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Data Gains Drive Revenue Growth

In H1:2024, MTN Nigeria Communications Plc (MTNN) achieved impressive revenue growth, +32.83% YoY to
NGNNGN1.54trn (up from NGN1.16trn in H1:2023). This growth can be tied to expansions across all revenue
streams—voice (+12.39% YoY), data (+54.75% YoY), fintech (+11.03% YoY), and digital services (+98.85% YoY). Unlike
previous periods, the data segment emerged as the top revenue driver (accounting for 47.26% of total revenue vs.
40.56% in H1:2023), fueled by an 11.22% rise in active data subscribers (to 45.60mn from 41.00mn in H1:2023),
greater data usage (+30.50% YoY), higher smartphone adoption, and broader 4G and 5G network coverage. As such,
voice revenue became the second-largest contributor (41.09% vs. 48.56% in H1:2023) due to slower subscriber
growth (+2.98% YoY to 79.4mn). Despite the challenges posed by the NIN-based KYC directive, which impacted
around a million active wallets and affected the fintech segment's performance in Q1:2024, the segment rebounded
strongly in Q2:2024, achieving 22.20% YoY growth, supported by an increase in active wallet users and greater
adoption of MoMo services. Notably, active MoMo wallets surged by 36.39% to 5.50mn (up from 3.10mn in
H1:2023).

A key downside to revenue performance during the period was the NCC — SIM directive, which resulted in the barring
of approximately 8.60mn subscribers.

Going forward, we remain optimistic about the company’s top-line performance in the second half of the year.
This outlook is based on expectations of continued growth in data revenue, driven by efforts to expand data traffic,
enhance network coverage, and boost the adoption and usage of 4G and 5G networks. Additionally, we anticipate
the company’s ongoing focus on expanding financial services access through increased MoMo adoption and a
growing active user base to further accelerate fintech growth. The ongoing engagement with telco regulators to
increase communication tariffs would also increase the revenue base going forward if successful. As a result, we
project the group to close the year with a revenue of NGN3.18trn.

Soaring Costs Dampen MTNN’s Earnings Despite Revenue Growth

In H1:2024, MTNN'’s operating expenses increased by 67.35% YoY, outpacing revenue growth due to ongoing
inflationary pressures, rising energy costs, and the Naira's depreciation. Direct network operating costs surged by
111.87% YoY, driven by higher BTS leases (+124.86% YoY) and network maintenance expenses (+108.99% YoY). Other
operating expenses also rose sharply, up 103.28% YoY, largely due to significant hikes in software maintenance
(+304.83% YoY) and professional fees (+122.18% YoY). As a result, EBITDA dropped by 10.86% YoY to NGN547.69bn
from NGN614.45bn in H1:2023, with the EBITDA margin contracting to 35.58% (from 53.03% in H1:2023).
Furthermore, MTNN'’s finance costs spiked by 79.14% YoY to NGN183.09bn (from NGN102.20bn in H1:2023), driven
by higher interest expenses on leases (+83.66% YoY), borrowings (+28.98% YoY), and other finance charges (+905.15%
YoY). While the Naira's depreciation led to an NGN87.30bn foreign exchange gain on foreign-denominated assets—
trade receivables (+260.23% YoY) and current investments (+437.24% YoY)—the impact on foreign-denominated
liabilities was far greater. The company recorded NGN974.98bn in foreign exchange losses, mainly from leases
(+124.86% YoY), borrowings (+118.59% YoY), and trade payables (+117.43% YoY). Consequently, the company ended
the period with a loss-before-tax and loss-after-tax of NGN751.29bn and NGN519.06bn, compared to NGN119.43bn
and NGN85.59bn in H1:2023, with net margin deteriorating to 33.72% from 7.39% in H1:2023.

Looking ahead, we expect MTNN’s operating costs to remain elevated in the short term, driven by persistent
inflationary pressures and the Naira depreciation. However, we anticipate some relief in direct network operating
costs due to the company's successful renegotiation of its tower lease contracts, a major source of FX exposure.
Additionally, the company’s plan to significantly reduce its debt could lead to lower finance costs in the near-to-
mid term, improving its profitability outlook.

Cashflow Position Remains Positive Despite Negative Equity and Accumulated Loss

As a result of the accumulated losses, MTNN's equity position remained negative at NGN577.70bn (compared to
NGN40.84bn in 2023FY). However, the company’s total borrowings decreased by 19.68% YtD to NGN945.45bn as of
H1:2023 (from NGN1.18trn in 2023FY), largely due to a 44.22%YtD reduction in current borrowings. Conversely, lease
liabilities rose by 46.71% YtD to NGN1.47trn (from NGN1.00trn in 2023FY), driven by increases in both current and
non-current lease balances. Notably, foreign exchange losses accounted for approximately 34.02% of borrowings
and 29.43% of lease balances. Additionally, with a 13.21% YtD rise in current liabilities, liquidity ratios deteriorated,
with the current ratio falling to 0.36x (from 0.51x in 2023FY) and the cash ratio dropping to 0.09x (from 0.18x in
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2023FY), indicating potential challenges in meeting short-term obligations. However, since only around 41.45% of
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the net foreign exchange loss was realised, MTNN maintained a positive operating cash flow of NGN533.28bn (vs.

NGN514.42bn in H1:2023). This contributed to improvements in cash flow ratios, with cash flow-to-capex and cash

flow-to-debt ratios increasing to 2.87x and 0.56x, respectively, from 2.29x and 0.44x in H1:2023. Earnings quality

remained negative at 1.03x owing to the company’s loss position for the period.

Recommendation

We forecast a 2024FY EBITDA per share of 52.66 and applied a Target EV/EBITDA ratio of 4.46x to arrive
at our target price of NGN234.86. This represents an upside potential of 22.20% from its current price.

We therefore recommend a BUY on the ticker.

Chart 1: Sensitivity Analysis

| Sensitivity Analysis of December 2024 Target Price to key input models Min 206.55
EBITDA Per Share Max 263.67

44.30 52.16 52.41 52.66 52.91 53.16

3.96x 206.55 207.54 208.53 209.52 210.51

4.21x 219.59 220.65 221.70 222.75 223.80

Target EV/EBITDA  4.46x | 232.63 233.75 235.98 237.09

4.71x 245.67 246.85 248.03 249.21 250.38

4.96x 258.71 259.95 261.19 262.43 263.67
Financial Highlights and Forecasts (NGN billion)
Profit & Loss Account 2022FY 2023FY 2024F 2025F 2026F 2027F 2028F
Revenue 2012.27 2468.85 3,182.90 4,085.23 5,161.06 6,174.50 7,224.25
Operating Expense 941.91 1266.32 2,077.27 2,252.70 2,806.34 3,449.10 4,081.35
EBITDA 1070.37 1202.53 1,105.63 1,832.53 2,354.71 2,725.41 3,142.90
Operating Profit 734.16 773.66 668.85 1,334.69 1,779.42 2,074.13 2,417.36
Finance Cost 147.29 236.93 317.86 360.72 384.51 383.10 392.77
Exchange Rate 81.82 740.43 712.00 157.32 84.86 90.11 63.28
PBT 518.82 -177.89 -309.53 862.23 1,375.05 1,683.09 2,050.57
Tax -170.10 40.87 71.11 280.23 446.89 547.00 666.43
PAT 348.73 -137.02 -238.42 582.01 928.16 1,136.08 1,384.13
Balance Sheet 2022FY 2023FY 2024F 2025F 2026F 2027F 2028F
Property, Plant and Equipment 928.36 1,095.11 1,140.21 1,287.51 1,461.96 1,662.17 1,869.08
Total Debt 1,352.75 2,197.49 2,383.53 2,621.95 2,828.79 3,003.83 3,189.39
Total Assets 2,539.37 3,188.83 3,765.30 4,590.21 5,314.24 6,200.96 7,200.89
Total Equity 262.54 -40.84 -282.45 183.22 368.92 596.21 873.12
Total Current Liabilities 1,173.17 1,900.41 2,373.69 2,757.30 2,944.15 3,468.25 4,061.98
Non-Current Liabilities 1,103.66 1,329.26 1,674.07 1,649.69 2,001.17 2,136.50 2,265.79
Total Liabilities 2,276.83 3,229.67 4,047.76 4,406.99 4,945.32 5,604.74 6,327.77
Financial Ratios 2022FY 2023FY 2024F 2025F 2026F 2027F 2028F
EBITDA Margin 53.19% 48.71% 34.74% 44.86% 45.62% 44.14% 43.50%
Operating Margin 36.48% 31.34% 21.01% 32.67% 34.48% 33.59% 33.46%
Net Margin 17.33% -5.55% -7.49% 14.25% 17.98% 18.40% 19.16%
Return on Asset 14.52% -4.78% -6.86% 13.93% 18.74% 19.73% 20.66%
Return on Equity 133.56% 301.78% 83.98% 320.18% 252.58% 191.01% 158.79%
Asset Turnover 0.79x 0.77x 0.85x 0.89x 0.97x 1.00x 1.00x
Financial Leverage 9.73x -70.23x -13.26x 25.25x 14.46x 10.43x 8.26x
Current Ratio 0.65x 0.51x 0.53x 0.66x 0.74x 0.78x 0.81x
Quick Ratio 0.65x 0.51x 0.53x 0.66x 0.74x 0.77x 0.80x
Cash Ratio 0.30x 0.18x 0.21x 0.32x 0.35x 0.37x 0.40x
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Analyst’s Certification and Disclaimer

This research report has been prepared by the research analyst(s), whose name(s) appear(s) on the cover of this report. Each
research analyst hereby certifies, with respect to each security or issuer covers in this research that:

(1) all of the views expressed in this report accurately reflect his or her personal views about any and all of the subject securities
or issuers (the Issuer); and

(2) no part of any of the research analyst’s compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst(s) in this report. Research analysts’ compensation is determined
based upon activities and services intended to benefit the investor clients of Meristem Securities Limited (the Firm). Like all
of the Firm’s employees, research analysts receive compensation that is impacted by overall Firm profitability, which includes
revenues from other business units within the Firm.

(3) each research analyst and/or persons connected with any research analyst may have interacted with sales and trading
personnel, or similar, for the purpose of gathering, synthesizing and interpreting non-material non-public or material public
market information.

As at the date of this report, any ratings, forecasts, estimates, opinions or views herein constitute a judgment, and are not
connected to research analysts’ compensations. In the case of non-currency of the date of this report, the views and contents
may not reflect the research analysts’ current thinking. This document has been produced independently of the Issuer. While
all reasonable care has been taken to ensure that the facts stated herein are accurate and that the ratings, forecasts, estimates,
opinions and views contained herein are fair and reasonable, neither the research analysts, the Issuer, nor any of its directors,
officers or employees, shall be in any way responsible for the contents hereof, and no reliance should be placed on the accuracy,
fairness or completeness of the information contained in this document. No person accepts any liability whatsoever for any loss
howsoever arising from any use of this document or its contents or otherwise arising in connection therewith.

Analysts’ Compensation: The equity research analysts responsible for the preparation of this report receive compensation
based upon various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall
firm revenues, which include revenues from, among other business units, Investment Banking.

Investment Ratings

Fair Value Estimate

We estimate stock’s fair value by computing a weighted average of projected prices derived from discounted cash flow and
relative valuation methodologies. The choice of relative valuation methodology (ies) usually depends on the firm’s peculiar
business model and what in the opinion of our analyst is considered as a key driver of the stock’s value from a firm specific as
well as an industry perspective. However, we attach the most weight to discounted cash flow valuation methodology.

Target Price Estimate

While we believe that the fair value is underpinned by the future benefits stream and growth outlooks, which are primary drivers
of value, the market might not align to the fair value estimate within the estimated investment horizon. Thus, we do not derive
our target price from the fair value but from a trading perspective using the year projected earnings or book value and the
respective target multiples. Notwithstanding, we are of the opinion that the variance between the two should not be too
significant.

Ratings Specification

BUY: Target Price of the stock is above the current market price by at least 10 percent
HOLD: Target Price of the stock ranges between -10 percent and 10 percent from the current market price.
SELL: Target Price of the stock is more than 10 percent below the current market price.
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Definitions

Price Targets: Price targets reflect in part 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 other risks related to the company or market and
may not occur if the company’s earnings fall short of estimates.

Asset allocation: The recommended weighting for equities, cash and fixed income instrument is based on a number of metrics
and does not relate to a particular size change in one variable.

Movements in Price Target

Company Name: MTN Nigeria Communications Plc

Previous Target New Target Previous New
Date Price (N) Price(N) Price (N) Recommendation Recommendation
13-Sept-2024 192.2 266.60 234.86 HOLD BUY
15-Mar-2024 267.80 309.33 266.60 BUY HOLD

Company disclosures

Meristem or the analyst(s) responsible for the coverage may have financial or beneficial interest in securities or related
investments discussed in this report, which could, unintentionally, affect the objectivity of this report. Material interests, which
Meristem or the analyst(s) have with companies or in securities discussed in this report, are disclosed below:

Company Disclosure

MTN Nigeria Communications Plc

The analyst(s) hold(s) personal positions (directly or indirectly) in a class of the common equity securities of the company.

The analyst responsible for this report, as indicated on the front page, is a board member, officer or director of the company

Meristem beneficially owns 1% or more of the equity securities of the company

Meristem has been the lead manager or co-lead manager of any publicly disclosed offer of securities of the company over

the past 12 months.

Meristem beneficially holds a major interest in the debt of the company

Meristem has received compensation for investment banking activities from the company within the last 12 months

g. Meristem intends to seek, or anticipates receipt of compensation for investment banking services from the company in the
next 3 months

h. The content of this research report has been communicated with the company, following which this research has been

materially amended before its distribution

The company is a client of the stock broking division of the Meristem group.

The company is a client of the investment banking division of the Meristem group.

Meristem is the registrar to the company.

I.  The company owns more than 5% of the issued share capital of Meristem

m. Meristem has other financial or other material interest in the company.
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Conflict of Interest

It is the policy of Meristem Securities Limited and its subsidiaries and affiliates (Individually and collectively referred to as
“Meristem”) that research analysts may not be involved in activities that suggest that they are representing the interests of
Meristem in a way likely to appear to be inconsistent with providing independent investment research. In addition, research
analysts’ reporting lines are structured so as to avoid any conflict of interests.

For example, research analysts are not subject to the supervision or control of anyone in Meristem’s Investment Banking or
Sales and trading departments. However, such sales and trading departments may trade, as principal, on the basis of the research
analysts’ published research. Therefore, the proprietary interests of those Sales and Trading departments may conflict with
your interests.

Important Disclosure

For U.S. persons only: This research report is a product of Meristem Securities, which is the employer of the research analysts
who has prepared the research report. The research analysts preparing the research report are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analysts are not subject to
supervision by a U.S. broker-dealer, and are not required to satisfy the regulatory licensing requirements of FINRA or required
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company,
public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Mersitem Securities only to "Major Institutional Investors" as defined by Rule 15a-
6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and
Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be
copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

Legal entity disclosures

Meristem Securities Limited is a member of The Nigerian Stock Exchange and is authorized and regulated by the Securities
and Exchange Commission to conduct investment banking and financial advisory business in Nigeria. However, the company
through its subsidiaries carries out stock broking, wealth management, trustees and registrars businesses which are regulated
by the SEC and ICMR.

Copyright 2024 Meristem Securities Limited. All rights reserved. This report or any portion hereof may not be reprinted, sold
or redistributed without the written consent of Meristem Securities Limited.
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