QONBFS Alert — VFQS Posts In-Line FY2015 Profits; Maintain Reduce

*Vodafone Qatar’s earnings bang in line with our estimate but continued ARPU erosion due to
prepay competition remains a concern; stay Reduce. VFQS reported a net loss of QR66mn for
the quarter ended March 2015, right in line with our estimate of QR65mn. Revenue however dipped
3% QoQ (up 4% YoY) to QR571.2mn vs. our estimate of QR611.6mn. While mobile subs at
1.444mn were in line with our estimate of 1.445mn, quarterly ARPU fell yet again, down 4% QoQ
from QR120 to QR115 and a significant 10% YoY fall from QR128; we had been expecting a
flattish QR120 in ARPU for the March quarter. Profitability metrics improved with gross margin of
53.5% (3QFY2015: 50.1%/our estimate: 50.1%) and EBITDA margin of 23.5% (3QFY2015:
21.3%/our estimate: 22.1%) driven by costs enhancements and scale benefits.

*Dividends of QRO0.21 also in line with our expectation of QR0.20. This translates into a yield of
1.3% at yesterday’s close of QR16.73. VFQS declared a dividend of QR0.17 in FY2014.

*Still room to fall — management believes 1QFY2016 top-line will decline YoY. VFQS reported
QR584.8mn in 1Q2015 revenue. This would imply a further downward adjustment in our model.
Pricing pressure in prepay since June 2014 has taken QR600mn off the mobile market and has hurt
VFQS disproportionately. New moves by ORDS in postpay will hurt further. VFQS has seen good
traction from the recently introduced Red plan offering 10GB local internet, unlimited local
calls/fSMS for QR250/month. However, competition’s move to cut postpay pricing by 30%
(QR55/month and above for one year) could impact ARPUs further.

*Recommendation and valuation: We rate VFQS a Reduce with a QR14.60 price target. The
stock continues to benefit from buying appetite fueled by VFQS’ transformation into a Shari’ah-
compliant business. However, VFQS remains expensive at almost 16x FY2018e EV/EBITDA.
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Recommendations Risk Ratings

Based on the range for the upside / downside offered by the 12- Reflecting historic and expected price volatility versus the local
month target price of a stock versus the current market price market average and qualitative risk analysis of fundamentals
OUTPERFORM Greater than +20% R-1 Significantly lower than average
ACCUMULATE Between +10% to +20% R-2 Lower than average
MARKET PERFORM Between -10% to +10% R-3 Medium / In-line with the average
REDUCE Between -10% to -20% R-4 Above average
UNDERPERFORM Lower than -20% R-5 Significantly above average
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DISCLAIMER: This publication has been prepared by QNB Financial Services SPC (“QNBFS”) a wholly-owned subsidiary of Qatar National Bank (“QNB”). QNBFS is regulated by the Qatar
Financial Markets Authority and the Qatar Exchange; QNB is regulated by the Qatar Central Bank. This publication expresses the views and opinions of QNBFS at a given time only. It is
not an offer, promotion or recommendation to buy or sell securities or other investments, nor is it intended to constitute legal, tax, accounting, or financial advice. We therefore
strongly advise potential investors to seek independent professional advice before making any investment decision. Although the information in this report has been obtained from
sources that QNBFS believes to be reliable, we have not independently verified such information and it may not be accurate or complete. While this publication has been prepared with
the utmost degree of care by our analysts, QNBFS does not make any representations or warranties as to the accuracy and completeness of the information it may contain, and
declines any liability in that respect. QNBFS reserves the right to amend the views and opinions expressed in this publication at any time. It may also express viewpoints or make
investment decisions that differ significantly from, or even contradict, the views and opinions included in this report.
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