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Company Update, 22 July 2014



M1 (M1 SP)



Buy (Maintained)



Communications - Telecommunications Market Cap: USD2,705m



Target Price: Price:



SGD4.30 SGD3.63 Macro Risks



On a Roll



Growth Value



M1 (M1 SP) Relative to Straits Times Index (RHS)



108



3.50



105



3.40



102



3.30



99



3.20



96



3.10 4 4 3 3 2 2 1 1



93



0 0 . 2 0 0 M1’s results were in line with RHB and consensus forecasts. It is seeing . 0 good traction in monetizing data while roaming revenue weakness and 0 the competitive headwinds in broadband appear to have stabilized. M1 0 is also closing in on content carriage milestones, having met a key prerequisite. We raise our DCF-based TP to SGD4.30 (from SGD3.65) after lowering our WACC assumption to factor in lower competitive risks and its stronger mobile traction. BUY.
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Avg Turnover (SGD/USD) Cons. Upside (%) Upside (%) 52-wk Price low/high (SGD) Free float (%) Share outstanding (m) Shareholders (%) Axiata Group Temasek Holdings SPH Multimedia



2.47m/2.01m -18.7 18.5 3.15 - 3.63 37 929 29.2 19.7 13.7
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In line. M1’s core earnings came in line with RHB and consensus estimates, at 50% of full-year numbers. The key highlights were: i) the lower subscriber acquisition cost (SAC) (-13% q-o-q/-19.3% y-o-y) as new subscribers on shared data plans do not qualify for subsidized handsets, and ii) postpaid ARPU lifting 3.5% y-o-y from the earlier repricing of its tiered data plans which bolstered EBITDA and core earnings by 9-12% y-o-y in 2Q14. The contraction in international call services revenue (10% of total revenue) widened to 20% y-o-y from 17% in 1Q14 due to mobile users’ penchant for free WiFi when travelling abroad, although M1 believes the decline has bottomed out. Mobile revenue. We believe M1 continued to gain revenue market share in 2Q14. Its mobile revenue grew 3% q-o-q (+4.1% y-o-y in 1HFY14), the strongest sequential expansion in three quarters as more tiered data customers are exceeding their data caps. Nonetheless, its prepaid subs base fell 12% q-o-q from the clampdown on prepaid starter pack ownership from 10 cards to three (which took effect on 1 April). The impact, however, did not affect its prepaid revenue (+7% q-o-q), due to the low base of service credits on expired cards in 1Q14. More on tiered plans. Management said that 58% of its postpaid subs have switched to tiered (4G) data plans. Of these, 20% are consuming in excess of their data caps. The average data consumption of tiered data customers has risen to 2.8 gigabytes (GB)/month vs 2.3GB/month a quarter ago. TP rises to SGD4.30. We maintain our forecasts but raise our DCFbased TP after lowering our WACC assumption to 7% (vs 8% previously) to factor in improved mobile traction and lower competitive risks. M1 stays as one of our top regional telco picks.



Forecasts and Valuations



Dec-11



Dec-12



Dec-13



Dec-14F



Dec-15F



1,065



1,077



1,008



1,091



1,178



Reported net profit (SGDm)



164



147



160



175



198



Recurring net profit (SGDm)



164



147



160



175



198



Recurring net profit growth (%)



4.5



(10.7)



9.3



9.4



12.7



Total turnover (SGDm)



Recurring EPS (SGD)



0.18



0.16



0.18



0.19



0.22



Singapore Research, +65 6533 0781



DPS (SGD)



0.15



0.15



0.21



0.21



0.21



[email protected]



Recurring P/E (x)



20.0



22.5



20.6



18.8



16.7



P/B (x)



10.2



9.5



8.3



8.7



8.5



P/CF (x)



11.5



12.0



10.2



11.4



10.7 5.7



Dividend Yield (%)



4.0



4.0



5.7



5.7



EV/EBITDA (x)



11.1



11.9



10.9



10.3



9.4



Return on average equity (%)



52.5



43.7



43.1



45.3



51.6



Net debt to equity (%)



90.3



74.6



49.4



63.2



55.5



1.7



8.8



Our vs consensus EPS (adjusted) (%)



Source: Company data, OSK-DMG estimates



See important disclosures at the end of this report
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M1 (M1 SP) 22 July 2014 Figure 1: Results review FYE Dec (SGDm)



2QFY13



1QFY14



2QFY14



q-o-q (%)



y-o-y (%)



FY13



FY14



y-o-y (%)



Revenue



244.5



240.2



239.7



(0.2)



(2.0)



487.5



479.9



(1.6)



Mainly due to lower handset sales volume



Service revenue



207.3



203.9



209.0



2.5



0.8



407.0



412.9



1.4



Stronger mobile seasonally soft 1Q14



Lower SAC and handset sales



EBITDA



76.9



81.4



83.3



2.3



8.3



156.0



164.7



5.6



Depreciation



(27.9)



(27.1)



(28.0)



3.3



0.4



(55.1)



(55.1)



0.0



1.8



12.9



100.9



109.6



8.6



38.3



39.9



EBIT



49.0



54.3



55.3



EBITDA Margin (%)



37.1



39.9



39.9



Interest expense



(1.2)



(1.0)



(1.0)



0.0



(16.7)



(2.5)



(2.0)



(20.0)



Interest income



0.0



0.0



0.0



-



-



0.0



0.0



-



Associates



0.0



0.0



0.0



-



-



0.0



0.0



-



EI/Others



0.0



0.0



(0.1)



-



-



0.0



(0.1)



-



Pretax profit



47.8



53.3



54.2



1.7



13.4



98.4



107.5



9.2



Pretax Margin (%)



19.6



22.2



22.6



20.2



22.4



Tax



(8.6)



(10.5)



(10.3)



(18.0)



(19.7)



(19.0)



0.0



0.0



0.0



-



Net Profit



39.2



42.8



43.9



Core Profit



39.2



42.8



44.0



Net Margin (%)



16.0



17.8



18.4



Effective tax rate (%) Minority Interest



(1.9)



19.8



Comments



revenue



from



Lower SAC and handset sales



(18.0)



(20.8)



(18.3)



(19.3)



15.6



-



0.0



0.0



-



2.6



12.0



80.4



86.7



7.8



2.8



12.2



80.4



86.8



8.0



16.5



18.1



In line with RHB forecasts.



and consensus



Source: Company data, OSK-DMG estimates



Other Highlights From The Results Call Fiber broadband growth slows further. M1 added 4k fiber broadband subs in 2Q14, down from 5k in 1Q14 and 7k in 2Q13. Despite the slowing subs growth and concerns that the market for fiber may be reaching a saturation point, management believes there is still considerable upside when benchmarked against more advanced economies. We believe the incentives announced by the Government during Budget 2014 in the form of: i) rebates to small- and medium-sized enterprises (SMEs) on fiber subscription, and ii) a subsidy of up to SGD200k for the cost of new in-building infrastructure, will drive demand for fiber broadband in 2H2014. Content cross-carriage. M1’s pay-tv customers have exceeded 10,000, a key threshold to qualify for content sharing. We gather that it is in the process of fulfilling other conditions for content carriage before approval is granted – with the entire process taking several months. We expect M1’s ability to bundle its services to improve significantly with cross-carriage, as it would have access to exclusive and iconic content without having to spend aggressively.



See important disclosures at the end of this report
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M1 (M1 SP) 22 July 2014



Figure 2: Results Review Table FYE Dec (SGDm)



2QFY13



1QFY14



2QFY14



q-o-q (%)



y-o-y (%)



FY13



FY14



y-o-y (%) Comments



Mobile services



162.4



163.8



167.9



2.5



3.4



318.7



331.7



4.1



Higher tiered data usage



International call services



29.6



24.1



23.7



(1.7)



(19.9)



58.6



47.8



(18.4)



Structural decline in roaming revenue but appears to have bottomed out



Fixed services



15.3



16.1



17.4



8.1



13.7



29.6



33.5



13.2



Stable ARPU and fiber add of 4k in 2Q14



Total service revenue



207.3



204.0



209.0



2.5



0.8



406.9



413.0



1.5



Handset sales



37.2



36.2



30.7



(15.2)



(17.5)



80.6



66.9



(17.0)



Total revenue



244.5



240.2



239.7



(0.2)



(2.0)



487.5



479.9



(1.6)



Mobile services



66%



68%



70%



1.9



3.6



65%



69%



3.7



International call services



12%



10%



10%



(0.1)



(2.2)



12%



10%



(2.1)



Lower sales volume in the absence of major launches



% of service revenue



Fixed services



6%



7%



7%



0.6



1.0



6%



7%



0.9



Handset sales



15%



15%



13%



(2.3)



(2.4)



17%



14%



(2.6)



Prepaid subs (000s)



985.0



966.0



855.0



(11.5)



(13.2)



985.0



855.0



Postpaid subs (000s)



1,116.0



1,138.0



1,148.0



0.9



2.9



1,116.0



1,148.0



4G/LTE subs (000s)



307.0



615.0



620.0



0.8



102.0



307.0



620.0



Fiber subs (000s)



67.0



90.0



94.0



4.4



40.3



67.0



94.0



Postpaid ARPU (SGD)



62.3



62.3



62.3



0.0



0.0



62.3



62.3



0.0



Revenue generating base. Low base in 1Q14 from service credits on expired cards



Postpaid ARPU (SGD)- Adjusted



53.6



55.1



55.5



0.7



3.5



53.6



55.5



3.5



Higher proportion of customers exceeding their bundled data cap



Data plans (SGD)



21.3



19.5



19.7



1.0



(7.5)



21.3



19.7



(7.5)



Prepaid ARPU (SGD)



15.6



12.6



13.7



8.7



(12.2)



15.6



13.7



(12.2)



Prepaid MOU (mins)



321.0



294.0



307.0



4.4



(4.4)



321.0



307.0



(4.4)



Postpaid MOU (mins)



316.0



273.0



274.0



0.4



(13.3)



316.0



274.0



(13.3)



Data as a % of mobile revenue



41.2%



45.1%



46.1%



2.2



11.9



41.2%



46.1%



11.9



SAC - postpaid customer (SGD)



332.0



309.0



268.0



(13.3)



(19.3)



332.0



268.0



(19.3)



Government clampdown on SIM cards effective 1 April 58% of postpaid subs on tiered plans



Slower growth



Shared data plans do not qualify for handset rebates



Source: Company data, OSK-DMG estimates



See important disclosures at the end of this report



3



M1 (M1 SP) 22 July 2014 Figure 3: Historical financial information (SGDm)



3Q12



4Q12



1Q13



2Q13



3Q13



4Q13



1Q14



2Q14



Revenue



254.6



327.5



243.0



244.5



241.8



278.6



240.2



239.7



9.6



28.6



-25.8



0.6



-1.1



15.2



-13.8



-0.2



5.3



-5.0



-14.9



-1.2



-2.0 209.0



Growth q-o-q (%) Growth y-o-y (%) Service revenue Growth q-o-q (%)



195.3



194.2



199.6



207.3



205.9



207.0



204.0



2.6



-0.6



2.8



3.9



-0.7



0.5



-1.4



2.5



8.9



5.4



6.6



2.2



0.8



Growth y-o-y (%) EBITDA



70.0



80.9



79.0



76.7



77.5



79.0



81.5



83.3



Service EBITDA margin



35.8%



41.7%



39.6%



37.0%



37.6%



38.2%



40.0%



39.9%



Depreciation



(28.3)



(29.7)



(27.2)



(27.9)



(29.0)



(31.0)



(27.1)



(28.0)



EBIT



41.7



51.2



51.8



48.8



48.5



48.0



54.4



55.3



16.4%



15.6%



21.3%



20.0%



20.1%



17.2%



22.6%



23.1%



Net Interest Expense



(1.4)



(1.3)



(1.3)



(1.2)



(1.0)



(1.0)



(1.0)



(1.0)



EI/Others



0.0



0.0



0.0



0.0



0.0



0.0



0.0



0.0



Pre-tax profit



40.3



49.7



50.4



47.8



47.5



47.1



53.3



54.2



Pre-tax margin



15.8%



15.2%



20.7%



19.6%



19.6%



16.9%



22.2%



22.6%



EBIT margin



Tax



(7.2)



(11.8)



(9.4)



(8.6)



(8.0)



(6.5)



(10.5)



(10.3)



17.9%



23.7%



18.7%



18.0%



16.8%



13.8%



19.7%



19.0%



0.0



0.0



0.0



0.0



0.0



0.0



0.0



0.0



Net profit



33.1



37.9



41.0



39.2



39.5



40.6



42.8



43.9



Core profit



32.1



37.9



40.9



39.2



39.5



40.6



42.8



44.0



11.6%



16.9%



16.0%



16.3%



14.6%



17.8%



18.3%



Effective tax rate (%) Minority Interest



Net margin (%) 13.0% Source: Company data, OSK-DMG estimates



Figure 4: M1’s next generation network (NGN) fiber customers 100



60



90 50



80 70



Title: Source:



Please fill in the values above to have



40



60



50



30



40 20



30 20



10



10 -



-



NGN Fiber customers (000s)



Net-adds



Blended rmonthly ARPU (SGD)



Source: OSK-DMG estimates
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M1 (M1 SP) 22 July 2014 Figure 5: EBIT margin trend



40%



35% 30% 25% 20% 15%



10% 5% 0%



Source: OSK-DMG estimates



Figure 6: Key assumptions Key Assumptions



FY14



FY15



Service revenue growth



8.2%



8.0%



Subscriber growth



7.1%



6.6%



130



90



Capex (SGDm) Source: OSK-DMG estimates
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5



M1 (M1 SP) 22 July 2014



Financial Exhibits Profit & Loss (SGDm) Total turnover



Dec-11



Dec-12



Dec-13



Dec-14F



Dec-15F



1,065



1,077



1,008



1,091



1,178



Cost of sales



(126)



(130)



(140)



(153)



Gross profit



939



947



868



938



Gen & admin expenses



(55)



(54)



(49)



(53)



Selling expenses



(27)



(22)



(25)



(25)



(26)



(656)



(682)



(599)



(646)



(695)



Operating profit



202



188



196



214



240



Operating EBITDA



309



288



310



331



361



Depreciation of fixed assets



(96)



(99)



(114)



(118)



(121)



Other operating costs



(159) 1,019 (57)



Amortisation of intangible assets



(11)



-



-



-



-



Operating EBIT



202



188



196



214



240



Interest income



2



1



2



2



2



Interest expense



(6)



(6)



(5)



(5)



(5)



Pre-tax profit



197



184



193



211



Taxation



(33)



(37)



(33)



(35)



237 (40)



Profit after tax & minorities



164



147



160



175



198



Reported net profit



164



147



160



175



198



Recurring net profit



164



147



160



175



198



Source: Company data, OSK-DMG estimates



Cash flow (SGDm)



Dec-11



Dec-12



Dec-13



Dec-14F



Dec-15F



Operating profit



202



188



196



214



240



Depreciation & amortisation



107



99



114



118



121



Change in working capital



13



6



23



(2)



Other operating cash flow



(1)



18



23



(5)



312



355



Operating cash flow



321



325



(7) (5) 349



Tax paid



(35)



(37)



(33)



(35)



(40)



Cash flow from operations



286



275



322



289



309



(103)



(123)



(125)



(130)



(90)



Capex Other new investments



1



Other investing cash flow



1



1



-



-



-



-



-



-



Cash flow from investing activities



(102)



(122)



(125)



(130)



(90)



Dividends paid



(161)



(132)



(133)



(189)



(189)



Proceeds from issue of shares



15



130



3



-



-



Increase in debt



(13)



(152)



(25)



-



-



Other financing cash flow



(22)



-



(15)



(5)



(204)



(194)



Cash flow from financing activities



(181)



(154)



(155)



Cash at beginning of period



9



12



12



55



10



Total cash generated



3



(0)



43



(44)



25



12



12



55



10



35



Implied cash at end of period Source: Company data, OSK-DMG estimates



See important disclosures at the end of this report
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M1 (M1 SP) 22 July 2014



Financial Exhibits Balance Sheet (SGDm)



Dec-11



Dec-12



Dec-13



Dec-14F



Dec-15F



Total cash and equivalents



12



12



55



10



35



Inventories



36



33



29



39



40



188



180



145



185



200



Accounts receivable Other current assets



24



21



21



21



21



Total current assets



261



246



249



255



297



Total investments



13



13



14



14



14



607



630



649



667



641



Intangible assets



97



86



74



74



74



Total other assets



1



1



0



0



0



Total non-current assets



718



729



737



755



729



Total assets



979



975



987



1,010



1,026



53



272



-



-



-



196



188



181



220



229



Tangible fixed assets



Short-term debt Accounts payable Other current liabilities



61



65



54



54



54



Total current liabilities



311



524



235



274



283



Total long-term debt



250



-



250



250



250



95



103



107



107



107



Total non-current liabilities



345



103



357



357



357



Total liabilities



656



627



592



631



640



Share capital



145



156



180



180



180



Retained earnings reserve



172



187



215



200



207



6



6



-



-



-



Shareholders' equity



323



348



395



380



386



Total equity



323



348



395



380



386



Total liabilities & equity



979



975



987



1,010



1,026



Dec-15F



Other liabilities



Other reserves



Source: Company data, OSK-DMG estimates



Key Ratios (SGD)



Dec-11



Dec-12



Dec-13



Dec-14F



Revenue growth (%)



8.8



1.1



(6.4)



8.2



8.0



Operating profit growth (%)



3.9



(6.6)



3.9



9.2



12.5



Net profit growth (%)



4.5



(10.7)



9.3



9.4



12.7



EPS growth (%)



3.7



(11.1)



9.3



9.4



12.7



Bv per share growth (%)



5.4



8.0



13.4



(3.9)



1.8



Operating margin (%)



18.9



17.5



19.4



19.6



20.4



Net profit margin (%)



15.4



13.6



15.9



16.1



16.8



Return on average assets (%)



17.2



15.0



16.3



17.6



19.4



Return on average equity (%)



52.5



43.7



43.1



45.3



51.6



Net debt to equity (%)



90.3



74.6



49.4



63.2



55.5



DPS



0.15



0.15



0.21



0.21



0.21



Recurrent cash flow per share



0.32



0.30



0.36



0.32



0.34



Source: Company data, OSK-DMG estimates
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M1 (M1 SP) 22 July 2014



SWOT Analysis  M1 is the strongest beneficiary of the NGN



 A challenger brand in the market offering good value propositions



network as it has no legacy revenue to cannibalise and stands to gain from an additional revenue stream



 Competition from larger peers which have stronger quadruple play offerings



 Strong parent and shareholder in Axiata Group



 Stiff mobile competition due to high customer acquisition cost



 New revenue streams from the NGN  Better data monetization opportunities with long-term evolution (LTE)



 Structural pressure on roaming revenue  Aggressive handset subsidies crimp margins



P/E (x) vs EPS growth



P/BV (x) vs ROAE



3%



10



-3%



P/E (x) (lhs)



Jan-15



Jan-14



-15%



Jan-13



0



Jan-12



-9%



Jan-11



5



EPS growth (rhs)



Source: Company data, OSK-DMG estimates



50%



8



40%



6



30%



4



20%



2



10%



0



0%



P/B (x) (lhs)



Jan-15



15



10



Jan-14



9%



60%



Jan-13



20



12



Jan-12



15%



Jan-11



25



Return on average equity (rhs)



Source: Company data, OSK-DMG estimates



Company Profile M1 is the smallest mobile operator in Singapore.



See important disclosures at the end of this report
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Recommendation Chart Price Close 3.65



3.25



2.70



2.66



2.80



2.55



3.40



2.85



2.30



Recommendations & Target Price



na



3.90



2.90 2.40



1.90 Buy 1.40 Jul-09



Neutral



Sell



Oct-10



Trading Buy



Feb-12



Take Profit



Not Rated



May-13



Source: OSK-DMG estimates, Bloomberg Date



Recommendation



2014-04-15
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