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Omantel snaps up 10% of Zain Group; a puzzling
move from Omantel, but a good opportunity for Zain

Industry Update

Telecom Services MENA

Winners and losers

Omantel offered to acquire 425.7mn shares in Zain Group for KWDO0.600/share in cash
only, implying a deal value of USD846.1Tmn (OMR325.6mn, or KWD255.4mn) and
giving it a stake of 9.84%. We see the deal as very positive for Zain, as it monetises a
sizeable portion of its balance sheet that has been idle for years. We also believe this is
at an attractive valuation for Zain shareholders (23.0% premium to our TP of
KWDO0.488 and 23.5% to market price). The picture looks less appealing for Omantel
shareholders, in our view, as the multiples look rather rich — although management say
they are within the peer range — and we are not completely convinced with Omantel’s
rationale, especially given that the value of synergies is unknown.

Deal multiples on the high side

Omantel said the deal values Zain at a 2017e EV/EBITDA of 6.6x vs. 6.8x for peers
(Etisalat Group, STC, Ooredoo Group, and Mobily). On EV to simple FCF (EBITDA less
capex), the deal puts Zain at 10.0x vs. 10.6x for the aforesaid peers (ex. Mobily). Based
on our estimates, the deal values Zain at a 2017e EV/EBITDA of 7.0x on total EBITDA
or 7.7x on proportionate EBITDA. On all counts, we see the valuation as rather
expensive. Our MENA telecoms coverage trades at an average 2017e EV/EBITDA of
c5.4x, and STC's acquisition of a stake in Viva Kuwait in January 2016 went at a
forward FY16e EV/EBITDA of 3.7x (trailing FY15a EV/EBITDA of 4.0x).

Low probability of Omantel being outbid on 24 August

Boursa Kuwait's rules stipulate that any offer for more than 5% of a listed company’s
shares must be opened for a public auction after 10 working days (24 August), during
which any interested investor is allowed to put a higher offer price for the same stake.
This means that Omantel’s offer may or may not be the highest offer on the table for
Zain's shares, but we doubt that there will be higher bids given the rich valuation.

Zain's bid for Oman’s third licence on the back burner

Whether or not Zain is allowed to bid for Oman’s third licence depends partly on the
outcome of the abovementioned auction. So far, there is no sign that Omantel’s
acquisition offer could compromise Zain's bid for the licence, as Omantel would be a
minority investor in Zain with no control nor board representation. Yet, Oman'’s
telecom regulator could decide to disqualify Zain if Omantel becomes one of its
shareholders on/after 24 August. This would avail more proceeds to Zain for either
debt repayment or special dividends, both of which are better options than investing in
Oman'’s third licence, in our view.

Deal multiples for Zain Group’s stake

EV/EBITDA EV/FCF**
Zain Group 6.6x 10.0x
Peers* 6.8x 10.6x

* EV/EBITDA peers include STC, Etisalat Group,
Ooredoo Group, and Mobily, while EV/FCF are
the same but excluding Mobily.

** Using simple FCF (EBITDA less capex).
Source: Omantel
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The deal in a nutshell

What we know so far

1-

Omantel signed a definitive share purchase agreement (SPA) to acquire 425.7mn shares in
Zain Group at a price of KWDO0.60/share in cash only, subject to regulatory approval, and implying
a total deal value of USD846.1mn (OMR325.6mn, or KWD255.4mn). This will give Omantel an
effective stake of 9.838% in Zain Group.

The deal values Zain at a 2017e EV/EBITDA of 6.6x vs. 6.8x for peers (Etisalat Group, STC,
Ooredoo Group, and Mobily). On EV to simple FCF (EBITDA less capex), the deal puts Zain at 10.0x
vs. 10.6x for the aforesaid peers (excluding Mobily).

As per Omantel’s statement, the deal allows potential future cooperation between both
companies in several key areas such as the wholesale telecom business, operations and networks,
commercial activities, and knowledge and experience. Moreover, there could be potential opex and
capex synergies, but the company did not quantify those.

Omantel will fund the deal entirely through a bridge loan, which it will later replace with a
capital-market instrument. If the company was to take a loan of cOMR300mn, this would put its
2017e net debt to EBITDA at a comfortable c1.0x, in our estimates.

The deal will not affect Omantel’s dividend distributions, according to management. We note
that the 1H17 interim dividend was already cut 50% Y-o0-Y, but the company said that this was
decided prior to the decision to make an offer for Zain's shares, meaning that the dividend cut was
more likely linked to the entrance of a third player, the tax hike, and the royalty hike.

The deal, if successful, will have no impact on Zain Group’s income statement as the
adjustment will be made directly to the company’s equity through the retained earnings account.
This would be reflected as of 3Q17 financial statements.

The treasury shares are carried at cost on Zain Group’s balance sheet; in the latest financial
statements (1Q17) treasury shares amounted to KWD567.8mn, vs. the transaction value of
KWD255.4mn. Hence, there is an implied loss of KWD310.4mn (net of treasury shares reserve of
KWD2mn) to be incurred. The loss will be deducted directly from retained earnings, while total
equity will increase by a net cKWD255mn and cash will increase by the same amount.

Zain Group will use most of the proceeds for debt reduction, while part will be used for
investments (possibly Oman’s third licence) and for a possible special dividend.

What we are missing

1-

The value of synergies is not known, at least for now. Omantel spoke of potential opex and
capex synergies and cooperation, but did not quantify the value of these. It is very difficult to
guesstimate the value of such synergies.

Uncertainty on Zain’s bid for Oman’s third licence: at this stage it is not clear whether or not
Oman’s Telecommunications Regulatory Authority (TRA) will disqualify Zain Group’s bid for Oman'’s
third licence on the basis that the incumbent, Omantel, could become the owner of two competing
licences (directly and indirectly). We believe this is likely to be determined after the auction date for
Zain Group's treasury shares, which will be on 24 August.
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Omantel conference call highlights

Omantel held a conference call to discuss the deal, with the participation of Martial Caratti (CFO), Menon
Gopinath (GM Strategic Finance), and Ali Ahmed Khan (Senior Expert, M&A). Below are the main highlights
of the call:

Deal rationale: industry pressure, domestic market saturation, and complementary businesses. Omantel is
suffering from various challenges mainly related to the traditional side of the telecoms business, in addition
to being exposed to the Omani market only. The global industry is moving towards a digital transformation,
and Zain Group is a regional leader on that front. This pushed Omantel’s strategy to evolve towards growth
through diversification. Moreover, Zain and Omantel complement each other, as Zain is strong in the mobile
and digital businesses, as well as being geographically diversified, while Omantel is strong in the fixed and
wholesale businesses. The cooperation between both companies will create synergies, according to
management.

Value of synergies not public, but will improve profitability: the company cannot disclose the value of
the potential opex and capex synergies for now, but it already identified several areas on which Omantel
and Zain can cooperate to create value for shareholders. Management mentioned that the potential
synergies will improve the profitability for both Omantel and Zain.

Deal multiples below peer average, management said. On an EV to simple FCF basis (simple FCF =
EBITDA less capex), Omantel will pay 10.0x vs. the pre-deal market price of 7.9x and vs. an average of 10.6x
for primary peers (Etisalat Group, STC, and Ooredoo Group; excluding Mobily). This is a good price when
taking into account that Zain’s FCF generation is improving and one of its largest FCF generators, Iraq, is
already in turnaround mode, management said. Moreover, on an EV/EBITDA basis, Omantel will pay 6.6x vs.
6.8x for primary peers (Etisalat Group, STC, Ooredoo Group, and Mobily). Management believe that if
Omantel had opted to buy the 10% stake from the market, it would have ended up paying more than the
announced deal value as Zain's share price would have rallied significantly.

Acquisition to be financed entirely through a bridge loan that will be replaced later with a capital-
market instrument, depending on market conditions at that point. Management stressed that it will not be
done through a capital increase. The terms of the bridge loan and the long-term investment return targets
cannot be disclosed at the moment.

No impact on dividends in the short term. Management added that this acquisition creates long-term
value for shareholders and will not have a short-term impact on dividends; last week'’s announced dividend
cut was decided prior to the announced transaction. Moreover, the deal should have a positive impact on
dividend distribution in the long run.

Deal closing by end-August after regulatory approval. The company has already initiated the process
to seek regulatory approval from Boursa Kuwait, and the deal should close sometime between 27 and 29

August.

Omantel will not be entitled to a seat on Zain’s board. The company is much more interested in the
commercial partnership that will arise from the deal with Zain Group.

Impact on Zain’s bid for Oman’s third licence: management refrained from commenting on this issue,
saying the question must be addressed to Zain Group.

Page 3 of 6



MENA Telecoms 14 August 2017

Analyst Certification

. Omar Maher, 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. |
also certify that neither | nor my spouse(s) or dependents (if relevant) hold a beneficial interest in the securities that are subject of this report. | also certify that no part of my
respective compensation, was, is, or will be directly or indirectly related to the specific ratings or view expressed in this research report.

Important Disclosures

EFG Hermes Holdling, or any of its subsidiaries or officers (other than the authors of this report) may have a financial interest in one or any of the securities that are the subject of
this report. Funds managed by EFG Hermes Holding SAE and its subsidiaries (together and separately, “EFG Hermes”) 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 author(s) 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 the author(s) has/have no discretion. The Investment Banking
division of EFG Hermes may be in the process of soliciting or executing fee-earning mandates for companies (or affiliates of companies) that are either the subject of this report or
are mentioned in this report. Research reports issued by EFG Hermes are prepared and issued in accordance with the requirements of the local exchange conduct of business rules,
where the stock is primarily listed.

Investment Disclaimers

This research report is prepared for general circulation and has been sent to you as a client of one of the entities in the EFG Hermes Group, and is intended for general information
purposes only. It is not intended as an offer or solicitation or advice 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. This research report must not be considered as
aadvice nor be acted upon by you unless you have considered it in conjunction with additional advice from an EFG Hermes entity, with which you have a client agreement. We
strongly advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs.

Our investment recommendations take into account both risk and expected return. We base our long-term target price estimate on 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 recommendation(s) and target price estimate(s) for
the company or companies mentioned in this report. Readers should understand that financial projections, target price 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 prior notice.

Although the information in this report has been obtained from sources that EFG Hermes believes to be reliable, we have not independently verified such information, and it may
not be accurate or complete. EFG Hermes does not represent or warrant, either expressly or implied, the accuracy or completeness of the information or opinions contained within
this report, and no liability whatsoever is accepted by EFG Hermes or any other person for any loss, howsoever arising, directly or indlirectly, from any use of such information or
opinions or otherwise arising in connection therewith.

The decision to subscribe to or purchase securities in any offering should not be based on this report and must be based only on public information on such security ana/or
information made available in the prospectus or any other document prepared and issued in connection with the offering.

Investment in equities or other securities are subject to various risks, including, among others, market risk, currency risk, default risk and liquidity risk. Income from such securities,
and their value or price may, therefore, fluctuate. Basis and levels of taxation may change, which would affect the expected return from such securities. Foreign currency rates of
exchange may affect the value or income of any security mentioned in this report. Investors should, therefore, note that, by purchasing such securities, including GDRs, they
effectively assume currency risk.

This report may contain a short- or medium-term recommendation or trading idea, which underscores a near-term event that would have a short-term price impact on the equity
securities of the company or companies’ subject of this report. Short-term trading ideas and recommendations are different from our fundamental equity rating, which reflects,
among other things, both a longer-term total return expectation and relative valuation of equity securities relative to other stocks within their wider peer group. Short-term trading
recommendations may, therefore, differ from the longer-term stock’s fundamental rating.

For Entities and Clients in the United States

Hermes Securities Brokerage is not registered as a broker-dealer with the US Securities and Exchange Commission, and it and its analysts are not subject to SEC rules on securities
analysts’ certification as to the currency of their views reflected in the research report. Hermes Securities Brokerage is not a member of the Financial Industry Regulatory Authority
(FINRA), and its securities analysts are not subject to FINRA's rules on Communications with the Public and Research Analysts and Research Reports and the attendant requirements
for fairness, balance and dlisclosure of potential confiicts of interest.

This research report is only being offered to Major US Institutional Investors and is not available to, and should not be used by, any US person or entity that is not a Major US
Institutional Investor. Hermes Securities Brokerage cannot and will not accept orders for the securities covered in this research report placed by any person or entity in the United
States. Hermes Securities Brokerage is an affiliate company of Financial Brokerage Group (FBG), located at B129, Phase 3, Smart Village — KM28 Cairo, Alexandria road 6 of October
12577 — Egypt. FBG has a 15a-6 chaperoning agreement with Brasil Plural Securities LLC, a FINRA member firm, located at 545 Madison Avenue, suite 801, ZIP 10023, NYC - NY,
USA. Orders should be placed with our correspondent, Brasil Plural Securities LLC 212-388-5600.

A Major US Institutional Investor who may receive and use this report must have assets under management of more than USD 100,000,000 and is either an investment company
registered with the SEC under the US Investment Company Act of 1940, a US bank or savings and loan association, business development company, small business investment
company, employee benefit plan as defined in SEC Regulation D, a private business development company as defined in SEC Regulation D, an organization described in US Internal
Revenue Code Section 501(c)(3) and SEC Regulation D, a trust as defined in SEC Regulation D, or an SEC registered investment adviser or any other manager of a pooled
investment vehicle.

Investment Banking Business

EFG Hermes, or any of its subsidiaries, does and seeks to do business with companies mentioned in its research reports or any of their affiliates. As a result, investors should be
aware that the firm, or any of its subsidiaries, may have a material conflict of interest that could affect the objectivity of this report.

Page 4 of 6



MENA Telecoms

14 August 2017

Guide to Analysis

EFG Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional economic

environment.

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

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

Rating Potential Upside (Downside) %
Buy Above 15%
Neutral (10%) and 15%
Sell Below (10%)

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

Copyright and Confidentiality

©8iNo part of this document may be reproduced without the written permission of EFG Hermes. The information within this research report must not be disclosed to any other
person if and until EFG Hermes has made the information publicly available.

Contacts and Statements

Report prepared by Hermes Securities Brokerage (main office), Building No. B129, Phase 3, Smart Village, KM 28, Cairo-Alexandria Desert Road, Egypt 12577, Tel +20 2 35 35 6140
| Fax +20 2 35 37 0939 which has an issued capital of EGP225,000,000.

Reviewed and approved by EFG Hermes KSA (closed Joint Stock Company), which is commercially registered in Riyadh with Commercial Registration number 1010226534, EFG
Hermes UAE Limited, which is requlated by the DFSA and has its address at Level 6, The Gate, DIFC, Dubai, UAF and FFG Hermes Pakistan Limited (Research Entity Notification No.
REP-192), incorporated in Pakistan with registered number 0040559, and has its address at Office No. 904, 9th Floor, Emerald Tower, Plot No. G19, Block-5, Clifton, Karachi,
Pakistan. The information in this document is directed only at Institutional investors. If you are not an institutional investor you must not act on it.

BLOOMBERG EFGH REUTERS PAGES .EFGS .HRMS .EFGI .HFISMCAP .HFIDOM

efghermesresearch.com

EFG Hermes Offices
Egypt Office

Building B 129, Phase 3,
Smart Village - km 28 Cairo
Alex. Desert Road, 6th of
October, 12577, Egypt

Tel: +20 2 3535 6140
Fax: +20 2 3537 0939

Dubai Office

Level 6, The Gate, West
Wing - DIFC Sheikh Zayed
Road - P.O. Box 30727,
Dubai, UAE

Tel: +971 4 363 4008
Fax: +971 4 362 1170

Saudi Arabia Office

Third Floor, Sky Towers,
Northern Tower, Olaya,
Riyadh, KSA

Tel: +9661 279 8628
Fax: +9661 211 0049

Jordan Office

Building No. 85 Al Sharif
Nasser Bin Jameel St.,
Shmeisani — Amman,
Jordan

Tel: + 9626 5543 200
Fax: + 9626 5543 207

Kuwait Office

Kuwait Stock Exchange
Building, 4th Floor, Mubarak
Al Kabir Str., P.O. Box 22695
Safat, 13083, Kuwait

Tel. +965 2226 5000
Fax: +965 2244 0637

Oman Office

Hormuz Building 3rd Floor,
Ruwi, Sultanate of Oman
P.O Box 1857, P.C. 114,
Oman

Tel: +968 2476 0023

Fax: +968 2479 7471

Page 5 of 6



MENA Telecoms

14 August 2017

Sales Contact
Institutional Sales

Cairo Office:
Mohamed Aly

+20 2 35 35 6052
maly@efg-hermes.com

Dubai Office:

Ramy EL Essawy

+971 4 363 4093
ressawy@efg-hermes.com

Wael El Tahawy
+20 2 35356359
weltahawy@efg-hermes.com

Ayah Abou Steit
+971 4 363 4091
asteit@efg-hermes.com

Yasser Wally
+20 2 35356339
ywaly@efg-hermes.com

GCC High Net Worth Sales
Hatem Adnan

+20 2 35 35 6083
hadnan@efg-hermes.com

Hany Ghandour
+20 2 35 35 6007
hghandour@efg-hermes.com

Individual Sales
Bassam Nour

+20 2 35 35 6069
bassam@efg-hermes.com

Primary Analyst Coverage (Omar Maher)

London Office

Sruti Patel

+44 207 518 2903
spatel@efg-hermes.com

Ali Khalpey
+44 7818 444 210
akhalpey@efg-hermes .com

Rami Samy
+971 4363 4099
rsamy@efg-hermes.com

New York Office

Karim Baghdady

+1 212 388 5607
Karim.baghdady@efghermes-brasilplural.com

Miljana Asanovic
+1212 388 5636
Miljana.asanovic@efghermes-brasilplural.com

Loay Abdel Meneam
+9665 488 00544
labdelmeneam@efg-hermes.com

Company (Reuters/Bloomberg)
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Emirates Integrated Telecom (du) (DU.DU/DU UH)
Mobily (7020.SE/EEC AB)

Etisalat Group (ETEL.AD/ETISALAT UH)
Global Telecom Holding (GTHE.CA/GTHE EY)
Omantel (OTEL.OM/OTEL OM)

Ooredoo Group (ORDS.QA/ORDS QD)
Ooredoo Kuwait (OORE.KW/OOREDOO KK)
OTMT (OTMT.CA/OTMT EY)

Saudi Telecom (7010.SE/STC AB)

Telecom Egypt (ETEL.CA/ETEL EY)

Zain Group (ZAIN.KW/ZAIN KK)

Zain KSA (7030.SE/ZAINKSA AB)

Neutral
Neutral
Neutral
Buy
Neutral
Neutral
Buy
Sell
Neutral
Neutral
Buy
Neutral

AED5.63
SAR17.95
AED17.85
EGP6.50
OMR1.09
QAR91.70
KWD1.16
EGP0.68
SAR73.59
EGP11.35
KWDO0.49
SAR8.68
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