ETISALAT RATING BUY

2Q2010 Results: Lower Fair Value on UAE Pressure

RESULTS REVIEW TELECOMMUNICATIONS | UAE

= Cutting Fair Value: EBITDA Margin Underperforms Estimate for the Second
Time

We lower our fair value (FV) estimate for Etisalat by 13% to AED12.5/share (from
AED14.5/share) as a result of lowering our estimated equity value for the company’s
UAE operation given the disappointing EBITDA margin which again came weaker than
expected. We also increase our total revenue estimates starting in 2010, reflecting
mainly higher-than-expected revenue growth from the international operations and, to
a lesser extent, from the UAE operation.

= Fundamentally Cheap so We Keep Our Buy Rating... Allowing Foreign
Ownership is the Long-awaited Catalyst

After adjusting our forecasts, the company still trades at cheap multiples compared to
the average multiples of regional telecoms. Etisalat trades at an estimated 2010 P/E of
10.4x (versus an average of 10.2x) and an estimated 2010 EV/EBITDA of 4.1x (versus an
average of 5.3x). Given the 21% upside potential that our new FV offers over the
current market price, we maintain our Buy rating on the stock. Again, we reiterate our
view that the main catalyst for Etisalat's share price is allowing foreign ownership of the
stock, a move that we do not know when to expect.

= What Is Happening in the UAE? It is Competition

Since the beginning of the year, Etisalat has been very active in launching new offers
and promotions that mostly target the tariffs of the international, roaming and
corporate segments. We do not believe that the decline in tariffs was matched by
increases in traffic as we saw UAE revenue decline by 15% Q-0-Q in 1Q2010 and then
stabilise in 2Q2010. We have also seen consolidated EBITDA margin come under
pressure for the past three quarters, which we believe is due to pressure on the UAE
operation.

KEY FINANCIAL HIGHLIGHTS

December Year End (AED mn) 2009a 2010e 2011e 2012e
Revenue 30,831 31,007 32,416 33,763
EBITDA 19,503 17,584 18,664 19,695
EBITDA Margin 63.3% 56.7% 57.6% 58.3%
Net Profit 8,836 7,882 8,295 8,806
EPS (AED) 1.12 1.00 1.05 1.1
DPS (AED) 0.49 0.40 0.40 0.42
Net Debt (Cash) (9,354) (8,993) (8,516) (8171)
P/E* (Attrib.) (x) 93 10.4 9.9 93
EV/EBITDA (x) 3.6 4.1 3.8 36
P/BV* (x) 23 2.2 2.2 2.1
P/CF* (x) 89 7.4 7.4 7.4
Div. Yield 4.7% 3.8% 3.8% 4.1%

*Prices as at 26 July 2010
Source: Etisalat, EFG Hermes estimates
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ETISALAT

RESULTS IN A NUTSHELL

Etisalat’s top line for 2Q2010 was in line with our estimate, exhibiting a modest Q-0-Q
growth on strong international growth. The EBITDA margin, however, disappointed again for
the second quarter in a row and came in four percentage points below our estimate, at 54.4%.
We do not know the reason behind the EBITDA margin weakness, but we do believe that the
UAE operation could be under pressure as it contributes the most to the consolidated EBITDA.

We believe that income from associates surprised positively due to stronger-than-expected
operational results at PTCL in Pakistan and Excelcomindo in Indonesia (Mobily had already
posted its 2Q2010 results last week, which were integrated into our estimates for Etisalat’s
income from associates). Lastly, earnings were 9% below our estimates at AED1.9 billion and
below consensus estimates.

REVENUE IN LINE — UAE MISSES BUT INTERNATIONAL COMPENSATES

Total revenue for 2Q2010 was in line with our estimate, coming in at AED8.1 billion (+1.5%
Q-0-Q). UAE revenue contributed with 79% of the total and missed our forecast by 2%, while
international revenue came in ahead of our estimate by 7%.

UAE: Etisalat was able to stabilise revenue generated from the UAE during 2Q2010 after the
significant quarterly drop of 1Q2010. We believe that UAE revenue came in, however, 2%
below our estimate due to one of the following reasons (we do not have a breakdown between
mobile and fixed-line revenues at this stage): i) weaker-than-expected mobile usage levels
since the mobile subscriber number was in line with our estimate, and/or ii) lower-than-
expected fixed-line revenue, as fixed lines as at the end of June were 1.28 million, lower than
our expected 1.29 million lines.

International: Revenue from international operations (Egypt, Afghanistan and Atlantique
Telecom in Africa) surprised positively again during 2Q2010, growing 6% Q-0-Q, 7% higher
than our estimate. We estimate that Egypt is the largest contributor to international revenue,
at over 50%.

EBITDA MARGIN STILL WEAK

We have expected the EBITDA margin to improve in 2Q2010 to 58.3%, but it actually
disappointed for the second quarter in a row, coming in at 54.4%. As mentioned above, we do
not know the particular reason behind the margin weakness, but we do believe that the UAE
operation could be under pressure as it contributes the most to the consolidated EBITDA.

ASSOCIATES SURPRISE POSITIVELY

Associates’ contribution in 2Q2010 more than doubled on a Q-0-Q basis to AED219 million,
mostly on strong performance at the Saudi operation, Mobily, the biggest contributor to the
associates line, which saw its earnings increase 26% Q-0-Q during the quarter. We believe
that income from associates was 35% higher than expected due to better performance at
PTCL in Pakistan and Excelcomindo in Indonesia. Both companies are listed on their local stock
exchanges, but have not yet published their detailed financials.



ETISALAT

FIGURE 1: ETISALAT QUARTERLY INCOME STATEMENT

In AED million, unless otherwise stated
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ETISALAT

NEW FORECASTS

Following 1TH2010 results, we adjust our consolidated forecasts for Etisalat. We increase our
total revenue estimates starting in 2010, reflecting mainly higher-than-expected revenue
growth from the international operations and, to a lesser extent, from the UAE operation. We
reduce, however, our EBITDA margin forecasts, mainly on lower margins in the UAE. We now
expect a consolidated FY2010 EBITDA margin of 56.7% versus 66.2% previously.

So, what is actually happening in the UAE? Competition and the slowdown in economy
take their toll... After the non-stop growth in mobile subscribers in the UAE from 2006 to
2008, subscriber additions started to slow down. This was a result of the market approaching
saturation and, more importantly, the slowdown in the UAE economy, specifically the
population growth slowdown as expats left the country. Despite the above 100% penetration
rate in 2006, mobile additions were growing Y-o-Y due to the strong population growth, not
because of tariff cuts. Both operators in the UAE have now started to realise that the market is
close to saturation, and that they must launch more aggressive offers to only modestly
increase their subscriber base, improve/stabilise their usage levels and maintain healthy
operating margins.

Initiatives taken by the UAE’s Telecom Regulatory Authority (TRA) announced in May 2010,
whereby the TRA has reduced the regulations of new offers and allowed operators to introduce
some new packages without needing regulatory approval, should encourage more aggressive
competition between the two operators.

Since the beginning of the year, Etisalat has been very active in launching new offers and
promotions, mostly targeting the tariffs of the international, roaming and corporate segments.
Additionally, du has also been very aggressive, slashing tariffs through different temporary
offers.

We do not believe that the decline in tariffs were matched by increases in traffic as we saw
UAE revenue decline by 15% Q-0-Q in 1Q2010 and then later stabilise in 2Q2010 (refer to
figure 2 below). We also saw consolidated EBITDA margin come under pressure for the past
three quarters, which we believe is due to pressure on the UAE operation.
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FIGURE 2: ETISALAT UAE QUARTERLY REVENUE
In AED million, unless otherwise stated
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FIGURE 3: ETISALAT OLD VERSUS NEW FORECASTS
In AED million, unless otherwise stated
2009a 2010e 2011e 2012e
old New Chg. old New Chg. old New Chg.
UAE Revenue 26,617 24915 25843 4% 25,740 26,397 3% 26,826 27,069 1%
International Revenue 4,214 4,106 5,164 26% 4,870 6,019 24% 5,427 6,694 23%
Total Revenue 30,831 29,021 31,007 7% 30,610 32,416 6% 32,253 33,763 5%
EBITDA 19,503 19,226 17,584 9% 20,121 18,664 -7% 21,162 19,695 -7%
EBITDA Margin 633% 662% 56.7% 65.7%  57.6% 65.6%  58.3%
Depreciation & Amortisation (2,534) (2,755) (2,686) -2%  (2,945) (2,968) 1% (3,153) (3,251) 3%
Associates 682 267 629 248 642 641 951
Net Interest Income (Expense) 12 157 329 21 270 (2) 291
Others - 85 (130) (52) (53) (55) (56)
Earnings before Taxes & Minority Interest 17,663 16,980 15,725 -7% 17,393 16,554 -5% 18,593 17,629 -5%
Minority Interest 253 205 79 157 49 132 19
Earnings before Taxes 17915 17,185 15,804 -8% 17,550 16,603 -5% 18,726 17,648 -6%
Taxes & Zakat (244) - (40) - (14) - (35)
Earnings before Royalty Fees 17,671 17,185 15,764 -8% 17,550 16,590 -5% 18,726 17,613 -6%
Royalty Fees (8836) (8,593) (7,882) (8,775)  (8,295) (9,363) (8,806)
Net Profit 8,836 8,593 7,882 -8% 8,775 8,295 -5% 9,363 8,806 -6%

Source: Etisalat, EFG Hermes estimates
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ETISALAT

VALUATION

We lower our fair value (FV) to AED12.5/share from AED14.5/share mostly due to the 18% cut
to our estimated equity value for the company’s UAE operation (represents 81% of total
value) as a result of the pressured EBITDA margin. We, however, increase our estimated equity
value for all of the other international operations, where we were traditionally conservative,
since they delivered stronger-than-expected operational results.

FIGURE 4: ETISALAT SOTP DCF VALUATION

Country Consolidation  Valuation Equity Value Etisalat Attrib. Equity % of
Method Method (AED mn) Stake (AEDmn)  Valuation

UAE Full DCF 80,518 100% 80,518 81.2%
Saudi Equity DCF 46,376 27% 12,902 13.0%
Egypt Full DCF 4,498 66% 2,969 3.0%
Pakistan Equity DCF 6,912 26% 1,930 1.9%
Excelcomindo Equity DCF 11,231 13% 1,494 1.5%
Atlantique Telecom Full DCF 1,221 100% 1,221 1.2%
Afghanistan Full DCF 331 100% 331 0.3%
Nigeria Equity DCF 182 40% 73 0.1%
Swan Telecom Equity DCF (5,596) 45% (2,518) -2.5%
Others Book Value 195 0.2%
Total (AED mn) 99,114

Value per Share (AED) 12.54

Source: EFG Hermes estimates



ETISALAT

INCOME STATEMENT (DECEMBER YEAR END)
In AED million, unless otherwise stated

2009a 2010e 2011e 2012e 2013e
Net Revenue

UAE 26,617 25,843 26,397 27,069 27,556
Egypt 2,628 3,334 4,005 4,517 4,926
Afghanistan 218 329 365 381 405
AT & Others 1,368 1,501 1,649 1,796 1,909
Total Net Revenue 30,831 31,007 32,416 33,763 34,795
EBITDA
UAE 18,449 15,635 16,234 16,918 17,222
Egypt 772 1,090 1,446 1,689 1,912
Afghanistan (12) 25 64 86 111
AT & Others 761 834 920 1,002 1,055
Total EBITDA 19,503 17,584 18,664 19,695 20,301
EBITDA Margin 63% 57% 58% 58% 58%
Depreciation and Amortisation (2,534) (2,686) (2,968) (3,257) (3,485)
Net Operating Profit 16,969 14,898 15696 16,444 16,816
NOP (EBIT) Margin 55% 48% 48% 49% 48%
Net Interest Income (Expense) 12 329 270 291 336
Other Income (Expenses) - (130) (53) (56) (58)
Income from Associates 682 629 642 951 1,258
Earnings before Minority Interest 17,663 15,725 16,554 17,629 18,353
Minority Interest 253 79 49 19 (4)
Earnings before Taxes & Royalty Fees 17,915 15,804 16,603 17,648 18,348
Taxes (244) (40) (14) (35) (50)
Earnings before Royalty Fees 17,671 15,764 16,590 17,613 18,298
Royalty Fees (8836)  (7,882)  (8295)  (8806)  (9,149)
Net Attributable Income 8,836 7,882 8,295 8,806 9,149

Source: Etisalat, EFG Hermes estimates
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ETISALAT

BALANCE SHEET (DECEMBER YEAR END)
In AED million, unless otherwise stated

Cash & Liquid Assets
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Total Current Assets
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LTD
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Net Worth

Source: Etisalat, EFG Hermes estimates

CASH FLOW STATEMENT
In AED million, unless otherwise stated

Cash Operating Profit after Tax

Change Working Investment

Cash Flow Post Chg in Working Investment
Capex & Investments

Free Cash Flow

Non-operating Cash Flow

Net Financing

Change in Cash

Source: Etisalat, EFG Hermes estimates
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20,077
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2012e
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GUIDE TO ANALYSIS
EFG Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and
regional economic environment.

Effective 16 December 2009, EFG Hermes changed its investment rating approach to a three-tier, long-term rating approach, taking total return potential together
with any applicable dividend yield into consideration.

In special situations, EFG Hermes may assign a rating for a stock that is different from the one indicated by the 12-month expected return relative to the
corresponding fair value.

For the 12-month long-term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms:

Rating Potential Upside (Downside) %
Buy Above 15%

Neutral (10%) and 15%

Sell Below (10%)

EFG Hermes policy is to update research reports when appropriate based on material changes in a company’s financial performance, the sector outlook, the general
economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move
outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to
review the rating.
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