
 

 

PT Smartfren Telecom Tbk 

Long-Term Growth Tailwinds Abound 

BUY (TP: 150)  

We initiate coverage on PT Smartfren Telecom (FREN) with a BUY 

recommendation and target price of IDR 150 per share. Our investment 

thesis revolves around FREN’s data-driven business model, operational 

synergy through its recent acquisition of 20.5% stake in Moratelindo 

Indonesia (Moratel), favorable telecom industry outlook, and a large 

addressable market.  

 

Large addressable market and favorable industry outlook. Recently, 

we observe that price competition in the telecom sector has abated, with 

operators attempting to raise tariffs or reduce data quotas to support their 

ARPU. Additionally, news of Hutchison Indonesia’s potential merger with 

Indosat (ISAT) have sparked talks of the industry heading towards further 

consolidation. The recent draft of Omnibus Law is another point in favor of 

consolidation. Fierce price competition reminiscent of 2H20 is unlikely. With 

Indonesia’s internet penetration rate still playing catch up to its ASEAN 

peers, FREN has an opportunity to add to its rapidly growing subscriber 

base. We forecast the company's FY21-23F subscriber base to grow by 

13.9% CAGR, resulting in FY21-23F revenue growth of 16.7% CAGR. 

Additionally, we forecast EBITDA to grow by 25.9% CAGR in FY21-23F 

while bottom line to turn positive in FY22, partly due to Moratel's 

acquisition. 

 

Multiple synergies from Moratel acquisition. The Company has been 

leveraging Moratel’s existing infrastructure network to facilitate expansion 

to ex-Java areas even prior to the acquisition, but the acquisition builds on 

this by opening the possibility for FREN to participate and benefit from 

Moratel’s future projects. We can also expect significant capex savings in 

lieu of FREN leveraging on existing infrastructure to fuel further expansion. 

Worth noting, Moratel booked FY20 revenue/EBITDA/NPATMI of IDR 

3.8/2.0/0.6 bn, which imply transaction multiples at 4.2x FY20 EV/EBITDA 

(IDR 360 bn for 20.5% of Moratel's shares). We believe the acquisition to 

be value accretive given the potential synergies. Additionally, we also don't 

dismiss the possibility of further corporate action if FREN wishes to 

consolidate more of Moratel. To note, FREN still have an option to exercise 

its outstanding warrant totaling up to IDR 9.2 tn, which is equivalent to 

2.9x of Moratel's FY20 book value 

 

Initiate BUY with FY22 target price of IDR 150 per share. Our TP is 

derived using DCF valuation method (WACC: 9.6%) to capture FREN’s long 

term growth potential. Key risks to our call include: 1) Lower than expected 

subscriber capture in FY21E, 2) Slower than expected synergy realization 

with Moratel, 3) Slow or ineffective rollout of the Omnibus Law.  
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Company Background 

 
Smartfren Telecom at a glance. PT Smartfren Telecom is a leading 

provider of cellular and telecommunication services in Indonesia, serving 

27.9 mn customers as of 2020. FREN was established on December 2, 

2002 under the name of PT Mobile-8 Telecom before undergoing a name 

change to PT Smartfren Telecom in 2011, 5 years after its IPO. Since the 

Company’s focus on improving its 4G LTE services and the release of its 

Super 4G Unlimited package in 2018, customer base and revenues have 

grown 127.3% and 71.4% respectively. For the foreseeable future, the 

Company will continue to expand market share through its varied and com-

petitively-priced product offerings.  

 

 

  

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Key Personnel 

Source: Company data 

Shareholder Structure 

Source: Company data, Sinarmas Investment Research 
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Data as chief revenue contributor. In line w ith its peers in the tele-

communications industry, FREN owes the lion’s share of its revenues to 

data services, with a peak contribution of 95.3% to FY18 revenue. The 

Company also continues to offer legacy services such as voice and SMS 

despite their gradually declining contribution to revenue to ensure a more 

well-rounded service. As of 2020, the Company has network coverage 

throughout most of Indonesia, boasting coverage of over 80% of the island 

nation’s total population.   

 

 

 

 

 

 

 

 
 
 
 

 

 

 

FREN’s revenue contribution by segment 

Source: Company data, Sinarmas Investment Research 

FREN’s Network Coverage 

Source: Company data, nPerf 
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Varied product selection for all manner of consumers. FREN offers 

cellular services through prepaid SIM cards, data packages, and data 

vouchers offering data quotas ranging from as little as 2.5 GB all the way 

to unlimited with Fair Usage Policy. The products are offered at various 

price points and durations to ensure that prospective customers can always 

find the package that best suits his or her needs. Roughly 50% of the Com-

pany’s subscribers are subscribed to a package under the Unlimited plan.  

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Company data 

FREN’s Monthly Large Quota Offering 

FREN’s Unlimited Quota Offering 

Source: Company data 
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Industry Overview 

 

A return to form. 2020 was a year filled w ith challenges for Indone-

sia’s Telecom sector with both Covid-19 and price competition in 2H20 col-

lectively slowing down sector growth to 3.1% YoY. More recently however, 

we observe that the competition environment has abated, with operators 

attempting to raise tariffs or reduce data quotas to support ARPU. For in-

stance, Telkomsel expanded its UnlimitedMAX plan to a further 136 Tier 1-2 

cities, but only offers the package starting at IDR 75,000 (vs. IDR 25,000 

in the 65 cities this plan was previously available in). Given the lower base 

from 2020, we expect this year to be the beginning of a return to a more 

sustainable high single-digit growth level for the industry.  

 

 

 

 

Indonesia telecom cellular revenue growth 

Source: Company data, Sinarmas Investment Research 

Indonesia telecom unlimited monthly plan comparison 

Source: Company data 
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Consolidation possibility and Omnibus Law. In a formal announce-

ment made to the Bourse on 28 December 2020, Indosat (ISAT) informed 

that it has entered into a non-legally binding Memorandum of Understand-

ing (MoU) with CK Hutchison, parent entity of Hutch Indonesia with regards 

to a potential business combination. Recently, both entities have extended 

the merger negotiations up to 30 June 2021. We view this merger possibil-

ity as a positive for the industry overall, as the new entity resulting from 

the merger should be more operationally efficient, and further reduce the 

possibility of price competition detrimental to the sector.  

 

The Omnibus Law draft published on October 2020 had two key regulations 

that impact the sector. Firstly, the law will allow regulators to set a tariff 

floor. Smaller providers relying on price competition to survive will certainly 

be at a disadvantage here, but a tariff floor can potentially improve the 

sector’s profitability and pave the way for more industry consolidation, 

which is a net positive for the sector. Secondly, the law allows sharing and 

transfer of spectrum between operators contingent on approval from the 

government. This should be yet another point in favor of industry consoli-

dation as operators now have a non-negligible degree of assurance that 

they will not lose their current spectrum provided they can get an approval 

from the Ministry of Telecommunications.  

 

Data—the telecom gold mine. For the past 5 years, there is a clear 

trend that data and internet service revenues have taken a larger and larg-

er share of the operators’ revenue pie. Sector data revenue posted a CAGR 

of 11.7% over the 2016—2020 period. We view that this growth trend 

should continue to persist given Indonesia’s current internet penetration 

which lags behind its EM peers in ASEAN. Additionally, 53.8% of the Indo-

nesian demographic consists of Millennials and Gen Z which, on average, 

exhibits higher screen time than their Gen X and Baby Boomer counter-

parts. Additionally, the Covid-19 pandemic has only exacerbated the need 

for high-speed data connection as the former demographics had to contend 

with learning or working from home. Data traffic is likely to continue grow-

ing given its critical role in the masses’ day-to-day life, which in turn, bodes 

well for Indonesian telecom names going forward.  

 

 

 

 

 

 

 

 

 

 

Indonesia’s internet penetration ASEAN internet penetration 

Source: APJII, BPS, Sinarmas Investment Research Source: Statista, Sinarmas Investment Research 
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Indonesia’s demographic based on generation Indonesia telecom data revenue with respect to total revenue 

Source: BPS, Sinarmas Investment Research Source: Company Data, Sinarmas Investment Research 
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Investment Thesis 

 

Large addressable market to fuel growth. According to data from 

both Statista and BPS, Indonesia’s internet penetration stands at a little 

over 70% out of a population of 269.6 mn. While by no means low, ASEAN 

peers such as Malaysia and Thailand have a lead of c. 100 bps in this 

department. There remains a significant amount of potential subscribers 

that FREN can set out to capture, and the Company plans to do so through 

its comprehensive set of products. For instance, the new “Gokil Max” plan 

offers a fixed national quota and a variable bonus quota component which 

scales based on area. The product is well-suited to capturing customers in 

areas where FREN currently has lower utilization rates as customers in the 

locale can enjoy larger bonus quotas. The company guided annual increase 

of ~8mn subscribers per year. We bake in ~7mn subs increase in FY21F, 

and forecast growth to slowly subside to 16.5%/11.5% in FY22/23F. 

Meanwhile, we expect ARPU to trend lower in 2021-22 to capture strong 

growth, before steadily improving from FY22 onwards. 

 

In order to increase customer lifetime, the Company also offers a bevy of 

customer loyalty program such as “SmartPoin” and “Smartfren WOW”. The 

former enables customers to accumulate points with every purchase which 

can then be redeemed for various rewards such as future internet package 

purchases. The latter offers various daily bonuses and larger bonuses to 

loyal customers.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Investment in Moratel paves the way for expansion. On a formal 

letter made to the Bourse on 28 May 2021, FREN, through its subsidiary PT 

Smart Telecom (Smartel) announced that it has acquired 20.5% stake at 

Moratel in a transaction totaling IDR 360 billon. This transaction is 

equivalent to 4.2x of Moratel’s FY20 EV/ EBITDA, a significant discount 

from the industry’s 5.9x. Moratel itself is a leading telecommunication 

infrastructure provider in Indonesia with an extensive track record of laying 

down fiber optic cable networks both nationally and internationally.  

 

FREN’s recent investment opens up a number of interesting synergies, but 

perhaps none more important than greater access to Moratel’s considerable 

fiber optic infrastructure. The Company has been leveraging the existing 

infrastructure network to facilitate expansion to ex-Java areas even prior to 

the acquisition, but it is now also able to take part and give inputs in any 

future projects that Moratel may undertake. The capex savings in future 

expansions through Moratel’s existing backbone cannot be discounted 

either. As additional information, Moratel’s current fiber optic infrastructure 

total 36,591 km consisting of both landed and submarine networks which 

encompass Java, Sumatra, Kalimantan, Maluku, West Papua, and 

Singapore, among others.   

Indonesia telecom subscriber market share 

Source: Company data, Sinarmas Investment Research 

Indonesia telecom data revenue market share  

Source: Company data, Sinarmas Investment Research 
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In addition to the aforementioned ease of expansion, we see another 

significant  synergy in product cross-selling as a long-term top line booster. 

Moratel has been leveraging its inner city network by offering Fiber To The 

Home (FTTH) services under the Oxygen.id Home brand. FREN can utilize 

this channel to further market products like home phone or even their 

mobile phone packages. The complementary nature of the products being 

offered also makes it likely that FREN can look to add Oxygen.id Home’s 

current customer base to their own. 

 

Lastly, we see an option for further corporate action from FREN to 

consolidate more of Moratel in the future should the aforementioned 

synergies bear fruit. In that case, we note that FREN can choose to 

exercise its outstanding warrant totaling IDR 9.2 tn to raise capital before 

considering any right issue or bonds. The time horizon to exercise the 

warrant starts from October 2021 to April 2026. The amount raised is 

equivalent to 2.9x of Moratel’s FY20 book value.  

 

Margin expansion on the back of BTS rental savings. FREN currently 

leases over 90% of its towers, and the lease for a number of them will be 

expiring in the near future. Post-expiry, the Company will enter a favorable 

bargaining position for the second term lease, which can be leveraged into 

cost savings for tower rental fees. Company management has also pointed 

out that negotiations for favorable rental rates are always ongoing. As of 

1Q21, base station space rental charges are equivalent to 13.9% of the 

Company’s operating revenues. With falling rental fees, we forecast the 

Company’s EBITDA margin to rise 350 bps to 35.9% in FY21E. 

 

Optimized radio frequency spectrum holding. Unlike other 

Indonesian telecoms, FREN’s allocated 62 MHz of radio frequency spectrum 

are distributed only on the low 800 MHz band and the high 2.3 GHz band. 

This allows the Company to offer both extensive coverage (low band) in 

less populated areas, as well as higher speed and capacity (high band) in 

densely populated large cities. The two aforementioned radio frequencies 

are also suitable for 5G implementation, which will be a tangible benefit 

when the Company decides to make the transition.  

 

Largest exposure to data among Indonesian Telecoms. Data 

business is the backbone of FREN’s top line, with said business accounting 

for over 90% of operating revenues since FY17, higher than any other 

Indonesian telecoms under our coverage. Demand for high-speed internet 

and data services is unlikely to slow down over the foreseeable future, 

especially as the productive population remain reliant on them for work, 

learning, and entertainment. Moving forward, we see that data is likely to 

remain the main growth driver for the telecoms industry, and FREN is well-

positioned to strongly benefit from this trend.   

 

Omnibus Law and conducive sector conditions. The Omnibus Law 

draft published on October 2020 had two key regulations that impact the 

sector: possibility of a tariff floor, and the conditional sharing and transfer 

of spectrum between telecom operators. Overall, the aforementioned 

regulations should push smaller operators into consolidation, shifting the 

industry into a healthier oligopoly structure where price competition is 

more discouraged. If implemented, we are of the opinion that this will be a 

boon for the sector as a whole by increasing operators’ ARPU.  
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Financial Outlook 

 

1Q21 results—Robust growth driven by data segment. The company 

experienced a 20.5% yoy jump in their 1Q21 operating revenue 

predominantly driven by the telecommunication data segment (20.3% yoy, 

90.5% of operating revenues). This was mainly driven by the increase in 

total users (28.1 mn in 1Q21). Such feat translated towards the lower 

section of their earnings as EBITDA margin remained solid (+121.1 bps 

yoy, +13.1bps qoq) and OPEX was well maintained at 103% of revenue 

(121.7% in 1Q20). As a result,  1Q21 net loss is minimized to IDR –397 

billion (vs. IDR –1.78 tn in 1Q20). 

 

Key Revenue Drivers & Revenue Forecast 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Unique product offering: We forecast FREN ’s total data users to reach 

45.3 million by FY23F implying a 3 year CAGR of 17.5%. We are fairly 

confident that such figure is achievable with the company’s unique product 

offering and competitive price. Other competitors do offer the same 

unlimited plan but usage is capped at a certain quota. Web browsing is 

limited once the capped limit is reached. FREN is one of the few players 

that truly offers an uncapped data usage plan even though daily usage is 

limited to 1-1.5 GB.  

 

Cross selling opportunity: we also expect the increase in number of 

users to be driven by cross selling effort with Moratel. Cross selling is 

expected to be effective as FREN and Moratel offers complementary 

products (FTTH, Home Phones, Mobile Packages). This should bring up 

FREN’s product exposure and serve as another channel to increase their 

customer base. 

 

ARPU to pick up in the coming years ahead: As mentioned in our 

industry overview, tariff floor set up by the regulators will limit price 

competition and should lead to enhanced profitability. Therefore, we see a 

bottoming trend and expects ARPU to start growing at a low single digit 

growth from FY23F and onwards. 

 

 

 

 

 

 

 

 

 

 

Source: Company data, Sinarmas Invesment Research 
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Revenue Forecast 

 

With ARPU starting to bottom and total subscribers projected to reach 45 

million by FY23F, we forecast FREN’s total operating revenue to reach IDR 

11.3 tn (+19.7 % yoy) in FY21E and IDR 15.3 tn (3 yr CAGR: 17.7%) in 

FY23F. The company’s operating revenue will continue to be driven by their 

data segment as it represents more than 90% of their total operating 

revenue. 

 

Moratelindo Ownership To Boost Upcoming Earnings 

 

 

 

On a formal announcement made to the Bourse on 28 May 2021, FREN, 

through its subsidiary PT Smart Telecom (Smartel) informed that it has 

acquired 20.5% stake at Moratel in a transaction totaling IDR 360 billon. 

This transaction would be a significantly valuable deal as it implies FY20 

EV/EBITDA of 4.2x and FY21 EV/EBITDA of 3.6x. Compared to Indonesia’s 

telecom industry average of 6.0x, such transaction would be considered a 

bargain. In addition to the attractive valuation, it would also be a strategic 

ownership. As mentioned before, FREN will most likely benefit from top line 

synergies (cross selling opportunities, extended product reach) and 

potentially cost synergies (potential joint projects, leverage on Moratel’s 

advanced infrastructure knowledge, reduction in unnecessary costs). 

Moreover, FREN will need to record a portion of Moratel’s earnings in their 

book as other income through net profit of associate. Given Moratel’s 

strong revenue and stable earnings, we expect FREN’s loss to be minimized 

in FY21E and positive profit to come in FY22F. Of note, Moratel is projected 

to book IDR 4.6 tn in revenue and IDR 800 bn in NPAT for FY21E.  

 

 

 

 

 

Source: Company data, Sinarmas Invesment Research Source: Company data, Sinarmas Invesment Research 

Source: Company data, CNBC Indonesia, Bisnis Indonesia, Sinarmas 
Invesment Research 

Source: Company data, Sinarmas Invesment Research 
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Expect Margin Expansion 

 

FREN has been seeing gradual improvement in their margins ever since 

they decided to discontinue their CDMA services in 2017. In addition to the 

company’s effort in optimizing their cost, FREN will soon reach the end of 

their long term contract cycle in regards to their BTS rental. FREN will soon 

be in a stronger position to bargain for more efficient rental rates.  

Therefore, we expect average rental per BTS to gradually come down. Due 

to high fixed cost structure, high revenue growth of 16.7% FY21-23F 

CAGR, paired with better OPEX efficiency and cheaper rate, FREN should be 

able to continue expand their margin rapidly and achieving positive profit 

by FY22F. On EBITDA level, we forecast EBITDA to grow by 25.9% CAGR in 

FY21-23F, with margin gradually improving to 41.8% in FY23 from 35.9% 

in FY21F. 

 

Valuation 

We utilized the discounted cash flow (DCF) method (9.6% WACC, 4% 

perpetual growth) to arrive at our target price of IDR 150 (implying 11.9x 

EV/EBITDA). We have also factored in the company’s plan for a rights 

issue. 5.82 billion of additional shares will be issued assuming 100% of the 

rights are fully exercised. Given an exercise price of IDR 120 per share, the 

company should be getting a targeted capital of IDR 697.9 billion. 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data, Sinarmas Invesment Research Source: Company data, Sinarmas Invesment Research 

Source: Company data, Bloomberg, Sinarmas Invesment Research 
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Source: Company as to historical data, Sinarmas Investment Research as to any forecast 
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Source: Company as to historical data, Sinarmas Investment Research as to any forecast 

Source: Company as to historical data, Sinarmas Investment Research as to any forecast 
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