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OTH: hit by FX loss, impairment, and regulatory restrictions – BUY 

 

Revenues suffer weak subs adds; currency devaluations and 

regulatory actions. 1Q13 revenue declined 5.6% YoY and 6.5% QoQ to 

USD849m, marginally missing our estimate by 2% and consensus by 

3%. OTH operations reported decent top line growth rates in local 

currency terms. However, devaluations against the USD in Algeria and 

Pakistan, led to a weaker performance in USD terms alongside the 

weaker-than-expected subs adds and regulatory restrictions/actions 

seen in Pakistan and Bangladesh. Top-line performance: 

► Algeria (-0.6% YoY and -7.8% QoQ in local-currency terms vs.        

-5.1% YoY and -6.9% QoQ in USD terms), driven by delays in 

regulatory approvals, and partially offset by 1.4% YoY and 0.5% 

QoQ subs growth 

► Pakistan (+5% YoY and flat QoQ in local-currency terms vs. -2.9% 

YoY and -1.6% QoQ in USD terms) owing to steady growth in subs 

base (+1.5% YoY), besides aggressive acquisition offers during the 

quarter. However, top-line was impacted by the government’s 

requests to shut down all cellular networks several times in major 

cities due to security reasons 

► Bangladesh (-13.1% YoY and -17% QoQ in local-currency terms vs. 

-9.2% YoY and -14.7% QoQ in USD terms), weakened by the 

disconnection of high-value VoIP users in compliance with new 

regulations set by BTRC (the regulator) 

Total GSM revenue declined 5.3% YoY and 6.8% QoQ. Algeria 

constituted a majority 51.1% of OTH’s total revenue (up from 50.8% in 

1Q12, but down from 51.3% in 4Q12), followed by Pakistan at 32.7% 

(up significantly from 1Q12's 31.8% and 4Q12's 31.1%) and Bangladesh 

at 13.9% (down from 1Q12's 14.4% and from 4Q12's 15.2%). 
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 Market Price (EGP/USD) 4.71/3.35 

 Target Price (EGP/USD) 5.11/3.65 

 Upside Potential (%) 8.5 

 Free Float (%) 48.3 

 Market Cap. (EGPm) 24,707 

 Market Cap. (USDm) 3,530 

 Reuters Code ORTE.CA/ORTEq.L 

 Bloomberg Code ORTE EY/OTLD LI 

 

Year to 

31 December 
2011a 2012a 2013f 2014f 2015f 

Revenue (USDm) 3,636 3,627 3,705 3,765 3,817 

Revenue (% Δ) 2.0 (0.2) 2.2 1.6 1.4 

EBITDA (USDm) 1,647 1,755 1,692 1,686 1,702 

EBITDA margin (%) 45.3 48.4 45.7 44.8 44.6 

EPS (USD) 0.13 (0.04) 0.14 0.17 0.21 

EPS (% Δ) (13.7) nm nm 21.4 23.5 

P/E  25.8 nm 22.9 19.7 16.0 

P/FCF  2.4 2.3 2.2 2.2 2.1 

Yield (%) 0.0 0.0 0.0 2.5 2.9 

ROE (%) 7.1 -2.6 9.6 12.4 16.5 

Net debt/Equity (x) 1.6 1.7 1.7 1.7 1.8 

Int. cov. (x)  1.6 1.5 1.4 1.4 1.5 

Source: Company data, NAEEM estimates 

Closing price as of 15 May 2013 

► Operations suffer from currency depreciations against USD 

and tough regulatory actions during the quarter 

► Impairment on available for sale assets and FX losses resulted 

in a larger loss than our estimate and consensus 

► Algeria remains surprisingly stable despite restrictions 

imposed on it 

► BoD rejecting Altimo offer, in line with our view that the offer 

is not generous enough and minorities should "stall for time" 

► Djezzy sale and valuation remains key determinant of OTH’s 

value. Algerians seeking another valuation "negative" taking 

us back to the uncertainty over the deal's value 

► Our GDR TP remains at USD3.65/GDR, while EGP target price 

has been raised 1.2% due to EGP depreciation against USD 
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Weak subscribers growth on regulatory restrictions. The global subscriber base (including Wind Canada) reached 84.9m at 

end-March (+3.3% YoY and almost flat QoQ), driven by weaker-than-expected growth rates in all operations: 

► Algeria remained resilient despite the tightened business environment, with its subscriber base growing 1.4% YoY, and 

0.5% QoQ, owing to lack of competitiveness on high-end users. This was due to network limitations resulting from the on-

going import ban and inability to launch competitive offers due to delays in regulatory approvals. Market share declined 

2.1pps YoY and 30bps QoQ to 54.9% 

► Pakistan managed to record normal growth despite new regulatory restrictions on retail channel sales, growing 1.5% YoY 

and 0.5% QoQ, driven by a lower churn rate of 3.9% (down 1.9pps YoY and 1.3pps QoQ) alongside with focus on 

reactivation offers. Market share declined 70bps YoY and 10bps QoQ to 29.7% 

► Bangladesh showed a healthy growth rate of 5% YoY but almost flat QoQ, despite facing 527k disconnections for high-

value suspected VoIP users in compliance with new self-regulations set by BTRC. Market share shrank 1.7pps YoY and 

80bps QoQ to 26% 

► Telecel Globe (+16.7% YoY and -8.5% QoQ) reported an impressive subs growth owing to strong subscriber adds in 

Zimbabwe in 1Q13 as subs base increased by 33% YoY 

► Wind Canada remains promising, reporting an increase of 44.9% YoY and 1.7% QoQ as a result of its strategy focusing on 

high-end user acquisitions 

ARPUs squeezed by currency devaluations against the USD and weak adds 

► Djezzy’s 1Q13 blended ARPU declined 11% YoY and 5.9% QoQ in USD terms (-6% YoY and -6.5% QoQ in local-currency 

terms), owing to limitations on voice and data capacities and delays in regulatory approvals 

► Mobilink’s 1Q13 blended ARPU fell 3.8% YoY and flat QoQ in USD terms (+0.8% YoY but -0.8% QoQ in local-currency 

terms) helped by the introduction of new products and bundles 

► Banglalink’s 1Q13 blended ARPU decreased 16.7% YoY and 11.8% QoQ in USD terms (-19.3% YoY and -15.3% QoQ in local-

currency terms) owing to lower MOUs (-19.4% YoY and -8.4% QoQ) and the impact of disconnecting high-value suspected 

VoIP users in compliance with new self-regulations set by BTRC. The company has implemented a new pricing strategy in 

1Q13 which is expected to payoff in the coming quarters 

► Wind Canada’s ARPU of USD27.4 showed stability, almost flat YoY but down 3.6% QoQ in USD terms (+1.1% YoY and -1.8% 

QoQ in local-currency terms) 

EBITDA impacted by weak top-line. 1Q13 EBITDA declined 4.7% YoY and 2.9% QoQ, at USD413m, missing our estimate and 

consensus by 2%. The groups' EBITDA was impacted by weak top-line and currency devaluations against the USD in Algeria and 

Pakistan. However, this was partially offset by Banglalink taking advantage of local currency appreciation against the USD. 

► Bangladesh showed the strongest performance among OTH's operations taking advantage of currency appreciation and 

successful cost savings in network and IT, growing 11.4% YoY (-4.6% QoQ) in USD terms (+5.6% YoY and -9.5% QoQ in 

local currency terms) 

► Algeria was pressured by higher IT and administrative costs during the quarter, declining 6.3% YoY and 6.6% QoQ in USD 

terms (-1.9% YoY and -7.3% QoQ in local currency terms) 

► Pakistan reported an increase of 5.5% YoY (-1.7% QoQ) in local currency terms benefiting from solid subs adds and top-line, 

however, this was hit by currency devaluation against the USD, resulting in a decline of 2.7% YoY and 3.6% QoQ in USD 

terms 

Total GSM EBITDA shrank 3.5% YoY and 5.7% QoQ. Algeria made up 62.1% (down 1.1pps YoY and 2.5pps QoQ) of OTH’s 

total EBITDA, followed by Pakistan's 28.4% (+60bps YoY but -20bps QoQ) and Bangladesh's 11.9% (+1.7pps YoY but -20bps 

QoQ). 

Margins remain stable. 1Q13 EBITDA margin was almost flat YoY and widened 1.8pps QoQ to 48.7%, driven by a solid GSM 

margin of 50.6% (+90bps YoY and +60bps QoQ). Strong performance was seen in Bangladesh, 41.8% (+7.7pps YoY and 

+4.4pps QoQ), followed by stable margins in Pakistan, 42.2% (+10bps YoY and -90bps YoY), and Algeria, 59.2% (-70bps YoY 

and +20bps QoQ) despite challenging business conditions. 
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Bottom line misses estimate on a one-off impairment and FX loss. OTH reported a 1Q13 net loss of USD208.3m, 

compared to USD115.7m net profit in 1Q12 and USD474.4m net loss in 4Q12, missing our estimates and consensus by a big 

margin. The net loss was driven by: 

► USD58m of asset impairment on available for sale assets, reflecting the fair value of operations in the Central African 

Republic (CAR) and Burundi 

► USD173.4m of FX losses, resulting from revaluation of the shareholder loan from VimpelCom, due to the appreciation of the 

USD against the EGP, which to an extent, was offset by unrealized FX gains from revaluation of WIND Canada loan 

receivable balance 

► Excluding the one-off losses, OTH's bottom line would reflect a net profit of USD23.3m, compared to our estimate 

of USD35m and consensus' USD46.1m 

Capex down. Consolidated capex for 1Q13 declined 35.7% YoY and 78.2% QoQ to USD41m. Despite the 92.4% YoY increase 

in Algeria due to higher IT Capex (-39.1% QoQ), this was more than offset with large reductions seen in Pakistan (-61.4% YoY 

and -90.8% QoQ) owing to delays in projects planned, following the agreed network swap and Bangladesh (-57.7% YoY and 

-71.2% QoQ) as a result of lower network roll-out compared to last year. 

Net debt declining. 1Q13 net debt fell 8.5% YoY and 1.1% QoQ reflecting a net debt/EBITDA of 1.6x. 

BoD recommends rejecting Altimo Offer in line with our view 

OTH's Board has recommended to the shareholders not to accept the tender offer by Baskindale Limited (100% owned by 

Altimo which owns 47.85% in VimpelCom) to acquire up to 100% of the shares of OTH at USD0.7/share (payable in Egyptian 

pounds). The Board based its recommendation on a report prepared by an Independent Financial Advisor "IFA" dated 9 May 

2013, evaluating the tender offer. The IFA report highlighted a fair value of USD0.86/share, which is equivalent to 

USD4.31/GDR compared to the offer price of USD3.5/GDR; implying that the offer price is 18.7% below OTH's fair value. 

► The BoD's decision and the advisor's valuation are in line with our view that the offer was not generous enough 

► However, we question the advisors valuation of USD4.31/GDR (EGP6.03/share) and see it as being on the higher side, 

implying a value of USD6bn for Djezzy. This, in our opinion seems a bit exaggerated given Shearman & Sterling (the 

previous advisor for the Algerian govt.) valuation of USD6.5bn with USD1.3bn of fines pending for payment; at best, 

resulting in a value of USD5.2bn for Djezzy 

We stick to our view that the offer is not generous enough - Minorities should "Stall for time" 

► Investors still have time until 27 May (closing date of the MSO) to have a safe play and buy time to wait and see if a 

resolution in Algeria materialises. If it does, the rewarded up-side to OTH’s shares would be significantly higher than that 

implied by the current offer 

► Even if investors reject the offer, managing to prevent Altimo from securing the conditional 26.16% of outstanding 

shares, the outcome of this strategy could be the possibility of a sweetened offer from Altimo. In other words, Altimo has 

effectively put a floor under the share price at current levels, giving holders the luxury of being able to wait 

Valuation – Uncertainty remains and Djezzy valuation could be back to square one 

A government source told Reuters that the Algerian government will seek a new valuation for Djezzy before 

acquiring 51% of it. 

If this news is confirmed by the Algerian side, it is negative and disappointing for OTH shareholders, given that it reduces 

visibility for returns to be unlocked through Djezzy. It is however possible that Algeria might seek a new advisor instead of 

Shearman & Sterling, resulting in more time for completion of the valuation process and taking us back to the uncertainty 

over the deal's valuation. 

Our GDR target price remains unchanged at USD3.65/GDR, however, we have raised our EGP target price by 1.2% to 

EGP5.11/share to reflect EGP depreciation, noting that OTH has no material operations in Egypt. The future of Djezzy 

in Algeria remains critical to ORTE’s valuation, and, recent developments along with VIP management’s increasingly 

optimistic statements, give greater confidence to our view that a deal can be reached soon, leading us to maintain 

our BUY recommendation.
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Disclosure Appendix 

Disclaimer 

This report is based on publicly available information. It is not intended as an offer to buy or sell, nor is it a solicitation of an offer to buy or sell 

the securities mentioned. The information and opinions in this report were prepared by the NAEEM Research Department (“NAEEM”) from 

sources it believed to be reliable at the time of publication. NAEEM accepts no liability or legal responsibility for losses or damages incurred 

from the use of this publication or its contents. NAEEM has the right to change opinions expressed in this report without prior notice. 

This research report (including all appendices) contains information that is intended to be conveyed only to the intended recipients, which 

insofar as the United Sates is concerned, are “major U.S. institutional investors” (i.e., U.S. institutional investors having total assets under 

management in excess of USD100 million, or investment advisers that are registered with the U.S. Securities and Exchange Commission and 

have total assets under management in excess of USD100 million). If the reader or recipient of this research report is not the intended recipient, 

please notify NAEEM immediately, and promptly destroy this research report without retaining any portion in any manner. The unauthorized 

use, dissemination, distribution or reproduction of this research report by any person other than the intended recipient is strictly prohibited. 

Analyst Certification  

The primary research analyst/analysts covering the company (or companies) mentioned in this report certify that their views about the company 

(or companies) and their securities are accurately expressed. Further, no part of their compensation, whether pecuniary or in-kind, was, is, or will 

be, directly or indirectly related to the recommendations or views expressed in this research report. Unless otherwise stated, individuals listed on 

the front cover/page of the report are the research analysts. 

Stock Ratings 

NAAEM believes that an investor’s decision to buy or sell a stock should depend on individual circumstances (including, but not limited to the 

investor’s existing holdings and financial standing) and other considerations. Different securities firms use a range of rating terms and rating 

systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each report. In addition, since 

NAEEM’s research reports contain complete information about the analyst’s views, investors should read NAEEM reports in their entirety, and 

not infer the contents from the ratings alone.  Ratings (and/or research) should not be relied upon as an investment advice. 

NAEEM assigns ratings to stocks on the following basis: 

Rating ide/Downside potentialUps 16 May 2013Rating distribution as of  

BUY >20% 38% 

ACCUMULATE >10% to 20% 16% 

HOLD +10% to -10% 38% 

REDUCE <-10% to -20%  6% 

SELL < -20%  3% 
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