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Recovery underway

SINGAPORE | TELECOMMUNICATIONS| 3Q19 RESULTS

= Revenue and NPAT met expectations. Excluding S$9mn one-off tunnel income from TPG,
NPAT would have missed our estimates by 3%.
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ACCUMULATE (Maintained)

CLOSING PRICE SGD 1.480
* Mobile segment relatively resilient considering competition and substantial churn from single  rorecast DIV SGD 0.090
enterprise customer. TARGET PRICE SGD 1.580
= Enterprise revenue grew 16% YoY boosted by cyber-security which spiked 135% YoY. TOTAL RETURN 12.8%
=  Expect pay-tv business to stabilise in FY20e due to steadier subscriber base.
=  Maintained ACCUMULATE with an unchanged TP S$1.58. No changes to our estimates. COMPANY DATA
Results at a glance BLOOMBERG CODE: STH SP
SGD 'mn 3Q19 3Q18 YoY 2Ql9 QoQ Comments O/S SHARES (MN): Lre
MARKET CAP (USD mn/SGD mn) : 1858/ 2563
Revenue 572.6 582.2 -1.6% 552.8 3.6% Lower YoY due to mobile, pay-tv, 52 WK HILO (SGD): 203/ 146
broadband mitigated by higher enterprise  3um average Daily T/0 (mn): 208
business and sale of equipment.
Cyber security revenue 38.8 16.5 135.2% 36.2 7.2% Cyber-security revenue driven by strong MAJOR SHAREHOLDERS (%)
demand, leading enterprise revenue Temasek Holdings Pte Ltd 55.8%
EBITDA 1705 147.0 16.0% 146.4 16.5% Higher mainly due to the impact from E:ZSE;TE[:S“&Te'e"“°”e°°"’ oo
SFRS(I) 16 Leases
Net profit 56.6 580 -2.4% 39.5 43.3% Boosted by S559mn one-off tunnel fee PRICE PERFORMANCE (%)
from TPG Telecom IMTH 3MTH IYR
Source: Company, PSR COMPANY (32) 1y 27
Positives STIRETURN (45) (46) 20
+ Expect pay-tv business to stabilise in FY20e. Pay-tv revenue is down 25% YoY, ARPU has gone
through an 18% decline to cope with the attrition of subscribers to Over-The-Top (OTT) players. PRICEVS.STI
We think StarHub has hit the bottom of subscriber attrition accelerated by the cable to fibre
migration exercise. We expect stability as newly converted subscribers are locked into a 2-year 2001
contract. We also expect ARPU to improve with time as promotional initiatives expire. 130
Management highlighted that majority of its content costs have been renegotiated to a variable
cost model, and will not hesitate to substitute content which insists to be on a fixed cost model. 1.60 1
As of 3Q19, pay-tv contributed to 10% of total revenue. 1.40 T T T
Aug-18 Now-18 Feb-19 May-19  Aug-19
+ Mobile revenue resilient considering the competition. The mobile segment did relatively well STHSP EQUITY FSSTI Index
considering the highly competitive environment and the huge churn it received this quarter. Post- Source: Bloomberg, PSR
paid subscriber declined by 35,000 QoQ due to single enterprise customer exiting the market.
Mobile service revenue declined 11% YoY/ 1% QoQ vs our estimate (-14% YoY/ -4% QoQ). We  KEY FINANCIALS
view the earlier commercial launch of TPG Telecom (TPG) to provide more visibility for the market  v/e pec, scomn FY17 FY18 FYi9e FY20e
as it removes uncertainty. Revenue 2411 2362 2276 2241
EBITDA 643 565 553 591
OUtIOOk Net Profit 274 201 183 184
Management revised FY19e service revenue guidance downwards from 0% to -2% YoY, t0 -2% t0  pjigend vield 5%  08% 696 656

-3% YoY; and reduced CAPEX commitment guidance from 11%-12% to 8%-9% of total revenue.
StarHub expects single-digit CAPEX for 4G (maintenance) and double-digit CAPEX for the
upcoming 5G roll-out. 3Q19 results were boosted by an exceptional S$9mn on tunnel fee from
TPG. These fees are recognised when TPG enters into an agreement with the other Mobile
Network Operators (MNOs) to share the cost of existing 4G tunnel infrastructure. 60% of the cost
programme initiatives have been executed, current net savings stands at $$174mn, and the
remaining S$36mn has been reinvested into the business. We expect the cyber-security business
and sale of equipment to offset weakness in the consumer segment for the next quarter.

Maintained ACCUMULATE with an unchanged TP of $$1.58
Our valuation is based on a 6X EV/EBITDA. We are awaiting sustainable profits of the cyber-
security business before making any meaningful upgrades.

ROE (%)
ROA (%)

455% 363% 316% 30.3%

104% 76% 68% 63%

Source: Company, PSR

VALUATION METHOD
EV/EBITDA Multiple
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Balance Sheet

Y/E Dec, SGD 'Mn FY16 FY17 FY18 FY19e FY20e Y/E Dec, SGD 'Mn FY16 FY17 FY18 FY19e FY20e
Revenue 2,397 2,411 2,362 2,269 2,234 ASSETS
Operating Profit 425 362 274 256 255 Accounts receivables 172 202 283 173 173
EBITDA 690 643 565 567 593 Cash 285 345 166 303 272
Depreciation & Amortisation 265 280 291 311 338 Inventories 50 72 75 57 59
EBIT 425 362 274 256 255 Amt due from related parties 22 25 18 18 18
Net Finance Inc/(Exp) (26) (30) (30) (41) (34) Others 212 87 94 94 94
Profit before tax 410 333 245 226 225 Total current assets 741 1,034 931 939 910
Taxation (69) (60) (45) (43) (40) PPE & IA 1382 1,428 1,563 1,536 1,477
Net profit before NCI 341 274 201 183 184 Others 74 92 31 31 31
Non-controlling interest 0 1 (1) 0 0 Total non-current assets 1,455 1,602 1,705 1,677 1,619
Net profit, reported 341 273 202 183 184 Total Assets 2,196 2,636 2,636 2,616 2,529
LIABILITIES
Accounts payables 708 625 575 630 607
Short term loans 10 120 50 45 41
Amt Due to related parties 67 65 58 58 58
Tax payable 71 126 120 120 120
Total current liabilities 856 1,014 872 922 895
Long term loans 978 858 978 881 793
Deferred tax liabilites 145 135 132 132 132
Others 20 (1) 32 32 32
Total non-current liabilities 1,146 1,016 1,176 1,078 991
Per share data (SGD Cents) Total Liabilities 2,001 2,030 2,048 2,000 1,886
Y/E Dec FY16 FY17 FY18 FY19e FY20e
EPS, reported 19.8 15.8 116 10.6 10.7 EQUITY
DPS 20.0 17.0 16.0 9.0 9.0 Non-controlling interests 0 4 36 36 36
BVPS 11.3 34.8 31.9 33.5 35.1 Shareholder Equity 195 602 552 579 608
Cash Flow Valuation Ratios
Y/E Dec, SGD 'Mn FY16 FY17 FY18 FY19e FY20e Y/E Dec FY16 FY17 FY18 FY19e FY20e
CFO P/E (X) 7.3 9.1 12.4 13.6 13.5
Profit before tax 410 333 245 226 225 P/B (X) 12.8 4.1 45 43 4.1
Adjustments 258 310 323 348 369 EV/EBITDA (X) 4.6 4.9 6.0 5.6 5.2
WC changes (64) (61) (81) 185 (26)
Cash generated from ops 604 583 487 759 568 Growth & Margins
Tax paid (54) (65) (69) (43) (40) Growth
Cashflow from ops 551 517 418 716 528 Revenue - 0.6% -2.0% -3.9% -1.6%
CFl EBITDA - -6.9% -12.1% 0.5% 4.5%
CAPEX (367)  (296)  (273)  (284)  (279) EBIT - -14.7% -245%  -63%  -0.4%
Others (23) (31) (62) 3 2 Net profit, adj. - -19.9% -26.7% -8.5% 0.6%
Cashflow from investments (389) (327) (335) (280) (277) Margins
CFE Gross margin 17.7%  15.0% 11.6% 11.3% 11.4%
Shareissuance, net 0 0 0 0 0 EBITDA margin 28.8% 26.7% 23.9% 25.0% 26.5%
Loans, net of repayments 300 10 50 103 93 EBIT margin 17.7% 15.0% 11.6% 11.3% 11.4%
Dividends (346) (294) (277) (156) (156) Net profit margin 142% 11.3% 8.5% 8.1% 8.3%
Others 297 164 14 (144) (126) Key Ratios
Cashflow from financing (50) (130) (263) (299) (282) ROE (%) 175 45 36 32 30
Net changein cash 112 60 (180) 137 (31) ROA (%) 16 10 8
CCE, end 285 345 166 303 272 Dividend Yield (%) 14 12 11
Dividend Payout (%) 101 108 137 85 84

Source: Company, Phillip Securities Research (Singapore) Estimates
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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 our recommendations entirely on 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 orabsence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under
the Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report 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 report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report 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.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report 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 report 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 report 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 report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate
for the recipient. Recipients should be aware that many of the products, which may be described in this report 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
report 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 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 issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, 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 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 report.

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 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 issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. 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 issuance of this report, which is not reflected in this report, 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 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 issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

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.

This report 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 report may not be suitable for all investors and a person receiving or reading this report 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.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection
with, the analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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