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Cellcom (CEL.TA - ILS 118.60) 2-Equal weight 
Operating Results 

Another Strong Result for Cellcom 
 
Investment Conclusion 

Cellcom reported a solid 2Q beating our estimates 
on each of the main operating lines. The dividend 
beat our estimate (ILS 2.76/share vs. 2.58) as the 
company paid out a portion of retained earnings. 
We continue to be impressed by CEL's 
management of costs and focus on the bottom 
line. We are following the development of the 
merger between CEL's sister company and the 
cable operator which we believe would be +ve for 
CEL. 

 
Summary 

 Cellcom beat our estimates on revs (ILS 1,600m 
vs. ILS 1,533m), EBIT (ILS 417m vs. ILS 397m), 
EBITDA margin (37.7% vs. 37%) and on EBITDA-
capex (ILS 451m vs. ILS 422m). ARPU and MOU 
were in line with our estimates. Q2 was affected 
by two 1x acct changes of +ILS 15m above the 
line. We compare the pro-forma results to our est. 

 Financing expenses were affected by a rising CPI 
which left adj. net inc ILS 38m short of our 
estimate. The dividend was ahead of our estimate 
despite the lower than expected net income. 

 CEL trades on 6.4x 2009e EV/EBITDA; 8.9x 
2009e EV/EBITDA-capex and 11.8% yield on 
2009e FCF. 
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European Telecom Services

Reuters CEL.TA 
Bloomberg CEL IT 
ADR CEL.N 
 
Performance  1M 3M 12M 

Absolute %  3 2 14 
Rel. Market %  1 11 30 
Rel. Sector %  0 0 -7 
 
52 Week Range  133.80 - 97.00  

FY Dec  2007A 2008E  2009E  2010E  
Currency ILS  Actual Old  New  Old  New  Old  New  
Revenues (Cons.)  6050 6361 6468 6813 6838 7203 7025 
EBITDA (Cons.)  2115 2230 2299 2351 2384 2500 2438 
Free Cash Flow  1809 1079 1107 1369 1384 1479 1442 
Net Income (m)  873 1026 1042 1166 1178 1353 1306 
EPS (Adj.)  8.95 10.52 10.69 11.96 12.08 13.88 13.40 
Net Debt (m)  2768 3171 3829 2910 3564 2716 3363 
EV/EBITDA  6.8 N/A 6.8 N/A 6.4 N/A 6.2 
P/E  13.9 13.1 10.9 10.9 9.8 N/A 9.0 

Market Data  
Market Cap (m)  11564 
Units Outstanding (m)  97.5 
Float (%)  45 
Net Distribution Yield (%) 6.64 
Convertible  No 
Shares per ADR  N/A 
 

Financial Summary  
5-Year EPS CAGR (%)  N/A 
3-year EBITDA CAGR (%)  N/A 
Net Debt/EBITDA FY07  N/A 
Dividend Yield (%)  11.58 
 
 
 
 Stock Overview 

13/8/08

A S O N D J F M A M J J A S O N D J F M A M J J A
95

100

105

110

115

120

125

130

135

0.09

0.10

0.11

0.12

0.13

0.14

0.15

CELLCOM ISRAEL
IS:CEI/ISTGNRL(R.H.SCALE)

Source: DATASTREAM   
 

Stock Rating  Target Price 
New: 2-Equal weight  New: ILS 130.00
Old: 2-Equal weight   Old: ILS 130.00

Sector View:  3-Negative 
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Figure 1: Key Group Financials 
ILS m Q2 07 2007A Q2 08A Q2 08E 2008E Absolute Percentage 
        
Net Revenue 1456 6050 1600 1533 6468 67 4.4% 
% Growth  7.6% 9.9% 5.3% 6.9%   
        
Underlying EBITDA 539 2117.5 603 567 2285 36 6.3% 
% Growth  13.6% 11.9% 5.2% 7.9%   
% Margin 37% 35% 38% 37% 35%   
        
Underlying EBIT 345 1343.5 417 397 1605 20 5.0% 
Net Income 212 873 230 268 1042 -38 -14.2% 
        
FCFE 314 1809 308 321 1107 -13 -4.1% 

Source: Company reports, Lehman Brothers estimates 

 
 
 
 
Figure 2: Old vs. New Estimates 
 

Old Estimates New Estimates 

 FY 2008 FY 2009 FY 2008 FY 2009 
Net Adds 108 110 107 110 
Churn 19% 19% 19% 19% 
Revenues 6,402 6,790 6,468 6,838 
EBITDA 2,249 2,343 2,285 2,384 
EBITDA margin 35% 35% 35% 35% 

Source: Lehman Brothers estimates 

 
 
 
 
 
 
 
 
 
 
 

Analyst Certification: 
I, David Kaplan, hereby certify (1) that the views expressed in this research Company Note accurately reflect my personal views about 
any or all of the subject securities or issuers referred to in this Company Note and (2) no part of my compensation was, is or will be 
directly or indirectly related to the specific recommendations or views expressed in this Company Note. 
 
 
Other Team Members:     
Pearson, Graeme  (LBIE, London)   (44) 20 7102 1602 grpearso@lehman.com 
 
   
Company Description: 
Cellcom is the largest mobile telephone operator in Israel wth a 34% market share. Cellcom also operates a fixed-line fibre optic 
network servicing most of the business market in Israel. Cellcom is controlled by the IDB group through Discount Investment Corp. 
which owns 56% of the shares. Other significant shareholders include Bank Leumi (5%) and Goldman Sachs (4%). 
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Important Disclosures: 
 

Cellcom (CEL.TA) ILS 118.60 (12-Aug-2008) 2-Equal weight / 3-Negative 
Rating and Price Target Chart:    

 

Currency=ILS 
Date Closing Price Rating Price Target 
12-May-08 116.30  130.00 
02-Apr-08 110.50 3 -Underweight  
 

Date Closing Price Rating Price Target 
06-Dec-07 133.40 2 -Equal weight  
    
 

FOR EXPLANATIONS OF RATINGS REFER TO THE STOCK RATING KEYS LOCATED ON THE PAGE FOLLOWING THE LAST PRICE CHART. 

Lehman Brothers Inc. and/or an affiliate trades regularly in the subject company's shares. 

Valuation Methodology: Our price target is derived from our sum-of-the-parts DCF-based valuation. Our assumptions include a 9.9% 
cost of capital and a 1.5% terminal growth rate. 

Risks Which May Impede the Achievement of the Price Target: Upcoming regulatory decisions provide the greatest risks for the 
telecom industry. Cellcom's ability to leverage its exisiting infrastructure and its parent company's (IDB Group) other holdings are key to 
Cellcom's growth, in our view. Any regulatory roadblocks or hold ups would slow the growth of the company. 
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Important Disclosures Continued: 
The analysts responsible for preparing this report have received compensation based upon various factors including the firm's total 
revenues, a portion of which is generated by investment banking activities 
 
With the exception of analysts who publish for either LBI or a branch of LBI, research analysts may not be associated persons of the 
member and therefore may not be subject to Rule 2711 restrictions on communications with a subject company, public appearances 
and trading securities held by a research analyst account. 
 
 
 
Company Name Ticker Price  Price Date Stock / Sector Rating 
Cellcom CEL.TA ILS 118.60 12-Aug-2008 2-Equal weight / 3-Negative 
 
 
 
 
 
     
 
   
 
Guide to Lehman Brothers Equity Research Rating System: 
Our coverage analysts use a relative rating system in which they rate stocks as 1-Overweight, 2-Equal weight or 3-Underweight (see 
definitions below) relative to other companies covered by the analyst or a team of analysts that are deemed to be in the same industry 
sector (the “sector coverage universe”). Below is the list of companies that constitute the sector coverage universe: 
 
Belgacom (BCOM.BR) Bezeq (BEZQ.TA) 
Bouygues (BOUY.PA) BT Group plc (BT.L) 
Cable and Wireless (CW.L) Carphone Warehouse (CPW.L) 
Cellcom (CEL.TA) Comstar UTS (CMSTq.L) 
Deutsche Telekom (DTEGn.DE) Elisa (ELI1V.HE) 
Eutelsat (ETL.PA) France Telecom (FTE.PA) 
Iliad (ILD.PA) Inmarsat (ISA.L) 
KPN (KPN.AS) Magyar (MTEL.BU) 
Mobistar (MSTAR.BR) MTS (MBT.N) 
Neuf Cegetel (NEUF.PA) OTE (OTEr.AT) 
Partner (PTNR.TA) Portugal Telecom B (PTC.LS) 
SES (SESFd.PA) Sistema (SSAq.L) 
Swisscom (SCMN.VX) Tele2 AB (TEL2b.ST) 
Telecom Italia (TLIT.MI) Telecom Italia Savers (TLITn.MI) 
Telefónica (TEF.MC) Telefonica O2 Czech Republic (SPTT.PR) 
Telekom Austria (TELA.VI) Telenet (TNET.BR) 
Telenor (TEL.OL) TeliaSonera (TLSN.ST) 
Vimpelcom (VIP.N) Vodafone (VOD.L) 
  
 
In addition to the stock rating, we provide sector views which rate the outlook for the sector coverage universe as 1-Positive, 2-Neutral 
or 3-Negative (see definitions below). A rating system using terms such as buy, hold and sell is not the equivalent of our rating system.  
Investors should carefully read the entire research report including the definitions of all ratings and not infer its contents from ratings 
alone. 
 
Stock Rating  
1-Overweight - The stock is expected to outperform the unweighted expected total return of the sector coverage universe over a 12-
month investment horizon. 
2-Equal weight - The stock is expected to perform in line with the unweighted expected total return of the sector coverage universe 
over a 12- month investment horizon. 
3-Underweight - The stock is expected to underperform the unweighted expected total return of the sector coverage universe over a 
12- month investment horizon. 
RS-Rating Suspended - The rating and target price have been suspended temporarily to comply with applicable regulations and/or firm 
policies in certain circumstances including when Lehman Brothers is acting in an advisory capacity in a merger or strategic transaction 
involving the company. 
 
Sector View  
1-Positive - sector coverage universe fundamentals/valuations are improving. 
2-Neutral - sector coverage universe fundamentals/valuations are steady, neither improving nor deteriorating. 
3-Negative - sector coverage universe fundamentals/valuations are deteriorating. 
 
Distribution of Ratings: 
Lehman Brothers Equity Research has 2082 companies under coverage. 
45% have been assigned a 1-Overweight rating which, for purposes of mandatory regulatory disclosures, is classified as Buy rating, 
34% of companies with this rating are investment banking clients of the Firm. 
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39% have been assigned a 2-Equal weight rating which, for purposes of mandatory regulatory disclosures, is classified as Hold rating, 
34% of companies with this rating are investment banking clients of the Firm. 
13% have been assigned a 3-Underweight rating which, for purposes of mandatory regulatory disclosures, is classified as Sell rating, 
23% of companies with this rating are investment banking clients of the Firm. 
 
  
Lehman Brothers Inc. and Its Foreign Affiliates Involved in the Production of Equity Research 
New York 
Lehman Brothers Inc. (LBI, New York) 
745 Seventh Avenue 
New York , NY 10019 
Member, FINRA 

London 
Lehman Brothers International (Europe) 
(LBIE, London) 
25 Bank Street 
London, E14 5LE, United Kingdom 
Regulated by FSA 

Tokyo 
Lehman Brothers Japan Inc. (LBJ, Tokyo) 
Roppongi Hills Mori Tower, 31st Floor 
6-10-1 Roppongi, Minato-ku, Tokyo 106-6131, 
Japan 
Regulated by FSA  

      
Mumbai 
Lehman Brothers Inc., India Branch 
(LBI, India) 
Winchester, Off High Street, 9th Floor 
Hiranandani Business Park, 
Powai, Mumbai 400 076, India 
  

Seoul 
Lehman Brothers International (Europe) Seoul 
Branch (LBIE, Seoul) 
Hanwha Building, 12th Floor 
110, Sokong-dong Chung-Ku 
Seoul 100-755, Korea  
Regulated by FSC 

Hong Kong 
Lehman Brothers Asia Limited - Hong Kong 
(LBAL, Hong Kong) 
Two International Finance Centre 
8 Finance Street, 26th Floor 
Central, Hong Kong 
Regulated by SFC 

      
Mumbai 
Lehman Brothers Securities Private Limited 
(LBSPL, India) 
Ceejay House, 11th Level, Plot F,  
Shivsagar Estate, Dr. Annie Besant Road,  
Worli, Mumbai 400018  
Regulated by SEBI 

Taipei 
Lehman Brothers Securities Taiwan Limited 
(LBSTL, Taiwan) 
Cathay Financial Center 12F 
7 Sungren Road - Shin-Yi District 
Taipei, Taiwan 
Regulated by FSC 

Sydney 
Lehman Brothers Australia Limited  
(LBAUL, Sydney) 
Level 33, 264 George Street 
Sydney NSW 2000, Australia 
Regulated by ASIC 

  
  
 
This material has been prepared and/or issued by Lehman Brothers Inc., member SIPC, and/or one of its affiliates (“Lehman Brothers”) and has been 
approved by Lehman Brothers International (Europe), authorized and regulated by the Financial Services Authority, in connection with its distribution in 
the European Economic Area. This material is distributed in Japan by Lehman Brothers Japan Inc., and in Hong Kong by Lehman Brothers Asia Limited. 
This material is distributed in Australia by Lehman Brothers Australia Limited, and in Singapore by Lehman Brothers Singapore Pte Ltd. Where this 
material is distributed by Lehman Brothers Singapore Pte Ltd, please note that it is intended for general circulation only and the recommendations 
contained herein does not take into account the specific investment objectives, financial situation or particular needs of any particular person. An investor 
should consult his Lehman Brothers’ representative regarding the suitability of the product and take into account his specific investment objectives, 
financial situation or particular needs before he makes a commitment to purchase the investment product. This material is distributed in Korea by 
Lehman Brothers International (Europe) Seoul Branch, and in Taiwan by Lehman Brothers Securities Taiwan Limited. Where this material is distributed 
by Lehman Brothers Securities Taiwan Limited, please note that recommendations expressed herein are for reference only. Investors should carefully 
evaluate the investment risks and are reminded that they are solely responsible for their investment decisions. This document is for information purposes 
only and it should not be regarded as an offer to sell or as a solicitation of an offer to buy the securities or other instruments mentioned in it. No part of 
this document may be reproduced in any manner without the written permission of Lehman Brothers. With the exception of disclosures relating to 
Lehman Brothers, this research report is based on current public information that Lehman Brothers considers reliable, but we make no representation 
that it is accurate or complete, and it should not be relied on as such. In the case of any disclosure to the effect that Lehman Brothers Inc. or its affiliates 
beneficially own 1% or more of any class of common equity securities of the subject company, the computation of beneficial ownership of securities is 
based upon the methodology used to compute ownership under Section 13(d) of the United States' Securities Exchange Act of 1934. In the case of any 
disclosure to the effect that Lehman Brothers Inc. and/or its affiliates hold a short position of at least 1% of the outstanding share capital of a particular 
company, such disclosure relates solely to the ordinary share capital of the company. Accordingly, while such calculation represents Lehman Brothers’ 
holdings net of any long position in the ordinary share capital of the company, such calculation excludes any rights or obligations that Lehman Brothers 
may otherwise have, or which may accrue in the future, with respect to such ordinary share capital. Similarly such calculation does not include any 
shares held or owned by Lehman Brothers where such shares are held under a wider agreement or arrangement (be it with a client or a counterparty) 
concerning the shares of such company (e.g. prime broking and/or stock lending activity). Any such disclosure represents the position of Lehman 
Brothers as of the last business day of the calendar month preceding the date of this report. This material is provided with the understanding that 
Lehman Brothers is not acting in a fiduciary capacity. Opinions expressed herein reflect the opinion of Lehman Brothers and are subject to change 
without notice. The products mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all 
types of investors. If an investor has any doubts about product suitability, he should consult his Lehman Brothers representative. The value of and the 
income produced by products may fluctuate, so that an investor may get back less than he invested. Value and income may be adversely affected by 
exchange rates, interest rates, or other factors. Past performance is not necessarily indicative of future results. If a product is income producing, part of 
the capital invested may be used to pay that income. © 2008 Lehman Brothers.  All rights reserved.  Additional information is available on request. 
Please contact a Lehman Brothers entity in your home jurisdiction. 
 
Lehman Brothers policy for managing conflicts of interest in connection with investment research is available at 
www.lehman.com/researchconflictspolicy. Complete disclosure information regarding companies covered by Lehman Brothers Equity Research, 
including ratings, earnings per share forecasts and price targets contained in reports covering U.S. companies is available at 
www.lehman.com/disclosures.  
 
 

 


