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Disclaimer:

This document is part of an oral presentation and does not constitute a full report
of all the information shared during the forum.
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. What is fundamental analysis?
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Fundamental analysis

*A method to evaluate a stock by measuring its
intrinsic value.

=Analysis approaches:
<>Top-down
<Bottom-up
*Fundamental analysts study everything from:
>the overall economy
**GDP/Population/FX

environment/interest rates/inflation

<industry conditions

“*Supply/demand/prices/capacities/e

xports/imports/regulations
...
<the companies’ financial condition

«»Profitability/liquidity/operating
and financial leverage

>the companies’ management.
“*Background/prudence/expertise
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1. History of fundamental analysis

€ i) J—lail) iy U

. . CJ -
5 Fundamental analysis | Sat, Apr 28, 2007 = 2007 J:») 28 «uad) | (mmaba¥) Jplail rj = F _| gt /_(\Y)-’
~avBORSAGYva ———




Market frenzies 89—l O g

=*Tulip mania in the Netherlands in

1637 ple (A 12l s qul il G giam
1637.

=South Sea o siall jaul) A8 pm
Company in il Lol ' subbeAc | 720 ple A yilaily

England in 1720. g e L Serems
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after losing a s e - . = - = aia <l 20) 354
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in the bubble. Date in 1720

Daily South Sea Share Prices, 1720. Data courtesy of Larry Neal.

£ per Fully Paid
Share
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6 Fundamental analysis | Sat, Apr 28, 2007 = 2007 J:») 28 «Cud) | (o~} Jolal) ﬁ = ]335 C\)e
AavBORSAGYvwa 7~ ==



Graham & Dodd 293 9 ala)

*Benjamin Graham

(1894 - 1976):

was an influential economist and
professional investor who is today
often called the "Father of Value

pla ) (alpdym
:(1976-1894)

o 9T A T e o T Yige Galad) olSe
Aee” 5 “Aagdll jlatiul sl OV =

Investing” and the "Dean of Wall GITE g P
Street. "

r 4
David LeFevre Dodd 193 A gl 18
(1895 - 1988): :(1988-1895)

was an American educator, financial -
3 ) o\ 2 ‘\” t ! .
analyst, author, economist, Ulye Gl GSy ) Qs

professional investor, and in his E RITY Y e Al Tpd T jatine g Gpolaa
student years, a protégé of, and as a S CU S ) mal & Lua ol oS daala A alal s

oG ANALYSIS o

University. !I

=Both co-authored the famous
“Security Analysis” book, which
spelled out their investment doctrine
following the Great Depression.
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Who wants to be a “billionaire”?

$56 bn
| I
#1 Bill Gates #2 Warren Buffett
R IYAT by a5l 9 /A
=Both are: Laa DS
SU.S. citizens S e sasidl) Y Sl bl e
<Self made Shabiac &

<20wn their own companies
<Married with 3 children

dalall Legai€ yi Slia@
bl 3 agdl 5 Olas 3G

<Friends! )
=But Warren Buffett is a fundamental ;
investor (bl pafioie Cdly oy ) g (Slm
, B
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Warren Buffett

=Studied under value-investing guru
Benjamin Graham at Columbia

=\Was the only student in Graham's
security analysis class to earn an A+

=|_earned to hunt for undervalued
stocks.

=Bought control of textile firm
Berkshire Hathaway in 1965

=Today his holding company has
insurance, apparel, utilities, and home
furnishing companies.

=Has non-controlling stakes in:
<Anheuser-Busch
<Coca-Cola
>Wells Fargo

=Is $10 billion richer than last year;
Berkshire stock up 22% in past 12
months.

The Oracle
of Omaha
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111. Value
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Fair value d_talad) d_a 8l

=Fair value is a concept used in finance S LaBY) 5 Jygaill A padin S8 a Adalalidayilie
and economics, defined as:

: : : deliad (§sudl Juaiay ypatia ye g ahia pas
A rational and unbiased estimate of the o dﬁj\; el uf:\ i;; o ‘ﬁﬁ
potential market price of a good, service, or ' ' i

asset, taking into account such factors as:

=relative scarcity donaal) 3 jaillm
=perceived utility A< HA4) ddiallm
=potential risk/return characteristics Alallfs Hhladl) Jlaa) al sam
=replacement costs, or costs of close Gl o) 48lS5 ) Jladiny) daKsm
substitutes ) 581 1S5 Aiarmia g 5l Y1 il

=production/distribution costs,
including a cost of capital

, _ n "
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Fair value vs. market price (B gmd) sy A jlha Atalad) Aol

= Two schools of thought about the relation Do o A8l e BaaT ol S8 il e Gl
between market price and fair value: Adalad) Aaglll 5 g guad)
1. The efficient market hypothesis . <l e 5 hes
yP Bow ) dale Joi pedSl) (3 guad) Ay a5 ]

asserts that, in a well organized, reasonably
transparent market, the market price is

Jiw;ﬂ);w‘\)mué =!="“qu

generally equal to or close to the fair 339 O s aiinall o gy Cua Adalal) dagdl) (g sl
value, as investors react quicklyto 2 Aalial) Baaall Gla glaall slad ay jou J2d
incorporate new information available in 3wl
the market.

2. Behavioral finance asserts that the L Lle MP’“‘“ 0‘,d5§=’ uf%“"“ d”“fm 2
market price often diverges from fair O ple Jpad 2 ga o) dddlal) daddl) (o axiy

value because of various, common Ol 5 il
cognitive biases among buyers or sellers.

, _ n
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Tools to reach value A _atll J g gl A_andional) <l 9oV

=Fundamental analysis studies: ;guu?\ Juladll & V) A ) Qe
Jrevenues <l YIG
<earnings c\-.’ﬂ‘C
<future growth Lt i
Sreturn on equit )
m on exuity L B e sl
<profit margins .
<other data h ;UMJAC
: - : oAl QLG
to determine a company's underlying g
value and potential for future growth. ehiiiaal) galll elaial g dniasall daddll paacl
=Main financial statements are: g Al ] el
SBalance sheet ) 5l C
2Income statement Jaall 4GB S
< Cash flow statement doal) eulsanil) ASBEE
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Financial statements
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Ermst & Young KPMG Hazem Hassan

Allied for Aceoanting & Auiiting Pablic Acsountants & Comsultsnts

37 B3 Abrar St Mabica Tower. Pyramids beights office park - Km 22
handeseen Caire'dles, Road

Auditors' Report To The Sharcholders OF
‘The Egyptian Company For AE

We have audited the consolidated finsexial statenseats of The Egypliss Cocipiay Foe
Mobile Services 5. AE. and i1s subssdiarics representod in 1he eonsolidined balinee shect
5 1 Diecennber 31, 2006, the comsoldsiod statennents of income, gash flows and changes.
i sharehollers” equity Tor the year then sl These consalichied financial sisesnents
e the respossibility of the comguny's managesmes, Our responssbility is i express an
opinien an these consolidisod financial statements hascsd an o i

woditin andard: hing and i Light
of the pronisioes of agplicsble Ezypeian lsws. Thasc searclans require that we plam and
perform he audit fo obtain reasonable asmamance abosd wheher the sousolidated
Fnancial statements ars ree of malerial misstalemént. An il i
el s, vidnco swppaning e amousts 460 dischisurcs (n the consolic
finaneial saicmenis. An audis lse includes assessing the aceauniing peiniples uscd and.
ani cstimaics made by managemen as el as evalsating the overal sussolidated
‘stateeents peesentation. We have obtained the infarmation ani explaratians,
which, we deemed necessary for our wut. We believe that our
nscasonsble: bases Bor i oplon,

n o opiniue, e comealidased financial siaiements referred 10 above fogeiher wich the
wics sttt theeelo prescan ey, in all swicrial respects, the camsolidiod finsscial
pesition of the eompany &5 ot Diecembes 31, 2006, the results of its operstion and

cansclidated cash flrs fior the fnancinl year then essded, in accondance with Egyptisn
Aecuntiny Stardards and in complianee with the related Egyptian Jrws s0d regulations.

e e

Heges

KPMG Harer Hasean

Cairo February . 2007
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Balance sheet (B/S) d—3) Jaal)

Assets = Liabilities + Equity dslal) (3g8a 4 clal 5N = J s
Current assets A glaiall J )
=Cash & cash equivalent leld Lo g 4pasillm
=Accounts receivable a3y glm
*Inventory O 5allm
Long-term assets Jal) gl J Y
=Fixed assets LA J pay)e
=Goodwill Jaall 3 ,5m
Current liabilities A glaiall clal 35N
=Short-term debt (STD) JaYI 5 yuad guom
=Current portion of long-term debt (CPLTD) Alall IR Sland) datiee Jaludim
=Accounts payable a8 ) )5l
Long-term liabilities Jal AL gha clal 5N
=Long-term debt JaY) Al sk ) saom
Equity 4slal) 54ia
=Paid-in capital & shaall Jual Ll ym
=Retained earnings s yall 74 Y1m
*Reserves GaliaYy /e
Operating working capital = Current assets (excl. bl (Gaiil) o ) U ghial) Jpuay) = Liidil] Solel] Jlass] I
cash) LESS Current liabilities (excl. debt) (O] o ) U glaial) ila) Y
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Income statement (1/5) J—AAl d_aild

Accrual accounting (i) S il
Sales Sl
Less: Cost of goods sold delial) delianl) dalSs - (a8l
= Gross profit (GP) ) Jara =

Less: Selling, general & administrative expenses

Al 5 Aae sae Az Cld 5 jan 1alls
= EBITDA* gLy g NAY) 5 il yual) g il gl S8 gl =
Less: D&A SDlginy) g Myl :jalls
- **

EBIT** il el g i) gl O gl =
Less: Net interest expense . . . . .
il ) J e ) (Ala =

J3all Ay pa il

= Net profit before tax
Less: Income tax

= Net income
@JM gﬁl.m =
EPS = Net income / No. of outstanding shares 8oraall agud) 2 \ gl Ala = ZLY) (e pend) Cana
*Earnings before interest, taxes, depreciation & amortization
**Earnings before interest and taxes
. . CJ »
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Cash flow statement (CF/S) 4383 ¢l _8aail) 4__4ild

Cash accounting sl AL L)
Operating activities (OperCF) Sl ypa AgaB1) @A)
=Net income A ilan
=Change in working capital Jandl Wl gl & puacille
Investing activities (INnvCF) )y Al clad )
=Capex Alland Q) caailm

=Sale of assets J ol
Financing activities (FIinCF) Ssil] (e i) il
=Change in debt ol iyl
=Dividends Uim”&u_:. .
=Capital increase e u e

I U’“‘J BJ\_UI

IChange in cash M‘ Ca 3.,34331\ sl = L"M‘ ‘éé J.é;'d\-
= OperCF + InvCF + FinCF DLl e Agall) cilddatl) 4
Jagaill cpa AaB1) 8B +

5_dl duly L;A 3.,343.'\5\
dgaail) = il \+
5_ydl) J&i gé 3,3..13.'\3\ =

Beginning of period cash
+/- change in cash
= End of period cash > BS

, , n "
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L L

Selected financial ratios ddlal) ol (e

-

Profitability Aqan i)
*ROE = Net income / Equity AL (3 8 \ )l e = ASL) G gia o ilalle
=Gross margin = Gross profit / Sales Glanall | ol dese = )l Jose iala
=EBITDA margin = EBITDA / Sales \ iy 5 A 5 il puall 5 00 5l U8 e ) el
Gilaall
*Net margin = Net income / Sales Glanal | gl il = ) la flas
Liquidity & financial leverage ALl dad) ) g A gunadl
=Debt-to-Equity = Debt / Equity ALl B s ) o el
=Interest coverage = EBITDA / Net interest expense 5 il_pall g il il i el = Al pail) i [ERRTI P
Al gaill il g yuaal) il | DLy 5 DYl
=Debt load = Debt / EBITDA S MY 5 il puall 52 gl J I\ sl = G gl anam
Mgy
C_I
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Compounding & discounting a—adll g X jal) 2 ilal)

Compounding G pall dilald)
=Future Value = Present Value (1 + k)" g + 1) L) daall = 4leual) dajlle
Discounting NN
*Present Value = Future Value i) Gl = Adlal) daidlim
(1+k)n A +1) “
Note: e
k = return to the investor atiall Milal) = &
n = number of years e ¥ e =
. i | »
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1VV. Valuation models
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Egyptian Company for Fundamental Analysis (ECFA)

i) Jmlaill 4y paal) A i)

Balance sheet (LE mn) 2005 2006 (> Qla) 4450 juall
Assets Jga)
Current assets A glaiall J g
Cash & cash equivalent 178 378 LeaSa 8 L 5 4ol
Accounts receivable 68 90 s e
Inventory 5 7 O
Total current assets 251 475 Yglaial) J gua) Hlaa)
Long-term assets daly Al gh J s
Net fixed assets 1,000 1,100 Gl J pal) Sila
Goodwill - - Jaall 35l
Total long-term assets 1,000 1,100 Jalt Al gh J sy (aal
Total assets 1,251 1,575 Jya) an)
Liabilities & equity Crmablucall (G58a g cila) ANy
Short-term debt (STD) 10 15 JaY) 5yl yag 48
Curr. portion of LTD (CPLTD) 25 50 ale JAA Do) disiie Ll
Accounts payable 10 7 Usiose
Total current liabilities 45 72 Jal 5 juad cila) iy PR PEY)
Long-term liabilities JaY Al gh cila) 31 Maa)
Long-term debt (LTD) 500 450 JaValgha g
Others - - Al
Total long-term liabilities 500 450 JaY) ALy gha el Y (aal
Total liabilities 545 522 el ) ea)
Equity Omatlsall (398
Paid-in capital 600 800 & shaall Judl Ll
Reserves 8 20 Gbkaliayl
Retained earnings 98 233 s all ~L LY
Total equity 706 1,053 Opadluall (3 g8a (Jlaa)
Total liabilities & equity 1,251 1,575 Oabblucal) (Go8a g bl N Alaa)

s 2iF /3 F
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Egyptian Company for Fundamental Analysis (ECFA)

() Jlasill Ay punal) A )

Income statement (LE mn) 2005 2006 (p> Qsala) JaA) daild
Sales 500 600 Slaall
Cost of goods sold (COGS) (175) (180) dcliall deliad) 4al<s
Gross profit (GP) 325 420 = Jana
Selling, general, & admin (SG&A) (25) (30) Al 5 Aages Apan Cli g jaa
EBITDA 300 390 Blghiuy) g DY) g il wall g 2 il Jb gl
Depr. & amort. (D&A) (10) (12) Slginyl 5 Say)
EBIT 290 378 il udall g i gl I gl
Net interest expense (68) (65) Ab il i g padll s
EBT 222 313 il el 3@ ) (Sla
Taxes (55) (78) Jaall Ay pa
NPAT 166 235 il yual) day ) la
Cash flow statement (LE mn) 2005 2006 (8> Csla) Apaiil) culsdatl) daild
NPAT 166 235 ) gl 3y )l il
Plus: D&A 10 12 DY) 5 IMaY) 1l )
Less: Increase in accounts receival (68) (22) ¢ anll A 330 I 1Bl
Less: Increase in inventory (5) (©)] O Al 3L 3 1 il
Less: Increase in accounts payable 10 2) O sall 8Bl 1 adls
Operating cash flow 113 220 (hadal) gaail) gdail)
Payments for the purchase of fixec (1,010) (112) A5 J seal o) il e s
Investing cash flow (1,010) (112) S LAl (o281l gl
Proceeds from capital increases 600 200 Jlall Gl Jlaa) (e Cbluasi
Proceeds from loans & long-term li 535 (20) JaY1 Al o il 55 5 (g il (e Dlantia
Payments for dividends (60) (88) et lisal) ey ) 51l Cile gdaa
Financing cash flow 1,075 92 higail) il gait)
Change in cash 178 200 Laal) B e
Beginning of period cash - 178 3 yll ) 4yl
End of period cash 178 378 5_dl) AT dgaat)

4 21P13 Y
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Dividend discount model

Return to the shareholder

*k=_D1 +g
P

=5% + 15%
=20%

Finding the price
"p = D,
(k—g9)

= 1.10 * (1 + 10%)
(20% - 10%)

= L2
10%
=12.1 <15 market price > SELL

Note:

k = return to the shareholder

D, = dividend payment expected at end of next year
g = growth rate

Cpatlsall Wl 5 93l aiad 773 g

phlusall Ailal)
Slasl 1 2ilall + (558l xile = xilallm

%15 + %5 =
%20 =

) s
ale oA gadil) amhgll = prulle

(saill Jama — ilal))

(%10 +1)* 1.

10 =

(%10 - %20)

1.21 =

%10
=< Gl »u156>121 =

24
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Discounted cash flow (DCF)
model (1/4)

Net income 235 A Ala
Plus: D&A 12 Y ¢ DAY 1) g
Gross cash flow (1) 247 (1) @il @oaill Maa)
Operating working capital investment 27 (i) Jaladl Jlassd 11 A& lainy)
Plus: Capex 112 Aalland I claadl) -l g
Gross investment (2) 139 (2) Jtaiad) Alas)
(1) Gross cash flow 247 il il ) (1)
Less U8l
(2) Gross investment 139 iy sl (2)
= FCFF 108 Al lial) gabil) gdail) =
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Discounted cash flow (DCF) (2/4) Amaill) cl83x1)) o ad 73 gad
model (2/4)

Weighted Average Cost of Capital (WACC) J) saY) AU e yal) Jaa giall
12% * (1 — 25%) = 9% 20%
After-tax cost of debt Cost of equity
) paall 2y oy gaal) A4S ALl (3 98a AalKH
X > + < X
30% 70%
Weight of debt Weight of equity
Osll e yall 055l ASlall (3 saad o all (350
|
v
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Discounted cash flow (DCF) (3/4) Amaill) il 83X aoad 773 gad
model (3/4)

119 131 144 158 174
Years 1 2 3 4 5
_ Cash flow to debt holders O el gadal) (sl
=)
o)
0
2 22 24 27 29 32
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Discounted cash flow (DCF)

model (4/4)
Total value (FCF from Operations) 1,064
Less: Debt 515
Plus: Cash 378
Equity value 927
No. of shares 80
Fair value per share 11.59
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Comparable valuation models OSal) aplil) = Mo

P/E multiple day Jll dicliaa
=The number of years it takes investors to recover O g e 3ol (5 paiunall Ll jriun ) &) s2Y) 2ac
their investment from the company’s annual earnings 4 siaall 4,800~
P/BV multlple :LU:é‘ﬁ‘ dadl) Ldeliaa
*The number of times investors are valuing the . s - Pt .

g Gsmll 3 AL (5 gin (5 painnall Ly iy A ) pal) 22 m

company'’s equity in the market vs. its book value on

the balance sheet a0l el e 4 yiaal) dagally 45 )laa

Enterprise value (EV) multiples sLALA)) dad cilicLina
=Enterprise value = market cap + debt — cash Aa8l) - G gaall + 48 sud) el = sliiall dagim
Examples: AL
=To EBITDA (all companies) JS) DELY) Ayl 5 il pall ¢ 20 sl Jd ) e
=To capacity (cement and steel companies) (S
=To number of subscribers (telecom companies) (sl 5 Cianl) S 53) dalisy) A8l )

(YLady) S 53) (S sidiall 2xe Y

Note: adas M
Market cap = the number of outstanding shares x market price Bl 508 s I r‘ﬁ"‘&‘ e = 3\.;5)“5\ ol
. . C -
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Egyptian Company for Fundamental Analysis (ECFA)

ru‘.u‘g\ di,hm?ﬁ,)m.d\ uﬂ\

Share data 2005 2006 preead) Sl
No. of shares outstanding (mn) 60 80 (Osle) 3ovmall pen¥) 230
Closing price (July 13, 2006) 15.00 2006 sis 13 aenedl Ju)
EPS 2.77 2.93 LY (e aguall s
DPS 1.00 1.10 Gilay 53 (e pged) sl
Book value per share 11.77 13.16 peeall 4 8l dagl)
1.16 7.7%
Ratios 2005 2006 <N anal)
P/E 5.4 5.1 Ayl cisliaa
P/BV 1.3 1.1 4y sl dal) Cieliaa
Dividend yield 6.7% 7.3% aeed) e i)
Gross margin 65.0% 70.0% ) Jene Jiala
EBITDA margin 60.0% 65.0% Uil 5 Ayl 5 il il g 2l 8l J8 )l iala
Net margin 33.3% 39.1% ) Blha Jiala
Return on Equity (ROE) ALl @sia o dilal
Debt-to-equity 0.76 0.49 ALl Bsis ) sl
Interest coverage 4.4 6.0 b il Al 5 paall Apdars Jars
Debt load 1.8 1.3 Ol aaa
Equity % 62.7% 70.0% ALl (358 A
Debt % 37.3% 30.0% Ol A
Market cap 900 1,200 48 gl dall
Debt 535 515 sl
Cash 178 378 LS Lo s Aol
EV 1,257 1,337 sLadall iad
EBITDA 300 390 gy 5 MaY) 5 il jall g ) gdl) S8 )
EV/EBITDA 4.2 3.4 D) g UAY) 5 il yudall 5 2] gil) S g NI/BLALLY) dad
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V. Conclusion
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"Price is what you pay. Value is what you get.”

"It's far better to buy a wonderful company at a fair price than a fair
company at a wonderful price.”

"If a business does well, the stock eventually follows."

"T never attempt to make money on the stock market. I buy on the
assumption that they could close the market the next day and not reopen it
for five years."

"Great investment opportunities come around when excellent companies are

surrounded by unusual circumstances that cause the stock to be
misappraised.”

- Warren Buffett (1933-)

"Mr. Market”
“Margin of Safety”

- Benjamin Graham (1894 - 1976)
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End. Al )

Workshop -~ va Jaadl Al

This presentation and the workshop materials are also available on

S 21P 13
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http://www.borsagy.com
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