Research Department

Wataniya

Hold Until Liquidity Improves

Good subscriber growth in Kuwait, window of opportunity in Algeria,
and increased competition in Tunisia

Possible listing on the DFM is one of the main future catalysts

Increase our TP by 10% and maintain Hold recommendation;
continuous deteriorating liquidity weighs on the stock

Wataniya reported mixed 1Q10 results. Despite a 9% QoQ drop in ARPU,
Wataniya’s 1Q10 revenue grew 2% QoQ mainly on the back of a 4% QoQ subscriber
growth. EBITDA margin came in significantly lower than previous quarters at 37%
due to an exceptional drop in Kuwait's margin (47% of total EBITDA). Net income
increased 45% QoQ and 4% YoY. We attribute the huge QoQ net income growth to
a one-off item that negatively impacted 4Q09’s net income.

Kuwait’s top line rebounding driven by higher net adds due to higher-
than-expected market growth. Kuwait mobile penetration increased by an
impressive 7.5% QoQ, which led Wataniya’s net adds to increase QoQ although it
barely held its market share. As a result, subscribers increased for the second
quarter, jumping 5.6% QoQ from the previous average of 2.8%. Despite a larger
drop in ARPU of 7% QoQ, revenue grew 3.5% QoQ due to the higher net adds.
EBITDA margin decreased by 800bps, partly because 4Q09's margin was
exceptionally high and also due to (i) a reclassification of license fees, (ii) Fono, the
retail chain shop acquired in 4Q09 was included in 1Q10 results (retail margins are
lower than mobile services” margins), and (iii) a bad debt allowance of KWD800,000.
We have revised our EBITDA margin estimate for Kuwait downwards going forward
to reflect the permanent factors behind the drop in EBITDA margin.

Algeria is experiencing a “window of opportunity” and Tunisia is preparing
for the third entrant. Nedejma benefited from Djezzy’s turmoil, which led to a
35% QoQ growth in subscribers in 4Q09, but this didn't filter through to the top line
since some of the new SIMs pushed in the distribution channel in 4Q09 are still
stuck. Distribution costs pressured EBITDA margin to 31% in 4Q09, but rebounded
to 34% in 1Q10 due to cost efficiencies and revenue growth. In Tunisia, operators
are being aggressive ahead of the entrance of the third player which is due in 2Q10,
which negatively reflected on ARPU and revenue of the last two quarters.

We increase TP by 10%6 but maintained our Hold recommendation. Kuwait
continues to be the main driver of our fair value and the rebound in revenue
increases it. We are positive on the other operations, except for Tunisia due to the
expected increase in competition. Algeria is benefiting from the window of
opportunity, Palestine’s EBITDA is expected to turn positive this year, Saudi Arabia is
growing its subscriber base, and Maldives’ top line has been witnessing double digit
growth for two consecutive quarters. Despite this, Wataniya’s stock continues to be
illiquid and liquidity deteriorated over the past six months. As a result, we maintain
our 20% illiquidity discount. There is a plan to list Wataniya on the DFM, which
would increase the stock’s liquidity, making us reconsider the discount.

onuomy | New T od | Consensis
Revenue 498 543 513 561 530 562
EBITDA Margin 37.1% 34.9% 37.8% 35.9% 38.5% 38.1%
EPS (KWD) 0.14 0.13 0.16 0.16 0.18 0.19
Net debt/EBITDA (x) -0.28 -0.45 -0.18 -0.45 -0.16 -0.45
PER (x) 12.9 13.9 10.9 111 9.6 8.9
EV/EBITDA (x) 5.4 5.1 6.9 6.5 4.3 4.1
Dividend Yield 2.3% 2.2% 2.7% 2.7% 3.3% 4.1%
Free Cash Flow Yield 5.9% 6.5% 9.4% 8.0% NA NA
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Hold

Target Price (KWD)

Market Price (KWD) 1.75%
Upside 15.1%
Listed on KWSE
Bloomberg Code NMTC KK
Reuters Code NMTC.KW
Ent. Val. (KWD mn) 981
Net Debt (KWD mn) -19
Minorities (KWD mn) 120
Mark. Cap (KWD mn) 879
Market Cap (USD mn) 3,014
Num. of Shares 501
Daily Turn. (KWD mn) 0.24
Daily Turn. (USD mn) 0.82
Shareholders Structure
Free Float 24.0%
Qtel 52.5%
Kuwait Inv. Auth. 23.5%
Price Performance Chart
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* Disclaimer: See page 5
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[ KwDMillon [ 1010a] 40Q09a]  AQ0Qf  1009a]  AYoy]
Subscribers (000) 15,759 15,179 3.8% 11,519 36.8%
Net Adds (000) 580 2,689 -78.4% 584 -0.7%
Blended Mob. ARPU (USD) 2.7 3.0 -9.2% 3.3 -18.2%
Revenue 125.7 123.8 1.5% 111.5 12.7%
EBITDA 47 48 -3.3% 44 6.4%
EBITDA Margin 37.1% 38.9% 39.3%

Net Income 16 11 45.2% 15 4.4%
NPM 12.7% 8.9% 13.7%
CAPEX 17 29 -43.0% 32 -47.4%
CAPEX/Sales 13.2% 23.6% 28.3%

Source: Wataniya, HC Research
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» . New - od ]
KWD Million 2010e 201le 2010E 2011e
Kuwait Revenue 212 227 208 220
Kuwait EBITDA Margin 42.8% 39.8% 43.8% 41.8%
Tunisia Revenue (Proportionate) 98 96 112 114
Tunisia EBITDA Margin 47.4% 44.4% 52.0% 50.0%
Algeria Revenue 148 152 158 170
Algeria EBITDA Margin 33.6% 33.6% 31.4% 32.5%
KSA Revenue 23 25 24 29
KSA EBITDA Margin 1.5% 9.5% -4.8% 3.2%
Maldives Revenue 9 10 8 9
Maldives EBITDA Margin 16.8% 20.8% 7.6% 12.6%
Palestine Revenue 8 32 4 19
Palestine EBITDA Margin -46.7% 3.3% -10.0% -5.0%
Consolidated Revenue 498 543 513 561
Consolidated EBITDA Margin 37.1% 34.9% 37.8% 35.9%
Consolidated Net Income 68 63 80 79

Source: Wataniya and HC Research
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Financial Statements

Income Statement

Kuwait 201 212 227 247 271 297
Tunisia 102 98 96 97 97 97
Algeria 141 148 152 154 157 163
Maldives 8 9 10 11 12 13
Ksa 20 23 25 28 30 31
Palestine 1 8 32 53 75 96
Total Group Revenue 475 498 543 590 642 697
Growth In Revenue (%) -0.1% 4.7% 9.1% 8.7% 8.9% 8.5%
Calculated EBITDA 179 176 180 194 215 241
Calc. EBITDA Margin 37.6% 35.4% 33.1% 32.9% 33.5% 34.5%
Reported EBITDA 190 185 189 205 227 253
Rep. EBITDA Margin 40.0% 37.1% 34.9% 34.7% 35.3% 36.3%
Depreciation and Amortization (82) (97) (105) (107) (107) (109)
Operating Profit 97 79 75 87 108 131
Operating Margin 20.9% 15.9% 13.8% 14.8% 16.8% 18.9%
Other Non-Oper. Income 32 0 0 0 0 0
Net Interest Expense (10) (6) (5) (3) (2) (3)
Taxes (18) (13) (12) (13) 14) 17)
Minorities 11 12 9 5 4 3
Contribution To Zakat, KFAS, NLST (5) 3) 3) 4) (5) (6)
Directors’ Remuneration 0) 0) 0) 0) 1) (1)
Net Profit 108 68 63 73 91 109
Net Margin (%) 22.8% 13.7% 11.6% 12.4% 14.1% 15.6%
Earnings Per Share (EPS) 0.22 0.14 0.13 0.15 0.18 0.22
Growth In EPS (%) 31.49% -37.0% -7.7% 15.7% 24.6% 19.5%
Dividends Per Share 0.00 0.04 0.04 0.04 0.05 0.06
Dividends Pay-Out (%) 0.0% 30.0% 30.0% 30.0% 30.0% 30.0%

Balance Sheet

Intangible Assets 205 174 159 121 119 79
Tangible Assets 413 453 469 477 480 476
Investments & Other Assets 41 38 38 38 38 38
Total Fixed Assets 659 665 665 636 637 593
Total Current Assets 229 264 266 363 469 599
Total Current Liabilities 259 277 280 286 295 303
Total LT Liabilities 145 112 76 91 130 134
Minority Interest 33 22 13 8 4 1
Shareholders’ Equity 452 519 564 615 678 754
Cash Flow Statement

C/F From Ops 171 169 162 174 191 212
Dividends Received 0 0 0 0 0 0
Interest and Minority Divs. (10) (6) (5) 3) (2) 3)
CAPEX + Investment (85) (125) (105) (78) (109) (65)
Acquisitions and Disposals (2) 0 0 0 0 0
Dividends Paid (24) 0 (20) (19) (22) (27)
Net C/F Pre Financing 50 38 31 74 59 118
Liquid Resources 8 1 0 0 0 0
Financing (1) (28) (39) 12 36 0
Change In Cash 47 10 (8) 86 95 118
Key Ratios

Net Debt/EBITDA 0.06 -0.28 -0.45 -0.80 -0.99 -1.38
CAPEX To Sales 23.5% 21.1% 15.3% 13.2% 11.1% 9.3%
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Upside

Buy Greater than 20%

Hold -5% to 20%

Sell Less than -5%
Disclaimer

This memorandum is based on information available to the public. This memorandum is not an offer to buy or sell, or a solicitation of an offer to buy or sell the securities
mentioned. The information and opinions in this memorandum were prepared by HC Brokerage from sources it believes to be reliable and from information available to the
public. HC Brokerage makes no guarantee or warranty to the accuracy and thoroughness of the information mentioned in this memorandum, and accepts no responsibility
or liability for losses or damages incurred as a result of opinions formed and decisions made based on information presented in this memorandum. HC Brokerage does not
undertake to advise you of changes in its opinion or information. HC Brokerage and its affiliates and/or its directors and employees may own or have positions in, and
effect transactions of companies mentioned in this memorandum. HC Brokerage and its affiliates may also seek to perform or have performed investment-banking services
for companies mentioned in this memorandum.
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