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COMPANY RESULTS



BUY (Maintained)



M1 (M1 SP) 2Q14: Growth Momentum From Mobile Mobile services continue to provide growth momentum for M1. Expansion in the enterprise market is expected to compensate for weakness in the residential market for fibre broadband going forward. Maintain BUY. Target price: S$4.05. 2Q14 RESULTS Year to 31 Dec (S$m) Operating Revenue: Mobile International Call Services Fixed Network Services Handset Sales Total EBITDA Net Profit EPS (cents)



2Q14 (S$m) 167.9



yoy % chg (%) 3.4



qoq % chg (%) 2.5



23.7



-19.9



-1.7



17.4 30.7



13.5 -17.5



8.1 -15.2



239.7



-2.0



-0.2



83.2 43.9 4.7



8.3 12.1 11.1



2.1 2.6 2.2



Remarks Expansion for post-paid. Contraction for prepaid. Lower retail revenue. Slowdown in acquisition of new subscribers. M1 does not provide handsets for SurfShare Plans. Stable EBITDA margin.



Source: M1, UOB Kay Hian



Share Price Target Price Upside



S$3.63 S$4.05 +11.6%



COMPANY DESCRIPTION M1 was established in 1997 and is the second licensed telecommunications service operator in Singapore. Besides mobile and iDD services, M1 also provides fibre broadband and fixed voice services through NGNBN.



STOCK DATA GICS sector



Telecommunication Services



Bloomberg ticker: Shares issued (m): Market cap (S$m): Market cap (US$m): 3-mth avg daily t'over (US$m):



M1 SP 929.5 3,373.9 2,718.3 2.1



Price Performance (%)



RESULTS • M1 reported net profit of S$43.9m for 2Q14 (+12.1% yoy), slightly above our expectations. Yoy growth looks impressive due to the low base in 2Q13 created by hefty handset subsidies for Samsung’s Galaxy S III and Galaxy Note. • Maintains healthy growth for post-paid mobile. M1 added 10,000 post-paid mobile subscribers. Average data usage increased 21.7% yoy to 2.8GB in 2Q14. Secondary lines from its SurfShare Plan diluted the positive impact from the increase in usage of data. SurfShare allows sharing of voice, SMS and data bundle with family members. M1 offered SurfShare Plan at promotional monthly subscription of S$9.63, a 25% discount compared to the usual price of S$12.84. Post-paid ARPU was stable at S$62.30 while post-paid mobile revenue grew by a healthy 5.3% yoy. • Pre-paid mobile affected by new regulation. M1’s pre-paid subscriber base contracted 11.5% qoq due to new regulation imposed on the registration of pre-paid SIM cards from the previous 10 to the current three SIM cards per person with effect from 1 Apr 14. Pre-paid mobile revenue declined by 8.6% yoy and contributed 8.8% of total mobile revenue.



S$3.63/S$3.15



52-week high/low 1mth



3mth



6mth



1yr



YTD



8.4



10.4



13.4



13.4



3.4



Major Shareholders



%



Axiata Investments



28.7



Keppel Telecoms



19.3



SPH



13.5



FY14 NAV/Share (S$)



0.54



FY14 Net Debt/Share (S$)



0.14



PRICE CHART (lcy)



M1 LTD



M1 LTD/FSSTI INDEX



4.00



(%)



120



3.80 3.60



110



3.40



KEY FINANCIALS Year to 31 Dec (S$m) Net turnover EBITDA Operating profit Net profit (rep./act.) Net profit (adj.) EPS (S$ cent) PE (x) P/B (x) EV/EBITDA (x) Dividend yield (%) Net margin (%) Net debt/(cash) to equity (%) Interest cover (x) ROE (%) Consensus net profit UOBKH/Consensus (x)



3.20



2012 1,078 300 189 147 147 16.1 22.6 9.5 11.7 4.0 13.6 74.8 54.6 43.8 -



2013 1,010 312 197 160 160 17.3 20.9 8.5 11.2 5.8 15.9 49.5 69.4 43.2 -



2014F 1,005 321 206 166 166 18.0 20.2 6.7 10.9 4.0 16.5 26.1 82.3 37.1 173 0.96



2015F 1,053 342 217 178 178 19.2 18.9 6.2 10.2 4.2 16.9 15.1 108.6 34.0 185 0.96



2016F 1,109 369 242 199 199 21.5 16.9 5.7 9.5 4.7 17.9 15.2 131.7 35.0 195 1.02



100



3.00 2.80



90



4 3



Volume (m)



2 1 0



Jul 13



Sep 13



Nov 13



Jan 14



Mar 14



May 14



Jul 14



Source: Bloomberg



ANALYST Jonathan Koh, CFA +65 6590 6620 [email protected]



Source: M1 Ltd, Bloomberg, UOB Kay Hian
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• Competitive market for fibre broadband. M1 experienced slowdown in fibre broadband with net addition of only 4,000 subscribers. ARPU for fibre broadband was stable at S$41.90. We are not surprised by the slowdown as we had anticipated competition from both new entrants and incumbent SingTel.



Tuesday, 22 July 2014



MOBILE SUBSCRIBER BASE



• Less contribution from iDD calls. International retail minutes declined 11.6% yoy due to lower retail traffic, resulting in a 19.9% contract for international call services. • M1 declared interim dividend of 7 S cents/share for 1H14, representing a payout ratio of 74.5%. STOCK IMPACT • Maintain guidance for 2014. Management guided moderate single-digit growth for net profit in 2014. Capex is estimated at S$130m for 2014. M1 is scheduled to complete the upgrade of its 4G network to LTE Advanced by end-14. The upgraded network will provide improved network performance and better customer experience. M1 also plans to launch voice-over-LTE, which will be priced similarly to normal voice calls, this year. • Budget 2014 boosts demand for fibre broadband. The government has implemented measures to encourage SMEs to utilise fibre broadband in the latest Budget 2014. Subscription to fibre broadband for speeds of at least 100Mbps will be subsidised at 50% of the monthly recurrent cost, capped at S$120/month up to 24 months, or S$2,880 per SME. The government will subsidise building owners for up to 80% of the costs of new inbuilding infrastructure, capped at S$200,000 per building, to bring fibre broadband to their business tenants. • M1 plans to further grow its enterprise business. It provides high-speed fibre broadband services of up to 10Gbps. It plans to provide managed services, including unified communications. Its cloud-based data centre is scheduled for completion in 2H14. • Cross carriage of BPL a non-event. M1 has achieved the milestone of 10,000 pay TV subscribers required for cross carriage of exclusive content. It has applied to the Media Development Authority (MDA) for a national TV license. It has to obtain the national TV license before talking to SingTel on cross carriage for Barclays Premier League (BPL). However, revenue impact from cross carrying BPL matches is expected to be negligible. The number of M1’s MiBox customers viewing BPL matches is expected to be small. Subscription of S$59.90 per month for BPL is payable to SingTel. The cross carriage fee that M1 earns for carrying BPL matches is not substantial.



Source: M1



REVENUE BY BUSINESS



Source: M1



EBITDA MARGIN ON SERVICE REVENUE



Source: M1



NET DEBT/EBITDA



EARNINGS REVISION/RISK • We maintain our existing earnings forecast. VALUATION/RECOMMENDATION • Our target price for M1 is S$4.05 based on DCF (required rate of return: 6.7%, terminal growth: 1.0%). SHARE PRICE CATALYST



Source: M1



• Evolution of M1 into a triple-play telco encompassing mobile, fibre broadband and pay TV services. • Capital management through special dividend provides positive surprises.
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BALANCE SHEET 2013



2014F



2015F



2016F



Year to 31 Dec (S$m)



2013



2014F



2015F



2016F



Fixed assets



1,009.7



1,004.6



1,052.8



1,108.7



649.4



674.2



685.6



695.3



EBITDA



312.4



321.2



342.1



368.7



Other LT assets



87.9



116.3



100.2



148.0



Deprec. & amort.



115.1



115.3



124.7



126.6



Cash/ST investment



54.5



68.9



92.9



85.2



EBIT



197.3



205.9



217.4



242.1



Other current assets



194.7



198.8



208.3



217.6



(4.5)



(3.9)



(3.2)



(2.8)



Total assets



986.5



1,058.2



1,087.0



1,146.0



Net interest income/(expense) Pre-tax profit



192.8



202.0



214.2



239.3



ST debt



0.0



0.0



0.0



0.0



Tax



(32.5)



(35.7)



(36.4)



(40.7)



Other current liabilities



234.8



245.7



255.5



265.1



Net profit



160.3



166.3



177.8



198.6



LT debt



250.0



200.0



175.0



175.0



Net profit (adj.)



160.3



166.3



177.8



198.6



Other LT liabilities



106.6



110.6



112.9



115.1



Shareholders' equity



395.0



501.8



543.7



590.7



Total liabilities & equity



986.4



1,058.2



1,087.0



1,146.0



2013



2014F



2015F



2016F



CASH FLOW



KEY METRICS



Year to 31 Dec (S$m)



2013



2014F



2015F



2016F



Year to 31 Dec (%)



Operating



302.0



366.1



311.4



335.2



Profitability



Pre-tax profit



192.8



202.0



214.2



239.3



EBITDA margin



30.9



32.0



32.5



33.3



Deprec. & amort.



115.1



115.3



124.7



126.6



Pre-tax margin



19.1



20.1



20.4



21.6



Working capital changes



23.5



(0.9)



0.3



0.3



Net margin



15.9



16.5



16.9



17.9



Other operating cashflows



(29.4)



49.8



(27.9)



(31.0)



ROA



16.3



16.3



16.6



17.8



Investing



(122.4)



(168.7)



(120.0)



(184.0)



ROE



43.2



37.1



34.0



35.0



Capex (growth)



(125.3)



(128.7)



(120.0)



(120.0) 5.3



Proceeds from sale of assets



3.6



0.0



0.0



0.0



(0.7)



(40.0)



0.0



(64.0)



Turnover



(6.3)



(0.5)



4.8



Financing



(136.8)



(183.0)



(167.3)



(159.0)



EBITDA



4.0



2.8



6.5



7.8



Dividend payments



(136.3)



(133.0)



(142.3)



(159.0)



Pre-tax profit



4.8



4.8



6.1



11.7



21.5



0.0



0.0



0.0



Net profit



9.0



3.7



7.0



11.7



Others



Issue of shares Proceeds from borrowings



Growth



2.5



(50.0)



(25.0)



0.0



Net profit (adj.)



9.0



3.7



7.0



11.7



(24.5)



0.0



0.0



0.0



EPS



7.7



3.7



7.0



11.7



0.0



0.0



0.0



0.0



Net cash inflow (outflow)



42.8



14.4



24.1



(7.8)



Leverage



Beginning cash & cash equivalent



11.7



54.5



68.9



92.9



Debt to total capital



38.8



28.5



24.3



22.9



Ending cash & cash equivalent



54.5



68.9



92.9



85.2



Debt to equity



63.3



39.9



32.2



29.6



Net debt/(cash) to equity



49.5



26.1



15.1



15.2



Interest cover (x)



69.4



82.3



108.6



131.7



Loan repayment Others/interest paid
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Disclosures/Disclaimers This report is prepared and/or distributed by UOB Kay Hian Pte Ltd (“UOBKH”), which is a holder of a capital markets services licence and an exempt financial adviser in Singapore. This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an advice or a recommendation with respect to such securities. This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the particular needs of any recipient hereof. You should independently evaluate particular investments and consult an independent financial adviser before dealing in any securities mentioned in this report. This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this report to any other person without the prior written consent of UOBKH. This report is not intended for distribution, publication to or use by any person in any jurisdiction outside Singapore or any other jurisdiction as UOBKH may determine in its absolute discretion, where the distribution, publication or use of this report would be contrary to applicable law or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any registration, licensing or other requirements within such jurisdiction. The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, including before its publication herein. Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an interest (including a proprietary interest) in the subject corporation(s) referred to in this report. As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for. Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report in any event accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are generated from UOBKH’s business of dealing in securities. IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES Where the report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: (i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore in respect of any matters arising from, or in connection with, the analysis or report; and (ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the contents of the analyses or reports IMPORTANT DISCLOSURES FOR U.S. PERSONS This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore. UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
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receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered brokerdealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell securities or related financial instruments through UOBKH. UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research analyst account. Analyst Certification/Regulation AC As noted above, each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are generated from UOBKH’s business of dealing in securities.



Copyright 2014, UOB Kay Hian Pte Ltd. All rights reserved. http://research.uobkayhian.com MCI (P) 116/03/2014 RCB Regn. No. 198700235E
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