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     R&I applies its rating methodology for telecoms to firms operating in the "network" layer 

classification of the information and communications technology (ICT) market to provide network 

services typified by mobile and fixed-line telecommunications (e.g., telecom, cable and satellite 

services). Firms that focus primarily on businesses other than network services, such as "content 

and applications" offering content, e-commerce and software, are outside the scope of this rating 

methodology because their business models are different. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

     Although high penetration rates mean the growth in the number of subscriptions will 

decelerate, the global telecommunications market as a whole is projected to continue expanding 

with an increase in data traffic. Because of the importance of telecommunications network service 

functions as social infrastructure, excessive competition is prevented by restricting new market 

entry to some extent through a government approval system. A certain amount of capital 

investment is required in order to provide service, and therefore funding ability and investment 

capacity are critical factors, which constitute a barrier to entry. In light of such circumstances, R&I 

considers industry risk to be relatively low. 

 

(1) Market size, market growth potential and market volatility 

     The number of global mobile telecommunications subscriptions is about 8.0 billion. The 

telecoms industry is a large market. Given the increased diffusion of mobile and broadband 

telecommunications, which have been the drivers of growth until now, the number of subscriptions 

is not expected to rise at the same pace as it did. On the other hand, the significant increase in data 

traffic continues. In broadband services, Fiber-To-The-Home (FTTH) service is prevalent, while in 

mobile telecommunications, there has been a shift to 3.9G and 4G, and commencement of 5G 

service is imminent as well. These technical innovations in communications will lead to higher 

Telecoms 
 

August 17, 2018 



 

 

 

Rating and Investment Information, Inc.  Copyright(C) 2018 Rating and Investment Information, Inc. All rights reserved. 
 

TERRACE SQUARE, 3-22 Kanda Nishikicho, Chiyoda-ku, Tokyo 101-0054, Japan  For inquiries, contact Sales and Marketing Division, Customer Service Dept. at 03-6273-7471. 
Unless specifically provided otherwise, all rights and interests (including copyrights, other intellectual property rights, and know-how) regarding this site, the content of 
this website or any other information included in this website belong to Rating and Investment Information, Inc. ("R&I"). None of the information, etc. may be used, in 
whole or in part, (including without limitation reproducing, amending, sending, distributing, transferring, lending, translating, or adapting the information), or stored for 
subsequent use without R&I's prior written permission. 

2/7 

transmission speeds and larger capacity and make it possible to handle the growing data traffic. 

Although the competition to acquire customers has intensified and the pressure to reduce 

telecommunications fees has become stronger with the slowdown in market growth and entry of 

MVNO (mobile virtual network operators), the increase in data traffic will contribute to revenue 

growth for the industry as a whole in the foreseeable future. Market volatility is comparatively 

small. 

 

(2) Industry structure (competitive environment) 

     To run their businesses, telecommunications operators need a certain level of infrastructure 

construction and must have commensurate levels of financial resilience and funding capacity to 

accommodate this investment, and this forms a barrier to entry. Globally, cross-border mergers and 

acquisitions (M&As) are a frequent occurrence as firms pursue benefits of scale. 

     Even so, telecommunications regulators in each region do not want a situation where the 

number of competing firms decreases sharply as a result of M&As and fees for telecommunications 

services are hiked. Despite the heightened intensity of competition to acquire customers, marginal 

profit and cost projections can be established easily under a business model in which Average 

monthly Revenue Per Unit (ARPU) is used to recover Subscriber Acquisition Cost (SAC). Viewed in 

total, competition is not severe enough to make firms unprofitable. 

 

(3) Customer continuity and stability 

     In mobile telecommunications, particularly in developed countries, data traffic has grown in 

tandem with the spread of smartphones. The percentage of prepaid services centered on voice 

service has fallen, and the proportion of postpaid services, for which customers are less likely to 

switch service providers, has increased. 

     Faced with the need to respond to the rising data traffic, more mobile network operators are 

using fixed lines such as FTTH. If they provide bundled services including fixed-line phone, 

broadband, mobile and pay television services, operators can expect to not only boost revenue per 

customer unit, but also to inhibit subscription cancellations because of the convenience aspect. This 

will exert a positive effect on customer continuity and stability. 

 

(4) Capital and inventory investment cycles 

     A telecommunications operator's competitiveness is believed to lie in the degree of service 

quality, and the construction of telecommunications networks and facilities capable of providing 
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customers with easy-to-use services is indispensable. R&I recognizes replacement of services that 

require undertaking a high level of capital investment to be a major risk. As technological 

innovation advances, old systems are no longer competitive, and assets that have lost 

competitiveness pose impairment risk. When old and new systems are operated concurrently, a 

double amortization burden is incurred and the cost burden increases. For network services, the 

certainty of recovering capital investments is high, because it is easily anticipated that such 

investments will be recovered through monthly usage fees and other income over an extended 

period of time. 

 

(5) Protection, regulations and public aspects 

     The allocation of frequency spectrum and numbers, which are scarce resources, has a strong 

public aspect and therefore is managed by telecommunications regulators in respective major 

countries. New market entry is limited, as market entrants and telecommunications operators who 

plan to establish base stations must obtain approval from the relevant regulator. Although there 

are differences in spectrum allocation procedures between Japan (a comparative judging system) 

and the U.S. and Europe (an auction system), both processes take place under regulators' 

supervision. Unlike Japan and the U.S., European Union (EU) countries have eased barriers to 

entry by replacing their licensing system with a general approval system. Even so, regulators are 

still able to exercise the right to grant approval, including that for M&As, based on their judgement 

about whether fair competition will be maintained. 

 

(6) Cost structure 

     Regardless of business size, a certain amount of investment is required for network 

construction, which creates a commensurate fixed cost burden. If a firm can increase revenue by 

expanding its customer base, it can enjoy the effect of benefits of scale more easily and strengthen 

cost competitiveness. Moreover, a high ARPU enables a firm to allocate funds to the enhancement of 

customer services and new customer acquisition. 

 

2. View of individual firm risk 

     In contrast to industry risk, which highlights the standard risks of the industry of which the 

subject firms are a part, the business risks of each company will differ depending on the individual 

firm risk as explained below. 
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(1) Market scale and market share 

     Market scale is influenced not only by the number of subscriptions, which is affected by 

population and diffusion of services, but also by the level of ARPU. Although advanced countries 

cannot expect significant growth in subscriptions because of the high penetration level, there is 

room for increasing revenue through the expansion of high value-added services. On the other hand, 

emerging countries can anticipate more growth in subscriptions than advanced countries, though 

such growth will not be as rapid as in the past. R&I confirms the degree of maturity of a firm's home 

market, and the trend in diffusion of high value-added services. 

     To evaluate the customer base in a firm's home market, R&I emphasizes its market share and 

market position, in addition to the absolute number of subscriptions, to judge its strength vis-a-vis 

competitors. 

 

(2) Stability of the customer base 

     Even if it has a keen ability to obtain new customers, a firm's earnings base cannot be 

considered stable if its retention rate for acquired customers is low. The importance of locking in 

existing customers has also grown because acquiring new customers has become more difficult with 

the maturing of the market. Provided its existing customer base is solid, a firm can expect to secure 

a certain amount of revenue without incurring additional costs. 

 

(3) Level of customer contribution to earnings 

     The absolute amount of revenue in the telecommunications business is usually calculated as 

the product of ARPU multiplied by the number of subscriptions. If ARPU is high, this enables a firm 

to increase revenue and efficiently ensure profits even if the number of subscriptions is not so large. 

Telecommunications revenues other than ARPU (total of voice ARPU and data ARPU), such as 

those from content and supplementary service usage fees, if any, will contribute to efficient profit 

generation. 

     Nevertheless, if various costs including expenditures for customer acquisition are high, profits 

will be adversely affected even if ARPU is high. R&I will also look at the balance of ARPU and costs 

for customer acquisition. 

 

(4) Ability to develop new products and services 

     Because the telecommunications business involves intense service-based competition, R&I 

emphasizes a firm's ability to plan new products and services and deliver them to as many 
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customers as possible through marketing, to retain its existing customer base and cultivate future 

sources of earnings. A focus is on whether a firm is able to provide various services and content 

continuously and thereby gain and retain customers, as well as maintain and improve ARPU. Even 

if a firm uses not only its own resources but those of other companies through arrangements such as 

business partnerships and collaboration, R&I will evaluate this positively if it strengthens the 

earnings base. 

 

II. Evaluation of Financial Risk 

     In addition to quantitative factors in the form of financial data, R&I evaluates qualitative 

factors, such as a firm's financial management policy and liquidity risk, in its analysis of financial 

risk. For the telecoms industry, R&I emphasizes the following financial indicators in view of the 

business characteristics. 

 

(1) Earning capacity 

EBITDA (earnings before interest, taxes, depreciation and amortization) margin, EBITDA/average total 

assets 

     A telecommunications operator can improve its profit margin more easily if it has a high 

ARPU and low SAC. The EBITDA margin is useful as a measure of comprehensive competitiveness. 

For the telecommunications business, which requires a comparatively high level of capital 

investment, the EBITDA margin is also a key indicator for confirming whether investment recovery 

is proceeding appropriately. Leading firms tend to have a higher percentage of non-network 

businesses such as content and e-commerce services. The business model for these services differs 

from the telecommunications network business, and does not need a high level of fixed assets in 

many cases, though the profit margin on sales generally is low. R&I uses the EBITDA to average 

total assets ratio to confirm whether these businesses are being managed efficiently and 

contributing to cash flow generation. 

 

(2) Scale and investment capacity 

EBITDA, equity capital 

     Regardless of business size, a firm needs to make investments to maintain a certain level of 

network infrastructure and remain competitive. The amount of the investments varies according to 

the range and level of services provided and size of the service area, for example. R&I emphasizes 

EBITDA to measure investment capacity. As a source of funds for investing in the expanding 
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non-network businesses as well, investment capacity is becoming increasingly important. 

     For the telecommunications business, which owns large assets, equity capital serves as a 

buffer to absorb the impairment risk that will be incurred when systems are replaced or services 

lose competitiveness. 

 

(3) Debt redemption period 

Net debt to EBITDA ratio, net debt to operating cash flow ratio, net debt to free cash flow ratio 

     A high level of capital investment is indispensable, primarily for building telecommunications 

infrastructure. While some firms can fund additional investments along with their ordinary 

investments by using cash flow generated from existing businesses, in many cases firms must 

obtain funding from external sources. It is important to ascertain whether a firm is able to maintain 

the balance between cash flow and net debt within a certain range. R&I places a particular focus on 

the net debt to EBITDA ratio. The ability to recoup investments in around six years is used as a 

guideline for the BBB rating category. Because telecommunication fees are as a rule collected 

monthly in cash, the working capital burden does not become a very large problem. 

 

(4) Financial profile 

Equity ratio, net D/E ratio (ratio of net debt to equity capital) 

     A firm may rely on debt to raise the capital required to undertake major capital investment. If 

it can finance investments with equity capital rather than debt, a firm can enhance its ability to 

raise funds when making a high level of investment. R&I uses the net D/E ratio to confirm the 

balance of debt and equity capital. The equity ratio highlights a margin against asset impairment 

risk. 
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III. Rating for Telecoms Industry 

 

 

 

 

 

 

 

 

 

 

 

 

* This report replaces all previous versions that have been released to date. 

Importance Indicator Importance
Market scale and market share ◎ Earning capacity EBITDA margin ◎
Stability of the customer base ◎ EBITDA/average total assets ◎
Level of customer contribution to earnings ◎ EBITDA ◎
Ability to develop new products and services ○ Equity capital ○

Net debt to EBITDA ratio ◎
Net debt to operating cash flow ratio ○
Net debt to free cash flow ratio ○
Equity ratio ○
Net D/E ratio ◎

Note) Importance is indicated by ◎: extremely important, ○: important, or △ relatively important.

Industry Risk: Relatively low

Issuer Rating

Individual Firm Risk Financial Risk

Scale and
investment capacity
Debt redemption
period

Financial profile
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know-how) regarding the Rating Determination Policy and Methodologies belong to R&I.  Use of the Rating Determination Policy and 
Methodologies, in whole or in part, for purposes beyond personal use (including reproducing, amending, sending, distributing, transferring, 
lending, translating, or adapting the information), and storing the Rating Determination Policy and Methodologies for subsequent use, is 
prohibited without R&I's prior written permission. 
 
Japanese is the official language of this material and if there are any inconsistencies or discrepancies between the information written in 
Japanese and the information written in languages other than Japanese the information written in Japanese will take precedence. 


