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CMP: RO 0.700

Target price (Dec "11): RO 0.820

> Increased competition within Data business from incumbent may lead to pressure
on revenue growth.

> Increased costs on account of recent unrest and higher maintenance expense leads
to stalling of margin improvement trend.

» Reuvisiting our estimates on account of increased challenge on revenue growth and
cost pressures. Maintain buy rating and reduce target price to cRO 0.820 per share.

Overview: Revenue for the first three months in FY 11 stood at cRO 48 million exhibiting a
flattish growth trend in the current quarter (-c4% QoQ; +c5% YoY). Lower traffic has
impacted the growth in the current quarter. Increased costs on account of network
maintenance and salary increases have impacted the margins.

March 2011 results: Revenues for the quarter ended March 2011 remain flat (-c4% QoQ,
+c5% YoY) at cRO 48.1 million. EBITDA for the period ended March 2011 stood at cRO 21
million (+c0% QoQ, -¢8% YoY). The EBITDA margins for the company stood at c44%
(+¢172 bps QoQ, -c656 bps YoY). Loss of momentum in revenue growth, higher SG&A
expenses (+c30%; YoY) has resulted in muted margin growth trend during Q1 2011.
Operating margins for the company remained stable at ¢c30% (+c130 bps QoQ, -c695 bps
YoY) and profits at cRO 12 million (+¢c1% QoQ, -c14% YoY).

Key positives: 1) Continues to invest in infrastructure (fixed+data) with objective to increase
its revenue contribution from Fixed & Mobile broadband business. 2) Network has been
upgrade to resolve the issues of outages. 3) Recently connected to TATA sea cable and looks
to benefit from increased cost savings and reduce loss of traffic. 4) Social benefits on account
of recent unrest could lead to higher spending over medium term and benefit telecom players.

Key negatives: 1) Competition in Oman intensifies with competitive launches by Omantel
within data segment. 2) Decline in Mobile revenue (-c3% QoQ; +c1% YoY). 3) Increased
cost pressures on account of recent unrest. Will be adding ¢150-200 employees in the current
year. We expect the additions will lead to increased salary costs of cRO 1.0-1.5 million on
annual basis 4) Higher expenditure (cRO 1.6 million) for repairs and maintenance of network
during Q1 2011 has impacted the margins. 5) Earlier than anticipated grant of “TYPE II”
license to Samatel will lead to increased competition. 6) We believe cost savings from
International gateway is nearing its optimum levels.

Valuation & Outlook: We are revisiting our estimates on account of increased cost
pressures and anticipation of increased competition in Oman. Revenue performance in Q1
2011 has been flat and below our expectations. Data business segment remains the key to the
overall performance growth as company continues to invest in infrastructure
(fixed+data) with objective to increase its revenue contribution from Fixed & Data business.
On the other hand, increased costs on account of network maintenance and addition of ¢150-
200 employees in the current year will lead to pressure on the margins.

We expect the revenue for the current year (December 2011) to reach cRO 207 million
(+c10%, compared to FY 2010) and expect EPS to reach RO 0.830 per share for the full
year. EBITDA margins to remain in range of c45%-47% through 2012. The stock is
currently trading 2011e PE of 8.4x and EV/EBITDA of 5.1x. Based on DCF methodology
we reduce our target price to cRO 0.820 per share and maintain buy rating on the stock.

Recommendation

Buy
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Figuresin RO (660" Q12011 Q42010 Q12010 % QoQ 2009 2010 % Yo¥

Revenue 48,137 49883 45644 4% 509 171423 188856 10%

Operating Expense 7114 6852 7,014 4% 1% 37,551 ITRIE -26%

50 &4 Fxpense 16,895 18839 13027 -10% 30% 51,901 G458 24%

Royalty expense 3043 3200 2,817 5% 16% 10,173 1,719 15%

EBITD A 21085 20992 22986 0% 8%  T1998 84851 18%

9% EBITDA margins 44% £2% F0% K726 (635.7) 42% £5% 298

Depreciation expense 6,440 6,487 5,947 0% 9% 20,549 24 247 18%

EBIT 14425 14505 17039 1% -14% 51449 60604 18%

% EBIT margin 20% 20% I7% 1364 (694.8) 20% 229% 211

Finance cost 943 79 1,120 g% -15% 4,504 3977 -19%

Other [ncome 211 23 TooOBITW  2914% 375 176 -26%

PET 13888 13649 15926 20p  -13% 46930 56903 21%

Tax 1,793 1,713 1,936 5% 7% 5,309 6,923 28%

Net Profit 12095 11936 13990 1% -14% 41531 49980 200

% Margin 25% 24% 1% 119.8  (552.4) 24% 26% 227
Financials

Figures in RO Million 2009 2010 2011E 2012E @ Figures in RO Million 2009 2010 2011E 2012E
Total revenue 172 189 207 228  Net Income 42 50 54 60
Cost of sale 38 28 30 32 Depreciation and amortisation 21 24 31 34
Gross Profit 134 161 177 195  Changes in Working Capital -17 12 2 14
Others 6 5 0 0

Depreciation and amorization 21 24 31 34 Cash from Operating Activities 50 91 87 108
EBIDTA 72 85 95 107

EBIT 51 61 64 73  Capital Expenditures -52 -73 -75 -40
Other income and expense (5) (4) (3) (4) Sale of Fixed Assets 0 0 0 0
PBT 47 57 61 68 Purchase/Sale of Investments 0 0 0 0
Tax (5) 7) 7) (8)  Other Investing Activities, Net 0 0 1 0
PAT 42 50 54 60  Cash from Investing Activities 51 -73 -74 -40
EPS 0.064 0.077 0.083 0.092 Repyament of Finance lease 0 0 0 0

Sale/Repurchase of Stock, Net 0 0 0 0

Figures in RO Million 2009 2010 2011E piVIS  Issuance/Reduction of Debt, Net 1 11 29 7
Licenses 50 46 43 39  Other Financing Activities, Net 0 0 -25 -32
PPE 112 166 213 222  Cash from Financing Activities 1 11 4 -25
Current Assets 46 79 99 142

Accounts Receivables 24 30 31 31 Net Change in Cash 0 29 17 43
Inventories (Stores) 1 0 1 1

Bank Balances & Cash 21 49 66 110  Net Cash - Beginning Balance 20 21 49 66
Total Assets 208 291 354 404  Net Cash - Ending Balance 21 49 66 110
Shareholder's equity 92 143 172 200 |[REUDLH 2009 2010 2011E 2012E
Long term debt 49 55 84 92  Gross Margin 78% 85% 86% 86%
Minority Interest 2 3 3 3 EBITDA Margin 42% 45% 46% 47%
Other non-current liabilities 1 0 1 1 EBIT Margin 30% 32% 31% 32%
Current liabilities Net Income Margin 24% 26% 26% 26%
Accounts Payable & Accruals 44 63 71 78 ROE 59% 43% 34% 32%
Deferred Equipment Rental Income 6 6 7 7 ROCE 44% 35% 30% 31%
Short term bank borrowings 11 16 13 18 PE 11.1 9.2 8.6 7.6
Other current liabities 2 2 2 2 EVIEBITDA 6.9 5.7 51 43
Total Liabilities and shareholders equity 208 291 354 404  P/Book 5.0 32 2.7 23
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Disclosure

The author(s) certifies(y) that the opinion(s) on the subject security (ies) or issuer(s) and any other views or forecasts expressed herein accurately reflect their
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific recommendation(s) or views contained in
this research report. We also certify that neither the analyst nor his/her spouse or dependants (if relevant) hold any beneficial interest in the security (ies)
mentioned in this report.

Disclaimer

This report is not directed to, or intended to or use by, any person or entity who is a citizen of or located in any locality, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject BankMuscat (SAOG) to any registration
or licensing requirements within such jurisdiction.

This report is provided for information purposes only. The report is based on information generally available and is deemed reliable but no assurance is given
as to its accuracy or completeness. BankMuscat (SAOG) is not accountable for any decision based on the contents of this report. The investor will indemnify
BankMuscat and its directors, officers, employees and staff against any loss or damage or other liabilities (including costs), which they may suffer as a result of
reliance on such reports. Neither the information nor the opinions contained are to be construed as an offer to buy and sell securities mentioned above. This
report is not to be relied upon in substitution for the exercise of independent judgment. Investors should judge the suitability of the securities to their needs.
BankMuscat makes no representation that the preparation or distribution of this report is in compliance with the legal requirements or regulations of any
jurisdiction, and it disclaims all liability in case the preparation or distribution of this report is found to be non-compliant with any such legal requirements or
regulations.

BankMuscat (SAOG), may to the extent permitted by law, participate or invest in financing transactions with the issuer(s) of these securities referred to in this
report, perform services for or solicit business from such issuers, and/or have position or effect transactions in the securities or option thereon. In addition, it
may make markets in the securities mentioned in the material presented in the report. BankMuscat (SAOG) may, to the extent permitted by law, act upon or
use the information or opinions presented herein, or the research or analysis on which they are based, before the material is published. BankMuscat (SAOG)
may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues
of, any or all of the companies mentioned in this report.
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