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The volume of FTTP carve-outs and other FTTP transactions has increased dramatically over the past 2 years.
Infrastructure investors offer high multiples, on the basis both of strengthening consumer demand and of
narrowing scope for other kinds of infrastructure investment, both of which factors are made more acute by the
COVID-19 pandemic. These deals have certain similarities to tower deals. Tower multiples are well understood,
but there are now enough FTTPco examples to understand how much this market might be worth. This article
discusses the drivers of valuation and introduces Analysys Mason’s hew FTTP valuation tracker.

FTTPcos have important differences from fibrecos and towercos

It is important to distinguish two, fundamentally different, types of fibreco.

e ‘Traditional’ fibreco. This type of fibreco focuses on metro and transport networks and has two key
service domains: enterprise and mobile backhaul. Some fibrecos have moved into FTTP opportunistically.

e The FTTPco. This type of company focuses on access. While synergies with enterprise and mobile may
emerge in the future, these are easily overstated and are secondary to the main business.

Infrastructure sales and carve-outs fall into the following three broad categories.

e Assets that a modern operator no longer needs. These include copper networks — and possibly HFC in
the near-future — and property, such as exchanges and centralised administration offices.

e Assets that operators need, but do not need to own. Towers are the obvious example. Divesting
datacentres is also a marked trend, although some telecoms operators are pushing towards co-investment
with cloud providers, perhaps in anticipation of partnerships in distributed edge.

e Assets that operators would like to own — because they are potentially a lucrative bottleneck — but
cannot finance fast enough from cashflow alone. FTTP generally falls into this category, especially if it
confers first-mover advantage. FTTP is notoriously capex-intensive, and if it is affordable from cashflows
then operators will invest independently rather than co-invest. Co-investment can, however, generate some
regulatory forbearance.

Overbuild is the main factor affecting valuations

Carve-outs are one way of assessing the value of FTTP infrastructure, but the broader M&A market provides
further indications. Figure 1, taken from Analysys Mason’s FTTP valuation tracker, shows the enterprise value
(EV) per premises passed (PP) and per active connection for selected recent deals.
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Figure 1: Enterprise value per premises passed and per active connection, selected deals 2018-2020
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Source: Analysys Mason, 2021

The five main factors that affect valuation

ARPU and affordability

Philippines operator Converge ICT has a lower EV/PP than the predominantly European examples above.
However, the variation in valuations between high- and low-income markets will be lower than the variation in
GDP per capita because households in low-income markets are prepared to spend a higher proportion of
disposable income on broadband.

Retail and/or wholesale model

Carve-outs are all either wholesale-only or wholesale-focused. Infrastructure investors generally want a simple
model that has low operational overheads and where high long-term occupancy is the goal. Retail-only plays
may be worth more per PP, but not necessarily; the higher expected occupancy of wholesale-only networks may
make them more valuable. The addition of service layers also dilutes profitability, so any additional valuation
ascribed to retail will be proportionately lower than the additional revenue.

Mix of FTTP and other infrastructure

Not all FTTPcos have purely FTTP access networks, especially those that have been in business for many years.
A copper PP is a depreciating asset and worth less than an FTTP one. The same seems to be true for HFC. An
increasing number of smaller regional cablecos that are facing actual or expected FTTP competition are
planning gradually to replace HFC with fibre.
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Maturity

Unlike towers, FTTP is not a mature market. Many FTTPcos have far more premises planned than passed.
Planned networks have a value insofar as work already carried out confers a first-mover advantage, and insofar
as they confer a cost advantage for build in contiguous areas. Some, like SFR FTTH, will have a degree of
exclusivity in planned areas. This additional value greatly inflates the EV/PP figure. The operators closest to a
mature state above are:

e Fastfiber (Portugal). While the company’s build-out is almost complete, it faces a substantial degree of
overbuild, and therefore conversion remains low.

e KCOM (UK). The company is a regional incumbent with 100% FTTP coverage and no infrastructure
competition, and it is quite close to full copper decommissioning.

In a fully mature market, premises connected will become a more important metric than premises passed.

Overbuild

This is the area that makes the greatest difference to valuation. We expect that by 2030 75% of premises in
Europe will take an FTTP connection if available. FTTP-on-FTTP overbuild is already a reality in some urban
areas, and cable will continue to take share for many years, albeit diminishingly unless it upgrades to fibre.
Some greenfield FTTPcos can reasonably expect either a degree of overbuild, or to have to compromise on the
scope of build, via access swapping, for example. This may apply to larger altnets such as CityFibre, Deutsche
Glasfaser or Hyperoptic. Rural specialists, or SDU specialists, such as Gigaclear, NoeGIG or IP-only get higher
valuations.

Towers are just the start of a broader restructuring of operators’
businesses

If we extrapolate these figures to the entire European market, pure FTTP has the potential to be worth 2.5x
towers and have revenue some 3x higher than towers. A conservative estimate is EUR1500 per PP for FTTP in
mixed deployments (that is, with some threatened or actual overbuild), so the mature-state EV of European
FTTP infrastructure might be around EUR375 billion. The addition of potential EV of towers

(EUR300 000 per site X 500 000 sites) means that the total value of these two asset-classes is EUR525 billion.
The total EV of European operators (including their non-European assets) was about EUR670 billion at
YE2019, so only a fraction higher. Indeed, one of the purposes of carve-outs (in addition to cash generation) is
to increase operators’ value because operators consider that the value of their infrastructure is not properly
recognised by the market.

o0 00O 00 ..-:
RESEARCH ®® s analysys
e MASON



The potential value of FTTPcos eclipses that of towercos | 4

Figure 2: Hypothetical valuations of European tower and future European FTTP, plus operator EV, FYE 2019
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Source: Analysys Mason, 2021

Analysys Mason’s Wholesale FTTx tariff tracker shows fibre LLU monthly tariffs mainly between EUR10 and
EUR15. Thus, the total annual revenue base could be EUR150 X 250 million premises passed X 75%
conversion-rate, or EUR28 billion, over three times higher than EUR9 billion (EUR18 000 X 500 000) for
towers.

Vertically integrated operators like to aspire to something more than the condition of ‘dumb pipes’, yet these
numbers indicate the unrealised value of precisely that condition.
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