(%]
c
o
S
©
=
c
=]
E
E
o
)
@
v
=

October 16, 2023

Converge ICT Solutions Inc. (cnvre pm)

Bargain stock with improving
metrics

Net adds improving; maintain BUY

CNVRG’s 1H23 net income of PHP4.3b (+8.5% YoY) is within our/consensus
estimates and 2Q23 net subscriber adds saw a 15% QoQ improvement to
49.3k. While this is over 3x the net adds in 2Q22, residential subscriber
churn remains elevated at 2.0% (1Q23: 1.9%), prompting us to raise our
provisions forecast by 17.3%, resulting in a 6.0% cut to our FY23E earnings
estimate. We also cut our FY24E earnings forecast by 6% to reflect higher
depreciation costs arising from CNVRG’s higher FY24 capex guidance of
PHP15-17b (MIBG: PHP12b). Our lower earnings forecast reduces our
rolled-forward DCF-TP slightly to PHP14.30/sh (-1.2%). Despite this, at
current levels, we believe that CNVRG is undervalued at >1SD below the
mean (6x EV/EBITDA), particularly as we expect net income to rise by
15%/13% in FY23/24E. As of end-Sep, CNVRG already has 2m subs, inline
our expectations. Maintain BUY.

Prepaid picking up; cheaper brand introduced

Net adds for CNVRG’s Surf2Sawa prepaid product reached 25.1k (+76%
QoQ) in 2Q23 and accounted for 51% of total net adds. While growth
appears promising, trends are still inconclusive as this segment directly
competes with GLO’s and TEL’s wireless broadband segment, where both
are growing aggressively as well. Surf2Sawa and its PHP888 for 35Mbps
offer (launched in Jun) should boost CNVRG’s subscriber count at the
expense of ARPU, which we expect to fall 2.5%/3% in FY23/24E.

Enterprise is strongest income driver

The enterprise segment, which grew revenue 26% YoY in 1H23, continued
to be the fastest revenue growth driver due to the 34.2% YoY growth in its
SME-centric subscriber base. We expect CNVRG to continue posing double-
digit enterprise revenue growth in FY24E (+14% YoY), particularly due to
higher bandwidth from international cables which come online next year.

Revising our dividend payout assumption to 25%

Given CNVRG’s higher capex target for FY24E in relation to IRU payments
for its international cables, we cut our dividend payout assumption to 25%,
implying a FY24E dividend yield of 3.4%. Note that TEL’s and GLO’s initial
payout ratios stood at 10% (1992) and 25% (2003), respectively.

FYE Dec (PHP m) FY21A FY22A FY23E FY24E FY25E
Revenue 26,477 33,694 33,583 36,221 40,163
EBITDA 13,600 18,146 19,361 21,575 24,193
Core net profit 6,634 7,440 8,531 9,687 11,282
Core EPS (PHP) 0.91 1.02 1.17 1.33 1.55
Core EPS growth (%) 50.7 12.2 14.7 13.6 16.5
Net DPS (PHP) 0.00 0.00 0.00 0.29 0.40
Core P/E (x) 34.9 15.5 8.4 7.4 6.3
P/BV (x) 6.6 3.2 1.6 1.4 1.2
Net dividend yield (%) 0.0 0.0 0.0 3.0 4.1
ROAE (%) 21.1 20.9 21.1 20.0 20.0
ROAA (%) 9.7 8.3 8.4 8.8 9.5
EV/EBITDA (x) 18.2 8.1 5.2 4.7 4.1
Net gearing (%) (incl perps) 33.5 77.6 57.9 53.3 41.8
Consensus net profit - - 8,411 8,779 9,869
MIBG vs. Consensus (%) - - 1.4 10.3 14.3

Rachelleen Rodriguez, CFA
rachelleen.rodriguez@maybank.com
(63) 2 8849 8843
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PHP 9.85
PHP 14.30 (+48%)
PHP 14.50

Converge ICT is the largest pure play high speed
fixed broadband operator in the Philippines.

Statistics
52w high/low (PHP) 19.38/7.77
3m avg turnover (USDm) 0.9
Free float (%) 30.9
Issued shares (m) 7,266
Market capitalisation PHP71.6B
USD1.3B
Major shareholders:
UY FAMILY /CONVERGE/ 66.0%
Converge Information & Communications Te 3.6%
WP XII Financial Investments Cooperatief 3.1%
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10 2)  (26)

IRU: Indefeasible right of use
ARPU: Average revenue per user
FTTH: Fibre-to-the-home

HFC: Hybrid fibre coaxial

SME: Small and medium-sized enterprise

Stocks mentioned:

GLO: Globe Telecom, Inc. (CP: PHP1,794, BUY, TP:

PHP2,470)

TEL: PLDT Inc. (CP: PHP1,217, BUY, TP: PHP1,978)
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Converge ICT Solutions Inc.

Value Proposition

=  CNVRG is the largest pure play high-speed fixed broadband
operator in the Philippines.

= Residential subs increased by 11% YoY in FY22 to 1.9m.
CNVRG has the 2™ largest fixed-line subscriber share
following TEL.

= Owns and operates end-to-end fibre network, reaching
14.9m homes, comprising of FTTH and HFC, and covering
56.2% of households as of FY22.

= Enterprise clients grew by 45% in FY22 to 37,742, driven by
strong demand from the SME segment. Revenues for this
segment grew by 26% in FY22.

Fixed line and wireless broadband subscribers (in millions)

2020 2021 2022 2020 2021 2022 2020 2021 2022
TEL GLO CNVRG

In millions

QO == NNWWw
ouTououTow

Fixed broadband  mWireless broadband

Source: Company

Financial Metrics

= Revenues grew 27% in FY22, driven by robust growth in both
residential and enterprise. We forecast 2% revenue growth in
FY23E given a still weak outlook for fixed line. On a positive
note, we expect enterprise to post 20% revenue growth.

= We expect residential revenues to stay flat in FY23E. While
we expect fibre subscribers to rise by 9%, this will be offset
by the expected reduction in HFC subscribers.

= EBITDA margin to stay in the high 50s as higher margin FTTH
business increases its contribution and leased line costs
decrease as it completes its network rollout.

Revenue segments (in PHPm)
40,000
30,000 [ ] —
20,000 |
10,000 -

0
2020 2021 2022 2023E 2024E

FTTH ®mHFC = Enterprise

Source: Company
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Price Drivers

Historical share price trend
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. News reports Converge in talks with Starlink for potential

partnership.

Fibre backbone lands in Cebu and Mindanao, expanding
Converge’s exposure outside Luzon.

Expiration of lock up of Coherent Cloud (CC) shares. CC
owned 15.8% of CNVRG shares from the IPO listing.
Coherent Cloud fully exits CNVRG.

FY22 earnings fell below estimates.

Swing Factors

Upside

Faster than expected port rollout, leading to increase in
homes coverage to help sustain customer acquisition.
Sustained subscriber adds in new locations in the island
of Luzon, and potential expansion in Visayas in Mindanao
upon the completion of the network backbone.

Further market share gains from other internet
providers.

Downside

Reactionary competitive tactics from larger telcos could
lead to ARPU compression.

Delay in completion on nationwide backbone could push-
back expansion in areas outside Luzon island.

Faster adoption of 5G technology could curtail demand
for broadband connections.

rachelleen.rodriguez@maybank.comi
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Converge ICT Solutions Inc.

ESG@

Rachelleen.rodriguez@maybank.com

Business Model & Industry Issues

@ Maybank

Securities

Risk Rating & Score? 22.7 (Medium risk)
Score Momentum? N/A

Last Updated 13 Apr 2023
Controversy Score? 0
(Updated: 27 Dec 2022)

= Major S issues of telco companies relate to digital inclusion and data protection, and can be well-managed from an operational
standpoint. Converge is starting to baseline their sustainability metrics, following SEC’s reporting requirements.

= CNVRG'’s fibre optic network provides them with inherent energy advantages over traditional copper networks maintained by
local peers as they expend less energy to transmit data, thus requiring fewer cooling and control systems.

= The founder’s vision to provide high speed internet access to underserved populations is in line with the increasing reliance on
the internet to allow access to work, retail, entertainment, and education, during the pandemic.

=  We think they can mitigate this S risk as they are now building a backup data centre in Cebu and improving their service

responsiveness as their subscribers continue to increase.

Material E issues

= CNVRG’s existing fibre network expends significantly less
energy compared to traditional copper lines. Copper lines
take up to 3.5 watts to transmit light pulses over 100
meters, vs 1 watt for fibre optic cables.

= FTTH or fibre optic cables are 85% more energy efficient
than copper as it has lower cooling system requirements and
fewer central nodes as they generate less heat.

= Converge is compliant with environmental regulations. Its
planned nationwide submarine cable network linking the
major island groups of the country, will require an
environmental compliance certificate prior to rollout.

= |n 2022, CNVRG was able to reduce GHG emissions by 7.6k
tCO2e from its conservation efforts, particularly driven by
the renewable energy switch of their data centers in Pasig
and Clark.

Material S issues

=  CNVRG was established with a vision to provide high-speed
fixed broadband access to millions of unserved and
underserved households in the Philippines.

= Headcount comprise 1,071 female (23%) and 3,494 male
(77%) employees. Total turnover stood at 23%, with
voluntary turnover rate at 10%.

= During the pandemic, CNVRG provided the government’s
Inter-Agency Task Force with fibre internet connection, to
allow for the fast and timely dissemination of information
between the agencies and the public.

= The company has also provided free fibre internet service
to the state university’s scholars in Luzon who are in need
of support with the new mode of online learning.

= Continuously ramping up capability to respond to customers
due to a surge of inquiries and service requests as internet
use spiked during the pandemic.

= |t is a member of the Internet Watch Foundation which aims
to stop sexual abuse against children

Key G metrics and issues

CNVRG has 7 board members, composed of 4 independent
directors (57%), 1 non-executive directors (14%), and 2
executive directors (29%).

Two of its members have served on the board since the
company’s inception as the co-founders.

Dennis Anthony H. Uy and Maria Grace Y. Uy both executive
directors, are spouses and co-founders of the firm.

The audit, corporate governance, board risk & related
party transactions, and corporate governance committees
are chaired by an independent director.

CNVRG established a Sustainability Council, which is under
the Board’s Risk Oversight Committee.

There are two female member on the board (29%).

In 2022, the CEO and key management officers received
PHP115.7m in salaries and other variable pay (1.6% of
earnings). All other officers as a group, received PHP26.2m
(0.4% of earnings).

PWC (Isla Lipana) has been the external auditor since 2016.
The current audit partner has served since 2018.
Related-party transactions entered at arm’s length
agreements are limited to real estate leases and service
agreements with affiliates Comclark, and a services
agreement with Pacific Kabelnet Holdings Co (PKN).
CNVRG typically participates in competitive bidding for
government-related projects and accounts, typically
comprising 10-15% of enterprise revenues, OR 2-4% of total
revenues.

1Risk Rating & Score - derived by Sustainalytics and assesses the company’s exposure to unmanaged ESG risks. Scores range between 0 - 50 in order of increasing
severity with low/high scores & ratings representing negligible/significant risk to the company’s enterprise value, respectively, from ESG-driven financial impacts. 2Score
Momentum - indicates changes to the company's score since the last update - a negative integer indicates a company’s improving risk score; a positive integer indicates
a deterioration. 3Controversy Score - reported periodically by Sustainalytics in the event of material ESG-related incident(s), with the impact severity scores of these
events ranging from Category 0-5 (0 - no reports; 1 - negligible risks; ...; 5 - poses serious risks & indicative of potential structural deficiencies at the company).

October 16, 2023




Converge ICT Solutions Inc. @ maybank

Quantitative Parameters (Score: 12)

Particulars Unit 2019 2020 2021 GLO TEL
Scope 1 k tCO2e NA 2.4 4.9 49.8 43.4
Scope 2 k tCO2e NA 12.1 7.2 522.9 607.3
Total k tCO2e NA 14.4 12.1 572.7 650.7
Scope 3 k tCO2e NA NA NA NA  1037.3
Total k tCO2e NA 14.4 12.1 572.7 650.7
Scope 1+2 emission intensity tCO2e/PHP m rev NA 0.92 0.45 3.8 3.3
Energy intensity GJ/PHP m rev NA 6.08 5.63 17.3 18.4
Green energy share of power usage % NA NA 3.6% NA NA
Water recycled as % of usage % NA NA NA 6.6% NA
% of recycled material used % NA 2.0% 4.0% NA NA
% of green towers to total % NA NA NA NA NA
% of subscribers impacted by data breaches % 0% 0% 0% 0% 0%
% of women in workforce % NA 28.5% 26.0% 45.2% 34.8%
% of women in management roles % NA NA NA 76.0% 65.1%
Lost time injury frequency rate % NA NA NA NA 0.32
Employee turnover % NA 31% 24% 11% 8%
% of subscribers impacted by data breaches % 0% 0% 0% 0% 0%
CEO and top officers salary as % of net profit % 2.8% 8.9% 3.1% 1.0% 0.9%
All other officers salary as % of profit % 0.3% 0.7% 0.7% 14.60% 4.2%
Independent director tenure <10 years % 42.9% 42.9% 42.9% 100% 100%
Women directors on board % 14.0% 14.3% 14.3% 9.1% 23%

Qualitative Parameters (Score: 67)
a) is there an ESG policy in place and whether there is a standalone ESG Committee or is it part of Risk committee?
Yes, there is an ESG policy in place. CNVRG established a Sustainability Council, which is under the Board's Risk Oversight
Committee
b) is the senior management salary linked to fulfilling ESG targets?
No
c) Does the company follow TCFD framework for ESG reporting?
Not yet, but CNVRG is already taking initial steps to include TCFD recommended disclosures in its SEC form 17Q/17As. They also
updated their enterprise risk profile to include climate risk.
d) Does the company have a mechanism to capture Scope 3 emissions - which parameters are captured?
Not yet, but CNVRG is exploring developing other relevant goals regarding emissions that occur in their value chain.
e) What are the 2-3 key carbon mitigation/water/waste management strategies adopted by the company?
CNVRG formed alliances with various non-government organizations for recycling and transforming waste to fertilizers. CNVRG
also switched its Pasig headquarters and Data Center in Clark, Pampanga, to 100% renewable energy.
f) Does carbon offset form part of the net zero/carbon neutrality target of the company?
By 2024, it plans completion of 3-year reforestation program for Angeles City: 2 hectares (4,000 seedlings)

Target (Score: 100)

Particulars Target Achieved
75% Scope 2 GHG emission reduction by 2030 -75% NA
Net Zero GHG emissions by 2050 NA
Increase use of EV/Hybrid vehicles used by 2030 and 100% by 2050 20-100% NA
Zero waste to landfill target by 2030 Zero NA
Increase % of employees over 50 by 2025 to 10% 6%
Increase % of female employees by 2025 to 30% 26%
Impact
NA

Overall Score: 48
As per our ESG matrix, Converge ICT, Inc. (CNVRG PM) has an overall score of 48.

ESG score Weights  Scores Final Score CNVRG has done a great deal of improvement in its sustainability
Quantitative 50% 12 6 targets as it launched its first sustainability report in 2021 with the
Qualitative 25% 67 33 target to be TCFD compliant in the medium term. Areas of
Target 25% 100 50 improvement would be in improving employee diversity and
Total 48 turnover.

October 16, 2023



Converge ICT Solutions Inc.

1. 1H2

3 earnings in line with forecasts

CNVRG reported 2Q23 net income of PHP2.3b, up 16.4% YoY (+6% QoQ),
helping to lift 1H23 net income 8.5% YoY to PHP4.3b, in line with our and
consensus estimates at 47%/50% of full-year forecasts.

Fig 1: 1H23 earnings vs forecast

@ Maybank

Securities

PHP m 2Q23 2022 % YoY 1023 %QoQ 1H23 1H22 % YoY i et
FY23e  FY23e
FTTH revenues 7,470 6,800  9.9% 7,089 5.4% 14,270 13,099 8.9% 27,603 51.7%
HFC revenues 133 472 (71.8%) M1 (57.2%) 605 985  (38.6%) 1342 451%
Enterprise revenues 1,452 1035  40.3% 1243 16.8% 2,487 1970 26.2% 5077 49.0%
Gross revenues 9,055 8,307  9.0% 8,643 4.8% 17,362 16,054 8.1% 34,022 51.0%
Cost of services 2,362)  (3,309) (28.6%) 2,813)  (16.0%) G.671)  (6,330)  (10.4%)  (11,197)  50.6%
Gross profit 6,693 4,998  33.9% 5830  14.8% 11,691 9,724  20.2% 22,825  51.2%
GAExX (2,002)  (1,640)  22.1% (1,834) 9.2% (3.642) (3,077 18.4% (7.215)  50.5%
Provisions (704) (436)  61.5% (431) 63.3% (1,140) (808) 41.1% (1,531) 74.5%
Other income (loss), net (100) 87)  14.9% (156)  (35.9%) (187) (117) 59.8% (300)  62.3%
Profit from operations 3,887 2,835  37.1% 3,409  14.0% 6,722 5,722 17.5% 13,780  48.8%
Financial costs (649) (443) 46.5% (533) 21.8% (1,092) (686) 59.2% (1,989) 54.9%
Profit before income tax 3,238.0 2,392 35.4% 2,876 12.6% 5,630 5,036 11.8% 11,791 47.7%
Income tax expense (933.0) 412)  126.5% (702)  32.9% (1,345)  (1,086) 23.8% 2.712)  49.6%
Net profit 2,305.0 1,980  16.4% 2,174 6.0% 4,285 3,950 8.5% 9,079  47.2%
EBITDA 5.428.0 4628  17.3% 5.172 4.9% 10,056 9,186 9.5% 20,938 48.0%
D e 59.9% 55.7% 59.8% 57.9% 57.2% 56.7%

Source: Maybank

IBG Research

Other 1H23 results snippets

EBITDA grew 9.5% YoY to PHP10.1b. EBITDA margin stood at 57.9%.

Net adds (FTTH and HFC) in 2Q23 was at 49.3k, bringing total
residential subs to 1.97m, up 8.4% YoY. The lower-cost postpaid
flanker brand Bida Fiber2 (PHP888) had net adds of 9.6k or more than
14x its contribution in 1Q23. The Surf2Sawa subsegment (prepaid)
contributed 25.1k net adds during 2Q23. Total Surf2Sawa subs are
now at 54.2k. FTTH and HFC churn for 2Q23 is at 2.12% and 1.19%
(combined at 2.04%), up from 1Q23 churn of 2.09% and 1.16%
(combined at 1.89%).

Residential revenues saw 5.6% YoY growth. ARPU dropped by 0.9%
QoQ for residential to PHP1,208.

Enterprise revenues are up by 26.2% in 1H23, driven by 34.2% YoY
growth in enterprise subscribers, mostly from the SME segment. SME
saw 41.5% YoY revenue growth, followed by wholesale segment
growth at 28.6% YoY and large enterprise at 18.5% YoY growth.

Operating costs (cost of services) grew by 10.4% YoY, driven by
repairs & maintenance, rent and utilities. Network materials costs
decreased by 92.4% YoY due to a change in accounting policy, while
bandwidth cost dropped by 35.4% YoY as CNVRG drew down on its
international capacity from Telstra.

Capex reached PHP3.2b, representing 21% of our FY forecast. Homes
passed as of 1H23 is at 16.6m, translating to a household coverage of
62.3%.

October 16, 2023
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Fig 2: Quarterly net subscriber adds
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Source: Company
2. Forecast revisions
Fig 3: Summary of FY23/24E forecast changes
FY23E o FY24E FY24E
PHP m (Old) FY23E (New) % Change (Old) (New) % Change Remarks

FTTH revenues 27,603 27,185 (1.5%) 29,651 29,202 (1.5%) We slightly lowered our ARPU
forecasts to factor in the
impact of the new cheaper
Plan 888 and fast growth in
prepaid.

HFC revenues 1,342 1,321 (1.5%) 1,288 1,230 (4.6%) Lower HFC revenue forecast
due to faster than expected
subscriber churn.

Enterprise revenues 5,077 5,077 0.0% 5,762 5,790 0.5%

Gross revenues 34,022 33,583 (1.3%) 36,701 36,221 (1.3%)

Cost of services (11,196) (11,307) 1.0% (12,037) (12,310) 2.3% Higher FY24E costs due to
higher depreciation from our
higher capex forecast.

Gross profit 22,825 22,276 (2.4%) 24,664 23,911 (3.1%)

GAEX (7,215) (7,130) (1.2%) (7,780) (7,687) (1.2%)

Provisions and others (1,831) (2,147) 17.3% (1,768) (1,749) (1.1%)

Profit from 13,780 12,999 (5.7%) 15,115 14,475 (4.2%)

operations

Financial costs (1,989) (1,920) (3.5%) (1,818) (1,913) 5.2% Higher interest costs due to
higher borrowing estimates
due to increased capex.

Profit before tax 11,791 11,079 (6.0%) 13,297 12,562 (5.5%)

Income tax expense (2,712) (2,548) (6.0%) (3,062) (2,893) (5.5%)

Net profit 9,079 8,531 (6.0%) 10,235 9,669 (5.5%)

EBITDA 20,938 19,857 (5.2%) 22,801 22,071 (3.2%)

Source: Maybank IBG Research
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Securities

3. Slightly lower TP at PHP14.30; maintain BUY

Our lower earnings forecast reduces our rolled-forward DCF-TP slightly to
PHP14.30/sh (-1.2%).

At current levels, we believe that CNVRG is undervalued at >1SD below the
mean (6x EV/EBITDA), particularly as we expect net income to rise by
15%/13% in FY23/24E. Maintain BUY. We expect upside could be realizable
should CNVRG continually see improving residential net adds and post
double-digit growth in enterprise.

Fig 4: TP computation

Old TP New TP % Change

FCFF 41,576 38,456 -7.5%
Terminal value 128,150 128,310 0.1%
Enterprise value 154,277 166,766 8.1%
Net debt 14,079 27,827 97.7%
Equity value (PHPm) 140,199 138,939 (0.9%)
Weighted ave. shares outstanding (m) 7,266 7,266 0.0%
Target price before discount (PHP/sh) 19.3 19.1 (1.0%)
CG discount (25%) 4.8 4.8 (1.0%)
| Target price (PHP/sh) 14.5 14.3 (1.2%) |
Implied FY23E EV/EBITDA 6.2x
Implied FY24E EV/EBITDA 5.6x
2023F PER @ TP 12.2x
2024F PER @ TP 10.7x

Source: Maybank IBG Research

Fig 5: CNVRG 3-yr EV/EBITDA
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Fig 6: Peer comparison
i P/E (x P/B (x Div yld (%
Stock Mkt cap (USDm) Rating  Price P Upside ) « yid (%)
(%) 22E 23E 22E 23E 22E 23E
TEL 4,628 Buy 1,217 1,978.0 70.3% 8.0 7.6 2.1 1.9 8.6 7.8
GLO 4,537 Buy 1,794 2,470.0 43.7% 13.6 12.8 3.0 2.9 6.0 6.0
CNVRG 1,260 Buy 9.9 14.3 48.2% 8.4 7.4 1.6 1.4 0.0 3.0

Source: FactSet

October 16, 2023



Converge ICT Solutions Inc. @ Maybank

Securities

FYE 31 Dec FY21A FY22A FY23E FY24E FY25E
Key Metrics

P/E (reported) (x) 27.0 21.2 8.4 7.4 6.3
Core P/E (x) 34.9 15.5 8.4 7.4 6.3
P/BV (x) 6.6 3.2 1.6 1.4 1.2
P/NTA (x) nm nm nm 9.9 4.9
Net dividend yield (%) 0.0 0.0 0.0 3.0 4.1
FCF yield (%) nm nm 6.1 3.8 11.0
EV/EBITDA (x) 18.2 8.1 5.2 4.7 4.1
EV/EBIT (x) 26.0 12.7 7.7 7.1 6.1

INCOME STATEMENT (PHP m)

Revenue 26,477.0 33,694.0 33,583.1 36,220.9 40,162.6
EBITDA 13,600.0 18,146.0 19,360.7 21,574.5 24,192.6
Depreciation (4,085.0) (6,557.6) (6,361.8) (7,085.0) (7,743.8)
Amortisation 0.0 0.0 0.0 0.0 0.0
EBIT 9,515.0 11,588.4 12,998.8 14,489.5 16,448.8
Net interest income /(exp) (486.0) (1,732.0) (1,920.0) (1,913.0) (1,802.3)
Associates & JV 0.0 0.0 0.0 0.0 0.0
Exceptionals 0.0 0.0 0.0 0.0 0.0
Other pretax income 0.0 0.0 0.0 0.0 0.0
Pretax profit 9,029.0 9,856.4 11,078.8 12,576.5 14,646.4
Income tax (2,395.0) (2,416.0) (2,548.1) (2,889.2) (3,364.9)
Minorities 0.0 0.0 0.0 0.0 0.0
Discontinued operations 0.0 0.0 0.0 0.0 0.0
Reported net profit 6,634.0 7,440.4 8,530.7 9,687.2 11,281.6
Core net profit 6,634.0 7,440.4 8,530.7 9,687.2 11,281.6

BALANCE SHEET (PHP m)

Cash & Short Term Investments 8,083.9 10,214.1 13,839.4 11,729.5 11,947 .4
Accounts receivable 3,033.7 3,337.1 3,700.9 3,991.6 4,426.0
Inventory 3,484.9 4,385.1 6,125.7 7,900.2 9,674.7
Property, Plant & Equip (net) 48,341.0 62,534.0 68,573.6 76,672.6 83,750.3
Intangible assets 1,968.6 2,384.6 2,722.7 3,205.4 3,606.7
Investment in Associates & JVs 0.0 0.0 0.0 0.0 0.0
Other assets 15,682.4 15,243.4 11,195.4 10,439.3 9,763.6
Total assets 80,594.5 98,098.3 106,157.7 113,938.6 123,168.7
ST interest bearing debt 2,999.2 3,239.6 7,940.4 7,911.4 1,000.0
Accounts payable 18,598.4 17,055.4 15,583.6 16,057.1 19,181.0
LT interest bearing debt 16,847.0 35,000.2 31,761.5 31,645.5 36,268.2
Other liabilities 8,308.0 6,692.0 6,232.0 6,144.0 6,168.0
Total Liabilities 46,753.0 61,987.5 61,517.1 61,757.9 62,616.9
Shareholders Equity 35,110.7 36,110.8 44,640.4 52,180.4 60,551.4
Minority Interest 0.3 0.3 0.3 0.3 0.3
Total shareholder equity 35,111.0 36,111.1 44,640.7 52,180.7 60,551.7
Total liabilities and equity 81,864.0 98,098.6 106,157.8 113,938.6 123,168.6

CASH FLOW (PHP m)

Pretax profit 9,029.0 9,856.4 11,078.8 12,576.5 14,646.4
Depreciation & amortisation 4,085.0 6,557.6 6,361.8 7,085.0 7,743.8
Adj net interest (income)/exp 486.0 1,732.0 1,920.0 1,913.0 1,802.3
Change in working capital (95.4) (1,755.6) (532.6) (1,586.9) 959.1
Cash taxes paid (1,786.3) (2,597.3) (2,732.4) (2,804.0) (3,245.9)
Other operating cash flow 0.0 0.0 0.0 0.0 0.0
Cash flow from operations 11,718.2 13,793.1 16,095.6 17,197.8 21,912.1
Capex (23,816.0) (19,446.0) (11,754.1) (14,488.4) (14,056.9)
Free cash flow (12,097.8) (5,652.9) 4,341.5 2,709.5 7,855.2
Dividends paid 0.0 0.0 0.0 (2,132.7) (2,905.2)
Equity raised / (purchased) 0.0 (6,261.5) 0.0 0.0 0.0
Change in Debt 8,532.4 18,393.5 1,462.1 (145.0) (2,288.6)
Other invest/financing cash flow (1,308.1) (4,349.0) (2,076.3) (2,512.6) (2,439.4)
Effect of exch rate changes 0.0 0.0 0.0 0.0 0.0
Net cash flow (4,873.5) 2,130.1 3,625.4 (2,109.9) 217.9
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FYE 31 Dec FY21A FY22A FY23E FY24E FY25E
Key Ratios

Growth ratios (%)

Revenue growth 69.2 27.3 (0.3) 7.9 10.9
EBITDA growth 80.0 33.4 6.7 11.4 121
EBIT growth 86.7 21.8 12.2 11.5 13.5
Pretax growth 85.1 9.2 12.4 13.5 16.5
Reported net profit growth 95.8 12.2 14.7 13.6 16.5
Core net profit growth 95.8 12.2 14.7 13.6 16.5
Profitability ratios (%)

EBITDA margin 51.4 53.9 57.6 59.6 60.2
EBIT margin 35.9 34.4 38.7 40.0 41.0
Pretax profit margin 34.1 29.3 33.0 34.7 36.5
Payout ratio 0.0 0.0 0.0 22.0 25.8
DuPont analysis

Net profit margin (%) 25.1 22.1 25.4 26.7 28.1
Revenue/Assets (x) 0.3 0.3 0.3 0.3 0.3
Assets/Equity (x) 2.3 2.7 2.4 2.2 2.0
ROAE (%) 21.1 20.9 21.1 20.0 20.0
ROAA (%) 9.7 8.3 8.4 8.8 9.5
Liquidity & Efficiency

Cash conversion cycle (415.8) (338.2) (314.5) (219.3) (194.2)
Days receivable outstanding 35.4 34.0 37.7 38.2 37.7
Days inventory outstanding 94.5 105.4 167.3 205.1 230.8
Days payables outstanding 545.7 477.6 519.6 462.7 462.7
Dividend cover (x) nm nm nm 4.5 3.9
Current ratio (x) 0.7 0.9 1.0 1.0 1.2
Leverage & Expense Analysis

Asset/Liability (x) 1.7 1.6 1.7 1.8 2.0
Net gearing (%) (incl perps) 33.5 77.6 57.9 53.3 41.8
Net gearing (%) (excl. perps) 33.5 77.6 57.9 53.3 41.8
Net interest cover (x) 19.6 6.7 6.8 7.6 9.1
Debt/EBITDA (x) 1.5 2.1 2.1 1.8 1.5
Capex/revenue (%) 89.9 57.7 35.0 40.0 35.0
Net debt/ (net cash) 11,762.3 28,025.7 25,862.4 27,827.4 25,320.9

Source: Company; Maybank IBG Research
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an offer to sell or a solicitation
of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions
or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different
methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns
may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does
not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek
financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank Investment Bank Berhad, its
subsidiary and affiliates (collectively, “Maybank IBG”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank IBG and it should not be
relied upon as such. Accordingly, Maybank IBG and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct,
indirect or consequential losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at
any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”,
“forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to
differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. Maybank IBG expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the
occurrence of unanticipated events.

Maybank IBG and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time
participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or
holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities
mentioned in the material presented in this report. One or more directors, officers and/or employees of Maybank IBG may be a director of the issuers of the securities mentioned in this
report to the extent permitted by law.

This report is prepared for the use of Maybank IBG’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any
form or manner without the prior express written consent of Maybank IBG and Maybank IBG and its Representatives accepts no liability whatsoever for the actions of third parties in this
respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only under such circumstances as may be permitted by applicable law.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations
apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Research Pte. Ltd. (“MRPL") in Singapore has no obligation to update
such information for any recipient. For distribution in Singapore, recipients of this report are to contact MRPL in Singapore in respect of any matters arising from, or in connection with, this
report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), MRPL
shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Securities (Thailand) Public
Company Limited. Maybank Securities (Thailand) Public Company Limited (“MST”) accepts no liability whatsoever for the actions of third parties in this respect.

Due to different characteristics, objectives and strategies of institutional and retail investors, the research products of MST Institutional and Retail Research departments may differ in either
recommendation or target price, or both. MST reserves the rights to disseminate MST Retail Research reports to institutional investors who have requested to receive it. If you are an
authorised recipient, you hereby tacitly acknowledge that the research reports from MST Retail Research are first produced in Thai and there is a time lag in the release of the translated
English version.

The disclosure of the survey result of the Thai Institute of Directors Association (“I0OD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the I0D is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MST does
not confirm nor certify the accuracy of such survey result.

The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made in order to comply with the
policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission. Thaipat Institute made this assessment based on the information
received from the listed company, as stipulated in the form for the assessment of Anti-corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2),
or other relevant documents or reports of such listed company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment
of operation and is not based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after that
date or when there is any change to the relevant information. Nevertheless, MST does not confirm, verify, or certify the accuracy and completeness of the assessment result.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Wedbush Securities Inc. (“Wedbush”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the
distribution of this report by Wedbush in the US shall be borne by Wedbush. This report is not directed at you if Wedbush is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you. You should satisfy yourself before reading it that Wedbush is permitted to provide research material concerning investments to you under relevant
legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned within must do so with: Wedbush Securities
Inc. 1000 Wilshire Blvd, Los Angeles, California 90017, +1 (646) 604-4232 and not with the issuer of this report.
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UK

This document is being distributed by Maybank Securities (London) Ltd (“MSUK”) which is authorized and regulated, by the Financial Conduct Authority and is for Informational Purposes only.
This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for
the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this
report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own inde pendent tax advisers.

DISCLOSURES

Legal Entities Disclosures

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938- H) which is a Participating Organization of Bursa Malaysia Berhad and a holder of
Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This report is distributed in Singapore by MRPL (Co. Reg No 198700034E) which is regulated
by the Monetary Authority of Singapore. Indonesia: PT Maybank Sekuritas Indonesia (“PTMSI”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by
the Financial Services Authority (Indonesia). Thailand: MST (Reg. No.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the
Securities and Exchange Commission. Philippines: Maybank Securities Inc (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities and
Exchange Commission. Vietnam: Maybank Securities Limited (License Number: 117/GP-UBCK) is licensed under the State Securities Commission of Vietnam. Hong Kong: MIB Securities (Hong
Kong) Limited (Central Entity No AAD284) is regulated by the Securities and Futures Commission. India: MIB Securities India Private Limited (“MIBSI”) is a participant of the National Stock
Exchange of India Limited and the Bombay Stock Exchange and is regulated by Securities and Exchange Board of India (“SEBI”) (Reg. No. INZ000010538). MIBSI is also registered with SEBI as
Category 1 Merchant Banker (Reg. No. INM 000011708) and as Research Analyst (Reg No: INH000000057). UK: Maybank Securities (London) Ltd (Reg No 2377538) is authorized and regulated
by the Financial Conduct Authority.

Disclosure of Interest

Malaysia: Maybank IBG and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further act as market maker or
may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment banking services, advisory and other services for or relating
to those companies.

Singapore: As of 16 October 2023, Maybank Research Pte. Ltd. and the covering analyst do not have any interest in any companies recommended in this research report.

Thailand: MST may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the research report. Therefore, Investors
should exercise their own judgment before making any investment decisions. MST, its associates, directors, connected parties and/or employees may from time to time have interests and/or
underwriting commitments in the securities mentioned in this report.

Hong Kong: As of 16 October 2023, MIB Securities (Hong Kong) Limited and the authoring analyst do not have any interest in any companies recommended in this research report.

India: As of 16 October 2023, and at the end of the month immediately preceding the date of publication of the research report, MIBSI, authoring analyst or their associate / relative does
not hold any financial interest or any actual or beneficial ownership in any shares or having any conflict of interest in the subject companies except as otherwise disclosed in the research
report.

In the past twelve months MIBSI and authoring analyst or their associate did not receive any compensation or other benefits from the subject companies or third party in connection with the
research report on any account what so ever except as otherwise disclosed in the research report.

Maybank IBG may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of
the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment concerned
or a related investment and may receive compensation for the services provided from the companies covered in this report.

OTHERS
Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of the research analyst’s
compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

Reminder

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming
the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward
interest and exchange rates), time to maturity, market conditions and volatility and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured
product should conduct its own analysis of the product and consult with its own professional advisers as to the risks involved in making such a purchase.

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of Maybank IBG.
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Historical recommendations and target price: Converge ICT Solutions Inc. (CNVRG PM)
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Buy : PHP14.3

Converge ICT Solutions Inc.

Definition of Ratings

Maybank IBG Research uses the following rating system

BUY Return is expected to be above 10% in the next 12 months (including dividends)
HOLD Return is expected to be between 0% to 10% in the next 12 months (including dividends)
SELL Return is expected to be below 0% in the next 12 months (including dividends)

Applicability of Ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only applicable
to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment ratings as we do
not actively follow developments in these companies.
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