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Investment Dialog Telekom Limited (DIAL) Underweight

Thesis
Summary | g4ick To Fundamentals. 25™ April
Strategic View | The Dialog stock price has risen sharply in the last few days and closed at Rs27.00

Strongly yesterday. We upgraded the recommendation on the counter from “Strongly
Underweight Underweight” to “Underweight” when it had fallen to Rs24.50.

Analyst Given that our view on the counter is due to the fundamental valuation on Dialog

Amal Sanderatne

Share Price
Rs27.00

ASPI
2817.78

MPI
3888.22

Market Cap
Rs 201,743,597,568

Telecom being well in excess of the market price, we are again downgrading our
recommendation on the stock to “Strongly Underweight”.

The recent out-performance of the counter has been attributed both to positive views
on the implications of the capital raising by other analysts and varied market
rumours. We stress again, that our view on Dialog Telecom is completely valuation
driven and based on fundamentals, and as such with a higher share price we have
again turned far more bearish than we were when the price was Rs24.50.

In last report on 23" April, we made it clear that “the quantum of the capital raising
supports our continued bearish perspective on Dialog Telecom’s valuation.

The Rs.20.54 billion that Dialog hopes to raise is an indication of Dialog’s own
projections of the extent to which the company will be free cash flow negative in the
next two years. The suggested shortfall between internally generated funds and that
needed for the Capex program of Dialog, as indicated through the quantum of the
rights issue, in fact suggests that our own projections for the next two years maybe
slightly more optimistic than Dialog’s own internal numbers.

Though this is primarily equity capital raising, the cost of equity also rises with the
cost of debt rising, as the cost of equity is always as at a premium to the cost of debt.
Furthermore the recourse to equity capital raising through the rights issue would
further skew Dialog’s debt to equity ratio in favour of equity and thus further have
an unfavourable impact on the overall WACC.

However the preference share issue announced is a positive, in terms of its capital
structure, as given Dialog’s tax free position, the tax free dividends status would be
a means of raising capital at very favourable rates, possibly lower than the general
cost of debt for Dialog.
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The analyst responsible for producing the report does not work for Capital Alliance Securities (Private) Ltd. This report has been
produced as part of an outsourced research relationship with a specialized research company engaged by Capital Alliance
Securities (Private) Ltd. This document has been prepared and issued on the basis of publicly available information, internally
developed data and other sources, believed to be reliable. Capital Alliance Securities (Private) Limited however does not warrant its
completeness or accuracy. Opinions and estimates given constitute a judgment as of the date of the material and are subject to
change without notice. This report is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The
recipient of this report must make their own independent decision regarding any securities, investments or financial instruments
mentioned herein. Securities or financial instruments mentioned may not be suitable to all investors. Capital Alliance Securities
(Private) Limited it’s directors, officers, consultants, employees, outsourced research providers associates or business partner, will
not be responsible, for any claims damages, compensation, suits, damages, loss, costs, charges, expenses, outgoing or payments
including attorney’s fees which recipients of the reports suffers or incurs directly or indirectly arising out actions taken as a result of
this report. This report is for the use of the intended recipient only. Access, disclosure, copying, distribution or reliance on any of it

by anyone else is prohibited and may be a criminal offence.
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