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VODACOM
By Marco Barbieri (Director - SA Equities) and

Simphiwe Msibi (Trainee Analyst)

Vodacom is a perennial constant in an otherwise uncertain
environment

Regulatory headwinds and changing consumer trends have
negatively impacted the South African mobile telecommuni-
cations sector with all four operators feeling the effects of a
sector-wide de-rating over the last year. While investors
have become increasingly negative and are likely to apply a
higher risk premium in valuing these businesses, we feel
important company specific characteristics are being ne-
glected.

We are of the view that there is quality to be found in the
telco space and Vodacom is the perfect example of a con-
sistent high quality business operating at a scale advantage
to competitors.

Vodacom’s leading market position stems from scale and
the quality of its network

South Africa’s mobile telecommunications industry has been
in a state of flux over the past few years and although com-
petition has been intensifying, Vodacom has been able to
successfully defend market share (Figure 1). Recent con-
sumer surveys (Figure 2) highlight that Vodacom’s higher
consumer satisfaction and lowest likelihood of switching
scores, relate strongly to the quality and coverage of its net-
work and not solely to product pricing. In fact, SA consumers
have increasingly shown a low propensity of switching away
from Vodacom in light of its perceived higher pricing versus
peers.

In a world where data demand is surging, network quality in
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Figure 1. A high value subscriber base translates into market dominance. Source: Company Financial Statements. Northstar Asset Management.
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Figure 2. Network quality is of the utmost importance and Vodacom has attracted the most discerning subscribers. Source: UBS Evidence Lab.
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our view is becoming an even more important differentiator
and enabler for telcos to maintain and grow subscribers.
Vodacom’s market dominance has been a combination of
strong strategic execution, scale advantage and a sound
value proposition as evident from the company’s higher
returns on invested capital (ROIC) relative to sector peers
(Figure 3).

The way forward as data prices fall

While data demand has been rising, the industry has experi-
enced an overall contraction in service revenue as data pric-
es have been cut by operators. Although higher price com-
petition and regulatory pressures have depleted industry
returns over the past few years, we believe data volume will
start growing ahead of pricing tariff reductions as consumer
data requirements surge. Increased use of instant messag-
ing, streaming and other value-added services will in our
opinion drive strong data growth over the next decade.
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Among South African operators, Vodacom has been particu-
larly good in capturing new subscribers (Figure 4), having
added approximately five million new SIMs to their network
in 2017, and is set to add a similarly large number of new
SIMs into 2018. We believe Vodacom’s scale advantage and
network quality will enable it to capitalise on these market
trends and continue to deliver strong returns over the medi-
um term.

Valuation

We believe Vodacom is attractively priced at current levels,
trading at a 20% discount to its long-term average forward
EV-to-EBITDA as the share price, in our opinion, is discount-
ing an overly bearish scenario. Furthermore, the business is
highly cash flow generative and we see significant upside
based on our discounted cash flow valuation.

Consistent sector-beating returns on capital
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Figure 3. Consistent sector-beating returns on capital. Source: Company Financials. Northstar Asset Management.
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Figure 4. Vodacom has been aggressively adding to its subscriber base. Source: Company Financials. Northstar Asset Management.
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THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002

Northstar Asset Management Proprietary Limited is an authorised financial services provider in terms of the Financial Advisory and Intermediary Services Act 2002. All information
contained in this document should not be construed, or relied upon, as advice. If you require financial and/or investment advice, please engage the services of an independent
financial adviser.

INFORMATION AND CONTENT

The information and content (collectively 'information') accessible in this document are provided by Northstar as general information about the company and its products and
services. Northstar does not guarantee the suitability or potential value of any information or particular investment source. Any information in this document is not intended nor
does it constitute financial, tax, legal, investment, or other advice. Nothing contained in any service or any other content in this document constitutes a solicitation, recommenda-
tion, endorsement or offer by Northstar.

Illustrations, forecasts or hypothetical data are not guaranteed and are provided for illustrative purposes only; returns or benefits are dependent on the performance of underly-
ing assets or other variable market factors; there are risks involved in buying or selling a financial product; past performances are not necessarily indicative of future performanc-
es; and no guarantees are provided.
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DISCLAIMER
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