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Fitch Affirms Sri Lanka's Dialog Axiata at 'AAA(lka)';
Outlook Stable

Fitch Ratings-Singapore/Colombo-31 March 2020:

Fitch Ratings has affirmed the National Long-Term Rating of Sri Lanka-based telecoms company

Dialog Axiata PLC at 'AAA(lka)'. The Outlook is Stable.

AAA' National Ratings denote the highest rating assigned by the agency in its National Rating scale

for that country. This rating is assigned to issuers or obligations with the lowest expectation of

default risk relative to all other issuers or obligations in the same country or monetary union

Key Rating Drivers

Mobile-Market Leader: Dialog's Standalone Credit Profile (SCP) of 'aaa(lka)' is underpinned by its

market leadership in the expanding mobile and pay-TV segments. We believe Dialog will continue

to gain revenue market share from smaller telcos, given its superior execution and mobile

networks. The company has a solid financial profile, with industry-leading revenue growth, a stable

operating EBITDA margin of around 36%-38% and a low Fitch-forecast 2020 FFO net leverage of

around 0.8x-0.9x (2019 estimate: 0.9x).

High Ratings Headroom: We believe Dialog could receive support from its 83% Malaysia-based

parent, Axiata Group Berhad (Axiata), if its SCP were to weaken. We assess the relationship

between Axiata and Dialog as one of 'strong parent, weaker subsidiary and moderate linkages'

under our Parent and Subsidiary Rating Linkage criteria. The linkages include sharing key

management personnel, a common name and common creditors, which could result in

reputational risk to Axiata should Dialog fail.

Revenue Growth Resilient to COVID-19: We forecast 2020 revenue to rise by a high-single-digit

percentage following a 25% tax cut in telecommunication levy, a drop in value-added tax to 8%,

from 15%, and the removal of the 2% nation-building tax. Notwithstanding our lower expectations

of national GDP growth, we believe demand for 4G data and fixed-broadband will remain strong

and online connectivity and remote access will be boosted due to the COVID-19 pandemic.

Revenue rose by 7% and EBITDA by 13% in 2019 - before the introduction of the operating-lease

adjustment under Sri-Lankan financial reporting standard 16 -driven by 8% subscriber growth and



16% data growth. We forecast the 2020 operating EBITDA margin to remain stable at 36%-38%

(2019 estimate: 36%), as larger economies of scale in the data segment and cost savings offset

falling profits in the voice and text segments.

Rising Capex Requirements: We forecast capex/revenue to increase to around 27%-28% (2019

estimate: 25%-26%) to address rising demand for 4G network and broadband connectivity due to

increased data demand - which was a trend even before the COVID-19 pandemic. The company

plans to expand 4G coverage to 95%-96% of the population, from 93% in 2019. However, we

expect Dialog to generate an FCF margin of around 2%-3% during 2020, as cash flow from

operation is likely to increase to around LKR41 billion-44 billion (2019 estimate: LKR37 billion),

sufficient to fund its large capex plan and dividend commitments. Dividends are likely to be

around LKR3.0 billion-4.5 billion (2019: LKR3.0 billion).

Further Consolidation Probable: We expect further industry consolidation and believe Airtel Lanka,

a subsidiary of Bharti Airtel Limited (BBB-/Stable), may seek M&A due to mobile competition and

high capex requirements. Dialog's ratings have sufficient headroom for the company to undertake

a debt-funded acquisition of a small operator. However, any rating action would depend on the

acquisition price, funding structure and the financial and operating profile of the combined entity.

Stable Sector Outlook: Fitch's outlook for Sri Lanka's telco sector is stable, as we expect steady

mean funds from operation (FFO) net leverage for Dialog and fixed-line market leader and second

in mobile, Sri Lanka Telecom PLC (SLT, AA+(lka)/Negative), to remain stable at around 1.6x-1.8x

(2019F: 1.6x-1.7x) in 2020.

We expect competitive intensity to remain subdued in 2020 as telcos focus on profitability and a

merger between Hutchison Telecommunications Lanka and Etisalat Lanka has relieved some

competitive pressure. We forecast average cash flow from operation for Dialog and SLT to improve

to around LKR32 billion in 2020 (2019F: LKR28 billion) and for revenue and EBIDTA to rise by

5%-6% and 8%-9%, respectively (2019 average revenue and EBITDA estimates: 5% and 7%). The

average operating EBITDA margin should stay stable at 34%-36% (2019 estimate: 34%-36%), driven

by improving economies of scale in the data and home-broadband segments.

Derivation Summary

Dialog's business risk profile is stronger than that of similarly rated national peers, given its

market-leading position in Sri Lanka's mobile industry, stable cash generation and integrated

service offerings. Dialog's financial profile is better than that of SLT, with lower 2020 estimated FFO

net leverage of 0.8x-0.9x (2020 forecast for SLT: 2.5x), a larger revenue base and a better operating

EBITDA margin. Dialog has demonstrated better market execution than SLT, with its expanding



market share and rising EBITDA.

Dialog has a comparable business risk profile to leading alcoholic-beverage manufacturer,

Melstacorp PLC (AAA(lka)/Stable). Melstacorp's subsidiary, Distilleries Company of Sri Lanka

(AAA(lka)/Stable), controls 60% of Sri Lanka's spirits production and has maintained its market

leadership due to its entrenched brand and access to a country-wide distribution network. Both

Dialog and Melstacorp have shown an ability to pass on higher taxes to consumers. However,

Dialog has higher ratings headroom, as its financial profile is stronger than that of Melstacorp.

Dialog's 2020 forecast FFO net leverage of around 0.8x-0.9x is lower than Melstacorp's 2.0x.

Hemas Holdings PLC (AA-(lka)/Stable) is the largest private pharmaceuticals distributor in the

country, with a presence in leisure and the fast-moving consumer goods sectors. Dialog has a

significantly stronger business profile, with its market-leading position, larger operating scale and

its ability to generate a wider operating EBITDA margin as well as pass on higher taxes to

consumers. Hemas's ratings are constrained by regulatory pressure in the form of price controls in

its pharmaceutical business. However, Hemas's 2020 FFO net leverage is lower than Dialog's

0.8x-0.9x.

Key Assumptions

Fitch's Key Assumptions Within Our Rating Case for the Issuer

- High-single-digit revenue growth during 2020-2021 (2019 estimate: 7%)

- Stable operating EBITDA margin at around 36%-38% during 2020-2021 (2019 estimate: 36%)

- Capex/revenue to remain high at around 27%-28% (2019 estimate: 26%)

- Dividend payout of 40% of previous year's net income. Dividends to remain at around LKR3.0

billion-4.5 billion during 2020-21 (2019: LKR3.0 billion)

- Equity injections of LKR700 million and LKR500 million into Dialog Finance in 2020 and 2021,

respectively.

RATING SENSITIVITIES

Developments that May, Individually or Collectively, Lead to Positive Rating Action

- There is no scope for an upgrade, as Dialog is rated at the highest end on the Sri Lankan National

Ratings scale



Developments that May, Individually or Collectively, Lead to Negative Rating Action

- We do not envisage any negative rating action in the medium-term given the standalone strength

of the business profile, low financial leverage and implied support from the stronger parent.

Best/Worst Case Rating Scenario

Not applicable.

Liquidity and Debt Structure

Adequate Liquidity: Dialog had sufficient unrestricted cash of LKR8 billion and undrawn committed

bank facilities of LKR15 billion at end-2019 to pay its short-term debt maturities of about LKR15

billion. The company has strong access to local banks, being among the largest corporates in Sri

Lanka. Debt consisted mainly of a USD181 million syndicated facility and a LKR12 billion bank term

loan at end-2019.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

Public Ratings with Credit Linkage to other ratings

Dialog's SCP is at 'aaa(lka)' and therefore does not factor in any support from its stronger parent,

Axiata. However, Dialog's rating will receive a notch support from its parent if its SCP were to

weaken.
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Applicable Criteria

Corporate Rating Criteria (pub. 27 Mar 2020) (including rating assumption sensitivity)

Corporates Notching and Recovery Ratings Criteria (pub. 14 Oct 2019) (including rating assumption

sensitivity)

Exposure Draft: National Scale Rating Criteria (pub. 02 Mar 2020)

Parent and Subsidiary Rating Linkage (pub. 27 Sep 2019)

Sector Navigators-Addendum to the Corporate Rating Criteria (pub. 27 Mar 2020)

Applicable Model

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria

providing description of model(s).

Corporate Monitoring & Forecasting Model (COMFORT Model), v7.9.0 (1)
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READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:

HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, THE

FOLLOWING https://www.fitchratings.com/site/dam/jcr:6b03c4cd-611d-47ec-b8f1-183c01b51b08/

Rating%20Definitions%20-%203%20May%202019%20v3%206-11-19.pdf DETAILS FITCH'S RATING

DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES, INCLUDING DEFINITIONS

RELATING TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE

FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF

INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES

ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND

SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT HTTPS://WWW.FITCHRATINGS.COM/SITE/

REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY

OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD

ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE

FOR THIS ISSUER ON THE FITCH WEBSITE.
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tax matters. Further, ratings and forecasts of financial and other information are inherently

forward-looking and embody assumptions and predictions about future events that by their

nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and

forecasts can be affected by future events or conditions that were not anticipated at the time a

rating or forecast was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any

kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of

the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness

of a security. This opinion and reports made by Fitch are based on established criteria and

methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports

are the collective work product of Fitch and no individual, or group of individuals, is solely

responsible for a rating or   a report. The rating does not address the risk of loss due to risks other

than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale

of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report

were involved in, but are not solely responsible for, the opinions stated therein. The individuals are

named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a

substitute for the information assembled, verified and presented to investors by the issuer and its

agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any

sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment

on the adequacy of market price, the suitability of any security for a particular investor, or the

tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees

from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees

generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In

certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or

guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to

vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its

name as an expert in connection with any registration statement filed under the United States

securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the

securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing

and distribution, Fitch research may be available to electronic subscribers up to three days earlier

than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an

Australian financial services license (AFS license no. 337123) which authorizes it to provide credit

ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to

be used by persons who are retail clients within the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally



Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit

rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit

ratings on behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit

rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings

issued by those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO

personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.

ENDORSEMENT POLICY - Fitch's approach to ratings endorsement so that ratings produced

outside the EU may be used by regulated entities within the EU for regulatory purposes, pursuant

to the terms of the EU Regulation with respect to credit rating agencies, can be found on the EU

Regulatory Disclosures page. The endorsement status of all International ratings is provided within

the entity summary page for each rated entity and in the transaction detail pages for all structured

finance transactions on the Fitch website. These disclosures are updated on a daily basis.
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