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COMPANY UPDATE
StarHub (STH SP)

On Firm Footing; Frontloading Capex To Drive Future Earnings

Starhub is expected to deliver S$500m in cost savings over 2022-26 under its DARE+
initiative. This entails spending $S$310m to drive incremental net profit stack of S$80m
from 2026 onwards — suggesting a robust three-year earnings CAGR of 15% over 2023-
26. Given the hefty share price correction ytd, we upgrade the stock from HOLD to BUY
with a target price of S$1.30. The stock currently trades at -2SD below its mean
EV/EBITDA of 7x. Market consolidation is a key re-rating catalyst.

WHAT’S NEW

o Starhub on track to deliver S$500m in cost savings over next three years... In a recent
investor briefing, the company gave an update on its DARE+ transformation programme. In
essence, Starhub is on track to deliver S$500m in cost savings and profit opportunities over
2022-26. Management guided that it has achieved S$21m of cost savings for 2022 (a slow
start), below its targeted S$35m due to delays to IT and Network Transformation
undertakings.

o ...with investments peaking in 2023. Total investment over 2022-26 (for network and
digitalisation) has increased from an original S$270m to S$310m but the company is
confident it will have adequate cashflow and gearing headroom in the foreseeable future.
With the bulk of investments to be spent in 2023, we expect Starhub to reap revenue growth
opportunities from 2024 onwards.

S$$80m incremental profit stack by 2026. By 2026 (three-year earnings horizon), Starhub
expects S$80m incremental profit from DARE+ transformation programme. This suggest a
robust three-year earnings CAGR of 15% over 2023-26.

STOCK IMPACT

o Market consolidation a key re-rating catalyst for the stock. We upgrade the stock from
HOLD to BUY with an unchanged DCF-based target price of S$1.30/share. We believe the
risk-reward for the stock is compelling. Firstly, valuation is attractive as the stock trades at -
28D from its mean EV/EBITDA of 7x. Secondly, as Starhub embarks on its DARE+ journey,
we expect earnings to gradual recover from a low base in 2022. We project net profit growth
of 18% yoy for 2023 to S$133m — still below pre-COVID-19 profit of S$178m in 2019. We
also believe the market is ready for consolidation as the regulator is open to the suggestion.
We note that market consolidation is good for incumbents, with significant cost synergies a
key reason to consolidate among peers.

KEY FINANCIALS

Year to 31 Dec (S$m) 2020 2021 2022F 2023F 2024F
Net turnover 2,029 2,043 2,226 2,469 2,714
EBITDA 512 476 451 492 552
Operating profit 231 232 202 232 276
Net profit (rep./act.) 157 149 113 133 166
Net profit (adj.) 157 149 113 133 166
EPS (S$ cent) 9.1 8.6 6.5 7.7 9.6
PE (x) 11.5 121 16.1 13.6 10.9
P/B (x) 34 3.1 29 2.7 24
EV/EBITDA (x) 4.2 45 4.7 43 3.9
Dividend yield (%) 4.8 6.1 4.0 4.4 55
Net margin (%) 7.8 7.3 5.1 5.4 6.1
Net debt/(cash) to equity (%) 144.2 56.8 34.4 19.6 3.9
Interest cover (x) 13.2 10.6 7.6 7.7 8.4
ROE (%) 29.8 26.5 18.5 20.3 23.2
Consensus net profit - - 111 128 144
UOBKH/Consensus (x) - - 1.02 1.03 1.15

Source: StarHub Ltd, Bloomberg, UOB Kay Hian

BUY

(Upgraded)

Share Price S%$1.05
Target Price S$1.30
Upside +23.8%
COMPANY DESCRIPTION

StarHub Ltd is a telecommunications
company offering a range of services such as
mobile, pay-TV, broadband for consumer
market, as well as ICT solutions for enterprise
markets in Singapore.
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DARE+ transformation (2022-26) includes top-line growth... In essence, StarHub is
targeting S$280m in cost savings plus S$220m in gross profit growth cumulatively from
2022-26. The gross profit growth is expected to be driven by revenue uplift from the mobile
and enterprise segments (specifically from 5G enterprise, cloud gaming, and digital
solutions). This would exclude any M&A opportunities in the pipeline.

...and continuous cost discipline. After achieving S$273m in cost savings in 2019-21, the
group is targeting another S$280m in cost savings from 2022-26. The key savings include:
a) workforce efficiency via streamlining processes and right sourcing, b) reduced physical
stores and office space, c) lower commission cost with increased migration to online
touchpoints, and d) continuously shifting its content cost structure from a fixed basis to a
variable basis.

M&A strategy... After the completion of MyRepublic Broadband and JOS (Singapore and
Malaysia business), Starhub continues to look out for M&A opportunities to accelerate
growth and create new revenue streams in the enterprise segment. Starhub continues to
seek deals within the region, targeting companies that: a) have a strong growth track record,
b) are financially accretive, and c) are at reasonable valuations. The mode of acquisition will
be Starhub as the controlling stake or through an entire buyout.

...to strengthen enterprise business beyond 2023/24. We expect earnings and cost
synergies from the consolidation of MyRepublic Broadband and JOS to materialise in 2023
and beyond. Specifically, we expect cost savings from rental savings with the consolidation
of office/warehouse spaces and joint procurement savings.

EARNINGS REVISION/RISK

None.

VALUATION/RECOMMENDATION

Upgrade to BUY with an unchanged DCF-based target price of $$1.30 (COE: 8.9%;
terminal growth: 0%). At our fair value, the stock will trade at 6x 2021F EV/EBITDA, 1SD
below its five-year mean EV/EBITDA of 8.5x. The stock offers a sustainable dividend yield of
4% for 2022-23F.

SHARE PRICE CATALYST

A key re-rating catalyst for the stock includes the return of tourists to Singapore — propping
up prepaid SIM card sales.

Market consolidation — exit of mobile network virtual operators.

Faster-than-expected 5G adoption and new business cases in Singapore.

DARE+ TRANSFORMATION: S$80M NET PROFIT UPLIFT FROM 2026 ONWARDS

DARE* :

TRANSFORMATION + GROWT

Advancing DARE+
First Year Progress Update
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PROFIT & LOSS
Year to 31 Dec (S$m)
Net turnover

EBITDA

Deprec. & amort.

EBIT

Associate contributions
Net interest income/(expense)
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

CASH FLOW

Year to 31 Dec (S$m)
Operating

Pre-tax profit

Tax

Deprec. & amort.
Associates

Working capital changes
Other operating cashflows
Investing

Capex (maintenance)
Proceeds from sale of assets
Others

Financing

Dividend payments

Issue of shares

Proceeds from borrowings
Othersfinterest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent

Changes due to forex impact

Ending cash & cash equivalent

2021
2,043
476
244
232

(45)
190
(40)

@
149
149

2021
657
190
(40)
244

3
170

2022F
2,226
451
248
202
0
(59
143
(30)

113
113

2022F
541
143
(30)
248

(66)
177
833

1,009

2023F
2,469
492
260
232
0
(64)
168
(35)

133
133

2023F
522
168
(35)
260
0

1,009

1,151

2024F
2,714
552
277
276

(65)
210
(44)

166
166

2024F
595
210
(44)
217

BALANCE SHEET
Year to 31 Dec (S$m)
Fixed assets

Other LT assets
Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
LT debt

Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 31 Dec (%)
Profitability
EBITDA margin
Pre-tax margin

Net margin

ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (adj.)
EPS

Leverage

Debt to total capital

Debt to equity

Net debt/(cash) to equity
Interest cover (x)

2021
695
945
833
770

3,243
29
1,065
1,139
314
590
107
3,243

2021

23.3
9.3
7.3
4.8

26.5

b

N NN O -
DD e

62.6
198.1
56.8
10.6

2022F
736
945
1,009
798
3,489
29
1,213
1,196
314
629
107
3,489

2022F

20.2
6.4
51
34

18.5

62.5
194.8
34.4
7.6

2023F
772
945
1,151
828
3,696
29
1,308
1,256
314
682
107
3,696

2023F

19.9
6.8
54
37

20.3

10.9

9.3
17.7
17.7
17.7
17.7

62.0
188.3
19.6
7.7

2024F
821
945
1,288
859
3914
29
1,427
1,288
314
748
107
3,914

2024F

20.3
7.7
6.1
4.4

23.2

9.9
12.2
24.8
24.8
24.8
24.8

60.6
176.0
39
8.4
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) 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, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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