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• Population growth (projected 5 year CAGR of 4.8%) should be the key driver 

for the UAE telecoms sector over the next few years, resulting in a combined 

CAGR of 8.6%. for Etisalat and du’s revenue from UAE operations, to AED 

35.27bn by 2012, up from AED 21.68bn in 2007.  
 

• In the case of Etisalat, we expect international operations to become an 

increasingly important driver for the company’s profitability and the stock’s 

performance. We forecast Etisalat’s overseas revenues from subsidiaries to 

grow at a 17.6% CAGR from 4% of total revenues in 2007 to 24% by 2012. 
 

• We initiate coverage of Etisalat with an Outperform rating and a DCF-derived 

target price of AED 26.34, giving a 33% upside. With an EV/EBITDA 

multiple of 6.1x our 2009 estimate, we feel the current valuation does not fully 

incorporate the impact from international operations over the next few years. 
 

• We initiate coverage on du with a Market Perform rating, reflecting the 3.1% 

upside to our DCF-derived target price of AED 6.06. du should continue to 

gain subscribers, thanks to steady growth and churn in the UAE’s expatriate 

population. However, we feel the current valuation, at EV/EBITDA multiple 

of 19.2 in 2009 and 10.4 in 2010, fully reflects the growth potential, especially in 

light of the uncertainties with regards to subscriber quality and ARPU growth.  
 

• Any reduction in royalty payments to the UAE Government and relaxing of 

foreign ownership restrictions would act as additional catalysts for further price 

appreciation.  Although we do not expect any changes in the immediate future, 

a 10% reduction in the royalty fee would increase our price target for Etisalat to 

AED 31.98 and for du to AED 6.93. 
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Equity Data Etisalat  du

Current Price (AED) 19.85 5.88

Target Price (AED) 26.34 6.06

Upside/downside 32.7% 3.1%

12 Mo. Performance 27.8% 16.0%

12 Month High (AED) 22.20 8.42

12 Month Low (AED) 14.14 4.60

Market Cap. (AED bn) 118.9 23.5

Div Yield 2.5% 0.0%

Enterprise Value (AED bn) 119.3 26.2

RIC ETEL.AD DU.DU

Bloomberg ETISALAT UH DU UH

Estimates Etisalat du

2007A 2008E 2009E 2007A 2008E 2009E

Revenues (AEDmn) 21,339 27,337 29,206 1,537 3,607 5,522

EBITDA (AED mn) 14,816 18,707 19,693 (713) 361 1,369

EBITDA Margin 69.4% 68.4% 67.4% -46.4% 10.0% 24.8%

Net Income (AED mn) 7,296             9,735      9,192      (885)     (34)         368       

Net Income Margin 34.2% 35.6% 31.5% -57.6% -0.9% 6.7%

EPS (AED) 1.46               1.63        1.53        (0.22)    (0.01)      0.09       

Net Debt/Equity -0.8% -9.9% -7.1% 9.5% 108.8% 100.0%

Interest Cover 25.5               23.2        23.1        - - -

Div/Share (AED) 0.60               0.58        0.66        -          -            -           

Div Yield 3.0% 2.9% 3.3% 0.0% 0.0% 0.0%

Estimates Etisalat du

Valuation Multiples 2007A 2008E 2009E 2007A 2008E 2009E

PE 13.6               12.2        12.9        (26.6)    (689.7)    64.0       

EV/EBITDA 8.0                 6.4          6.1          (36.8)    72.8       19.2       

P/BV 3.8                 3.8          3.2          9.4        8.1         5.6        

BV/Share 5.19               5.21        6.28        0.63      0.72       1.06       
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UAE Telecoms Sector: A “Du-opoly”? 
 
Overview 
 
The UAE’s telecommunications market is a duopoly characterized by high GDP per 

capita (US$ 43,859 for 2007), an extremely high reported rate of mobile penetration 

(166.4%, YE2007), rapidly growing internet user penetration (44.7%, YE2007) and 

steady fixed-line penetration (30.0%, YE2007).  

 

However, the two players, Etisalat and du, remain poles apart. Former monopoly 

Etisalat commands c.80% of the UAE mobile market and is aggressively expanding 

international operations (15 overseas countries, 36mn proportionate subscribers). 

Meanwhile, du is still at an early stage of growth as it builds out its UAE network and 

operations. du commenced operations in December 2005, launched mobile services in 

February 2007 and is currently targeting a 30% market share by 2010.  

 

Once du completes its mobile network roll-out, we expect genuine increased 

competition within the UAE between the two players, although it will be based less on 

direct price competition and more on special offers and promotions.  

 

While Etisalat should inevitably see its domestic market share decrease, the company’s 

growth and profitability should be driven by its rapidly expanding overseas operations. 

Telecom Liberalization - WTO Driver 
 

The liberalization of the UAE telecoms sector is driven by the UAE’s membership of 

the World Trade Organization (WTO), which it joined in 1996. In 1998 a total of 69 

member countries agreed to open their telecommunications sectors to competition, 

under the WTO Basic Agreement on Telecommunications. The WTO aims for the 

global telecom sector to be completely liberalized, free from monopoly or government 

protection by 2010.  

 

However, the UAE negotiated concessions and, under current WTO rules, its deadline 

for complete telecoms market liberalization has been extended until 2015. The 

telecoms sector in the UAE is regulated by the Telecommunications Regulatory 

Authority (TRA). 

Etisalat Monopoly Broken 
 
In February 2006, du received its integrated provider license at a cost of 

AED 124.5mn, thereby ending Etisalat’s near 30-year monopoly on the provision of 

telecom services in the UAE. The TRA awarded incumbent Etisalat its integrated 

license in May 2006. As the incumbent operator, Etisalat did not have to pay an initial 

license fee.  

 

The 20-year renewable licenses allow both operators to provide full 

telecommunications services, including fixed network, national and international call 

services, national and international mobile services and internet connectivity.  

 

Under the terms of the licenses, Etisalat and du must both pay annual royalties, annual 

license fees, radio spectrum fees and contribute to the Information & Communication 

Technology (ICT) Development Fund.  
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du for Duopoly? 
 
Although policies for mobile number portability (MNP), carrier selection and pre-

selection have been drafted, they have yet to be fully implemented. Carrier selection 

has been implemented by du. Etisalat and du are in discussions, moderated by the 

TRA, as to how to implement MNP from a commercial and technical perspective. 

However, no timeline has been disclosed as to when implementation will occur.  

 

Therefore, in the near-term we do not foresee any material impact to the two 

operators’ respective market segment shares. Until the solutions to these issues are 

fully implemented and du offers mobile network coverage comparable to Etisalat’s, 

the incumbent’s commanding market share should not be at risk.  

 

In the fixed-line segment, the market is effectively delineated geographically, with du 

serving New Dubai and Etisalat the rest of the country. While carrier selection and 

preselection are available, we understand that this is not having a material impact on 

market share. Additionally we believe neither operator will be easily able to gain access 

to the others’ telephone exchanges to allow it to install its own equipment.  

Potential for Third Operator? 
 
While there has been no official comment on the potential for a third license being 

issued in the future, we believe that, once du has profitably established itself, 

additional competition will be introduced either in the form of a third universal license 

or as separate individual licenses for fixed, broadband and ISP. We do not, however, 

see any new licenses being issued prior to 2010, by which time du should be well 

established and profitable.   

MVNOs: Market Segment or Market Figment? 
 
A Mobile Virtual Network Operator (MVNO) does not have network infrastructure 

of its own but instead leases network capacity at a discounted rate from a license-

holding operator and resells it to customers with additional services. MVNOs arguably 

enable the much larger license-holding operator to capture previously untapped 

segments of the operator’s market at reduced risk and cost, thereby increasing and 

sustaining market share. There are now more than 300 such operators across the 

world and, in some countries, they outnumber licensed operators.  

 

With respect to Middle East, Africa and South Asia, (MEASA) telecom operators’ 

opportunities for regional expansion, while available, are not unlimited; competition 

for the dwindling number of greenfield licenses being auctioned has escalated 

contenders’ bids to potentially value-destructive price levels. While we believe 

opportunities for consolidation and acquisition across the three regions will continue 

to remain available for the foreseeable future, the acquisition-driven GCC telecom 

players will need to explore alternative means of generating revenues and optimizing 

efficiency and MVNOs may be a viable solution. 

 

MVNOs have already established operations in the Middle East, though services have 

been slow to launch, largely due to regulatory obstacles. Jordan remains the only 

MENA country thus far to have created a legal and regulatory framework; Saudi 

Arabia-based MVNO i2 officially launched its services in Jordan in May 2008. 

 

As for the UAE, we feel an MVNO entrant is unlikely during the next couple of years, 

primarily because the regulatory framework for MVNOs is not in place. Additionally, 
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du is still expanding its mobile network infrastructure. Furthermore, the existing 

infrastructure is already at full capacity utilization in some of the key urban areas. Until 

one, or both, operators have sufficient excess capacity to lease to a virtual operator, 

the added value of an MVNO in the UAE remains slim, at best.  

 
UAE Industry Projections 
 

Record high oil prices have led to an economic boom in the GCC, resulting in rapidly 

growing expatriate populations, especially in the UAE, which has an estimated 80% 

expatriate population. We forecast the UAE population to grow at a 5-year CAGR of 

4.8% to 6.3mn in 2012, up from 4.6mn in 2007. This is in line with a historical CAGR 

of 4.87% between 2001 and 2007. 

 

Assuming no new market entrants, we expect the overall UAE telecoms market to 

grow  at a CAGR of 8.5%, from AED 21.68bn in 2007, AED 27.27bn in 2008 and to 

AED 29.72bn in 2009. By the end of 2012, we project total UAE telecom revenues 

for the two operators to be AED 35.27bn. 

Mobile 
 
We forecast the UAE mobile market to grow from 7.7mn subscribers in 2007 to 

9.2mn in 2008 and to 11.9mn by 2012. Given the already very high penetration rates 

in the UAE, we expect penetration rates to grow modestly from 166% in 2007 to 

188% by 2012. Penetration jumped over 38% in 2007,  from 127% in 2006, to 166% 

in 2007; that is impressive growth for any market, let alone one that already has 

penetration over 100%. At face value, these rates imply that there are nearly two SIM 

cards per person in the UAE.  

 

Figure 1: UAE Mobile Market 

 
Source: UAE TRA, Al Mal Capital Research 

 

However, we feel the high penetration levels in the UAE may not tell the full story. 

There are several reasons why the mobile penetration rate is likely to be inflated: 

 

Definition of ‘active subscriber’: Until recently both Etisalat and du defined mobile 

customers as any customer who generated revenues in the financial year, regardless of 

how active the customer was. The TRA has since defined an ‘active subscriber’ as 

follows: any mobile customer who has either made a call, sent an SMS or MMS, or 

received a call within the last 90 days. As of Q1 2008 results, du has restated its mobile 

subscriber base, with 1.76mn mobile customers being restated as 1.43mn active 

subscribers. We expect Etisalat to do the same on the release of Q2 2008 results. 

 

Special introductory offers by du: Attractive introductory offers have incentivized 

many to open a du account as a trial, while still maintaining their Etisalat account. For 
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example, du is offering a SIM for AED 55 with AED 54 worth of talk time, effectively 

costing the subscriber only AED 1. This may distort subscriber numbers in the short 

term, but as the introductory offers expire we expect that users will eventually migrate 

to a single provider based on quality of service and their unique requirements. More 

importantly, we feel ARPU numbers should offer a more consistent metric for 

investors to follow.  

 

Business visitors using local SIM: Regular visitors to the UAE, mainly from other 

GCC countries, tend to use a local SIM when in the UAE to avoid roaming charges. 

 

High level of tourism: Tourists buy a SIM for the duration of their stay or 

expatriates maintain a spare SIM to lend to visiting friends and family.  

 

Local and expatriate population having multiple handsets: Many users are opting 

for one phone for business and one for personal use, as well as the use of devices such 

as Blackberries. 

 

Growth in mobile broadband: Mobile broadband requires a SIM card to work. 

Whilst the same SIM card can be used for both voice and data, some users will opt to 

have two SIM cards for convenience, especially if the SIM used for mobile broadband 

is used in a modem or directly inserted into the computer. 

 

We project total mobile revenues to grow from AED 13.70bn in 2007 to 

AED 18.02bn in 2008 and to AED 21.08bn by 2012. However, we see monthly 

ARPUs declining from AED 163 in 2008 to AED 157 in 2009 and further to 

AED 148 by 2012, owing to competitive pressures.  

Internet 
 
The UAE has one of the highest rates of internet broadband penetration in the 

MENA region. However it remains low compared to the more developed markets of 

Western Europe and North America, thereby offering ample opportunity for growth.  

 

Figure 2: Broadband Penetration - MENA, N. America, W. Europe 2007 

 
Source: UAE TRA, ITU, Al Mal Capital Research 

We project internet penetration to continue the rapid growth (16.1% CAGR since 

2005) we have seen in recent years of. Current UAE internet penetration figures 

assume 2.4 users per subscription, according to the TRA. Over the next few years, we 

project growth in both users and subscriptions, coupled with a fall in the number of 

users per subscription. We project the number of subscribers to increase from 0.90mn 

in 2007 to 1.15mn in 2008, 1.44mn in 2009 to 2.66mn in 2012. Revenues from 

internet subscriptions should grow from AED 1.46bn in 2007 to 1.82bn in 2008, 

AED 2.19bn in 2009 and to AED 2.95bn by 2012.  
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Broadband - Stifled by High Cost? 
 

In the UAE, the transition to newer internet access technologies has been slower than 

expected. Although broadband internet was introduced in 2001, high tariffs and low 

PC penetration rates have inhibited uptake.  

 

While somewhat reduced rates during the past two years have spurred broadband 

subscriber additions, relatively high broadband prices have meant dial-up access is still 

growing in the UAE. We project a 10% rate of growth for dial-up in 2008, falling to 

3% in 2012. As broadband prices fall, up-take should increase, and we forecast 

broadband subscriptions to grow by 50% in 2008 and 44% in 2009.  

 

Media-rich internet contents and downloads means dial-up should become less 

prevalent, resulting in dial-up service offerings to eventually be terminated. It should 

be noted, however, that while there is demand for dial-up services, Etisalat is obliged 

by the TRA to provide such services as part of the regulator’s universal access policy. 

du does not offer dial-up internet access.  

Figure 3: UAE Internet Market 

 
Source: UAE TRA, Al Mal Capital Research 

Beyond our forecast period, we could see fixed-line broadband to mobile broadband 

substitution occurring; however, prices for mobile data packages would need to 

decrease dramatically for this to occur. 

Fixed-Line 
 
The number of fixed-line subscribers is forecast to grow from 1.39mn in 2007 to 

1.50mn in 2008, 1.63mn in 2009 and to 1.90mn by 2012. The modest fixed-line net 

additions are driven by population growth; however, we still expect penetration to 

remain constant at around 30% from 2008 to 2012. 

 

Figure 4: UAE Fixed-line Market 

 
Source: UAE TRA, Al Mal Capital Research 
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Regulatory Environment  
 
The UAE’s Telecom Regulatory Authority was formed in 2003 with the aims of: 

 

i) building and implementing a regulatory framework to foster and facilitate 

competition between telecom operators in accordance with World Trade 

Organization stipulations, and  

ii) helping meet the federal government objective of turning the UAE into a 

regional ICT hub by developing training institutes and encouraging research 

and development. 

 

The TRA is funded through license and spectrum fees as well as government funding 

via royalty fee payments.  

Key Regulatory Policies in Place 
 
National Roaming: The TRA requires Etisalat to offer roaming services to du on 

Etisalat’s own mobile network. As du continues to expand its own mobile network 

infrastructure, it is becoming less reliant on the roaming agreement. We understand du 

is still utilizing a limited amount of Etisalat’s network in the western and middle 

regions of the UAE. 

 

Mobile Number Portability (MNP): Initially MNP was planned to be introduced at 

the same time as du launched its mobile services, but its introduction has been delayed. 

The TRA has now stated that it intends to introduce MNP in 2008. If this is 

implemented on the basis of full number portability, including the prefix carrier code 

(i.e. 050 for Etisalat, 055 for du), we believe this will be have a material impact in 

determining market share and subscriber growth. However we believe telephone 

number are “sticky”. Without full number portability, users may be deterred from 

changing their operator because of the inconvenience of having to inform all their 

existing contacts of a new telephone number and the potential cost of having to 

changing business cards and other stationery.  

 

Voice-over-Internet Protocol (VoIP): VoIP is allowed to be used on private 

telecommunication networks, i.e. corporate networks, but not to make international 

calls or calls to other networks. This means use of VoIP services like Skype, 

Net2Phone and Vonage are banned in the UAE.  Under their license terms, both 

Etisalat and du can provide VoIP services to the public, but neither operator provides 

such service nor has indicated they will do in the future. We assume that the UAE’s 

ban on VoIP services such as Skype will continue for the time being. VoIP services 

were accessible from the free zone areas serviced by du, but have been blocked 

recently as du complies with the TRA policy on VoIP. 

 
Interconnection: Until recently, du enjoyed an unofficial monopoly of fixed-line 

services in most of the areas colloquially known as ‘New Dubai.’ Within most New 

Dubai areas, Etisalat’s internet, voice telephony, and TV services are delivered via du’s 

infrastructure. At the same time, du relies heavily on Etisalat’s wireline infrastructure 

for outgoing voice and data traffic from New Dubai. 

  
Carrier selection and pre-selection: Under TRA regulations, fixed-line carrier and 

pre-selection is allowed and has been implemented by du, while Etisalat in the process 

of implementation. Once implemented fully, we could see users taking advantage of 

du’s cheaper peak time international charges. This should encourage Etisalat to lower 

its international call rates. 
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Evolving Telecoms Sector Requires Additional Policies 
 

Whilst the key regulatory policies are in place, additional policies are required to 

regulate new developments in the telecoms sector. Regulation is required in the 

following areas: 

   

i. To regulate the activities of  MVNOs that would require licenses to operate 

in the UAE.  

ii. Both Etisalat and du are currently trialing WiMax and additional regulation 

would be needed to cover the deployment of WiMax and what services it 

could be used to provide. 

iii. We believe it would be beneficial for the country to have redundancy in the 

national backbone. However, there are cost savings to be gained by both 

operators, (especially du) by sharing infrastructure. This is especially true with 

respect to the local loop, which would be costly to replicate, and potentially 

reduce ROI, given the relatively small size of the UAE population. This 

would require regulation for local loop unbundling (LLU). LLU does raise 

issues regarding ownership and maintenance of any shared infrastructure - 

issues that would need to be resolved through additional regulation. 

 

As the UAE Government has substantial shareholdings in both the operators, we 

believe the regulatory regime will remain relatively benign towards both operators. The 

focus should be on developing regulation, to allow competition to develop over time, 

and protecting du from the market strength of Etisalat. This is in contrast to some of 

the more developed markets, where the focus is on reducing prices for the end 

consumer , by capping return on investment on all or some of the services provided. 

 
Investment Thesis 
 
Owing to the differences between Etisalat and du in terms of business strategy and 

maturity of the business lines, our investment approach is very different for both 

entities. In essence, we view Etisalat’s UAE operations as a “cash cow,” with an 

attractive dividend and the means to invest in growth opportunities internationally. du 

is a start-up operation competing against an entrenched former monopoly, with future 

performance linked to the development of the one market, the UAE.  

Etisalat 
 
We are initiating coverage on Etisalat with an Outperform rating with a DCF derived 

target price of AED 26.34, implying 33% upside from the current price. In recent 

years, the company has invested heavily in foreign operators which we expect will 

begin to mature over the coming years. This growth in overseas markets should more 

than mitigate the impact of losing its monopoly status. Therefore, we expect the 

company to continue to generate significant free cash flow at home to further expand 

its investments internationally. 

 

Our target price is derived from the discounted cash flow to equity method. We use a 

cost of equity (Ke) discount rate of 10.0%, based on the Qatar sovereign 30-year rate 

of 5.29% as our risk-free rate, and an equity risk premium of 5% for Etisalat and 5.5% 

for du (adjusted for the beta of each equity). We use a higher equity risk premium for 

du as the start up nature of its operations and lack of diversification gives it a higher 

risk profile compared to that of Etisalat.  Additionally, we used a terminal growth rate 

of 4% for both companies. 
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We have based comparable valuations on other regional operators with large 

operations internationally and strong cash generating businesses in their home 

markets. In the region, three operators fit this model: Orascom Telecom, Zain 

and Qtel. Wataniya is effectively controlled by Qtel and STC has minimal overseas 

presence relative to its size and regional peers. 

 

In this regionally diversified universe of operators, Etisalat trades at a PE discount to 

Orascom Telecom, Zain, and Qtel. Etisalat currently trades at a PE of 12.2 for 2008E, 

while its closest peers trade at 2008E PE multiples of 13.9x (Orascom), 15.0x (Zain) 

and 12.6x (Qtel). 

Figure 5: Valuation Summary 

 
Source: Bloomberg, Al Mal Capital Research 

On an EV/EBITDA basis, Etisalat trades at a discount to all three, with a 2008E 

EV/EBITDA of 6.4x, compared to 8.6x, 8.2x and 7.4x for Orascom Telecom, Zain 

and Qtel, respectively. 

 

While other regional telecoms like Maroc Telecom, Mobinil and Omantel appear 

cheaper on both PE and EV/EBITDA bases, there is a reason for this - they operate 

in only single markets and do not benefit from the higher growth rates provided by 

the overseas operations of their regional peers. 

 

Given the sensitivity of DCF models to both the terminal growth rate and the cost of 

equity, we have carried out a sensitivity analysis on changes to these variables for both 

Etisalat and du. 

Figure 6: Etisalat Sensitivity Analysis 

 
Source: Al Mal Capital Research 
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du 
 

We initiate coverage on du with a Market Perform rating and target price of AED 6.06, 

representing 3.1% upside to the current price. As with Etisalat, our target price is 

derived from a DCF to equity holders using a cost of equity (Ke) of 10.2%. 

 

du stands to benefit from two key drivers over the forecasted period: population 

growth and subscriber churn. The company’s operations have grown considerably 

over a very short period of time; operationally, both financial performance and 

subscriber growth have exceeded expectations. However, we feel the current valuation 

fully reflects the company’s successes thus far.  

Given the start-up nature of du’s operations, comparative multiples are not the most 

appropriate means of evaluating company performance, because they do not capture 

the longer-term value of the assets. Therefore, we rely solely on our DCF analysis to 

value du and show our sensitivity analysis below. 

 

Figure 7: du Sensitivity Analysis 

 
Source: Al Mal Capital Research 

Changes to Royalties Could Impact Valuations 
 
A royalty fee of 50% of pre-tax profit makes Etisalat the second largest contributor to 

the UAE Federal Government budget after oil revenues. The company has been in 

discussions, which remain on-going,  with the UAE government for a reduction in the 

current fee, given that it now has competition. Our valuation is sensitive to the royalty 

rate, so we have carried out a sensitivity analysis on this variable. We assume that, if 

there is a reduction in the royalty fee, both operators would pay the same rate as each 

other.  

Figure 8: Royalty Fee Sensitivity Analysis 

 

 
Source: Al Mal Capital Research 
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Etisalat - Cash to Splash 
 

Company Overview 
 

Emirates Telecommunications Corporation (Etisalat) provides telecommunications 

and media services within the UAE and abroad, as well as related contracting and 

consultancy services to international telecommunications companies and consortia 

through its subsidiaries, joint ventures and associated companies.  

 

Figure 9:  Etisalat - Countries of Operation, Q1 2008 

 

Source: Etisalat, Al Mal Capital Research 

Established in 1976 to consolidate the independent telecoms networks of the UAE’s 

seven emirates, Etisalat was the region’s first telecom operator to introduce mobile 

phone service (in 1982) and GSM technology (in 1994). The company remained the 

sole provider of telecoms services in the UAE until competitor du was created in late 

2005 in accordance with the regional liberalization of the telecoms sector 

recommended by the World Trade Organization. 

 

Etisalat’s integrated service license from the UAE Telecommunications Regulatory 

Authority (TRA) remains valid until 2025, with the option to renew thereafter. 

In February 2006, the TRA ended Etisalat’s domestic telecom monopoly when it 

granted the UAE’s second integrated service telecom license to the newly formed 

Emirates Integrated Telecommunications Company (EITC), operating under the 

brand name du. 

 

Figure 10:  Etisalat - Shareholder Structure 

 
Source: Etisalat 
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Ownership 
 
Etisalat is currently majority-owned by the UAE Ministry of Finance (60%); the 40% 

free-float is publicly traded on the Abu Dhabi Exchange (ADX) and can only be held 

by UAE nationals. du, on the other hand, is already open to foreign shareholders. 

 

Rumors of a change in foreign ownership policy have circulated for some time 

without any material development. However, management’s recent gestures toward 

the analyst community as well as other steps currently being undertaken, offer a 

compelling indication, in our opinion, that foreign ownership restrictions will be lifted 

in the forecasted period. The company has disclosed additional company data to 

investors and also intends to issue its 2008 financial statements under IFRS, a further 

indication of a move to greater transparency. Additionally the company has been 

holding discussions with the authorities to have its governing law changed from the 

Telecoms Law to Company Law.  

Operations 
 

In 2006, Etisalat restructured its operations into three independent units: 

  

Etisalat UAE provides full mobile and fixed-line telecom, internet cable TV services 

(through e-Vision) and network data services within the UAE. 

 

Etisalat International handles all international investments and operations (Mobily, 

Etisalat Misr, PTCL, Atlantique Telecom, Zantel, CanarTel, Etisalat Afghanistan, 

Excelcom, and Thuraya Satellite) and sources new investment opportunities in the 

global markets. 

 

Etisalat Services handles all operations, customer service and educational 

promotions of Etisalat’s ancillary units like Emirates Data Clearing House, Ebtikar, 

e-Facilities Management, e-Real Estate, e-Academy, and e-Marine. 

 

Etisalat UAE - The Cash Cow 
 
As the UAE’s incumbent operator, Etisalat has used its monopoly profits (2007 net 

income margins of 34.2% versus 16.1% for Qtel and 14.5% for MTN) to develop 

strong infrastructure and establish a solid brand name. We assume that following du’s 

entry, profits from domestic operations will decrease. However, duopoly profits are 

not that bad either. Etisalat currently does not seem to be overly concerned by the 

success of du. We believe that the reasons for this are two-fold: 

 

i) Both operators have the UAE Government, as substantial shareholders, 

who will want both companies to succeed. 

ii) Etisalat needs du to succeed in order for the telecom liberalization process 

to be viewed as a success. If it is not viewed as a success, Etisalat may suffer 

from a harsher regulatory regime.   

 

During the first quarter of 2008, net profit reached AED 2.12bn, an increase of 

AED 285mn compared with 2007 performance of AED 1.84bn in profit. Etisalat's 

consolidated revenues were recorded at AED 6.06bn, an increase of AED 1.25bn or 

26% over 2007 figures. Etisalat reported 6.63mn mobile subscribers, an increase of 

4% from December 31, 2007. Active telephone lines in service and internet 

subscribers at March end 2008 were 1.33mn and 940,000 respectively. 
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Mobile 
 
We forecast Etisalat’s UAE mobile subscriber base to continue growing from 6.4mn 

subscribers in 2007 to 7.2mn in 2008, 7.22mn in 2009 and to 7.9mn by 2012. While 

this increase is broadly consistent with the UAE’s steadily growing population, we 

note that yearly net additions will continue to fall, compared to historical numbers. 

This is as a result of competition from du, who we forecast will capture a majority of 

net additions. Accordingly, we expect Etisalat’s UAE mobile market share to continue 

to slide to 78% in 2008, 72% in 2009, accelerating to 66% by 2012.  

 

Although domestic mobile revenues will grow from AED 13.55bn in 2007 to 

AED 14.73bn in 2008, we think the material impact of Etisalat’s declining mobile 

market share will begin to surface in 2009, when revenues are expected to decline to 

AED 14.03bn, shrinking further to AED 13.94bn by 2012. 

 

As Etisalat's net additions begin to decline as competition from du starts to impact 

revenue, we see ARPU decreasing from AED 177 in 2007 to AED 171 in 2008, to 

AED 162 in 2009 and to AED 148 by 2012. 

 

We also project mobile internet revenues to grow rapidly in 2008 and 2009 from  

AED 2.04bn in 2007 to AED 3.70bn in 2008, AED 4.50bn in 2009 and to AED 

5.83bn in 2012.  

Fixed-Line 
 
We forecast Etisalats fixed-lines to grow, driven by a growing population, from 

1.33mn lines in 2007 to 1.45mn in 2008, 1.56mn in 2009 and to 1.79mn by 2012, 

representing a declining fixed-line market share of 96.2% in 2008, 95.7% in 2009, and 

94% by 2012.  

 

Revenues from fixed-line services should increase marginally from AED 3.04bn in 

2007 to AED 3.09bn in 2008, and to AED 3.12bn in 2009. We forecast a decline to 

AED 3.14bn as competition impacts revenue growth and to then increase to  

AED 3.17bn by 2012 as population growth offsets declining ARPUs.  

 

We project ARPLs decreasing from AED 191 in 2007 to AED 173 in 2008, to 

AED 163 in 2009 and to AED 144 by 2012 as fixed-to-mobile substitution continues 

to impacts fixed-line revenue.  

Internet - Broadband and Dial-up 
 
We forecast Etisalat’s share of the UAE internet market to grow from 875,000 

subscribers in 2007 to 1.11mn in 2008, 1.39mn in 2009 and to 2.57mn by 2012. This 

represents an internet market share of 97% throughout our forecast period to 2012. 

We project Etisalat’s internet revenues to grow from AED 1.46bn in 2007 to 

AED 1.76bn in 2008, AED 2.12bn in 2009 and then to AED 2.85bn by 2012.  

Mobile broadband: a double-edged sword? 
 
Etisalat’s 3.5G service covers more than 97% of the UAE’s populated areas. 

According to management, as of year-end 2007, roughly 400,000 UAE residents had a 

monthly mobile broadband subscription, and 900,000 utilized the pay-as-you-go 

mobile broadband offerings. In 2007, Etisalat UAE’s Network and Data Services 
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generated AED 2.04bn in revenues, a 44% increase from 2006, constituting 10% of 

Etisalat UAE’s total revenues.  

Etisalat International - The Engine of Growth 
 
Etisalat has been investing overseas for some time, but over the past three years 

management has used the firm’s strong cash flows from domestic operations to 

pursue an aggressive expansion strategy based on the acquisition of greenfield licenses, 

and inorganic growth through acquisition of current and emerging players in the 

MEASA region.  

Competition Intensifies: GCC Telecoms - Protected Predators, not Prey 
 
Under an ideal scenario Etisalat would have expanded within the GCC, given the 

geographical proximity and cultural similarities within the region. However, the 

majority of GCC telecoms companies are protected, and so cannot become prey to 

Etisalats regional expansion plans. For the most part, there are ownership limits on 

the percentage of telecom companies that foreigners can currently own in the GCC. 

Figure 11: GCC Telecoms - Foreign Ownership Limits 

 

 
Source: Bloomberg, FactSet 

GCC operators have only recently begun the transition from state-controlled 

monopolies to private entities, and other nations in MEASA have historically appeared 

to be economically unattractive or represented a high opportunity cost for developed 

market operators and their business models. 

 

There has historically been limited regional competition from developed market 

telecom operators as they have generally shown little interest in MENA and African 

telecoms, albeit with some exceptions. Exceptions include Vodafone, with operations 

in Egypt, and France Telecom and Vivendi, whose home country, France, has had 

long historical links to North Africa.   

 

However competition in the regions targeted by GCC operators is increasing. This 

decade has witnessed GCC countries pursuing cross-border licenses and acquisitions 

in search of growth as a means of reinvesting the surplus cash generated in their home 

market, i.e. a similar strategy as Etisalat. The absence of developed market telecom 

operators has allowed operators, who were once just local players, to develop into 

strong regional players, i.e. Etisalat, Orascom Telecom, Zain and MTN.  

 

There has been a great deal of M&A activity in emerging markets telecoms space and 

GCC telecom operators have been leading players as predators, having acquired 

companies or stakes in companies with a total Enterprise Value of US$ 85.18bn since 

2005. 

Etisalat International Footprint 
 

The company’s footprint now spans 16 countries, and management continues to seek 

new opportunities in emerging markets in order to sustain growth. Etisalat currently 

holds subsidiaries and associates in Afghanistan (Etisalat Afghanistan), Egypt (Etisalat 

Misr), Pakistan (PTCL), Saudi Arabia (Mobily), Sudan (Canartel), Tanzania (Zantel), 

Etisalat 0% Qtel 27% Mobily 0%

du 22% Omantel 49% Zain 49%

STC 0% Batelco 49% Wataniya 49%
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Indonesia (Excelcomindo) and across the burgeoning telecom markets of West Africa 

(Atlantique Telecom).  

Figure 12: Etisalat International - Associates & Subsidiaries 

 
Source: Etisalat 

By the end of 2007, the company claimed 36.3mn proportionate subscribers across its 

all global operations.  In 2007, overseas subsidiaries’ revenue contribution was 

AED 834mn, which amounts to 4% of total revenue. We note that, despite Etisalat’s 

operational presence in 16 countries, each operation (particularly in Africa) is treated 

as a different company, and management is working to create synergies between them.  

Figure 13: Subsidiary Revenues, 2007 

 
Source: Etisalat 

We forecast overseas operations will contribute a far more significant portion of 

revenue going forward, growing to AED 3.68bn in 2008 and AED 5.01bn by 2009. 

Overseas revenue should contribute AED 8.29bn or 24% of total revenue by 2012. 

Figure 14: Etisalat - UAE vs. International Revenues (AED mn) 

 
Source: Etisalat, Al Mal Capital estimates  
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Mobily (Etihad Etisalat), Saudi Arabia  
 

• Etihad Etisalat was awarded Saudi Arabia’s second GSM license in August 

2004 for US$ 3.2bn, and a 3G license for US$ 200mn (SAR 753mn), thereby 

ending STC’s mobile telecom monopoly in the KSA. Etisalat is paid an 

annual management fee of US$ 10mn (SAR 37.5mn) for 7 years, subject to 

renewal 

• Mobily listed 20% of its shares on the Tadawul in October 2004 (open to 

KSA nationals only) and was required to increase its public float to 40% by 

its third year as a publicly traded company. As a result Etisalat generated 

income of AED 2.33bn by reducing its stake, which should be reported in 

Q2 2008 results. 

• Mobile operations were launched in May 2005 under the brand name Mobily 

and became EBITDA positive within 2 years of operation. In 2007, revenues 

grew by 44% to SAR 8.44bn (US$ 2.25bn, AED 8.26bn), while profits nearly 

doubled to SAR 1.38bn (US$ 368mn, AED 1.35bn). 

• By year-end 2007, Mobily claimed 11.1mn subscribers, of which more than 

100,000 were subscribing to its mobile broadband package.  

• Management states that it will invest at least US$ 1.1bn over 2008-2009 in 

Mobily’s network, which currently covers 93.7% of KSA’s population.  

• Mobily reported 41% market share at the end of Q1 2008 whilst STC 

reported 59%.  

• New entrant Zain plans to launch operations in June 2008, having paid 

US$ 6.1bn for Saudi Arabia’s third GSM and second 3.5G license. 

 

Etisalat Misr, Egypt   
 

• In August 2006, Egypt’s third mobile license was awarded to a consortium 

led by Etisalat for US$ 2.9bn, including US$ 580mn for the 3G component. 

The combined GSM/3G license has a duration of 15 years, subject to a 

5-year renewal agreement. Etisalat Misr must also pay an annual royalty of 

6% of gross revenue to Egypt’s National Telecommunication Regulatory 

Authority (NTRA). 

• Etisalat Misr’s entry into the market compelled both Vodafone Egypt and 

Mobinil to invest in their own 3G licenses at a cost of US$ 610mn each, in 

addition to paying the NTRA an annual royalty of 2.4% of total revenue. 

• By September 2007, the firm’s market share had reached 4.8%, and by end-

2007 it claimed 3.1mn active subscribers. At the end of 2007, Etisalat Misr 

had gained 6% market share, whilst Mobinil reported 50% and Vodafone 

Egypt claimed 44%.  

• Management expects mobile operations to become profitable by early 2010.  

• Etisalat is preparing a bid for Egypt’s second fixed-line license, scheduled to 

auction in July 2008. A winning bid would secure Etisalat Misr’s position as a 

comprehensive provider of fixed-line, broadband and mobile services. 

 
  

 

Figure 15: Saudi Arabia 

Source: IMF, ITU 

 

 

 

 

 

 

 

Figure 16: Egypt 

Source: IMF, ITU 

2007 Key Statitics

Population (mn) 24.3          

Nominal GDP (US$ bn) 381.7        

GDP per capita (US$) 15,731       

Mobile Subs ('000) 25,753.0    

Penetration 105.5%

Fixed-line Subs ('000) 3,996.0      

Penetration 17.0%

Internet Subs ('000) 1,800.0      

Penetration 7.1%

Broadband Subs ('000) 643.0        

Penetration 3.0%

2007 Key Statitics

Population (mn) 73.6          

Nominal GDP (US$ bn) 127.9        

GDP per capita (US$) 1,739        

Mobile Subs ('000) 30,047.0    

Penetration 39.8%

Fixed-line Subs ('000) 11,228.8    

Penetration 14.9%

Internet Subs ('000) 1322.4

Penetration 1.8%

Broadband Subs ('000) 427.1        

Penetration 0.6%
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Etisalat Afghanistan  
 

• Etisalat was awarded Afghanistan’s fourth GSM license in May 2006, at a 

cost of US$ 40mn and launched operations in August 2007. The license is 

valid for a period of 15 years and is renewable thereafter. 

• We anticipate a rapid growth in subscribers, given low teledensity, fixed-to-

mobile substitution and aggressive pricing by the various mobile competitors. 

• Etisalat Afghanistan’s ARPUs are projected to decline from AED 37 in 2007 

to AED 25 by 2012, as a result of competition. 

• Etisalat covers five major cities in Afghanistan, but its competitors have 

much wider coverage. Etisalat will therefore need to aggressively roll out its 

infrastructure in order to compete effectively. We project capex to increase 

from AED 306mn in 2008 to AED 411mn in 2009 and then decline to 

AED 135mn by 2012.  

• Roshan has the most comprehensive network, covering 180 cities, with 

AWWC covering 95 cities. MTN covers 49% of the population and has 

geographic coverage of 15%.  

• Etisalat held 4% market share as at YE2007 whilst market leader Roshan 

held 58%, AWCC had 26% and Areeba held 12%. 

 

Pakistan Telecommunications Company Ltd. (PTCL) 
 
• PTCL is currently Pakistan’s largest fixed and fixed-wireless operator, with a 

combined 85% market share. Its mobile market share of 21% is second only 

to Mobilink, a unit of Egypt-based Orascom Telecom Holding. 

• In March 2006, Etisalat purchased 26% of PTCL’s issued capital for 

US$ 2.66bn securing 53% of the voting rights, with the option to acquire an 

additional 25% stake in the future.   

• As a result of ongoing restructuring, we expect PTCL to contribute a loss of 

AED 14.8mn in 2008 to Etisalat’s income from associates. Thereafter, we 

project net income contributions of AED 298mn in 2009, AED 336mn in 

2010, growing to AED 730mn by 2012. 

• Pakistan’s wire-line market has been under considerable pressure due to a 

surge in fixed-to-mobile (FTM) substitution combined with dramatic growth 

in the ‘fixed-wireless’ or wireless local loop (WLL) segment. Wire-line 

telephony subscriptions dropped 9% between 2005 and 2007, and expanding 

traditional wire-line telephony infrastructure has remained cost-prohibitive in 

terms of ROI, given the availability of fixed wireless. 

• The Pakistani mobile market is highly competitive with 5 mobile operators. 

As of Q1 2008 their market shares were as follows: PTCL - 20.8%, Mobilink 

- 38.5%, Telenor - 20.2%, Warid Telecom - 17.4%, others - 3% 

 
  

 

Figure 17: Afghanistan 

Source: IMF, ITU 

 

 

 

 

 

 

 

Figure 18: Pakistan 

Source: IMF, ITU 

 

2007 Key Statitics

Population (mn) 27.4          

Nominal GDP (US$ bn) 8.8            

GDP per capita (US$) 323           

Mobile Subs ('000) 4,668.1      

Penetration 17.2%

Fixed-line Subs ('000) 81.2          

Penetration 0.3%

Internet Subs ('000) 50.0          

Penetration 0.2%

2007 Key Statitics

Population (mn) 158.2        

Nominal GDP (US$ bn) 143.8        

GDP per capita (US$) 909           

Mobile Subs ('000) 78,852.9    

Penetration 48.1%

Fixed-line Subs ('000) 4,940.4      

Penetration 3.0%

Internet Subs ('000) 3,500.0      

Penetration 2.1%
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Atlantique Telecom, West Africa  
 

• Etisalat entered the West African market in April 2005 when it acquired a 

50% stake in Atlantique Telecom for US$ 125mn, as well as a 10-year 

management contract expiring in 2015.  

• Atlantique has majority stakes in 7 GSM operations in Benin, Burkina Faso, 

Togo, Niger, Cote d’Ivoire, Central African Republic and Gabon.  

• Etisalat acquired an additional 20% in Atlantique in April 2007 for an 

undisclosed amount, raising its stake to a controlling majority of 70% and 

then further increased its stake to 82% in Q2 2008.  

• The countries covered by Atlantique Telecom have strong fixed to mobile 

substitution, with 24.6% mobile penetration versus fixed-line penetration of 

just 1.1%. The relatively low mobile penetration allows ample opportunity 

for growth.  

 
Canar Telecom, Sudan  
  

• In 2007, Etisalat increased its equity stake from 37% (initial investment made 

in 2005) to 82% for US$ 159mn, valuing the company at US$ 353mn. 

• CanarTel launched Sudan’s second fixed-line network in January 2006 and 

currently provides voice, data and wireless broadband internet based on next-

generation network (NGN) and CDMA technologies. At 2007 end, Etisalat 

reported Canar had reached 54% fixed-line market share. This was due to a 

50% growth in subscribers in 2007 on the back of a 120% increase in 

coverage area during the year. 

 
Zanzibar Telecom, Tanzania   
 

• Zantel commenced operations on the island of Zanzibar, off the coast of 

Tanzania in 1999, and entered the mainland Tanzanian market after acquiring 

fixed and mobile licenses in March 2005, launching commercial wireless 

operations launched in July 2005.  

• The company intends to provide coverage to 75% of the population by year 

end 2008. Its fixed and mobile networks cover more than 90% of the main 

island of Unguja and about 70% of Pemba. The company’s subscribers 

reached 1mn subscribers by the end of March 2008 and it is currently 

targeting 2mn subscribers by year end 2008.  

• In the fixed-line sector, Zantel distinguishes itself from competitors by using 

CDMA to provide fixed-wireless services.  

• In Q3 2007, Etisalat raised its stake in Zantel from 34% to 51% for an 

undisclosed amount. 

• Mobile operators market shares as at year end 2007 were as follows: Zantel 

(8.3%), Tigo (14.4%), CelTel (30.4%), Vodacom (46.9%) 

  
  

 

Figure 19: West Africa 

Source: IMF, ITU 

 

 

Figure 20: Sudan 

Source: IMF, ITU 

 

Figure 21: Tanzania 

Source: IMF, ITU 

 

 

 

2007 Key Statitics

Total Population (mn) 71.6          

Total Nominal GDP (US$ bn) 53.4          

Avg. GDP per capita (US$) 1,440        

Total Mobile Subs ('000) 14,721.2    

Avg. Penetration 24.6%

Total Fixed-line Subs ('000) 21,484.1    

Avg. Penetration 1.1%

Total Internet Subs ('000) 64.0          

Avg. Penetration 0.2%

2007 Key Statitics

Population (mn) 37.8          

Nominal GDP (US$ bn) 46.6          

GDP per capita (US$) 1,234        

Mobile Subs ('000) 9,310.0      

Penetration 24.8%

Fixed-line Subs ('000) 345.2        

Penetration 0.9%

2007 Key Statitics

Population (mn) 39.0          

Nominal GDP (US$ bn) 16.2          

GDP per capita (US$) 415           

Mobile Subs ('000) 8,252.3      

Penetration 20.4%

Fixed-line Subs ('000) 236.5        

Penetration 0.6%

Internet Subs ('000) 50.0          

Penetration 0.1%
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 EMTS, Nigeria  
 

• Emerging Markets Telecommunication Services partnered with Mubadala 

Development Company following Mubadala’s acquisition of a 15-year license 

Unified Access License in January 2007 for US$ 400mn.  

• In September 2007, Etisalat bought a 40% stake in the venture and was 

named operating partner. Services in Nigeria will be launched under the 

Etisalat brand. 

• Under EMTS, Etisalat is effectively the fifth mobile operator in Nigeria as 

well as the third fixed-line provider.  

• Management also expects EMTS to earn an ARPU of US$ 10 and to capture 

25% mobile market share, although no timeline has been given. 

• Mobile operators market shares as at year end 2007 were as follows: CelTel 

(27%), GloMobile (32%), MTN (41%). 

 
Excelcomindo, Indonesia  

 
• In December 2007, Etisalat purchased a 15.97% equity stake (US$ 438mn) in 

Excelcomindo, Indonesia’s 3rd largest mobile operator by subscriber base, 

valuing the company’s equity at US$ 2.74bn. Excelcomindo's license was 

issued in October 1996 and the company was granted a spectrum license in 

January 2001 with a validity of 10 years. 

• As of Q1 2008, Excelcomindo had 18.4mn subscribers in Indonesia, 

approximately 16% of the country’s mobile market share.  

• Excelcom remains majority controlled by integrated operator Telkom 

Malaysia through its Indonesian subsidiary Indocell Holding.  

• Currently, foreign ownership in any Indonesian wireless network operator is 

limited to 65%, and operators are charged an annual license concession fee 

of 1% of gross revenues, adjusted for bad debt and other extraordinary 

items.  

• Mobile operators market shares as at year end 2007 were as follows: 

Excelcomindo (16%), Indosat (24%), Telkomsel (50%), Others (10%). 

 

  

 

Figure 22: Nigeria 

Source: IMF, ITU 

 

 

Figure 23: Indonesia 

Source: IMF, ITU 

2007 Key Statitics

Population (mn) 143.9        

Nominal GDP (US$ bn) 166.8        

GDP per capita (US$) 1,159        

Mobile Subs ('000) 40,395.6    

Penetration 27.3%

Fixed-line Subs ('000) 6,578.3      

Penetration 4.4%

Internet Subs ('000) 2,000.0      

Penetration 1.5%

2007 Key Statitics

Population (mn) 224.9        

Nominal GDP (US$ bn) 432.9        

GDP per capita (US$) 1,925        

Mobile Subs ('000) 81,834.6    

Penetration 35.3%

Fixed-line Subs ('000) 17,827.9    

Penetration 7.7%

Internet Subs ('000) 2,543.6      

Penetration 1.1%
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Figure 24: Etisalat International - Summary Projections 

 
Source: Etisalat, Telegeography, Al Mal Capital estimates 

 
Potential International Licenses & Acquisitions 

 
There are several upcoming opportunities in the MENA region that Etisalat may 

pursue, both in terms of new licenses and also privatizations. However competition 

for these opportunities will be strong, as going forward such opportunities will grow 

scarcer. 

Figure 25: Upcoming Privatizations & New Licenses 

 
Source: Company Data & Al Mal Capital Research 

in AED '000s 2005A 2006A 2007A 2008E 2009E 2010E 2011E 2012E

SUBSIDIARIES

Atlantique Telecom (W. Africa)

Market Share 9.0% 16.0% 22.0% 23.0% 24.0% 25.0% 26.0% 27.0%

Revenue 312,000   539,000   1,173,000   1,483,845   1,811,581   2,151,253  2,483,406   2,785,235    

ZanTel (Tanzania)

Market Share 3.0% 6.0% 8.3% 10.0% 14.0% 16.0% 18.0% 20.0%

Revenue 104,000   127,000   183,000     300,643      471,408     587,240     713,496      848,268       

CanarTel (Sudan)

Market Share -             38.0% 54.0% 54.0% 54.0% 54.0% 54.0% 54.0%

Revenue 3,000      158,000   245,000     262,150      277,879     291,773     303,444      312,547       

Etisalat Afghanistan

Subscribers -             -              110            658            1,308         1,813         2,145         2,552          

Market Share -             -              2.5% 9.0% 13.0% 15.0% 16.0% 18.0%

Revenue -             -              6,400         255,701      457,319     589,506     662,382      764,385       

Etisalat Misr (Egypt)

Subscribers -             -              3,100         5,870         8,482         10,901       13,374        16,508         

Market Share -             -              9.8% 14.0% 17.0% 19.0% 21.0% 24.0%

Revenues -             -              385,000     2,784,921   3,930,629   4,811,460  5,430,638   6,702,963    

Total Revenues from Subsidiaries 419,000  824,000  1,992,400  5,087,260  6,948,816  8,431,231  9,593,367  11,413,398  

ASSOCIATES

Mobily (Saudi Arabia)

Net Income -             -              1,351,267   2,021,462   2,616,674   2,942,922  3,170,842   3,546,877    

Etisalat's % Share -             -              35.0% 26.3% 26.3% 26.3% 26.3% 26.3%

Proportionate Share of Net Income -             -              472,944     530,634      686,877     772,517     832,346      931,055       

EMTS (Nigeria)

Net Income -             -              -                (7,008)        4,961         17,112       22,121        29,018         

Etisalat's % Share -             -              -                40.0% 40.0% 40.0% 40.0% 40.0%

Proportionate Share of Net Income -             -              -                (2,803)        1,984         6,845         8,849         11,607         

PTCL (Pakistan)

Net Income -             -              887,933     (56,767)      1,149,570   1,295,511  2,507,772   2,808,705    

Etisalat's % Share -             -              26.0% 26.0% 26.0% 26.0% 26.0% 26.0%

Proportionate Share of Net Income -             -              230,863     (14,759)      298,888     336,833     652,021      730,263       

Excelcom (Indonesia)

Net Income -             -              177,378     421,091      460,269     442,348     617,264      639,367       

Etisalat's % Share -             -              16.0% 16.0% 16.0% 16.0% 16.0% 16.0%

Proportionate Share of Net Income -             -              28,327       67,248        73,505       70,643       98,577        102,107       

Total Proportionate Net Inc from Associates -             -             732,133     580,320     1,061,254  1,186,838  1,591,792   1,775,033   

License Expected

Type Award Date

New Licenses

Bahrain 3rd Mobile Dec-08

Egypt 2nd Fixed Jun-08

Syria 3rd Mobile 2008

Tunisia 3rd Mobile and 2nd Fixed 2008E

Qatar Fixed May-08

Privatisations

Algeria Algerie Telecom 2008E

Lebanon Mobile & Fixed H2 2008

Libya Mobile & Fixed Not Announced

Oman Omantel end 2008E

Baharain Batelco 2008E
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Etisalat has also announced that it is exploring opportunities in India, Iraq and 

Vietnam as well as additional mergers and acquisitions in Africa. This includes Algeria, 

where Etisalat is awaiting the government’s decision on selling Algerian 

Telecommunications Company. 

Iraq 
 
Management has disclosed that Etisalat is considering a joint venture with an existing 

mobile license holder in Iraq. The unnamed operator is most likely Korek Telecom, a 

regional player in the autonomous Kurdish region north of Iraq. A presence in Iraq 

would expand Etisalat’s footprint as an operator to 16 countries. 

 

In August 2007, three mobile licenses in Iraq were awarded to three operators for 

US$ 1.25bn each. Korek Telecom and Orascom Telecom had established a JV under 

which the two companies would merge their networks in Iraq under a single operator, 

with a subscriber base approaching 4mn users. But, in November 2007 Orascom 

withdrew from the agreement and sold its network and subscriber base to Iraqi 

operator MTC Atheer, which is now owned (and rebranded) by Zain. Korek has since 

been searching for a strategic partner to help finance the US$ 1.25bn cost of the 15-

year license in addition to the further capital expenditure required to expand the 

network. 

India 
 
Management has indicated that Etisalat intends to invest strategically in an Indian 

operator and could spend as much as US$ 4bn. The company has allegedly been in 

dialogue with a number of Indian telecoms, including Spice Communications. 

  

India, with a population of over 1.3bn, currently has more than 290mn telecom 

service subscribers, of which 250mn are mobile users, with 8mn mobile subscriptions 

being added per month. There are 12 operators currently provide wireless and fixed-

line telephone services in some or all of the nation’s 23 telecom service areas. 

 

MTN 
 

MTN is a leading player in the African market operating in 21 countries and with over 

61mn proportionate subscribers. With MTN’s current market capitalization of 

c.US$ 32bn, even Etisalat, with its underleveraged balance sheet and cash reserves, 

would be pushed to complete a takeover, although it could take a strategic stake in 

MTN. However MTN’s assets have attracted other suitors including Bharti Airtel and 

Reliance Telecom. Although talks with Bharti Airtel did not conclude in deal, MTN is 

still looking for access to the Indian market and is in on-going talks to with Reliance 

Telecom. If the merger were to be completed, it would result in an emerging markets 

telecoms giant with a market capitalization of around US$ 70bn. 
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e-Vision (Emirates Cable TV and Multimedia)  

 

e-Vision is the UAE’s leading Cable TV services provider. In 2007, its sales operations 

and service delivery systems merged with those of Etisalat, primarily to facilitate the 

combined use of e-Vision and Etisalat’s networks to offer customers a full range of 

telecom, internet and TV services from a single provider - in other words, a ‘triple-

play’ service offering from a marketing standpoint, although content is delivered via 

separate wire lines, rather than through a single data line.   

Etisalat Services 
 
Emirates Data Clearing House (EDCH) 
 
EDCH, one of only four clearing houses worldwide, is a service provider to GSM 

operators, handling international roaming data and arranging for settlement among its 

various roaming partners. The unit was created in 1994, initially to provide data 

clearing exclusively for Etisalat; and was transformed into a Free Zone Establishment 

(FZE) in October 2006 to provide its services to other mobile operators.  

Ebtikar 
 
Ebtikar is a major card manufacturer and related service provider catering mainly to 

telecom operators in the local, regional and international markets. Its factory in the 

emirate of Ajman produces a variety of prepaid scratch, smart memory chip and GSM 

SIM cards. 

 

e-Marine (Emirates Telecom and Marine Services FZE) 

 

e-Marine specializes in submarine cable installation, maintenance and repair 

throughout the Middle East. The subsidiary owns three fully-equipped cable ships and 

a cable depot in Abu Dhabi. In March 2008, e-Marine was contracted by Alcatel-

Lucent to lay a 4,900km submarine cable between the UAE and Kenya as part of a JV 

between the Kenyan government and regional telecoms and fund managers; the 

Kenyan government owns 45% of the project, while Etisalat holds 15%. Etisalat has 

stated that it intends to restructure e-Marine and offer a portion of its equity to 

strategic partners.  

 

e-Real Estate (e-RE)  

 

e-Real Estate has assumed ownership of Etisalat’s properties (buildings, towers, 

monopoles) to oversee leasing agreements, registration, logistical issues, and to 

optimize space utilization by leasing or renting surplus or under-utilized building space 

on the open market.  

 

Technologia (Etisalat Software Solutions Pvt. Ltd.)  

 

In March 2008, Etisalat officially unveiled its new Bangalore, India based subsidiary, 

Technologia,, an independent software vendor. Technologia will be responsible for 

developing custom software products and providing IT consultancy services to 

Etisalat, its subsidiaries and other telecoms in the region. Technologia will commence 

operations with 50 software engineers and is expected to grow to 250 employees. 
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Strategy 
 
Etisalat’s strategy has 3 components: 

 

i) Remain clear market leader in the UAE  

ii) Continue growth of existing international operations 

iii) Acquire additional overseas licenses/companies 

Remain Clear Market Leader in the UAE  
 

Etisalat needs to be able to maintain its leading position in the UAE in order to 

protect its domestic cash cow, which provides the cash flow to acquire overseas 

licenses, build out infrastructure and operations. It is this cash flow that has allowed 

Etisalat to maintain a strong balance sheet with a sizeable cash balance and will, in the 

future, allow Etisalat to increase the amount of leverage on its balance sheet as it 

acquires additional overseas operations.   

 

We believe Etisalat will be able to maintain its leading position in the UAE telecom 

sector, although it will not be as lucrative as it has been in the past. However it is not 

in the interest of Etisalat or du to compete directly on price; a cozy duopoly will 

ensure both players will earn higher returns than they would in a fully competitive 

market. This would change should a third operator enter the domestic market and so 

Etisalat is taking full advantage of its current position to diversify overseas. 

Continue the Growth of Existing International Operations 
 

Etisalat’s strategy in relation to its existing international operations is to play a long-

term game. It invests heavily in capex and aims to have the best network in terms of 

coverage and combines this with competitive pricing and strong customer service.  It’s 

a variation on the Dubai strategy - build and they will come. 

 

Historically Etisalat’s overseas expansion has been focused on African markets, which 

have been open to competition, whilst GCC markets for the most part have been 

monopolies. As GCC markets have liberalized Etisalat has taken advantage of 

opportunities this has presented; hence the investment in Mobily in Saudi Arabia.  

 

We believe Etisalat will continue to exploit any the opportunities to gain control of 

associate undertakings as it did in 2007 with Zanzibar Telecom, Atlantique Telecom and 

Canar Telecom. In 2007 Etisalat widened it geographic scope with the purchase of a 

stake in Excelcomindo in Indonesia. 

Acquire Additional Overseas Licenses/Companies 
 
In terms of future overseas investments, management have indicated they will continue 

to invest in Africa and Asia and to this end they have been exploring opportunities in 

India, Iraq and Iran, to name a few. 
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Investment Positives 
 
Increasing Revenue from Overseas Operations 
 
Etisalat is becoming increasingly diversified in terms of its international operations. 

We project revenue from overseas operations growing to 13% in 2008 (AED 3.68bn) 

of total revenues from 4% (AED 934mn) in 2007 and then continue to grow to 24% 

(AED 8.29bn) of revenues by 2012.  

 

At the subsidiary level, Etisalat Misr in Egypt should be the key contributor, 

contributing AED 1.84bn to revenue in 2008 and growing to AED 4.42bn by 2012. 

Atlantique Telecom should be the second most important contributor to subsidiary 

revenue, contributing AED 1.22bn in 2008, growing to AED 2.41bn by 2012. 

 

Going forward, Mobily (Saudi Arabia) and PTCL (Pakistan) are the two key associates 

in terms of overseas contribution to net income. Mobily should contribute AED 

530mn in 2008, growing to AED 931mn by 2012. The contribution from PTCL 

should become increasingly more important, growing to AED 299mn in 2009 and to 

AED 730mn by 2012. By 2012, PTCL’s contribution should be higher than that of 

Mobily, because of Pakistan’s larger population. 

 

Both Excelcomindo (Indonesia) and EMTS (Nigeria) should also contribute 

increasingly to net revenue, but to a lesser extent than the associates and subsidiaries 

mentioned above. In the case of EMTS, this is due to the fact that the operations are 

very much in start-up mode. It will take some time to roll out the network before 

EMTS can achieve sufficient critical mass (both geographically and in terms of 

population), given the size of the country. In the case of Excelcomindo the reason for 

a relatively low contribution is that Etisalat currently only has a 16% stake in the 

company. 

 

We would expect Etisalat to continue to increase its stake in associates, where 

appropriate and gain majority control, as it has done in the past with Canartel, Zantel 

and Atlantique Telecom.  

Strong Balance Sheet 
 
Etisalat has a debt/equity ratio of 36% and 2007 interest cover ratio in 2007 of 25.5 

times. The company has stated that the maximum debt it would take on is three times 

EBITDA and that this would not impact its credit rating, and hence its funding costs. 

Given 2007 EBITDA of AED 14.8bn, this implies maximum debt of AED 44.4bn 

versus actual debt in 2007 of AED 9.2bn, giving headroom of AED 35.2bn.  

 

Based on 2008 forecasts, we estimate EBITDA of AED 18.07bn, implying maximum 

debt of AED 54.21bn. 

 

The ability to increase gearing together with its existing cash balance gives ample 

opportunity for Etisalat to carry out acquisitions as well as meet ongoing capex 

requirements, both domestically and overseas. 

 
Capturing Additional Segments of the Value Chain 
 
Given that Etisalat operates in 16 countries, it should increasingly be able to capture 

additional segments of the value chain. Where it has purely mobile operations it 



UAE Telecoms Sector |2nd  July 2008 
 

26 

should be able to benefit from capturing roaming revenue by making its overseas 

networks the preferred roaming network for its overseas subscribers.  

 

Geographically, Etisalat’s operations can be split into two clusters: the Middle East 

and Africa. Etisalat should be able to capture roaming revenue within these clusters. 

In the Middle East, Etisalat should be able to capture both portions of roaming 

revenues for customers roaming between the UAE, Egypt and Saudi Arabia as well as 

Pakistan, given the composition of the expatriate population.  

 

Where Etisalat has fixed-line operations as well mobile (as in Pakistan) it should be 

able to capture additional revenue by transferring mobile calls to its fixed line network 

and vice versa. This would make acquiring the license to operate the fixed line 

network in Egypt a top priority for Etisalat. 

 

We do not, however, expect there to be significant roaming revenues between the 

Middle East cluster and African cluster.  

Capturing Synergies from International Operations 
 
Etisalat’s international operations should be able to generate synergies between its 

various subsidiaries and associates.  

 

Capex is one of the areas where synergies can be captured by using single vendors for 

specific infrastructure expenditure across several countries, thereby benefiting from 

economies of scale through larger orders and obtaining better pricing and higher 

discounts.  

 

Another area is that of telecom management and staff. Given the scarcity of telecoms 

professionals in the GCC, experienced staff can be moved to areas and countries 

where their skills are in short supply and where they can add the most value.  

Incumbent Operator in UAE Market 
 
As the former incumbent, Etisalat remains in a strong position in its domestic market 

given its investment over the years in its network and resulting strong brand and 

customer base. 

 
Investment Risks 
 
Third Operator 
 
Any new entrant in the form of a third operator would have to compete aggressively 

in order to gain market share. Given the relatively small population of the UAE any 

new entrant would probably compete on price. This could potentially kill the cash cow 

that is Etisalat’s UAE operations and thereby have a negative impact on Etisalat’s 

margins.  

 

However, if the new entrant is in the form of an MVNO, this may be to the benefit of 

Etisalat as it has a well developed network, with more potential to lease excess 

capacity, and would be the natural choice for an MVNO to partner with. 
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Overpaying for Licenses and /or Acquisitions 
 
Given the expansion plans of other GCC telecoms, as well as those of other emerging 

market telecoms such as MTN and Bharti Airtel, the level of competition for new 

licenses and acquisitions will be high. This may result in bidding wars and there could 

be a potential risk that Etisalat may well overpay for assets, reducing ROI. 

 
Potential to Lose Focus as Etisalat Continues to Expand Internationally 
 
Given the numerous existing overseas operations, and as it continues to expand, 

management focus could be increasingly diluted as there would be an increasing 

number of countries and issues to manage. 

Tight Labour Market for Telecoms Staff 
 
There is a tight labor market for experienced telecom staff in the GCC region. 

Although this may not impact Etisalat so much in its home market, as it is the former 

incumbent, and already has a majority of its staff in place.  However its UAE staff may 

become recruitment targets for its competitors, both domestic and international. It 

may well also impact Etisalat’s overseas operations, which will require an increasing 

number of staff as operations continue to expand. To date, this does not seem to have 

been a major issue, given that a majority of du’s staff have been recruited from 

overseas telecoms operators.  

 
Financial Review and Projections 
 

• We project revenue growing by 28% to AED 27.34bn in 2008 as overseas 

subsidiaries start contributing to overall revenues and a further 6.8% in 2009 

to AED 29.21bn. Throughout our forecast period, we see revenue increasing 

from AED 21.3bn in 2007 to AED 34.70bn in 2012. The revenue mix 

changes during the period, with overseas revenue contributing 24% of 

overall revenue by 2012. 

 

• EBITDA margins are projected to decrease in 2008 to 68.4%. Thereafter we 

expect EBITDA margins to decrease to 64.4% in 2012 as competition starts 

to impact margins but are partially offset as synergies from overseas 

operations are captured.  

 

• We forecast net earnings to grow by a CAGR of 6.30% between 2007 and 

2012. Reported EPS is expected to grow by 11% in 2008 to AED 1.63 and 

by 2012 we project EPS growth to be 5%, equivalent to 

AED 1.76. 

 

• The company has committed considerable capital expenditure to maintain, 

grow and improve its home country network as well as the networks and 

attendant infrastructure of its subsidiaries. In the UAE, management has 

focused on completing a nationwide Fiber-to-the-Home (FTTH) 

deployment to bring last-mile fiber connectivity directly to homes and 

business across the UAE. In January, management announced the 

completion of the first phase of its intended nationwide FTTH deployment, 

which will bring last-mile fiber connectivity directly to homes and businesses 

via a single wire line at speeds of up to 60Mbps. Management believes that 
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this formal ‘Triple Play’ offering of voice, broadband and TV on a single IP 

connection will in fact cause a surge in fixed-line subscriptions and, 

consequently, fixed-line penetration, which has remained stalled at around 

30% for the past several years. 

 

• In 2007, capex totaled AED 3.46bn (US$ 942mn), and management has 

indicated it intends to spend US$ 5bn in Africa alone on new investments, 

although no timeframe has been specified. We project capex to increase from 

AED 3.46bn in 2007 to AED 3.79bn in 2008 and then again in 2009 to 

AED 3.87bn before falling to AED 2.3bn in 2012.   
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Figure 26: Summary Financials - Etisalat 

Source: Company Data & Al Mal Capital Research 

  

(AED Millions) 2006A 2007A 2008E 2009E 2010E 2011E 2012E

Income Statement

Revenues 16,290     21,339    27,337     29,206     31,285     32,778     34,702     

SG&A (5,133)      (8,485)     (11,015)     (12,570)     (13,927)     (15,069)     (16,213)     

EBIT 11,158      12,854    16,322     16,636     17,358     17,709     18,488     

Operating Margin 68.5% 60.2% 59.7% 57.0% 55.5% 54.0% 53.3%

EBITDA 12,555     14,816    18,707     19,693     20,783     21,447     22,358     

EBITDA Margin 77.1% 69.4% 68.4% 67.4% 66.4% 65.4% 64.4%

Net Interest Expense 214          120         134          215          173          112          198          

Other Income (Expense) 298          1,165      2,496        1,126        1,261        1,677        1,873        

Pretax Income 11,670      14,139    18,953     17,976     18,792     19,498     20,560     

Royalties & Taxes (5,860)      (7,419)     (9,735)      (9,192)      (9,603)      (9,976)      (10,514)     

Minority Interest 50            576         516          408          415          453          469          

Net Income 5,860       7,296     9,735       9,192       9,603       9,976       10,514      

Shares Outstanding (mn) 4,991        4,991      5,990        5,990        5,990        5,990        5,990        

Earnings Per Share 1.17         1.46        1.63         1.53         1.60         1.67         1.76         

Balance Sheet

Cash & Equivalents 10,304      9,433      12,302      13,727      15,330      16,717      18,392      

Acct. Receivables 3,184        3,293      3,691        3,943        4,223        4,425        4,685        

Inventories 66            175         273          292          313          328          347          

Total Long Term Assets 32,355      39,547    46,340      53,212      59,602      65,047      67,345      

Total Assets 45,908     52,448    62,606     71,173      79,468     86,517     90,769     

ST Debt 1,537        343         439          469          503          527          558          

Payables & Other ST Liabilities 12,068      17,322    22,218      22,461      22,769      23,769      25,118      

Total Current Liabilities 13,605     17,665    22,657     22,931     23,272     24,296     25,675     

LT Liabilities 10,909      8,887      8,764        10,601      12,495      12,835      11,512      

Total Liabilities 24,514     26,553    31,421      33,532     35,766     37,131      37,187     

Shareholders' Equity 21,394     25,895    31,185      37,642     43,701     49,386     53,582     

Cash Flow

EBIT 11,158      12,854    16,322     16,636     17,358     17,709     18,488     

Depreciation 1,397        1,962      2,385        3,058        3,425        3,738        3,870        

EBITDA 12,555     14,816    18,707     19,693     20,783     21,447     22,358     

Change in Working Capital 4,266        4,713      1,627        (1,422)      (1,563)      (579)         (575)         

Royalty Exp. & Other Income (5,562)      (6,132)     (7,238)      (8,066)      (8,342)      (8,299)      (8,641)      

Capex (16,757)     (6,013)     (6,793)      (6,872)      (6,390)      (5,445)      (2,298)      

Net Financial Expense 214          120         134          215          173          112          198          

Increase (Decrease) in Financing 8,651        (5,924)     (123)         1,837        1,893        340          (1,322)      

Free Cash Flow 3,368       1,580      6,313       5,385       6,554       7,576       9,720       

Dividends (2,723)      (2,995)     (3,444)      (3,961)      (4,951)      (6,188)      (8,045)      

Change in Cash Position 646          (871)       2,869       1,425       1,603       1,387       1,675       
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du - Population Churn, it’s Good for du 
 
Company Overview 
 

Emirates Integrated Telecommunications Company (EITC) became the UAE’s 

second integrated telecom provider in December 2005, capitalized at AED 4bn by the 

UAE Federal Government (50%), Mubadala Development Co. (25%), and Emirates 

Communications and Technology Co. (25%). EITC then acquired from TECOM 

Investments the assets, capital and businesses of a number of its subsidiaries, including 

an initial fixed-line subscriber base of 19,100 business and consumer customers.  

 

The UAE Telecom Regulatory Authority awarded EITC the nation’s second universal 

telecom license (20-year validity) in February 2006, at which point EITC unveiled its 

operating brand name, du.  

 

In April 2006, 20% of du’s shares were listed on the Dubai Financial Market in an 

IPO oversubscribed by 166 times. The company launched domestic mobile services in 

February 2007, and by the end of 2007 claimed 1.5mn mobile customers and 46,000 

fixed-line subscribers, yielding a market share of 19% by management’s estimate.  

Ownership 
 

Figure 27:  du - Ownership Structure 
 

 
 

 

 
Source: FactSet, Dubai Financial Market 

 

Operations 
 

Mobile  

 

In April 2008, at the insistence of operators, the TRA finally defined an ‘active 

subscriber’ as follows:  any mobile customer who has either made a call, sent an SMS 

or MMS, or received a call within the last 90 days.  

 

In a gesture of transparency, du declared its end Q1 2008 active mobile subscriber as 

1.43mn, from 1.76mn mobile customers, a reduction of 354,000, essentially 

eliminating 21% of its mobile customers, many of whom we think are Etisalat users 

who signed up for a du account as part of its giveaway promotions but were not 

converted.  

 

We forecast du’s mobile subscriber base to grow from a reported 1.46mn subscribers 

in 2007 to 2.03mn in 2008, 2.81mn in 2009 and to 4.05mn by 2012, representing a 

UAE 
Federal 
Govt.
40%

Mubadala 
Dvlpmnt
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Emirates 
Comm. & 

Tech
20%

Free Float
20%

Permitted foreign ownership* 22.0%

Current foreign ownership 1.2%

Foreign ownership headroom 20.8%

Ownership stake limit 3.0%

Shares Outstanding (mn) 4,000     

Shares available to foreigners (mn) 830.4     

*Restricted from owning Du shares:

1. Any company in which foreign 

ownership exceeds 50% of its capital

2. Any local or international telecom company
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growing mobile market share of 22%, 28% and 34%, respectively. Given that du is 

competing against a strong entrenched incumbent with an established brand name, 

this is still solid performance. 

 

We project revenues from mobile operations will grow to AED 2.54bn in 2008, 

AED 4.32bn in 2009 and to AED 7.09bn by 2012.  

 

We see ARPU from mobile operations growing in line with market share from 

AED 104 in 2008, to AED 128 in 2009 and peaking at AED 148 by 2011 as du 

completes its mobile network rollout and captures more high spending customers. 

From 2012 on, we expect du’s mobile ARPU to decline, albeit marginally, to 

AED 146, in line with Etisalat’s 2012E ARPU of 148. 

 

Fixed-line and Broadband 

 

du currently offers triple-play services (voice, IPTV, data) to residential and business 

consumers over its fiber network in select areas of the UAE, namely, current and 

planned freehold developments collectively known as “New Dubai”. It should be 

noted that a majority of du’s fixed-line and broadband revenues are derived from 

business customers given that du covers Dubai Internet and Media Cities. Fixed-line 

telephony include domestic and international dialing at rates nearly indistinguishable 

from competitor Etisalat. IPTV services include TV package offerings across more 

than 260 channels. Broadband services currently rely on copper and coaxial cabling for 

last-mile delivery, though management stated sizeable investment in Next Generation 

Network (NGN) infrastructure that will deliver converged services at higher speeds.  

 

du reported 46,000 fixed-lines in service at 2007 end and 54,000 in Q1 2008. We 

forecast du’s share of the UAE fixed market to grow from 46,000 subscribers in 2007 

to 57,000 in 2008, 70,000 in 2009 and to 114,000 by 2012. This represents a fixed-line 

market share of 3.8% in 2008, 4.3% in 2009 growing to 6% by 2012. We project du’s 

fixed-line and broadband revenues to grow to AED 1.04bn in 2008, to AED 1.17bn 

in 2009 and to keep increasing to AED 1.73bn by 2012.  

 

Management noted that du’s initial acquisition of a number of TECOM subsidiaries 

gave du the ability to offer fixed-line internet services over limited areas. But, 

delivering wire-line service to every development in the UAE would not be financially 

prudent, so alternatives to cabling must be pursued, WiMAX being one possible 

alternative. Building a duplicate fixed line network across the entire UAE would also 

not make sense, so we would expect du to concentrate on those areas with the highest 

population densities, namely Dubai and Abu Dhabi. This would allow du to retain 

income from the highest revenue generating cities, income that it would otherwise 

have to partially pay to Etisalat as interconnect fees. 

 

du targets higher value international calls by offering all day international tariffs that 

match Etisalat’s off-peak rates.  

International and Wholesale 
 
The International and Wholesale Division manages routing for du’s international 

traffic, generating revenue by providing voice and data connectivity to international 

telecom operators in addition to managing international relationships covering 

roaming, data, IP and voice interconnect.  
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du intends to be a hub for all carriers seeking access to the region.  Accordingly, the 

company has invested strategically in its own submarine cable capacity on the FLAG 

Falcon cable system and the upcoming Europe-India Gateway, as well as in its own 

landing stations. By connecting its terrestrial cable networks to neighboring countries, 

du is well-positioned to capture additional portions of the value chain. 

Other Operations 
 
du’s broadcast business generates steady income but forms a relatively small portion 

of overall revenue (2.3% of total revenues in 2007). We forecast this to grow steadily 

at 3% per year.  

Strategy  
 
du’s strategy centers on offering converged services through its NGN (Next 

Generation Network). This means triple play services of voice, video and internet over 

the same wire. Triple play should be extended to quad play in the future by the 

inclusion of mobile, through handsets that connect to the fixed line network at home 

(through WiFi) and the mobile network when away from home. A converged strategy 

allows du to benefit with from the lower cost of ownership in terms of opex and 

capex of an NGN as well as take advantage of the high bandwidth and network 

scalability provided by an NGN.   

 

Currently du is still effectively in startup mode and its tactical strategy centers around 

the following two pillars: 

 

Network Expansion: Current geographic coverage remains lower than that of 

Etisalat. du currently has over 1,200 base stations in operation compared to Etisalat’s 

7,743, of which 1,606 are 3G sites. Having depth and breadth of coverage is crucial if 

du is to compete with Etisalat in the mobile segment of the UAE telecoms market and 

avoid paying and interconnect fees to Etisalat. 

 

Strategic Marketing: Using its strength in marketing to create innovative campaigns 

targeted at specific segments of the market. Examples of du’s marketing prowess 

include the Me & Mine product, which offers a 10% discount on 2 selected 

international numbers for no annual fee, which is attractive for the large expatriate 

population.  du is also carrying out joint promotions with other companies, for 

example with Barclaycard, giving a free SIM and AED 280 worth of credit when a 

person applies for a new credit card. 

 

Currently du operates only in the UAE in contrast to the multinational operations of 

Etisalat. Management have indicated that this will continue to be the case for the 

foreseeable future. This makes sense as du would currently have difficulty in financing 

overseas licenses and network infrastructure deployment. 

 
Investment Positives 
 
Population Churn 
 
We believe du will continue to take advantage of the population dynamics of the 

UAE, namely population growth and churn. Etisalat estimates the expatriate 

population of the UAE to churn every five years while du’s management contends 



UAE Telecoms Sector |2nd  July 2008 
 

33 

that churn is more rapid and has adjusted its strategy accordingly. We believe du will 

carry on with its strategic marketing campaign targeting potential new customers with 

special, time-limited, promotions that offer virtually free subscription and value added 

services. These should not destroy ongoing revenue streams as they are time limited 

and du does not compete directly with Etisalat on price.   

Strong Management 
 
The management team at du brings a wealth of experience from both international 

developed market telecom companies as well as regional emerging market telecom 

companies. CEO Osman Sultan helped set up Egyptian Company for Telecom 

Services (Mobinil) in 1998 and served as both Chairman and CEO, while CFO Mark 

Shuttleworth was formerly Group CFO of Qatar Telecom. The Head of Corporate 

Strategy and Strategic Marketing was formerly with Orange Group in the UK. Other 

senior management have had experience with both mobile and fixed line operators 

including Vodafone, British Telecom, France Telecom, Cable & Wireless, Telstra, 

Singtel and Tecom. This wealth of sector and geographic experience is a strong asset 

for du. 

State of the Art Network 
 
du has a state of the art IP based, fiber network with FTTH and FTTB (Fibre to the 

Building). This should benefit du, as the cost of ownership will be lower than that of 

legacy networks because equipment will not have to be replaced as soon.  

 

In addition this should also benefit du in terms of delivering converged services to 

customers. An all fiber network has higher bandwidth than one where copper is used 

as a delivery mechanism for the last mile, is easily scalable as well as having lower 

operating expenses. 

VoIP Ban 
 
In June 2008 du started blocking VoIP calls from residents living in Emaar and Nakheel 

properties in the Dubai free zones that the company services, in line with TRA 

directives. Whilst this will obviously create ill will with customers, it should enhance du’s 

international call revenues from these locations, given a majority of the people living in 

the areas affected are expatriates. du has tried to soften the blow by offering cheaper 

international calls to its customers - for each second of an international call, they will 

receive 1 fil of free credit.   

Marketing Prowess 
 
du has shown that it is strong at strategic marketing and turning potential weaknesses 

into strengths. For example, its original launch campaign should have been accompanied 

by the introduction of MNP. The delay of MNP could have been a big disadvantage for 

du. The company turned this to its advantage by launching a number reservation 

campaign allowing potential users to reserve their Etisalat number (bar the prefix) on 

du’s network. 

 

Despite du’s entry into the market there has been limited consumer choice, in terms of 

packages offered, especially for mobile, as the Etisalat model is that one size fits all. 

Segmentation of the mobile market has proved to be highly successful in other markets, 

especially for MVNOs, who can profitably target segments of 100,000 users. Given the 

lack of consumer choice, du could use its marketing strength to segment the market and 

offer multiple packages aimed at different types of users.  



UAE Telecoms Sector |2nd  July 2008 
 

34 

Founding Shareholders 
 
With 60% of the company held by either the UAE government or related entities, du 

has strong support to help it succeed. The contacts should prove valuable in achieving 

its strategic objectives. It should also ensure a benign regulatory environment which 

will protect du from being overwhelmed by the strength of Etisalat by, for example, 

preventing predatory pricing. 

 
Investment Risks 
 
Lack of Geographic Coverage 
 
While du’s mobile network covers 98% of the UAE population, its geographic 

coverage is still not as comprehensive as Etisalat’s. Based on anecdotal evidence, we 

surmise that this dissuades many potential customers from choosing du. Given that 

the vast majority of the UAE population lives in urban areas, this may not be a major 

issue. du is also addressing congestion issues by bringing forwards its capex plans.  

 

In addition, its fixed-line network continues to be limited to the localities of New 

Dubai and will continue to require substantial capex to match Etisalat’s aggressive 

nationwide roll-out of FTTH services.  

Network Roll-Out Impediments 
 
Even though du has a federal license and mandate, it still requires compliance and 

assistance from local governments and municipalities in order to develop 

infrastructure. The need for cooperation on various bureaucratic levels has created 

obstacles that slow or prevent network deployment, depending on the locality. While 

complete nationwide coverage is a top priority, it will take time and political will. 

Osman Sultan, du’s CEO, notes that Mobinil took more than two years to deliver 

nationwide coverage in Egypt. 

Differentiation Through Technology 
 
As a new entrant we would expect du to be able to differentiate itself from Etisalat by 

offering the latest technology. This, however, may not be that easy because Etisalat 

has shown itself to be an early adopter of the latest technology. Etisalat has the 

financial resources to roll out new technology easily on a national basis, while du 

needs to concentrate on rolling out its network, together with attracting and retaining 

users, all with far more limited means than Etisalat. 

Country Diversification 
 
du currently only has operations in the UAE, as opposed to Etisalat which has 

operations in 16 countries. From a geographic perspective, du does not have a 

diversified revenue stream and is reliant on only one country for its income, whilst 

Etisalat’s revenue is far more diversified. This lack of diversification does, however, 

allow du’s management to remain focused on the UAE. 
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High Debt Levels 
 
We forecast du to have a net debt/equity ratio of 109% of 2008, which is a result of 

capex on its network. Given the high levels of debt we do not forecast shareholder 

equity to reach AED 4bn (the initial amount of equity at formation) until 2011.  

Inflation 
 
Cost of living increases, due to soaring regional inflation, may discourage immigration 

into the UAE. It may also spur many of the UAE’s expatriates (c.85% of the UAE 

population) to leave the UAE. Both these scenarios would negatively affect population 

growth, one of the key drivers of revenues. This could be detrimental to both Etisalat 

and du, particularly for the latter because it has no revenues from international 

operations.  As du is still building out its network, it could potentially also be impacted 

by increasing capital project costs due to inflation. 

Tight Labour Market for Telecoms Staff 
 
Given the overseas expansion drive of MENA telecoms operators and the 

introduction of competition within the GCC telecoms market, there is an acute 

shortage of telecoms professionals in the region. This is potentially a greater issue for 

du, (as it will have to make additional new hires as it expands in the UAE) than for 

Etisalat which already has a fairly full complement of staff for its UAE operations.  

 
Financial Review and Projections 
 

• We project revenue growing by 134% in 2008 to AED 3.61bn as the number 

of active subscribers continues to grow and ARPUs increase. As du 

continues to capture market share from Etisalat, we see further increases in 

revenue by 53.1% to AED 5.52bn in 2009 and to AED 8.86bn by 2012.  

 

• We forecast EBITDA margins of 10% in 2008, generating EBITDA of AED 

360.6mn growing to 24.8% in 2009 with EBITDA of AED 1.37bn and to 

49% by 2012, equating to AED 4.34bn. 

 

• Reported EPS is expected to show a loss of AED 0.03 in 2008 and become 

positive in 2009 with AED 0.09 per share growing to AED 0.36 by 2012. 

 

• du intends to continue its heavy capital expenditure (2007: AED 1.65bn) in 

line with building its mobile network infrastructure and extending coverage 

across the UAE. The network, which currently covers over 80% of the 

UAE’s populated areas, is typically built out in anticipation of demand. 

However, given the success of du’s marketing campaigns, management has 

indicated that the network is experiencing congestion in certain areas, 

notably Dubai and Sharjah. In response, the company has bought forward 

some of its capex plans. We forecast capex of AED 1.98bn in 2008, growing 

to AED 2.21bn in 2009. Thereafter we expect more modest capital 

expenditure, with capex falling to AED 619mn in 2012 equating to 7% of 

revenue. 
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Figure 28: Summary Financials - du 

 
Source: Company Data & Al Mal Capital Research 

 

(AED Millions) 2006A 2007A 2008E 2009E 2010E 2011E 2012E

Income Statement
Revenues 434      1,537   3,607  5,522  7,033   8,119    8,857   
COGS (208)      (679)     (1,371) (1,833)  (2,110)  (2,355)   (2,480)   
Gross Profit 226       858      2,236   3,689   4,923   5,765    6,377    

Gross margin 52.0% 55.8% 62.0% 66.8% 70.0% 71.0% 72.0%
SG&A (956)      (1,788)   (2,420) (3,108)  (3,252)  (2,892)   (3,540)   
EBIT (731)     (930)     (184)    581      1,671   2,873   2,837   

Operating Margin -168.4% -60.5% -5.1% 10.5% 23.8% 35.4% 32.0%
EBITDA (648)     (713)     361     1,369   2,532   3,816    4,340   

EBITDA Margin -149.4% -46.4% 10.0% 24.8% 36.0% 47.0% 49.0%
Net Interest Income (Expense) 145       43        9         14        18        (725)      32         
Other Income (Expense) (23) 1 140 140 0 0 0
Pretax Income (609)     (885)     (34)     735     1,690   2,148    2,870   
Royalties and Taxes 0 0 0 (368) (845) (1,074) (1,435)
Net Income (609) (885) (34) 368 845 1,074 1,435
Shares Outstanding (mn) 4,000    4,000    4,000   4,000   4,000   4,000    4,000    
Earnings Per Share (0.15) (0.22) (0.01) 0.09 0.21 0.27 0.36

Balance Sheet
Cash & Equivalents 1,646    89        209     320      408      812       1,771    
Acct. Receivables 301       629      1,461   2,209   2,743   3,085    3,277    
Inventories 6          36        72       110      141      162       177       
Total Long Term Assets 2,182    3,593    5,577   7,786   9,192   10,004  10,624  

Total Assets 4,135    4,348   7,319  10,425 12,484 14,064  15,850  
ST Debt 0 0 140 186 157 125 34
Payables & Other ST Liabilities 540       1,692    1,500   2,297   2,504   2,322    2,976    

Total Current Liabilities 540 1,692 1,640 2,483 2,661 2,447 3,009
LT Liabilities 204 150 2,792 3,717 3,143 2,506 672

Total Liabilities 744      1,842   4,432  6,200  5,804   4,954   3,681    
Shareholders' Equity 3,391 2,506 2,887 4,225 6,679 9,110 12,168

Cash Flow
EBIT (731)     (930)     (184)    581      1,671   2,873   2,837   

Depreciation 82         217      544     789      861      943       1,503    
EBITDA (648)     (713)     361     1,369   2,532   3,816    4,340   

Change in Working Capital 0 2,351 (1,179) (101) (445) (950) (512)
Other Income (23) 1 140 140 0 0 0
Capex 2,182 (1,411) (1,984) (2,209) (1,407) (812) (620)
Net Financial Expense (145)      (43)       (9)        (14)       (18)       (798)      (127)      
Increase (Decrease) in Financing (1,365) (1,741) 2,792 925 (574) (637) (1,834)

Free Cash Flow 0 (1,557)  120     111      88       619       1,246    
Dividends 0 0 0 0 0 (215) (287)

Change in Cash Position 0 (1,557) 120 111 88 404 959
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