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European Telecom Services 

Make up or Break up 

Are incumbents still the best placed to monetize data? After years of incumbents 

squeezing challengers and promoting network advantage, we believe the balance of 

power is now swinging back towards challengers. We see challengers increasingly 

having more effective tools with which to profitably fight back, jeopardizing 

incumbent retail and wholesale businesses. We believe incumbents will need to 

consider forms of separation in order to derisk future cashflows and boost return 

on capital. Key challenger beneficiaries, in our view, are TEF De, 1&1 Drillisch and 

DNA – all OW rated. We also upgrade Sunrise, TalkTalk and Masmovil to OW.  

Quad-play strategies are starting to backfire as challengers strike back. Most EU 

incumbents have promoted quad play in recent periods, discounting/deflating mobile 

in an effort to take market share and reduce the churn pool. This is now backfiring 

somewhat as challengers fight back. We see challengers 1) using alternative/ 

wholesale-only FTTH business models to drive fixed market share; 2) exploiting quad 

play pricing gap opportunities to push convergence, especially in the mid to value 

segments, where incumbents have back-book risks; and 3) driving hard fixed-mobile 

substitution in copper/VDSL areas. They also have easier digitalisation journeys. The 

UK, Germany, NL and Italy appear most exposed to further price pressure, in our view. 

Assessing the best incumbent strategies going forwards – Forms of separation 

should be the best answer. As barriers to exit for challenger Telcos are high, when 

squeezed they typically have nowhere to go but price, continually deflating the market. 

The rise of alternative/wholesale FTTH builds now risks deflating fixed as well as 

mobile. As such we believe incumbents should look to position retail and wholesale 

pricing to disincentivise third-party build (likely uncomfortable earnings impact) or in 

some cases to consider asset sales (e.g. Vodafone could see 20% FCF accretion from 

tower sale, Bloomberg, 30 July). Another model is to embrace full structural separation. 

In markets where FTTH build is nascent, we do not see utility-style multiple upside (due 

to the significant cost of FTTH build); however, it derisks future cashflows and 

debatably the market risk premiums, in our view – especially in the UK/Italy.  

Stock implications – Upgrade key challengers Sunrise/TalkTalk/Masmovil to OW. 

Most challengers are a solid play on both the themes above. We believe the investment 

case for separation for both BT and TI (see Elliott’s public TI pitch) appears attractive at 

first look and we expect separation to make alternative FTTP build less attractive. 

However, in fibre-light markets the cost of deployment (and for BT the pension) makes 

separation more about preserving value rather than creating it per se.  That being said, 

it could facilitate deleveraging and create FCF accretion through buybacks, likely 

encouraging continued shareholder activism. The cleanest large cap play here is 

Vodafone, in our view, albeit it is more tower disposal-related.  
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Summary of our Ratings, Price Targets and Earnings Changes in this Report (all changes are shown in bold) 

Company Rating Price Price Target EPS FY1 (E) EPS FY2 (E) 

 Old New 21-Aug-18 Old New %Chg Old New %Chg Old New %Chg 

European Telecom Services Pos Pos           

Masmovil (MAS SM / MASM.MC) EW OW 90.50 140.00 150.00 7 3.05 3.05 - 4.10 4.22 3 

Sunrise (SRCG SE / SRCG.S) EW OW 86.90 80.00 100.00 25 1.76 1.76 - 1.54 1.61 5 

TalkTalk Telecom Group (TALK LN / TALK.L) EW OW 122 130 150 15 6.7 6.7 - 8.3 8.3 - 

Source: Barclays Research. Share prices and target prices are shown in the primary listing currency and EPS estimates are shown in the reporting currency. 

FY1(E): Current fiscal year estimates by Barclays Research. FY2(E): Next fiscal year estimates by Barclays Research.  

Stock Rating: OW: Overweight; EW: Equal Weight; UW: Underweight; RS: Rating Suspended 

Industry View: Pos: Positive; Neu: Neutral; Neg: Negative 

 

 

 

http://my.barcapint.com/BC/composite/GER_COMPANY?ticker=MASM.MC
http://my.barcapint.com/BC/composite/GER_COMPANY?ticker=SRCG.S
http://my.barcapint.com/BC/composite/GER_COMPANY?ticker=TALK.L
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Executive Summary 

Quad-play convergence seemed like the ultimate way for incumbents (and integrated cable) 

to maximize the share of the Telco economic wallet. By selling multiple products to 

customers at a modest discount, it typically drives lower churn and increased ARPA 

(revenue per account rather per product), and also creates competitive challenges for 

challenger operators without both fixed and mobile networks. Most incumbents/cable 

operators promote this view. However, barriers to exit for the Telecom industry are high, 

and so the competitive reaction from challengers has typically been to double down on 

mobile competition and also seek alternative ways to compete in a converging world (such 

as reselling fixed and pushing substitution). Many EU markets now have a relatively 

unstable competitive equilibrium. And we see limited reasons for this to change any time 

soon. 

To give some concrete examples of this, most markets have followed similar routes towards 

convergence, but the strategies for challengers have been broadly similar with price the 

major tool. Spain saw accelerated capex and fixed-mobile M&A, which drove a period of 

repair, but now Masmovil is using price and regulatory/M&A opportunities to arbitrage and 

take share. Germany also had a period of benign competition post 4 to 3 M&A, but now 

Drillisch is using its regulatory/negotiated MVNO deal to disrupt, with TEF De having to 

react as Vod/DT squeeze the high end with deeply discounted convergence. France has 

been continually disrupted by Iliad’s aggressive pricing (especially mobile), and the market 

has deteriorated further as SFR/Altice has had to cut price to compete effectively. Italy is 

about to enter a period of elevated price competition with the Iliad launch (regulatory/M&A 

opportunity). Of the five major markets this leaves the UK where convergence has yet to 

mature. Early signs are that Vodafone/TalkTalk are using price to drive share.  

FIGURE 1    

EU Telcos: Multiplay decrease churn 

 
FIGURE 2    

Challengers have responded by increasing mobile data 

 

 

 

Source: Barclays Research estimates, Proximus   Source: Barclays Research estimates 

Mobile-centric operators typically have a small (and often declining) share of fixed 

broadband. This is set to change. Unlike in the past, the rise of wholesale-only FTTH build in 

Italy/the UK, potentially Germany and co-investment in France is allowing mobile operators 

to compete more effectively with their integrated incumbent competitors, without material 

value transfer through higher wholesale payments. We also see a pricing window for mobile 

challengers to offer converged bundles below the incumbent/cable rates due to incumbent 

quad play inflation recently, especially on the premium brands, and the potential to drive 

hard mobile substitution. Crucially the “scale is key” argument also appears to be breaking 
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down; the correlation between market share and EBITDA margins is much lower now than 

it was five years ago. We note recent launches from TEF De support this. 

FIGURE 3    

Pricing offers a window of opportunity for challengers 

 
FIGURE 4    

EU Telcos: EBITDA margins vs Market share (%), 2017  

 

 

 
Source: Barclays Research estimates  Source: Barclays Research estimates 

We believe that the fixed-mobile substitution debate is likely to resurface after years of it 

lingering in the shadows. Indeed fixed line loss to mobile has actually slowed (or even 

reversed in some markets) over the past 3-5 years, as the utility of the fixed line has 

increased, with IPTV viewing facilitating dramatic growth in fibre/VDSL demand. On top of 

this, mobile speeds have consistently lagged those of fixed line in developed markets despite 

significant technology advances. However, with further LTE technology efficiencies and 

early 5G use cases (such as fixed wireless access) we (finally) see opportunities for mobile 

to drive fixed substitution, especially in copper/VDSL areas. This is unlikely to be a mass 

market opportunity (for now at least) but could make the difference between revenue 

growth and revenue declines, and challengers especially could drive meaningful market 

share gains in total aggregate service revenues, with wholesale cost tailwinds as customers 

are migrated to mobile-only solutions over time.  

FIGURE 5    

Convergence has limited line loss 

 
FIGURE 6    

Wireless speeds are catching up with fixed 

 

 

 
Source: Barclays Research estimates  Source: Barclays Research estimates 
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The above analysis would indicate that EU incumbents continuing the convergence-led race 

to the bottom for wireless pricing strategy will likely perpetuate the lack of data 

monetization seen in recent periods and increasingly incentivize challengers to encroach on 

hard fixed substitution. Significantly it will also encourage (even actively promote) 

alternative fixed infrastructure investment. As such, we believe incumbents should look to 

maintain multi-brand retail strategies to compete in both the high-end and value segments, 

and continue to invest in 5G/fibre. Crucially we believe they should also look position retail 

and wholesale pricing to disincentivise third-party build, or in some cases (where it may be 

too late for this) to consider full structural separation models. 

We conclude that in their current state, neither legal/functional or structural separation is 

likely to crystallise material value, unless it changes the risk profile of the FTTP investment. 

Incumbents such as BT argue that being the “anchor tenant” helps the business case for 

FTTP. Our analysis argues that it actually risks undermining the investment by encouraging 

alternative FTTP build and hard fixed-mobile substitution. Indeed we would argue that 

structural separation would quickly undermine the business case of alternative FTTP 

operators in many cases, and likely create a more favourable outlook for the separated 

network infrastructure. Firstly fixed resellers and mobile operators would be less 

incentivised to overtly divert wholesale payments to other operators to prevent them 

turning up in the pockets of their largest retail competitor, and also they are unlikely to want 

to have to integrate their IT systems with multiple infrastructure providers. Likewise, the 

separated fixed network would be neither incentivised to price at a rate that would hinder 

uptake, or that would encourage alternative competing investment.  

Finding a way to play this theme through the incumbents is difficult. TI/BT seem the 

obvious candidates, but the Italian price war and alternative fibre rollouts, respectively, make 

the investment case less compelling (BT also has a material pension issue). The DT 

investment case is more focused on the US and domestic pricing rather than demand for 

FTTH (although this could change). Challengers look a cleaner way to us to play the 

separation theme.  

FIGURE 7    

Structural Separation: Upside potential and Likelihood  

 

Source: Barclays Research  
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PART 1 – WHY CHALLENGERS ARE LIKELY TO FIGHT BACK  

Challenging Challenger Economics 

Quad play convergence seemed like the ultimate way for incumbents (and integrated cable) 

to maximize the share of the Telco economic wallet. By selling multiple products to 

customers at a modest discount it would drive lower churn and increased ARPA (revenue 

per account rather per product), and also create competitive challenges for challenger 

operators without both fixed and mobile networks. However, as barriers to exit for the 

Telecom industry are high, the competitive reaction from challengers has typically been to 

double down on competition and seek alternative ways to compete in a converging world. 

Most EU markets now have a relatively unstable competitive equilibrium. And we see limited 

reason for this to change any time soon. 

The rise of quad play as EU incumbent/cable offensive/defensive strategy 

The equity story of the past few years has been very much how EU incumbents have been 

best positioned to monetize growth in data (mobile and fixed), with mobile-only and fixed-

only operator business models becoming increasingly marginalized/weakened. This has led 

incumbents to promote this perceived advantage and push quad play offerings to varying 

degrees. The thesis typically goes as follows (although varies subtlety by market): 

 Convergent marketing – The consensus view (evidenced by recent history) is that it is 

easier to sell mobile products to fixed line customers than the other way around. Also 

churn falls for customers that take more than one product, which reduces the churn 

pool and total customer marketing cost. 

FIGURE 8    

EU Telcos: Multiplay decrease churn 

 
FIGURE 9    

EU Telcos: As does Fixed-mobile convergence 

 

 

 
Source: Barclays Research estimates, Proximus   Source: Barclays Research estimates, KPN. N.B. KPN brand. 
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fixed increase with move towards higher speeds, which squeezes the margins of 

resellers (mobile or unbundlers).  
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site densification is required, meaning more fibre and more backhaul is required, which 

is typically owned by the incumbent. This therefore favours fixed infrastructure owners. 

 Economies of scale and scope. EU incumbents typically have greater domestic scale 

than mobile-only or fixed-only operators, giving them greater cross-selling opportunities 

for additional services such as content, and ability to spread the cost of this (and 

spectrum) over a wider revenue base. 

The above implies that incumbents and integrated cable have a structural advantage in 

pushing the quad play convergent strategy from a competitive positioning but also 

economic perspective. As mobile operators push into convergence and 5G, they will find 

this increasingly hard to do, in our view, and their cost base will go up (more radio sites, 

more fibre requirement, more spectrum), whilst at the same time they will hand value over 

to EU incumbents. As such, when looking at convergence uptake, the last few years has 

seen an impressive uptake, largely from the incumbents and integrated cable. Separately 

this also caused Fixed-Mobile consolidation, notably Orange/Jazztel (Spain), Vodafone/Ono 

(Spain), Vodafone/KDG (Germany) and Telenet/Base (Belgium). 

FIGURE 10    

EU Telcos: FMC Convergence of broadband bases (%) 

 
FIGURE 11    

EU Telcos: Mobile lines per convergent bundle 

 

 

 
Source: Barclays Research estimates  Source: Barclays Research estimates 

When thinking about convergence, the starting point is also important. Typically mobile-

only network operators have a very limited share of the fixed broadband markets across 

Europe, whereas established broadband players have consolidated their dominant market 

shares over time. To illustrate this point, looking across the larger European markets, we 

estimate incumbents and cable typically control c75% of the broadband market, and c50% 

of mobile. Fixed resellers (e.g. Iliad, TalkTalk, Fastweb) control 17% of broadband, but just 

5% of mobile. Mobile-centric operators (Vodafone UK/Italy, O2 UK, TEF De, WIND-Hutch 

Italy, Bouygues, 3UK) control 44% of mobile but just 10% of fixed broadband. Over the past 

few years the broad shift has been cable and fixed reseller taking modest broadband market 

share from EU incumbents, with mobile market share dynamics largely unchanged. 
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FIGURE 12    

EU Telcos: Broadband Market Share (%) 

 
FIGURE 13    

EU Telcos: Mobile Market Share (%) 

 

 

 

Source: Barclays Research estimates  Source: Barclays Research estimates 

 

In the specific case of mobile-centric operator attempts to penetrate fixed broadband 

markets in recent periods, many have either given up or lost market share. Notable 

examples of this are TEF De, TEF UK, Tele2 NL/Sweden, Telia/Telenor Denmark (and 

Sunrise to a lesser extent). They have typically struggled either due to market positioning 

(i.e. EU incumbents/cable have found it easier to sell mobile to their customer bases, 

whereas mobile has found the reverse challenging), but also inferior economics vs 

incumbents, as higher wholesale fees have caused a margin squeeze. The fact that mobile 

operators incur higher wholesale fees to get access to higher speed fixed line products is 

very significant. Through their dominant position in fixed line access, EU incumbents have 

generally been able to increase wholesale price points, and cable typically does not offer 

wholesale (unless required to by regulation – a subject considered later in the report). EU 

incumbent hopes of remonopolising wireline in a fibre world in the EU Framework review 

have dissipated as wholesale-only models and symmetric regulation have been favoured by 

the EU Framework review.  

FIGURE 14    

Germany: Fixed Broadband cumulative Net Adds (k) 

 
FIGURE 15    

Netherlands: Fixed Broadband cumulative net adds (k) 

 

 

 

Source: Barclays Research estimates  Source: Barclays Research estimates 
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FIGURE 16    

BT: Openreach Wholesale Price  (£/mth) 

 
FIGURE 17    

BT: Openreach Ethernet Wholesale Price  (£/mth) 

 

 

 
Source: Barclays Research estimates  Source: Barclays Research estimates 

Fallout from convergence - How have challengers and mobile-only reacted? 

The way in which incumbents/cable have promoted quad play convergence has typically 

been more “push” than “pull”, with near-term ARPU sacrificed in order to gain market share 

and share of customer wallet (as well as reduce churn). As indicated above, churn falls 

significantly, and most incumbents have indicated limited ARPU dilution as a result. To 

illustrate the point, DT showed a c1-2pp mobile service revenue growth dilution in the early 

periods of convergence adoption, as penetration has increased to 19% of the broadband 

base. Very simplistically, we calculate that if churn halves as a result of convergence, ARPU 

can be discounted as much as 10% whilst maintaining the same customer value. Some 

markets have seen discounting – others have seen more “value loading”, ie including more 

data in the packages, additional content, and multi-SIM discounts, the latter having greater 

value. 

FIGURE 18    

Convergence customer lifetime value:  Flexing churn and 

discount (%) 

 
FIGURE 19    

EU Telcos: Approximate converged discounts (% of 

standalone)   

 

 

 

 

Source: Barclays Research estimates  Source: Barclays Research estimates 
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When extending the impact of quad play discounting, it can be seen that the delta between 

premium brands/incumbents and challengers and sub-brands reduces dramatically. This is 

clearly evident for example in Germany where Vodafone offers €10 discounts to list prices as 

well as additional 10GB of data for the Red M and Red L tariffs. If customers choose to 

bundle TV as well they receive an extra €5 discount on the Red M and Red L tariffs plus a 

further 5GB of data. In France, Orange has defended its base by including mobile in its 

bundles. If we assume that the discount of a converged tariff compared to the sum of the 

standalone products is assigned to mobile then we can see that mobile tariffs are 40-70% 

cheaper than standalone list prices. Orange increases the attractiveness at the high end too 

by giving an extra 10GB/20GB for the Play 30GB/Jet 80GB tariffs. The charts below show 

how quad-play bundling in these markets squeezes the mobile-centric challengers, making 

“more for more” initiatives hard to achieve. 

FIGURE 20    

VOD Germany: Convergent bundling (€/month)  

 
FIGURE 21    

Orange France: Implied mobile discount from FMC bundles 

 

 

 
Source: Barclays Research estimates, Company data  Source: Barclays Research estimates, Company data. *Data increased to 40GB. 

**Data increased to 100GB. 

Unsurprisingly, given the high fixed cost nature of Telecoms means that a loss of market 

share and/or ARPU has a negative impact on profitability for all market participants. The 

incumbents can argue that lower churn offsets this negative impact (per above), but mobile 

challengers cannot do so to the same extent. There have been cases of challengers 

attempting in-market consolidation as a way to alleviate competitive disadvantage – 

Denmark, Germany, Ireland, Italy, the UK and the Netherlands have all attempted “4 to 3” 

consolidation. However EC competition authorities have generally been unwilling to 

approve such moves unless there are harsh remedies to recreate the same competitive 

scenario. As such, challengers have typically responded by increasing bundling themselves, 

in some cases dramatically. For example, in France, Iliad has steadily increased data in its 

€19.99 tariff over time. Just four years ago the tariff came with 3GB of data but this has 

increased thirty-fold to 100GB today. Similarly in Germany for €30 customers were typically 

able to subscribe for 0.5-1GB on the premium brands. This has increased to 10GB at 

Telefonica Deutschland in just 3 years.  
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FIGURE 22    

Iliad: Data in €19.99 tariff (GB/month) 

 
FIGURE 23    

Germany: Included data for €30 (premium brands) 

 

 

 

Source: Barclays Research estimates, Company Data  Source: Barclays Research estimates, Company Data 

The impact of this can be seen in reported financials, as any “mobile data monetization” has 

broadly been erased by ARPU pressure. Consumer fixed line revenue growth has remained 

consistently positive over recent periods, whilst mobile is barely positive (when stripping out 

regulatory effects). In Continuing Irrelevance of Yield (27 November 2017) we showed how 

data usage had increased 60% over the past 2 years, but the yield (€/GB) had fallen 60%. 

Mobile service revenues have not grown for years despite the strong traffic growth, whereas 

fixed has been continually inflationary for the past 3-4 years. 

FIGURE 24    

European Mobile Data Growth (%)   

 
FIGURE 25    

European data usage and yield (GB/month, €/month) 

 

 

 

Source: Barclays Research estimates  Source: Barclays Research estimates 
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Convergence - Market by market assessment – Where are we? 

Different markets have seen different convergent strategies, with markedly different impact 

on service revenues and challenger responses. We summarise these below. 

FIGURE 26    

EU Telcos: Convergence by market 

Market Incumbent/Cable Convergent 

Strategy/Implementation 

Challenger response Impact on competitive environment 

Spain TEF promoted Fusion product, giving 

c40% implied discount. The rationale was 

that TEF standalone prices were not 

competitive after a period of deflation 

from competition and a low-priced 

converged offer enabled TEF to manage 

more effectively its back book than a 

straight price cut. TEF then gradually 

increased prices by offering higher 

speeds (FFTH) and premium content. 

Take-out has been very successful with 

75% of the broadband base being 

converged and churn dropping to 1.5%.  

Initial response was to further cut price 

on mobile, accelerate roll out of fibre  

Then consolidation (Vod/Ono, and 

Orange/Jazztel). This led to the creation 

of Masmovil, which took remedies from 

the ORA deal and then bought Yoigo. 

Since then Masmovil has focused on the 

low end of the market with content-light 

offers at attractive prices.  

Dramatic negative mobile ARPU pressure 

Period of “more for more” 

Masmovil now taking share in the value 

segment. 

Italy TI has recently launched a number of 

convergent initiatives to leverage its FTTC 

investments and address the competitive 

from Iliad that has entered the market 

with a low priced mobile only offer so far. 

Vodafone and WIND Tre are supporting 

open fiber initiative to roll out a FTTH 

network. 

 

Limited impact so far of convergence as 

the main driver and focus of competition 

is Iliad’s aggressive entry. 

 

Germany DT and Vodafone promote FMC offers 

(Magenta and GigaKombi), with c15% 

discount. 

Vodafone more aggressive mobile 

discounting/value loading. 

Mobile churn has remained stable. 

TEF De focusing on large data buckets, 

attempting to upsell and drive data usage 

to squeeze MVNOs. 

Drillisch/1&1 consolidation. Driving 

ARPU down in value segment. 

TEF De now competing in value segment. 

Competition was rational for a period 

(more4more).  

TEF DE squeezed competitively at higher 

(lower network quality)  and value end 

(Drillisch/UI).  

Risk of price war if/when TEF DE reduces 

quality gap vs DTE and VOD. 

France Regulator facilitated Iliad entry to mobile. 

Orange responded by bundling mobile. 

As a result Orange has ceded limited 

broadband market share. 

Fought at low end with Sosh brand. 

Iliad has been aggressive with price from 

day 1. 

Bouygues and SFR have retaliated with 

price. 

Intense mobile competition, particularly 

at low end. 

Accelerated push to convergence at 

Orange. 

4G quality differentiation push by Orange 

and Bouygues resulted in SFR suffering. 

UK BT promoting convergence via BT and  

EE brands. BT is “value-loading” and 

upselling. EE is mobile-centric. 

None yet – too early. None yet – too early. 

Netherlands KPN doubled mobile data and offered 

per-SIM discounts for mobile for 

customers that bundle mobile into fixed 

bundle. 

T-Mobile NL and Tele2 NL introduced 

unlimited mobile tariffs. 

T-Mobile NL and Tele2 try to merge. 

Declining MSR, stable FSR. 

Belgium Cable operator Telenet pushed 

innovation envelope with ‘WiGo’ bundles. 

Proximus responds with ‘Tuttimus’, both 

defending against cable wholesale 

entrant Orange Belgium. 

Orange Belgium gained regulatory 

clearance for a cable wholesale product, 

using discounted broadband to regain 

access the full mobile churn pool. 

Broadband price increases delayed in 

2018, ARPU growth softening in both 

segments, Orange Belgium taking fixed 

market share. 

Switzerland Swisscom bundled TV to protect 

broadband base. 

Now aggressively bundling mobile. 

Sunrise invested in mobile network to 

improve quality and TV propositioning to 

better compete with Swisscom. 

Salt has mainly competed on price. 

Recently launched fixed broadband 

offering. 

Elevated mobile competition 

(promos/handset subsidies). Declining 

mobile ARPUs. 

Nordics Nordic markets yet to promote FMC 

aggressively. 

None yet – too early. None yet – too early. 

Source: Barclays Research  
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Convergence 2.0 - Challengers strike back 

Mobile-centric operators typically have a small (and often declining) share of fixed 

broadband. This is likely to change. Unlike in the past, the rise of wholesale-only FTTH build 

(The rise of the Wholesale-Only model, 3 May 2018) in Italy/UK, potentially Germany and 

co-investment in France is allowing mobile operators to compete more effectively with their 

integrated incumbent competitors, without material value transfer through higher wholesale 

payments. We also see a pricing window for mobile challengers to offer converged bundles 

below the incumbent/cable rates due to incumbent quad-play inflation recently, especially 

on the premium brands, and also a potential to drive hard mobile substitution. Crucially the 

“scale is key” argument also appears to be breaking down – the correlation between market 

share and EBITDA margins is much lower now than it was five years ago. 

Convergence – From price cuts to price increases 

Incumbents have used convergence as a defensive (and sometimes offensive strategy) to 

protect market shares (and even grow). This has typically been driven with material bundle 

discounts compared to the sum of individual products. The argument has been that the 

more products customers take from the operator the lower the churn; therefore, some 

ARPH (average revenue per house) can be sacrificed to deliver a similar ‘EBITDA per 

customer’. These discounts have then typically been reduced over time with Spain in 

particular demonstrating pricing power and putting through (continuously) more for more 

price increases on bundles. These pricing moves have usually come with an associated 

increase in fixed broadband speed or an increase in the included mobile data/number of 

mobile lines. In Spain, Telefonica has also increased prices on individual products to drive 

customers to its convergent Fusion product; Fusion ARPU is now €90/month vs €70 four 

years ago. KPN stimulated quad-play uptake as a defense against the fourth mobile entrant 

Tele2, offering customers double data and €5/mth/SIM discounts on the mobile plans to 

incentivize a strong and rapid adoption of convergent services. 

 
FIGURE 27    

Telefonica: Fusion ARPU (€) 

 

 
Source: Company 

Rise of wholesale-only (lessons from Italy, and elsewhere) 

The belief that mobile challengers cannot compete in fixed line is changing. There are 

instances of mobile operators building their own fibre (Vodafone/Orange in Spain, 

Vodafone in Portugal, Fastweb/Vodafone in Italy, Bouygues/Iliad co-investing in France), 

and cases of mobile-cable M&A (Vodafone/Germany, Vodafone/Spain, Vodafone/NL). 

There is also an emerging business model for alternative FTTH investment, where 

infrastructure providers are looking to build wholesale-only fixed models, such as Open 
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Fiber in Italy. To existing fixed resellers and mobile operators, this presents not just superior 

cost dynamics vs wholesaling from an incumbent or self-building, but also avoids paying 

meaningful economic rent to their largest competitors – the incumbents. 

We recently met with Open Fiber, which is owned by Enel (rated Overweight) – the highest 

profile wholesale-only infrastructure operator in Europe, which has plans to build an 

extensive FTTH network in Italy. Our key takeaways are as follows. After initial delays on 

organic rollout, the company appears to be on track to deliver an acceleration of FTTH 

rollout in the next three years; it is set to pass c.2.5m homes per year and reach close to 

10m homes by YE2020. Open Fiber will rely on established third-party service providers 

(local broadband and mobile operators) to drive the business case. There is no retail 

offering. Open Fiber has secured wholesale deals with Vodafone and Wind Tre. The 

company has established a path to monetize these investments as service providers are 

keen to migrate off the incumbent. In terms of financing, on 13 April 2018 Open Fiber 

indicated that it had secured financing for its investment plan, lifting one uncertainty about 

the project. We see a double-digit IRR potential for generic Greenfield FTTH investments 

with driving on-net penetration being the critical factor. Italy and Open Fiber appear to have 

ticked all boxes. Continued execution is now key. 

We believe three key success factors should be considered when applying the Open Fiber 

business model to other markets.  

 Level of cable infrastructure and incumbent FTTH build. This is key to assessing the 

size of the market opportunity and level of wholesale competition. Fewer competing 

infrastructure builds increase, in our view, the opportunity for a wholesale-only provider. 

In Italy’s case, there is no cable, and limited FTTH build from TI.  

 Having the right partners. This is key to facilitate the new fibre network build, manage 

political/regulatory relationships, and reduce unit cost of delivery. In Italy’s case, Enel 

and local municipalities are key here. 

 Having a fertile retail competitive environment with retailers very keen to support an 

alternative infrastructure. This is key to drive high on-net penetration – the greater the 

number of potential retail partners boosts the market opportunity. In Italy’s case, 

Vodafone and WIND are all willing resellers.  

We rank each of the key EU markets by the state of current infrastructure competition and 

also by the “risk” of the current situation changing/deteriorating. The UK and Germany 

stand out to us as markets with clear alternative infrastructure risk, unless BT/DT accelerate 

FTTH builds or provide lower wholesale costs. Orange has competitive build, but the 

outlook seems fairly positive to us with limited headwinds. Spain and Portugal have vibrant 

infrastructure competition already and are unlikely to worsen, and in Belgium/the 

Netherlands risk is very low, in our view. For EU Cable, the concept of wholesale only 

presents a potential risk. However, we would anticipate the majority of infrastructure 

competition (incumbent and alternative) is likely to focus on non-cable areas, where the 

greatest market share opportunities lie. 

 

  

Feedback from our meeting 

with Open Fiber; after early 

delays, rollout is now set to 

accelerate 

Not all markets are equal – 

FTTH strategies differ 

materially. The UK/Germany 

appear most at risk 
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FIGURE 28    

Assessing wholesale-only opportunity 

 Cable Infra FTTH Fibre Disruptive Stakeholders Retail support Risk  

Italy None Low Enel High High 

UK Medium Low - High High 

Germany High Low Local carriers Medium High 

Switzerland Medium High Utilities Low Medium 

France Medium Medium - Medium Low 

Spain Medium High - Low Low 

Netherlands High Medium - Low Low 

Belgium High Low - Low Low 

Portugal Medium High - Low Low 

Source: Barclays Research 

We see “wholesale-only” providers potentially shifting the risk-reward profile for FTTH 

investment in Europe, principally in markets like the UK and Germany where there is a heavy 

reliance on the incumbent for wholesale access and a lack of existing FTTH infrastructure. 

Here incumbents such as BT/DT have struggled to make the FTTH business case work, 

largely because they assess the FTTH investment against the value of the copper revenue 

annuity in a way that wholesale only does not have to. As such an acceleration of FTTH 

investment looks likely, in our view, but expectations of “incremental returns” for FTTH 

investments look unlikely to be realised.  However, not investing, but having a limited 

impact on near-term FCF, runs the risk of ceding market share (and value). We would not 

expect material EU cable overbuild as this would clearly reduce the wholesale market 

opportunity.  

We look at examples of Ireland (where incumbent lost out in government FTTH bid) and 

also New Zealand, where there is FTTH build post structural separation, although value 

creation is yet to occur, with unintended consequences (accelerated hard fixed-mobile 

substitution, and Chorus trading on 6x EV/EBITDA). Accelerating incumbent FTTH build is 

one potential route to avoid overbuild. At some point we expect the structural separation 

debate to increase, especially where the tension between alternative FTTH builders and 

willing service providers potentially undermines the incumbent’s own FTTH investment. 

 
FIGURE 29    

European Telcos: Incumbent FTTH rollout (% of HHs covered) 

 

 
Source: Company data, Barclays Research estimates 
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Mobile set to take greater share of broadband churn pool/net additions 

One of the crucial elements of the mobile resurgence in broadband facilitated by wholesale-

only is the ability to disrupt on price to take market share. Historically fixed resellers typically 

made 40-50% gross margins and 20-30% EBITDA margins on broadband, whilst pricing at 

a 10-15% discount to incumbents. As the world moved towards fibre (be it VDSL or FTTH) 

they faced a margin squeeze, as the retail ARPU uplift from fibre could not compensate for 

the increase it achieved ARPU. However, should the mobile challenger be willing to sell the 

fixed product at or around zero EBITDA contribution it can disrupt materially, in our view. 

There are already signs of this changing.  

 Vodafone UK and CityFibre. Having not really participated in the UK consumer fixed line 

market until the last couple of years, Vodafone now offers fibre (VDSL) at a lower price 

than challengers such as TalkTalk and BT’s discount brand PlusNet (when applying the 

c£5/month mobile discount). Vodafone has also agreed to take 20% share of CityFibre’s 

wholesale-only 1m home rollout, with an option to extend to 5m. 

 Vodafone Italy and Open Fiber. Vodafone has a long-standing position in the Italian 

broadband market (c13% share) but has relied on Telecom Italia for wholesale. 

Vodafone did embark on sub-loop unbundling but now is starting to offer fibre using 

Open Fiber’s network at between €20/month, well below TI’s VDSL retail offers at c. 

€25-30/month. 

 Vodafone Spain/Portugal. In both markets Vodafone started to build its own fibre 

network in reaction to convergent offers from the incumbent and cable, thus allowing it 

to compete alongside the other operators. This resulted in Vodafone eventually buying 

Ono in Spain and getting wholesale access to Telefonica elsewhere, and in Spain 

agreeing a Fibre JV with Nos.   

 Bouygues/Iliad co-financing. The French model of fibre co-financing, discussed in 

detail in Orange: Fibreconomics; rural risk contained (5 July 2017), strongly incentivises 

altnets to fund FTTH rollouts alongside the incumbent as they’re able to achieve 100% 

effective utilisation through the model of acquiring 5% increments of lines. As such, 

both Iliad and Bouygues are actively investing, with Iliad targeting 9m homes passed in 

2018 and 20m homes passed by 2022 and Bouygues targeting 12m by 2019 and 20m 

by 2022. 

 Sunrise and Swiss Fibre Net/EZW. Sunrise has utilised wholesale only fibre in 

Switzerland for a number of years to complement its wholesale access through 

Swisscom. Alongside its FY17 results it announced extensions and new partnerships for 

the next 20 years through EZW, Swiss Fibre Net, SIG and IWB to reach 22% of the 

population. Sunrise highlighted that the upfront investment would provide a tailwind to 

gross profit compared to a traditional pure wholesale model.  

 Orange Belgium/Cable wholesale. Altnet Orange Belgium lobbied hard for cable 

wholesale regulation in Belgium (and more recently has requested a co-financing 

approach for Proximus’ FTTH), and is now actively upselling mobile customers to cable 

wholesale bundled products. OBEL estimated that c.50% of the mobile churn pool was 

only interested in bundled products; hence this marked a significant shift in 

competitiveness. Nevertheless, we estimate that the c.€50/mth ARPU doesn’t break 

even standalone; hence this is still an inferior position to infrastructure ownership (or 

co-ownership), in our view. 

Taking Italy as an example, Vodafone has added 33%/18% of market net adds/gross adds 

in recent quarters (current 15% market share), capitalizing on early wins from Open Fiber. 

And this is in an Italian market where Open Fiber has only reached 1.9m marketable homes, 

But there are winds of 

change…. 

https://live.barcap.com/go/publications/content?contentPubID=FC2321771
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growing 40k/week. In the UK market there are also early signs of change. We estimate 

Vodafone will add ca60% of market net adds in 2018 (just ca5% of market gross adds). 

FIGURE 30    

Italy: Vodafone Share of Net Adds, Gross Adds, Total 

Broadband 

 
FIGURE 31    

UK: Vodafone Share of Net Adds, Gross Adds, Total 

Broadband  

 

 

 
Source: Barclays Research estimates. N.B. 12 month trailing.  Source: Barclays Research estimates. N.B. 12 month trailing. 

Assessing the challenger quad-play pricing opportunity – market by market 

A detailed analysis of pricing trends across Europe shows that mobile operators have an 

opportunity to bundle in 3P/4P services at a discount to that of EU incumbents and cable (a 

material one in some markets). De-escalating content wars (Content wars; de-escalation, 

20 February 2018) facilitates this with IPTV offering an asset light route to content. NL, the 

UK, Germany and Italy would appear the most exposed to price pressure, in our view. 

Germany – convergent discounts present but not overly aggressive 

In Germany, both Deutsche Telekom and Vodafone push quad-play/convergence products 

under the brands MagentaEINS and GigaKombi. Combining fixed and mobile brings €10 

discounts at DT and Vodafone, which at the low end can provide discounts of as much as 

20-30%. Looking at TEF De’s pricing for mobile only, it offers 1GB for €20 a month and 

10GB for €30, which leaves a €15-25 gap to DT and Vodafone’s convergent tariffs. With the 

Kontingent wholesale fibre price at ca€17 there would appear modest room to arbitrage an 

FMC product (assuming O2DE would seek to price at a discount to DTE/VOD). Alternative 

fibre operators (see The rise of the Wholesale-Only model, 3 May 2018) offer other routes to 

fixed propositions, typically at competitive prices to those offered by incumbents across 

Europe. FWA could offer a route to undercut at the low end of the market with a mobile 

only product and TEF DE has talked about the potential opportunity from fixed wireless. 
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FIGURE 32    

Germany: Convergence vs standalone pricing lower end (€/month) 

 

 
Source: Barclays Research estimates, company data. N.B. Box above each column indicates included mobile data. We 

use the LLU wholesale price at the low end as it would provide the required competitive speeds. 

At the higher end of the market, DT and Vodafone also discount mobile tariffs when 

combined with a fixed product and typically also give customers increased mobile data to 

increase the attractiveness of bundling. Vodafone gives customers even more mobile data 

and further discounts if customers also include a TV product in their bundles. The 

opportunity would appear more limited at the higher end for TEF DE as Vodafone offers 

attractive bundles for customers within its cable network (comparable DSL products are €5-

10 more a month). Compared to DT’s high-end Magenta EINS product there is a larger 

opportunity as it is priced €40 higher than Vodafone’s competing cable product (although it 

comes with more mobile data). Recently TEF DE launched a convergent product alongside 

its unlimited mobile data product called ‘my All in One’ which offers customers 50Mbps 

VDSL for €79.99/month and includes unlimited mobile data. We view the price point as 

rational as it is a modest discount to high end packages but higher than some competitor 

offerings as well.  

 
FIGURE 33    

Germany: Convergence vs standalone pricing higher end (inc TV) (€/month) 

 

 
Source: Barclays Research estimates, company data. N.B. Box above each column indicates included mobile data. We 

use the VDSL wholesale price at the high end as it would provide the required competitive speeds. 
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The UK – BT starting to push convergence 

Until the recent launch of BT’s ‘BT Plus’ product the UK had seen a minimal push into 

convergence. BT had been offering £5 off mobile tariffs when added to a broadband plan 

and prior to this BT had limited quad-play offerings, e.g. a £5 tariff including 0.5GB and 200 

minutes. The offerings have expanded to 6 tariffs today, but we would argue that they have 

not been pushed particularly aggressively. BT Plus, launched May 2018, offers a converged 

product with guaranteed speeds and the fastest available 4G. The converged product is only 

a modest discount to the sum of the individual products in our view (5-10%). BT indicated 

on its 1Q19 conference call that it had upsold over 100k customers to BT Plus. Our channel 

checks suggest Virgin Media actually offers cheaper products that are similar to BT Plus 

even without explicit convergent discounts. VMED’s only convergent offer is to give 

customers the choice of an unlimited data plan for £25 per month vs 40GB for £23 for non-

broadband/TV customers. BT’s recent announcement to incentivize the take-up of fibre via 

lowering wholesale rates (see Regulation - Is this the last cut?, 25 July 2018) will make the 

convergent/FWA opportunity more attractive, in our view, as we estimate a ca£30+ 

difference between converged products and mobile currently. We also note the government 

and Ofcom’s desire for more alternative fibre build, which also presents an opportunity for 

challengers typically as we expect wholesale fees for this fibre to be cheaper than BT’s 

wholesale products (fibre above 40Mbps costs ca£18/mth on wholesale basis compared to 

c£13-14/month at wholesale only providers). 

 
FIGURE 34    

UK: Convergence vs standalone pricing lower end (£/month) 

 

 
Source: Barclays Research, company data. N.B. Box above each column indicates included mobile data. 

Current pricing suggests that the opportunity at the high end vs cable is no bigger, which as 

cable includes attractive TV content may make the opportunity for challengers more 

difficult to realise. The opportunity vs BT is larger than vs cable (as it is at the low end). A 

mobile-only strategy would have a larger opportunity to work with, in our view. 
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FIGURE 35    

UK : Convergence vs standalone pricing higher end (inc TV) (£/month) 

 

 
Source: Barclays Research, company data. N.B. Box above each column indicates included mobile data. 

The Netherlands would appear to be one of the markets with the largest risk, primarily 

driven by the low price points TMO and Tele2 offer but also due to the quasi-duopoly that 

KPN and VodZiggo enjoy in the fixed market. At the low end alone we see a €40 opportunity 

for mobile-only challengers to target with FMC or mobile-only products. If pursuing an FMC 

strategy, we still see an opportunity of more than €20 at the low end were mobile to utilize 

KPN’s network. Potential cable wholesale regulation could offer another attractive route to 

providing FMC products (see ‘Joint dominance’ arrives in Europe; ACM proposes cable 

regulation, 27 February 2018).  

 
FIGURE 36    

NL: Convergence vs standalone pricing lower end (€/month) 

 

 
Source: Barclays Research, company data. N.B. Box above each column indicates included mobile data. *Barclays 

estimates due to wholesale pricing in NL decided by bilateral agreements.  

The delta at the higher end of the market is broadly similar. However, T-Mobile’s unlimited 

data offering for €35 presents an interesting dynamic. This implies an opportunity of ca€45 

to play with when designing an FMC or FWA offering for customers. Some sort of IPTV 

would also be required to make the offering truly comparable to those of KPN/VodZiggo at 

the high end, which come with TV included (VodZiggo gives customers a free extra TV 

package). We note relatively light content in bundles in the Netherlands versus some other 

markets. 
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FIGURE 37    

NL : Convergence vs standalone pricing higher end (inc TV) (€/month) 

 

 
Source: Barclays Research, company data. N.B. Box above each column indicates included mobile data. *Barclays 

estimates due to wholesale pricing in NL decided by bilateral agreements. 

Italy – Convergence picking up  

Ahead of Iliad’s entry we have seen an increasing push for convergence in the Italian market 

with WindTre the latest to say it would push convergence much harder (2Q18 conference 

call). TI has been accelerating convergence penetration of its customer base as one of the 

priorities of its DigiTIM plan. TI has introduced a loyalty program called TIM Party that gives 

customers gifts, prizes and exclusive discounts (typically free mobile data etc) that increase 

the longer the customer stays with TI and the more products a customer takes. TI has also 

reinforced its fixed mobile offering with TIM Connect. Vodafone is leveraging Enel Open 

Fiber’s fibre to offer competitive FMC bundles under its convergent brand Vodafone One. 

For Iliad, we see an attractive opportunity to push FMC as its aggressive tariffs currently 

enable it to offer a FMC/FWA product for €30. The presence of Enel Open Fiber suggests 

this should be possible – Vodafone offers standalone fibre for as little as €25 (€20 in 

promotion). At the lower end of the market we see little evidence of convergent products so 

far.   

 
FIGURE 38    

Italy : Convergence vs standalone pricing (€/month) 

 

 
Source: Barclays Research, company data. N.B. Box above each column indicates included mobile data. We estimate 

Open Fiber’s wholesale price at €14/month. 
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Belgium – OBEL attacking the convergent pricing gap 

Belgium is similar to the Netherlands in the sense that cable also has national coverage. 

Proximus has sought to protect its customer base through bundling like other incumbents. 

However, as in the Netherlands and other markets, we see a material gap between 

convergent bundles and the pricing of mobile only. Belgium has already seen cable 

wholesale access mandated with OBEL now offering converged products through Telenet’s 

cable network (the wholesale fee is falling to €20 per line per month). As would be 

suspected it prices at a significant discount to peers (approximately 15-25%), which has 

helped it add 136k subscribers since the launch (3% market share). This discount 

demonstrates that mobile operators are willing to sacrifice some margin to gain scale. 

However, we estimate OBEL won’t be profitable in fixed broadband until 2022E.   

 
FIGURE 39    

Belgium: Convergence vs standalone pricing lower end (€/month) 

 

 
Source: Barclays Research, company data. N.B. Box above each column indicates included mobile data. Cable 

wholesale price is €20 per month. 

It is a similar story at the high end of the market. OBEL has a roughly €50 target on our 

estimates, which it hasn’t fully utilised so it can price at a discount to competitors and 

attract customers.  

 
FIGURE 40    

Belgium : Convergence vs standalone pricing higher end (€/month) 

 

 
Source: Barclays Research, company data. N.B. Box above each column indicates included mobile data. Cable 

wholesale price is €20 per month. 
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When comparing markets the relevant costs bases will factor in as well. A market could 

have a higher gap between mobile and converged products, but if, for example, the 

wholesale price for a comparable fixed product is similarly higher, the ‘true’ gap may 

actually be lower. However, as we detail in a later appendix, this doesn’t negate the 

opportunity for FWA with mobile-fixed substitution becoming an increasing possibility. 

FMC also a possibility – Scale less of a barrier than in the past 

Much is often made in the industry about the fact that challengers are disadvantaged by a 

lack of scale. If we look at data from 2017 compared to 2012 we can see that this has 

changed, and that the correlation of market share and EBITDA margin is much lower now 

than it was 5 years ago. In terms of rationalising this, we note a number of comments from 

large Telcos (such as Vodafone) that it is much easier to transform the costs (digitalisation 

or otherwise) for smaller more nimble operators than it is for larger operators (mobile-only 

and/or integrated). We also argue that mobile-centric challengers will promote hard FMS 

(fixed-mobile substitution) products from 2019 (see later in report for how/why). 

FIGURE 41    

EU Telcos: EBITDA margins vs Market share (%), 2017 

Source: Barclays Research, Company data 

FIGURE 42    

EU Telcos: EBITDA margins vs Market share (%), 2012 

Source: Barclays Research, Company data 
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PART 2 – WHAT SHOULD INCUMBENTS DO ABOUT IT?  

Identifying Optimal Incumbent strategies 

The earlier section suggests that EU incumbents continuing the convergence-led race to the 

bottom for wireless pricing strategy will likely perpetuate the lack of data monetization seen 

in recent periods, but also increasingly incentivize challengers to encroach on hard fixed 

substitution. Significantly it will also likely encourage (even actively promote) alternative 

fixed infrastructure investment. As such, we believe incumbents should maintain multi-

brand retail strategies to compete in both the high-end and value segments and continue to 

invest in 5G/fibre. Crucially we believe they should also position retail and wholesale pricing 

to disincentivise third-party build, or in some cases (where it may be too late for this) 

consider full structural separation models. Asset disposals such as Towers/Datacentres may 

also make sense, in our view, especially given current valuation levels, with share buybacks 

being particularly accretive given current valuation levels. 

Pricing – Give room to challengers = Avoid race to the bottom 

Most incumbents will likely argue that convergence has successfully reduced market churn 

and their own churn, and often delivered higher revenue per account due to upselling 

mobile (even if revenue per SIM falls). As our analysis earlier showed, continued implied 

aggressive bundling of mobile (including multi-SIM) will likely force challengers to promote 

substitutes (hard FMC via mobile, alternative fibre providers, maybe even own fibre), whilst 

offering “mega buckets” of data (which massive MIMO/extra spectrum should facilitate). 

By the same notion, we believe incumbents should set wholesale pricing at levels that 

incentivises service providers to use their infrastructure and make a margin, as opposed to 

risking overbuild and alternative build.  

The specific case of German mobile pricing is a useful precedent here. TEF De is attempting 

to drive higher customer adoption to its €30/month 10GB tariff, and de-emphasising the 

value segment of its wholesale MBA-MVNO partner 1&1 Drillisch overtly targets this. We 

believe Vodafone and DT should want this strategy to succeed, even if there is a cost to 

near-term revenue growth, and so forgo “more for more” activities that risk provoking a 

deflationary competitive response. After all, with German ARPU (service revenue per head 

of population) at just €18/month, a €30 price point for 10GB suggests higher total 

customer spend potential. Our pricing analysis earlier, however, showed a risk of Vodafone 

bundling squeezing mobile-only (in this case TEF De), which runs the risk of making the 

challenger load even more data, or accelerate its convergence strategy and undercut on 

price/margin.  

Indeed last week TEF De launched a convergent product and offer unlimited mobile data – 

price points currently are 20-30% lower than incumbents, which we see as rational. 

However, TEF De could move even lower if pressured by continued convergent discounting 

elsewhere.   

In the UK we note that Openreach is offering lower prices for higher speed “Fibre variants”, 

encouraging its partners to sell higher speed products. We see this as a sensible strategic 

step to promote “more for more” and avoid margin squeezing, thus reducing the risk of 

flight to alternative infrastructure. We do not think this proposal goes far enough, as it has 

stringent volume commitments, and FTTP pricing is still well above AltNet levels. We can 

see a similar debate emerging in Germany, especially regarding how an FTTP network is 

funded and how wholesale models emerge. In Spain, it took years of overbuild by Vodafone 

and Orange to create a healthy wholesale market for FTTH. 

“More for More” does not 

always work if it provokes a 

“More for Less” competitive 

response 

German mobile in focus – Is 

there too much convergent 

discounting?  

Finding the right wholesale 

pricing; BT trying to encourage 

partner take-up 
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FIGURE 43    

VOD Germany: Convergent bundling discounts (€/month)  

 
FIGURE 44    

Germany: Convergence vs standalone pricing higher end (inc 

TV) (€/month)  

 

 

 
Source: Barclays Research estimates, Company data  Source: Barclays Research estimates, Company Data 

Capex - Invest to differentiate – 5G and Fibre (i.e. FTTP) 

One of the frustrations with the EU Telecoms sector is the low ROCE (we estimate c8% for 

EU incumbents) in 2018e (up from c6% in 2014). However, this is distorted somewhat by 

historical spectrum auctions (specifically 2000 auctions in UK/Italy/Germany), where the 

impact unwinds from 2020. Excluding this, incumbent ROCE is more acceptable at c10%. 

Despite this relatively low level we would argue that driving network differentiation (mobile 

and fixed) does drive a competitive advantage and is something customers value (albeit 

typically behind price), as our recent survey suggested Technology - April Wireless 

Subscriber Survey (30 April 2018). This differentiation can often be “given away”. As an 

example we were disappointed when the German operators bundled in 4G/LTE as part of 

the discount brand/MVNO segments, although we note that this “premium” was 

maintained for 4-5 years and that there will likely be a “5G premium” within 2-3 years. 

Similarly with fibre, most operators will indicate a c€5-10/month ARPU premium from fibre 

(VDSL or FTTP) – even if near-term competitive dynamics hold back reported growth.  

FIGURE 45    

Barclays wireless survey: Reasons to stay with current 

network provider 

 
FIGURE 46    

EU Telcos: Fibre (FTTP) rollout, % HH  

 

 

 

Source: Barclays Research estimates, Company data  Source: Barclays Research estimates, Company data 
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Consider asset sales and even structural separation - Level playing field, 

(maybe) crystallize value 

The final area to consider is separating the network from retail operations. Here there are a 

number of options. 

 Spin of “non-core” assets such as towers and datacentres. This process has already 

started across Europe, and we note that TI and WIND in Italy, Bouygues and SFR in 

France, Telefonica in Spain, and Altice in Portugal are high profile examples of mobile 

operators monetising tower estates by selling/partnering with tower companies. Some 

have argued that this is effectively financial engineering (allows telco to delever and sell 

assets above the company’s own multiple but is essentially a sale and leaseback model). 

We disagree and believe independent tower cos are able to create value by upselling 

utilisation of the tower estate to multiple parties, pay part of this synergy to the seller, 

and also allow the mobile operator to focus on core competence – i.e. selling a service, 

not managing a network. 

The idea of tower disposals carries even more weight when considering current telecom 

valuation levels, especially Vodafone (Bloomberg, 30 July), with the stock trading on a c9% 

equity FCF yield. Assuming a c€250k/tower disposal (c18x EBITDA multiple) for the c45k 

towers that Vodafone owns would imply gross disposal proceeds of c€11bn. Assuming this 

was all used to buy back shares (ie. c20% of shares in issue), we estimate c18% FCF/share 

accretion (EBITDA would fall c€450m, net debt:EBITDA would barely change). Assuming an 

€8bn buyback, we would see c11% accretion, with net debt:EBITDA falling c0.2x (could 

ease leverage concerns post Liberty Global). In addition to tower deals already announced 

(see table below), we note that DT has separated its domestic towers into a new subsidiary, 

which we believe could pave the way for potential corporate action at some point. 

  

Vodafone could see c20% 

FCF/share accretion if all 

proceeds used to acquire 

shares  
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FIGURE 47    

European Telecoms: Tower spin/sales (€) 

Buyer Seller 

No.  

Tower 

Tenancy  

Ratio 

Valuation  

(€m) 

EBITDA  

(€m) 

EV/Tower  

(€ks) 

EV/EBITDA  

(x) 

IPO Telecom Italia 11,000 1.55 2,190 135 199 16 

Cellnex Telefonica 300  37  122  

Cellnex Wind 7,377 1.23 578 43 78 13 

Cellnex Telefonica 1,000  75  75  

Cellnex Telefonica 1,211  94  78  

Cellnex Telefonica 530  48  91  

Cellnex Telefonica 113  10  88  

Cellnex Telefonica 1,090  128  118  

Cellnex TowerCo 321  79  247  

Cellnex Bouygues 230 1.3 67  290  

Cellnex Bouygues 270 1.06 56  207  

Cellnex Bouygues 1,800 1 490  272  

Cellnex Sunrise 2,239 1.1 430 32 192 13 

KKR Telxius   3,188   11 

KKR Altice 10,198  3,600 200 353 18 

Morgan Stanley Infra Partners Altice 2,961  660 35 223 19 

Phoenix Tower Altice 1,049  142 0 135 16 

Source: Barclays Research estimates, company data 

 Functional/legal separation - Separate network from retail operations. The UK is one 

of the best examples of functional (and more recently legal) separation, where the 

network asset (Openreach in the case of BT) sells services to multiple resellers 

(including BT itself). This is supposed to create independent governance (e.g. all 

customers treated equally, and Openreach investment decisions are not made by BT). TI 

has initiated the process to legally separate its fixed network and has submitted its 

proposal to the local regulator. TDC under new ownership is proposing to create a 

Network ServCo model. However, this model is not without its conflicts. The analysis 

earlier in this report implies that the incumbent retail operation is generally incentivised 

to “push” an upgrade cycle (and thus use of its own network) – the so-called “anchor 

tenant” argument that suggests this helps the investment business case. However, 

although this has worked in the past, challengers are increasingly incentivised to look 

elsewhere for a wholesale partner (or even build their own).  

 Structural separation – Spin off network assets from retail operations. The argument 

made for structural separation is typically a “sum of the parts” one – that incumbents 

trade at a discount to fair value and/or that investors in long-term infrastructure (e.g. 

fibre networks) would place a premium (higher) value on the assets. Industry 

commentators commonly point to utility-style multiples (1.2-1.4x regulated asset base) 

that could be achieved. Using BT/Openreach as a comparator, we value Openreach at 

£13.5bn, 5.8x Mar 19e EV/EBITDA, 14.9x EV/EBIT, and 34x EV/OpFCF. Based upon 

Openreach accounts, mean capital employed is £13bn, implying a valuation nearer 1x 

RAB.  
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Structural separation – More than a SOTP story 

In The rise of the Wholesale-Only model, 3 May 2018, we argued that alternative investors 

such as infrastructure funds saw value (and double-digit IRRs) in deploying FTTH in markets 

such as Italy, the UK and Germany, overtly competing with incumbent copper networks 

(and to an extent cable). Spain and Portugal have already seen three parallel fibre 

infrastructures, largely due to the low relative cost of rollout, although even these have both 

established wholesale deals (Vodafone/TEF and Vodafone/NOS) to reduce the cost of 

rollout.  

We also showed how the problem of incumbency (making strong wholesale annuity rates 

from legacy copper network) make the business case for FTTH more challenging and create 

material wholesale revenue risk should incumbents cut FTTP wholesale rates towards 

challenger levels. In separating the networks from the retail operations, this should in theory 

reduce the level of infrastructure competition materially, and thus the risk of new entrants 

arbitraging incumbent wholesale rates. 

There have been a number of recent high profile “separation” cases. 

 New Zealand. The New Zealand incumbent was split into distinct independent entities, 

with Chorus (fixed network company) demerged from the retail business (and mobile 

network) Telecom New Zealand. In our detailed report BT Group PLC: Lessons from New 

Zealand (14 March 2018) we highlighted how structural separation in New Zealand has 

indeed accelerated fibre deployment and uptake, although the asset still trades on just 

c6x EV/EBITDA (according to Bloomberg). One of the issues has been continued line 

loss (typically copper), of which much has gone to mobile (via hard substitution). Note 

that EBITDA has not changed materially over recent years despite material FTTP 

migration, partly due to regulatory price changes, but also line loss (see figures below). 

FIGURE 48    

Chorus: Split of broadband product by speed (%) 

 
FIGURE 49    

Chorus: Total net adds (k) 

 

 

 

Source: Company Data, Barclays Research   Source: Company Data, Barclays Research  

 Czech Republic. O2 Czech Republic was one of the first cases of structural separation, 

where the network assets (towers/copper network) were injected into a NetCo (CETIN) 

in 2015 post the acquisition by PPF in 2013. CETIN was afterward fully acquired by its 

main shareholder, the conglomerate, PPF Group. PPF Group also still owns 81% of the 

ServiceCo company (O2 Cezq) that remains listed and trades on an EV/EBITDA of c. 8x 

(source: Bloomberg). Fears that the ServiceCo would struggle as a standalone business 

compared to other retailers have not materialised. 
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 Denmark. Since its acquisition by a private equity-led consortium, the network assets of 

TDC (mobile network, fixed network) are set to be injected into a NetCo, legally and 

functionally separate from the retail and enterprise units.  

 Australia. In June 2018 Telstra indicated that it would establish a standalone 

infrastructure business unit (Telstra InfraCo), which will include fixed infrastructure such 

as fibre, datacentres, exchanges, ducts/poles. The mobile network/towers/spectrum 

were not included and will remain part of the retail business.  

Speculation around structural separation and network spin-offs has increased recently. 

 Italy/Telecom Italia. As Elliott started to build a stake in Telecom Italia (which resulted 

in Elliott taking control of the BOD in May 2018), it made public statements and 

published a presentation highlighting the merits of a network structural separation and 

a subsequent partial listing and disposal. According to this presentation, the end game 

would be a merger with Open Fiber, the competing infrastructure. Since it took control, 

though, Elliott has toned down its message. Meanwhile TI’s CEO has indicated that it 

would consider any solution that would create value with Open Fiber but that the focus 

for now was legal separation. 

 The UK/BT. In 2017 BT agreed to legally separate its fixed network asset Openreach, 

having already been functionally separated since 2006. As part of the process Ofcom 

had looked at the option of full structural separation. The FT has indicated shareholder 

support for BT to consider a separation of Openreach (20 August, 2018). 

 Spain/Telefonica. According to Confidencial (2 July 2018), Telefonica is considering 

selling or disposing of part of its fibre network. This was dismissed by the CEO publicly. 

Telefonica already sold 40% of its tower/submarine cable asset (Telxius) to KKR in 2017 

and has shown a willingness to consider asset disposals such as towers.  

How to value FTTP networks of the future – Are they utilities?  

When thinking about valuation of operator networks, and specifically fixed line networks, 

there are a few points of reference. 

 How we currently value incumbent network businesses. We typically use a DCF for 

incumbent domestic operations. We use a WACC of 6-7% and terminal growth of 0-1%, 

which includes the retail and network operations (fixed and mobile) for the incumbent. 

In the case of Openreach at BT, we use a WACC of 5.8%, and 1.5% terminal growth. 

This results in an EV of £13.5bn, 5.8x EV/EBITDA, 14.9x EV/EBIT, or just over 1x 

EV/RAB. We assume terminal year capex/sales of 32% (£1.6bn actual) and assume 

continued elevated FTTH capex. Given there are c30m lines in the UK and c80% of 

Openreach revenues/RAB is residential, we estimate this equates to c£350/home 

passed. As an aside, Ofcom uses a WACC of c9-10% when calculating BT allowed 

returns. In New Zealand, Chorus valuation is c6x Bloomberg EV/EBITDA, which equates 

to €1,500 per home.  

 Looking at utilities – Openreach provides asset base and returns. It is often argued 

that fixed line assets resemble utilities (prices generally RAB-based) and should be 

valued as such. For example, most UK utilities trade on c1-1.2x EV/RAB (Bloomberg). 

Openreach provides via its financial statements a break-out of its asset base and 

returns. Overall Openreach makes a c16% return on capital employed. Of this, the ROCE 

on residential fixed access is c16%, and ROCE on business connectivity (i.e. ethernet) is 

c10% (and likely to fall further under current price controls). 75% of total capital 

employed is fixed access, and c15% business connectivity. Of the fixed access, the ROCE 

on price regulated products (unbundled copper) is just c10%, which implies a 30%+ 

ROCE on non-price regulated products (note the latter will fall in FY19e/FY20e due to 
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the price regulation of VDSL, a c35% price cut over next 2 years). Openreach fixed 

access capital employed per home passed is c£350. As such its returns should fall over 

the next 2-3 years towards the 9-10% permitted rate. Were we to apply a c1.2x EV/RAB 

to Openreach this would value the asset at c£15bn, or c6.4x EV/EBITDA, 16.6x EV/EBIT. 

 Many of the Openreach assets in the RAB have a finite life (and Openreach over-

earns on the legacy copper assets). We highlighted above that Openreach makes a 

c16% ROCE on the fixed assets, c11% on price regulated products, and >30% on non-

regulated products (including VDSL). In FY18, Openreach generated £1.1bn revenues 

from fibre (mostly VDSL), giving an EBIT likely >£500m. As Openreach rolls out FTTP we 

would expect the copper/VDSL products to be retired, thereby reducing the RAB (and 

allowed returns). The challenge for Openreach is being able to price FTTP at a level that 

compensates for the loss of copper AND the investment to be made in FTTP – 

Otherwise Openreach returns will likely fall further and the hope of Openreach being 

worth £15bn will unlikely be realised. 

FIGURE 50    

EU Telcos: Valuing NetCo 

 
Source: Barclays Research estimates 

 Valuing Openreach post FTTH investments. Looking at a time period around 2030, we 

can envisage a scenario where Openreach has rolled out FTTP to c2/3rd of UK homes, 

with the remainder being on copper/VDSL/g.fast. In order to value Openreach in this 

scenario we consider 1) the capex involved (post any government subsidy) with the 

FTTH rollout, 2) the level of uptake and ARPU on the FTTP build area, 3) extent to which 

Openreach can retain customers in copper/VDSL/g.fast given likely mobile substitution 

and alternative FTTH builds.  

 Assuming a c£600m/home capex (including verticals) for c2/3rd of UK premises 

(i.e. c20m) gives total capex of c£12bn. 

 Assuming 60% penetration in FTTP areas, and full cutover (i.e. all customers are 

migrated onto the FTTP platform unless on cable or alternative operator FTTP build), 

and a £13/month ARPU at 80% EBITDA margin would give an EV/home passed of 

£1,000, or 1.7x EV/invested capital. It would imply an IRR of c7%. The EV would be 

£18bn. 

 In the non-FTTP areas, we assume c2/3rd of legacy customers are lost to mobile-

only and/or alternative FTTP networks. We value the 1/3rd remaining at 1.2x 

EV/RAB (£1.4bn), and the 2/3rd at the run-off levels of FCF over 7 years (gives 

c£0.8bn).  
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 This would give an EV of Openreach of c£11bn post FTTP build – ie below the 

current capital employed. The EV of the FTTP build is clearly very sensitive to input 

assumptions. For example, without a cutover model the wholesale ARPU would 

need to be c£17/month to get the same IRR. 10pp of penetration either way would 

impact the EV by 15%. Each £1/month of ARPU impacts the EV by c10%.  

As an aside, it is this difficult equation that makes the incumbent decision to invest in 

FTTH so hard. As we covered in The rise of the Wholesale-Only model, 3 May 2018, 

incumbents have to consider the annuity value of legacy copper when considering FTTH 

rollouts. But in this calculation they also must consider the risk of the copper annuity 

declining should alternatives displace the technology (mobile, alt-net FTTP).  

Urban, suburban and rural models will vary materially. We would envisage lower cost to 

build in more urban locations but also greater levels of cable infrastructure and alternative 

FTTP operators. This would likely imply no price regulation, but wholesale rates would be 

capped due to higher infrastructure competition. In rural areas, cost per home would be 

higher but would likely have lower alterative/cable build and thus have a higher uptake 

level. It would also likely be regulated due to lack of competing infrastructure. 

FIGURE 51    

Openreach Returns 

 
FIGURE 52    

Openreach: Valuation Post FTTP 

 

 

 
Source: BT   Source: Barclays Research estimates 

 We would envisage very different assumptions/models for different markets. For the 

UK (and also to a lesser extent Germany/the Netherlands), the key challenge will be 

relatively well penetrated cable limiting FTTP penetration, whilst at the same time 

emerging alternative FTTP builds eroding returns in copper areas. France has already 

adopted the co-investment model. This will likely drive high uptake and make alternative 

build unlikely in FTTH areas. Overall returns should be less assured due to all retail 

competitors having low ongoing opex; note the implied WACC is 8.5-9%. Spain and 

Portugal have multiple FTTH networks largely due to the low cost of rollout. As in 

France overall returns will likely be less assured due to all retail competitors having low 

ongoing opex, apart from in the areas where TEF is wholesaling to other operators 

where they have not built. Italy is a particularly interesting case as it should offer the 

highest penetration rate due to lack of cable and have a relatively low build cost.  

 Compare and contrast UK and France - Analysing the impact of co-investment. 

Applying the above maths to the French example, where there are 5.5m urban homes, 

12m suburban and 15m rural, and FTTP rollout will be c100% in urban/suburban, this 

gives c70% FTTP coverage by 2030, at a total industry cost of c€34bn (assumed 

capex/line is €1,500). Applying a 1.2x EV/RAB multiple to the FTTH investment would 
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imply “value destruction” at Orange over the period pre FTTH, but crucially much of the 

FTTH investment has taken place already – whereas for BT (and DT) it has yet to really 

commence. We see low/no risk of competitor overbuild in France, whereas in the UK it 

appears high. The downside in France is that Orange loses all the value of the copper 

(and a share of co-financed FTTP) in a large area of France, whereas BT stands to retain 

a material proportion. 

Would network separation create value?  

The above analysis serves to demonstrate that in their current state, neither legal/functional 

nor structural separation is likely to crystallise value, unless it changes the risk profile of the 

FTTP investment. Incumbents such as BT argue that being the “anchor tenant” helps the 

business case for FTTP. The above analysis argues that it risks undermining the investment 

by encouraging alternative FTTP build and hard fixed-mobile substitution. 

We would argue that structural separation would quickly undermine the business model of 

alternative FTTP operators in many cases, and likely create a more favourable outlook for 

the separated network infrastructure. Firstly fixed resellers and mobile operators would be 

less incentivised to overtly divert wholesale payments to other operators to prevent them 

turning up in the pockets of their largest retail competitor, and also they are unlikely to want 

to have to integrate their IT systems with multiple infrastructure providers. Likewise, the 

separated fixed network neither incentivised to price at a rate that would hinder uptake, or 

that would encourage alternative competing investment.  

Looking at structural separation across our coverage 

In terms of assessing the potential for value creation, we assess two criteria: 

1) Extent to which an incumbent could “crystalise value” by structurally separating its 

network asset. This is a combination of a “sum of the parts” upside scenario but also 

potential for a lower cost of capital being realized upon separation.  

2) Likelihood of such an event occurring. This is a combination of the probability of a 

parent shareholder (i.e. government) supporting separation, but also its suitability 

(state of current broadband deployment for example). 

FIGURE 53    

Structural Separation: Upside potential and Likelihood 

 
Source: Barclays Research 
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Assessing Net Co and value drivers 

In this section we look at what is the potential value of the fixed infrastructure of European 

Incumbents and what are the key value drivers.  

 FTTH roll-out: The extent to which operators have rolled FTTH networks is a key 

determinant of value. We see FTTH as the future-proof technology to deliver Ultra 

Broadband (UBB). EU governments and the EU authorities have laid out ambitious 

targets for UBB roll-out and intend to invest to achieve these targets. Some operators 

have already made substantial progress such as Telefonica, Swisscom and Orange. On 

the opposite side of the spectrum we see Telecom Italia, BT and to a lesser extent DTE. 

 Line growth. Line growth depends on the potential growth opportunity in the fixed and 

broadband markets and the levels of network-based wholesale competition. The latter 

vary greatly from one country to another but in general we note rising competition. In 

Spain, Orange and Jazztel are deploying their own FTTH network and we believe will 

gradually migrate their retail broadband customers from Telefonica network to their 

own network, leading to a loss of wholesale revenues for TEF. In Italy, Open Fiber is a 

material threat to TI’s wholesale business as the latter has been almost a monopoly and 

OF plans to cover 60% of the country with an FTTH network. This, however, is partly 

offset by the important growth potential for fixed lines and broadband as penetration is 

materially below European peers and should be stimulated by investments.  

 Spin-off/merger. Discussion and speculation about network spin-off have been 

plentiful over the past years but nothing has materialised so far. We argue that the main 

value driver of a spin-off is if it reduces the risk of overbuild by merging with 

competitors that are deploying FTTH or prevents new entrants from rolling out a 

network. Under such a scenario we would consider a regulated framework to be 

designed by the authorities with wholesale obligation towards retail/service companies, 

investment commitments and targets and regulated returns on an agreed asset base. 

The asset basis on which these returns might be regulated is a key determinant of the 

value creation. Putting that uncertainty aside, we believe network separation in some 

cases can create value: in Italy merging TI network and Open Fiber network would 

create capex synergies (no overbuild) and opex synergies with an estimated NPV of 

EUR6.5bn, based on our TI and Enel/Open Fiber estimates. In Spain it could be argued 

that merging FTTH networks would also create synergies although in this case a large 

part of current networks have already been deployed. For BT this would prevent the 

development of competing wholesale provider albeit at this stage the threat is not as 

immediate as for Telecom Italia. 

In order to assess the value of NetCo we have made a number of assumptions. We 

recognize this is by nature a simplification but public information is limited (with the 

exception of BT). Based on the data published by Chorus (New Zealand Netco), CETIN (Czeq 

Netco), BT’s Openreach and TI (datapoint from 2012) we arrive at the following 

assumptions:  

 We model revenues as total lines (fixed lines in service + wholesale/ULL) times an ARPU 

per line of EUR19. This is supposed to capture all the wholesale revenues even those 

that are not driven by our definition of lines such as ethernet, etc. 

 We use an EBITDA margin of 53%, the average of the companies mentioned above and 

a capex to revenues of 30%. We assume a 30% tax rate. We use a 6% WACC that 

assumes a pre tax cost of debt of 3.8%, debt/equity of c. 55% (which implies a net 

debt/EBITDA of 3.4x)  and a 1% terminal growth rate.  
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Based on stable lines and ARPU over the next 10Y, a DCF valuation points to an implied 

EV/EBITDA today of 6.3x and an EV/line of EUR760. 

 We flex our DCF for: 1)) revenue trends: 0%/-1%/-2% and 2) achieved FTTH roll  

 We also consider the value of a merger with existing or future wholesale competitors.  

We show the results of our analysis in the table below. Key insights for the sector are:  

 Net Cos would represent around 30% of the value of the domestic assets of incumbents 

operators. As such whilst the network separation may create value, the future trajectory 

of the Service Co (retail fixed, mobile retail and network) and how it is impacted by the 

fixed network spin off is a key factor to consider. 

 For companies that may consider a network separation with the objective to partially or 

entirely dispose of the NetCo, this could represent an important source of funds (to 

reduce net debt, re-invest or increase shareholder payments).  

 Whilst a network separation and subsequent partial or total disposal may not create 

value per se, it can be a way to reduce exposure to the most regulated part of European 

telecoms, in a context where hopes of deregulation have not materialised and political 

interference is high. This would enable some companies to re-deploy capital in 

geographies where the regulatory environment is more supportive.  

FIGURE 54    

EU Incumbents: Assessing NetCo Value (€m)  

Company Country Total Lines   Revenues EBITDA Capex Target EV - EBITDA based Target EV - Line based 

Target EV - 

low 

    2017e 2017e 2017e 2017e High Low High Low 

% Fair 

domestic EV 

Altice Portugal 1,925 439 233 154 1,786 1,786 1,788 1,788 27% 

BT UK 24,436 5,571 2,953 1,950 17,062 15,586 17,683 16,095 32% 

DT Germany 31,016 7,072 3,748 2,475 20,532 18,658 21,204 19,188 28% 

KPN NL 3,974 906 480 317 3,015 3,015 3,015 3,015 17% 

Orange France 30,913 7,048 3,736 2,467 21,211 21,211 23,452 23,452 NM 

Proximus Belgium 2,641 602 319 211 1,780 1,780 1,792 1,792 15% 

Swisscom Switz 2,589 767 407 269 3,742 3,538 2,715 2,547 12% 

TI Italy 18,995 4,331 2,295 1,516 16,706 9,820 16,310 10,232 27% 

Telefonica Spain 13,526 3,084 1,634 1,079 12,386 11,569 12,629 11,749 24% 

  Average 14,446 3,313 1,756 1,160 10,913 9,663 11,176 9,984 23% 

Source: Barclays Research estimates 

 DT – Co-investment appears most likely way forwards; Separation is an option. 

Germany makes up 53% of DT EV. On the face of it DT does not need to delever, with 

net debt/EBITDA at c. 2.7x in 2019x on a proforma basis should the Sprint deal succeed 

(3x including leases). Wholesale competition is rising but moderately and hence we 

believe no material value creation would be achieved nor would material overbuild risk 

be prevented through a merger with a competing network. However, from a capital 

allocation process, should DT see more value in the US, in towers, and other 

geographies, considering separation and partial disposal could be a way to “derisk” the 

German cashflows somewhat, especially given that DTE is only starting to invest in 

FTTH and we see a potential FTTH capex bill likely to reach c. EUR12bn over the next 10. 

Having said that, we see co-investment as a more likely route, hence preventing retail 

competitors such as TEF De and United Internet from pursuing alternative routes (fixed-
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mobile substitution, alternative FTTP). DTE has already announced an initiative with 

EWE to co-invest in 1m households in North Western Germany for a total envelope of 

EUR2bn. DTE will wholesale this capacity on commercial terms. Positively the regulator 

has approved this model and DTE is currently discussing with other potential partners 

for FTTH co-investment in other areas. As seen at Orange, this will likely be dilutive to 

longer-term revenues/EBITDA, but substantially derisk the business from an operational 

and regulatory point of view. 

 BT – Structural separation would likely derisk the Openreach cashflow and valuation 

discount materially (pension is an issue). As discussed above, we see rising risk of 

increased wholesale FTTP competition in the UK over the next 10 years, which risks 

carving the UK up into areas where Openreach has multiple overlapping infrastructures, 

and retail competitors (e.g. TalkTalk, Vodafone) very keen to divert wholesale payments 

away from BT group. As such we believe that BT should consider a structural 

separation, or at least reduce wholesale fees for FTTP in order to prevent “off-net” 

market share loss. We note that Openreach has already taken some steps in this 

direction on higher speed products but see an FTTP rate nearer £15/mth necessary to 

minimise wholesale risk. We imagine that there would be pension implications from a 

potential separation of Openreach. Indeed BT argued as part of the legal separation 

process two years ago that splitting the pension liability across Openreach and the rest 

of BT would likely require increased pension commitments (annual deficit repair 

payments) and have implications for the liability (greater prudence assumption required 

as the liability would be covered by lower FCF).  

 Telecom Italia – Separation debate is not new; avoiding overbuild is key to 

preserve/create value. Discussions about the potential separation of TI’s network have 

been around since the beginning of the decade. As Italy is one of few countries in 

Europe without a competing infrastructure, TI has held a de facto monopoly with its 

fixed network facing important regulation. After executing a functional separation, the 

company is now voluntarily pursuing a legal separation and has recently presented a 

project to the Italian regulator. A structural separation has also been discussed notably 

by Elliott management, which now owns a c. 10% stake in TI and controls the BOD 

since May 2018. Before taking control of the BOD, Elliott management made public 

statements and published a presentation highlighting the merits of a network structural 

separation and a subsequent partial listing and disposal. According to this presentation, 

the end game would be a merger with Open Fiber, the competing infrastructure. Since 

then Elliott has toned down its message. Meanwhile TI’s CEO has indicated that it would 

consider any solution that would create value with Open Fiber but that the focus for 

now was legal separation. We believe Telecom Italia is one of the few incumbents where 

a network structural separation could create value if it were merged with Open Fiber. 

This would eliminate overbuild of FTTH infrastructure. OF plans to cover c. 19m 

household and is in the process of securing the financing. TI had 2.3m homes covered 

with FTTH at YE 2017 (and c. 19m with FTTC) and, in our view, will have to either invest 

in FTTH or resort to wholesaling the FTTH network of OF. We believe OF’s plans as a 

very meaningful risk to TI’s estimated 86% market share of the wholesale fixed market, 

c. EUR4.0bn revenues and EUR1.8bn related EBITDA. 

 Orange – Established co-investment makes separation less relevant. Orange is 

pursuing the co-investment model in France, alongside Iliad/Bouygues, which have the 

option to effectively purchase FTTP lines from Orange with owner economics (i.e. pay 

for capex upfront, but lower ongoing opex). As such, we believe this makes separating 

the network less relevant, as the separated company would effectively be a 

management company, not owning the assets.  
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 Telefonica – Pushing back on speculation about network monetization. Following a 

press report (Confidencial, 2 July 2018) that suggested Telefonica was considering 

selling a stake in its fibre network in Spain, the company’s CEO indicated that there was 

no discussion or intention to pursue such a strategy. Telefonica has already invested 

heavily in FTTH (c. 70% coverage) and is benefitting from a clear regulatory framework 

that is ‘dynamic’: wholesale prices and regulated areas evolve over time.  On the 

negative side, the low cost of FTTH roll-out in Spain has led other players to invest in 

FTTH (ORA to cover c. 50% of households for example), which creates pressure on 

wholesale revenues. However, merging the two assets seems unlikely since synergies 

would now be more limited (overbuild has happened). Also it is unclear if RAB-based 

regulation would fully recognise the value of the investment made by both parties. So 

we see limited value other than financial engineering (i.e. deleveraging and being able to 

re-allocate capital elsewhere).  

 KPN – Regulatory pragmatism around fibre may be upset by cable wholesale 

regulation. KPN has successfully negotiated wholesale terms for both VDSL and FTTH 

with all major alternative fixed operators, and the seven-year contracts provide a degree 

of regulatory visibility unlike in some other EU markets. Nevertheless, cable wholesale 

regulation is under consideration in NL that could result in wholesale operators gaining 

additional routes to fixed infrastructure, even if we don’t see demand as significant. 

Hence on balance we see the potential for structural separation as limited, at least for 

now, albeit KPN’s depressed share price suggests a potential separation shouldn't be 

entirely ruled out. 

 Proximus – Fibre terms agreed, rollout accelerating, but cable wholesale questions 

remain. The recent EC filings by the Belgian regulator confirm that Proximus’ fibre 

rollout model is intact, and (direct) regulatory risk therefore appears to be receding and 

we expect Proximus to ramp up its residential FTTH rollout over the coming years as a 

result. Aside from FTTH regulation, however, cable wholesale regulation could yet 

deliver significantly lower price points (even if we don’t see this as likely), which could in 

turn lead Proximus to reconsider its stance on a retail/wholesale split. However, given 

there is no pressing regulatory need to separate, we see it as unlikely on balance, unless 

the current low share price becomes a trigger for action and only if the controlling 

government shareholders support such a move. 

 Swisscom – Separation not on the agenda, preference for G.fast in the short term. As 

detailed in Wholesale points to downside risk (6 July 2017), there is relatively material 

fibre overbuild in Switzerland as Swisscom rolled out a significant proportion of its FTTH 

network in partnerships, with local municipalities for example. There has never been 

serious discussion around network separation. Swisscom has highlighted a focus on 

G.fast in the short term as it costs a third of an equivalent FTTH and is twice as fast to 

deploy. Swisscom also benefits from a unique infrastructure that allows it to provide up 

to 500Mbps speeds with its copper infrastructure. Capex is expected to remain flat in 

Switzerland in the coming years as Swisscom slowly upgrades to FTTH. There is 

currently discussion on regulating fibre access prices as part of amendments to the 

Telecom Act but these would not be effective before 2020. 

 Nordics – Government ownership likely to prevent separation moves. As we highlight 

above, the new owners of TDC have already announced plans to functionally separate 

the NetCo from the operating company. For Telia and Telenor we do not see any 

immediate need and note significant alternative infrastructure build already in these 

markets, plus government ownership may make owning infrastructure a strategic goal. 

In Finland, the three operators, as well as more than 20 regional operators, own 

networks of various sizes but also differing technologies. Elisa is focused on maximising 

https://live.barcap.com/go/publications/content?contentPubID=FC2322005
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speeds with copper whilst rolling out fibre. Telia is pursuing a similar strategy. DNA 

covers 600k households with cable. We see little value creation opportunity in any of the 

big three operators separating their networks unless they could be combined into a 

national fixed network. We view this to be unlikely, particularly as mobile network 

quality is so high (evidenced by the mobile-fixed substitution we have seen in recent 

years). We believe the likely scenario in future is the consolidation of the smaller regional 

players by the big three operators.  
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Stock implications 

Challengers 

Sunrise – Upgrade to OW, CHF100 PT (was CHF80). We believe Sunrise is well placed to 

benefit from the two key themes raised in this report: 1) the opportunity to undercut 

incumbent quad-play pricing (which it is already doing) and 2) benefiting from alternative 

fibre infrastructure present in the Swiss market (which it is already using). We expect 

Sunrise to continue to take market share in the fixed market as it leverages wholesale fibre 

across Switzerland through recent partnerships (such as Swiss Fibre Net, EZW). We 

estimate ca60% of households do not have access to FTTH as Swisscom pushes G.fast. 

Sunrise’s well-invested mobile network also creates an opportunity to push mobile 

broadband harder (facilitated by alternative fibre), which could drive further market share 

gains as well as cost savings from eradicated wholesale costs. Sunrise has already sold its 

non-core towers to Cellnex to bring leverage down to 2x and has guided to deliver 4-6% 

dividend growth over the next three years. We increase our terminal growth rate to 1% 

from 0.5% as well as increasing mid-term estimates, which drives our higher PT. 

TalkTalk – Upgrade to OW, 150p PT (was 130p). A potential structural separation of 

Openreach from BT would be a material positive for TalkTalk, in our view, leveling the 

playing field between TalkTalk and the remaining competition and also limiting the risk that 

the VDSL/fibre margin squeeze continues, which has negatively impacted earnings over the 

past few years (BT Retail promoted VDSL/fibre to its customers, creating demand, and as 

TalkTalk followed selling VDSL, its gross profit per customer fell). If Openreach is not 

separated from BT, we expect growth in alternative FTTP providers to offer an opportunity 

for TalkTalk to limit opex increases (due to rising infrastructure competition) and provide at 

the same time a major retail market share opportunity. In either case we see BT’s 

competitive behavior supportive (consumer focusing on driving ARPU over market share 

and Openreach appearing willing to reduce fibre pricing to drive uptake). We raise our mid-

term EBITDA estimates c5-7% as a result, and our price target to 150p (was 130p). The key 

risk to the thesis is other mobile challengers promoting convergent broadband in a similar 

manner to Vodafone, thus crowding low-end competition (and TalkTalk retail market 

share). We increase Mar 21e/Mar 22e EBITDA 2%/5%, which boosts EPS/FCF c5%/10% 

and leads to our higher PT 

TEF DE – Reiterate OW, EUR5.0 PT. We believe TEF DE is well placed to benefit from the 

possibility to co-invest with DTE if an attractive model is developed. Meanwhile the current 

wholesale prices offered by DTE leave the opportunity to TEF DE to build a quad-play offer 

on attractive terms without sacrificing the profitability of the business (evidenced by its 

recent launch of ‘O2 my All in One’). We are OW on TEF DE: we believe the combination of 

its mobile network improvement and attractive pricing should enable TEF DE to stabilize 

market share and thus grow revenues that, combined with operating leverage, should 

generate solid EBITDA growth (3Y CAGR underlying OIBDA of +5%). 

Drillisch/United Internet (Both OW, €75 price targets). DT offering co-investment 

opportunities in FTTH would be positive, in our view, providing a platform for United 

Internet to improve its network economics beyond the current Layer 2 model. United 

Internet CEO has confirmed interest in such as model (1H results call, 13 August). For 

illustrative purposes only, to quantify the potential level of investment needed, we assume 

20m homes at c€1,500 per home passed is a €30bn investment. We then assume United 

Internet co-invests to 15% over a 15-year time horizon, which would imply c€300m/year 

capex. Assuming in a co-investment world that opex of c€15/month falls to c€3/month (as 

in France), this could create material annual opex savings.  

Masmovil – Upgrade to OW, EUR150 PT (was EUR140). Despite fears of increasing 

competition in the Spanish market, particularly at the low end, we believe that Masmovil 
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should be able to continue its momentum in broadband. Converged ARPUs have grown 

materially in recent years due to price increases and increased value added to bundles. 

Customer satisfaction has been mixed recently and we believe Masmovil can continue to 

target the low to mid end of the market with simple and competitively priced convergent 

products. The launch of the O2 brand in Spain by TEF and increased investment in the 

market from Vodafone does raise near-term questions, but we see the ability to be 

aggressive as limited due to back book risks. For example for Vodafone a 3% reduction in 

convergent ARPU would put 4% of Spanish EBITDA at risk and provide a 0.5pp drag on 

group organic growth. Further fibre rollout would provide tailwinds, as would continued 

Spanish broadband market growth to Masmovil’s net adds. Masmovil is also utilising 

alternative fibre in Spain, having signed an agreement with alternative fibre provider Ufinet, 

which it estimates will save it 50% of costs compared to a standalone strategy. We increase 

net add assumptions from 2019E onwards which drives service revenue and EBITDA 

upgrades and therefore the increase in our PT.     

Iliad (OW, EUR185) – Established co-investment makes separation less relevant. Iliad is 

the second largest investor to co-investment FTTH in France, after Orange, and hence 

benefits significantly from France’s delivery of a shared infrastructure. As such, we see 

potential separation of the (FTTH) network less plausible, and with a rapid adoption of 

FTTH likely in France (we forecast this to be largely complete in dense/mid-dense areas by 

the mid 2020s) this will leave alternative operators in France less exposed to a potential 

separation of legacy copper assets than might be the case in other markets.  

Incumbents and Cable  

BT (EW, 250p PT). We value Openreach at £13.5bn, or c1x EV/RAB, and our analysis above 

shows how investment in FTTP in Openreach’s current format is unlikely to create value in 

itself – in fact it could “destroy” c£4bn of value due to the loss of copper annuity. Much of 

this is of course priced into the stock at 5.9x Mar 19e EV/EBITDA and 11.8x EV/OpFCF. In a 

scenario where BT were to structurally separate Openreach and apply utility-style multiples, 

we could see up to £3bn of value creation, but this could easily be offset by an equivalent 

increase in pension liability). It would, however, in our view, reduce the risk profile of the 

group, specifically from alternative infrastructure providers, and remove the regulatory 

overhangs that still persist.  

TI (EW, EUR0.65 PT). We believe Telecom Italia is one of the few incumbents where a 

network structural separation could create value as it could open the possibility to merge 

with Open Fiber. This would eliminate overbuild of FTTH infrastructure and enable cost 

synergies that we estimate in total worth EUR6.5bn on our TI and Enel/Open Fiber 

estimates.  OF plans to cover c. 19m household and is in the process of securing the 

financing. TI had 2.3m homes covered with FTTH at YE 2017 (and c. 19m with FTTC) and, 

in our view, will have to either invest in FTTH or resort to wholesaling the FTTH network of 

OF. We believe OF’s current plans are very meaningful risks to TI’s estimated 86% market 

share of the wholesale fixed market, c. EUR4.0bn revenues and EUR1.8bn related EBITDA.  

Our current PT assumes no merger with Open Fiber and a 2% decline in lines (wholesale 

and own retail) per year as we believe market share loss to Open Fiber will be partly 

mitigated by a growth of the fixed line market (+2% per year) as penetration is low vs 

European peers and investment in NGN should stimulate demand. 

TEF (EW, EUR9.5 PT). We see limited value creation opportunity by a separation of 

Telefonica’s network per se. One rational would be to reduce net debt or/and re-allocate 

capital to other regions that may be more attractive. TEF has in any case indicated that it 

was not considering any disposal. TEF covers c. 70% of households with FTTH and we 

expect capex to have peaked and remain at a low level going forward (c. 13% of revenues). 

TEF faces two integrated competitors in Orange and Vodafone as both have a fixed/cable 



Barclays | European Telecom Services 

23 August 2018 40 

infrastructure so we see limited risks of aggressive fixed line/wholesale based quad-play 

pricing initiatives. However, Masmovil has introduced a ‘content light’ converged offer, 

enabled notably by Orange’s wholesale strategy, which has resulted in increased 

competition at the low end of the market.   

DT (EW, EUR17). DTE has invested in FTTC/vectoring and is expected to cover 80% of 

households with 50Mpbs speeds and 58% with 100Mbps by YE 2018. We see some 

competitive pressure rising on the wholesale market with companies such as Deutsche 

Glassfaber, Net Cologne or M-Net investing in FTTH/FTTC, which have cover c. 2.4m 

households. The next challenge for DTE is the move to FTTH as the German government 

and regulator have expressed their desire to see the country covered by this technology. 

Considering this request, we believe a strong option for DTE (c. EUR40bn of capex) is to put 

in place a co-investment model. DTE has already announced a project with EWE for 1m 

households that was approved by the regulator and the company is currently discussing 

similar projects with other potential partners. The German regulator is also working on a 

regulatory framework for FTTH.  

Orange (OW, EUR20) – Co-financing model reinforces the ‘de-risked’ nature of our 

Orange OW case. The analysis in this report reinforces the high level of uncertainty faced by 

incumbent operators that have 1) yet to fully map out their FTTH plans and investment 

levels (BT, DTE); 2) face a high degree of regulatory uncertainty around fibre regulation and 

hence returns potential (BT, DTE); or 3) face significant fibre infrastructure overbuild risk 

thus reducing FTTx utilisation rates (TEF, PT, TI, BT). As we’ve argued over many years, e.g. 

Orange: Fibreconomics; rural risk contained (5 July 2017), we see the French co-financing 

model as a ‘least worst’ outcome, given there’s no realistic prospect of a re-monopolisation 

of the last mile infrastructure in Europe. In France FTTH utilisation rates will be very high, 

with all 3 alternative operators actively co-investing or co-building, and the regulator open 

to higher LLU rates to stimulate customer migrations and ultimately copper switch off. As 

such we view ORA as highly de-risked and hence it remains an attractive OW. 

 

  

https://live.barcap.com/go/publications/content?contentPubID=FC2321771
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Appendix - Mobile-fixed substitution risk becomes real  

Fixed line loss to mobile has slowed (or even reversed in some cases) over the past 3-5 

years, as the utility of the fixed line has increased, as IPTV viewing facilitated dramatic 

growth in fibre/VDSL demand. Mobile speeds have consistently lagged those of fixed line in 

developed markets despite significant advances. However, with LTE advanced and early 5G 

use cases (such as fixed wireless access) we (finally) see opportunities for mobile to drive 

fixed substitution, especially in copper/VDSL areas. This is unlikely to be mass market 

opportunity, but we see potential to add 8pp to mobile service revenue growth whilst 

impacting incumbents/cable by c3pp. 

Fixed line loss to mobile has slowed (or even reversed in some cases) over 

the past 3-5 years 

As we look at the performance of wireline over the past few years, we note that broadband 

growth has continued, now representing 86% of total lines (was 73% 5 years ago), 

although this has slowed in recently to c3% annual growth as we reach saturation. When 

we look at overall line loss we note that it has remained broadly steady at c1%/year, albeit 

slightly worse than 2 years ago. 

 
FIGURE 55    

European Telcos: Wireline and broadband line growth (%) 

 

 
Source: Barclays Research estimates, company data 

One of the key drivers of fixed usage has been video streaming. Using data from Ofcom we 

note that the average fixed broadband customer uses 190GB/month of data per month, 

and with fibre (VDSL/cable) this increases further. In terms of distribution of speeds there 

remains a significant “digital divide”. Using Thinkbroadband data we can see that although 

20% of the population gets >60mbps, there is a significant proportion that gets 20-60mbps 

(and a minority, likely rural that gets <20mbps). 
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FIGURE 56    

UK: Distribution of wireline speeds (mbps) 

 

 
Source: Barclays Research estimates, thinkbroadband.com 

Wireline usage is much higher than mobile in most EU markets (c100x), and video 

streaming is the largest driver. When looking at the ability of mobile to replace wireline, the 

quality of in-building wireless coverage is often also a barrier (WiFi requires the fixed line); 

however, there is evidence in some European markets that mobile has become a suitable 

substitute – specifically Finland and Austria. We estimate 40% of Finnish homes are mobile-

only, with the EU average 10-15%. In Finland, average mobile data usage is 28GB/mth/Pop, 

compared to 3.3GB for the EU, and there is clear evidence (see below) that much of this 

usage is TV/Streaming-related. In Austria, mobile broadband penetration is now c50% of 

total broadband. 

Mobile speeds have typically lagged fixed line in developed markets  

Finland and Austria demonstrate mobile broadband’s relative success compared to fixed 

line equivalents, but these are markets where investments in mobile have typically outpaced 

that of fixed for many years. In the majority of EU markets, mobile speeds have lagged those 

of fixed line for the past 20 years, and we attribute much of the “resilience” of wireline 

performance (growing broadband, narrowing line loss) to the utility and reliability of 

wireline for video streaming. The chart below shows the “achieved” speeds of the mobile 

and fixed networks.  

 
FIGURE 57    

Wireless and wireline capacity – Achieved MBPS 

 

 
Source: Barclays Research, company data 
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For fixed line this is typically set by the technology (ADSL, VDSL, vectored VDSL, FTTP). For 

mobile it is a function of technology (3G, HSPA, LTE, LTE Advanced) but is also a function of 

network deployment (density of sites, amount of spectrum, technology deployed). Using 

Opensignal data we can track effective LTE coverage/availability, which sites at c60-80% 

currently vs <50% three years ago. As such achieved LTE wireless speeds have increased to 

c20-50mbps, and average speeds increased further (due to larger proportion of LTE). 

FIGURE 58    

EU Telcos: LTE wireless speeds (mbps) 

 
FIGURE 59    

EU Telcos: LTE availability (%)   

 

 

 
Source: Barclays Research estimates, OpenSignal  Source: Barclays Research estimates, OpenSignal 

Data from Tutela shows that most wireless LTE data usage is streaming video and web 

browsing (such as YouTube/Facebook). An analysis of high data usage markets such as 

Finland, Denmark and Sweden shows that the split of data usage by application type is 

broadly similar to other lower data usage markets. This, in our view, indicates that it is 

typically pricing that limits customer data usage, as opposed to network capacity 

constraints. Indeed plotting usage and speed shows limited correlation. There are of course 

exceptions to this such as data speeds in peak areas at peak times, such as major transport 

hubs, but using market averages (and even looking at cities vs rural) the speed differentials 

are not so great. 

FIGURE 60    

EU Telcos: Data usage by time of day (%) 

 
FIGURE 61    

EU Telcos: Usage and speed 

 

 

 
Source: Tutela, Barclays research Estimates,   Source: Barclays Research estimates, Opensignal 
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Mobile is about to see a further step-up in speed  

Based on the charts above, we believe that pricing holds up data usage growth more than 

the technology itself. That having been said, there are notable examples in India and the US 

where the introduction of unlimited pricing has had an adverse impact on network quality – 

see the relative speed of Reliance Jio vs other India players, also the fall in LTE speeds at 

Verizon and AT&T shortly after launching unlimited plans (speeds have since picked up 

again).  

FIGURE 62    

India wireless data speeds (Mbps)  

 
FIGURE 63    

US wireless data speeds (Mbps) 

 

 

 
Source: Barclays Research, Opensignal  Source: Barclays Research, Opensignal 

 

However, a consistent message from all the EU Telcos (and beyond) is the expected 

increase in mobile data speeds (and quality/availability) for the coming years. These tend to 

be lumped into three main areas.  

 Technology improvements. Most mobile companies are upbeat on the ability of 

massive MIMO to drive material capacity improvements over the coming years. We 

include later in the report a technology summary, but massive MIMO, in our view, 

provides the capability to increase macrocell capacity up to 10x, which, combined with 

carrier aggregation, allows for even more efficient usage of existing frequencies. 

Separately, carriers such as Verizon are seeking to use 28GHz (mmWave) spectrum in 

order to deliver high speed fixed-wireless services. As such we see scope for the current 

macrocell grid to deploy reliable c100mbps+ speeds (without the need for costly 5G 

deployments). 
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FIGURE 64    

Carrier aggregation  

 
FIGURE 65    

MIMO – Multiple input multiple output 

 

 

  

 

 

Source: Barclays Research  Source: Barclays Research 

 Spectrum. The EU wireless industry currently has c500-600MHz of spectrum deployed 

at 800MHz, 900MHz, 1800MHz, 2100MHz and 2600MHz following spectrum auctions 

over the past 20+ years. With 700MHz and more significantly 3.4.-3.8GHz coming over 

the next 3-5 years, this will rise to c1,000MHz (and more is due to 6GHz+ in the next 10 

years). Given the propagation characteristics of higher frequencies (weaker in-building 

coverage), the ability of this to offer quasi fixed services will be somewhat limited.  

 Network densification, small cells. We have plotted mobile capacity density 

(mbps/pop/MHz) across Europe , which shows Finland being significantly higher than 

the EU average, with no obvious quality of service implications. We note that the 

“network densification and small cell” thesis has paused somewhat as operators look to 

maximise/optimise use of the above two techniques. Having said that we note in the US 

that there have been significant deployments of small cells (T-Mobile and Sprint), which 

could well drive further capacity uplift. 

In summary, we do not expect wireless (in the traditional sense, as opposed to fixed 

wireless access (FWA) solutions) to be able to offer reliable gigabit speeds, and cannibalise 

ultrafast (Docsis3.1/FTPP) deployments. However, we expect mobile operators with LTE 

advanced and early 5G use cases to have the opportunity for mobile to drive hard fixed 

substitution, especially in legacy copper/VDSL areas. 
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FIGURE 66    

Macrocell Capacity set to increase significantly  

Mobile capacity is due to step 

up materially in the coming 

years 

 

Source: Barclays Research 
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European Telecom Services Industry View: POSITIVE 

Masmovil (MASM.MC) Stock Rating: OVERWEIGHT 

 

Income statement (€mn) 2017A 2018E 2019E 2020E CAGR    Price (21-Aug-2018) EUR 90.50 

Price Target EUR 150.00 

Why Overweight? We believe Masmovil has a 

significant and unique opportunity to take market 

share at the value end of the market at favourable 

economics, in part due to the remedies it received as 

part of the Orange/Jazztel merger but also due to its 

own fibre rollout plans. 

 

Upside case EUR 180.00 

Masmovil increases its subscriber base faster than we 

currently forecast, leading to higher revenues. 

 

Downside case EUR 80.00 

Masmovil struggles to gain traction in the market and 

adds fewer subscribers than we forecast, leading to 

lower revenues. 

 

Upside/Downside scenarios 

 
 

Revenue 1,301 1,432 1,651 1,807 11.6%    

EBITDA 216 303 405 483 30.8%    

EBIT 98 149 220 289 43.3%    

Finance costs - net -234 -21 -31 -18 N/A    

Pre-tax income -136 128 189 272 N/A    

Tax rate (%) -49 20 25 25 N/A    

Net income -203 102 142 204 N/A    

EPS (adj) (€) -6.14 3.05 4.22 6.07 N/A    

Diluted shares (mn) 33.0 33.6 33.6 33.6 0.6%    

DPS (€) 0.00 0.00 0.00 0.00 N/A    

    

Margin and return data Average    

EBITDA margin (%) 16.6 21.2 24.6 26.7 22.3    

EBIT margin (%) 7.5 10.4 13.3 16.0 11.8    

Pre-tax margin (%) -10.4 8.9 11.4 15.0 6.2    

Net margin (%) -15.6 7.2 8.6 11.3 2.9    

Operating CF margin (%) 32.4 12.0 21.0 23.6 22.3    

ROCE (%) 12.4 8.7 11.2 13.4 11.4    

RONTA (%) 36.3 25.7 22.9 27.5 28.1    

ROA (%) 7.9 5.7 7.6 9.3 7.6    

ROE (%) -79.3 33.8 34.9 37.2 6.7    

    

Cash flow and balance sheet (€mn) CAGR    

Cash flow from operations 422 172 347 427 0.4%    

Capex and acquisitions -212 -413 -252 -155 N/A    

Free cash flow 253 -250 71 217 -5.0%    

NOPAT 147 119 165 217 13.9%    

Tangible fixed assets 463 721 788 750 17.4%    

Intangible fixed assets 824 824 824 824 0.0%    

Cash and equivalents 320 139 235 506 16.5%    

Total assets 2,093 2,171 2,333 2,566 7.0%    

Short and long-term debt 1,152 1,152 1,152 1,152 0.0%    

Other long-term liabilities 29 29 29 29 0.0%    

Total liabilities 1,790 1,765 1,785 1,815 0.5%    

Net debt/(funds) 519 775 442 193 -28.1%    

Shareholders' equity 303 406 547 751 35.3%    

    

Valuation and leverage metrics Average    

P/E (adj) (x) N/A 29.6 21.4 14.9 22.0    

Prop. EV/EBITDA 10.7 8.9 8.8 6.9 8.8    

Prop. EV/OpFCF 97.3 -32.1 23.1 10.1 24.6    

Prop. EFCF yield (%) 9.5 -12.5 2.4 7.7 1.8    

P/BV (x) 9.9 7.5 5.5 4.0 6.7    

Dividend yield (%) 0.0 0.0 0.0 0.0 0.0    

Total debt/capital (%) 79.2 74.0 67.8 60.5 70.4    

Net debt/EBITDA (x) 2.4 2.6 1.1 0.4 1.6    

    

Selected operating metrics (k) Average    

Broadband subs - Spain 504 976 1,386 1,686 1,138    

Total mobile subscribers - Spain 5,000 6,200 7,000 7,600 6,450    

 

Source: Company data, Barclays Research 

Note: FY End Dec 

 

 

https://live.barcap.com/go/BC/composite/GER_COMPANY?ticker=MASM.MC
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European Telecom Services Industry View: POSITIVE 

Sunrise (SRCG.S) Stock Rating: OVERWEIGHT 

 

Income statement (CHFmn) 2017A 2018E 2019E 2020E CAGR    Price (21-Aug-2018) CHF 86.90 

Price Target CHF 100.00 

Why Overweight? Whilst competition remains 

intense in Switzerland following Salt's long awaited 

fixed launch, Sunrise is focusing on its network 

quality, customer service and convergence. We 

expect this to drive continued earnings momentum 

whilst alternative fibre usage should drive cost 

tailwinds and potentially facilitate further mobile 

upside.  

 

Upside case CHF 125.00 

Our upside case is based on the presumption Sunrise 

is acquired.  

 

Downside case CHF 75.00 

We assume competition continues to increase and/or 

Sunrise is left in a difficult position following market 

consolidation. 

 

Upside/Downside scenarios 

 
 

Revenue 1,854 1,864 1,888 1,924 1.2%    

EBITDA 592 587 595 613 1.1%    

EBIT 164 139 144 179 3.0%    

Finance costs - net -52 -44 -47 -47 N/A    

Pre-tax income 533 97 100 134 -36.9%    

Tax rate (%) 5 29 46 41 98.4%    

Net income 505 69 54 79 -46.0%    

EPS (adj) (CHF) 2.10 1.76 1.61 2.17 1.1%    

Diluted shares (mn) 45.2 45.1 45.1 45.1 0.0%    

DPS (CHF) 4.00 4.20 4.40 4.60 4.8%    

    

Margin and return data Average    

EBITDA margin (%) 31.9 31.0 31.5 31.8 31.5    

EBIT margin (%) 8.9 7.5 7.7 9.3 8.3    

Pre-tax margin (%) 28.7 5.2 5.3 7.0 11.5    

Net margin (%) 27.2 3.7 2.9 4.1 9.5    

Operating CF margin (%) 29.8 25.9 26.9 26.8 27.3    

ROCE (%) 19.4 13.2 11.3 15.6 14.9    

RONTA (%) 18.6 13.4 11.4 15.0 14.6    

ROA (%) 4.2 2.8 2.5 3.5 3.2    

ROE (%) 8.3 5.3 5.1 7.5 6.6    

    

Cash flow and balance sheet (CHFmn) CAGR    

Cash flow from operations 553 482 507 515 -2.4%    

Capex and acquisitions -315 -307 -263 -260 N/A    

Free cash flow 727 216 288 299 -25.6%    

NOPAT 165 107 89 117 -10.7%    

Tangible fixed assets 796 781 781 781 -0.6%    

Intangible fixed assets 2,210 2,048 1,860 1,686 -8.6%    

Cash and equivalents 272 188 166 145 -18.9%    

Total assets 3,836 3,589 3,379 3,185 -6.0%    

Short and long-term debt 1,399 1,399 1,399 1,399 0.0%    

Other long-term liabilities 71 70 70 70 -0.3%    

Total liabilities 2,326 2,157 2,082 2,007 -4.8%    

Net debt/(funds) 1,147 1,230 1,252 1,273 3.5%    

Shareholders' equity 1,510 1,432 1,297 1,178 -7.9%    

    

Valuation and leverage metrics Average    

P/E (adj) (x) 41.4 49.3 53.9 40.1 46.2    

Prop. EV/EBITDA 9.0 9.2 8.5 8.0 8.7    

Prop. EV/OpFCF 18.8 19.0 14.9 13.6 16.6    

Prop. EFCF yield (%) 5.6 3.0 6.4 7.0 5.5    

P/BV (x) 2.6 2.7 3.0 3.3 2.9    

Dividend yield (%) 4.6 4.8 5.1 5.3 4.9    

Total debt/capital (%) 48.1 49.4 51.9 54.3 50.9    

Net debt/EBITDA (x) 1.9 2.1 2.1 2.1 2.1    

    

Selected operating metrics (k) Average    

Total mobile subscribers - Switzerland 2,876 2,882 2,882 2,890 2,882    

Broadband subs - Switzerland 422 458 488 515 471    

Underlying mob serv rev growth (%) - 

Switzerland 

-0.1 1.8 2.1 1.7 1.4    

 

Source: Company data, Barclays Research 

Note: FY End Dec 

 

https://live.barcap.com/go/BC/composite/GER_COMPANY?ticker=SRCG.S
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European Telecom Services Industry View: POSITIVE 

TalkTalk Telecom Group (TALK.L) Stock Rating: OVERWEIGHT 

 

Income statement (£mn) 2018A 2019E 2020E 2021E CAGR    Price (21-Aug-2018) GBp 122 

Price Target GBp 150 

Why Overweight? Our positive stance on TalkTalk is 

based on the company's ability to cut costs, to drive 

higher margins and hence cash flow. Also, we see 

upside from the company deploying a data MVNO 

model. 

 

Upside case GBp 200 

In our upside case we assume the company is able to 

stabilse the broadband base, grow ARPU 3% per year, 

and successfully execute on mobile.  

 

Downside case GBp 70 

In our downside case we assume TalkTalk loses up to 

10% of its subscriber base due to the cyber attack. 

 

Upside/Downside scenarios 

 
 

Revenue 1,658 1,667 1,721 1,770 2.2%    

EBITDA 233 266 280 298 8.6%    

EBIT 102 140 157 180 20.9%    

Finance costs - net -45 -39 -35 -32 N/A    

Pre-tax income 46 95 116 143 45.8%    

Tax rate (%) 61 18 17 17 -34.6%    

Net income -145 63 81 118 N/A    

EPS (adj) (GBp) 1.8 6.7 8.3 10.2 77.5%    

Diluted shares (mn) 987.0 1,160.0 1,160.0 1,160.0 5.5%    

DPS (GBp) 4.00 2.50 2.50 2.50 -14.5%    

    

Margin and return data Average    

EBITDA margin (%) 14.1 16.0 16.3 16.9 15.8    

EBIT margin (%) 6.2 8.4 9.1 10.2 8.5    

Pre-tax margin (%) 2.8 5.7 6.8 8.1 5.8    

Net margin (%) -8.7 3.8 4.7 6.7 1.6    

Operating CF margin (%) 11.0 12.8 14.2 14.9 13.2    

ROCE (%) 3.9 11.9 12.9 13.9 10.6    

RONTA (%) 17.0 48.6 60.5 76.4 50.6    

ROA (%) 2.6 7.4 8.2 9.0 6.8    

ROE (%) 12.9 36.7 37.1 36.1 30.7    

    

Cash flow and balance sheet (£mn) CAGR    

Cash flow from operations 183 213 245 264 13.0%    

Capex and acquisitions -125 -105 -104 -105 N/A    

Free cash flow 96 155 150 163 19.3%    

NOPAT 40 115 130 150 55.4%    

Tangible fixed assets 236 215 196 183 -8.1%    

Intangible fixed assets 752 752 752 752 0.0%    

Cash and equivalents 56 210 268 347 83.6%    

Total assets 1,542 1,590 1,658 1,748 4.3%    

Short and long-term debt 798 798 798 798 0.0%    

Other long-term liabilities 0 0 0 0 N/A    

Total liabilities 1,330 1,330 1,330 1,330 0.0%    

Net debt/(funds) 755 695 637 558 -9.6%    

Shareholders' equity 212 260 328 418 25.4%    

    

Valuation and leverage metrics Average    

P/E (adj) (x) 66.9 18.2 14.7 12.0 28.0    

Prop. EV/EBITDA 8.1 7.6 6.9 6.1 7.2    

Prop. EV/OpFCF 17.5 12.5 10.9 9.4 12.6    

Prop. EFCF yield (%) 0.2 6.3 9.2 10.6 6.6    

P/BV (x) 5.7 5.4 4.3 3.4 4.7    

Dividend yield (%) 3.3 2.0 2.0 2.0 2.4    

Total debt/capital (%) 79.0 75.4 70.9 65.6 72.7    

Net debt/EBITDA (x) 3.2 2.6 2.3 1.9 2.5    

    

Selected operating metrics (k) Average    

Total broadband subscribers 4,139.0 4,299.0 4,337.0 4,376.0 4,287.8    

Fibre subs 1,275 N/A 21 N/A 648    

 

Source: Company data, Barclays Research 

Note: FY End Mar 

 

https://live.barcap.com/go/BC/composite/GER_COMPANY?ticker=TALK.L
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Valuation Methodology and Risks 

European Telecom Services 

Masmovil (MAS SM / MASM.MC) 

Valuation Methodology: We value Masmovil using a DCF methodology. We assume WACC at 8%, growth rate at 1.5%, and a terminal multiple 

of 15. 

Risks which May Impede the Achievement of the Barclays Research Valuation and Price Target: Risks to the downside are Masmovil fails to 

execute on its synergy targets with regards to its roaming agreements and fails to increase its subscriber base as quickly as we currently forecast 

which could be due to rising low end competition. 

Sunrise (SRCG SE / SRCG.S) 

Valuation Methodology: We use a WACC of 7% and terminal growth rate of 1% in our DCF valuation. 

Risks which May Impede the Achievement of the Barclays Research Valuation and Price Target: Downside risks to our 

recommendation/estimates include an increase in competitive pressures in Switzerland and unfavourable M&A outcomes. 

TalkTalk Telecom Group (TALK LN / TALK.L) 

Valuation Methodology: We value TalkTalk using a DCF-based SOTP analysis, using a WACC of 9% and perpetual growth of 0%. 

Risks which May Impede the Achievement of the Barclays Research Valuation and Price Target: Fibre wholesale pricing, bundled quadplay 

content from media companies/telcos may increase competition. Fixed-mobile M&A may pose potential upside risk. 

Source: Barclays Research. 
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accurately reflect our personal views about any or all of the subject securities or issuers referred to in this research report and (2) no part of our 

compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this research report. 

 

IMPORTANT DISCLOSURES CONTINUED 
 

Barclays Research is produced by the Investment Bank of Barclays Bank PLC and its affiliates (collectively and each individually, "Barclays"). 

Availability of Disclosures: 

Where any companies are the subject of this research report, for current important disclosures regarding those companies please refer to 

https://publicresearch.barclays.com or alternatively send a written request to: Barclays Research Compliance, 745 Seventh Avenue, 13th Floor, 

New York, NY 10019 or call +1-212-526-1072. 

The analysts responsible for preparing this research report have received compensation based upon various factors including the firm's total 

revenues, a portion of which is generated by investment banking activities, the profitability and revenues of the Markets business and the 

potential interest of the firm's investing clients in research with respect to the asset class covered by the analyst. 

All authors contributing to this research report are Research Analysts unless otherwise indicated. 

The publication date at the top of the report reflects the local time where the report was produced and may differ from the release date provided 

in GMT. 

Research analysts employed outside the US by affiliates of Barclays Capital Inc. are not registered/qualified as research analysts with FINRA. Such 

non-US research analysts may not be associated persons of Barclays Capital Inc., which is a FINRA member, and therefore may not be subject to 

FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst’s 

account. 

Analysts regularly conduct site visits to view the material operations of covered companies, but Barclays policy prohibits them from accepting 

payment or reimbursement by any covered company of their travel expenses for such visits. 

In order to access Barclays Statement regarding Research Dissemination Policies and Procedures, please refer to 

https://publicresearch.barcap.com/S/RD.htm. In order to access Barclays Research Conflict Management Policy Statement, please refer to: 

https://publicresearch.barcap.com/S/CM.htm. 

Barclays Research Department produces various types of research including, but not limited to, fundamental analysis, equity-linked analysis, 

quantitative analysis, and trade ideas. Recommendations contained in one type of Barclays Research may differ from those contained in other 

types of Barclays Research, whether as a result of differing time horizons, methodologies, or otherwise. The Barclays Research Department 

operates independently from the Absa Research Department. Absa Research is produced by Absa Bank Limited acting through its Corporate and 

Investment Bank division, which is a part of Barclays Africa Group Limited and affiliated with the Investment Bank of Barclays Bank PLC. Eligible 

clients may receive research reports from both research departments, which may reach different conclusions and may contain different and 

conflicting forecasts, recommendations, or trade ideas. 

Primary Stocks (Ticker, Date, Price) 

BT Group PLC (BT.L, 21-Aug-2018, GBp 227), Equal Weight/Positive, A/D/J/K/L/M/N 

Deutsche Telekom AG (DTEGn.DE, 21-Aug-2018, EUR 13.99), Equal Weight/Positive, A/CD/D/J/K/L/M/N 

Drillisch (DRIG.DE, 21-Aug-2018, EUR 46.18), Overweight/Positive, CD/J 

Iliad SA (ILD.PA, 21-Aug-2018, EUR 127.05), Overweight/Positive, A/CD/D/J/K/L/M 

Masmovil (MASM.MC, 21-Aug-2018, EUR 90.50), Overweight/Positive, A/CD/D/J/K/L/M 

Orange (ORAN.PA, 21-Aug-2018, EUR 14.25), Overweight/Positive, A/CD/CE/D/FA/J/K/L/M/N 

Sunrise (SRCG.S, 21-Aug-2018, CHF 86.90), Overweight/Positive, J 

TalkTalk Telecom Group (TALK.L, 21-Aug-2018, GBp 122), Overweight/Positive, A/CD/D/J/K/L/M/N/Q 

Telecom Italia SpA (TLIT.MI, 21-Aug-2018, EUR 0.61), Equal Weight/Positive, A/CD/CE/D/J/K/L/M/N 

Telecom Italia-RSP (TLITn.MI, 21-Aug-2018, EUR 0.54), Equal Weight/Positive, A/CD/CE/D/J/K/L/M/N 

Telefonica Deutschland (O2Dn.DE, 21-Aug-2018, EUR 3.67), Overweight/Positive, D/E/J/K/L/M/N 

Telefonica SA (TEF.MC, 21-Aug-2018, EUR 7.34), Equal Weight/Positive, A/CD/CE/D/E/J/K/L/M/N 

United Internet (UTDI.DE, 21-Aug-2018, EUR 44.79), Overweight/Positive, J 

Materially Mentioned Stocks (Ticker, Date, Price) 

Altice NV (ATCA.AS, 21-Aug-2018, EUR 2.48), Equal Weight/Positive, D/E/J/K/L/M 

DNA Oyj (DNAO.HE, 21-Aug-2018, EUR 17.94), Overweight/Positive, CD/J 

Enel SpA (ENEI.MI, 21-Aug-2018, EUR 4.46), Overweight/Neutral, A/CD/D/E/J/K/L/M/N/T 

KPN (KPN.AS, 21-Aug-2018, EUR 2.28), Equal Weight/Positive, CD/E/J/K/L/M 

Proximus (PROX.BR, 21-Aug-2018, EUR 20.52), Equal Weight/Positive, CD/J/K/M 
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Swisscom (SCMN.S, 21-Aug-2018, CHF 447.50), Underweight/Positive, CD/J/K/M/N 

Telenor ASA (TEL.OL, 21-Aug-2018, NOK 164.20), Overweight/Positive, CD/D/J/K/L/M 

Other Material Conflicts: Barclays Bank PLC and/or an affiliate is providing investment banking services to Telenor ASA in relation to the sales of 

their CEE assets to PPF Group. 

Telia Company AB (TELIA.ST, 21-Aug-2018, SEK 42.28), Equal Weight/Positive, CD/D/J/K/L/M 

Vodafone Group Plc (VOD.L, 21-Aug-2018, GBp 176), Overweight/Positive, A/CD/CE/D/J/K/L/M/N 

Prices are sourced from Thomson Reuters as of the last available closing price in the relevant trading market, unless another time and source is 

indicated. 

Disclosure Legend: 

A: Barclays Bank PLC and/or an affiliate has been lead manager or co-lead manager of a publicly disclosed offer of securities of the issuer in the 

previous 12 months. 

B: An employee or non-executive director of Barclays Bank PLC and/or an affiliate is a director of this issuer. 

CD: Barclays Bank PLC and/or an affiliate is a market-maker in debt securities issued by this issuer. 

CE: Barclays Bank PLC and/or an affiliate is a market-maker in equity securities issued by this issuer. 

D: Barclays Bank PLC and/or an affiliate has received compensation for investment banking services from this issuer in the past 12 months. 

E: Barclays Bank PLC and/or an affiliate expects to receive or intends to seek compensation for investment banking services from this issuer 

within the next 3 months. 

FA: Barclays Bank PLC and/or an affiliate beneficially owns 1% or more of a class of equity securities of this issuer, as calculated in accordance 

with US regulations. 

FB: Barclays Bank PLC and/or an affiliate beneficially owns a long position of more than 0.5% of a class of equity securities of this issuer, as 

calculated in accordance with EU regulations. 

FC: Barclays Bank PLC and/or an affiliate beneficially owns a short position of more than 0.5% of a class of equity securities of this issuer, as 

calculated in accordance with EU regulations. 

GD: One of the analysts on the fundamental credit coverage team (or a member of his or her household) has a financial interest in the debt or 

equity securities of this issuer. 

GE: One of the analysts on the fundamental equity coverage team (or a member of his or her household) has a financial interest in the debt or 

equity securities of this issuer. 

H: This issuer beneficially owns more than 5% of any class of common equity securities of Barclays PLC. 

I: Barclays Bank PLC and/or an affiliate is party to an agreement with this issuer for the provision of financial services to Barclays Bank PLC and/or 

an affiliate. 

J: Barclays Bank PLC and/or an affiliate is a liquidity provider and/or trades regularly in the securities of this issuer and/or in any related 

derivatives. 

K: Barclays Bank PLC and/or an affiliate has received non-investment banking related compensation (including compensation for brokerage 

services, if applicable) from this issuer within the past 12 months. 

L: This issuer is, or during the past 12 months has been, an investment banking client of Barclays Bank PLC and/or an affiliate. 

M: This issuer is, or during the past 12 months has been, a non-investment banking client (securities related services) of Barclays Bank PLC 

and/or an affiliate. 

N: This issuer is, or during the past 12 months has been, a non-investment banking client (non-securities related services) of Barclays Bank PLC 

and/or an affiliate. 

O: Not in use. 

P: A partner, director or officer of Barclays Capital Canada Inc. has, during the preceding 12 months, provided services to the subject company for 

remuneration, other than normal course investment advisory or trade execution services. 

Q: Barclays Bank PLC and/or an affiliate is a Corporate Broker to this issuer. 

R: Barclays Capital Canada Inc. and/or an affiliate has received compensation for investment banking services from this issuer in the past 12 

months. 

S: This issuer is a Corporate Broker to Barclays PLC. 

T: Barclays Bank PLC and/or an affiliate is providing equity advisory services to this issuer. 

U: The equity securities of this Canadian issuer include subordinate voting restricted shares. 

V: The equity securities of this Canadian issuer include non-voting restricted shares. 

Risk Disclosure(s) 

Master limited partnerships (MLPs) are pass-through entities structured as publicly listed partnerships. For tax purposes, distributions to MLP 

unit holders may be treated as a return of principal. Investors should consult their own tax advisors before investing in MLP units. 
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Guide to the Barclays Fundamental Equity Research Rating System: 

Our coverage analysts use a relative rating system in which they rate stocks as Overweight, Equal Weight or Underweight (see definitions below) 

relative to other companies covered by the analyst or a team of analysts that are deemed to be in the same industry (the "industry coverage 

universe"). 

In addition to the stock rating, we provide industry views which rate the outlook for the industry coverage universe as Positive, Neutral or 

Negative (see definitions below). A rating system using terms such as buy, hold and sell is not the equivalent of our rating system. Investors 

should carefully read the entire research report including the definitions of all ratings and not infer its contents from ratings alone. 

Stock Rating 

Overweight - The stock is expected to outperform the unweighted expected total return of the industry coverage universe over a 12-month 

investment horizon. 

Equal Weight - The stock is expected to perform in line with the unweighted expected total return of the industry coverage universe over a 12-

month investment horizon. 

Underweight - The stock is expected to underperform the unweighted expected total return of the industry coverage universe over a 12-month 

investment horizon. 

Rating Suspended - The rating and target price have been suspended temporarily due to market events that made coverage impracticable or to 

comply with applicable regulations and/or firm policies in certain circumstances including where the Investment Bank of Barclays Bank PLC is 

acting in an advisory capacity in a merger or strategic transaction involving the company. 

Industry View 

Positive - industry coverage universe fundamentals/valuations are improving. 

Neutral - industry coverage universe fundamentals/valuations are steady, neither improving nor deteriorating. 

Negative - industry coverage universe fundamentals/valuations are deteriorating. 

Below is the list of companies that constitute the "industry coverage universe": 

European Telecom Services 

Altice NV (ATCA.AS) Bezeq (BEZQ.TA) Bouygues SA (BOUY.PA) 

BT Group PLC (BT.L) Cellcom Israel Ltd. (CEL.TA) Cellnex Telecom (CLNX.MC) 

Com Hem (COMH.ST) Deutsche Telekom AG (DTEGn.DE) DNA Oyj (DNAO.HE) 

Drillisch (DRIG.DE) Elisa Oyj (ELI1V.HE) Euskaltel SA (EKTL.MC) 

Freenet (FNTGn.DE) Gamma Communications PLC (GAMA.L) Iliad SA (ILD.PA) 

Inmarsat plc (ISA.L) INWIT (INWT.MI) KCOM (KCOM.L) 

KPN (KPN.AS) Liberty Global (LBTYA) Manx Telecom (MANX.L) 

Masmovil (MASM.MC) NOS (NOS.LS) Orange (ORAN.PA) 

Orange Belgium (OBEL.BR) OTE (OTEr.AT) Partner Communications Company Ltd. 

(PTNR.TA) 

Proximus (PROX.BR) Sunrise (SRCG.S) Swisscom (SCMN.S) 

TalkTalk Telecom Group (TALK.L) Tele Columbus AG (TC1n.DE) Tele2 AB (TEL2b.ST) 

Telecom Italia SpA (TLIT.MI) Telecom Italia-RSP (TLITn.MI) Telefonica Deutschland (O2Dn.DE) 

Telefonica SA (TEF.MC) Telekom Austria (TELA.VI) Telenet Group Holding NV (TNET.BR) 

Telenor ASA (TEL.OL) Telia Company AB (TELIA.ST) United Internet (UTDI.DE) 

ViaSat (VSAT) Vodafone Group Plc (VOD.L)  

European Utilities 

Electricite de France (EDF.PA) Enel SpA (ENEI.MI) Engie (ENGIE.PA) 

Suez (SEVI.PA) Veolia (VIE.PA)  

Distribution of Ratings: 

Barclays Equity Research has 1552 companies under coverage. 

43% have been assigned an Overweight rating which, for purposes of mandatory regulatory disclosures, is classified as a Buy rating; 60% of 

companies with this rating are investment banking clients of the Firm; 76% of the issuers with this rating have received financial services from the 

Firm. 

39% have been assigned an Equal Weight rating which, for purposes of mandatory regulatory disclosures, is classified as a Hold rating; 48% of 

companies with this rating are investment banking clients of the Firm; 69% of the issuers with this rating have received financial services from the 

Firm. 
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15% have been assigned an Underweight rating which, for purposes of mandatory regulatory disclosures, is classified as a Sell rating; 40% of 

companies with this rating are investment banking clients of the Firm; 70% of the issuers with this rating have received financial services from the 

Firm. 

Guide to the Barclays Research Price Target: 

Each analyst has a single price target on the stocks that they cover. The price target represents that analyst's expectation of where the stock will 

trade in the next 12 months. Upside/downside scenarios, where provided, represent potential upside/potential downside to each analyst's price 

target over the same 12-month period. 

Top Picks: 

Barclays Equity Research's "Top Picks" represent the single best alpha-generating investment idea within each industry (as defined by the relevant 

"industry coverage universe"), taken from among the Overweight-rated stocks within that industry. Barclays Equity Research publishes "Top 

Picks" reports every quarter and analysts may also publish intra-quarter changes to their Top Picks, as necessary. While analysts may highlight 

other Overweight-rated stocks in their published research in addition to their Top Pick, there can only be one "Top Pick" for each industry. To view 

the current list of Top Picks, go to the Top Picks page on Barclays Live (https://live.barcap.com/go/keyword/TopPicks). 

To see a list of companies that comprise a particular industry coverage universe, please go to https://publicresearch.barclays.com. 

Explanation of other types of investment recommendations produced by Barclays Equity Research:  

Trade ideas, thematic screens or portfolio recommendations contained herein that have been produced by analysts within Equity Research shall 

remain open until they are subsequently amended or closed in a future research report. 

Disclosure of previous investment recommendations produced by Barclays Equity Research: 

Barclays Equity Research may have published other investment recommendations in respect of the same securities/instruments recommended in 

this research report during the preceding 12 months. To view previous investment recommendations published by Barclays Equity Research in 

the preceding 12 months please refer to https://live.barcap.com/go/research/Recommendations. 

Legal entities involved in producing Barclays Research:  

Barclays Bank PLC (Barclays, UK) 

Barclays Capital Inc. (BCI, US) 

Barclays Securities Japan Limited (BSJL, Japan) 

Barclays Bank PLC, Hong Kong branch (Barclays Bank, Hong Kong) 

Barclays Capital Canada Inc. (BCCI, Canada) 

Barclays Bank Mexico, S.A. (BBMX, Mexico) 

Barclays Securities (India) Private Limited (BSIPL, India) 

Barclays Bank PLC, India branch (Barclays Bank, India) 

Barclays Bank PLC, Singapore branch (Barclays Bank, Singapore) 
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