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MNOs are increasingly prioritizing profitable customers and operational efficiency to drive sustainable
growth and profitability. This strategic shift away from price-based competition is likely to intensify
with the upcoming merger of EXCL and FREN, reducing market rivalry. Potential Bl rate cuts until year-
end are expected to further boost bottom-line growth. We maintain an Overweight rating for the
telecommunications sector, with TLKM and ISAT as top picks due to anticipated strong performance.
EXCL also holds promising prospects, as its proposed merger with FREN is projected to enhance cost
synergies and accelerate industry consolidation.

We maintain a positive outlook on the telecommunications sector, driven by broader internet access,
improved network quality, and strong data demand. While MNOs anticipate mid-single digit growth this
year, data consumption remains the industry's primary driver. TLKM led standalone mobile data revenue
growth (+7.3% qoq) in 2Q24, followed by EXCL (2.5%) and ISAT (2.4%). Subscriber growth aligns with
increased data usage, as evidenced by TLKM and EXCL, which saw respective 2.2% and 2.0% qoq rise in data
payloads, attributable to 0.1% and 1.6% subs base growth. ISAT's 6.5% qoq data payload growth was fueled
by consistent network quality, despite an unchanged subs base. MNOs consistently increased its ARPU over
the past Syrs, with TLKM leading at IDR45.0k, followed by EXCL (IDR44.0k) and ISAT (IDR38.4k). Data usage
expanded significantly since FY21, averaging 31.5% yoy, and reached 12.7% yoy in 1H24.

Competition among MNOs is expected to moderate, as they prioritize high-value customers and
operational efficiency. Rather than pursuing aggressive price cuts, MNOs are concentrating on increasing
ARPU and maintaining stable data yields. Telkomsel Lite's launch in Mar-23 with its industry-low price of
IDR1,500/GB, has not triggered a significant price war. This suggests that MNOs are prioritizing sustainable
business growth and profitability over short-term market share gains.

Our analysis indicated that quarterly mobile data price cuts significantly declined since the IOH merger.
Prior to the merger, the big-3 MNOs experienced more aggressive pricing cuts, averaging IDR553/GB qoq
from 1Q19 to 4Q21. TLKM faced the largest cuts at IDR1,195/GB, while ISAT and EXCL reduced prices by
IDR231/GB. However, after the merger, the rate of price cuts significantly fell, averaging only IDR52/GB qoq.
TLKM continued to lead with the largest cuts at IDR66/GB, followed by ISAT and EXCL at IDR46/GB. In 2Q24,
TLKM and ISAT's prices declined by an average of 1.6% and 3.8%, respectively, resulting in prices of
IDR4,021/GB and IDR2,723/GB, while EXCL's prices increased slightly by 0.5% qoq to IDR3,013/GB. These data
points suggest a potential easing of the tariff war.

The upcoming EXCL-FREN merger could further reshape the industry towards a more profitable
landscape, aligned with cost synergy efficiency goals. On the other hand, as the government prepares to
auction 5G spectrum later this year, we expect increased capex by MNOs next year. With higher capex for 5G
and continued expansion outside Java, primarily for smaller MNOs, better monetization and efficiency will be
crucial for industry success.

Maintain Overweight, with TLKM and ISAT as our top picks. Given the moderate competition and
attractive valuations, we maintain our overweight rating for the telecommunications sector. We favor TLKM
due to its successful integration of the IndiHome B2C segment into Telkomsel, which effectively managed
costs through synergies between the two entities. Post-merger, from 3Q23 to 2Q24, the quarterly average
increase in O&M costs remained stable, contrasting with the pre-merger average increase of 3.8% qoq from
3Q21 to 2Q23. Additionally, S&M expenses declined by 3.1% qoq post-merger, significantly outperforming
the pre-merger increase of 5.5%. As a result, total expenses increased by only 1.6% on average, lower than
the 2.2% qoq increase observed before the merger. FMC's cost-savings, combined with strengthened
subsidiary collaboration and agile management, solidify our positive outlook for TLKM.

Meanwhile, ISAT HiFi's subscribers base increased to 346k after successfully migrating ~330k MNC Play subs.
This growth was further fueled by ISAT's extended FTTH network deployment to new locations, reaching
1.5mn homes-passed. Its competitive data packages, with an average price of IDR2,723/GB (compared to
TLKM's IDR4,021/GB and EXCL's IDR3,013/GB), notably reduced subscribers churn. Reliable network
performance, as recognized by Opensignal, contributed to a stable subs base of 100.9mn in 2Q24.
Additionally, lower-than-expected interest costs in TH24 pose a positive catalyst for the bottom-line figure
for FY24. However, the potential return of intense competitive pressures, coupled with increased rivalry in the
FBB market, higher opex due to spectrum acquisition, and challenges related to delayed network rollout &
expansion pose risks to our industry outlook.

Exhibit 1. Telecommunications companies under our coveraae

. Market Target Upside EBITDA EV/EBITDA PIE ROE Div. yield (%)
) Price as of . . . .
Ticker 12-Sep-24 Rating cap Price potential margin
(IDRtn) (IDR) (%) (%) 24F 25F 24F 25F 24F 25F 24F 25F
Telkom Indonesia - TLKM 1 3050 BUY 3021 4000 311 521 48 46 140 135 153 148 51 59
Indosat Ooredoo Hutchison - ISAT 10875 BUY 87.7 13000 195 484 32 29 93 86 42 41 23 25
XL Axiata - EXCL 1J 2,290 BUY 299 2600 135 498 22 20 132 119 77 81 00 00

Source: Companies, KBVS Research
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Exhibit 2: Average mobile data price on a qoq basis (IDR/GB)
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Exhibit 4: Historical and projected ARPU data (IDR ‘000)
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Exhibit 6: Revenue growth historical data (%)
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Exhibit 3: The average qoq price cuts after IOH merger is smaller than the

previous price cuts
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Exhibit 5: Historical and projected data yield (IDR/MB)
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Exhibit 7: EBITDA growth historical data (%)
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Exhibit 8: EBITDA margin historical data (%) Exhibit 9: ARPU historical data (IDR ‘000/subs)
56.0 E—TSEL AT B — Average RHS
50 - - 450
510 45 - - 440
40 - C 430
35 - F 80
46.0
30 - 410
% - 400
410 20 - -390
15 - 380
36.0 10 - b 310
5 - - 360
31.0 0- L350
2 8 R R & " "R A~ A N AN R A Q- 8 A I I
1021 2021 3Q21 4021 1Q22 2022 3Q22 4022 1023 2023 3023 4023 1024 2024 783 38833y A NS Yy NNy s
~ - ~N m A3 - ~N o A3 - ~N [} <+ - ~N o - - ~N
WTIKM EEXCL mISAT
Source: Company, KBVS Research Source: Company, KBVS Research
Exhibit 10: Internet users in Indonesia Exhibit 11: Fixed broadband subscribers in Indonesia
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Exhibit 12: Mobile broadband internet speed (Mbps) Exhibit 13: Fixed broadband internet speed (Mbps)
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Exhibit 14: Aggregate mobile data traffic (Petabyte)
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Exhibit 16: ARPU to income per capita (%)
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Exhibit 18: Big 3 MNOs' EBITDA
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Exhibit 15: Aggregate MNOs’ data yield (IDR/MB)
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Exhibit 17: MNOs’ revenue to GDP (%)
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Exhibit 19: Big 3 MNOs’ revenue
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Exhibit 20: Big 3 MNOs' leverage profile
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Exhibit 22: Industry EV/EBITDA valuation band
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Exhibit 21: Big 3 MNOs' stock price return
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Exhibit 23: Big 3 MNOs’ EV/EBITDA valuation band

————TLKM —EXCL ———ISAT

7.5%

1.5x T T T T T 1
Aug-18 Aug-19

Source: Company, KBVS Research

Page 5 of 6

b KB Valbury Sekuritas



Sector Report
Indonesia Telecommunications

> KB Valbury Sekuritas

This report is prepared by PT KB Valbury Sekuritas, a member of the Indonesia Stock Exchange, or its subsidiaries or its affiliates ("KBVS"). All the material presented
in this report is under copyright to KBVS. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form or by any
means or altered in any way, or transmitted to, or distributed to any other party without the prior written consent of KBVS.

The research presented in this report is based on the information obtained by KBVS from sources believed to be reliable, however KBVS do not make
representations as to their accuracy, completeness or correctness. KBVS accepts no liability for any direct, indirect and/or consequential loss (including any claims
for loss of profit) arising from the use of the material presented in this report and further communication given or relied in relation to this document. The material
in this report is not to be construed as an offer or a solicitation of an offer to buy or sell any securities or financial products. This report is not to be relied upon in
substitution for the exercise of independent judgement. Past performance and no representation or warranty, express or implied, is made regarding future
performance. Information, valuations, opinions, forecasts and estimates contained in this report reflects a judgement at its original date of publication by KBVS and
are subject to change without notice, its accuracy is not guaranteed or it may be incomplete.

The Research Analyst(s) primarily responsible for the content of this research report, in part or as a whole, certifies that the views about the companies and their
securities expressed in this report accurately reflect his/her personal views. The Analyst also certifies that no part of his/her compensation was, is or will related to
specific recommendation views expressed in this report. It also certifies that the views and recommendations expressed in this report do not and will not take into
account client circumstances, objectives, needs and no intentions involved as a use for recommendations for sale or buy any securities or financial instruments.
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Branch O ffice

Jakarta — Sudirman

Sahid Sudirman Center 41st Floor Unit A-C
Jalan Jenderal Sudirman No. 86 Karet Tengsin,
Tanah Abang, Jakarta Pusat 10220

T.(021) 25098300/301

Bandung

JI.HOS Cokroaminoto No. 82
Bandung 40171

T.(022) 87255800

Palembang

Komplek PTC Mall Blok | No. 7
JI.R. Sukamto

Palembang 30114

T.(0711) 5700281

Semarang

Candi Plaza Building Lt. Dasar
JI. Sultan Agung No. 90-90A
Semarang 50252

T.(024) 8501122

Ihvestment Gallery

Jakarta

Citra Garden 6 Ruko Sixth Avenue
Blok J.1 A/18, Cengkareng
Jakarta Barat 11820

T.(021) 522392181

Jakarta - Kelapa Gading
Rukan Plaza Pasifik

JI. Raya Boulevard Barat Blok AT No. 10
Jakarta Utara 11620

T.(021) 29451577

Malang

JI. Pahlawan Trip No. 7
Malang 65112
T.(0341) 585888

Surabaya

Pakuwon Center Lt 21
JI. Embong Malang No.1
Surabaya 60261
T.(031) 2955788

Makassar

Komplek RUKO Citraland City Losari
Business Park, Blok B2 No. 09

JI. Citraland Boulevard Makassar 90111
T.(0241) 16000818

Semarang

JI. MT Haryono 637
Semarang 50242
T.(024) 8415195

Jakarta - Puri Indah

Rukan Grand Aries Niaga Blok E1 No. IV
JI. Taman Aries, Kembangan

Jakarta Barat 11620

T.(021) 22542390

Banjarmasin

JI. Gatot Subroto No. 33
Banjarmasin 70235
T.(0511) - 3265918

Padang

JI. Kampung Nias Il No. 10,
Padang 25211

T.(0751) 8955747

Medan

Komplek Jati Junction No. P5-5A
JI. Perintis Kemerdekaan

Medan 20218

T.(061) 88816222

Salatiga

JI. Diponegoro No. 68
Salatiga 50711
T.(0298) 313007

Jakarta - Pluit

JI. Pluit Putra Raya No. 2
Jakarta Utara 14450
T.(021) 6692119

Pekanbaru

JI. Tuanku Tambusai, Komplek CNN

Blok A No. 3 Pekanbaru 28291
T.(0761) 839393

Yogyakarta

JI. Magelang KM 5.5 No. 75
Yogyakarta 55000
T.(0274) 623111

Denpasar

JI. Teuku Umar No. 177
Komplek Ibis Styles Hotel
Denpasar Bali 80114
T.(0361) 225229

Solo

JI. Ronggowarsito No. 34
Surakarta 57118
T.(0271) 6726306
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