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National Mobile Telecommunications Company
(Wataniya Telecom)
Attractive Growth, Compelling Story
Reuters Code: 25th July 2006

NMTC.KW
Buy

Listing:
Kuwait Stock Exchange

CMP:

1,860 fils

Key Data Highlights

CMP (KD) 1.860 *  NMTC posted a consolidated net profit
EPS (fils) * 153.1 of KD52.8mn (earnings per share
BVPS (fils) 618.5 attributable to equity holders of parent
P/E (x) * 12.1 of 123fils) for FY2005, an increase of
P/BV (x) 3.0 32% over the corresponding period last
Average daily volume 0.74 mn year.

52 Week Hi - Lo (KD) 248/1.78

* 2006F » Revenues for NMTC and its subsidiaries
Source: Global Research grew to KD353.3mn for FY2005,

an impressive 49% growth over the
corresponding period last year.

» Revenues for the 1H2006 increased to KD191.9mn, an increase of 41% compared to
revenues for the same period in 2005.

* Total active customers at the end of 1H2006 was at 7.93mn with Tunisia and Iraq
operations contributing 32% and 29% to the total subscriber base of the group.

*  NMTC performed in-line with our bottom line projections made earlier in the investment
update in December 2004. Against our projected net profit of KD36.68mn and KD52.88mn
for FY2004 and 2005, the company achieved net profits of KD40.02 and KD52.83mn, a
variation of +9.1% and 0% respectively.

*  We have revised upwards our earlier earnings forecasts for 2006F and 2007F based on
expected superior growth of NMTC in the second half of 2006. We now project a net
profit of KD70.2mn and KD94.2mn for FY06 and FY07, against our earlier KD68.0mn
and KD85.9mn.
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We expect 2007 to be a transition year for NMTC mainly for two reasons:

1. We expect operations in Tunisia, Algeria and Iraq to be highly accretive to the bottom-
line of NMTC from 2007 onwards contributing to the tune of KD15-18mn, KD8-
9mn and KD30-35mn respectively for the year 2007. Subscriber growth is taking
off and a majority of the assets are depreciated indicating the future profitability
of these country operations. Also, the iDEN service in Saudi Arabia is turning out
to be highly lucrative with average ARPU of US$37. We also expect the Maldives
operations to break-even by the end of 2007.

2. We expect integration of NMTC assets with the existing footprint across the region
from this year onwards. As the integration costs has already been discounted, we
expect the synergistic effects to kick-in from 2007 onwards.

Our current valuations are also driven by the encouraging performance of AsiaCell in Iraq
which has shown positive bottom-line performance in the past 2 consecutive quarters.
Despite strong competition from the state-owned incumbent, the Tunisian operations of
NMTC also reported positive net profits in the last 8 quarters with an increasing trend in
EBITDA margins. However, the Algerian operations are yet to come out of the red with
the operations turning EBITDA positive in 1Q2006.

Based on consolidation of the individual country operations, our sum-of-parts valuation
estimates the fair value of NMTC’s stock at KD2.375, which is higher by 27.7% vis-a-vis
current market price of the stock.

We believe that considering its superior performance due to positive growth catalysts
in the near term, NMTC will continue to be a quality stock. We reiterate our ‘Buy’
recommendation on the stock.

Analysis of First Half Results - 2006

Revenues for NMTC and its subsidiaries in IH2006 increased to KD191.9mn, an increase
0f41% compared to 1H2005. During this period, EBITDA was at KD81.5mn representing
an EBITDA margin of 42.4%.

Total active customers at the end of 1H2006 was at 7.93mn with Tunisia and Iraq
operations contributing 32% and 29% to the total subscriber base of the group.

Administrative expenses increased by 43% to reach KD27.46mn for the first half of
2006.

Depreciation expenses, representing investments in network coverage and improvements,
remained stable at KD18.8mn for 1H2006.

The finance charges more than doubled to reach KD7.9mn for 1H2006 owing to a rise in
LT debt.

During the 1st quarter of 2006, NMTC took a hit of KD9.4mn in unrealized loss on
portfolio investments, mainly in Kuwait Stock Exchange. This was somewhat offset by a
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gain of KD2mn from the sale of investment securities. However, during the 2nd quarter,
total hit on the bottom line from trading securities decreased to KD5.7mn.

* Net profit for NMTC in 1H2006 was at KD39.3mn, an increase of 60% over the
corresponding period in 2005. Out of this, KD28.6mn was attributable to equity holders
of the parent company while the balance KD10.6mn was the profit attributable to minority
interests.

Analysis of Country Operations in 2005 and 1H2006

e Kuwait: Total active customer base for the Kuwait operations as of 1H2006 was at
988,203. For FY2005, Kuwait operations reported revenues of KD155.4mn, contributing
44% to total revenues of NMTC for the year. EBITDA was at KD70.6mn representing
an EBITDA margin of 45.4%. During 1H2006, NMTC-Kuwait reported revenues of
KD&84.3mn and EBITDA of KD39.4mn, representing an EBITDA margin of 46.3% for
Kuwait operations. The company witnessed a loss of KD5.1mn from its investments in
portfolio securities due to the stock market crash in Kuwait in the 1st quarter 2006. This
affected the profitability of the Kuwait operations in the first quarter. However, during the
2nd quarter, total hit on the bottom line from trading securities decreased to KD5.7mn,
resulting in a net profit of KD29.1mn for the Kuwait operations of NMTC.

e Tunisia: As of IH2006, total active customer base of Tunisia operations (operating under
the brand name of Tunisiana) was at 2.54mn. Tunisiana holds a GSM market share of
44% as of 1H2006, where the market penetration reached 57%. For FY2005, Tunisiana
reported revenues of KD93.6mn, contributing 26.5% to total revenues of NMTC for the
year. EBITDA was at KD35.4mn representing an EBITDA margin of 37.8%. During
1H2006, Tunisiana reported revenues of KD30.Imn and EBITDA of KD12.9mn,
representing an EBITDA margin of 42.8% for Tunisia operations. The net profit of
Tunisiana for IH2006 was at KD1.4mn.

e lraq: Iraq operations, named Asia-Cell, started contributing to the topline in the first
quarter of 2004. As of 1H2006, total active customer base of Iraq operations (operating
under the brand name of Asia-Cell) was at 2.285mn which constituted almost entirely
of pre-paid customers. For FY2005, Asia-Cell reported revenues of KD61.03mn,
contributing 17% to total revenues of NMTC for the year. EBITDA was at KD28.1mn
representing an EBITDA margin of a healthy 46% for Iraq operations. During 1H2006,
Asia-Cell reported revenues of KD45.8mn and EBITDA of KD26.2mn, representing an
EBITDA margin of 57.2% for Iraq operations. The net profit of Asia-Cell for the quarter
was at KD23.1mn, out of which KD9.2mn was attributable to NMTC representing its
40% ownership in Asia-Cell.

* Algeria: NMTC provides telecoms services in Algeria under the brand name of “Nedjma”.
As of 1H2006, total active customer base of Nedjma was at 2.026mn which constituted
almost entirely (>99%) of pre-paid customers. For FY2005, Nedjma reported revenues
of KD42.1mn, contributing 12% to total revenues of NMTC for the year. The company
has been making losses since it started its operations in Algeria, reporting a net loss of
KD19.8mn for FY2005. During 1H2006, Nedjma reported revenues of KD29.6mn and
a net loss of KD11.4mn for 1H2006, out of which KD8.1mn was attributable to NMTC
representing its 71% ownership in Nedjma.
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e Saudi Arabia: Bravo, the first iDEN network in the GCC and in the Kingdom of Saudi
Arabia, launched service in the western sector of the country in July 2005. Specialized
in providing communications solutions for groups through its Push-To-Talk services,
Bravo has expanded its service coverage to include Riyadh, Makkah, Medina, Jeddah,
Dammam and Dhahran, including the Makkah-Jeddah highway. At the end of 1HO6,
Bravo has achieved an active customer base of 29,828 subscribers, with an average ARPU
of US$35.8. Since its launch in July 2005, the company has been making losses. The
accumulated loss in 2005 was at KD4.1mn and loss during the 1H2006 was at KD2.3mn,
out of which KD0.87mn was attributable to NMTC considering the 38% stake in the
project.

e Maldives: Wataniya Telecom Maldives’ (100% owned by NMTC) started operations
utilizing its GPRS/EDGE network and soft switch technology in August 2005. The
company already has a subscriber base of 58,411 as of 1H2006, 95% pre-paid, and
provides coverage to more than 90% of the population in the Maldives. Since its launch,
the company has been making losses. The accumulated loss in 2005 was at KD1.8mn and
during 1H2006 its loss was at KD1.6mn.

Recent Developments in the Company:

» Shareholders of NMTC approved a 5% capital increase or by KD2.1mn to KD45.82mn
and announced changes to the company>s bylaws. The company>s EGM discussed and
approved to increase the company>s paid-up capital through bonus share by KD2.1mn,
distributed over 21 million shares for a par value of 100 fils per share, thus expanding the
number of outstanding shares to 458.21 million. Shareholders also agreed on modifying
article 6 of the company>s bylaws allowing non-Kuwaitis to buy shares of the company.
In an addition to the company>s bylaws, article 14 was introduced as measure that gives
existing shareholders in any capital increase priority rights to buy new shares proportional
to the shares they already own.

Long-term earnings forecast assumptions and outlook
Our long-term operational and financial forecast assumptions for various country operations
of NMTC is discussed as below.

Subscriber Growth

NMTC’s total active customers grew by 23% y-o-y to reach 6.39mn by the end of FY2005
which further expanded to 7.93mn at the end of 1H2006. Tunisia, Iraq, Algeria and Kuwait
operations constituted 32%, 29%, 25% and 12% of total customer base respectively at the
end of 1H2006.

We expect strong growth in subscriber numbers in NMTC operations going forward. The
growth is likely to come from Tunisia, Iraq and Algeria where the mobile penetration rates
are in lower double-digits and present significant scope for improvement. We project the
customer base to expand from the current 7.93mn(end of 1H2006) to a projected 11.2mn by
2009, thereby growing at a CAGR of 15% over the next 4 years.
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Figure: Subscriber growth assumptions in NMTC operations
2005-Actual
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Source: Global Research

Revenue development, Margins and Profitability

For the various country operations, we have outlined our revised estimates and adjusted our
forecasts for mobile penetration rate and subscriber growth CAGRs where we see continued
growth. Our thesis remains that the revenue development in the country operations, especially
in Iraq, Tunisia and Algeria is more likely to be driven by subscriber growth rather than from
rising ARPUs and other value-added services.

We expect the EBITDA margin at the group level to remain in the range of 35% to 38% during
2006-09. The EBITDA margins will be supported by improved operational efficiencies in
NMTC group companies, economies of scale in the group operations and the realization
of synergy effects going forward. Net profit margins are projected to observe a rising trend
increasing from 19% in 2006 to 23% in 2009.
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The projections for key financial parameter are as below.

Table 3: NMTC-Consolidated Key Financial Projections

In KDmn 2006F 2007F 2008F 2009F
Revenues 456.4 550.2 623.9 689.3
Revenue growth % 29.2% 20.5% 13.4% 10.5%
EBITDA 174.4 205.2 2234 241.2
EBITDA growth% 19.6% 17.7% 8.8% 8.0%
EBITDA margin % 38% 37% 36% 35%
Net Profit 86.9 120.8 138.8 157.5
Net Profit for equity holders 70.1 94.2 108.6 124.2
Net Profit Growth% 32% 34% 15% 14%
Net Profit Margin % 19% 22% 22% 23%
Total net debt/EBITDA (x) 1.19 0.88 0.70 0.54

Source: Global Research

Investment Outlook

MENA telecom sector is witnessing consolidation since the last few years through large scale
acquisitions. Continuing this trend, in May 2006, South Africa-based mobile operator MTN
acquired Investcom in a transaction valued at US$5.53bn. In another landmark transaction,
Batelco of Bahrain agreed to purchase a 96 per cent stake in Umniah Mobile Communications
(UMC) of Jordan for US$415mn. Jordan telecom sector witnessed another milestone where
France Telecom announced the acquisition of 10% plus one share in the capital of Jordan
Telecom, for a total of approximately 145mn euros. This acquisition will be made through
JITCO, a wholly-owned subsidiary of France Telecom, which has already held a 40% stake
in Jordan Telecom since January 2000.

In keeping with the trend of the regional countries opening up their telecommunication
sectors to private sector investments, Egypt awarded the 3rd GSM license to an Etisalat-led
consortia in June 2006 which raised US$2.87bn. We expect further opening up of the sector
and awarding of new licenses in Iraq, Iran, Syria, Lebanon and Sudan in the next 1 year.

NMTC’s aspires to grow organically and via new opportunities to enhance the group’s strength
and ultimately create value for the shareholders. We expect 2006 to be a turnaround year for
NMTC in turning many of its operations profitable and value-accretive. Going forward, we
expect strong growth in all major operating parameters for the company.
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RATIOs

Ending Date: 2003 (A) 2004 (A) 2005 (A) 2006 (F) 2007 (F) 2008 (F) 2009 (F)

LIQUIDITY RATIOs
- Current Ratio 0.5 0.7 0.6 0.4 0.6 0.8 11
- Quick Ratio 0.5 0.7 0.6 0.4 0.6 0.8 1.1
- Cash Flow from Operations ratio 0.3 0.4 0.5 0.5 0.5 0.5 0.6

PROFITABILITY ANALYSIS

- Gross Profit Margin 55% 57% 61% 53% 53% 54% 54%
- EBITDA to Revenues 37% 37% 39% 38% 37% 36% 35%
- Net Profit Margin 21% 17% 15% 19% 22% 22% 23%
- Return on assets 20% 8% 19% 21% 13% 14% 15%
- Return on Equity 43% 27% 25% 34% 38% 35% 32%
- Return on Common Capital 97% 101% 121% 194% 264% 303% 344%

ACTIVITY RATIOs

- Inventory Turnover Ratio 49 37 29 35 35 33 30
- Debtor turnover Ratio 6.9 94 9.6 114 9.1 6.3 5.1
- Creditors Turnover Ratio 1.6 1.4 1.1 1.2 1.1 1.2 1.3

LEVERAGE RATIOs

- Current Liability/ Equity 2.0 1.0 12 1.4 1.2 1.0 0.8
- Interest Coverage 11.8 8.7 11.0 12.7 16.7 20.4 24.5
- Cash from Operations to Debt 0.5 0.4 0.5 0.9 1.2 1.6 2.0
- Long term Debt to equity ratio 0.2 0.8 0.9 0.5 0.4 0.3 0.2
- Current Liability / Assets 0.5 0.3 0.4 0.5 0.5 0.4 0.4
- Net debt to EBITDA 1.3 1.9 1.5 0.8 0.1 -0.2 -0.6

RATIOs USED FOR VALUATION

- EPS (fils) 92.9 87.3 1153 153.1 205.6 236.9 271.1
- Book Value Per Share (fils) 261.7 440.4 496.2 618.5 782.0 969.8 1,182.9
- Price per share 2.880 1.840 2.440 1.860 1.860 1.860 1.860
- P/EPS 31.0 21.1 21.2 12.2 9.0 7.9 6.9
-P/B 11.0 4.2 4.9 3.0 2.4 1.9 1.6
- EBITDA (mn KD) 59.3 87.2 137.4 174.4 205.2 2234 241.2
- Enterprise Value (mn KD) 1,046 933 1,241 960 828 749 615
- EV/EBITDA 17.7 10.7 9.0 55 4.0 3.4 2.5
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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
National Mobile BUY NMTC.KW 1,860 fils 1,10
Telecommunication

Company K.S.C. and

Subsidiaries

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.




