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Telecommunications OVERWEIGHT
So Far So Good and Can Only Get Better <>

By Ahmad Ramzani Ramli | ahmadramzani@kenanga.com.my

We maintain OVERWEIGHT on the sector. Despite the significant outperformance in 1HCY23,
valuations of key players are still noticeably below levels prior to the selloff triggered by the
introduction of the Single Wholesale Network (SWN) model for the 5G roll-out in Malaysia in late-
CY21. We see room for upwards valuation re-rating as the plan for a second 5G network firms up
under the new market-driven Dual Network model. Also, backed by the break-neck speed of
technological advancement in telecommunications resulting in faster speed and wider coverage
but at cheaper cost, the demand for broadband Internet and mobile communications will continue
to rise regardless of economic cycles. Our sector top picks remain CDB (OP; TP: RM5.15) and
MAXIS (OP; TP: RM5.30).

We hold the view that the sector’s fundamentals have improved significantly following the government’s decision to abandon
the monopolistic SWN model for the 5G roll-out, replacing it with a more market-driven Dual Network model which is very likely
to resultin lower 5G access charges. Despite their strong share price performance YTD, most telcos under our coverage universe
are still trading at a steep discount to their historical average EV/EBITDA. CDB and MAXIS currently trade at 10x-11x forward
EV/EBITDA vs. 12x-15x historically. Similarly, TM (OP; TP: RM6.23) currently trades at 4x-5x forward EV/EBITDA vs. 6x-8x
historically (see Exhibit 1).

Exhibit 1: Historical and Forecast 1-Year Forward EV/EBITDA of Key Players (x)
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We see room for valuations to re-rate upwards further as the plan for a second 5G network firms up under the new market-driven
Dual Network model. Also, backed by the break-neck speed of technological advancement in telecommunications resulting in
faster speed and wider coverage but at cheaper cost, the demand for broadband Internet and mobile communications will continue
to rise regardless of economic cycles.

The last few years have seen an unwavering commitment to build a robust digital infrastructure that is vital to Malaysia’s digital
transformation and the push for Industry Revolution 4.0. Under JENDELA, the digital transformation includes bridging the digital
divide for rural, urban and B40 communities. At the same time, vital facilities are built, skills training enhanced in the hope
everyone will have the opportunity to flourish in the digital economy.

Seamless and efficient network connectivity has evolved into a necessity of modern life given increased digitalization in
business and everyday life. Technological advancement in telecommunications can lower the cost of doing business, as well
as enabling families and individuals to enjoy cheaper entertainment in the comfort of their homes. According to the
government’s projection, a digital economy with adoption of e-commerce amongst MSME (medium and small micro-
entrepreneurs) can result in a 30% uplift in productivity. By 2025, Malaysia’s digital economy is expected to contribute 23% to
the GDP and create half a million jobs.
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Our view of resilient earnings coming from a robust demand remains intact. Demand for connectivity will be supported by a
rising population, wider and better coverage, and affordability in pricing. Thank to competitive pricing, widening coverage and
expeditious technology, both mobile and broadband has seen consistent low to mid-single digit growth in subscribers, since
2018. The importance of connectivity saw internet traffic increased by 30-70% during the pandemic with residential internet
traffic in residential areas up by 50%. At present Malaysians have access to average mobile broadband speed of 116 Mbps
with 7.7m premises enjoying access to fibre connectivity. JENDELA 2 is expected to see up to 9m premises enjoying fibre
connectivity with a consistent internet speed of 116 Mbps (above JENDELA's original target of 100 Mbps in Phase 2). Network
related complaints are down by 68% in 2022 as consumers enjoy better and improved experience. An independent consultant
rated CDB top in overall speed, consistency and consumer experience. Meanwhile, MAXIS led in video experience and stayed
in the top three in terms of upload speed, availability and consistency. Following the introduction of the Unity package and
revision to the MSAP recently, consumers can enjoy attractive prices for their telecommunication needs, while telcos benefit
from higher subscriptions.

Our sector top picks are CDB (OP; TP: RM5.15) and MAXIS (OP; TP: RM5.30).

We like CDB for the following reasons: (i) it is the market leader in the mobile market with a combined market share of 42%, (ii)
it offers the best of both worlds - Celcom’s wide network and DIGI’s niche in urban areas (Celcom’s 4G and 4G+ cover 96%
and 90% of the population, while DIGI’s 4G and 4G+ are at 95% and 80%, respectively), (iii) its competitive pricing and attractive
bundling to attract migrant, domestic customers and the B40, (iv) superior EBITDA margins of both DIGI and Celcom of 48%
which is above the industry average of 44%, and (v) the roll-out of 5G will boost subscribers given MAXIS’s absence in this space
currently.

We are positive on MAXIS given: (i) its strong branding and customer loyalty, especially in the premium segment, and (ii) the
resilient demand for its services as it is ahead of its competitors in terms of putting up new 4G towers, fiberisation of premises
and upgrading of existing towers, thus boosting its B2B revenue as both corporates and SMEs continue to upgrade their
digitalisation, and (iii) its potentially lower 5G access cost.
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Exhibit 2: Subscribers Exhibit 3: Market Share
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Exhibit 4: Postpaid Subscribers Exhibit 5: Prepaid Subscribers
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Exhibit 6: Big-3 Postpaid Subscribers Exhibit 7: Big-3 Postpaid ARPU (RM)
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Exhibit 8: Big 3 Prepaid Subscribers Exhibit 9: Big-3 Prepaid ARPU (RM)

Big-3 Prepald Subscribers ('000)

16,000

15000
18,000
15000

7000 1
m%f/—:
5000 +
PP EI PSPPI P TIPS

— Celcom Digi

— Maxiy —0E

Big-3 Prepaid ARPU [RM)

(LY .

s—"«oﬁ-p -

—— Cekcom Digi —— Maxis wsss=plended Prepaid ARPU (AM) =——CDB

Source: MCMC, Companies, Kenanga Research

Source: MCMC, Companies, Kenanga Research

Exhibit 10: Postpaid Market Share Exhibit 11: Prepaid Market Share
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Exhibit 12: Broadband — Subscriptions & Traffic
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Exhibit 13: Broadband — Traffic & Segment
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Exhibit 14: Broadband — By State Exhibit 15: Broadband Coverage by State %
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Exhibit 16: Malaysia’s Mobile Experience

Mobile Experience Awards
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Exhibit 17: Malaysia’s revised 5G roll-out timeline

End-2021 Launched 5G in Putrajaya, Cyberjaya and selected areas in Kuala Lumpur.

2022 Deployed 5G .in 5 major cities and districts in Selangor, Penang, Johor, Sabah and Sarawak — 47 % nationwide
coverage achieved.

2023 Achieve 80% 5G population coverage.

2024 Launch of 2" 5G Network

2024-? >90% coverage in populated areas.

Source: DNB, Kenanga Research, MCMC

Exhibit 18: SectorValuations

Company Valuation Basis FY24 EV/EBITDA TP Recommendation
() (Rm)

AXIATA Sum-of-parts (refer below) 4.18 OoP

CDB EV/EBITDA 12.0 5.15 OP

MAXIS EV/EBITDA 12.0 5.30 oP

OCK EV/EBITDA 7.0 0.73 OP

™ EV/EBITDA 5.5 6.23 OP

Source: Kenanga Research
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Peer Comparison

Net Div
Yid
(%)

1-Yr. 2-Yr. 1-Yr. 2-Yr. 1-Yr. 2-Yr. 1-Yr. 1-Yr.

Fwd. Fwd. Fwd. Fwd. Fwd. Fwd. Fwd.

PER (x) - Core Net. Div.
Earnings (sen)

. Target Core EPS (sen) Core EPS Growth

. Last Price .
REle] RM) Price
(RM)

Market Cap Shariah Current
(RM'm) Compliant FYE

STOCKS UNDER COVERAGE

AXIATA GROUP BHD OoP 2.56 4.18 63.3% 23,498.1 Y 12/2023 9.5 105 -45.0% 10.3% 26.9 24.4 13 4.1% 12.0 4.7%
CELCOMDIGI BHD OP 4.24 5.15 21.5% 49,741.6 Y 12/2023 10.6 8.7 3.8% -18.2% 39.8 48.7 3.0 7.6% 9.0 2.1%
MAXIS BHD OoP 4.04 5.30 31.2% 31,641.6 Y 12/2023 17.2 16.7 14.1% -3.2% 23.4 24.2 5.0 20.3% 16.0 4.0%
OCK GROUP BHD OoP 0.400 0.730 82.5% 421.9 Y 12/2023 3.6 5.4 13.6% 49.3% 11.0 7.4 0.6 6.3% 0.5 1.3%
TELEKOM MALAYSIA BHD OP 4.89 6.23 27.4% 18,689.5 Y 12/2023 30.5 32.1 0.6% 5.3% 16.0 15.2 2.2 13.7% 17.0 3.5%
SECTOR AGGREGATE 123,992.6 -9.5% -2.1% 26.6 27.2 2.4 10.4% 3.1%

Source: Bloomberg, Kenanga Research
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Stock Ratings are defined as follows:

Stock Recommendations

OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%

Sector Recommendations***

OVERWEIGHT : A particular sector’s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’'s Expected Total Return is LESS than -5%

***Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

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. Kenanga Investment Bank Berhad being a full-service investment
bank offers investment banking products and services and acts as issuer and liquidity provider with respect to a security that may also fall
under its research coverage.

Published by:

KENANGA INVESTMENT BANK BERHAD (15678-H)
Level 17, Kenanga Tower, 237, JalanTunRazak, 50400 Kuala Lumpur, Malaysia
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my
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