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What are Telecoms Industries?

GEOGRAPHIC REGION

Emerging Market vs Developed Market

Mobile Sector Fixed Sector

>
;‘ T&T m
u verizon’
-
vodafone
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What Makes them Special?

1

MIX OF REVENUE STREAMS

CUSTOMER ACQUISITION

ASSET INTENSIVE BUSINESS

DEFERRED TAX

Understanding the split between these 'service revenues’
and 'hardware revenues' is important

Costs associated with customer acquisition are capitalized
and amortized over the contract life

ROIC distortion can results from companies sitting on
an aged asset base

Large deferred tax assets & liabilities are typical if the industry
& the result of tax losses & accelerated capital allowances
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Mix of Revenue Streams

MOBILE REVENUE

FIXED REVENUE

Pre-paid Post-paid
Subscribers Subscribers

¥ ¥

Average Revenue Per User (ARPU)

Post paid revenue

Pre paid revenue

Roaming & connection fees

Hardware

EBITDA

Post-paid Subscribers

Average Revenue Per User (ARPU)

Landline voice revenue
Internet revenue
TV revenue

Hubbing

|

EBITDA
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Customer Acquisition Cost Capitalization

-»

NEW ADDITIONS

NEW CUSTOMER

PRICE
COMPARISON
SITES

BROKERS
SUBSCRIBER BASE

AMORTIZE

-»

CUSTOMER
ACQUISITION COSTS
(COMMISSIONS)

RELATED ADDITIONAL
REVENUES

1

Asset Intensive Business

= atar

Revenue Operating Profit Op Profit Margin Revenue Operating Profit Op Profit Margin
181,193.0 27,955.0 15.4% 23,746.0 3,991.0 16.8%
Asset Turnover Invested Capital ROIC Asset Turnover Invested Capital ROIC
51.3% 352,951.0 7.9% 73.0% 32,548.0 12.3%

Accumulated D&A

Gross Long-Lived Assets

Accumulated D&A

Gross Long-Lived Assets

203,410.0 333,538.0 39,040.0 57,416.0
Accumulated D&A / Gross Accumulated D&A / Gross
Long-Lived Assets 61.0% Long-Lived Assets 68.0%
COMPANIES SITTING ON AN AGED ASSET BASE REPORT ENHANCED RETURNS
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Tax

Year 1 Year 2 Year 3 Year 4 Year 5 Total
Accounting expense 150.0 150.0 150.0 150.0 150.0 750.0
Tax allowable deduction 300.0 250.0 200.0 0.0 0.0 750.0
Relative expense Tax > Acc Tax > Acc Tax > Acc Tax < Acc Tax < Acc Tax = Acc
Impact on cash taxes Good Good Good Bad Bad Neutral
Cash taxes vs tax expense Pay less Pay less Pay less Pay more Pay more The same
DTA or DTL? DTL DTL DTL DTL DTL

TIME VALUE OF MONEY IMPACT

PREPAID TAXES - DTA Year 1 Year 2 Year 3 Year 4 Year 5 Total

Accounting expense 220.0 220.0 0.0 0.0 0.0 440.0
Tax allowable deduction 0.0 0.0 0.0 300.0 140.0 440.0
Relative expense Tax < Acc Tax < Acc Tax = Acc Tax > Acc Tax > Acc Tax = Acc
Impact on cash taxes Bad Bad Neutral Good Good Neutral
Cash taxes vs tax expense Pay more Pay more Equal Pay less Pay less The same
DTA or DTL? DTA DTA DTA DTA DTA

The DTA or DTL decision is made in the first year, and does not change
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Understanding the Financial Statements
Extracts from Sunrise Income Statement
AMOUNTS IN CHF (MILLIONS) 2019 2018
Mobile services revenue 1,271.0 1,271.0
Landline services revenue 616.0 605.0
Total revenue 1,887.0 1,876.0
Mobile hardware and fixed hubbing revenue (very low margin) 336.0 375.0
Gross profit 1,252.0 1,219.0
Wages, salaries and pension costs (206.1) (213.9)
Other operating expenses (457.9) (403.1)
EBITDA 588.0 602.0
Non recurring income / (expenses) (80.0) 1.0
EBITDA (underlying) 668.0 601.0
Depreciation (204.7) (169.5)
Amortization (270.1) (256.2)
EBIT 193.2 175.3
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Understanding the Financial Statements

Extracts from Sunrise Income Statement

AMOUNTS IN CHF (MILLIONS) 2019 2018
Cash and equivalents 200.6 420.9
Current trade receivables 421.6 425.6
Current prepaid expenses 9.7 8.9
Inventories 54.7 46.3
Total current assets 686.6 901.8
Intangible assets 2,120.0 2,088.2
PP&E 846.6 823.8
Right-of-use assets 282.7 0.0
Non-current trade receivables 71.2 60.9
Other non-current assets 54.8 46.6
Total assets 4,062.0 3,921.2
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Analyzing Telecoms Companies

FINANCIAL KPIs

+4
i P S
Churn Average Revenue Subscriber Network
Per User Acquisition Cost Operating Cost
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www.FE.training

Please do not redistribute these materials without the express
permission of Financial Edge Training.
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