 to be slightly lower than the
medium-term target 53%-55% (Coronation Research forecast: 53.2% in FY 22) due to the impact of the NIN-SIM linkage directive and
amore aggressive rollout on the Payment Service Bank (PSB) than originally planned.

Nevertheless, we maintain our BUY recommendation on the stock. On our estimates, the stock is trading on 2022F P/E and EV/EBITDA
multiples of 10.7x and 4.8x, a discount to emerging market peer multiples of13.3x and 6.1x.

Management call today, 1 Aug 2022, at 3.00 pm Nigerian time. Click here to register.

Analyst:
Ope Ani, Senior Analyst
oani@coronationam.com
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Disclaimer & Disclosure

The analyst(s) and/or Head of Research has (have) produced this report independently of the company or companies, and independently
of the issuer of security or securities, covered in this report, and (has) have done so using publicly-available information. Information used
in the preparation of this report is believed to be accurate at the time of going to press, though not verified independently. No liability is
accepted for errors nor omissions of fact, nor is any warranty given for the reasonableness, accuracy or completeness of the information
presented. Market information may have been gathered from different sources, including official and government sources, and processed
in arriving at the opinion(s) expressed in this report.

This report is intended as background information for clients of Coronation Asset Management Ltd, and clients of its subsidiaries and
affiliates, and is not to be read as a solicitation, approval or advice to buy or sell securities.

Neither Coronation Asset Management Ltd, its directors, employees and contractors, nor its subsidiaries and affiliates, nor the directors,
employees and contractors of its subsidiaries and affiliates, accept(s) responsibility for losses or opportunity costs, whether direct or
consequential, that may be incurred as a result of trading, or not trading, in securities covered in this report, or other securities, as a result
of any decision taken after reading this report. Clients of Coronation Asset Management Ltd, and of its subsidiaries and affiliates, who read
this report, should not rely on it for the purposes of making investment decisions and should make their own evaluation of: the potential
performance of securities; the risks involved in buying or selling securities; the volatility and liquidity of securities; and of other factors such
as interest rates, exchange rates, exchange rate liquidity, trading costs, settlement and custody. Clients of Coronation Asset Management
Ltd, and of its subsidiaries and affiliates, who read this report, should assess their own investment objectives and financial capacities when
taking investment decisions and should consult a relevant financial adviser in these respects.

This report is intended for the clients of Coronation Asset Management Ltd, and of its subsidiaries and affiliates. Copying and reproduction
of this report, and onward forwarding, is only allowed with the specific permission of Coronation Asset Management Ltd, its subsidiaries
and affiliates. Receipt of this report does not qualify you as a client of Coronation Asset Management Ltd, its subsidiaries and affiliates. If
you are in unauthorised receipt of this report you are requested to notify Coronation Asset Management Ltd, or one of its subsidiaries or
affiliates, and to return or delete the report.

This report is intended for corporate and institutional clients of Coronation Asset Management Ltd, and of its subsidiaries and affiliates,
where those clients are regulated and professional investment customers and market counterparties. This report is not intended for
individual investors.

This report is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use
would be contrary to law or regulations.

Coronation Research is a department within Coronation Asset Management Ltd which supplies research services to Coronation Asset
Management Ltd, and is ring-fenced with regard to the activities of Coronation Asset Management Ltd. The Head of Research, contractors
and employees of Coronation Research do not receive any non-public information regarding the investments or investment objectives of
Coronation Asset Management Ltd and do not take part in its internal meetings.

Coronation Asset Management Ltd and its subsidiaries are incorporated under the laws of the Federal Government of Nigeria and are
licensed by the Central Bank of Nigeria and by the Securities and Exchange Commission of Nigeria.

Your attentionis brought to the fact that the analyst(s), and/or Head of Research, mentioned at the beginning of this report is (are) employed
by Coronation Asset Management Ltd in the Federal Republic of Nigeria, and while subject to the laws of the Federal Republic of Nigeria is
(are) not subject, as author(s) of this report, to the laws of other countries, notably the United States of America (‘US'), the member states
of the European Union ('EU'"), or the United Kingdom ('UK', during and after its membership of the EU) as these laws may affect the
production, publication and distribution of this report.
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Your attention is brought to the fact that the analyst(s), and/or Head of Research, mentioned at the beginning of this report, is (are)
not registered or qualified as research analysts with the Financial Industry Regulatory Authority in the US, nor registered with the
Financial Conduct Authority of the United Kingdom. No liability for compliance with those laws, with respect to this report, is
accepted by Coronation Asset Management Ltd, its directors, staff and contractors, or those of its subsidiaries and affiliates.

Where this report is distributed to clients and potential clients of Coronation Asset Management Ltd, and of its clients and affiliates,
in the European Union ('EU"), including the United Kingdom ('UK'"), during and after its membership of the EU, this report is either:
a) distributed by virtue of a contract between Coronation Asset Management Ltd, its subsidiaries and affiliates, and the client for
research services, or: b) distributed as a free sample, for a given period of time, pursuant to a future contract for the sale of research
services.

The opinions expressed in this report concerning the company(ies) and securities covered, accurately represent the personal views
of the analyst(s) and Head of Research whose names are given at the beginning of the report. No part of the compensation of the
analyst(s) and Head of Research mentioned at the beginning of this report is, or will be, related to the views or recommendations(s)
givenin this report.

Conflicts of Interest

The compensation of the analyst(s), and/or Head of Research, mentioned at the beginning of this report is not linked to the
recommendations, forecasts, estimates or opinions expressed in this report, nor to commissions or spreads or other gains generated
in trading securities, whether covered in this report or not.

This report is produced by the Research Department of Coronation Asset Management Ltd and may be used, after its publication,
by other departments of Coronation Asset Management Ltd for advisory or trading purposes, or otherwise for the assessment of
companies and securities. However, it is the policy of Coronation Asset Management Ltd that no department influences the opinions,
estimates, forecasts or recommendations of the Research Department, nor is privy to the contents or recommendations of the
Research Department's reports and recommendations ahead of their publication. It is also the policy of Coronation Asset
Management Ltd that members of the Research Department are not privy to knowledge of advisory mandates, or other fiduciary
relationships, engaged in by other departments. Coronation Asset Management Ltd, its directors, contractors and staff, and its
subsidiaries and affiliates and their directors, contractors and staff, and connected parties, may have positions in the securities
covered by this report, and may have advisory and/or other fiduciary relationships with companies covered in this report. As such,
this report should not be considered free from bias.

Disclosures for companies cited in report

The table below outlines currently known conflicts of interest that may unknowingly bias or affect the objectivity of the analyst(s)
with respect to an issuer that is the subject matter of this report. Disclosure(s) apply to Coronation Asset Management or any of its
direct or indirect subsidiaries or affiliates with respect to any issuer or the issuer's securities.

A) The analyst(s) responsible for the preparation and content of this report (as shown on the front page of this report) holds
personal positions, directly or indirectly, in securities of the company(s) to which this report relates.

B) The analyst(s) responsible for this report as indicated on the front page is a board member, officer or director of the
Company(ies)

C) Coronation Asset Management or its affiliates have recently been the beneficial owners of 1% or more of the securities
mentioned in this report.

D) CoronationAsset Management or its affiliates have managed or co-managed a public offering of the securities mentioned in the
report in the past 12 months.

E) Coronation Asset Management or its affiliates have received compensation for investment banking services from the issuer of
these securities in the past 12 months.
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F) Coronation Asset Management or its affiliates expects to receive compensation for investment banking services from the issuer
of these securities within the next three months.

G) Thecompany (s) covered in this report is a client of Coronation Asset Management or its affiliates.

H) Coronation Asset Management has other financial or other material interest in the Company

Security Name Available Disclosure
Zenith Bank

Guaranty Trust Bank

Access Bank D,E,F,G

FBNH Holdings E,F,G

United Bank for Africa

Stanbic IBTC Holdings

Coronation Research's equity research rating system

Coronation Research's Investment ratings are a function of the research analyst's expectation of a stock's performance relative to relevant
indices or peers. The benchmark used in deciding our stock rating is the trailing three-year average yield of the 12-month T-Bill plus one
standard deviation rounded to the nearest percent.

Coronation Asset Management uses the following rating system:

The analyst considers the stock undervalued and expects the stock to outperform the
Buy: Benchmark over the next 12 months or the stated investment horizon.

The analyst considers the stock to be fairly valued and expects the stock to performin line
Hold: with the Benchmark over the next 12 months or the stated investment horizon.

The analyst considers the stock overvalued and expects the stock to underperform the
Sell: Benchmark over the next 12 months or the stated investment horizon.

Where the company covered has a significant material event with further information
pending or to be announced, it may be neces- sary to temporarily place the investment
rating Under review. This does not revise the previously published rating but indicates
Under Review (UR):

that the analyst is actively reviewing the investment rating or waiting for additional
information to re-evaluate the expectation of the company's performance.

This applies when the stock is either not covered by Coronation Research or the rating
and price target has been suspended temporarily to comply with applicable regulations
and/or firm policies in certain circumstances including when Coronation Asset
Not Rated: Management is acting in an advisory capacity in a merger or strategic transaction
involving the company or due to factors which limits the analysts' ability to provide

forecasts for the company in question.

Price targets reflect the analyst's estimates for the company's earnings. The achievement
. of any price target may be impeded by general market and macroeconomic trends, and by
Price Targets: ) . \

other risks related to the company or the market and may not occur if the company's

earnings fall short of estimates.

In cases where issuing of research is restricted due to legal, regulatory or contractual obligations, publishing investment ratings will
be restricted. Previously published investment ratings should not be relied upon as they may no longer reflect the analysts' current
expectations of total return. While restricted, the analyst may not always be able to keep you informed of events or provide
background information relating to the issuer.
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If the investment rating on a stock has not been reviewed for a period of one year, coverage of the stock will be discontinued by
Coronation Research. Investment decisions should be based upon personal investment objectives and should be made only after
evaluating the security's expected performance and risk. Coronation Research reserves the right to update or amend its investment

ratings in any way and at any time it determines.

Ratings and Price Target History

Target

Date Recommendation Date Recommendation Date Recommendation . .
price, Naira/s

Zenith 08-May-19 Buy 08-Jan-20 Buy 15-Jun-21 Buy 30.86

GT Holdco 08-May-19 Hold 08-Jan-20 Buy 15-Jun-21 Buy 36.63

Access 08-May-19 Buy 08-Jan-20 Buy 15-Jun-21 Buy 12.88

FBNH 08-May-19 Buy 08-Jan-20 Buy 15-Jun-21 Sell 7.80

UBA 08-May-19 Buy 08-Jan-20 Buy 15-Jun-21 Buy 9195

Stanbic IBTC 08-May-19 Buy 08-Jan-20 Buy 15-Jun-21 Buy 51.72

Coronation Research Investment Rating Distribution

Buy 66.7%
Sell 33.3%
Hold 0%

Under Review

0%

By accepting this document, you agree to be bound by all the preceding provisions. The information contained in this document is
confidential and is solely for use of those persons to whom it is addressed and may not be reproduced, further distributed to any
other person or published, in whole or in part, for any purpose without the written consent of Coronation Asset Management.

© Coronation Asset Management 202 1. All rights reserved

Coronation Asset Management,

10 Amodu Ojikutu Street,

PO Box 74853, Victoria Island

Lagos, Nigeria.
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