Headline
MediaTitle
Date
Circulation
Section
ArticleSize
PR Value

TENAGA
NASIONAL

Betier. Brighter.

Axiata, Telenor's audacious mega merger a pan-Asian game

The Edge
13 May 2019
25,910
Corporate
1900 cm?
RM 98,897

English
77,730
60,62

Language
Readership
Page No
Journalist

Cindy Yeap

Axiata, Telenor’s
audacious mega

merger a pan-Asian

game changer

CINDY YEAP

xiata Group Bhd president and
group CEO Tan $ri Jamaludin
Ibrahim had wanted to hear
wedding bells among industry
peers in several countries, in-
cluding Malaysia, for at least
three years now. Consolidation,
5,18 long overdue for any player seeking
nable growth amid digital distuption.

“The industry has come to a point where
to be sustainable and profitable, we need to
consolidate,” Jamaludin tells The Edge, letting
on that Axiata had explored various permu
tations with 13 players with consolidation in
mind before arriving at the joint-announce-
ment on May 6,confirming The Edge Financial
Daily’s cover story that moming.

"I was confident something would happen
by 2017 bur it was a lot harder than I thought.
Practically every player was talking to each
other but nothing [no deal],” he adds,

Yet the home-grown regional telecommu
nications champion’s proposed mega merger
with Norwegian Telenor Group's Asian assets
came as a surprise to many as the narrative
had been for in-country consolidation or its
operating companies merging with a rival
rather than the holding company marrying
a sizeable regional group.

The scale of the intended “merger of equals™
alone is nothing short of audacious — the
combined pan-Asian group serves close to
300 million customers or about one-third of
the population in nine countries: Malaysia
(100% Celcom + 49% Di hailand (42.65%
Dtac), Indonesia (66

55.8% Grameenphone),
log},Cambodia (72.48% Smart), Telenor Myan-
mar, Telenor Pakistan and Nepal (80% Neell).

While acknowledging that integration
would not be easy,Jamaludin has this to say:
“We've done that in Sri Lanka, Indonesia, Cam-
bodia and Bangladesh and we've integrated
them very nicely. So we're very experienced
in conselidation and integration.”

Axiata, which prefers having manage
ment control of its operating companies, is
also ceding some control — taking only 43.5%
equity interest in the so-called “MergedCo®,
the combined entity that will house most of
Axiata’s and Telenor Asia’s combined tele
coms and infrastructure assets Telenor ASA
will own 56.5% of MergedCo and have one
more board seat than Axiata,which gets 1o
appoint the chairman.

“Yes, I cannot deny, I lose a bit of control
with 43.5% but in return, 1 get four things:
a global champion, MergedCo, which will
eventually be listed on Bursa Malaysia and
another major stock exchange, a global Tow-
erCo that is top five in the world [combin-
ing the towers of Telenor Asia with Axiara's
edotcol, the largest Malaysian operator and
a regional innovation centre that can sup-
port the nation’s digital agenda and global
talent push. All four are based here in Kuala
Lumpur,” Jamaludin says, referring to the
ion investment perannum in the

Telenar president and CEQ
Sigve Brekke with Jamaludin

Potential new largest
company in Malaysia
by market capitalisation

in the making
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Petronas Chemicals (RM71.4 bil)
Tenaga Nasional (RM68.4bil)

CIMB Group (RM50.6 bil)
IHH Healtheare (RM48.3bil)

S

Axiata Group (existing) (RM4T4|J||)I

5
6
7 MaxIis (RM43.2bil)
8
9

centre focusing on 56, the Internet of Things,
artificial intelligence and robotics.

Do you want to be a big fish in a small
pond or a medium fish in a big pond? We are
already a regional champion and we can still
build |[organically] but alone, it would be very
tough for us to be a global champion, which
we will be from day one [upon the merger’s
completion],” he adds.

In an email reply, Telenor declines com-
ment on whether it would be willing to accept
an equalised 50:50 stake in MergedCo should
that be a criterion to get the green light from
the regulators here. Jamaludin says Axiata
would need to pump in “a lot of money” to
have an equal stake with

“The 56.5% and 43.5% happened to be the
relative value of the assets,” he says, adding
that both companies would not be able to
consolidate MergedCo in their accounts if a
50:50 shareholding is insisted upon.

To be sure, the ratio is still subject to due
diligence and there is no certainty the deal will
go through.There is no binding agreement as
yet with both parties working towards sign
ing one by the end of the third quarter, if not
within three months.

“1f 1 can explain again, this is just a dis-

_Hong Leong Bank (RM40.6 bl)

DiGiCom (existing) (RM37.4bi) |~

66 TelekomMalaysia (RM10.6bil)
93 Time dotCom (RM5.3bi)

tion as at May 9, 2019

elenor in MergedCo.

cussion. We expect to sign
[an agreement] within the
next three to six months. So,
we have a long way to go.As
suming that we can sign and
agree on &n actual binding
agreement, the completion
will be six to nine months
from there. If all goes well,
the completion date is actu-
ally the third quarter of next
year(2020)," Jamaludin says.

As it is, proforma figures
for MergedCo are sizeable with revenue es
timated at RM50 billion, Ebitda at RM20 bil
lion and profit after tax at RM4 billion. That
is excluding an upside of RM15 billion to
RMz20 billion (net present value over five
years) as synergies are realised post-merger,
the companies say. The cost savings from
eliminating duplication and additional scale
from an expanded balance sheet also provide
greater financial muscle to further strengthen
their foothold in Indonesia (XL)and Thailand
(dtac) where the group is the No 2 and No 3
player in the market respectively.

The group would have six No 1 operators
in the region, including in Maloysia where

Axiata 4.0: Leapfrogging
from Axiata 3.0 to become
a Global Digital Champion...

Axiata4.0
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Becoming a Global

Digital Champion

Creation of 4 Entities,

all headquartered in Malaysia:
International MergedCo
MalaysiaCo

Global TowerCo
Innovation Centre

Support the Malaysian

Government's Aspirations

Spirit of "Merger of Equals”

the intention is to merge Celcom Axiata Bhd
with Digi.Com Bhd,which will remain sep-
arately listed and has a proforma revenue of
AM14 billion and Ebitda of RMS billion.
Digi, which was the 10th largest listed
company on Bursa Malaysia by market
capitalisation (RM37.4 billion) as at May
9,could potentially see its value rise above
RM60 billion and be among the top five
largest listed companies here onee merging
with Celcom, back-of-the-envelope calcu-
lations show. MergedCo, which is expect-
ed to own over 60% of the combined Digi
and Celcom entity, could be even larger.
“When we list [MergedCo|,we will bé one
CONTINULS ON PAGE 62
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MalaysiaCo: Intention to combine Celcom & Digi to create a Malaysian Champion
=>» With Pro-forma Revenue ~RM14 bil and EBITDA ~RMS bil
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No clear dominant market leader. Healthy market competition
remains (#1and # 2 differentiated only by 2pp)

Scale would increase ability to invest in network quality in face
of growing demand

Promote healthy competitive market landscape focusing on
higher quality services to consumers, anchored against
sustainable pricing environment

A much more profitable company due to scale, to contribute to
Malaysian industry and soclety

Operatlons remain fully separate during this process

3 Mobile, Fixed, Home & Enterprise.

Dividend policy for MergedCo willbe a key item to be agreed upon

FROM PAGE 0
of the largest or the largest market cap com-
pany in Malaysia,” Jamaludin says, adding
that investors can get exposure to MergedCo
via Axiata pending its separate listing. In-
vestors can also get exposure to MergedCo
through Telenor ASA, which is listed on the
Oslostock Exchange.

According to Jamaludin, a clear dividend
policy for MergedCo will be among the key
items to be agreed upon at the signing of
the merger agreement to provide greater
certainty to Axiata'’s investors in terms of
dividend stream, given that the company
would no longer have direct contral aver the
assets in MergedCo,which will also house its
tower company, edotco, that was last valued
at USs2.1 billion.

A dmdend pohw [for McrgedCoI will
be d pre din assures
when asked about the certainty of cash
flow for dividends for Axiata’s shareholders,
noting that Telenor also pays steady dividends.

Apart from 43.5% of MergedCo, Axiata will
still directly hold 68,7% of Robi ( ladesh’s

and the key management line-up — which
will all be announced by the time an agree-
ment for the merger is signed.

‘Why now, and not earlier or later?
“Wwith Telenor, we have been talking to them
for the last seven to eight years, in one shape
oranother,be it cooperation, joint investment,
joint network, going together in other coun-
tries, but not to this extent ... we have a very
good relationship ... We started [talks again]
in the third quarter of last year. Frankly, the
shape and form is very different from when
wee started,” Jamaludin says, when pressed
for a reason both parties decided to merge
at this juncture and not after regulators had
reviewed their commissioned industry stud-
ies and made clear their longer-term policy
direction for the industry. “We think this is
necessary, We are confident so long as deci-
sions are fair and equitable.”

While jamaludin would not specifically say
when talks with Telenor progressed to merge
almm all of their Asian assets, the fact that
ional Bhd has Axiata underits

No 2 player),8.15% of Vodafone- Tdea in India
as well as Axiata Digital Services Sdn Bhd,
whose portfolio is valued at US$640 million
following the strategic minority investment
by Mitsui & Co Ltd. The stake in Idea is for
sale at the right price.

As itis,both Axiata and Telenor have com-
mitted to running Robi professionally and
separate from MergedCo.Should the merger
be conditioned upon Robi being sold tocut the
enlarged group’s dominance in Bangladesh,
Jamaludin says Axiata would have to comply
but there is still no reason to do so because
“Robi is doing very well”. India’s second largest
operator, Bharti Airtel Ltd, owns 25% of Robi
whllc rrrl'Do(_oMu has Lhc remmmns 6.3%.
ions Ltd, which
uwn:.abuul one-third of Bharti,does not have
direct exposure in Bangladesh.

Jamaludin also does not dismiss the possi-
bility of Axiata being liquidated once Merged-
Cois listed but notes again that it is still early
days.The priority nowis to get the best merger
deal for all stakeholders, including finding
common ground on strategy, business plan

mmmema[ and not strategic pool of assets
following its strategic review played a part.

“In & way, it is a good point. That's the cue
that we take that we can do whatever is best
commercially,” he says, concurring that the
deal would not have been considered had Axi-
ata been in Khazanah's strategic pool of assets.
“Despite creating four entities that Ma]a*rsuz

Global TowerCo: Creation of the Top 5
Largest TowerCo globally
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won't know who is doing what. 1f you look
at the entire telecoms industry,we are only
one-third .. In terms of voice calls, only 50%
are through operators,., 70% of data traffic
goes through WiFi and only 30% mobile,
Let's say 1 decide to be a hero and increase
prices by 20%, do you think I will survive?
Users will say, thank you, I don't need you
anymaore |and go elsewhere]” he says, not-
ing that consumers are not short of choice
with three other mobile operators {Maxis, U
Mobile, Yes), mobile offerings from Telekom
Malaysia as well as those from 11 mobile vir-

there will not be any layoffs for 2,700 employ-
ees at Celcom and 1,700 employees at Digi.
At the time of writing, Communications
and Multimedia Minister Gobind Singh Deo
had yet to issue a statement on the tie-up.
MCMC chairman Al-Ishsal Ishak, mean-
while, says the commission *is always open
to initiatives by industry players” including
the proposed mega merger and will make a
decision once it hasall the facts, noting that
the parties had yet to finalise negotiations.
“One of our roles is to ensure fair com-
petition within the industry as well as to

can be proud of, it was not an easy
We really had to search our soul to see if this
is what we wanted ... If someone is extremely
sentimental about it,no deal in the world will
make sense, 1f someone is sentimental about
it but also commercially minded and weighs
the twe, you have a different answer.”
Malaysian regulators' view may well make
or break the deal. Half of the merger syner-
gy savings is from Malaysia and a lot of it
has to do with network consolidation. “Just
bining the two comp |Celcom and
Digi| has had a lot of benefits — network,
distribution, IT — without reducing a sin-
gle person. We |Telenor and Axiata| procure
maore than Us$3 billion annually,” Jamaludin
says, noting that there is a commitment that

tual network operators (MVYNOs) that provide
services riding on other people’s network.

“So anybody looking at this should look at
the broader perspective of the communica-
tions industry in 2020 and not 2000,” he says.

What if regulators deem otherwise or if
the deal falls through?

“We have a good plan, even without this
deal,to address the industry issue. We have
spoken to 12 others ... This is the best deal
among all the considerations but we have
other deals that are quite good too. You know
the song, I will survive?"

1f the deal goes through, the announce-
ment itself may well nudge more industry
players to relook at their own plans to gain
scale and competitive advantage. o

preserve choice and rights. At
the same time, MCMC remains focused on
the National Fiberisation and Connectivity
Plan,which will provide the rakyat with ro-
bust, pervasive, high quality and affordable
digital connectivity to propel the nation to-
wards sustainable development,” Al-1shsal
says in a statement.

Jamaludin says the pnmcs have a strong
CAse: Saving ication I would
allow the group the firepower to invest more
to provide better services to customers.While
acombined Celcom and Digi entity would be
sizeable among mobile operators, he argues
that the line between mobile and fixed will
continue to blur.

“In the coming three to five years, you
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