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Singapore Telcos

TPG Scenarios: The Base, The
Blue Skies & The Ugly

Not a pretty picture

We review Info-Communications Media Development Authority (IMDA)
regulations governing the spectrum rights recently acquired by TPG (TPM
AU, Not Rated), to ascertain if there is an avenue for more positive
scenarios for Singapore’s incumbents. Our conclusion is that the worst
case scenario of a more aggressive tariff war cannot be ruled out, thus
we maintain our NEGATIVE view on the sector. De-rating catalysts are
expected from the start of operations by TPG or any insight into its tariff
plans and strategy. Continue to HOLD Singtel and SELL StarHub and M1.
Risks to our view include an early exit by TPG and/or robust growth in
fixed broadband and enterprise.

Live-&-let-live scenario

We currently assume that TPG’s competition will erode incumbents’
wireless revenue, though not necessarily by double digits (Figs 3-4). We
estimate 2-4% declines for 2017-19E. This assumes that it and the mobile
virtual number operators carve out a minority share of less than 10% of
industry wireless revenue by 2019E.

Cut-loss scenario

We think this scenario would provide the quickest relief for the
incumbents’ operations and stock performances. According to Section 15
of the regulations, TPG can surrender or terminate its license with IMDA's
approval by giving six months of advance notice. Under Section 17, there
will be no compensation or refund of fees already paid. Based on IMDA’s
schedule (Fig 1), the major licensing fees have already been paid. As any
capex and start-up opex will naturally be forgone for TPG, we doubt that
it would opt for such an exit without putting up a fight.

Go-all-the-way scenario

As IMDA regulations discourage any sale of its licence before it fulfills all
its coverage commitments (Fig 2), TPG may opt for accelerated service
rollout and aggressive market-share grab. This could tempt an incumbent
to take it out of the market. We have seen such a consolidation in the
Philippines in 2012, when PLDT (TEL PM, PHP1,560, HOLD, TP PHP1,440)
acquired unlisted Digitel. The prospect of a new entrant motivated the
Philippine incumbent to take out a potential competitor in 2016, even
before it started commercial operations. The revenue at risk for PLDT
from aggressive competition likely provided justification for its
acquisition. With Singapore’s wireless service revenue at SGD4b in
CY2017, a 10% pa erosion over five years would translate to SGD1.6b of
present value in potential lost revenue for the incumbents. This amount
is higher than TPG's spectrum costs and capex budget of SGD300m for
Singapore. Theoretically, somewhere between its costs and the industry’s
destruction value is a price an incumbent could pay for an acquisition or
merger to stem revenue losses.
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Stock Bloomberg Mkt cap Rating Price TP Upside P/E (x) P/B (x) Div yld (%)
code (USD'm) (LC) (LC) (%) 18E 19E 18E 19E 18E 19E
Singtel STSP 42,149 Hold 3.39 3.69 9 15.3 15.6 1.8 1.8 5.7 4.7
StarHub STH SP 3,244 Sell 2.46 2.27 8) 18.2 19.5 14.3 17.8 6.5 6.5
M1 M1 SP 1,277 Sell 1.79 1.63 ) 13.1 17.9 5.7 6.2 6.1 4.5
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https://www.imda.gov.sg/-/media/imda/files/regulation-licensing-and-consultations/frameworks-and-policies/spectrum-management-and-coordination/tpg-telecom-pte-ltd-4g-and-imt-advanced-spectrum-right-2017.pdf?la=en
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Figure 1: Payment schedule for TPG’s spectrum rights Figure 2: TPG’s coverage requirements

Year (SGD m)  Condition Time line
2017 129.41 Nationwide outdoor coverage 31 Dec 2018
2018 0.11 Coverage in all road tunnels and in-building areas 31 Dec 2019
2019 0.11 Coverage in MRT underground stations/lines 31 Dec 2021
2020 0.1 source: IMDA

2021 0.11

2022 0.11

2023 0.11

2024 0.11

2025 0.11

2026 0.11

2027 0.11

2028 0.11

2029 0.11

2030 0.11

2031 0.11

2032 0.11

Total 131.03

Source: IMDA

Figure 3: Industry wireless revenue* (SGD m) Figure 4: Industry wireless revenue market shares*
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Figure 5: TP methodologies

Company Methodology
SingTel SOTP based on DCF of various parts*
StarHub DCF based, WACC 5.3%, LTG -1%
M1 DCF based, WACC 4.1%, LTG -1%

Source: Maybank Kim Eng
*Pls refer to Singtel tear sheet for full details

March 13, 2018 2



Singtel (ST SP)

Value Proposition

Telco conglomerate whose companies have significant, if
not leading, shares in their markets.

High growth phase for wireless segment has passed.
Competition is generally on the rise in this segment in
most markets.

Enterprise and digital services to provide next legs of
growth while cash is harvested from wireless leadership to
support investments and capex.

Healthy balance sheet backs 60-75% dividend payout

(35 Maybank kimEng

Price Drivers

Historical share price trend

commitment on recurring profit.

Non-core asset-sale

proceeds are partly committed to exceptional payouts.
= Despite its acquisitions in recent years, SingTel continues

to generate 14-16% ROIC.

SingTel’s SOTP breakdown

Valuation Stake Valuation Per share
(%) Valuation method (SGD m) (SGD)
Consolidated Businesses
SingTel 100.0 DCF (5.5% WACC, 0% TG, 0.60 beta) 6,899 0.42
Optus 100.0 DCF (5.7% WACC, 0% TG, 0.65 beta) 15,511 0.95
Sub Total 22,410 1.37
Stake Valuation Per share
(%) Valuation method (SGD m) (SGD)
Associates & Investments
Telkomsel (Indonesia) 35.0 DCF (10.8% WACC, 3% TG, 1.0 beta) 13,736 0.84
Bharti Airtel (India) 38.6 SOTP (10.5% WACC, 3% TG, 0.9 beta) 10,479 0.64
AlS (Thailand) 23.3 DCF (7.0% WACC, 2% TG, 1.0 beta) 6,234 0.38
Globe (Philippines) 47.2 DCF (6.7% WACC, 1% TG, 1.05 beta) 3,811 0.23
Intouch (Thailand) 21.0 SOTP (AIS TP and mkt cap of THCOM TB) 1,868 0.1
NetLink NBN Trust (Singapore) 25.0 Consensus target price 912 0.06
SingPost (Singapore) 25.8 DCF (7.6% WACC, 1% TG, 0.95 beta) 757 0.05
Sub Total 37,040 2.32
Total Equity Value 59,450 3.69

Source: Maybank Kim Eng

Financial Metrics
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Source: Company, Maybank Kim Eng, Factset

1. Launch of 4G services that ended unlimited data plan
competition.

2. All regional associates powered earnings in FY15.

3. Proposal for fourth mobile licence. Bharti’s profits
started to taper off.

4. TPG won licence in a general spectrum auction.

5. Proposal to increase effective stake in Bharti to 39.5%

Swing Factors

= Singapore and Australia operational EBITDA forecast to

decline by 11% 2-year CAGR on the back of higher
equipment subsidies.

Pretax associate income could soften the blow by growing
15% over the same period.

We forecast net debt to EBITDA, including associate
dividends, forecast to remain healthy at 1.5x in FY18-19E;
leaving room for sustainable dividend payout at the upper
range of the payout policy and / or acquisitions.

Upside

= Strong growth in enterprise and Digital Life to economies
of scale.

= Ebbing competitive heat in India.

= Subsidies per smartphone drop.

Downside

Financial ratios have not succumbed to competitive pressure
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Net debt (cash)/equity (%)

=  Wireless margin compression triggered either by TPG in
Singapore and / or Australia or pre-emptive strikes by
incumbents. These are not likely in consensus forecasts.

= Long-term capex for 5G rollout not likely priced in.

= Worse-than-expected cannibalisation of wireless voice,
SMS and roaming by data.

luishilado@maybank-ke.com.sg A
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M1 (M1 SP)

Value Proposition

e

Historically, the purest play in the Singapore wireless
sector but has been expanding more meaningfully into
fixed broadband and enterprise segments.

The high growth phase of wireless has passed and wireless
data cannibalization of voice and SMS is stifling growth.
Seeking to tap into Smart Nation projects to enhance its
enterprise service revenues and track record.

M1’s service revenue breakdown (SGD m)
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Financial Metrics

=  We assume competition from new players will manifest in
tariff plan pressure similar to the 3G price war period in
2009-2012. We assume M1’s wireless service revenues

decrease by a 3% CAGR over 2017-2020E.

= We forecast a positive 9% CAGR over 2017-2020E for fixed
help offset wireless and

network revenue that will
international call revenue pressure.

= Despite our overall service revenue decline assumptions

from 2018E to 2020E, the balance sheet is still able to
sustain cash dividends at the committed 80% payout level

for 2018E-19E and even increase this to 90% in 2020E.

Balance sheet still able to support payout
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Price Drivers
Historical share price trend
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Industry re-rating on the back of the launch of 4G
services that led to the end of unlimited data plan
competition and a move to tiered data plans.

2. Proposals for fourth mobile license issuance began to
drive an industry de-rating.

3. New spectrum auction entry of TPG followed by
additional frequency won during general spectrum
auction (GSA) continues domino effect.

4. Soft 2Q17 results and cancellation of shareholder review

weaken share price further.

Swing Factors

Upside

A benign competitive environment or a hasty retreat by
new entrants would be an unexpected surprise.

Growth in fixed network via fixed broadband and/or
enterprise could provide earnings surprises in the
medium to long term.

Any takeover interest by a new entrant or TPG could
trigger a sector re-rating.

Downside

Should TPG resort to handset subsidies to poach
subscribers an escalation in incumbents’ own efforts
could take place.

Higher-than-expected capex pressure as a result of
competition and/or 5G rollout.

Risks of a more rapid decline in wireless voice, SMS and
roaming as data adoption gains momentum.

luishilado@maybank-ke.com.sg A
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StarHub (STH SP)

Value Proposition

Second-largest operator in a mature, high income ASEAN
economy. Entrant of fourth operator threatens market
share, returns and cost of capital.

Cyclical EBITDA margin within the calendar year due to
smartphone launches and a largely postpaid revenue
driven market that values equipment subsidies.

Network management experience and breadth drives
increased initiatives to tap private and public enterprise
contracts.

Dividend yield has been a key investment thesis. Despite
reducing payout commitment (from SGDO0.20 to SGDO0.16),
potential for DPS to exceed EPS remains, as in prior years.

(33 Maybank kimEng

Price Drivers

Historical share price trend
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StarHub’s fixed network services its main bright spot (SGD m)
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Financial Metrics

= Despite margin pressure the committed SGDO0.16 DPS

remains within debt covenants.

= Gearing could come wunder pressure with spectrum
payments and competition related capex in the coming

months and years.

= Key financial/operating metrics we would be watching for
in subsequent quarters are subsidy levels, mobile

subscriber recontracting rates, and pay TV churn.

Leverage rising with margins weakening
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Source: Company, FactSet, Maybank Kim Eng

1. Industry re-rating on the launch of 4G services to help
replace unlimited-data 3G plans to pay-as-you-use plans.

2. Consistent dividend payout kept share price generally
stable.

3. Expectations of a new entrant initially with a Dec 2016
spectrum auction that led to TPG’s entry. Also, dividend
payout commitment cut by 20% to SGD0.16 per share.

Swing Factors
Upside

= Enterprise segment targeting, including government
contracts revolving around the Smart Nation initiatives
provides source of new revenues, despite competition
with SingTel.

= Network alliance with M1 to reduce network
redundancies and operating expenses, and future joint
capex planning is under negotiation.

Downside

= Re-contracting/retention costs likely to rise on the back
of new smartphone launches and defensive preparation
against TPG’s entry.

= Further wireless tariff package pressure on rates and/or
data allocations possible with new competition.

= Further investments in enterprise or content space that
may have a gestation period before realizing returns.
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as
an offer to sell or a solicitation of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate
and that each security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental
ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and
volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns may be less than
the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment
advice and does not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read
this report. Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment
strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank
Investment Bank Berhad, its subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of
this report by MKE and it should not be relied upon as such. Accordingly, MKE and its officers, directors, associates, connected parties and/or employees
(collectively, “Representatives”) shall not be liable for any direct, indirect or consequential losses or damages that may arise from the use or reliance of this
report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”,
“intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might”
occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently available to us
and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims any obligation to update or
revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence
of unanticipated events.

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law,
from time to time participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit
business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other
investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. One or more directors,
officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report to the extent permitted by law.

This report is prepared for the use of MKE’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in
whole or in part in any form or manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for
the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only
under such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to certain
categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply based on
geographical location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental
ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia
Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank
KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact
Maybank KERPL in Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited
investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), Maybank KERPL shall be legally
liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank
Kim Eng Securities (Thailand) Public Company Limited. Maybank Kim Eng Securities (Thailand) Public Company Limited (“MBKET”) accepts no liability
whatsoever for the actions of third parties in this respect.

Due to different characteristics, objectives and strategies of institutional and retail investors, the research reports of MBKET Institutional and Retail Research
Department may differ in either recommendation or target price, or both. MBKET Retail Research is intended for retail investors (http://kelive.maybank-
ke.co.th) while Maybank Kim Eng Institutional Research is intended only for institutional investors based outside Thailand only.

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the
Office of the Securities and Exchange Commission. The survey of the 10D is based on the information of a company listed on the Stock Exchange of Thailand
and the market for Alternative Investment disclosed to the public and able to be accessed by a general public investor. The result, therefore, is from the
perspective of a third party. It is not an evaluation of operation and is not based on inside information. The survey result is as of the date appearing in the
Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MBKET does not confirm nor certify the
accuracy of such survey result.

The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made
in order to comply with the policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission.
Thaipat Institute made this assessment based on the information received from the listed company, as stipulated in the form for the assessment of Anti-
corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2), or other relevant documents or reports of such listed
company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment of operation and is not
based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after
that date or when there is any change to the relevant information. Nevertheless, MBKET does not confirm, verify, or certify the accuracy and completeness of
the assessment result.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities
Exchange Act of 1934, as amended) only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under
Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne
by Maybank KESUSA. This report is not directed at you if MKE is prohibited or restricted by any legislation or regulation in any jurisdiction from making it
available to you. You should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you
under relevant legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned
within must do so with: Maybank Kim Eng Securities USA Inc. 777 Third Avenue 21st Floor New York, New York 1- (212) 688-8886 and not with, the issuer of
this report.
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UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Conduct
Authority and is for Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial
Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does not take any
responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report should be considered as
constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.

DISCLOSURES

Legal Entities Disclosures

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938- H) which is a Participating Organization of Bursa
Malaysia Berhad and a holder of Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This report is distributed in
Singapore by Maybank KERPL (Co. Reg No 198700034E) which is regulated by the Monetary Authority of Singapore. Indonesia: PT Maybank Kim Eng Securities
(“PTMKES”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by the Financial Services Authority (Indonesia).
Thailand: MBKET (Reg. No.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and
Exchange Commission. Philippines: Maybank ATRKES (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities
and Exchange Commission. Vietnam: Maybank Kim Eng Securities Limited (License Number: 117/GP-UBCK) is licensed under the State Securities Commission of
Vietnam. Hong Kong: KESHK (Central Entity No AAD284) is regulated by the Securities and Futures Commission. India: Kim Eng Securities India Private Limited
(“KESI”) is a participant of the National Stock Exchange of India Limited and the Bombay Stock Exchange and is regulated by Securities and Exchange Board of
India (“SEBI”) (Reg. No. INZ000010538). KESI is also registered with SEBI as Category 1 Merchant Banker (Reg. No. INM 000011708) and as Research Analyst (Reg
No: INH000000057) US: Maybank KESUSA is a member of/ and is authorized and regulated by the FINRA - Broker ID 27861. UK: Maybank KESL (Reg No 2377538)
is authorized and regulated by the Financial Conduct Authority.

Disclosure of Interest

Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further
act as market maker or may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment
banking services, advisory and other services for or relating to those companies.

Singapore: As of 13 March 2018, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research report.

Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the
research report. Therefore, Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected
parties and/or employees may from time to time have interests and/or underwriting commitments in the securities mentioned in this report.

Hong Kong: As of 13 March 2018, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report.

India: As of 13 March 2018, and at the end of the month immediately preceding the date of publication of the research report, KESI, authoring analyst or their
associate / relative does not hold any financial interest or any actual or beneficial ownership in any shares or having any conflict of interest in the subject
companies except as otherwise disclosed in the research report.

In the past twelve months KESI and authoring analyst or their associate did not receive any compensation or other benefits from the subject companies or
third party in connection with the research report on any account what so ever except as otherwise disclosed in the research report.

MKE may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market
in issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or
investment services in relation to the investment concerned or a related investment and may receive compensation for the services provided from the
companies covered in this report.

OTHERS
Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part
of the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

Reminder

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are
capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial
and political factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility and the
credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct its own analysis of the product and
consult with its own professional advisers as to the risks involved in making such a purchase.

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.

Definition of Ratings

Maybank Kim Eng Research uses the following rating system

BUY Return is expected to be above 10% in the next 12 months (excluding dividends)
HOLD Return is expected to be between - 10% to +10% in the next 12 months (excluding dividends)
SELL Return is expected to be below -10% in the next 12 months (excluding dividends)

Applicability of Ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only
applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment
ratings as we do not actively follow developments in these companies.
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