
Etisalat
A Growing Appetite for Expansion

• UAE: We revisit our UAE forecasts for Etisalat Group as a result of the impressive
performance over 9M2006 and the competition in the UAE market expected to begin in
1Q2007. We estimate Etisalat closed 2006 with 5.5 million mobile subscribers and to have
achieved a strong set of results for full year 2006. 

• Egypt: We incorporate Etisalat's stake in its most recent acquisition, the 3rd Egyptian mobile
license. Given the intensifying level of competition in the Egyptian market and the high price
paid for the license, we believe it will be a challenge for Etisalat to create value from this
acquisition, at least in the short-medium term.

• Saudi: We have also revise our Saudi market estimates to reflect the substantial growth
witnessed in the telecom market by the existing operators in addition to the implementation
of MNP in 2H2006. We estimate Mobily closed the year with 5.6 million mobile subscribers and
a 29% market share. We also estimate that Mobily generated a net profit in 2006 versus our
previous estimate of a net loss.

• Valuation: The result of the aforementioned revision in forecasts and incorporation of the
acquisition of the Egyptian license is a 14% decline in our estimate of Etisalat Group's fair value
to AED26.3/share, down from AED30.7. This is partially the result of an assumption of a higher
level of competition in the UAE market and the small decline in the expected royalty fee
payable to 40%, higher than the 30% by 2009 we had assumed in earlier forecasts. Lastly, the
impact of the incorporation of Etisalat's stake in the Egyptian operation leads to a decline of
AED1.31/share in Etisalat's estimated fair value. 

• Recommendation: Etisalat looks relatively attractive on a P/E basis versus its peers in EMEA.
We re-iterate our ST/LT Buy recommendation, with our estimated FV offering 56% upside to
the current share price. 
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KINDLY REFER TO THE IMPORTANT DISCLOSURES AND DISCLAIMER ON PAGE 18.



Etisalat

I. VALUATION

A. Discounted Cash Flow (DCF) Valuation 

Summary
We present a revised set of forecasts for Etisalat Group after revisiting our estimates for
Etisalat's operations in both the UAE and Saudi markets, in addition to incorporating Etisalat
stake in its latest acquisition in the Egyptian market, the third mobile license. Overall, we
lower our FV for Etisalat by 14% mostly due three reasons: First, the decline in the valuation
of the UAE operations as a result of forecasting more aggressive competition in the telecom
market, which is expected to start in early 2007. Second, we change our assumptions regarding
the royalty expected to be paid by Etisalat. We now estimate that Etisalat will pay 50% of
earnings in royalty in 2006 versus our previous estimate of 45% decline that same year. We also
forecast that the royalty payment will decline gradually starting in 2007 to stabilize at 40% in
2009 and thereafter, versus our previous estimate of 30%, as per the recent announcement of
the TRA in the UAE. Third, the impact of incorporating Etisalat's stake in its recent acquisition
in Egypt, which results in an estimated fair value loss of AED1.31 per share (discussed in detail
later). The three aforementioned reasons result in a 20% decline in Etisalat's estimated fair
value, excluding the Saudi operation.

However, the above decline is partially offset by the upward revision in Mobily estimates,
Etisalat's Saudi subsidiary, resulting in a rise in the estimated fair value for the equity in Mobily
of 35% over and above our last estimated fair value and contributing around 17% to Etisalat's
Group equity value. 

Etisalat is trading below our EMEA sector average on forward P/E multiples. Etisalat is trading
on 11.7x 07e and 10.7x 08e versus an EMEA sector average of 13.5x and 12.4x, respectively.
We re-iterate our ST/LT Buy recommendation, with our fair value currently offering 56% upside
to Etisalat’s share price of AED16.85 as at 10 January 2007. 

i) Valuation of UAE and Egyptian Operations 

a) Etisalat UAE
Etisalat recorded the highest mobile subscriber additions figure of the last four financial
reporting periods in 3Q2006, reaching 5.3 million subscribers by the end of September 2006,
exceeding our previous full year  estimate of 5.0 million. The company also reported strong
9M2006 results, with consolidated net revenues, EBITDA and net profits rising Y-o-Y by 26%,
29% and 36%, respectively. The EBITDA margin improved significantly, rising 5 pp to 71% in
9M06 versus 9M05. We revisit our Etisalat UAE estimates to reflect the following: 

i) Etisalat's continued aggressive uptake of subscribers over 9M2006 despite the mobile
penetration rate exceeding 100%. We therefore estimate that the UAE market closed 2006 with
5.5 million mobile subscribers, 10% above our last subscriber estimate and implying a
penetration rate of 126%. 

ii) The expected implementation of Mobile Number Portability (MNP) in the UAE in 2007 and the
aggressive approach that du is adopting has led us to become more bullish on our market share
loss forecasts for Etisalat. We raise Etisalat's mobile market share loss to du to 38% in 2012, up
from our previous estimate of 20% for the same year. Furthermore, we increase the fixed line
market share loss of Etisalat to du to 20% in 2012, up from our previous forecast of 12%. 

iii) We raise our FY2006 net revenue and EBITDA estimates for Etisalat by 12% and 16%,
respectively, to reflect the improvement in performance over the nine months ending
September 2006, especially the stellar rise in the EBITDA margin. We estimate that the 2006
EBITDA margin rose to 68%, 5 percentage points over 2005 and 8pp above our previous estimate.

2

10 January 2007

KINDLY REFER TO THE IMPORTANT DISCLOSURES AND DISCLAIMER ON PAGE 18.

Head of Research
Philip Khoury
+971 4 363 4002
+20 2 332 1150
pkhoury@efg-hermes.com

Head of UAE Brokerage 
Seif Fikry
+971 4 363 4085
seif@efg-hermes.com

UAE Institutional Sales 
Amro Diab
+971 4 363 4086
adiab@efg-hermes.com

UAE Retail Sales
Reham Tawfik
+971 4 363 4418
rtawfik@efg-hermes.com

US/UK Sales
Mohamed Ebeid
+20 2 332 1054
mebeid@efg-hermes.com

Gulf Sales
Mohsen Mansour
+20 2 332 1077
mohsenm@efg-hermes.com 



Etisalat

iv) We had previously been forecasting a gradual decline in the royalty paid by Etisalat of 5%
per annum starting 2006 from 50% of earnings to 30% in 2009. However, we change our
assumptions after the recent announcement by the TRA in the UAE, in November 2006, of a
gradual decline in the royalty paid by Etisalat to 40% of net profit over the coming 3-4 years.
Thus we shift the beginning of the decline from 2006 to 2007 and gradually reduce the payment
to 40% in 2009. It is worth highlighting that we calculate the royalty payment going forward on
Etisalat's total group earnings, rather than based just on Etisalat's domestic earnings, as per
Etisalat management guidance. We believe that there could be room for positive surprise if the
TRA decided to reduce the royalty below the 40% after the 3-4 year transition period, or if
Etisalat / the TRA decided to base its royalty on UAE generated earnings only. 

b) Etisalat Egypt 
In July 2006, Etisalat was the lead in a consortium that won the bid for the third Egyptian
mobile license for a total consideration of USD2.9 billion (AED10.6 billion). Etisalat expects to
offer its services in the Egyptian market in early 2007. Since Etisalat owns 66% in the
consortium that won the third mobile license, we fully consolidate the Egyptian operations into
Etisalat's financials. In order to determine the impact of incorporating Etisalat's stake in the
Egyptian operations on Etisalat's valuation, we run the following two scenarios:

1. Bullish Scenario: we base this scenario on the limited information provided by the
management of Etisalat in public statements and the terms of the license, along with our own
assumptions that are purposefully bullish in an attempt to match both Etisalat's assumptions
and the high price paid for the license.

- The penetration rate in Egypt would exceed 60% by 2010 (in our most recent forecasts we
had it at 49%.)

- The market share of Etisalat Egypt would reach 30% by the end of 2010 (we had it at 15% in
our most recent forecast). 

- We assume a first year ARPU of USD10.5 to decline at a conservative 6% CAGR to USD7.7 by
the end of 2012 (in line with our assumption for both the existing operators, MobiNil and VFE,
which we believe to be quite bullish if we assume that the two existing operators will maintain
their high spending subscriber base)

- We assume that the EBITDA margin would turn positive by the third year of operations and
reach 40% by 2012. Given a 6% revenue-share with the government, one would not expect the
third operator to generate an EBITDA margin of more than 40% especially that MobiNil, which
operates in a duopoly environment, is currently operating at an EBITDA margin of 50%
(excluding revenue-share payment). 

- We assume a terminal Capex/Sales ratio of 10% (2012).

- Our assumptions yield a positive free cash flow (FCF) in the fourth year of operation.

- For valuation purposes we use a terminal growth rate of 6% which is in line with the terminal
growth rate we use for both MobiNil and VFE. We also apply a weighted average cost of capital
(WACC) of 13.0% , which we believe to be the minimum WACC that can be applied for the third
operator. (The average WACC that we use for both MobiNil and VFE is around 14.5%)

Valuation: the above assumptions result in an estimated decline in value worth USD0.4 billion
for the operation of the third operator in Egypt.
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2. Base Case Scenario: we use our more conservative forecasts for the third Egyptian mobile
operator. Our rationale for choosing this scenario is also explained below: 

- Mobile penetration rate to reach 55% by the end of 2010. Penetration rate at the end of
September 2006 reached 22% in Egypt, we believe that a three- player market can drive the
penetration rate to the 55% level comfortably over the coming 4-5 years.

- Market share to reach 23% in 2012. We adopt a more conservative market share target than
in the bullish scenario, as we believe that its highly unlikely that a third entrant would gain
close to equal market shares with two incumbent mobile operators who have been operating
in a duopoly market for the past 8 years. 

- ARPU to reach USD7.1 in 2012. We believe that as the market will grow and competition
intensifies, the quality of subscribers will decline, as mobile operators starts adding
subscribers from lower market strata. Accordingly, we do not expect that the third entrant will
start at the same level of ARPU as the existing operators, especially with the recent rapid rise
in mobile penetration in Egypt.

- EBITDA margin to reach 36% in 2012. With the anticipated rise in the level of competition in
the coming period, we are forecasting that the EBITDA margin for the third operator will be
lower than that of the existing operators, taking in consideration the following: the payment
of 6% revenue-share to the government, the heavy spending on advertising and promotion to
establish brand awareness and loyalty and the high administrative expenses required in the
start-up phase of the operation.

- We assume a terminal Capex/Sales ratio of 10% (2012). In line with Etisalat management
guidance, we assume that Etisalat will raise the capex and opex funds through vendor and bridge
financing, respectively, to be later converted to long term debt. We also assume an additional
USD0.8-1.0 billion to be raised in debt so as to finance operations over the coming five years.In
April 2006 Etisalat was able to secure a USD3.3 billion credit facility from Barclays Bank.
Etisalat did not specify the purpose of the loan, rather it indicated that it will be a multi-
purpose loan that could be used for company expansions and other operational expenses. We
believe that this facility could be used to finance part of the capex and opex needed for the
Egyptian operation, in addition to financing Etisalat's forthcoming expansions.

- Our assumptions yield a positive free cash flow (FCF) in the fourth year of operation. 
- For valuation purposes we use a terminal growth rate of 6%, and a WACC of 14.5%, in line
with the terminal growth rate and WACC we use for both MobiNil and Vodafone.

Valuation: the above assumptions result in an estimated decline in value worth USD2.5 billion
for the operation of the third operator in Egypt.

Conclusion
Table 1.1 presents two scenarios, the bullish scenario using a WACC of 13.0%, which we believe
to be the minimum WACC that can be applied for the third mobile operator under a bullish
stance. The second scenario is our base case scenario, where we apply a WACC of 14.5%. We
believe that the start-up nature of the operation and the uncertainty regarding the
performance of the third operator in the Egyptian market gives this operation a high risk
profile. Accordingly, we choose the discount rate we use for the two existing mobile operators,
which is still slightly bullish than it should be, since both operators were/are operating in a
less threatening environment. Both scenarios generate negative returns, destroying rather
than creating value in at least the short-medium term. However, from a financial and valuation
perspective, the effect of this value destruction is only limited to Etisalat's share in the
consortium (66%). 
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Etisalat

Therefore, the downside to our LT fair value ranges from only AED0.23 per share under the
bullish scenario to AED1.31 per share under the base case scenario. It is worth highlighting that
should the third operator trigger a price war in order to gain its ambitious target of 30% market
share, we would see ARPUs falling below the USD7.0, resulting in a further decline in value.
However, this would be immaterial relative to our estimated fair value for Etisalat Group. 

Table 1.1: Estimated Equity Values for the 3rd Mobile Operator under different scenarios and
their impact on Etisalat Valuation

Source: EFG-Hermes estimates 

It is worth highlighting that our valuation is subject to a large margin of error given the startup
nature of the business and the limited information available at this early stage. 
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Etisalat

Etisalat UAE and Egypt Valuation (a)+(b)
We believe that both the high level competition anticipated in the UAE market, the change in
our assumption regarding the size of the royalty relative to earnings and the application of the
royalty to Group-wide rather than just UAE-sourced earnings, coupled with the incorporation
of the value of Etisalat's stake in the Egyptian operation, leads to a 20% decline over our
previous estimated FV for Etisalat, which did not include Egypt. 

Our cost of equity of 11.0% is based on an estimated risk-free rate of 4.63%, which is the yield
on the 10-year US Treasury bond as at 27 December 2006. We add a 1.5% premium over above
our 5.0% equity risk premium for the local operations to reflect the higher risk inherent in the
Egyptian market after breaking the 8-year duopoly there. We raise our terminal growth rate
by 50 basis points to 4.0% to reflect the continued strong GDP growth in the UAE to sustained
high oil prices in the region. 

ii) Valuation of Saudi Operation (Mobily)

We revise our estimated fair value for Etihad Etisalat (Mobily) upwards to SAR4.6 per share,
35% above our previous fair value. It is worth highlighting that the market value of Etihad
Etisalat is currently AED25.4 billion (as at January 8 2007), a 58% discount to our estimated fair
value of AED59.4 billion. The upward revision has come as a result of the following:

i) The substantial growth in the Saudi mobile market during 2005 and 2006, with STC and
Mobily adding 4.1 million subscribers in 2005 versus almost 1.7 million in 2004. In addition,
there was a continued aggressive uptake of subscribers in 9M2006, with Mobily adding 2.5
million subscribers, raising its market share to 27% up from 25% in 2Q2006. We estimate that
Mobily subscriber additions have risen to 3.3 million for the full year of 2006, with total
subscribers reaching 5.6 million at the end of the year.

ii) Incorporating the impact of the implementation of MNP in the Saudi market starting 2H2006.
We believe that the MNP will favor the third operator, assumed to enter in 1H2008, and to a
lesser extent in the favor of Mobily at least the early stages of its implementation. We forecast
that Mobily will achieve a market share in the early-to-mid thirties over the coming five years.

iii) The impressive improvement in Mobily's operations since it began operating. In 2005,
revenues came in 35% ahead of our expectations of SAR1.2 billion, mostly due to a higher-than-
expected ARPU level in the first seven months of operation. Mobily broke even at the EBITDA
level in the fourth quarter of 2005 and turned a net profit of AED36 million in 1Q2006, rising
to AED362 million for 9M2006. We estimate that Mobily achieved a net profit of AED711 million
for the full year 2006.

The sum of the estimated equity values for both the UAE operations (incl. Egypt) at AED21.8
per share and the Saudi operation at AED4.6 per share imply an estimated long-term fair value
for Etisalat of AED26.3 per share, 14% below our previous estimate and 56% over and above the
current market price. 

iii) Valuation of Pakistani Operation (PTCL)

In 1Q2006, the Etisalat consortium finalized the deal with the Privatization commission of the
Pakistani government to buy 26% stake in Pakistan Telecom (PTCL) for USD2.6 billion valuing
the whole company at USD10.0 billion. PTCL has 5.1 million fixed line subscribers representing
a market share of 98% and 8.9 mobile subscribers representing a market share of 21%. It is
worth mentioning that we estimate the equity value of Orascom Telecom (OT) Pakistani mobile
subsidiary, Mobilink, which has a 54% market share and 20 million subscribers at USD4.8 billion.
PTCL’s 100%-owned mobile subsidiary, Ufone, comes second in terms of market share among
five other mobile players. 

Etisalat’s share of the net profit of PTCL is consolidated based on the equity method. Etisalat’s
26% share in the Pakistani operation’s net profit represents 3% of our estimate of Etisalat’s
consolidated bottom line in 2007 while it accounts for 2% of our estimated fair value for
Etisalat which is partialy due to forecasting a relatively higher growth and profitability for the
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Etisalat

Saudi operation. At the current market price, Etisalat’s stake in PTCL is valued at AED3.9
billion representing around 5% of Etisalat’s market capitalization. Excluding the estimated
equity value of the Egyptian, Pakistani and Saudi operations our estimated equity value for the
UAE operation, and after adjusting downward our cost of equity to account for the lower UAE
risk, would be equal to AED94.5 billion. 

Table 1.2:  Etisalat's Sum-of-The-Parts DCF Valuation

*includes the fully consolidated Egyptian operations and equity investment in the Pakistani Operation
Source: EFG-Hermes

Upside/Downside Risks to Our Valuation

The market share that Etisalat is expected to lose, whether in its home market or in Saudi
Arabia, is highly dependent on the degree of market deregulation in both markets. Should the
telecom authority in the UAE pursue asymmetrical regulation, allowing du to pursue aggressive
strategies to gain subscribers, Etisalat would lose more market share than we anticipate.
Furthermore, if the CITC in Saudi allows the third operator to pay a much lower license fee for
the third mobile license and to lower its tariffs aggressively compared to the other two mobile
operators, this would give the third entrant an edge over the incumbents, eroding their market
shares faster than we anticipate.  

We incorporate the impact of MNP starting the second half of 2006 in the Saudi market.
However, since MNP is a novel service with Saudi Arabia and Oman among the first GCC
countries to implement it, it is very difficult to forecast a pattern for subscriber transfer. MNP
churn to Mobily could be higher than we anticipate in the first year and a half, while churn lost
to the third operator from 2008 could also be higher, depending on its strategy for gaining
market share, thus negatively affecting Mobily market share. 

Given the dynamic nature of the telecom market in Egypt and the limited information we have
regarding Etisalat Egypt operations and strategy, we do not exclude the possibility of a positive
surprise once the third entrant starts delivering services. For now, we remain conservative and
await the commencement of operations in early 2007. 
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Etisalat

Etisalat is currently involved in negotiations with several telecom operators, including Sri
Lanka Telecom, the country's incumbent fixed line operator and Yemeni mobile operator,
Sabafon. This is in addition to talks with operators in India, Europe and Africa to buy stakes.
There has been no indication as to the success of any of these negotiations. Therefore, we did
not incorporate the impact of these potential deals due to the high level of uncertainty and
lack of information surrounding them.

Concerns Regarding Etisalat Acquisitions
We believe that the high price paid for the third mobile license in Egypt will set a higher
benchmark for regulators and governments in the region aiming to sell new licenses or existing
telecom assets. Given Etisalat's track record in bidding high for licenses, we are concerned that
this pattern will continue. Even though Etisalat is currently not highly leveraged, with an
EBITDA/Net Debt ratio of 2.3x, we believe that to continue to acquire new licenses/telecom
assets if they are not value accretive will eventually affect both the company's growth profile
and fair value estimate in the long term.

B. Comparable Valuation 

Etisalat is slightly expensive/fairly valued on forward EV/EBITDA multiples while it is trading
at a discount on forward P/E multiples compared to the EMEA sector average. The
consolidation of the Egyptian operation and its start-up nature lead to downward pressure on
EBITDA in 2007e and 2008e, with Etisalat trading on EV/EBITDA multiples of 6.5x and 6.2x,
respectively. However, we expect that Mobily earnings in Saudi Arabia will start to have a
material impact going forward, accounting for 13% of pre-royalty earnings in 2010, thus
partially offsetting the negative impact of competition in the UAE and the start-up metrics of
the Egyptian operation. In Etisalat is trading at 5.6x 2009e EV/EBITDA and 10.2x 2009e P/E
multiples, respectively. 

Figures 1.3 and 1.4: Etisalat Multiples Compared to EMEA Peers 

Source: Reuters and EFG-Hermes estimates

Etisalat's dividend yield, at 2.6% (2006e), is relatively low compared to peers in the EMEA
region (trading on an average of 5.9% yield). We forecast 10% growth in dividends paid in 2006
over 2005, representing a 34% payout ratio. We believe that as opportunities in the telecom
industry narrow, Etisalat will be encouraged to return cash to its shareholders, especially with
a free cash flow yield forecast to double from 5.5% in 2006 to 9.7% in 2009.
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Etisalat

II. FINANCIAL ANALYSIS AND FORECASTS 

A. UAE (Local Operation)  

Despite the mobile market exceeding 100% penetration, Etisalat continued to add mobile
subscribers vigorously in 9M2006. The company added approximately 460,000 subscribers in
1H2006, which is equal to our previous forecast for the full year. 3Q2006 was the best quarter
in terms of subscriber additions with 264,000 new subscribers in the three months ending
September, thus raising the number of mobile subscribers to 5.3 million, 22% Y-o-Y growth.
The number of fixed and internet lines also rose 4% and 34% Y-o-Y to 1.3 million and 0.6 million
lines, respectively, in 3Q2006.

Figure 2.1: Etisalat Quarterly Mobile Subscriber Additions in 2005-06 

Sources: Etisalat and EFG-Hermes estimates

Etisalat reported a 26% Y-o-Y rise in local net revenues to AED11.8 billion in 9M2006, mostly
due to the significant rise in mobile subscribers and, to a lesser extent, to the growth in fixed
and internet lines. We estimate from 9M2006 financials that EBITDA rose 29% Y-o-Y to AED9.6
billion, implying an EBITDA margin of 71% versus 66% in 9M2005. The improvement in the
EBITDA margin is partially attributable to the decline in both out-payments to telecom
operators, the result of negotiating lower settlement rates, and discounts to dealers during
9M2006 versus the same period last year. After the payment of 50% of pre-royalty profit in
royalties, Etisalat recorded a 36% rise in its bottom line to AED4.4 billion in 9M2006, up from
AED3.2 billion in 9M2005. 

We revise our UAE market forecasts and our forecast for Etisalat's local operations to reflect
the following: i) The aggressive uptake of mobile subscribers by Etisalat in preparation for the
imminent competition in its home market. ii) We believe that the market share loss of Etisalat
following the entry of the second mobile operator, du, will be higher than suggested by our
old estimates, especially with the introduction of Mobile Number Portability (MNP), expected
in 2007. iii) The higher-than-expected EBITDA margin in 9M2006. The EBITDA margin reached
71% in 9M2006 while our expectation for the year was for 60%. iv) The TRA's recent statement
announcing the gradual lowering of the royalty paid by Etisalat to 40% over the coming 3-4
years. We had previously forecast a gradual 5% decline in the royalty paid by Etisalat starting
in 2006, stabilizing at 30% of pre-royalty earnings in 2009. 
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Etisalat

Penetration and Subscribers 
du, the second telecom operator in the UAE, is expected to launch mobile services in early
2007 while advanced fixed line and convergence services will be launched subsequently in
phases. du currently offers fixed line, internet and  Pay-TV services after purchasing the
telecom assets of TECOM investments at the beginning of 2006. We believe that churn from
Etisalat will be central for du's success. Furthermore, we forecast higher churn with the
forthcoming implementation of MNP. Accordingly, we have become more bullish on du's
prospective market share in both the fixed and mobile. We revise our market share estimates,
forecasting that du will gain 15% market share in fixed line in 2010, rising further to 20% in
2012 versus our previous projections of 10% and 12%, respectively, in the same years.

Table 2.2: UAE Fixed line Market Indicators

Sources: Ministry of Planning in UAE, Etisalat and EFG-Hermes estimates

We estimate the mobile market grew by 22% to end 2006 at 5.5 million subscribers versus our
old estimate of 5.0 million, with the penetration rate exceeding 125%. With the expected
implementation of MNP, we expect higher churn from Etisalat to du and for the latter to secure
a market share of 28% within three years, rising further to 38% after five years of operation
versus our old estimates of 10% and 20% respectively. Please refer to our initiation of coverage
on du "Finding Growth in a Mature Market" - 9 January 2007 for further details regarding our
assumption on du's and its strategy.

Table 2.3: UAE Mobile Market Indicators 

Sources: Ministry of Planning in UAE, Etisalat and EFG-Hermes estimates
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Etisalat

Revenue and EBITDA 
Given the better-than-expected 9M2006 results, we have revised our estimates for net revenue
and EBITDA upwards by 12% and 16% respectively for 2006 and 17% and 15% for 2007.  We also
revise our EBITDA margin estimates upwards, given the higher-than-expected rise in margin over
the nine months of 2006. We estimate Etisalat will close the year with an EBITDA margin of 68%
versus our previous expectations of 60%. Furthermore, we believe that Etisalat EBITDA margin
will decline to the mid 50s over the projection period as a result of the anticipated competition.
Of course the steepness of decline of the EBTIDA margin is highly dependent on the intensity of
the competition between Etisalat and du. Should du prove to be a tough opponent, we believe
the EBITDA margin could fall lower than our forecasts.

Table 2.4: Etisalat Financial Highlights for its Local Operations
(New versus Old  Estimates - 2006 and 2007)

Source: EFG-Hermes estimates

B. Saudi (Mobily) 

As expected, Mobily continued to surprise positively in 9M2006, adding 2.5 million mobile
subscribers to reach 4.8 million subscribers at the end of September 2006 versus our previous
full year forecast of 4.9 million in 2006. The EBITDA margin turned positive in late 4Q2005,
almost six months ahead of our expectations. Furthermore, Mobily's generated a net profit of
AED362 million (SAR370 million) in 9M2006 as opposed to our full year forecast of a bottom line
loss of AED1.0 billion. Therefore, we revise our forecasts for Mobily to reflect the significant
improvement in its performance since it began operations in May 2005. 

We revise our Saudi market forecasts upward to reflect the following: 

i) The higher-than-expected growth in subscriber additions in 9M2006 by both STC and Mobily. We
estimate that the total Saudi mobile market grew by 43% y-o-y to 19.0 million subscribers in 2006
versus our old growth forecasts of 35% and subscribers estimate of 17.0 million. This implies a new
mobile penetration estimate of 75% at the end of 2006 (versus our old estimates of 69%), with
penetration exceeding the 100% mark in 2007-2008, two years earlier than previously forecast.

ii) We become more aggressive on the churn lost from the existing mobile operators to the new
entrant (which we estimate to start operation by 1H2008 rather then our previous estimate of
a mid 2007 start) due to the implementation of Mobile Number Portability (MNP) in 2H2006.
Still, we forecast STC will remain the market leader, with a 48% market share in 2010 while we
project Mobily to retain a market share in the early-to-mid 30s over the coming five years. Since
by the time the third operator enters the market, the penetration rate would have exceeded
the 100% mark, we believe that competition by that time will mostly be priced-based and that
the third mobile operator will mostly gain subscribers through churn bolstered by MNP. 
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Etisalat

Fig. 2.5: Mobile Subscribers and                        Fig. 2.6: Market Share of Mobile
Penetration Rate in KSA Operators in KSA

Sources: Companies and EFG-Hermes estimates

We estimate Mobily added an average of 275 thousand subscribers per month to close the year at
5.6 million, more than half a million higher than our previous estimates. This implies a market
share of 29% at the end of 2006. We also increase the churn lost from STC to Mobily in 2006 and
2007 to reflect the expected loss of subscribers in the aftermath of the implementation of MNP
that was recently announced by the CITC, the telecom regulator in Saudi. We assume an ARPU
dilution of 9% annually over the coming 4-5 years. 

However, a cash rich third mobile operator with deep pockets could make competition tougher by
initiating a price war, and this, we believe, would push ARPU dilution much faster and steeper
than we currently anticipate. 

Mobily launched its 3rd Generation mobile service (3.5G) in the Saudi market two weeks
following STC's launch of 3G services in early June. Services offered include video
conferencing, video streaming, and high speed internet. We do not expect Mobily's revenue
from 3G services to be high, at least in the early stages of introduction, since its still an
expensive service that require special handsets.

Given the start-up nature of Mobily, which is difficult to forecast in the early stages of
operation and the substantial improvement in its operation in 9M2006, we revise our revenue,
EBITDA and net profit estimates upwards. We estimate Mobily will end the year at SAR6.3
billion (AED6.2 billion) in revenues, SAR2.0 billion (AED1.9 billion) in EBITDA and SAR711
million (AED696 million) in net profit versus our old estimates of SAR4.9 billion, SAR0.2 billion
and a loss of SAR1.0 billion, respectively.   

Table 2.7: Etihad Etisalat (Mobily) Financial Indicators

Source: EFG-Hermes estimates
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Etisalat

C. Egypt 

i) Etisalat Awarded Egyptian Mobile License
On the 4th of July 2006, the consortium led by Etisalat won the bid for the third Egyptian
mobile license, offering 2G and 3G services, for a total consideration of USD2.9 billion
(AED10.6 billion/ EGP16.7 billion). The Etisalat consortium was the highest bidder in the three
rounds of the auction, starting at USD1.9 billion (AED6.94 billion) and ending at a knock out
USD2.9 billion (AED10.64) billion, eliminating the MTC consortium in the final round. 

Table 2.8: Bidders in the Three Bidding Rounds for the Third Egyptian Mobile License   

Source: Local Egyptian Newspapers

The winning consortium comprises of Etisalat, holding a 66% stake, the Egyptian National
Postal Authority holding 20%, the National Bank of Egypt holding 10% and Commercial
International Bank holding the remaining 4%. The Etisalat consortium announced that it plans
to sell 20% of the mobile operator on the stock market, after commencing operations, which
is expected in February 2007. The third operator is obliged to pay the Egyptian Government 6%
of its revenues as annual royalty.

In August 2006, the consortium paid the USD2.9 billion license fees in cash on a pro-rata basis
and declared the legal name of the company to be "Etisalat Egypt". Etisalat paid USD1.4 billion
for its stake in cash and the remaining USD0.5 billion was obtained from Etisalat shareholders
as a shareholder loan to be later converted into a long term loan. Etisalat initially plans to spend
USD1.0 billion over the next 3 years in opex and capex and is targeting a market share of 30%.

ii) Egyptian Mobile Market
Currently, there are 14.6 million mobile subscribers in Egypt, implying a penetration rate of
around 22%, with the incumbent operators MobiNil and Vodafone Egypt (VFE) having 50.5% and
49.5% market shares, respectively. MobiNil, one of the two leading operators, is 36%-owned by
France-based Orange holding, 31%-owned by Orascom Telecom, with the remaining 33% divided
between minorities and free float. Vodafone Egypt's shareholding structure is comprised of
Vodafone Group owning 54.9% and Telecom Egypt owning 44.7%. Telecom Egypt (TE) is the sole
fixed line operator in the market. The fixed line penetration rate currently stands at 14.9%. TE
is expected to lose its monopoly over the international voice market in 2007. According to local
media sources, both MobiNil and Vodafone are expected to reach an agreement with the NTRA
regarding the international gateway and 3G license by end of January.  

According to the NTRA, both MobiNil and VFE will each have to pay 20% of the price paid for
the third license or EGP3.34 billion (USD580 million) in order to acquire a 3G license.
Furthermore, in the event of their acquiring 3G licenses, both operators will pay an annual fee
to the government equivalent to 6% of only 40% of their annual revenues which is equivalent
to 2.4% of their annual revenues. The costs and benefits for both local operators of investing
in 3G is explained in depth in our note "Raising Risk Levels" published on 15 July 2006.
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Etisalat

iii) Our View From a Financial Perspective
The USD2.9 billion offered for the third mobile license exceeded even the most bullish
expectations in the market. The price paid for Egypt's third mobile license implies a price/pop
of USD40.4. This is the highest price/pop offered for a "third mobile license" in the region,
while in absolute terms it is the second highest price for any mobile license in the region. It is
worth noting that the highest price paid for a mobile license was also paid by Etisalat for
Saudi's second mobile license. The price paid for the second Saudi license was USD3.2 billion,
implying a price/pop of USD140. Prior to the announcement of the license award the combined
market capitalization of both MobiNil and Vodafone Egypt (VFE) was USD5.7 billion, while their
combined enterprise value was USD6.0 billion.

Table 2.9: Mobile Licenses Prices in the MENA Region

Sources: Operators, Regulators, IMF and EFG-Hermes research

Our Opinion
The value of a mobile license is a function of the bidder's: i) operational forecasts/business
model (penetration, market share, ARPUs, operating margins…etc) and; ii) the required
internal rate of return (IRR) or the discount rate used. We believe that even applying a bullish
set of assumptions (discussed in the valuation section) and a 13.0% discount rate, which we
believe to be the minimum discount rate that can be applied for the third operator, creating
value on this huge investment will be a very challenging job for Etisalat at least in the short
to medium term.
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Etisalat

III. CONSOLIDATED FINANCIALS

We estimate 2006 was good for Etisalat. We forecast that consolidated gross revenue and
EBITDA grew 12% and 16% to AED18.1 billion and AED15.8 billion, respectively, versus our old
estimates of AED14.2 billion and AED10.6 billion. The EBITDA margin is also estimated to have
risen from our old estimate of 60% to 68% in 2006. The revision of our forecasts is mostly due
to Etisalat's impressive 9M2006 results and the promising 4Q2006 results. 

We expect to see the impact of consolidating Etisalat Egypt into Etisalat's financials starting
2007 as it is expected that Etisalat Egypt will start operations by 1H1007. Since we forecast
the new operations will not turn EBITDA positive before the third year of operations, we
forecast a dilution in Etisalat margins as a result of the startup nature of the Egyptian
subsidiary in addition to the impact of domestic competition Etisalat will face from du. As a
result, we forecast the consolidated EBITDA margin will fall steeply to 59% in 2007. We forecast
that the EBITDA margin at the Group level will settle in the early 50s by 2012.

We estimate 37% y-o-y growth in FY2006 earnings to AED5.8 billion versus our old estimate of
AED5.1 billion. We believe that the slowdown in earnings from the local operations (UAE) as a
result of competition starting in early 2007 will be offset by the growing portion in earning
from the Saudi operation (Mobily) (to reach 13% of pre-royalty earnings in 2010) and the
relatively stable earnings from the Pakistani operation (5% of pre-royalty earnings in 2010).
Given the current growth prospects of Etisalat, we believe that the company will grow earnings
at a CAGR of 4% over our projection period (ending 2012). 

Figure 3.1: Mix of Earnings at Etisalat from Different Operations 

Source: EFG-Hermes estimates
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Etisalat

IV. LATEST / POTENTIAL ACQUISITIONS 

Nigeria 

In July 2006, an international consortium including Etisalat, the Nigerian Transitional
Corporation and British Telecom won the bid for a 75% stake in NITEL, Nigeria's state-owned
telecom operator, for USD750 million. NITEL has 86% market share in the fixed line market.
MTEL, NITEL's wholly-owned mobile arm, has a 7% market share in the mobile market. This
auction was the Nigerian government's third attempt to sell NITEL, which has approximately
USD1 billion in debt and has underperformed over the past three years. In 2001, International
Investors of London Company, consisting of a group of Nigerian business, offered USD1.2 billion
for 51% stake in NITEL, but the deal collapsed as the company failed to come up with the cash
within the time specified. In December 2005, Orascom Telecom offered USD257 million for the
same stake, but the offer was rejected as it fell below the reserve price set by the government. 

Even though Nigeria has four mobile operators, the mobile penetration rate is still 15% (June
2006), fixed line penetration is still less than 1% with two fixed line operators in the country.
In November 2006, the deal was finalized and the Bureau of Public Enterprises (BPE) formally
transferred the management of the company to the new owners. Etisalat has not yet indicated
either its stake in the consortium and the means of financing its share in the license. 

In October 2006, Etisalat announced that it is bidding to acquire both a controlling stake in Sri
Lanka Telecom, the country's fixed line operator and TIM Hellas, Greece's third largest mobile
operator. Sri Lanka Telecom, the country's incumbent has 78% market share in the fixed line
market and 9% in the mobile market (2005) through its mobile arm, Mobitel. Nippon Telegraph
and Telephone Corporation of Japan owns a 35 % stake in Sri Lanka Telecom. Fixed line and
mobile penetration rates in Sri Lanka reached 6% and 16% (2005), respectively, with seven
players in the mobile market. 

In December 2006, Etisalat decided to withdraw from the race for TIM Hellas on the grounds
that it is not worth the investment required, especially that mobile penetration in Greece
currently exceeds 110% with four players in the market including TIM Hellas. TIM Hellas has 2.3
million (2005) mobile subscribers, representing 19% market share of the Greek mobile market. 

Etisalat also announced that it has reached an advanced stage in negotiations with the
shareholders of privately owned Yemeni mobile operator Sabafon. Fixed and mobile
penetration rates in Yemen are 4% and 10% respectively (June 2006). 

Afghanistan

Etisalat announced it April 2006 that it has reached an agreement with the government of
Afghanistan to provide mobile telephony services in the country and is currently holding talks
to provide fixed line services. Details concerning any license fees, if any, or capital
expenditure have not yet been disclosed.

Other Possible Footprints

Etisalat is currently negotiating to acquire stakes in telecom operators in India. Etisalat is also
eyeing markets in Europe and Africa.
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Etisalat

Consolidated Financial Statements (December year end)

*9M2006 include amounts payable on acquisition of the stake in the Egyptian license
**Revenue is calculated before deducting net outpayments to other telecom administrations and discounts and rebates
and is EFG-Hermes estimate

Sources: Etisalat and EFG-Hermes estimates
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DISCLAIMER
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate
on a fundamental analysis of the company's future prospects, after having taken perceived risk into consideration. We have
conducted extensive research to arrive at our investment recommendations and fair value estimates for the company or
companies mentioned in this report. Although the information in this report has been obtained from sources that EFG-Hermes
believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete. Readers
should understand that financial projections, fair value estimates and statements regarding future prospects may not be
realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change
without notice. This research report is prepared for general circulation and is intended for general information purposes only.
It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored to the
specific investment objectives, financial situation or needs of any specific person that may receive this report. We strongly
advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs.
No part of this document may be reproduced without the written permission of EFG-Hermes.
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I, Daniyah Darwish, hereby certify that the views expressed in this document accurately reflect my personal views about the
securities and companies that are the subject of this report. I also certify that neither I nor my spouse or dependants (if
relevant) hold a beneficial interest in the securities that are the subject of this report. 

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject
of this report. Funds managed by EFG-Hermes Holding and its subsidiaries for third parties may own the securities that are
the subject of this report. EFG-Hermes may own shares in one or more of the aforementioned funds or in funds managed by
third parties. The authors of this report may own shares in funds open to the public that invest in the securities mentioned
in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for
companies that are either the subject of this report or are mentioned in this report.
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