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Company Overview

M1 is the 3rd largest Telecommunications company in
Singapore. The introduction of NGNBN in Singapore
lowered entry barriers to the Fixed Line business, which
would allow M1 to venture into the corporate and retail
broadband market.

» Profits missed, despite 4.5% growth

« Higher handset sales contributed to strong top line

« Consensus expectations could be too high

« Downgrade to Reduce with revised TP of S$2.36

What is the news?

M1 reported a decent set of results for FY1l. Revenue
increased by 8.8%y-y, mainly due to strong growth in
handset sales. Management attributed the strong handset
sales to an increase in sales volume and unit selling price.
International calling service revenue declined by 3%,
despite a 22% increase in international retail minutes
recorded. The company also announced a final dividend of
7.9cents, translating to a full year payout ratio of 80%.

Fig.1l. Results Summary
Income Statement

(Extract) FY10 FY1l vy-y (% Comments

(S$'mn)

Revenue 979.2 1,064.9 8.8% Strong handsetsales
EBITDA 311.0 308.7 -0.7% Margin decline

EBIT 194.0 2016 3.9%

Net Income 157.1 164.1 4.5% Below expectations
Source: Company, PSR

How do we view this?

The results were marginally below our expectations of
S$170mn. M1 uses a fair value accounting method to
record the sales of its iPhones that partly contributed to the
strong top line recorded for its handset sales. Despite higher
value smartphone plans sold, postpaid ARPU was only
stable sequentially and declined by 1.6% y-y in 4QFY11.
We view that as a reflection of the inability to monetize
mobile service revenue, in spite of high subsidy on the more
expensive smart phones.

Investment Actions?

In our earlier report, we caution that M1's pricey valuations
are a reflection of high expectations of the company’s
prospects. While we expect M1 to benefit from the structural
shift in market structure with the introduction of NGNBN, we
believe that the stock price could face near term headwinds
from margin pressure and unexciting management guidance
of prospects for next year. After revising our earnings
estimates, we downgrade our recommendation on M1 to
Reduce.
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Key Financial Summary
FYE 12/11 12/12F 12/13F 12/14F
Revenue (SGD mn) 1,065 1,047 1,021 1,075
Net Profit, adj. (SGD mn) 164 160 156 168
EPS, adj. (SGD) 0.18 0.18 0.17 0.19
PIE (X),adi. 14.1 14.5 15.0 13.8
BVPS (SGD) 0.36 0.40 0.42 0.45
P/B (X) 7.2 6.4 6.1 5.7
DPS (SGD) 0.15 0.14 0.15 0.17
Div. Yield (%) 5.7% 5.5% 6.0% 6.5%
Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
Valuation Method
DCF (WACC: 6.6%; terminal g: 0%)
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Sales boosted by handset sales

M21's revenue growth was mainly attributed to a 28%
increase in handset sales for the year. For 4QFY11, handset
sales increased by 128% g-q, while postpaid subscriber
base increased by merely 11k. Management explained that
this phenomenon is due to higher number of handsets sold
without a contract in the quarter. While this view is valid, we
believe that part of the increase was also due to strong sales
of iPhone 4S that was launched recently, as reflected in the
surge in subscriber acquisition cost (SAC) in the quarter.

Fig.2. Handset Sales
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Fixed Line Revenue growth slowing

One of the reasons for M1's stock price outperformance
over the past year is due to expectations of prospects to
grow its Fixed Line business, following the launch of
NGNBN. However, NBN roll out remains slow and M1's
Fixed Line revenue growth is seen to be slowing in the past
few quarters. M1 is also a more aggressive player with its
promotional pricing of S$39/mth for the 100Mbps fibre plan,
which we believe is marginally profitable as best.

Fig.3. Fixed Line Revenue
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Earnings revision

For the next few quarters, we expect the aggressive pricing,
slow NGNBN rollout and flattish mobile ARPU to keep
margins in check. Following the weaker than expected
results and potential margin compression, we revised our
earnings estimates down by 1.1-1.6% for the next 2yrs and
introduce FY14E estimates.
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Consensus expectations for next year is too high
Management warned that the uncertain economic outlook
could impact roaming revenue, business confidence and
consumer spending. Hence, management guided for a
stable performance for FY12E. We believe that consensus
estimates could be too high, as the market currently expects
FY12E profits of S$176.5mn, which translates to a 7.5% y-y
growth on the profits announced for FY11l. We view
consensus estimates as too high when compared against
our revised estimates of a 2.3% decline and management’s
guidance of stable outlook for FY12E.

Fig.4. Consensus expectations too high
FY11A FY12E

Net Income

Consensus 164.1 176.5 182.7
y-y (%) 7.5% 3.5%
PSR 164.1 160.4 155.6
y-y (%) -2.3% -3.0%

Source: Bloomberg, PSR

PhillipCapital

Your Partner In Finance



M1 Ltd

Singapore Equities Research

17 January 2012

FYE Mar FY10 FY11 FY12F FY13F FY14F
Valuation Ratios
P/E (X), ad. 14.6 14.1 14.5 15.0 13.8
PIB (X) 7.6 7.2 6.4 6.1 5.7
EV/EBITDA (X), adj. 8.6 8.6 8.6 8.5 8.0
Dividend Yield (%) 6.8% 5.7% 5.5% 6.0% 6.5%
Per share data (SGD)
EPS, reported 0.18 0.18 0.18 0.17 0.19
EPS, adj. 0.17 0.18 0.18 0.17 0.19
DPS 0.18 0.15 0.14 0.15 0.17
BVPS 0.34 0.36 0.40 0.42 0.45
Growth & Margins (%)
Growth
Revenue 25.3% 8.8% -1.7% -2.4% 5.2%
EBITDA 1.0% -0.7% 0.4% 0.7% 6.9%
EBIT 8.0% 3.9% -2.2% -2.9% 7.8%
Net Income, adj. 4.5% 4.5% -2.3% -3.0% 8.0%
Margins
EBITDA margin 31.8% 29.0% 29.6% 30.6% 31.1%
EBIT margin 19.8% 18.9% 18.8% 18.7% 19.2%
Net Profit Margin 16.0% 15.4% 15.3% 15.2% 15.6%
Key Ratios
ROE (%) 56.2% 52.5% 46.8% 41.7% 42.5%
ROA (%) 17.7% 17.2% 16.3% 15.6% 16.5%
Net Debt/(Cash) 307 292 272 255 245
Net Gearing (X) 101.5% 90.6% 75.0% 66.3% 60.1%
Income Statement (SGD mn)
Revenue 979 1,065 1,047 1,021 1,075
EBITDA 311 309 310 312 334
Depreciation & Amortisation (117) (107) (113) (121) (128)
EBIT 194 202 197 191 206
Net Finance (Expense)/Income (6) (6) (6) (6) (6)
Other items 2 2 2 2 2
Associates & JVs 0 0 0 0 0
Profit Before Tax 190 197 193 188 203
Taxation (33) (33) (33) (32) (34)
Profit After Tax 157 164 160 156 168
Non-controlling Interest 0 0 0 0 0
Net Income, reported 157 164 160 156 168
Net Income, adj. 157 164 160 156 168
Source: PSR
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FYE Mar FY10 FY11 FY12F FY13F FY14F
Balance Sheet (SGD mn)

PPE 601 607 625 638 656
Intangibles 99 111 103 97 90
Associates & Vs 0 0 0 0 0
Investments 0 0 0 0 0
Others 1 1 1 1 1
Total non-current assets 701 718 729 735 747
Inventories 23 36 28 26 27
Accounts Receivables 195 206 190 186 195
Investments 0 0 0 0 0
Cash 9 12 32 49 59
Others 7 7 7 7 7
Total current assets 234 261 257 268 287
Total Assets 934 979 986 1,003 1,034
Short term loans 66 54 54 54 54
Accounts Payables 158 196 163 159 167
Others 75 60 60 60 60
Total current liabilities 300 311 277 274 281
Long term loans 250 250 250 250 250
Others 82 95 95 95 95
Total non-current liabilities 332 345 345 345 345
Non-controlling interest 0 0 0 0 0
Shareholder Equity 303 323 363 384 408

Cashflow Statements (SGDmn)

CFO

PBT 190 197 193 188 203
Adjustments 124 114 119 127 133
Cash from ops before WC changes 314 312 312 314 336
WC changes (84) 14 9) 3 2
Cash generated from ops 230 326 303 317 334
Taxes paid, net 37) (35) (33) (32) (34)
Interest paid (6) (5) (6) (6) (6)
Cashflow from ops 187 286 264 279 293
CFI

CAPEX, net (119) (124) (124) (127) (139)
Dividends from associates & JVs 0 0 0 0 0
Dividends/Interest from Investments 0 0 0 0 0
Purchase/sale of investments 0 0 0 0 0
Investments in subs & associates 1) (1) 0 0 0
Others 0 0 0 0 0
Cashflow from investments (120) (124) (124) (127) (139)
CFF

Share issuance 9 16 0 0 0
Purchase of treasury shares 0 0 0 0 0
Loans, net of repayments 47 (13) 0 0 0
Dividends to minority interests 0 0 0 0 0
Dividends to shareholders & capital reduction (121) (161) (120) (135) (144)
Others 0 0 0 0 0
Cashflow from financing (66) (158) (120) (135) (144)
Net change in cash 1 3 20 17 10
Effects of exchange rates 0 0 0 0 0
CCE, end 9 12 32 49 59
Source: PSR
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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
Remarks

We do not base our recommendations entirely on the above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard 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
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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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