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Tickers:

BTEL.BH (Reuters)

BATEL BI (Bloomberg) June, 2009
Listing:

Bahrain Stock Exchange Buy
Fair Value:

BDO0.839

CMP:

BD0.580 (As of June 25th, 2009)
Key Data Highlights

Mkt cap# (BD) 835.2

EPS* (BD) 0.076 © Bahrain Telecommunications Company -
BVPS* (BD) 0.361 Batelco’s net income registered BD104.2mn
P/E (x) 77 at the end of 2008, up by 2.7% of 2007
P/BV (x) 1.6 level of BD101.5mn. This modest growth
12M Avg. vol. 393,498 in 2008 ecarning followed a remarkable
52 week Lo / Hi (BD) 0.530/0.823 growth in 2007 of 13.6%. The lower growth
Source: Global Research in earnings was a result of lower growth in
#as at June 25th, 2009 revenues and EBITDA.

*based on 2009 forecast

* Total revenues increased by 8.9% to reach BD319mn in 2008. The largest revenue source
was the mobile segment, with 51.2% (BD163.2mn) of total revenues. Operating expenses
grew by 9.2% from BD161.8mn in 2007 to reach BD176mn in 2008.

* Total assets decreased by 2.7% from BD734.5mn in 2007to record BD714.8mn in 2008,
of which current assets and long-term assets composed 32.1% and 67.9% of total assets.
The company was financed with 35.2% liabilities and 64.8% equity last year.

* Net income dropped by 4.2% to reach BD27.1mn in 1Q2009 to reach BD28.3mn in
1Q2008. The cause of profits decline can be attributed to drop in finance and other income
from BD9.3mn in 1Q2008 to BD1.6mn in 1Q2009. Total assets decreased by 3.6% in
1Q2009 to reach BD688.7mn in 4Q2008.

* Batelco’s growth prospects in Bahrain are not as significant as outside its home market.
The recent wave of acquisitions outside its home enabled the company to gain access
to lucrative markets with promising growth opportunities. However, some of these
acquisitions will need time before they show their positive results.

* Based on the current market price of BD0.580 per share (as on June 25, 2009), Batelco is
trading at a 2009E P/E and P/BV multiple of 7.7x and 1.6x respectively. Our estimated
value for Batelco scrip is worked out to be BD0.839 per share. According to our fair value
the company scrip offers an upside of 44.6% on the closing price of BD0.580 per share;
we therefore reiterate our “BUY” recommendation on the scrip.
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Recent Development

- Along with other communication companies, Batelco formed a new communication
company in Saudi Arabia (Etihad Atheeb) with a capital of SAR1.0bn (US$267mn) in
2008. Other participants include Atheeb Group and Al-Nahla Group. Its shareholders,
Batelco and Atheeb, had previously won the second fixed line license in Saudi Arabia
in 2007 ending the monopoly by Saudi Telecom (STC). The license cost SAR522mn
(US$139.2mn). Besides, the company recently launched WiMaX network across Saudi
Arabia. The WiMaX network provides internet connectivity at higher speed with lower
cost. To finance its operations, the company raised 30% equity stake (SAR300mn or
US$80mn) in January of this year (the largest IPO in the MENA region in 1Q2009).
The company was listed in the Saudi stock market in March. Batelco stake’s constitutes
15.0%.

- In May 2009, Batelco , along with Dubai Millennium has acquired 49% the Indian
telecommunication company , S Tel. The acquisition amounted to US$225mn. S Tel has
mobile licenses in Bihar, Orissa, Jammu and Kashmir, Himachal Pradesh, North-East and
Assam. Collectively, these regions have population of 230mn and mobile penetration of
less 20%, thus providing great margin for growth. Besides, S Tel also holds class A ISP
which allows the company to provide broadband services across India. The other 51% of
the company was acquired by the investor, Sivasankaran, who presumes control over the
company.

2008 Financial Performance

Revenues...

Operating revenues increased by 8.9%, from BD293mn in 2007 to reach BD319mn in 2008.
The largest operating revenue source was the mobile segment, with 51.2% (BD163.2mn) of
total operating revenues. Mobile revenues grew by 9.4% in 2008 from BD149.1mn in 2007.
We estimate that most of the growth in this segment was from the Jordanian subsidiary,
Umniah, which experienced an increase in its mobile market share from 20% in 2007 to
25.2% in 2008. On the other hand, the company’s mobile market share in Bahrain declined
from 59.9% in 2007 to reach 55.5%.

Data communication circuits was the second largest source of operating revenue (14.3%),
and it was the fastest growing source of revenue with 33.6% growth rate in 2008, increasing
from BD34.1mn in 2007 to reach BD45.6mn in 2008.

Next follows the internet revenue which constituted 12.6%. The internet revenue growth rate
was 9.1% which was lower than most companies in the industry. This was due to Batelco
enjoying close to monopoly market share in Bahrain, and more operators are starting to
provide broadband services. Nevertheless, the penetration rate is still too low to forbid Batelco
from enjoying further growth in this segment inside Bahrain. Besides, Bateclo is yet to see its
foreign broadband operations flourishing, which will accelerate the internet revenues.
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Chart 01: Distribution of Operating Revenues by Source
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Source: Global Research & Company’s Reports

Fixed-line segment revenue dropped slightly by less than 1.0% to reach BD38.8mn in 2008.
Batelco provides fixed line services only in Bahrain where the penetration rate was close
to 20% at the end of 2008. The market share for Batelco was approximately 93%, and the
remaining market share was held by the new operator, Kalaam Telecom. Wholesale revenue
experienced a decrease of 14.5%, to reach BD27.1mn at the end of 2008.

Non-operating revenue consisted of share of profits in associates (associates profits), and
finance income. We estimate the finance income to decrease this year due to the decline in
interest rates. On the other hand, we expect that equity share of profits will increase because
of the acquisitions made by Batelco in recent years. Associates profits will be an important
part of Batelco recurring revenue in the future.

Chart 02: Distribution of Revenues by geography
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Source: Global Research & Company’s Reports

In terms of geographical distribution of revenue, Bahrain, the home market was the main
source of revenue with 71.4% of total revenue in 2008, while other MENA countries formed
the remaining 28.6%. The main foreign revenue source was from Jordan. We expect foreign
operations will constitute higher portion of total revenue in the future.
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Operating Expenses...

Operating expense grew by 9.2% from BD162mn in 2007 to reach BD176mn in 2008. Cost
of services increased from BD85.9mn in 2007 to reach BD93.0mn in 2008, up by 8.3% to
constitute52.8% of total operating expenses.

On the other hand, other costs were composed of staff cost (27.6%) and selling, general, &
administrative expense (SG&A) (19.5%). Staff cost grew by 7.0% from BD45.4mn in 2007
to reach BD48.6mn in 2008, while SG&A rose by 15.2% from BD29.8mn in 2007 to record
BD34.4mn in 2008.

Chart 03: Distribution of Operating Expense in 2008
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Source: Global Research & Company’s Reports

EBITDA...

Earnings before interest, taxes, depreciation, & amortization (EBITDA) climbed up by 8.5%
from BD131.9mn in 2007 to reach BD143.1mn in 2008. This growth rate was lower than
2007 rate of 15.4% because operating revenue was too high in 2007 (25.0%) to be sustained.
Still, the revenue performance was still remarkable in 2008. EBITDA margin was 44.8% in
2008, slightly lower than where it was in 2007 level of 45.0%.

Chart 04: EBITDA and its Measures
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Bottom line...

Batelco’s net income registered BD104.2mn at the end of 2008, up by 2.7% from 2007 level
of BD101.5mn. This modest growth in 2008 earning followed a remarkable growth in 2007 of
13.6%. The lower growth in earnings was a result of lower growth in revenues and EBITDA,
in addition to the increase in depreciation expense by approximately 17% (BD44.3mn).
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Net profit margin has been steadily and slowly declining over the last few years. It dropped
from 40.5% in 2005 to reach 32.7% at the end of 2008. The direct root for declining profit
margins is due to the increase competition on the telecommunication sector. In addition, the
industry is reaching mature level where growth opportunities will be scarce at home and
outside.

Other profitability measures show the same pattern. Return on assets (ROA) decreased from
22.1% in 2005 to reach 14.6% in 2008, while return on equity decline was less significant,

from 25.9% to 22.5% over the same period.

Chart 05: Profitability Measures
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Assets...

Total assets decreased by 2.7% from BD734.5mn in 2007 to record BD714.8mn in 2008,
of which current assets and long-term assets composed 32.1% and 67.9% of total assets.
Receivables, including amounts due from other operators, grew significantly by 28.8% to
reach BD70.1mn, constituting 9.6% of total assets at the end of 2008. The biggest asset was
Plant, property, & equipment (PP&E) with 29.6% of total assets (BD211.4mn), even though
it declined slightly by 1.5%.

On the other hand, cash & equivalents declined by 28.1% in 2008 to reach BD153.5mn
from BD213.7mn in 2007. The decline in cash, which constituted 21.5% of total assets in
2008, was because of acquisitions made by Batelco. As a result, associate account grew by
37.1% in 2008 to register BD85.6mn. The company acquired a 6.9% of Sabafon — Yemen,
in addition to its participation on the establishment of Etihad Atheeb, which. Associates
accounted for 12.0% of total assets.

The company was financed with 35.2% liabilities and 64.8% equity last year. Total liabilities
decreased by 20.8% in 2008 to reach BD251mn, due to the decline in long-term debt by
BD75mn to reach BD38.6mn at the end of 2008. 45.0% (BD113.4mn) of total liabilities
was composed of debt. On the other hand, shareholder’s equity rose by 11.1% to record
BD416.8mn at the end of 2008.

Bahrain Telecommunication Company 5
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1Q2009 Financial Performance

Net income dropped by 4.2% to reach BD27.1mn in 1Q2009 to reach BD28.3mn in 1Q2008.
The decline in profits can be attributed to the drop in finance and other income from BD9.3mn
in 1Q2008 to BD1.6mn in 1Q2009. This BD7.7mn fall was directly the result of interest rates
decline, in addition to the decrease in the company’s cash holdings. Despite the drop in
bottom line, EBITDA witnessed an increase of 12.3%. This increase in operating profits was
caused by the increase in operating revenue by 7.1% which higher was than the increase in
operating expenses (3.8%). Operating Revenues stood at BD83.7mn in 1Q2009, as compared
to BD78.1mn in 1Q2008.

Table 01: Batelco’s Income Statement Snapshot (BD mn)

1Q2009 1Q2008 Growth
Operating Revenue 83.7 78.1 7.1%
Non-Operating Revenue 2.7 9.7 -71.8%
Operating Expenses (49.6) (47.8) 3.8%
Non-Operating Expenses 9.5) (11.2) -15.6%
EBITDA 34.1 304 12.31%
Profits 27.1 28.3 -4.21%

Source: Global Research & Company’s Reports

Total assets decreased by 3.6% in 1Q2009 to reach BD688.7mn from 4Q2008 level of
BD714.8mn. This asset decline was led by cash & equivalents which declined by 13.7% over
1Q2009 to reach BD132.5mn. Still, cash was the second largest asset, consisting 19.2% of
total assets. However, the largest asset was the property, plant, & equipment (PP&E), which
constituted 29.8% (BD205.1mn) of the overall assets.

Chart 06: Assets Distribution in 1Q2009
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The company was financed with 34.8% liabilities and 65.2% equity at the end of 1Q2009.
Total liabilities decreased by 4.8% in 1Q2009 to reach BD239678mn, of which 47.1%
(BD112.9mn) was debt. In contrast, shareholder’s equity declined by 3.0% to record
BD449.0mn at the end of 1Q2009.
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Outlook & Valuation

Batelco growth opportunities are diminishing in its home market, Bahrain. Two segments
have already reached their maturity in the kingdom. The mobile segment has reached
penetration rate of 131% in 2008, whereas the fixed-line penetration has been fluctuating at
around 20% in the last four years. The fixed-line segment is dominated by Batelco, but a new
comer into the market, Kalaam telecom, has started operations in 2006. However, Kalaam
telecom uses Voice Over [P (VOIP) phone technology to provide fixed-line service, which
requires broadband connection that is not available in most of the country. In addition, user
adoptability to the new technology will be an obstacle in attracting new subscribers, since no
tangible added-value over the existing fixed-line services. In summary, the mobile market is
mature, and the fixed-line segment is under no major threat from the new operator. Thus, no
exponential growth is expected in these two segments.

By contrast, the internet segment is the most promising segment in terms of growth. Even
though more and more players are entering into this market, the penetration rate is expected
to continue on the track of double digit growth rates. The expected increase in penetration
rate would result in higher market demand, which would compensate Batelco for the loss of
market shares resulting from increased competition.

Because of the limited growth opportunities in Bahrain, Batelco sought to expand outside
its home market, and it made some major acquisitions. Either as an associate or subsidiary,
Batelco is now present many in MENA countries, such as, Jordan, Yemen, Kuwait, Egypt,
Saudi Arabia, and most recently India.

The company main foreign market is Jordan, where Batelco is the second largest mobile
operator under the name of Umniah. The Jordanian subsidiary has been successful in
achieving the desired growth, and it is expected to continue its growth rate. In addition to
mobile services, the company also provides broadband services. Not only the company is
enjoying internet revenue growth, but also the internet market, as a whole, is growing at
a fast pace in Jordan. Currently, the company has 19,000 broadband subscribers. Finally,
the company also provides business solutions services, and it is still small part compared
to overall subsidiary operations, but the market is a promising one. All in all, the Batelco
subsidiary, Umniah, provides three business services in the Jordanian market, of which all of
them are expected to bring more revenue in the foreseeable future.

The Saudi associate is the second fixed-line operator in the country and it also provides
internet services through its newly launch Wimax network. It will take some time before
the company start making profits. Nevertheless, Saudi Arabia is one of the most attractive
markets in the region, given the scale of economy, and the size of Saudi population. The
Kuwaiti associate, quality net, is a dominant player in the DSL market. However, the wireless
broadband services provided by the telecom companies through the 3G technology has been
adversely affected the DSL segment. Still, Quality net associate is a dominant player in the
broadband market.

In summary, Batelco’s growth prospects in Bahrain are not as significant as outside its
home market. The recent wave of acquisitions outside its home enabled the company to gain

Bahrain Telecommunication Company 7
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access to lucrative markets with promising growth opportunities. However, some of these
acquisitions will need time before they show their positive results.

To value Batelco, we used two methods: Discounted Cash Flows (DCF), and Earnings
Multiple (P/E) of comparable companies. DCF has yielded a fair value of BD0.858 per share.
On the other hand, the comparable companies had a P/E multiple of 10.10, yielding a fair
value of BD0.764 per share. We have put 80% weight on DCF, and 20% on P/E.

Based on the current market price of BD0.580 per share (as on June 25, 2009), Batelco is
trading at a 2009E P/E and P/BV multiple of 7.7x and 1.6x respectively. Our estimated
value for Batelco scrip is worked out to be BD0.839 per share. According to our fair value
the company scrip offers an upside of 44.6% on the closing price of BD0.580 per share; we
therefore reiterate our “BUY” recommendation on the scrip.
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Global Research - Bahrain Global Investment House

The following is a comprehensive list of disclosures which may or may not apply to all our researches.
Only the relevant disclosures which apply to this particular research has been mentioned in the table
below under the heading of disclosure.

Disclosure Checklist

Company Recommendation Ticker Price  Disclosure
Bahrain Buy BTEL.BH (Reuters) BD0.580 1,10
Telecommunication Co. BATEL BI (Bloomberg)

1. Global Investment House did not receive and will not receive any compensation from the company
or anyone else for the preparation of this report.

2. The company being researched holds more than 5% stake in Global Investment House.

3. Global Investment House makes a market in securities issued by this company.

4. Global Investment House acts as a corporate broker or sponsor to this company.

5. The author of or an individual who assisted in the preparation of this report (or a member of his/her
household) has a direct ownership position in securities issued by this company.

6. An employee of Global Investment House serves on the board of directors of this company.

7. Within the past year , Global Investment House has managed or co-managed a public offering for
this company, for which it received fees.

8. Global Investment House has received compensation from this company for the provision of
investment banking or financial advisory services within the past year.

9. Global Investment House expects to receive or intends to seek compensation for investment banking
services from this company in the next three month.

10. Please see special footnote below for other relevant disclosures.

Global Research: Equity Ratings Definitions

Global Rating Definition

Buy Fair value of the stock is >10% from the current market price

Hold Fair value of the stock is between +10% and -10% from the current market price
Reduce Fair value of the stock is between -10% and -20% from the current market price
Sell Fair value of the stock is <-20% from the current market price

This material was produced by Global Investment House KSCC (‘Global’),a firm regulated by the Central
Bank of Kuwait. This document is not to be used or considered as an offer to sell or a solicitation of an offer
to buy any securities. Global may, from time to time,to the extent permitted by law, participate or invest in
other financing transactions with the issuers of the securities (‘securities’), perform services for or solicit
business from such issuer, and/or have a position or effect transactions in the securities or options thereof.
Global may, to the extent permitted by applicable Kuwaiti law or other applicable laws or regulations, effect
transactions in the securities before this material is published to recipients.

Information and opinions contained herein have been compiled or arrived by Global from sources believed
to be reliable, but Global has not independently verified the contents of this document. Accordingly, no
representation or warranty, express or implied, is made as to and no reliance should be placed on the
fairness, accuracy, completeness or correctness of the information and opinions contained in this document.
Global accepts no liability for any loss arising from the use of this document or its contents or otherwise
arising in connection therewith. This document is not to be relied upon or used in substitution for the exercise
of independent judgement. Global shall have no responsibility or liability whatsoever in respect of any
inaccuracy in or ommission from this or any other document prepared by Global for, or sent by Global to
any person and any such person shall be responsible for conducting his own investigation and analysis of the
information contained or referred to in this document and of evaluating the merits and risks involved in the
securities forming the subject matter of this or other such document.

Opinions and estimates constitute our judgment and are subject to change without prior notice.Past
performance is not indicative of future results. This document does not constitute an offer or invitation to
subscribe for or purchase any securities, and neither this document nor anything contained herein shall form
the basis of any contract or commitment whatsoever. It is being furnished to you solely for your information
and may not be reproduced or redistributed to any other person.

Neither this report nor any copy hereof may be distributed in any jurisdiction outside Kuwait where its
distribution may be restricted by law. Persons who receive this report should make themselves aware of and
adhere to any such restrictions. By accepting this report you agree to be bound by the foregoing limitations.
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