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*prices as of 05 December 2007

uae | telecom

Short-Term Rec.: Buy
Long-Term  Rec.: Buy

Current Price*: AED 21.9
LT Fair Value  : AED 31.3

• Solid Performance in 9M/3Q2007: Etisalat's 3Q2007 results came in strong and unexpectedly so driven
by strong results for the UAE operation with both usage and subscriber growth surprising positively despite
the entrance of competition and the local market reaching saturation. We estimate consolidated gross
revenue (Etisalat reports net revenue only) grew Y-o-Y by 32%, EBITDA by 17% and net profit by 15%. 

• We Upgraded our Forecasts: We upgrade our consolidated revenue forecast driven mostly by an upgrade
of our forecasts for the UAE operation, which delivered a better-than-expected performance in 9M2007.
We upgrade our forecast for Etisalat Egypt and integrate new markets, such as Nigeria and Afghanistan,
into our forecasts, which have contributed, albeit to a lesser extent, to the increase in our revenue
forecasts. We forecast Etisalat consolidated gross revenue to grow at a 2007-10e CAGR of 10.4%, EBITDA
at 7.2% and net profit at 10.6%. 

• Raising Our Fair Value Estimate to AED31.3: Our new FV is 30.9% higher than our previous fair value
as a result of: i) better-than-expected 9M2007 performance and the reduction of our discount rate, ii) an
upgrade of our estimated equity value for both the Egyptian and Pakistani operations, and iii) an
integration of both the Afghani and Nigerian operations into our forecasts. We use a DCF-based sum-of-
the-parts valuation approach to separately value the different operations. 

• One of the Best Telecom Exposures in the Region: Over the past three years, Etisalat has been one of
the most aggressive operators in terms of expansion in the region spending in excess of USD6.5 billion in
expansions outside the UAE. This strategy is starting to pay-off with Etisalat now having a well balanced
portfolio of operations that offer both value and growth, where most of the value comes from the local
mature operations (84% of the company's valuation) while subscriber growth is generated from the fast-
growing regional operations in Egypt, Pakistan, Saudi Arabia, Nigeria and other African markets. We
estimate Etisalat's controlled subscriber base in its 15 markets exceeded 40 million (proportionate: 19
million) at the end of September 2007, up from around 5 million at the end of 2004. New acquisitions may
include an additional stake in PTCL, or acquiring the government's stake in Omantel. 

• Attractive Valuation, We Remain Buyers: The stock currently trades at attractive multiples compared
to its MENA peers with an EV/EBITDA and a PE of 5.5x and 12.9x for 2008e, respectively, versus regional
averages of 7.3x and 13.7x respectively. We believe an important driver for strong share price performance
would be allowing non-UAE nationals to own the shares in the company. 

Marise Ananian
+20 2 33 32 1152
mananian@efg-hermes.com

Wael Ziada
+20 2 33 32 1154
wziada@efg-hermes.com
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i. valuation

revisiting the equity story 
Etisalat is a well-balanced portfolio of value and growth: the value lies in the relatively mature UAE operation
which we currently estimate accounts for c85% of the company's valuation. On the other hand, subscriber
growth is generated from the fast-growing regional operations in Egypt, Pakistan, Saudi, Nigeria and other
African markets which altogether account for the remaining c15%. 

That said, and despite the high mobile and fixed-line penetration rate in the UAE and competition from du,
the forecast strong population growth in the UAE, which is estimated to exceed 6.0% over the next five years,
will allow Etisalat to maintain a revenue growth between 3-9% over the next three years. Furthermore, a
positive growth surprise, which has broadly been the story of MENA telecoms over the past 5 years, is not at
all ruled out.     

Fig 1.1: Breakdown of Etisalat Subscribers Fig 1.2: Breakdown of Estimated Equity 
by Country*- 2008                                                         Value by Country** 

*Non-proportionate

**Equity Value Accruing to Etisalat, i.e. ex-minority interests

Source: EFG-Hermes estimates                                         Source: EFG-Hermes estimates

We believe that Etisalat's attractive valuation and the mix of value and growth make the company one of the
most attractive telecom exposures in the region. With the bulk of its value generated from the relatively
mature UAE operation, the downside risk to valuation from the highly competitive and fast growing regional
operations is, in our view, relatively limited.  

Etisalat's footprint currently includes fifteen countries with a total population of 537 million under license
and an average mobile penetration rate of 26%. The company "…can spend between USD3 billion and USD5
billion for investing in Africa when the opportunities arise," said Etisalat's chairman in an interview on 20
November 2007. 

Over the past three years, Etisalat has been one of the most aggressive telecom operators in terms of
expansion in the region. The company has spent in excess of USD6.5 on expansions outside the UAE to date. 

company note

A balanced portfolio of value
and growth 

Even some growth is expected
from the UAE operation
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expansions 



Figure 1.3: Map of Etisalat Footprint 

*Population and subscriber figures are in million

Source: EFG-Hermes

dcf valuation
We upgrade our long-term fair value estimate for Etisalat by 30.9% to AED31.3 per share using a DCF-based
sum-of-the-parts valuation approach to separately value the different operations. The increase in our fair
value estimate for Etisalat is predominantly driven by:

i) Upgrading our equity value estimate for the local operation due to both the better-than-expected
performance delivered in first nine months of 2007 and the reduction of the discount rate used on the back
of a 50bps cut in our risk free rate assumption.

ii) Upgrading our estimated equity value for both the Egyptian and Pakistani operations due to stronger-than-
expected overall market growth.  

iii) Integrating both the Afghanistan and Nigerian operations into our forecasts. The Afghan operations
started in August 2007, while the Nigerian operations will start in early 2008. 

Table1.4: Etisalat SOTP Valuation Breakdown  

*Egyptian, Afghan and Nigerian operations are still start-up and are therefore not making profits

**Atlantique Telecom owns operators in Ivory Coast, Benin, Togo, Niger, Burkina Faso, Central African Republic and Gabon. Other

operators include Canar (Sudan), Zantel (Zanzibar) and Qtel (Qatar)

Source: EFG-Hermes estimates
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Our fair value estimate for Etisalat of AED31.3 implies a 2007 PE 21.2x which, in our view is justified by:

i) A 2-year EPS CAGR of 11.3%: Both the Saudi and the Pakistani operations are expected to achieve strong
growth of 31.2% and 16.5% respectively. The moderate forecast earnings growth of the UAE operation is
partially driven by our assumption of a gradual decline in Royalty payment from 50% to 40% of consolidated
earnings over 3 years.     

ii) A low discount rate: The bulk of the valuation, 84%, is being generated from the UAE operation, to which
we are assigning a relatively low discount rate. We estimate a cost of equity for the UAE operation of 9.65%
based on a Risk Free Rate of 4.15% (yield on the 10-year US T-Bond) and an Equity Risk Premium of 5.5%
which comes at the low end of our equity risk premium range for the MENA telecoms of 5%-7%. 

It is important to note that we deducted from our estimated Enterprise Value (EV) of the local operation the
debt that Etisalat raised to fund its regional expansions activities in order to arrive at an equity value estimate
for the local operation. The net impact of including these debts on our DCF valuation for the local operation
was slightly positive as it reduced the Weighted Average Cost of Capital (WACC). 

comparable valuation
Etisalat's valuation is attractive relative to its MENA peers, given its moderate growth profile. Etisalat is
trading on a 2007 EV/EBITDA and a 2007 PE of 6.1x and 14.8x versus the regional average of 8.2x and 15.5x
respectively. 

It is important to note that we included in our EBITDA estimate Etisalat's share of the EBITDA in both the
Saudi and Pakistani operations which, for financial reporting purposes, are accounted for below the EBITDA
line using the equity method.

Fig. 1.5: P/E 2007 vs EPS CAGR 2007-09                    Fig 1.6: EV/EBITDA 2007 vs EBITDA  
for MENA Telecoms                                                 CAGR 2007-09 for MENA Telecoms 

Source: RKIM, EFG-Hermes estimates                                      Source: RKIM, EFG-Hermes estimates

We re-iterate our ST / LT Buy recommendation on Etisalat which currently offers 43.4% upside potential over
and above the current market price. We believe an important driver for strong share price performance would
be allowing non-UAE nationals to own the shares in the company, which is banned under the current
legislation. The company has held talks with the government of the UAE, which owns about 60% of the
company, to allow foreign ownership in the stock. The company's chairman Mohammed Omran said in July
that a change would take place in six to twelve months.      

company note
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Growing population drives
strong subscriber growth in

this high-penetration market

ii. operational overview

a. uae - etisalat: never say enough

Drivers
Service Mobile and Fixed-Line - Strong expatriates-driven population growth 
Population (2006) 4.5 mn (5-year CAGR: 7%)
Penetration (Sep-07) Mobile: 147% - Strong forecast economic growth positively

Fixed-Line: 29% impacting demand for telecommunication 
Mkt Share (Sep-07) Mobile: 90.7% services

Fixed-Line: 96.9% - Allowing foreign ownership 
Etisalat Stake 100%

Challenges
- Mature market (Sep 07: 147% mobile 
penetration rate)
- Competition from du and MNP introduction in 
2008

Table 2.1: UAE Telecom Market Indicators

Source: Etisalat, du and EFG-Hermes estimates

mobile subscribers and market share 
Etisalat's local operation has positively surprised on subscriber growth in the first nine months of 2007 despite
the entrance of the second integrated operator, du, in February 2007. We believe the overall better-than-
expected subscriber growth can be partially attributed to the higher-than-expected growth in population,
which continues to increase at a fast pace driven by the influx of expatriates. 

We estimate the mobile penetration rate in the UAE reached 147% in September 2007 based on the number
of active subscribers for both Etisalat and du. As we expected, the entrance of du has driven the penetration rate
to exceed our estimate of the size of the addressable market, which we estimate at around 140% of population1. 

1For more information please refer to our report on du "Finding Growth in a Mature Market" published 12 January 2007  
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Etisalat added 670,000 mobile subscribers during the first nine months of 2007, versus 726,000 million during
the same period in 2006, to reach 6.19 million subscribers (+18% Y-o-Y growth). This gives Etisalat a market
share of active subscribers of 90%. Our estimates of market shares are based on our estimate of du's active
subscribers, which we believe represent around 80% of the reported figure of 882,000 in September 2007.
Etisalat, on the other hand, reports only active subscriber figures. 

We were correct in our view that competition in the mobile market would not be centered around price cuts.
du's launching tariffs were not aggressive since the company focused more on market segmentation and
promotional offers to gain market share rather than slashing headline tariffs.  

Since the entrance of du, Etisalat's quarterly additions have declined gradually (1Q07: 260,000 - 2Q07:
210,000 - 3Q07: 200,000) and its share of net active additions have also declined to 44% in 3Q from 72%
in 1Q. As we expected, this did not affect Etisalat quarterly ARPUs, which continued to grow Q-o-Q driven
by rising usage and relatively stable prices.  

Fig 2.2: Quarterly Subscriber Additions for du Fig 2.3: Etisalat's Quarterly ARPU 
and Etisalat (active)

Source: Etisalat, du and EFG-Hermes estimates Source: EFG-Hermes estimates

We project mobile subscriber growth in the UAE to start slowing down with the growth being mostly driven by
population increase. In 2008 we expect subscribers to grow by 10.2%, down from an estimated 29.5% in 2007.
We expect penetration will continue to exceed our estimate of the size of the addressable market over the next
two years before receding to be equal to the size of our estimated addressable market (please refer to Table 2.1). 

We expect Etisalat's market share to decline gradually and expect du to continue capturing the higher share
of net additions in 2008 and 2009. Later, we expect the share of new additions to stabilize at 50:50 between
the two operators. In the long term we expect Etisalat's market share to stabilize at 64%. 

Fig 2.4: Historical & Forecast Mobile Subscribers Fig 2.5: Etisalat Historical and Forecast Mobile 
and Penetration Rate in the UAE                                      Subscribers and Market Share in the UAE

Source: Etisalat, EFG-Hermes estimates                   Source: Etisalat, du and EFG-Hermes estimates

arpu
Etisalat does not report ARPU figures, however we estimate 3Q2007 blended monthly ARPU reached AED187
(USD51), a 14.6% increase Y-o-Y, but representing a 4.0% decline Q-o-Q due mostly to the seasonality factor.
For FY2007 we expect ARPU to come in at AED191 (USD52), an increase of 13.6% over the FY2006 ARPU
of AED168 (USD46). Etisalat ARPUs have been increasing for the past three years, which we believe has been
mostly due to the rise in usage driven by strong economic growth. Over our forecast horizon, we forecast
ARPUs to increase slightly Y-o-Y as we are forecasting higher usage since we expect the price of international
calls, a significant component of revenue, to decline slightly. 
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Competition in mobile strays
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fixed-line subscribers and market share  
We estimate the fixed-line penetration rate reached 29% in September 2007, down from 30% in December
2006 due to faster population growth relative to fixed lines since fixed lines have grown by 5.9% during the
first nine months of the year. Etisalat's fixed-line market share reached 97% at the end of September, with
1.32 million lines, implying a Y-o-Y growth of 3.1%. 

Etisalat's average revenue per line (ARPL), excluding data and internet revenue,  has been declining over the
past three years at a compounded average rate of 4.3% to AED181 (USD49.4) in 2006 from AED207 (USD56)
in 2003 as fixed-line usage declined driven by the fixed-line to mobile substitution effect. In the first nine
month of 2007, ARPL remained in line with the 2006 level at AED183 (USD50). 

We expect fixed-line penetration rate to start increasing over the next five years after being stable since 2002
at the 30% level. We believe the introduction of triple-play services, which we expect will be launched in late
2008/early 2009 will push fixed-line penetration especially if it results, as we expect, in a reduction in
broadband prices. We project fixed-line penetration rate will reach 34% in 2015 and to stabilize thereafter.
Throughout our forecast horizon, we expect Etisalat's market share to decline gradually and stabilize at 75%. 

Fig 2.6: Historical & Forecast Fixed-Line Subscribers       2.7: Etisalat Historical & Forecast Fixed-Line
and Penetration Rate in the UAE                                   Subscribers and Market Share in the UAE

Source: Etisalat, EFG-Hermes estimates Source: Etisalat, du and EFG-Hermes estimates

revenue and ebitda growth
Etisalat's consolidated net revenue has grown at a five-year CAGR of 17%, with mobile revenue constituting
more than 60% of revenue. We estimate 9M2007 UAE gross revenue came in at AED17,443 million, a 29%
Y-o-Y growth. In 2007 we expect UAE net revenue to grow by 28.4% to AED20,912 million with mobile
revenue alone accounting for 65% of revenue at AED13,675 million, a 34% Y-o-Y growth. We expect fixed-
line, internet and data revenue will altogether register a lower growth of 32.7% coming in at AED7,238
million with all growth being generated from the internet business.  

Figure 2.8: Historical and Forecast Revenue Breakdown for Etisalat UAE Operations

Source: Etisalat, EFG-Hermes estimates
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We forecast that mobile revenue will remain the main contributor to revenue, accounting for more than 60%
of UAE revenue and growing at a five-year CAGR (2007-2012) of 2.0%. We forecast a five-year fixed-line and
data revenue CAGR (2007-12) of 5.9%, driven mainly by growth in internet and other data revenue. Our
forecasts for the different business segments imply a five-year CAGR of 3.6% for Etisalat's gross revenue. 

We estimate that the EBITDA margin came in very strong in 9M2007 at 71.9% compared to 69.3% in
9M2006 (Etisalat does not report EBITDA for the UAE operations separately). We forecast EBITDA from the
UAE operations will reach AED16,730 million by the end of 2007, implying an EBITDA margin of 70.0%. 

We forecast EBITDA to grow at a five-year CAGR of 2.3%, the EBITDA margin to decline slightly over the
coming years as a result of both competition and rise in costs and that it will stabilize at around 65%. Etisalat
raised employee salaries by 10% starting November and the average total increase in employee salaries and
benefit packages would reach 25%, it announced in October. In our forecasts, we assume the increase to take
place at the beginning of 2008, which we estimate will result in 1.5%-2% percentage points decline in the
EBITDA margin in 2008 from the 2007 level. 

valuation 
Our estimated equity value for Etisalat local operations is AED132,003 million based on a DCF valuation. We
use a WACC of 9.5% and a terminal growth rate of 2.0%. The net cash that we use for the UAE valuation is
the one used as of 9M2007, equal to AED5,660 million. We forecast Etisalat to continue paying royalty fees
equal to 50% of consolidated net profit by the end of the year. In the nine months ending September 2007,
the company paid 50% of its consolidated net profit as royalty. 

The Telecom Regulatory Authority (TRA) announced at the beginning of the year that with the entrance of
du, royalty payment will decrease gradually to 40% of net profit over the next three to four years. We assume
a gradual decrease in royalty payment of 3-4 percentage points every year through 2010.   

Table 2.9: KPIs and DCF Valuation for Etisalat's Operations in the UAE 

Source: EFG-Hermes estimates 

We expect a 5-year revenue
CAGR of 3.6% 

One of the highest EBITDA
margins in the region

Rise in employees'
compensation to impact

margins   

The estimated fair value for
the UAE operation alone is

AED26.4 per share
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b. saudi arabia - mobily: the fastest growing operator in the region

Drivers
Service Mobile: 2G/3G/3.5G - GCC biggest economy and among the fastest 
Population (2006) 24 million growing    
Penetration (Sep 07) 97% - Young and fast growing population
Market Share (Sep 07) 33.0% - Strong and rising demand for 
Etisalat Stake 35% telecommunication services

Challenges
- Competition from third mobile operator in 
2008

Table 2.10: Saudi Arabia Mobile Market Indicators

Source: STC, Mobily and EFG-Hermes estimates

subscribers and market share
Etihad Etisalat (Mobily) continues to benefit from the growing mobile market in Saudi Arabia. As of
September 2007, we estimate the operator exceeded the 8.0 million mark, giving it a market share of around
33%. Since its launch in mid-2005, Mobily has maintained the highest share of net subscriber additions in the
market. We estimate the mobile penetration rate in the Kingdom exceeded 97% by September 2007 and we
expect it to reach 100% by the end of the year. We forecast Mobily's market share to reach 37% by the end
of the year with 9.0 million subscribers. 

Fig 2.11: Historical & Forecast Mobile Subscribers Fig 2.12: Historical & Forecast Mobily 
and Penetration Rate in Saudi Arabia                                 Subscribers and Market Share

Source: Mobily, STC, CITC and EFG-Hermes estimates Source: Mobily, STC, CITC and EFG-Hermes estimates 
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acquisition of bayanat al-oula 
Mobily, plans to spend at least USD1.0 billion in the next four years to tap into an anticipated boom in
wireless broadband networking, according to the company's CEO, Khaled Al Kaf. As we have indicated in our
initiation of coverage report on Mobily22, the data and broadband market in Saudi is a significantly under-
penetrated market a with very strong growth potential given the huge size of pent-up demand.  

In September, Mobily signed a memorandum of understanding (MOU) to buy Riyadh-based data services
provider Bayanat Al-Oula for Network Services, commercially known as Bayanat, for SAR1.5 billion. The
acquisition of Bayanat is expected to be approved at the beginning of 2008, according to Mobily, this
acquisition is a strategic move for Mobily as it will enable it to expand into broadband and other data
provision services. 

This acquisition will raise Mobily's stake in the 12,000 kilometer fiber optic network, which is currently under
construction, and will be equally owned by Mobily, Bayanat Al Oula and Integrated Telecom Company.
Bayanat is also building a project in the Kingdom and has a strategic arrangement with Samsung to build the
region's biggest mobile WiMAX network. 

We have previously indicated that we are positive on Mobily's aggressive investment in data services and
especially its investment in the fiber optic network, which was highly complemented by the acquisition of
Bayanat. We expect this aggressive investment to: i) boost the EBITDA margin by 400-500bps as it
substitutes almost the entire leased line capacity currently rented from STC, ii) enable Mobily to capture
strong growth in the currently booming broadband market in Saudi Arabia, and iii) generate revenue over the
medium-term by selling capacity to third parties. 

Mobily has agreed to share its network with Zain, the third mobile operator that is expected to launch in mid-
2008, Mobily recently indicated. Details on the revenue that Mobily is expected to generate from this
agreement are not yet available. 

arpus
We estimate ARPUs in the Saudi market in 3Q2007 were at an average of SAR114 (USD30). STC still has the
highest ARPU, estimated at SAR125 (USD33), while Mobily has a lower estimated ARPU of SAR91 (USD24). 

We believe the entrance of the third mobile operator in mid-2008 will put some pressure on Mobily's ARPUs.
We forecast Mobily's ARPU to decline over the coming years and to reach SAR77 (USD21) in 2010. We
believe that the network-sharing arrangement between Mobily and Zain will reduce the scope of price-based
competition and will provide another source of revenue for Mobily.  

financial performance
In its 9M2007 results, Mobily reported Y-o-Y growth in revenue of 40.9% to SAR6,030 million, EBITDA growth
of 49.2%  to SAR2,000 million and net profit growth of 133.7%  to SAR865 million. We forecast FY2007
revenue of SAR8.8 billion, a 42.2% Y-o-Y growth. We forecast FY2007 EBITDA will grow 48% to SAR2.96
billion, implying an EBITDA margin of 33.6%, up from 32.4% in FY2006. 

Mobily has a management agreement with Etisalat whereby Mobily pays Etisalat an annual management fee of
AED36.7 million (USD10 million). The agreement is for a period of seven years and can be renewed for another
five years. In our valuation, we assume the management agreement will be renewed on the same terms.

company note

Investing heavily in Saudi's
high growth data market 

Etisalat receives annual
management fees of USD10

million from Mobily

22Kindly refer to our initiation of coverage on Mobily "Mobilizing Growth" published on 09 July 2007 



valuation 
We value Mobily at SAR39,264 million (USD10,470 million), contributing the second highest share to
Etisalat's total estimated equity value. We use a cost of equity of 10.5% and a cost of debt of 5.8% to reach
a WACC of 9.46% for Mobily's valuation. We added SAR204 million (USD54 million) to Etisalat's stake in
Mobily, representing the NPV of the management fees. 

Table 2.13: KPIs and DCF Valuation for Mobily

*Including NPV of management fees

Source: EFG-Hermes estimates
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c. egypt - etisalat egypt: up to the promise?

Drivers
Service Mobile: 2G/3G/3.75G - GDP growth expected to exceed 7% in the 
Population (2006) 76 million next three years
Penetration (Sep 07) 37% - Large population and relatively low  
Market Share (Sep 07) 7% penetration rate
Etisalat Stake 66% - Cross-market synergies to be extracted 

given a high Egyptian expatriate population in 
both Saudi and the UAE

Challenges
- Aggressive competition from the two well-
entrenched operators Mobinil and Vodafone
- Initial high license fees will delay earnings 
breakeven 

Table 2.14:  Egypt Mobile Market Indicators

Source: Mobinil, VFE, Etisalat and EFG-Hermes estimates 

etisalat egypt launched in mid-2007 
Etisalat Egypt commenced operations in May 2007 offering tariffs that were 15% below those of both
Mobinil and Vodafone Egypt (VFE). In order to avoid a price war, both Mobinil and VFE matched Etisalat's
prices three to four months after Etisalat's launch.  

Etisalat Egypt was the first to offer 3G/3.5G services in Egypt, followed by VFE, which introduced its 3G/3.5G
services shortly after. 

Etisalat Egypt acquired an international gateway license in October after agreeing to pay the National
Telecommunication Regulatory Authority (NTRA) EGP100 per subscriber with a minimum of EGP100 million,
in addition to EGP20 for each additional subscriber and 6% of the revenues from the services.

subscribers and market share
In June 2007, after operating for less than two months, Etisalat had 604,000 mobile subscribers, giving it a
market share of 2.6% as reported by the NTRA as Etisalat does not report subscriber figures for its
subsidiaries. The company's subscriber base exceeded 2 million and is on track to reach the target 3.0 million
subscribers by the end of 2007, announced Etisalat Egypt's CEO in September. We forecast 3.3 million
subscribers for Etisalat Egypt by the end of 2007, which implies a market share of 10.4%. We expect Etisalat's
market share to reach 21% by the end of 2010, with a subscriber base of 12.5 million. We also expect
Etisalat's market share to stabilize at 24% over the longer term. 
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arpu
The company enjoys an ARPU of around USD12.0, said Etisalat Egypt's CEO, Saleh El Abdooli, in an interview
with the Daily Star (name has changed) on 9 September. This is in line with management assumption
following the acquisition of the license in Egypt3. 

This implies that Etisalat Egypt after only 4 months of operation achieved an ARPU that is only 8.4% lower
than that of VFE’s of USD13.1 (EGP71.6) for the quarter ending September 2007 and 20% higher than that
of mobinil’s of USD10 (EGP55) for the same period. 

We assume an ARPU of USD9.0 for Etisalat Egypt in 2008, the company's first full operational year, down
from the USD11.2 we assume for 2007. We assume this steep drop in ARPU because we believe the ARPU
figure of USD12.0 that was provided by the CEO could be overstated by the free minutes offered to
customers upon activation. That would leave Etisalat with an ARPU that is higher than what we are
forecasting for Mobinil in 2008.  

We assume that Etisalat Egypt's ARPU will decline at a compounded annual rate of only 4% to reach USD7.7
from 2008-2012. The company's CEO expects that its acquisition of an international gateway license will
strengthen its ARPU, which is partly why we do not forecast a steep decline in ARPU from 2008 onwards.  

Figure 2.15: ARPU Forecasts for VFE, Mobinil and Etisalat

fiSource: EFG-Hermes estimates 

financial forecasts 
We forecast that Etisalat will generate revenue of USD100 million (EGP550 million) in 2007 and expect
revenue to climb to USD563 million in 2008. We expect revenue CAGR of 25% from 2008 to 2012. We
expect Etisalat Egypt to achieve breakeven at an EBITDA level in 2009. However, we believe that both the
high license amortization and interest expenses will make it difficult for the company to achieve a breakeven
at the net profit level before 2014. 

We estimate that the sum of both the amortization and interest expenses would reach around USD450
million (EGP2.5 billion) in 2009, which corresponds to the peak debt level for Etisalat Egypt that we estimate
at USD2.8 billion. 
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Fig 2.16: Historical and Forecast Mobile Subscribers Fig 2.17: Historical & Forecast Etisalat 
and Penetration Rate in Egypt                                        Subscribers and Market Share in Egypt

Source: NTRA, EFG-Hermes estimates Source: EFG-Hermes estimates

valuation
We arrived at an estimated equity value for Etisalat Egypt of USD1,909 million. For our DCF model we used
a cost of equity of 16.5%, a cost of debt of 10% and a terminal growth rate of 6.0%. We assumed a gross
debt of USD1.9 billion at the end of 2007, which we forecast will rise to USD2.8 billion in 2009.  

Table 2.18: KPIs and DCF Valuation for Etisalat Egypt

Source: EFG-Hermes estimates 
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d. pakistan - pakistan telecommunication company limited (ptcl):
positive on a well established operator 

Drivers
Services 2G Mobile and Fixed-Line - Large population with strong growth 
Population (2006) 161 million potential in both fixed-line and mobile markets
Penetration (Sep 07) Mobile: 43.6% - The only mixed operator in Pakistan

Fixed-line: 4.3% - Potential acquisition of an additional stake 
Market Share (Sept-07) Mobile: 22% in PTCL 

Fixed line: 97.1%
Etisalat Stake 26% Challenges

- Recent deterioration of socio-political 
environment
- Aggressive competition in both mobile and
fixed-line businesses
- Overstaffed legacy operation with a 
significant government ownership

Table 2.19: Pakistan Telecom Market Indicators 

Source: PTA, EFG-Hermes estimates
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the company 
Pakistan Telecommunications Company Limited (PTCL) is the incumbent operator of Pakistan, providing both
fixed-line and mobile services. The company offers mobile services through its 100% owned subsidiary Ufone,
the second biggest operator by subscriber market share. Etisalat acquired a 26% stake in PTCL from the
Government of Pakistan for USD2.6 billion with management control in March 2006. At the time of the deal,
Etisalat paid the government USD1.4 billion and agreed to pay the balance over nine semi-annual
installments. Etisalat recently expressed interest in doubling its stake in PTCL, but no details were announced.  

ptcl fixed-line subscribers and market share
The number of PTCL traditional fixed-line subscribers has been declining since the end of 2005, coming down
to 4.6 million at the end of September 2007 from 5.3 million in December 2005. The company's fixed-
wireless subscribers (based on CDMA technology) are growing at rapid rates and reached 1.2 million
compared to 0.7 million at the end of 2006 and a market share of 59%.

We believe the company will be able to maintain its market shares in both segments of the fixed-line markets. It
is competing with three operators in the fixed-wireless market and five operators in the fixed-line market. PTCL was
able to expand its CDMA network to complete coverage of over 10,000 rural areas in Pakistan over the past year.
The company plans to cover more rural areas where there is no fixed-line coverage through its CDMA network. 

At the end of September 2007 fixed-line penetration, including fixed-wireless subscribers, reached 4.3% up
from 4.1% at the end of 2006. We expect fixed-wireless subscriber growth to continue driving the fixed-line
penetration rate, which we expect to reach 8% by 2010 or total fixed-line subscribers of 13.7 million. 

Figure 2.20: Historical & Forecast Fixed-Line and Fixed-Wireless Subscribers and Penetration Rate in Pakistan

Source: Pakistan Telecom Authority (PTA), EFG-Hermes estimates 

Figure 2.21: Historical and Forecast PTCL Fixed-Line and Fixed-Wireless Subscribers and Market Share

Source: PTA, EFG-Hermes estimates
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PTCL: Pakistan's incumbent
operator
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mobile market 
The mobile penetration rate in Pakistan reached 43.6% in September 2007 with a total of 70.0 million
subscribers, up from 48.4 million at the end of December 2006. Based on our estimate of the size of the
Pakistani mobile market, we expect penetration to continue growing, but expect lower net additions
compared to 2006 and 2007e. We forecast that starting 2012 the mobile penetration rate will stabilize at
the 68-70% level, implying a 100% penetration rate to our estimated addressable market. 

ufone subscribers and market share
Ufone increased its market share during 9M2007 to 22.0% from 20.7% in December 2006 in this highly
competitive 6-player market. Ufone's share of net additions reached 21% of 3Q2007 total additions, the third
highest after Mobilink, Orascom Telecom's (OT) subsidiary, and Telenor. 

ufone arpus
We estimate Ufone will achieve average monthly ARPUs in 2007 of USD3.7 down from USD4.5 in 2006. OT's
Mobilink has a similar ARPU level. We expect ARPU to decline to USD3.0 in 2011, its lowest point.

Fig 2.22: Historical and Forecast Mobile Subscribers          Fig 2.23: Historical and Forecast Ufone 
and Penetration Rate in Pakistan                                    Subscribers and Market Share

Source: PTA, EFG-Hermes estimates                    Source: PTA, EFG-Hermes estimates

management fees
When Etisalat acquired the 26% stake of PTCL from the Pakistani Government, they signed an agreement
where Etisalat manages the operator and provides know-how, against an annual service fee of 3.5% of PTCL's
gross revenue limited to USD50 million per year with effect from 10 October 2006. 

The agreement will last five years. Etisalat received AED42.0 million (USD11.4 million) in management fees
in 2006 and we estimate it will receive AED176 million (USD48 million) in 2007. PTCL's fiscal year ends in
June. The estimates that we are providing are adjusted to match Etisalat's fiscal year, which ends in
December. 
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valuation 
We arrived at an estimated equity value of PKR285,609 million (USD4,760 million) for PTCL for both the
fixed-line and mobile business. This implies a fair value per PTCL share, which is listed on the Karachi stock
exchange (PTCA.KA), of PKR56.0, 25.1% higher than PTCL's market price. Our valuation implies P/E multiples
of 12.9x for 2007 and 11.0x for 2008 and EV/EBITDA multiples of 5.6x in 2007 and 4.8x in 2008. PTCL
accounts for only 3.2% of Etisalat's total estimated value as Etisalat only owns a 26% stake in PTCL. We
added PKR8,131 million (USD136 million) to Etisalat's stake in PTCL, representing the NPV of the
management fees.

Table 2.24: KPIs and DCF Valuation for PTCL

*Including NPV of Management Fees

Source: EFG-Hermes estimates
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e. afghanistan - etisalat afghanistan: high risk, good potential 

Drivers
Services Mobile: 2G/3G - Low mobile and fixed-line penetration rates
Population (2006) 31 million - War-damaged fixed line infrastructure  
Penetration (June 07) Mobile: 9% - Increasing foreign aid is helping the economy
Market Share (June-07) Mobile: N/A
Etisalat Stake 100% Challenges

- High socio-political risk
- Low GDP/Capita of less than USD320 
- Intense competition with 4 mobile operators  

Table 2.25: Afghanistan Mobile Market Indicators

Source: MTN, Teliasonera and EFG-Hermes estimates

mobile penetration rate
Etisalat started operations in Afghanistan on 29 August 2007 in five Afghan cities, becoming the fourth
mobile operator in the country. Etisalat acquired a fifteen-year license in May 2006 for USD40.1 million. The
mobile penetration rate in Afghanistan stood at around 9% at the end of June 2007, with the country's
population numbering approximately 31 million. The country's economy has been growing relatively fast,
benefiting from the significant amount of foreign aid flowing into the country since the fall of the Taliban
regime in 2001. GDP per capita remains below USD400.  

competition 
Other mobile operators in Afghanistan include: i) Roshan; 12% owned by the Swedish operator Teliasonera
with around 50% market share at the end of December 2006, ii) Afghan Wireless Communications Company
(AWCC): 20% owned by the Afghani Ministry of Communications, with around 36% market share and iii)
Areeba (100% owned by MTN) with a market share of around 14%. 

arpus and market share
We expect Etisalat Afghanistan's market share to reach 4.2% by the end of 2007 and 14% by the end of
2011. We forecast the mobile penetration rate in the country to exceed 12% by the end of 2007. We
estimate the ARPU level for Etisalat at USD8.0. Areeba, the third largest operator, had an ARPU of USD11.0
in 3Q2007. We expect the ARPU to decline rapidly over the coming years, with strong growth in subscribers,
and to stabilize at around USD5.0. We estimate the operator will breakeven at the net profit level in 2015. 
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Fig 2.26: Historical and Forecast Mobile Subscribers Fig 2.27: Historical and Forecast Etisalat Subscribers
and Penetration Rate in Afghanistan                              and Market Share in Afghanistan

Source: MTN, Teliasonera and EFG-Hermes estimates Source: Regulatory Authority, EFG-Hermes estimates

valuation
We value the Afghan operation based on a DCF valuation using a relatively high WACC of 18% to account
for both the high start-up risk as well as the country's high political risk. For valuation purposes, we assume
a FCF CAGR of 7.7% from 2015, the end of our explicit forecast period, to 2022 and a terminal growth rate
of 5.0%. Our estimated equity value for the operation is USD56 million, implying a low AED0.04 per Etisalat's
share. 

Table 2.28: KPIs and DCF Valuation for Etisalat Operation in Afghanistan

Source: EFG-Hermes estimates
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f. nigeria - etisalat nigeria: competing for a foothold

Drivers
Services Mobile: 2G/3G - Large and fast growing population 
Population (2006) 138 million - Rise in oil prices helping the economy 
Penetration (Dec 06) Mobile: 24% - Relatively low mobile and fixed line penetration
Market Share (June-07) Mobile: N/A rates
Etisalat Stake 40%

Challenges
- High socio-political risk
- Poor utility infrastructure with inadequate 
capacity (electrical power shortages) 
- Intense competition with five mobile operators  

Table 2.29: Nigeria Mobile Market Indicators 

Source: NCC, MTN, Zain and EFG-Hermes estimates

etisalat enters nigeria
The UAE-based Mubadala Development Company, 100% owned by the Government of Abu Dhabi, was
awarded Nigeria's fifth mobile license for USD400 million in January 2007. Etisalat agreed to buy 40% of the
license in September to become the operating partner. Etisalat plans to start operation in Nigeria in early
2008. 

mobile market 
Over the past three years, Nigeria has been one of the fastest growing mobile markets in the world, with a
subscriber CAGR of 117% between 2003 to 2006. The country had 43.5 million subscribers at the end of
September 2007, implying a penetration rate of 30.9%. There are currently four mobile operators in Nigeria:
i) MTN Nigeria, ii) Globacom, iii) Celtel, a subsidiary of Kuwait's Zain, and iv) Mtel, the mobile arm of Nitel.
The country has a very poor fixed-line infrastructure, a static fixed-line penetration rate, which stands at
around 2%, and has given way to fast growth and high usage of mobiles. 
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Poor mobile service quality has always been an issue in Nigeria and the regulator has been urging mobile
operators to improve their network quality through imposing fines and other, more severe, measures. Mobile
operators are currently spending high capex to expand their networks and improve their quality. 

market share and arpus
We expect mobile penetration rate to be around 46% by the time Etisalat launches its operation in Nigeria,
which is expected in March 2008. We expect Etisalat to gain a market share of 2.7% at the end of 2008. Given
the intense competition among the well-entrenched operators, we expect Etisalat's market share will rise to
only 9% by the end of 2012. 

Fig 2.30: Historical and Forecast Mobile Subscribers Fig 2.31: Historical and Forecast Etisalat 
and Penetration Rate in Nigeria                                        Subscribers and Market Share in Nigeria

Source: NCC, EFG-Hermes estimates Source: NCC, EFG-Hermes estimates

valuation
We use the Nigerian 182-day Treasury bill yield of 6% as a proxy to our risk free rate and an equity risk
premium of 13% to reflect the high political risk associated with Nigeria, as well as the business risk related
to the start-up nature of the operator. We use a cost of debt of 7.0% and reach a WACC of 14.1%. Our
estimated terminal growth rate is 6.0%. We arrive at a total equity value of USD340 million. This implies a
per share value for Etisalat of only AED0.1. 

Table 2.32: DCF Valuation for Etisalat Operation in Nigeria

Source: EFG-Hermes estimates
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g. other operations 

atlantique telecom (at)
Etisalat acquired 50% of AT, which operates in seven African countries (Ivory Coast, Benin, Burkina Faso,
Togo, Niger, Gabon and the Central African Republic) in April 2005. Etisalat acquired an additional 20% in AT
two years later, increasing its stake to a controlling 70%. The majority of AT's operations are still loss making,
being the second or third operator by subscriber market share in each country. AT's population under license
exceeded 67 million as of June 2007, with a mobile penetration rate of 10.4% and total mobile subscribers
of 2.0 million. We did not include AT in Etisalat consolidated numbers due to the unavailability of data on
the operator's main performance indicators. It also operates in markets where data is generally difficult to
obtain. We value Etisalat's 70% stake in AT at its acquisition value of AED268.9 million. 

Table 2.33: KPIs for Atlantique Telecom Operations in African Countries

Source: ITU, IMF and AMETW 

canar telecom (canar)
Etisalat also owns 37% in Canar Telecommunications (Canar), the second fixed-line operator in Sudan, which
started offering fixed-line services through its full-fledged NGN network in January 2006. Sudan had a fixed-
line penetration rate below 2% in December 2006 with a total of 636,900 fixed-line subscribers. Canar
captured 38% of the fixed-line market and 44% of the internet segment in Sudan after one year of operation.
Canar was the first to launch 3G wireless broadband internet services in December 2006.  

Etisalat entered a management agreement with Canar where Etisalat would receive annual fees equal to 3% of
Canar's gross revenue or 5% of its net profit excluding local taxes, whichever is higher. Etisalat received its first annual
fees of AED4.5 million in 2006. We value Etisalat's stake in Canar at its book value of AED8.6 million, similar to AT.

zanzibar telecom (zantel)
Etisalat acquired 34% of Zanzibar Telecom (Zantel) for AED8.8 million (USD2.4 million) in 1999. Etisalat
increased its stake by 17%, for a total consideration of AED55.3 million (USD15.1 million) in July 2007,
reaching a controlling 51% ownership in Zantel. Zantel offers fixed-line, mobile and internet services in
Tanzania. It first started operations in Zanzibar in 1999 and expanded its coverage to the rest of the country
in 2005. Etisalat received management fees of AED2.4 million in 2006 and AED2.2 million in 2005 as per its
management agreement with Zantel. We do not expect it will continue to receive an annual management
fee from Zantel, since Etisalat now owns a controlling stake in Zantel. 

We did not include Zantel in Etisalat's consolidated accounts due to the lack of financial indicators. We value
Etisalat's stake in Zantel at the acquisition price of AED19.9 million. 

Table 2.34: KPIs for Sudan and Canar                             Table 2.35: KPIs for Tanzania and Zantel 

Source: IMF, AMETW                                                                    Source: Etisalat, ITU and IMF
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iii. new forecasts

revenue
We upgrade our consolidated revenue forecast driven mostly by upgrading our forecasts for the UAE
operation, which delivered a better-than-expected performance in the first nine months of 2007. We upgrade
our Etisalat Egypt forecast and integrate new markets, such as Nigeria (proportionally consolidated) and
Afghanistan (fully consolidated), into our forecasts, which have contributed, albeit to a lesser extent, to the
increase in our revenue forecasts. 

Our new revenue forecast implies a CAGR of 10.4% for 2007-2010. Consolidated net revenue for 9M2007
came in at AED15.4 billion, 29.8% higher than last year. We estimate gross revenue came in at AED17.6,
implying a Y-o-Y growth of 30.2%. 

We forecast FY2007 gross revenue of AED24.3 billion, or a 29.8% Y-o-Y growth. We believe 4Q2007 revenue
growth will mostly be driven by the UAE operation, in addition to an increase in the contribution from the
Egyptian operation, which we estimate will contribute 3.2% of the quarter's revenue.  

The Saudi operation, Mobily, is consolidated based on the equity method and so does not show up in the
revenue line. Only Etisalat's 35% share in Mobily's net profit is reported as Income from Associates.  

By the end of 2008, Nigeria, which will be proportionally consolidated, will also start contributing to the
company's total revenue. We forecast that the UAE operations will remain the main revenue generator, with
more than 75% of Etisalat's consolidated gross revenue in 2015 and after.  

Fig 3.1: Old versus New Consolidated  Fig 3.2: Breakdown of Historical and Forecast 
Revenue Forecasts                                                        Consolidated Revenue by Country

Source: EFG-Hermes estimates Source: Etisalat, EFG-Hermes estimates

ebitda
We upgrade our consolidated EBITDA forecasts, driven by both the upgrade in revenues, as well as the EBITDA
margin. Consolidated EBITDA grew 24.6% Y-o-Y to AED11,692 million for 9M2007. This implies an EBITDA
margin of 66.5%, down from 69.3% in 9M2006. Etisalat does not report its EBITDA figures. 

The EBITDA margin has been declining Q-o-Q since the beginning of 2007, according to our calculations. We
believe this decline is due to Etisalat Egypt, which started operations during 2Q2007. We forecast Etisalat's
consolidated EBITDA will come at AED15,457 million at the end of 2007, implying Y-o-Y growth of 23.3%
and an EBITDA margin of 63.7% versus 67.0% in FY2006. 
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Figure 3.3: Old versus New Consolidated EBITDA and EBITDA Margin Forecasts

Source: EFG-Hermes estimates 

The start-up nature of the Egyptian, Afghan and Nigerian operators that are to be consolidated in 2007 and
2008, which are expected to be generating losses at the EBITDA level, has a dilutive impact on Etisalat's
consolidated EBITDA. We forecast consolidated EBITDA will achieve a CAGR of 7.2% between 2007 and
2010, lower than the of 10.4% revenue CAGR for the same period. We forecast the EBITDA margin will
decline to 61.1% in 2008 and 58.5% in 2009 from 63.7% in 2007. The EBITDA margin that Etisalat generates
remains among the region's highest. 

Figure 3.4: Historical and Forecast Consolidated EBITDA Breakdown by Country

Source: Etisalat, EFG-Hermes estimates

earnings
We forecast consolidated earnings will grow at a 5-year CAGR of 7.8%, higher than the EBITDA growth rate
for the same period. This is mostly due to the contribution of the Saudi and Pakistani operations, both
consolidated under the equity method. Our assumption of a decline in the Royalty payment is another reason
for the relatively stronger earnings growth. We forecast FY2007 consolidated net profit to grow 26.1% Y-o-
Y to AED7,386 million from 9M2007 net profit of AED5,533 million.  

etisalat
05 december 2007

25
kindly refer to the 
important disclosures and
disclaimers on back page

company note

�

�

��

��

��

��

����� ����� ���3� ����� ����� �����
�,

��,

��,

1�,

��,

��,

��,

��,

$�%
#��& ��*#%=';
�#$5E�& ��D#%=';
�#$5E�&

��*#����"�#$(E�& ��D#����"�#$(E�&

One of the highest EBITDA
margin in the region despite

start-ups put pressure 

$�7���&

�7���

��7���

��7���

��7���

��7���

����� ����� ����� ���3� ����� ����� ����� ���1� ����� �����

.�% %���� �/�0��")��� �"���"�$�%
#>�&

�



etisalat
05 december 2007

26
kindly refer to the 
important disclosures and
disclaimers on back page

Figure 3.5: Old versus New Consolidated Earnings Forecast 

Source: EFG-Hermes estimates

free cash flow
We estimate Etisalat free cash flow (FCF) yield to reach 4.6% by the end of 2007 with a dividend payout ratio
of 47%. We expect the FCF yield to increase to 10% by 2012, one of the highest in the region, with a higher
dividend payout ratio of 55%. 

Figure 3.6: Etisalat Historical and Forecast FCF and Dividend

Source: Etisalat, EFG-Hermes estimates
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Financial Statements (December Year end) 

Source: Etisalat, EFG-Hermes estimates
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