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Emirates Telecommunications Corporation- Etisalat

Tickers:

ETEL.AD (Reuters)

ETISALAT UH (Bloomberg) June, 2009
Listing:

Abu Dhabi Stock Market (ADSM) Buy
Fair Value:

AED16.80

CMP:

AED10.00 (As of June 23, 2009)
Key Data Highlights

CMP (AED)# 10.00

EPS (AED)* 1.19 - Despite intense competition, and global
BVPS (AED)* 5.51 market conditions, Etisalat reported
P/E (x) 8.4 consolidated revenues of AED26.1bn in
P/BV (x) 1.8 2008, an increase of 22.4% over 2007
12M Avg.vol. 923,132 revenues. Revenues from international
52 week Lo / Hi (AED) 9.53-20.20 operations increased by 147.1% and formed
Source: Global Research 9% of the group’s revenues compared to
# As onJune 23, 2009 .

* 2009 projected 4% in 2007.

- Consolidated net profit stood at AED8.66bn, increasing by 19% on a y-o-y basis. During
2008, Etisalat reported a one-time gain of AED1.78bn from selling part of its stake in
Saudi’s Mobily. Accordingly, we expect a slight decline of 1.4% in net profit to reach
AEDS.54bn in 2009 which is lower than 2008 net profit due to that one time gain.

- Etisalat posted consolidated revenues of AED7.11bn for Q1 2009, an increase of 13%
over AED6.28bn reported in Q1 2008. Net profit increased by 4% to reach AED2.1bn
compared to AED2.0bn reported in the same period in 2008.

- Despite the loss of Iran’s license, Etisalat recently acquired 45% of Swan Telecom, a
recently licensed mobile operator in India for UD$900mn. Etisalat India is expected to
launch GSM services during 2009.

- We believe that UAE would still be the main revenue driver for Etisalat, however, the key
growth area in the UAE would be data and internet services. A strong financial position will
enable Etisalat to continue pursuing its expansion strategy and eye strategic acquisitions.

- At the current market price (June 23 2009), Etisalat trades at 8.4x and 7.9x its earnings and
1.8x and 1.6x its book value for 2009F and 2010F respectively. We have used Sum-Of-The
Parts (SOTP) valuation method for the company’s operations in different countries. Based
on the consolidation of the individual company operations, our SOTP valuation estimates
the fair value of Etisalat’s stock at AED16.80, which is 68% higher than the current market
price of the stock. We therefore reiterate our “Buy” recommendation for Etisalat.
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Financial Performance and Outlook

Increase in international revenues...

Despite intense competition, and global market conditions, Etisalat reported consolidated
revenues of AED26.1bn in 2008, an increase of 22.4% over 2007 revenues. Revenues from
international operations increased by 147.1% and formed 9% of the group’s revenues compared
to 4% in 2007, while revenues from UAE operations grew by 16.7% on a y-o-y basis.

Intense Competition in home market...

Despite competition in the group’s home market after Du joined the market in 2007, Etisalat
still managed to increase its subscribers’ base. The UAE still enjoys one of the very high
mobile penetration rates which could be attributed to the presence of inactive subscribers
coupled with multiple SIM ownership. The company’s mobile subscribers grew by 14.3%
on y-o-y basis to reach 7.3mn subscribers in 2008 with a market share of 74% compared to
a market share of 84% in 2007. Etisalat has been losing market share since Du joined the
market in 2007. In addition, competition has put a downward pressure on ARPUs which
declined from AED174 (US$47.3) in 2007 to AED169 (US$46.0) in 2008. Accordingly,
though still dominating revenues, the share of mobile segment revenues in revenues from
UAE operations declined from 64% in 2007 to 60% in 2008.

Chart 01: UAE Revenues by segment
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Source: Etisalat, Global Research

Competition driving mobile ARPUs down...

We believe however that the mobile market in the UAE is near saturation, especially with
current market conditions and the decline in population growth. We project further declines
in ARPUs, however, we do not foresee price wars between the current two operators. We
believe that the focus would be on providing new value added services. One of the strategies
followed by Etisalat in order to boost revenues has been forming synergies in the countries
in which it operates such as the roaming alliance between Etisalat UAE, Mobily in KSA, and
Etisalat Misr in Egypt.

Fixed lines stabilizing, Internet and data witness highest growth...

Fixed lines subscribers grew by 2.5% to reach 1.35mn subscribers with a 95% market share.
The fixed lines segment also witnessed a declining share in revenues, forming 13% of
revenues compared to a share of 15% in 2007. Fixed lines penetration in the UAE has been
stable around 30% for the past five years. On the other hand, the internet and data services
segments share increased from 17% in 2006 to 22% in 2007, and also witnessed the highest
growth rate, growing by 51% on a y-o-y basis.
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Global Research - UAE Global Investment House

Future belongs to broadband...

Going forward, we believe that the internet and data services segment will be the key growth
area for the group in UAE, giving lower penetration rates and high growth potential. Etisalat
has been strengthening its position to capitalize on the opportunities present in the internet
and broadband segment. Etisalat upgraded from WCDMA to HSDPA (3.5G) technology, and
in January 2008, Etisalat announced that it had completed the first phase of deployment of its
Fiber to the Home (FTTH) network. The 3.5G network deployment continued in 2008, and
now covers major parts of the country. In April 2008, the company launched a 3.5G router
that offers up to 7.2Mbps download speeds. Another major new cable initiative, the IMEWE
between India, the Middle East, and Europe will expand the international network. The
IMEWE -India, Middle East, and Western Europe will be a three fiber pair, new generation
submarine cable system and will cover a distance of approximately 13,000 kilometers. The
IMEWE is expected to be available for commercial service by Q4 2009. In addition, the
rollout and implementation of Next Generation Networks for triple play services continues
with the implementation in Abu Dhabi for full service.

Revenues from international operations jump by 147%...

Revenues from international operations jumped from AED935mn in 2007 to AED2.31bn in
2008, forming 9% of the group’s revenues in 2008. Etisalat is now present in 17 countries
in the Middle East, Asia and Africa and services covering a total population of around 1.7bn
people. During 2008, Etisalat had five subsidiaries that contributed to the group’s consolidated
revenues, Etisalat Misr (Egypt), Atlantique Telecom (West Africa), Canar (Sudan), Zantel
(Tanzania) and Etisalat Afghanistan.

Chart 02: Group Revenues by geography

40.0
35.0

30.0
=250
220.0
A 20.
< 15.0

10.0

5.0

) 2007 2008 2009F 2010F 2011F 2012F
B UAE Revenues M International Revenues

Source: Etisalat, Global Research

Etisalat Misr and AT contributes the most to international operations revenues...

Etisalat Misr contributed the most to international revenues, forming 43% of international
revenues in 2008. Etisalat Misr was launched in 2007, and had 6.8mn subscribers by the
end of 2008. Its 2G network covers 96% of the population, while its 3G network covers
70%. Etisalat is currently focusing on enhancing its position in the broadband segment in
Egypt. The second biggest contributor to the group’s international revenues was Atlantique
Telecom (AT) which has several subsidiaries spanning over several countries in West Africa
contributing 38% to international revenues. Through its subsidiaries AT currently covers
47% in the countries in which it operates, and plans to cover 68% in 2009. Following Etisalat
Misr, and Atlantique Telecom, Canar contributed 8% to international revenues, while Zantel’s
contribution stood at 7%, and Afghanistan 4%.

Emirates Telecommunications Corporation- Etisalat 3
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Chart 03: International Revenues by Operator in 2008
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Mobily contributes the most to income from associates...

Though the majority of Etisalat’s international operations are start-up operations, income
from other associates also jumped by 24% to reach AED472.6mn in 2008 compared to
AED380.0mn in 2007. Income from other associates consists of income from Mobily (Saudi),
PTCL (Pakistan), Etisalat Nigeria, Excelcomindo Pratama (Indonesia), and Thuraya (UAE).
The major contributor to the group’s income from associates is Mobily.

Increasing contribution from international operations...

We expect the contribution of international operations to the group’s top-line will increase
from 9% to reach 13% in 2012. Etisalat is planning to further increase its global footprint.
Etisalat recently announced that it is targeting opportunities in Syria and Lebanon to expand
its business but will grow more conservatively in 2009 due to the global economic crisis. The
group had also recently bid for Iran’s third mobile license which was won by Zain of Kuwait.

Etisalat India to start in 2009...

Despite the loss of Iran’s license, Etisalat recently acquired 45% of Swan Telecom, a recently
licensed mobile operator in India, for UD$900mn. Etisalat India (Swan Telecom) has a
Unified Access Service License (UASL) to operate in 13 of 22 telecom circles in India, and
is in the process of acquiring two more licenses. These licenses enable Etisalat to provide
a full spectrum of telecom services, including GSM services, covering a population of over
900 mn across India. Etisalat India is expected to launch GSM services in these circles during
2009. Despite a crowded mobile market with 12 mobile operators in 2008, the Indian market
has huge potential with a population of around 1.1bn, and with over 94% of the population
below the age of 65. In addition, total wireless subscribers stood at 346.89mn subscribers at
the end of 2008 with a penetration rate of 30%.

Table 01: Wireless Operators in India by Market Share

1  Bharti 24.69%
2 Reliance 17.68%
3 Vodafone 17.56%
4  BSNL 13.33%
5 Idea 9.86%
6 Tata 9.16%
7  Aircel 4.64%
8 MTNL 1.21%
9  Spice 1.10%
10 BPL 0.56%
11 HFCL 0.11%
12 Shyam 0.11%

Source: Telecom Regulatory Authority of India

4 Emirates Telecommunications Corporation- Etisalat



Global Research - UAE Global Investment House

Start-up operations still pressuring EBITDA margin...

EBITDA margin for the entire group declined from 73% in 2007 to 66% in 2008. This is
due to the fact that most of Etisalat’s operations are in the start-up phase. We expect the
Group’s EBITDA margin to continue its declining trend, however at a decreasing rate as
international operations break-even. Etisalat Misr turned EBITDA positive in 2008 with an
EBITDA of AED997mn compared to a negative EBITDA of AED467mn in 2007, while
AT’s EBITDA improved significantly from AED7mn in 2007 to AED883mn. In addition,
we expect improvement in EBITDA margin of the UAE operations following the rollout of
the FTTH network, which is provided through optic fiber cable across the country, which
should decrease operating costs.

One off gain from selling a stake in Mobily in 2008...

Consolidated net profit stood at AED8.66bn, increasing by 19% on a y-o-y basis. During
2008, Etisalat reported a one-time gain of AED1.78bn from selling part of its stake in Saudi’s
Mobily, reducing Etisalat’s stake in Mobily to 26.35% from 35%. Accordingly, we expect
a slight decline of 1.4% in net profit to reach AED8.54bn in 2009 which is lower than 2008
net profit due to that one time gain.

Increasing capex in line with foreign investments...

The group’s consolidated capex to sales ratio stood at 14% in 2008 compared to 16.2% in
2007. Capex to sales ratio have been high for the past two years compared to a capex to sales
ratio of 8.8% in 2006 on the back of increasing capex for the group’s start-up international
operations. Going forward, we expect increasing capex for international operations in line
with the group’s expansion strategy. Etisalat plans to invest US$1bn in India’s operations.

Strong Balance Sheet, Low Leverage...

Etisalat has a strong financial position enabling it to pursue its strategic expansion and
infrastructure investments. Balance sheet grew by 18% to reach AED62bn in 2008, with a
debt to assets ratio of 4% in 2008 compared to 10% in 2007. Cash stood at AED11.2bn in
2008 and formed 18.2% of total assets. Etisalat was rated ‘Stable’ by three rating agencies.
Moody’s awarded the Group an ‘Aa2’, S&P awarded ‘A+’, and Fitch awarded an ‘AA-’".

Stable dividends...

Etisalat distributes semi-annual dividends. It distributed AEDO0.25 in the first half of 2008,
and AEDO.35 in the second half of 2008, raising the total dividend AED0.60 for 2008. Etisalat
also distributed a 20% bonus shares in 2009, increasing paid up capital to AED7.1bn.

Revenue growth of 13% in Q1 2009...

Etisalat posted consolidated revenues of AED7.11bn for Q1 2009, an increase of 13% over
AED6.28bn reported in Q1 2008. Net profit increased by 4% to reach AED2.1bn compared
to AED2.0bn reported in the same period in 2008.

Emirates Telecommunications Corporation- Etisalat 5
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Outlook & Valuation

With the UAE mobile market approaching saturation, we believe that the two mobile operators
will focus on high quality value added services. The migration to NGN (Next Generation
Network) in UAE will enable Etisalat to further introduce more value added services. We
believe that UAE would still be the main revenue driver for Etisalat, however, the key growth
area in the UAE would be data and internet services. A strong financial position will enable
Etisalat to continue pursuing its expansion strategy and eye strategic acquisitions.

We expect the share of international operations of the group’s top line results to increase
from 9% in 2008 to 13% in 2012. We also expect revenues from international operations to
grow by a CAGR of 19% during our forecast period (2009-2012), while a CAGR of 8% is
expected for revenues from the UAE operations during the same period. We are particularly
bullish on the group’s operations in West Africa, Egypt, and India, and we believe that they
will be the main contributors to the group’s international revenues, and will also witness the
highest growth rates in subscribers and revenues.

At the current market price (June 23 2009), Etisalat trades at 8.4x and 7.9x its earnings and
1.8x and 1.6x its book value for 2009F and 2010F respectively. We have used Sum-Of-The
Parts (SOTP) valuation method for the company’s operations in different countries. Based
on the consolidation of the individual company operations, our SOTP valuation estimates the
fair value of Etisalat’s stock at AED16.80, which is 68% higher than the current market price
of the stock. We therefore reiterate our “Buy” recommendation for Etisalat.
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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
Emirates Telecommunications Buy ETEL.AD (Reuters) AED10.00 1,10
Corporation- Etisalat ETISALAT UH (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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