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Redtone Digital Bhd 
Last Price: RM0.49 
 Rating Fair Value 

Beneficiary of 5G and JENDELA Kenanga Trading Buy RM0.61 
Consensus N.A. N.A. 

By Lim Khai Xhiang I limkx@kenanga.com.my 
 
INVESTMENT MERIT 

Redtone, a provider of telco services and managed telco 
network services, is poised to benefit from: (i) potential wins 
from the RM4.6b JENDELA tender, (ii) engineering and 
maintenance jobs from the 5G rollout, and (iii) 5G-enabled 
connectivity and digital services. Having previously won 25%-
70% of large-scale government contracts, Redtone is well 
positioned to win some of the RM4.6b JENDELA tender, in our 
view. We call for a “Trading Buy” with a fair value of RM0.61. Its 
current forward PER of 13x makes it a cheaper play on 
JENDELA and Malaysia’s 5G rollout, compared to the 20~35x 
PER of the traditional telcos. Our FY22E DPS of 1.8 sen also 
implies a decent yield of 3.7%. 
Potential beneficiary of JENDELA Phase 1 tender. Redtone has 
tendered for all RM4.6b worth of contracts in the JENDELA Phase 1 tender, 
(winners to be announced in next 4 weeks). Historically, Redtone has won 
25%-70% of large-scale government contracts, with MCMC’s 2017 Time-3 
being the latest one. Although historically, the Group’s gross margin has 
been around 40%, any large-scale project will likely bring lower gross 
margins, potentially around 20%. However, the sheer size of the large-scale 
projects should still bring material EPS enhancement. Our modelling shows 
that in the scenarios where Redtone wins 10/25/50/70% of the contracts 
worth RM4.6b, they will have EPS enhancements of 22/56/112/157% from 
FY21 CNP, assuming any incremental revenue is spread across five years. 
5G a near- and long-term catalyst. Redtone’s MTNS will benefit from 
Malaysia’s 5G rollout and continue driving growth regardless of whether it 
wins any JENDELA tenders. As 5G networks require a greater number of 
sites, Redtone should benefit from more engineering and maintenance jobs 
from Malaysia’s 5G rollout, which Digital Nasional Berhad (DNB) has tasked 
Ericsson to do. We gathered that Redtone is currently in discussions with 
Ericsson, with whom Redtone has previously worked with to roll out 4G 
networks. Thus, we wouldn’t be surprised if Redtone wins jobs from 
Ericsson for the 5G network rollout. Management has also indicated that 
they have sufficient in-house resources to fulfil both JENDELA and 5G 
related jobs. When the 5G network is available, Redtone’s telco services as 
well as its Industry Digital Services (IDS) will benefit as they can offer 5G-
enabled services. The former will be able to tap on the network to offer 
enterprise customers 5G connectivity services, such as 5G FWA. The latter, 
which currently offers data centre and cloud, virtual reality, e-Health, and 
smart farming services, could also leverage on 5G’s low-latency capabilities 
to offer new or enhanced services.  
“Trading Buy” with a FV of RM0.61 on 16x PER to its FY22E EPS of 3.80 
sen. Note that our earnings estimate doesn’t include earnings contributions 
from the JENDELA Phase 1 tender, and thus any wins from the tender 
presents room for upside surprise. The 16x PER is at +2SD of its 3-years 
historical average of 11.3x and comparable to the 17x PER we have 
ascribed its closest peer OCK. We believe that Redtone deserves the 
valuation premium given the numerous catalysts behind its business 
segments and its earnings growth of 20%/13% in FY22/FY23. Its current 
forward PER of 13x makes it a cheaper play to gain exposure to JENDELA 
and 5G relative to the traditional telcos, with PER ranging from 20x to 35x. 
While telco infrastructure players’ stocks have risen in recent days in 
anticipation of the announcement of the JENDELA tender winners in the 
coming four weeks, we are calling a “Trading Buy” and advocate 
investors/traders to accumulate on weakness, as Redtone’s potential 
JENDELA tender wins could continue fuelling excitement in the stock.   

 

 

Stock Information 
Shariah Status No 
Stock Name REDTONE DIGITAL BHD 
CAT Code 0032 
Industry Telecommunications 
Industry Sub-sector Telecom Services 
YTD stock price chg 36.11% 
Market Cap (RM m) 378.75 
Issued shares (m) 772.95 
52-week range (Hi) 0.52 
52-week range (Low) 0.295 
3-mth avg daily vol:                          1,164,408  
Free Float 30.5% 
Beta                                    1.11  
Altman’s Z-score 4.02 
 
Major Shareholders 
Berjaya Corp Bhd 52.4% 
Johor Dymm Sultan Ibrahim 17.3% 
Fung Choo Yeh 1.3% 

 
Financials 
FYJune (RM m)  2021A   2022E  2023E  
Revenue 177.1 193.5 219.0 
EBITDA 48.3 52.2 59.1 
PBT  39.9 41.6 47.2 
Net Profit 26.0 29.6 33.6 
Core Net Profit  24.6 29.6 33.6 
CNP Growth (%) -21% 20% 13% 
EPS (sen) 3.2 3.8 4.3 
BV/Share (RM)     0.24      0.26     0.28  
PER (x) 15.4 12.8 11.3 
P/BV (x)      2.07      1.91     1.74  
Net Gearing (x)  N. Cash   N. Cash   N. Cash  

DPS (sen) 1.8 1.8 1.8 
Div Yield (%) 3.7 3.7 3.7 
    
Quarterly Financial 
Data (RM’m) 2Q21 3Q21 4Q21 
Revenue    40.1      44.2      56.6  
EBITDA     11.5      11.9      15.1  
PBT/(LBT) 9.5        9.6      12.9  
Core PATAMI       7.1       6.1        7.1  
Core EPS (sen)       0.9        0.8        0.9  
Revenue Growth (QoQ)  11%  10% 28% 
Core EPS growth (QoQ)  26% -14% 16% 
    

Peers Comparisons 
PER 

(FY22E) 
Div. Yld 

(%) 
Mkt Cap 

(RM’m) 
OCK 14.1 0 511 
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Business Segments & Outlook 

Telecommunications Services 
In this segment, Redtone services the government, enterprises and SMEs, by providing broadband and voice connectivity 
services. The revenues from this segment are relatively recurring and stable, given the essential nature of connectivity. That 
said, the segment was adversely affected by the Covid-19 induced lockdowns, as the work-from-home trend meant that 
many enterprises no longer needed voice/broadband connectivity in offices, especially the customers in the hospitality and 
leisure industries. It’s worth noting that there are no cash collection concerns, as (i) Redtone serves thousands of customers 
in this segment, spreading out any collection risks, and (ii) the services are provided on a subscription-based model, 
therefore any non-payment will result in a termination of the service provided. While this segment ranks second (behind 
MTNS) in terms of revenue contribution, it is the most profitable with operating margins ranging from 36% to 41% over the 
last three financial years, and thus makes up a sizeable chunk of its operating profit (62%~86% over the last 3 financial 
years). Moving forward, we expect this trend to continue as the margin for this segment should remain stable. The key 
catalysts driving this segment include: (i) 5G-enabled services and (ii) recovery in Covid-hit sectors such as hospitality and 
leisure.  

Managed Telco Network Services (MTNS) 
In this segment, Redtone provides engineering of telco infrastructure, and maintenance and support services. This segment 
stands to benefit from both JENDELA and Malaysia’s 5G rollout. The higher number of sites for the 5G network bodes well 
for Redtone as it benefits from more engineering works (in the installation of infrastructure for the 5G network), as well as 
more recurring revenues from the maintenance and support services. We gathered that Redtone is currently in discussions 
with Ericsson regarding the 5G rollout. Having worked with Ericsson to roll out 4G, we believe that Redtone should be able 
to secure 5G rollout jobs from Ericsson. Importantly, management has indicated that they have sufficient in-house resources 
to fulfil the JENDELA and 5G jobs. In the unlikely event that Redtone does not get any additional jobs for JENDELA and 5G, 
its current order-book of RM130m should be able to support its MTNS revenues for over the next two years. In terms of 
profitability, this segment has an operating margin ranging from the mid to high teens, ranking this segment second in terms 
of profit contribution within the group. Key catalysts driving this segment include: (i) JENDELA tender wins, (ii) 5G rollout jobs, 
(iii) 5G site maintenance jobs.  

Industry Digital Services (IDS) 
We gathered from management that this is a complementary segment to its core business of telco services, as these are 
value-added services that customers can use in addition to Redtone’s connectivity services. For example, Redtone provides 
Cloud, Data Centre, VR, IoT (namely smart farming), and e-Healthcare services. Currently, this segment contributes only 2% 
to Redtone’s total revenue. Due to the complementary nature of this segment, we believe that this segment will likely grow in 
tandem with its telco services. Unlike the previous two segments, IDS has always been loss-making (on the operating level), 
as its staff and marketing costs have been weighing on its profitability. Even though its operating losses have been shrinking 
over the years (RM4.9m loss in FY18 vs. RM2.6m loss in FY21), we believe that this segment will likely continue to be loss 
making in the near-future, until the segment has reached a required level of scale to be profitable. Key catalysts driving this 
segment include: adoption of Cloud and data centre services.  

JENDELA Phase 1 Tender 
The Jalinan Digital Negara (JENDELA) plan is a government initiative aiming to enhance national digital connectivity and to 
prepare Malaysia for the 5G world. Phase 1 began in 2020 and will end in 2022, with its main goals being: (i) increase 4G 
coverage from 91.8% to 96.9%, (ii) increase mobile broadband speed from 25 Mbps to 35 Mbps, (iii) 83% premises 
nationwide to have access to gigabit speed of fixed broadband, and (iv) 3G sunset, upgrade of 4G and fiberisation. Phase 2 
will likely begin in 2023 and targeted to end in 2025, with its main goals being: (i) 100% 4G coverage, (ii) 100 Mbps mobile 
speed, and (iii) full 5G deployment. The first phase of the JENDELA tender will cover the construction and setting up of 1,661 
sites, which is more than 3x from the 500 sites planned for NFCP 2. The greater number of sites was driven by the need to 
expedite the resolution of Malaysia’s digital divide and to ensure a prompt 5G network rollout.  
 
JENDELA Phase 1 is split into two parts, where the RM4.6b funding will be divided into 30% and 70% into Parts 1 and 2, 
respectively. Part 1 involves site acquisition and the installation of towers, and any interested licensee for Part 1 is required 
to hold a valid Network Facilities Provider (NFP) license. Part 2 involves the installation of network equipment, and requires 
the infrastructure provider to ensure interoperability with telcos’ networks to provide capacity for 2G and 4G services. Any 
interested licensee for Part 2 is required to hold both valid NFP and Network Services Provider (NSP) licenses. The nature of 
the licensing requirements makes Part 1 a more crowded and competitive space than Part 2. Redtone has both NFP and 
NSP licenses and is therefore eligible for both parts of the tender.  While the winners of the tender were initially meant to be 
announced sometime in July/August, there has been a delay. That said, the Minister of Communications and Multimedia 
recently signalled that the winners will be announced over the next four weeks.   
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Cash-rich and cash generative business 
Redtone has always had a healthy balance sheet, as it has been in a net cash position over the last five years, with its latest 
net cash position of RM83.6m continuing this healthy trend. Its latest cash balance of RM92.5m (or cash per share of 
RM0.12) also makes up a noteworthy 24% of its market cap. As a business with minimal capex requirements, shown by its 
annual capex intensity of <1%, along with annual capex of <RM2m, Redtone is able to retain much of its operating cash 
flows as free cash flow. Its operating cash flow has also been healthy, with OCF margin ranging from 13% to 32% in recent 
years (comparable to those of the large Telcos (Big 3 and TM), whose OCF margins range from 20~40%). We believe that the 
cash-generative nature of the business could potentially put the Group in a position to raise its dividends in the future (note 
that Redtone does not have a dividend policy but has consistently paid out 1.8 sen DPS each in FY20 and FY21).  

 
Earnings Profile 
 
FYE June (RM m) FY19A* FY20A FY21A FY22E FY23E 
      

Revenue      211.4         177.9         177.1       193.5       219.0  
EBITDA         43.5           56.4           48.3         52.2         59.1  
Depreciation & Amortization          (5.4)           (9.0)           (8.8)         (9.7)       (11.0) 
Operating Profit         38.2           47.4           39.5         42.6         48.2  
Interest Expense          (1.1)           (1.5)           (1.0)         (1.0)         (1.0) 
Share of JV Results           (0.9)           (1.5)              -               -               -    
Other Non-operating Gain/(Loss)           (2.5)         (24.7)            1.4             -               -    
PBT         33.6           19.7           39.9         41.6         47.2  
Taxation        (11.6)         (11.0)         (11.4)       (10.4)       (11.8) 
PAT         22.0             8.7           28.5         31.2         35.4  
MI          (0.5)            2.1            2.5           1.6           1.8  
Core PATAMI         23.0           31.3           24.6         29.6         33.6  
 
Note: The above earnings estimates do not include additional earnings from the JENDELA Tender Phase 1 wins. Any incremental earnings 
from the tender wins present upside opportunities to the earnings estimates.  
 
* Due to the change in fiscal period, FY19 spans from 1 May 2018 to 30 June 2019. 
 
Scenario Analysis  
% win scenarios 10% 25% 50% 75% 
     

Total revenue 460.0 1,150.0 2,300.0 3,220.0 
Incremental revenue per annum 92.0 230.0 460.0 644.0 
Incremental net profit per annum 5.5 13.8 27.6 38.6 
EPS enhancement relative to FY21A EPS 22% 56% 112% 157% 
 
Note: In reality, different types of jobs will have different tenures and may not be evenly spread across the tenures. However, for the purpose 
of modelling the tender wins’ potential EPS enhancement, we have distributed any incremental revenue evenly across 5-years.  

 

Valuation 

3-year mean forward PER of 11.3x. Even though 
Redtone has been trading at a 3-year average of 11.3x 
PER, we believe that it deserves a PER of 16x (+2SD) 
given the numerous catalysts behind its business 
segments. For comparison, its closest peer OCK has a 
3-year historical average of 17.6x PER. Currently, 
Redtone trades at a forward PER of 12.8x, close to 
+0.5SD of its 3-year mean. By applying our ascribed 
forward PER of 16x on its FY22E EPS of 3.8 sen, we 
derive at a fair value of RM0.61.  
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Key takeaways 

• We believe Redtone is poised to benefit from the JENDELA Phase 1 contract wins and from Malaysia’s 5G network 
rollout. Both catalysts should provide its MTNS segment a boost.  

• Malaysia’s forthcoming 5G network presents long-term opportunities for Redtone’s Telco Services and MTNS 
segments, as the former benefits from new 5G-enabled services, and the latter benefits from the network rollout, as 
well as more maintenance and operations revenues.  

• The immediate catalyst would be the announcement of JENDELA Phase 1 tender winners, slated to be announced 
sometime in the next four weeks. We believe Redtone has a good chance of winning at least some of the tender, given 
its previous track record of winning 25-70% of large-scale infrastructure tenders.  

• We value the stock at RM0.61 by ascribing 16x PER (+2SD of its 3-year mean) on FY22E EPS of 3.8 sen, given the near-
term and long-term catalysts that will drive growth for Redtone. 

 

Daily Charting – Redtone Digital Berhad  

 

 

Comment: The stock has been forming a series of higher 
lows since November 2020. In March this year, the stock 
broke above the 125-day SMA and has remained above 
ever since, with the most recent lows finding support along 
the dynamic support line. The MACD indicator also shows 
that the upward momentum is still intact, while the Heikin 
Ashi candles show that the uptrend is gaining steam. Based 
on the above, we believe the stock may continue moving 
higher and potential test the resistance levels of RM0.56 
(R1) and RM0.60 (R2). Conversely, downside support can 
be found at RM0.43 (S1) and RM0.40 (S2). 
 

 

About the stock: 
Name : Redtone Digital Berhad 
Bursa Code : REDTONE 
CAT Code : 0032 
 
Key Support & Resistance level 
Resistance  : RM0.56 (R1) RM0.60 (R2)  
Support : RM0.43 (S1) RM0.40 (S2)  
Outlook : Positive 

Source: Kenanga Research 
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CORPORATE STRUCTURE BUSINESS OVERVIEW 

 

Redtone was incorporated in 1996 and listed on the ACE 
market in 2004, and has been a subsidiary of Berjaya Corp 
since May 2015. The company provides telco services to 
enterprises, such as voice and broadband connectivity, 
engineering, maintenance and operations services for telco 
infrastructure, and industry digital services.  

BUSINESS SEGMENTS 
1. Telco Services 
2. Managed Telco Network Services 
3. Industry Digital Services 
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This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not 
make any representations as to its accuracy or completeness.   Any recommendation contained in this document does not have regard to 
the specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This 
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. 
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this 
document or any solicitations of an offer to buy or sell any securities.  Kenanga Investment Bank Berhad and its associates, their directors, 
and/or employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market 
or otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies. 
 

Published and printed by: 
 
KENANGA INVESTMENT BANK BERHAD (15678-H) 
Level 12, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia  
Telephone: (603) 2172 0880   Website: www.kenanga.com.my   E-mail: research@kenanga.com.my  


