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Price Vodafone's 55% stake, although proceedings are at an early stage and no deal is
E E£16.95 imminent, according to Reuters. According to Bloomberg, the total deal value is
e Short term (0-60 days) estimated to be around £3bn (E£24bn).
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LIJ 12 ! Telecom Egypt’s interest in Egyptian mobile market lingers
8 : Telecom Egypt's management had stated its interest in adopting a more active role in the
—ETEL.CA EGX30

Egyptian mobile market by acquiring a fourth licence in the country if it is offered by the
NTRA. We contacted Telecom Egypt in the light of the news, but management declined to
comment on the validity of the news or the estimated deal value of £3bn, only saying that it is
exploring several alternatives that include: 1) increasing its stake and role in Vodafone Egypt,
or 2) applying for a fourth mobile licence if the Egyptian government was to make one
available.

Need for external financing for Telecom Egypt

Telecom Egypt's balance sheet gives it considerable flexibility with net cash of E£1.7bn as at
end-March 2010 (post dividends payable), and we believe this will allow it to raise E£E24bn
comfortably. We estimate the combined company can achieve nearly EE10bn in EBITDA in
2010 (E£4.5bn for TE and E£5.4bn for VE). We estimate that at current prices the combined
company will trade at around 5x 2010F EBITDA. While these estimates assume no cost or
revenue synergies, we see room for considerable cost synergies. We note that the speculated
price (E£44.1bn for 100% of VE) would value Vodafone Egypt at around 8x EBITDA.

An increase in Vodafone stake is more positive that acquiring a fourth licence

In our MENA Telecommunications Initiation report (Broadband explosion, 12 May 2010), we
were not positive on Telecom Egypt’s intention to acquire a fourth mobile licence, given the
country’s penetration rates and aggressive competition levels. In our opinion, Telecom Egypt
can derive more synergies by increasing its stake in Vodafone Egypt and building on its
existing subscriber base. We note that if the transaction happens at the speculated levels,
there is likely to be upside to our target price.

Important disclosures can be found in the Disclosures Appendix.
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TE’s ticket to the Egyptian mobile market

Vodafone and Telecom Egypt have held informal talks about the possible sale of
Vodafone's 55% stake for a total estimated value of £3bn.

According to a number of news sources on 21 May 2010, Telecom Egypt has informally
approached Vodafone Global for its 55% stake in Vodafone Egypt, where the total investment
value is around £3bn, according to Bloomberg.

Telecom Egypt is the country’s fixed line monopoly and has a current 45% stake in Vodafone
Egypt. Previously, the company’s management expressed interest in a fourth mobile licence if it
were to become available. At the time, Telecom Egypt’'s management cut the 2009 dividend to
E£0.75 per share, from E£1.30 for 2008, to retain funds for potential investment opportunities,
citing a fourth mobile licence as an example. Telecom Egypt reiterated this position on Friday, 21
May, stating to Reuters, “the company is exploring several alternatives including increasing its
stake and role in Vodafone Egypt or potentially to apply for the fourth mobile licence if the
Egyptian government were to make one available."

In our MENA Telecommunications Initiation report dated 12 May 2010 (Broadband explosion),
we were not positive on Telecom Egypt’s intention to acquire a fourth mobile licence, given the
country’s penetration rates and its holding in Vodafone Egypt. We believe an acquisition of the
remaining 55% of Vodafone Egypt makes sense for the company. Vodafone Egypt ended March
2010 with a subscriber base of 24.6m, ranking it second behind Mobinil in terms of subscribers in
Egypt. Competition within the Egyptian market has been quite fierce for some time, with the three
operators aggressively marketing to capture share. All three players in the market — Mobinil, a
subsidiary of Orascom Telecom Holding and France Telecom; Vodafone Egypt, a subsidiary of
Vodafone Global and Telecom Egypt; and Etisalat Egypt, a subsidiary of UAE-based Etisalat —
have rolled out several marketing campaigns to attract new customers and to defend their existing
market shares.

Benefits for Telecom Egypt from this investment seem clear

Despite the fixed-to-mobile substitution trend in Egypt, Telecom Egypt has been able to salvage
its declining top-line growth through its 45% stake investment on Vodafone Egypt. That noted, we
see clear benefits for Telecom Egypt from fully acquiring Vodafone Egypt, given that the mobile
market in Egypt is growing at a much a more rapid pace than the fixed line market. Furthermore,
with full ownership of Vodafone Egypt, Telecom Egypt will be able to provide triple-play services,
thereby offering unique bundled services, given the absence of another fixed-line operator in the
market.

Need for external financing for Telecom Egypt

Telecom Egypt's balance sheet gives it considerable flexibility with a net cash position of EE1.7bn
as at end-March 2010 (post dividends payable), which we believe will allow the company to raise
E£24bn through debt without extending the balance sheet beyond manageable levels. We
estimate the combined company can achieve close to E£E10bn in EBITDA in 2010 (E£4.5bn for TE
and E£5.4bn for VE). While we have assumed no cost or revenue synergies in these estimates,
we believe there could be considerable cost synergies. Assuming the deal is financed exclusively
through debt, the combined company would have an estimated net debt/EBITDA of 2.4x and
would trade at 5x 2010F EBITDA post deal at the current price of E£16.95.

It is worth mentioning that at a £3bn investment, the estimated EV/EBITDA for this deal would be
8x. This is slightly lower than the average for recent M&A transactions in the telecom industry,
which we estimate to be around 9.0x.

What could make this work?

Telecom Egypt's operating experience has been centred on operating a fixed-line virtual
monopoly. The competitive landscape of the Egyptian mobile market is completely different, with
three well-capitalised companies aggressively campaigning to capture market share.

In order for this deal to make sense, we believe Telecom Egypt will need to retain Vodafone
Egypt's management team. The combined company should be able to achieve cost synergies and
possible revenue synergies as the fixed to mobile substitution trend in Egypt continues. While
revenue synergies are more difficult to quantify, we believe the company’s government culture
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could benefit from Vodafone’s Egypt's private enterprise culture. If done properly, the combined
company would have the best of both worlds stemming from a fixed-line monopoly with an
entrepreneurial edge. Accordingly, we believe the success of this acquisition will depend on the
company’s ability to adapt to such an environment and to retain Vodafone Egypt’'s management
team.

Reasons behind Vodafone Group’s Egypt stake-sale

According to Reuters, Vodafone appears to be suffering from saturated and highly competitive
European markets, and high costs and slowing growth in some of its emerging markets such as
India. The situation has prompted some analysts to suggest it should look at non-core disposals.
Vodafone is looking to pull out of Egypt to free up for other investments, especially in India and
Europe. Unlike Vodafone's more mature markets of western Europe, where everyone already has
a phone, penetration in Egypt is running at about three-quarters of the population. Prices and
margins, however, are already coming under fierce pressure, so an early exit might suit Vodafone,
according to the Guardian.

Any cash injection would also be welcome, as Vodafone faces a hefty bill for mobile phone
spectrum in Europe and India at a time when it has promised shareholders that it will raise
dividends by at least 7% annually over the next three years. While it expects to generate an
annual £7bn in cash, the need to buy more spectrum means those dividend payments will not
always be covered by earnings.

This week the Indian auction for licences to operate 3G services ended, having raised upwards of
US$15bn for the government — twice what it was expecting. Vodafone was left with a bill of
Rs116.18bn (US$2.5bn) but no bidder won spectrum across the sub-continent. The Indian
government has also suggested that it might levy further charges on the spectrum that the
country's mobile phone operators already own: something which Vodafone has made clear it will
fight very hard to prevent, according to the Guardian.
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Appendix

Company overview

Telecom Egypt provides retail telecommunication services including access, local, long-distance
and international voice, Internet and data, and other services. The company also provides
wholesale services, including broadband capacity leasing to ISPs, and national and international
interconnection services. The fixed-line telephony market in Egypt remains 100% dominated by
the 80% government-owned Telecom Egypt. Telecom Egypt's Internet and data services include
the provision of Internet broadband access through its wholly owned subsidiary, TE Data.
Telecom Egypt also participates in the growing mobile segment in Egypt by providing mobile
interconnectivity through its 45% holding in Vodafone Egypt, one of the three Egyptian mobile
operators and ranked second in terms of market share.

In December 2005, the IPO of Telecom Egypt took place at an unprecedented transaction value
at the time — E£4,531m (US$824m). Telecom Egypt listed 20% of its shares on the market.

Telecom Egypt is listed on both the Egyptian Stock Exchange and the London Stock Exchange.
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Recommendation structure

Absolute performance, long term (fundamental) recommendation: The recommendation is based on implied upside/downside for the stock from the target price and only reflects capital
appreciation. A Buy/Sell implies upside/downside of 10% or more and a Hold less than 10%.

Performance parameters and horizon: Given the volatility of share prices and our pre-disposition not to change recommendations frequently, these performance parameters should be
interpreted flexibly. Performance in this context only reflects capital appreciation and the horizon is 12 months.

Market or sector view: This view is the responsibility of the strategy team and a relative call on the performance of the market/sector relative to the region. Overweight/Underweight implies
upside/downside of 10% or more and Neutral implies less than 10% upside/downside.

Target price: The target price is the level the stock should currently trade at if the market were to accept the analyst's view of the stock and if the necessary catalysts were in place to effect
this change in perception within the performance horizon. In this way, therefore, the target price abstracts from the need to take a view on the market or sector. If it is felt that the catalysts
are not fully in place to effect a re-rating of the stock to its warranted value, the target price will differ from ‘fair' value.

Valuation and risks to target price

Telecom Egypt (RIC: ETEL.CA, Rec: Buy, CP: E£16.95, TP: E£20.05): Our target price is based on an equal weighting of our DCF-based and multiples-based valuations. The main
downside risk is the addition of a second fixed-line operator in Egypt, and the prevalent fixed-to-mobile substitution trend, arising from the aggressive competition of mobile operators.

Disclaimer

This report is prepared by Rasmala Investment Bank Limited ("RIB"). RIB is regulated by the Dubai Financial Services Authority ("DFSA"). RIB products or services are only made
available to customers who RIB is satisfied meet the regulatory criteria to be a " Professional Client", as defined under the Rules and Regulations of the Dubai International Financial
Centre ("DIFC").

Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimates on a fundamental analysis of a company's future prospects,
after having taken perceived risks into consideration. We have conducted reasonable 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 RIB believes to be reliable, we have not independently verified such
information thus it may not be accurate or complete. RIB does not represent or warrant, either expressly or impliedly, the accuracy or completeness of the information or opinions
contained within this report and no liability whatsoever is accepted by RIB or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or
opinions or otherwise arising in connection therewith.

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 or advice with respect to the purchase or sale of any securities referred to in the report. 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.

RIB is not registered with the U.S. Securities and Exchange Commission, or any U.S. state authority, as a broker-dealer or investment advisor. This report has not been approved,
disapproved or recommended by the U.S. Securities and Exchange Commission, any state securities commission in the United States, the securities commission of any non-U.S.
jurisdiction or any other U.S. or non-U.S. regulatory authority. None of these authorities has passed on or endorsed the merits or the accuracy or adequacy of this report.

RIB and its group entities (together and separately, "Rasmala") does and may seek to do business with companies covered in its reports. As a result, users should be aware that the firm
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision. Rasmala and
its respective employees, directors and officers shall not be responsible or liable for any liabilities, damages, losses, claims, causes of action, or proceedings (including without limitation
indirect, consequential, special, incidental, or punitive damages) arising out of or in connection with the use of this report or any errors or omissions in its content.

The research analyst or analysts responsible for the content of this research report certify that: (1) the views expressed and attributed to the research analyst or analysts in the research
report accurately reflect their personal opinion(s) about the subject securities and issuers and/or other subject matter as appropriate; and, (2) no part of his or her compensation was, is or
will be directly or indirectly related to the specific recommendations or views contained in this research report. On a general basis, the efficacy of recommendations is a factor in the
performance appraisals of analysts.
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