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Boosted by tax reversal

Recommendation: BUY Summary
Current Price: RM5.23 , Telekom Malaysia’s 9MFY23 net profit of RM1.44b was above our
Previous Target Price: RM 6.31 expectations due to reversal of tax losses.
Target Price: 1 RM6.50 ¢ Looking ahead, we opine that Broadband revenue from Unifi will
Upside/ Downside: 24.3% continu_e to_lead TM'’s growth despite t_he ret_:ent rev_ision of MSAP. )
¢ We maintain our BUY recommendation with a higher target price of
] . RM6.50 (WACC 9.6%, terminal growth 0.5%).
Stock information
Board MAIN  Results Review
Sector Telecommunication , pasults review. 3QFY23 net profit doubled yoy to RM538.0m, thanks to lower
Bursa / Bloomberg Code 4863 / T MK finance cost and tax reversal. Revenue for the quarter, however, fell 2.6% yoy to
Syariah Compliant Yes RM3.08b as decline in Voice (-11% yoy to RM546.6m), Data (-1.6% yoy to
FTSE4Good Index Yes $M887.8m) and Ott:ers (-11% yoy to RM487.9m) overshadowed higher revenue
FTSE ESG Rating Akkk rom Internet (+5.7% yoy to RM1.15b).
Bloomberg ESG Rating N/A" o Above expectations. In 9MFY23, cumulative net profit at RM1.44b accounted to
Shares issued (m) 3,836.6 107% and 94% of our and consensus forecasts. The variance was mainly due to
Market Cap (RM’ m) 20,065.4 reversal of tax losses from a subsidiary following an internal restructuring.
52-Week Price Range (RM) 4.74-57 Management, however, did not guid_e a.lbout.the remaini_ng unutilise.d.tax losses.
B 0.9 Nevertheless, 9MFY23 revenue was in line with expectations after hitting 74% of
eta (x) ' our estimate and consensus.
Free float (%) 33.2
3M Average Volume (m) 2.5 o Operations Highlights. Unifi continues to lead growth after subscribers climbed
3M Average Value (RM’ m) 12.9 19k to 3.08m while ARPU edged higher to RM131 vs RM130 in 2Q23. Meanwhile,
Streamyx subscribers continue to decline (-9k to 37k) following customer
Top 3 Shareholders (%) migration to Unifi.
Khazanah Nasional Bhd 20.1 L o . .
) e Industry Highlights. Competition in the broadband segment has intensified
Employees Provident Fund Board 17.2 after the government lowered the mandatory standard on access pricing (MSAP)
Amanah Saham Nasional Bhd 15.1 in September 2023. We expect minimal impact on TM in 4Q23 given its position of
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market leader.

e Outlook. Despite the recent price reduction to their packages, the management
is confident in achieving 2023 guidance of flat revenue, EBIT of RM1.8b-RM2.0b
and capex/revenue of 18%-20%.

e Valuation. Lifted our FY23 earnings forecast by 37% to adjust for the tax
reversal. Re-iterate our BUY recommendation with a higher target price of
RM6.50 (previously RM6.31).

¢ Risk. Price slashing by competitors. Changes in government regulations. Higher-
than-expected capex affecting cashflow and dividend.
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Figure 1: Results Comparison

Company Results

FYE Dec (RM m) 3QFY23 3QFY22 YoY (%) 2QFY23 Q(?,/OQ) 9MFY22 9MFY23 Y(f;)Y) 5 ?;‘ear:;ers Comments

Revenue 3,076.3 3,158.1 (2.6) 3,098.5 0.7) 9,139.4 9,126.3 0.1 All segments lower except Internet

EBITDA 1,235.6 1,258.9 19) 12825 (3.7) 3,747.3 3,767.4 0.5

Pre-tax profit 505.0 460.3 9.7 488.8 3.3 1,472.5 1,414.8 (3.9)

Net profit 538.2 265.2 102.9 569.0 (5.4) 983.2 1,437.3 46.2 Tax reversal

Core net profit 538.2 265.2 102.9 569.0 (5.4) 983.2 1437.3 46.2

Core EPS (sen) 14.0 6.9 102.9 14.8 (5.4) 25.6 375 46.2

EBITDA margin (%) 40.2 39.9 414 410 413

PBT margin (%) 16.4 14.6 15.8 16.1 155

Core PATAMImargin (%) 17.5 8.4 18.4 10.8 15.7

Source: Company, Apex Securities

Financial Highlights

Income Statement Balance Sheet

FYE Dec (RM m) FY21 FY22 FY23 FY24F FY25F FYE Dec (RM m) FY21 FY22 FY23 FY24F FY25F

Revenue 11529.0 12118.1 12350.9 127412 13054.6 Cash 2846.7 2658.6 3699.7 22724 17238

EBITDA 4344.8 4953.1 5094.7 5255.8 5417.6 Receivables 825.6 910.7 12351 2741 1305.5

Depreciation & Amortisation ~ -2635.0 -28629  -2964.2 -29305 -3067.8 Other current assets 2830.1 41449 41546 3206.6 0.0

EBIT 1709.8 2090.2 2130.5 2325.3 2349.8 Total Current Assets 9079.7 77012 6235.8 0.0 0.0

Net Finance Income/ (Cost) -410.7 -312.3 -296.4 -305.8 -326.4 Fixed Assets 14564.3 14700.7 143332 142615 143328

Associates & JV 20 n2 r4 »7 B1 Receivables 588.0 316 617.5 637.1 652.7

Pre-tax Profit 1246.5 1686.5 1846.5 2032.2 2036.5 Other non-current assets 1505.6 7196 3087.7 2866.8 2610.9

Tax -368.9 -542.3 0.0 -548.7 -509.1 Total Non-current assets 16657.9 167319  18038.4 177654  17596.5

Profit After Tax 877.9 1442 1846.5 14835 15274 Short-term Debt 719 540.0 14450 18784 2555

Minority Interest 73 -09 0.0 0.0 0.0 Payables 3618.0 38333 3087.7 3185.3 3590.0

Net Profit 895.2 1143.3 1846.5 14835 K274 Other Current Liabilities 1103.8 1084.0 617.5 637.1 652.7

Exceptionals 0.0 10 2.0 30 40 Total Current Liabilities 5433.7 5457.3 6595.2 7579.2 4753.8

Core Net Profit 895.2 1143.3 1846.5 1483.5 1527.4 Long-term Debt 68918 6503.8 4685.9 3087.6 3mi1
Other non-current liabilities 3177.7 30811 21614 2229.7 2610.9

Key Ratios Total Non-current Liabilitie 10069.5 9584.9 11533.2 8404.9 8833.1

FYE Dec (RM m) FY21 FY22 FY23 FY24F FY25F Shareholder's equity 75025 79365 8839.7 95815 103452

EBITDA margin 37.7% 40.9% 413% 413% 415% Minority interest -174.6 152.6 150.0 150.0 150.0

EBIT margin 1U.8% 7.2% 7.3% 1B.3% 18.0% Equity 7327.9 8089.1 8989.7 97315 10495.2

PBT margin 10.8% 13.9% 15.0% 16.0% 15.6%

PAT margin 7.6% 9.4% 15.0% 16% n7% Cash Flow

NP margin 7.8% 9.4% 15.0% 16% n7% FYE Dec (RM m) FY21 FY22 FY23 FY24F FY25F

Core NP margin 7.8% 9.4% 15.0% 16% n7% Operating cash flow 3052.3 3323.3 4786.6 4063.5 39518

ROE 2.2% Uu.% 20.5% 5.2% U.6% Net capex -1777.8 -24151  -25726  -25083  -24958

ROA 54% 6.8% 0.2% 8.4% 8.7%  Others -635.7 1006.1 0.0 0.0 0.0

Net gearing 64.9% 54.2% 27.0% 27.7% 15.7% Investing cash flow -2396.9 -1392.4 -2572.6 -2508.3 -2495.8
Dividends paid -547.2 -386.9 -923.2 -7418 -763.7

Key Assumptions Debt drawdown 0.0 10 20 3.0 4.0

FYE Dec (RM m) FY21 FY22 FY23 FY24F FY25F Debt repayment -2390.9 -10710 -250.0 -1200.0 -1627.6

Unifi subscribers ('000) Others -8.0 -7.7 0.0 0.0 0.0

Streamyx subscribers (‘000) Financing cash flow -2946.1 -1465.6 -1173.2 -19418 -23913

Unifi ARPU (RM) Net cash flow -2266.4 464.3 1040.7 -386.6  -935.2

Streamyx ARPU (RM) Forex 243 -10 0.0 0.0 0.0
Beginning cash 44849 2846.7 2659.0 2659.0 2659.0

Valuations FY24f Ending cash 2846.7 2658.6 3699.7 2272.4 1723.8

Terminal growth rate 0.50%

WACC 9.60%

Fair Value (RM) 6.50

Source: Company, Apex Securities
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RESEARCH RECOMMENDATION FRAMEWORK

STOCK RECOMMENDATIONS

BUY: Total returns* are expected to exceed 10% within the next 12 months.

HOLD: Total returns* are expected to be within +10% to — 10% within the next 12 months.
SELL: Total returns* are expected to be below -10% within the next 12 months.

TRADING BUY: Total returns* are expected to exceed 10% within the next 3 months.
TRADING SELL: Total returns* are expected to be below -10% within the next 3 months.
*Capital gain + dividend yield

SECTOR RECOMMENDATIONS

OVERWEIGHT: The industry defined by the analyst is expected to exceed 10% within the next 12 months.
NEUTRAL: The industry defined by the analyst is expected to be within +10% to — 10% within the next 12 months.
UNDERWEIGHT: The industry defined by the analyst, is expected to be below -10% within the next 12 months.

DISCLAIMER

Disclaimer: The report is for internal and private circulation only and shall not be reproduced either in part or otherwise
without the prior written consent of Apex Securities Berhad. The opinions and information contained herein are based on
available data believed to be reliable. It is not to be construed as an offer, invitation or solicitation to buy or sell the
securities covered by this report.

Opinions, estimates and projections in this report constitute the current judgment of the author. They do not necessarily
reflect the opinion of Apex Securities Berhad and are subject to change without notice. Apex Securities Berhad has no
obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any matter
stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes
inaccurate.

Apex Securities Berhad does not warrant the accuracy of anything stated herein in any manner whatsoever and no
reliance upon such statement by anyone shall give rise to any claim whatsoever against Apex Securities Berhad. Apex
Securities Berhad may from time to time have an interest in the company mentioned by this report. This report may not
be reproduced, copied or circulated without the prior written approval of Apex Securities Berhad.
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