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12-Month Fair Value: BHD 0.660
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Last Close (26 January, 201 1): BHD 0.500

e 4Q2010 results, no surprises — Batelco announced its end of year results with 4Q2010 revenues declining by 7% year-over-year
(YoY) to BHD 84 million, 1% below our forecast. EBITDA declined by 9% YoY to BHD 35.4 million (representing an EBITDA
margin of 42%, versus 43% in 4Q2009), also 1% below our forecast. Net profit declined by 19% YoY to BHD 21 million, due
to higher share of losses from associates.

e FY2010 revenues declined by 2% YoY to BHD 340 million, while EBITDA declined by 3% YoY to BHD 146 million, representing
a stable EBITDA margin of 43%. Both revenue and EBITDA for the year were in-line with our forecast. Net profit for the year
declined by 17% YoY to BHD 87 million.

e Batelco’s Bahraini operation continues to deal with negative growth — The company’s local operation continued to face declines
in subscribers. Mobile subscribers declined by 6% YoY to 770 thousand (versus our expectation of flat growth for the year), and
fixed-line subscribers declined by 7% YoY to 185 thousand (versus our forecast of 13% YoY decline). Management accredits
the decline in its markets share to a highly competitive market, as well as, a tough regulatory backdrop. While we acknowledge
the aggressive competition in the market since the entry of VIVA, we still view the stronger subscriber decline in Bahrain as a
negative. On a slightly positive note, broadband subscribers grew by 4.5% YoY to 88.5 thousand.

e Umniah continues to be the silver-lining for the group — Batelco’s overseas operations (of which Jordan is the largest contributor)
generated 34% and 25% of the group’s revenues and EBITDA, respectively. The Jordanian operation showed very healthy
subscribers growth, with mobile subscribers growing by 32% YoY to 2.1 million (versus our forecast of 17% YoY growth); we
note that the operator has been able to add nearly 300 thousand subscribers in 4Q2010 (versus 100 thousand in 3Q2010 and
26 thousand in 4Q2009). We look to gain additional clarity on the nature of the growth in Umniah’s subscriber base, following
which our forecasts on Umniah may warrant an upgrade. However, we continue to view Umniah’s performance as supportive of
the group’s overall profitability in the light of weak performance in Bahrain.

e Associates yet to breathe life into the group — Share of losses from associates stood at BHD 13.2 million for FY2010 (versus
profits of BHD 1.2 million in FY2009) due to the losses from Stel (India) and the expiry of Sabafon’s (Yemen) investment tax
exemption. However, all associates continue to clock in subscriber growth, with Stel acquiring 2.3 million subscribers by the
end of its first year of operation, while Sabafon’s subscriber base grew by 40% YoY to 3.6 million and Etihad Atheeb’s (Saudi
Arabia) subscribers doubled to 104 thousand.

¢ Dividends remain the main highlight — The board of directors recommends an additional dividend of 25 fils per share for
FY2010, representing a dividend yield of 5%. Payments will take place after the AGM scheduled in February 2010. This would
bring total dividend for the year to 45 fils per share, a payout ratio of 75% (versus 69% for FY2009).
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e Valuations maintained — The group’s overall performance is in-line with our expectations. Hence, we maintain our target price
at BHD 0.660 per share, implying a 32% upside potential and a “Buy” recommendation. The stock stands to benefit from
the expected dividend payout, while it trades at an EV/2011EBITDA of 4.7x (versus our covered telecom universe average of
5.2x), and a 2011 P/E of 7.6x (versus our covered telecom universe average of 10.5x).
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RISK AND RECOMMENDATION GUIDE

RECOMMENDATION | UPSIDE (DOWNSIDE) POTENTIAL
BUY MORE THAN 20%
ACCUMULATE BETWEEN 5% AND 20%
HOLD BETWEEN -10% AND 5%
REDUCE BETWEEN -25% AND -10%
SELL LESS THAN -25%

RISK LEVEL

LOW RISK HIGH RISK

DISCLAIMER

The information, opinions, tools, and materials contained in this report (the “Content”) are not addressed to, or intended for publication, distribution to, or use by,
any individual or legal entity who is a citizen or resident of or domiciled in any jurisdiction where such distribution, publication, availability, or use would constitute a
breach of the laws or regulations of such jurisdiction or that would require Watani Investment Company KSCC (“NBK Capital”) or its subsidiaries or its affiliates to obtain
licenses, approvals, or permissions from the regulatory bodies or authorities of such jurisdiction. The Content, unless expressly mentioned otherwise, is under copyright
to NBK Capital. Neither the Content nor any copy of it may be in any way reproduced, amended, transmitted to, copied, or distributed to any other party without the
prior express written consent of NBK Capital. All trademarks, service marks, and logos used in this report are trademarks or service marks or registered trademarks or
registered service marks of NBK Capital.

The Content is provided to you for information purposes only and is not to be used, construed, or considered as an offer or the solicitation of an offer to sell or to buy or
to subscribe for any investment (including but not limited to securities or other financial instruments). No representation or warranty, express or implied, is given by NBK
Capital or any of its respective directors, partners, officers, affiliates, employees, advisors, or representatives that the investment referred to in this report is suitable for
you or for any particular investor. Receiving this report shall not mean or be interpreted that NBK Capital will treat you as its customer. If you are in doubt about such
investment, we recommend that you consult an independent investment advisor since the investment contained or referred to in this report may not be suitable for you
and NBK Capital makes no representation or warranty in this respect.

The Content shall not be considered investment, legal, accounting, or tax advice or a representation that any investment or strategy is suitable or appropriate for your
individual circumstances or otherwise constitutes a personal recommendation to you. NBK Capital does not offer advice on the tax consequences of investments, and
you are advised to contact an independent tax adviser.

The information and opinions contained in this report have been obtained or derived from sources that NBK Capital believes are reliable without being independently
verified as to their accuracy or completeness. NBK Capital believes the information and opinions expressed in this report are accurate and complete; however, NBK
Capital gives no representations or warranty, express or implied, as to the accuracy or completeness of the Content. Additional information may be available upon request.
NBK Capital accepts no liability for any direct, indirect, or consequential loss arising from the use of the Content. This report is not to be relied upon as a substitution for
the exercise of independent judgment. In addition, NBK Capital may have issued, and may in the future issue, other reports that are inconsistent with and reach different
conclusions from the information presented in this report. Those reports reflect the different assumptions, views, and analytical methods of the analysts who prepared
the reports, and NBK Capital is under no obligation to ensure that such other reports are brought to your attention. NBK Capital may be involved in many businesses that
relate to companies mentioned in this report and may engage with them. Past performance should not be taken as an indication or guarantee of future performance, and
no representation or warranty, express or implied, is made regarding future performance. Information, opinions, and estimates contained in this report reflect a judgment
at the report’s original date of publication by NBK Capital and are subject to change without notice.

The value of any investment or income may fall as well as rise, and you may not get back the full amount invested. Where an investment is denominated in a currency
other than the local currency of the recipient of the research report, changes in the exchange rates may have an adverse effect on the value, price, or income of that
investment. In the case of investments for which there is no recognized market, it may be difficult for investors to sell their investments or to obtain reliable information
about their value or the extent of the risk to which they are exposed.

NBK Capital has not reviewed the addresses of, the hyperlinks to, or the websites referred to in the report and takes no responsibility for the content contained therein.
Such address or hyperlink (including addresses or hyperlinks to NBK Capital’s own website material) is provided solely for your convenience and information, and the
content of the linked site does not in any way form part of this document. Accessing such websites or following such links through this report or NBK Capital’s website
shall be at your own risk.
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