StarHub Ltd

Room for growth amidst TV challenges

SINGAPORE | TELECOMMUNICATIONS | UPDATE

Highlights

e Pay TV subscription to hold firm in our view.

e  Expect positive growth in FY15F driven mainly from mobile and fixed network services.
e Upgrade to Accumulate with revised target price to $$4.40.

What is the news?

Though the evolution of Internet TV may have led to declines in cable subscribers across US,
“cord-cutting” effects are not yet visible in Singapore. StarHub continues to report positive
net adds to its Pay TV subscribers in recent quarters. While more premium TV content (e.g.
HBO, ESPN) may be shifting towards Internet streaming services this year, many of these
services such as Netflix, Hulu, or Sling TV, are not available in Singapore.

How do we view this?
While increasing availability of premium TV content via streaming or other Over the Top
(OTT) services may curtail growth in its Pay TV customer base, we think StarHub could still
maintain its existing Pay TV customer base this year. Key points supporting our view are:
e Perceived high quality and wide variety of media content on StarHub TV*.
e Strengthening of US dollar against SGD may deter Pay TV subscribers from “cutting
the cord” (as subscriptions to popular streaming services are mostly priced in USD).
e Limited bundled VPN with broadband offerings, which are available only from
MyRepublic and ViewQwest.

We expect limited upside in Pay TV ARPU as StarHub would likely continue to keep prices of
its TV bundles competitive in our view. On a positive note, we continue to expect StarHub’s
overall bottom line to grow in FY15F mainly from increasing contributions from mobile and
fixed network services.

Key risk factors

e Availability of popular video streaming or OTT services made available in Singapore
without the need for VPN service.

e Lower pricing from video streaming services.

Investment Actions

We revise our rating to Accumulate as we expect growth in earnings this year. Growth
would be mainly driven by data monetisation for mobile and increasing take-up of its
enterprise solutions and services from the enterprise segment while Pay TV and broadband
subscriptions are expected to remain stable. Target price at $$4.40.

*Based on MDA Media Consumer Experience Study 2013.
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ACCUMULATE (Upgrade)

CLOSING PRICE SGD 4.18
FORECAST DIV SGD 0.20
TARGET PRICE SGD 4.40
TOTAL RETURN 10.0%
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KEY FINANCIALS
SGD MN FY 12 FY13 FY14F FY 15F
Revenue 2,422 2,359 2,369 2422
EBITDA 720 733 725 767
NPAT (adj.) 359 371 365 380
EPS (adj.) 021 0.22 021 022
PER,x(adj.) B3 0.7 038 9.0
P/BV,x 157.2 88.3 63.8 49.0
DPS (SGD) 0.20 0.20 0.20 0.20
Div Yield, % 5.% 4.7% 4.8% 4.8%
ROE, % 1087% 587% 372% 292%

Source: Company Data, PSR est.
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MIGGUIVARDE UPDATE

Figure 1: Combined mio TV and StarHub TV penetration rate
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Figure 2: Quarterly Pay TV net adds
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Figure 3: Quarterly Pay TV ARPU
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VGG VAR UPDATE

Financials

Income Statement

P PhillipCapital

Balance Sheet

Y/E Dec, SGD mn FY12 FY13 FYl4e FY1l5e FYl6e Y/E Dec, SGD mn FY12 FY13 FY14e FY15e FY16e
Service Revenue 2,228 2,229 2,214 2,275 2,357 ASSETS
Revenue 2,422 2,359 2,369 2422 2,511 PPE 791 857 919 962 990
Otherincome 27 50 45 20 20 Intangibles 397 381 396 363 332
EBITDA 720 733 725 767 803 Associates & JVs 0 0 0 0 0
Depreciation & Amortisation (273) (270) (269) (292) (304) Long-term investments 0 0 0 0 0
EBIT 447 463 456 475 499 Others 3 0 0 0 0
Net Finance (Expense)/Inc (16) (16) (17) (17) (17) Total non-current assets 1,191 1,238 1,315 1,325 1,323
PBT 431 447 439 458 482 Inventories 28 43 38 35 36
Taxation (72) (77) (75) (78) (82) Accounts Receivables 142 124 133 136 141
PAT 359 371 365 380 400 Cash balance 312 267 255 283 332
Minority interest 0 0 0 0 0 Others 136 178 178 178 178
Net Income, reported 359 371 365 380 400 Total current assets 618 612 605 632 688
Net Income, adj. 359 371 365 380 400 Total Assets 1,809 1,850 1,920 1,958 2,011
LIABILITIES
Shortterm loans 0 0 0 0 0
Accounts Payables 728 754 786 780 805
Others 151 148 169 169 169
Total current liabilities 879 902 956 949 974
Long term loans 688 688 688 688 688
Per share data (SGD) Others 198 178 163 173 183
Y/E Dec, SGD mn FY12 FY13 FY1l4e FY1l5e FYl6e Total non-current liabilities 886 866 851 861 871
EPS, reported 0.21 0.22 0.21 0.22 0.23
EPS, adj. 0.21 0.22 0.21 0.22 0.23 EQUITY
DPS 0.20 0.20 0.20 0.20 o0.23 Non-controlling interest 0 0 0 0 0
BVPS 0.03 0.05 0.07 0.09 0.10 Shareholder Equity 44 83 113 147 166
Cash Flows Valuation Ratios
Y/E Dec, SGD mn FY12 FY13 FY1l4e FY1l5e FYl6e Y/E Dec, SGD mn FY12 FY13 FY14e FY15e FY1l6e
CFO P/E (X), adj. 18.8 19.7 19.8 19.0 18.1
PBT 431 447 439 458 482 P/B (X) 157.2 88.3 63.8 49.0 43.6
Adjustments 270 244 241 290 301 EV/EBITDA (X) 9.9 10.5 10.5 9.9 9.4
WC changes 42 (7) 50 (7) 18 Dividend Yield (%) 51% 4.7% 4.8% 4.8% 5.4%
Cash generated from ops 744 684 730 740 801 Growth & Margins (%)
Taxes paid, others (54) (89) (75) (78) (82) Growth
Cashflow from ops 690 595 655 663 720 Revenue 47% -2.6% 04% 23% 3.7%
CFIl EBITDA 6.5% 1.8% -1.0% 58% 4.7%
CAPEX, net (273) (303) (346) (303) (302) EBIT 123% 3.6% -1.4% 4.1% 5.0%
Others 5 3 2 2 2 Net Income, adj. 13.9% 32% -1.6% 42% 52%
Cashflow from investments (268) (299) (344) (301) (300) Margins
CFF EBITDA margin 29.7% 31.1% 30.6% 31.7% 32.0%
Share issuance 0 8 11 0 0 EBIT margin 18.5% 19.6% 19.3% 19.6% 19.9%
Loans, net of repayments 25 0 0 0 0 Net Profit Margin 14.8% 15.7% 15.4% 15.7% 15.9%
Dividends paid (343) (344) (345) (346) (381) Key Ratios
Others 29 (5) 11 11 11 ROE (%) 1087% 587% 372% 292% 255%
Cashflow from financing (289) (341) (323) (334) (370) ROA (%) 20.3% 20.3% 19.3% 19.6% 20.1%
Net change in cash 133 (46) (11) 27 50
Effects of exchange rates 0 1 0 0 0 Interest Coverage (X) 28.1 29.0 26.5 27.5 29.2
CCE, end 312 267 255 283 332 Net Debt/EBITDA (X) 0.5 0.6 0.6 0.5 0.4

Source: Company, Phillip Securities Research (Singapore) Estimates

*Forward multiples and yields are based on current market price; historical multiples and yields are based on historical market price.
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PSR Rating System

Total Returns Recommendation  Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base ourrecommendations entirelyon the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence or absence of stock price catalysts, and speculative undertones

surrounding the stock, before making our final recommendation
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City Tower, Singapore 179101 (Registration Number:
198803136N), which is regulated by the Monetary Authority of Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to
be bound by the terms and limitations set out below. This publication has been provided to you for personal use only and shall not be reproduced, distributed
or published by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it, and notify the sender
immediately. Phillip Securities Research shall not be liable for any direct or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources, which Phillip Securities Research has no reason to believe are unreliable
and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this publication are based on such information and
are expressions of belief of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this information and no
representation or warranty, express or implied, is made that such information or Research is accurate, complete, appropriate or verified or should be relied
upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities Research shall not have any
responsibility to maintain or update the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no
event will Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors,
employees or persons involved in the preparation or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not
limited to any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage of this publication or (ii) accept
any legal responsibility from any person who receives this publication, even if it has been advised of the possibility of such damages. You must make the final
investment decision and accept all responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or other
materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any
time without prior notice. Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This publication should not be relied upon
exclusively or as authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this
publication has been made available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this
publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not
be made, unless all such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of
the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks. Nothing in
this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
research should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees
or persons involved in the preparation or issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and
worldwide, including but not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities),
brokerage or securities trading activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may have participated in or invested in transactions
with the issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business from such issuers. Additionally,
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees
or persons involved in the preparation or issuance of this report, may have provided advice or investment services to such companies and investments or
related investments, as may be mentioned in this publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees
or persons involved in the preparation or issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in
related futures or options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other
compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any
fluctuation in exchange rates between US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an
adverse effect on the value, price or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to
its officers, directors, employees or persons involved in the preparation or issuance of this report, may at any time engage in any of the above activities as set
out above or otherwise hold a interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in
this publication. Accordingly, information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this
material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the preparation or issuance of this report, may, to the extent permitted by law, have acted upon or used the
information prior to or immediately following its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this report, may have issued other material that
is inconsistent with, or reach different conclusions from, the contents of this material.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research
to any registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. Section 27 of the Financial
Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products (FAA-NO1) do not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of
any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek
advice from a professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking
into account the specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such
products.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection with, this document.
This report is only for the purpose of distribution in Singapore.
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