
 

Media Statement on S&P Global Ratings’ Announcements  
 
Singtel refers to the announcements by S&P Global Ratings dated 7 December 2020 
(as attached).  
 
Singtel and Optus’ credit ratings are strong and we remain financially disciplined and 
committed to maintaining our investment-grade credit ratings. 
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Research Update:

Singtel Optus Outlook Revised To Negative, 'A-'
Rating Affirmed; SACP Revised Down To 'bbb-' On
Weaker Expected Earnings
December 7, 2020

Rating Action Overview

- Australia-based telecommunications services provider Singtel Optus Pty Ltd.'s financial
performance is expected to deteriorate significantly in fiscal 2021. We anticipate adjusted
EBITDA to decline by about 20%-30%, due to persistent price competition, cautious business
and consumer sentiment exacerbated by COVID-19, slow recovery of international travel, as
well as margin dilution caused by the National Broadband Network (NBN).

- As a result, adjusted leverage is likely to exceed 3x in fiscal 2021 and remain above our current
stand-alone credit profile (SACP) threshold of 2.75x. We have revised down the SACP to 'bbb-'
from 'bbb'.

- On Dec. 7, 2020, S&P Global Ratings revised its outlook to negative from stable on Optus,
following the same action on the company's Singapore-based parent, Singtel. At the same time,
we affirmed the 'A-' issuer credit and issue-level ratings on Optus.

- The negative outlook on Optus mirrors that on its parent company because we continue to view
Optus as a core subsidiary to the group. The issuer credit rating on Optus does not factor in any
extraordinary support from the government of Singapore, unlike our credit rating on Singtel.

Rating Action Rationale

We revised the outlook to negative on Optus following a similar rating action on the parent,
Singapore Telecommunications Ltd. (Singtel). We align the Optus rating with the SACP on
Singtel. The negative outlook on Singtel reflects the risk that the recovery in Singtel's performance
over the next 18-24 months may fall below our expectations. This will prevent the company's
debt-to-EBITDA ratio from improving to well below 2.5x over the period. We may lower the rating if
Singtel's debt-to-EBITDA ratio exceeds 2.5x on a sustained basis.
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At the same time, we revised downward the SACP on Optus to reflect materially weaker
expected earnings and margins over the next two years. Optus' operating environment remains
challenging due to persistent price competition, cautious business and consumer sentiment
exacerbated by COVID-19, and slow recovery of international travel affecting roaming revenues.
Furthermore, margin dilution caused by the NBN migration is likely to continue to weigh on Optus'
earnings profile.

We expect Optus' S&P Global Ratings-adjusted EBITDA to decline by about 20%-30%, pushing the
adjusted debt-to-EBITDA ratio above 3x in the year ending March 31, 2021, well above our
downward trigger of 2.75x. We note that Optus' adjusted leverage has increased significantly over
the past two years to about 2.6x in fiscal 2020, from 1.9x in fiscal 2019. While we expect some
recovery in earnings from fiscal 2022, Optus' leverage is expected to remain elevated, driven by
tough market conditions, high capital expenditure with the 5G rollout, as well as upcoming
spectrum payments.

The 'bbb-' SACP relies on Optus' disciplined approach to capital management, including
maintaining an adjusted debt-to-EBITDA ratio below 3.25x. We expect management to take
decisive actions to weather the earnings stress in fiscals 2021 and 2022. This include using levers
such as: adopting a prudent approach to spending, restricting distributions, and undertaking
noncore asset sales.

We expect Optus to maintain its number two market position in Australia. Optus' position as
the second-largest telecommunications service provider in Australia and one of only three mobile
network operators (MNO) underpin the business strength. Optus holds about 27% retail market
share by revenue for mobile phone services in Australia and 15.5% of wholesale market share for
NBN services. Recently, Optus announced its A$250 million acquisition of Amaysim, Australia's
largest mobile virtual network operator (MVNO) with a customer base of nearly 1.2 million
subscribers. We view the acquisition as a defensive investment that should help reinforce Optus'
market position with a dual-brand strategy as well as secure its wholesale revenues. Moreover,
the acquisition removes a key market disruptor, which should promote a more stable market
environment among Australia's three MNOs. The Australian Competition and Consumer
Commission is reportedly not planning to oppose the acquisition.

The higher credit quality of Optus' parent Singtel continues to support the Optus 'A-' rating.
We consider Optus to be a core subsidiary of the Singtel group. The company contributes about
50% of Singtel's adjusted revenue and 40% of its adjusted EBITDA. Our assessment of Singtel's
group credit profile fully consolidates Optus. As a result, we apply a three-notch upward
adjustment from the 'bbb-' SACP to align the Optus rating with Singtel's SACP of 'a-'. However, the
ratings on Optus do not benefit from any uplift stemming from Singapore government support
because we do not believe such potential support for Singtel would flow through to Optus, given
the latter's status as an offshore subsidiary.

Outlook

The negative rating outlook on Optus reflects that on the company's sole owner Singtel.

Downside scenario

The ratings on Optus may face downward pressure if:
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- We revised Singtel's SACP downward;

- Singtel reduces its shareholding in Optus, or other evidence emerges that shows Optus'
importance in the Singtel group is diminishing, making it no longer consistent with its existing
core group status; or

- Optus' business or financial risks materially increase, and as a result, we no longer view Optus
to be a core subsidiary of the group. This could include a scenario where Optus maintains a
substantially more-aggressive financial risk profile than the broader Singtel group.

Upside scenario

An upgrade on Optus would likely be reliant on raising Singtel's SACP.

Company Description

Singtel Optus is a subsidiary of Singapore Telecommunications Ltd. and the second-largest
provider of telecommunications services in Australia in terms of revenue. It is one of only three
mobile network operators in Australia and delivers a comprehensive range of telecommunications
products and services.

Our Base-Case Scenario

- Australia's real GDP downturn of -4% in 2020 and growth of 4.2% in 2021. Australia's
population growth of 1% in 2020 and 0.4% 2021, and unemployment rates of 7.1% and 6.8% in
2020 and 2021, respectively;

- Revenue, EBITDA and margin contraction over the next 12-18 months, predominantly due to
strong competition, ongoing fixed-line NBN migration, and the effects of COVID-19 on roaming
revenues and consumer and business sentiment;

- Capital expenditure (capex) to remain high as Optus continues its multiyear 5G investments. In
fiscal 2021, capex to be about A$1,600 million, including A$32 million of spectrum payments;

- Australia's auction of the 26 gigahertz (GHz) spectrum band likely to take place in 2021. The
size, timing, and structure of payments are uncertain and excluded from our base case;

- Acquisition of Amaysim for A$250 million in fiscal 2021;

- Projections exclude the sale of noncore assets or additional financial support from Singtel; and

- Dividends to Singtel of about A$250 million in fiscal 2021.

Liquidity

The short-term rating on Optus is 'A-2', reflecting the long-term issuer credit rating and our
assessment of Optus' liquidity as adequate. Due to Optus' core status within the Singtel group, we
have aligned our liquidity assessment on the subsidiary to that of its parent. Even so, on a
stand-alone basis, Optus has sound liquidity.

As of Sept. 30, 2020, Optus' stand-alone sources and uses of liquidity over the following 12
months include:
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Principal liquidity sources:

- Cash FFO of about A$1.55 billion-A$1.65 billion;

- Cash holdings of A$156 million; and

- Material undrawn bank facilities with maturities greater than six months.

Principal liquidity uses:

- Capex of about A$1.6 billion per year (excluding spectrum payments);

- Material debt maturities;

- Dividends to Singtel of about A$250 million; and

- Acquisition of Amaysim for A$250 million.

Ratings Score Snapshot

Issuer Credit Rating

A-/Negative/A-2

Business risk: Satisfactory

- Country risk: Very low

- Industry risk: Intermediate

- Competitive position: Satisfactory

Financial risk: Significant

- Cash flow/leverage: Significant

Anchor: bbb-

Modifiers

- Diversification/portfolio effect: Neutral (no impact)

- Capital structure: Neutral (no impact)

- Financial policy: Neutral (no impact)

- Liquidity: Adequate (no impact)

- Management and governance: Satisfactory (no impact)

- Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: bbb-

- Group credit profile: a-

- Entity status within group: Core (+3 notches from SACP)
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Related Criteria

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

- Criteria | Corporates | General: Methodology: The Impact Of Captive Finance Operations On
Nonfinancial Corporate Issuers, Dec. 14, 2015

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

- Criteria | Corporates | Industrials: Key Credit Factors For The Telecommunications And Cable
Industry, June 23, 2014

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013

- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research

- Singapore Telecommunications Outlook Revised To Negative; 'A/A-1' Ratings Affirmed, Dec. 7,
2020

Ratings List

Ratings Affirmed; Outlook Action

To From

Singtel Optus Pty Ltd.

Issuer Credit Rating A-/Negative/A-2 A-/Stable/A-2

Ratings Affirmed

Optus Finance Pty Ltd.

Senior Unsecured A-

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column.
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S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations
Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be distributed to any
person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act).

© S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings' permission. See Terms of
Use/Disclaimer on the last page.

S&P GLOBAL RATINGS360 December 7, 2020       6

Research Update: Singtel Optus Outlook Revised To Negative, 'A-' Rating Affirmed; SACP Revised Down To 'bbb-' On Weaker Expected Earnings



S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be
distributed through other means, including via S&P publications and third-party redistributors. Additional information about our ratings
fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any
part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.
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