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Qatar Telecom
2Q2006- Robust Wireless Growth 

• Qtel continued to generate impressive revenue, EBITDA and net profit growth rates in
2Q2006, with Y-o-Y rises of 54%, 59% and 49%, respectively.

• Wireless revenues rose 65% Y-o-Y primarily driven by growth in local and Omani mobile sub-
scribers. Qatari mobile subscribers rose by 45% Y-o-Y to 811,000, implying a penetration rate
of 94%, while Nawras subscribers in Oman rose fivefold to 394,100 over one year. Nawras rev-
enues accounted for 14% of wireless revenues in 2Q2006.

• Consolidated EBITDA rose 59% Y-o-Y to QAR669 million in 2Q2006, implying an EBITDA mar-
gin of 62%, 2% higher than the 2Q2005 margin but unchanged from 1Q2006. Consolidated net
profit, after royalty payment, rose a substantial 57% Y-o-Y to QAR424 million.

• Despite the Qatari mobile market approaching saturation by the end of 2006, Qtel is still
adding subscribers vigorously. We believe that Qtel will meet our year end subscriber fore-
casts, which we estimate at 0.9 million subscribers in its home market and 0.5 million for
Nawras in Oman.

• Given the better-than-expected performance in 1H2006, we believe Qtel will exceed our
full year revenue and EBITDA estimates and will significantly beat our FY2006 net profit esti-
mate. This is partially driven by growth in the wireless operations in both Qatar and Oman.
Nawras EBITDA has improved in 2Q2006 with the likelihood that Nawras will break even by the
end of 2006.

• We maintain our ST Buy / LT Accumulate recommendation and estimated fair value of
QAR297.8 (AED300.3), implying 21% upside potential. We re-iterate our LT Accumulate rec-
ommendation despite strong 2Q2006 results that suggest that our 2006 forecasts are approx-
imately 20% below the likely outcome and the implication that underlying 2007 and 2008 fore-
casts may also be low. Our hesitation is due to uncertainty as to whether there will be a
decline in the royalty paid by Qtel if the telecom market liberalizes in 2007. We currently
forecast that the royalty payment will decline from 25% of net profit in 2006 to 7% in 2007. 

Qatar | Telecom

ST Rec. : Buy
LT Rec. : Accumulate

15 August 2006

*As at 14 August 2006
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KINDLY REFER TO THE IMPORTANT DISCLOSURES AND DISCLAIMER ON PAGE 4.

Current Price*: QAR 246.5 / AED 248.5
LT Fair Value : QAR 297.8 / AED 300.3
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Qatar Telecom

A. Overview of 2Q2006 Performance

Consolidated Revenues and Subscribers
Once again Qtel delivered high top-line growth, with consolidated revenues soaring 54% Y-o-Y
in 2Q2006 to QAR1.1 billion. Wireless revenue grew a substantial 65% Y-o-Y to QAR739 million,
with Nawras revenue accounting for 14% of wireless revenue in 2Q2006 versus 4% during the
same period last year. Growth in Qtel's mobile subscriber base in both Qatar and Oman was the
reason behind rising wireless revenue. Subscribers rose 12% Q-o-Q and almost doubled Y-o-Y to
1.2 million. 

Qtel continued to grow subscribers strongly in Qatar, adding 54,000 subscribers over the quar-
ter ending June 2006, reaching 811,000 and implying a penetration rate of 94%. Entering its
second year of operation, Qtel's Omani subsidiary Nawras also continued to vigorously gain sub-
scriber additions, growing almost fivefold Y-o-Y to 394,100 in 2Q2006, and capturing 25% mar-
ket share. In 2Q2006, mobile penetration in Oman reached an estimated 56%.

Wireline revenue, including internet revenue, which accounted for 17% of wireline revenue,
rose by 38% Y-o-Y to QAR331 million. As is to be expected, fixed lines growth was slower than
that of mobile, rising 11% to 217,440 in 2Q2006 versus 195,062 in 2Q2005, implying a fixed line
penetration rate of 25%. Qtel reported 9% growth in internet lines to 61,062 in 2Q2006, com-
pared to 55,990 in 1Q2006 and 55,000 at the end of 2005. 

Table 1: Qtel Quarterly Subscribers in Qatar and Oman

Source: Qtel 

Consolidated EBITDA and Net Profit
Consolidated EBITDA rose 59% Y-o-Y to QAR669 million, implying an EBITDA margin of 62%, two
percentage points higher than in 2Q2005 but unchanged from 1Q2006. The increase in the EBIT-
DA margin is mostly attributable to the improvement in Nawras EBITDA, turning positive this
quarter, ahead of our expectation of break even by late 2006/early 2007. Consolidated net
profit, after royalty payment, rose a healthy 49% to QAR439 million in 2Q2006, up from QAR294
million in 2Q2005.

The board of directors approved the distribution of a semi-annual dividend of QAR4.25 per
share for 1H2006, 16% higher than the dividend per share distributed in 1H2005 and implying
an annualized dividend yield of 3%.
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KINDLY REFER TO THE IMPORTANT DISCLOSURES AND DISCLAIMER ON PAGE 4.
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Qatar Telecom

Table 2: Qtel's Quarterly Financial Highlights  

Source: Qtel 

B. Impact
We believe that Qtel will continue to generate strong subscriber growth in both the Qatari and
Omani markets in 2H2006 and will meet our full year expectations of 0.9 million in Qatar and
0.5 million in Oman. 

We believe that Qtel will continue to deliver high growth top-line figure in 2H2006 driven pri-
marily by growth in its wireless operations. Qtel has recently launched its first "3G Video
Calling" service delivered over a third generation (3G) network. The launching of other 3G serv-
ices will follow later in the year as per Qtel management, and this will be coinciding with the
15th Asian Games that will be hosted in Qatar in December 2006. We expect that Qtel would
experience a surge in its wireless revenues in 2H2006 as a result of the influx of tourists
expected to attend or participate in the Games. If Qtel continues to deliver strong growth in
its local operations despite the mobile market approaching saturation, we believe that the
company's revenues will come ahead of our full year expectations of QAR3.8 billion. This would
also be supported by the anticipated rise in Qtel's roaming revenues as mentioned above. As
for the EBITDA margin, we continue to expect that it will slightly exceed our full year estimate
of 57%, due to the significant improvement in Nawras EBITDA in 2Q2006. In light of better-than-
expected performance at Nawras, we believe that the Nawras operation could turn profitable
at the net profit level in late 2007. However, if mobile number portability were to be imple-
mented in 2H2006, which we believe would be in favor of Nawras, we might see the operation
breaking even in late 2006. Finally, on current form we believe that Qtel will likely come sig-
nificantly ahead of our current full year 2006 net profit estimate.

Table 3: Qtel's 1H05-06 Financial Highlights and Estimates

Sources: Qtel and EFG-Hermes Estimates
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Qatar Telecom

We maintain our estimated fair value for Qtel at QAR297.8 (AED300.3), which implies 21%
upside potential over the current price.  We also re-iterate our ST Buy / LT Accumulate rec-
ommendation on the stock. We prefer to maintain our LT Accumulate recommendation,
despite strong 2Q2006 results that suggest that our 2006 forecasts are approximately 20%
below the likely outcome and the implication that underlying 2007 and 2008 forecasts may also
be low. Our hesitation is due to uncertainty as to whether there will be a decline in the roy-
alty paid by Qtel if the telecom market liberalizes in 2007. We currently forecast that the roy-
alty payment will decline from 25% of net profit in 2006 to 7% in 2007.
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DISCLAIMER
Our investment recommendations take into account both risk and expected return. We base our long-term fair value esti-
mate on a fundamental analysis of the company's future prospects, after having taken perceived risk into consideration. We
have conducted extensive research to arrive at our investment recommendations and fair value estimates for the company
or companies mentioned in this report. Although the information in this report has been obtained from sources that EFG-
Hermes believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete.
Readers should understand that financial projections, fair value estimates and statements regarding future prospects may
not be realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to
change without notice. This research report is prepared for general circulation and is intended for general information pur-
poses only. It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored
to the specific investment objectives, financial situation or needs of any specific person that may receive this report. We
strongly advise potential investors to seek financial guidance when determining whether an investment is appropriate to their
needs. No part of this document may be reproduced without the written permission of EFG-Hermes.

EFG-Hermes, 58 Tahrir Street, Dokki, Egypt 12311
Tel.: +20 2 336 1566 | Fax: +20 2 336 1536 | Website: www.efg-hermes.com
Bloomberg: EFGH | Reuters pages: .EFGS .HRMS .EFGI .HFISMCAP .HFIDOM

DISCLOSURES
I, Daniyah Darwish, hereby certify that the views expressed in this document accurately reflect my personal views about the
securities and companies that are the subject of this report. I also certify that neither I nor my spouse or dependants (if rel-
evant) hold a beneficial interest in the securities that are the subject of this report. 

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the sub-
ject of this report. Funds managed by EFG-Hermes Holding and its subsidiaries for third parties may own the securities that
are the subject of this report. EFG-Hermes may own shares in one or more of the aforementioned funds or in funds managed
by third parties. The authors of this report may own shares in funds open to the public that invest in the securities men-
tioned in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for
companies that are either the subject of this report or are mentioned in this report.


