22 November 2016
Myanmar Investments Inter national ( Buy - T P: U S$2)

Myanmar Investments International (MILM.L)
Company Research

United Kingdom | Frontier Markets Investments

BUY (prev: Not Rated)

Buy

In the right place at the right time
US$1.40

US$1.71

Myanmar Investments (MIL) has reached important milestones by securing
funding for its investee companies (Apollo Towers and MFIL) which will
improve their scalability and profitability. Apollo Towers, with its strong
management team and financial strength, is well positioned to benefit from
Myanmar’s fast growing telecom tower industry. MFIL has been profitable on
an unleveraged basis and is on a strong trajectory with 151% YoY loan growth
in FY16. MIL’s investment pipeline is healthy and the strength of its first two
investments serves as an indicator of what the future can hold for its
shareholders. MIL’s strong management team and capital availability position
it as one of the best plays on Myanmar’s burgeoning economy. We value MIL
at $1.71 per share based on its NAV and initiate coverage at BUY.


Myanmar economy on strong footing: After the election of its first fully
democratic government, the US has lifted sanctions and readmitted Myanmar
into its preferred tariff system. This, in addition to the reform based policy of the
government, should boost Myanmar’s economy over the next decade. ADB
estimates Myanmar’s GDP growth of >8% for 2016E & 2017E.



Apollo towers – poised for growth: Apollo Towers is the second biggest
private telecom tower operator in Myanmar with 1,800 towers. The Myanmar
tower industry is in a rapid growth phase following the entry of the international
mobile network operators (MNOs) in 2013. Since then, telecom towers have
increased in number from 1,800 to c.10,000. Industry players estimate a need
for 30,000 towers by 2020, implying 3x growth potential. With the entry of the
th
4 MNO we expect co-location rates to reach above 2x, from the current rate of
c.1.5x, leading to significant operational leverage for the towercos. We believe
that Apollo, with its strong execution capabilities, experienced management and
sound financial position is well placed to capture the market opportunity.



MFIL – A growth story: MFIL has reported strong growth and turned profitable
in FY16, with growth continuing into H1FY17. We believe the Myanmar
microfinance sector is underpenetrated with a potential demand of ~$2Bn,
versus the current size of $300mn, highlighting the growth potential in this
sector. MFIL has secured its first loan facility which we believe is an important
milestone for the company in improving return ratios. We expect the loan book
to grow at 72% CAGR over the next three years with incremental growth funded
by debt and RoEs improving to 13% by FY19E.



Strong pipeline of future investments; capital available for quick
deployment: The pipeline of potential investments is strong. These
opportunities fall under various sectors with two broad themes of a) Consumer
and b) Capacity constrained situations. MIL has raised capital recently and
current cash stands at ~$5mn which could be deployed quickly.



Valuation: We value MIL on Net Asset Value basis ascribing the following
valuations to its two investments – Apollo Towers at $42.6mn ($1.39 per share)
and MFIL at $4.8mn ($0.16 per share) –as well as cash on balance sheet at
$4.85mn ($0.16 per share). We initiate coverage on MIL at BUY with a TP of
$1.71 per share. We also highlight that management’s ability to deploy cash in
new investment opportunities could lend further upside. Possible concerns
include socio-economic risks and exchange rate fluctuations.
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Myanmar politics and economic reforms
The ‘lost’ decades - from promising to impoverished
Myanmar was the most advanced
th
economy in ASEAN in the first half of 20
century.

Suppression of democracy led to
sanctions by the US and European
Nations.

Decades of isolation has hampered
economic growth in Myanmar.

Myanmar lags behind other ASEAN countries on the majority of socio-economic
metrics. Politics is probably the biggest reason for Myanmar’s underperformance
versus other ASEAN countries. This is despite having multiple advantages in terms
of resources, demographics, geography and a head start. Myanmar was an
advanced economy versus other ASEAN countries during the first half of the 1900s
under the rule of the British Empire.
The fortunes of the country, however, changed post-independence. The new
government embarked on a policy of nationalisation and attempted to make Burma
a welfare state. The 1962 coup d'état was followed by an economic scheme known
as the ‘Burmese Way to Socialism’, a plan to nationalise all industries (except
agriculture). This, in addition to sanctions by the US and European nations on
account of repression of democratic opposition, led to decades of isolation for
Myanmar. This hampered economic growth in the country and it became one of the
most underdeveloped economies in ASEAN.

Return to democracy holds promise
A democratic process was started in
Myanmar in 2010 which led to the
election of the military backed party,
USDP.

Elections were held in November 2010 after the approval of a constitution by
national referendum in 2008. The main opposition party, the National League for
Democracy (NLD), led by Daw Aung San Suu Kyi, boycotted the elections, citing
them as being unfair. The military-backed party, the Union Solidarity and
Development Party (USDP), comfortably won the elections with 60% seats in the
lower house and 58% of the seats in upper house. Considering that the military has
the right to appoint 25% of seats in both houses, USDP effectively garnered 85%
and 83% of the seats in the lower and upper houses respectively. U Thein Sein
became the president of Myanmar.

A quasi-military government, it initiated
the reform process in the country.

Though backed by the military, there was a marked difference in the approach of
this government. The president, U Thein Sein, initiated reforms in areas of foreign
investment, currency, censorship, corruption and ethnic conflict (see Table 1 and
Figure 1). He also released more than 200 political prisoners and allowed Daw
Aung San Suu Kyi’s party, NLD, to contest by-elections for 44 seats. Initiation of the
reform process led to the US and EU easing sanctions and also increased trade
and foreign investment in the country.

Table 1: Major reforms initiated by the government of U Thein Sein
Area

Details

Alleviating Political
oppression

USDP released hundreds of political prisoners in 2011. The government passed legislation that gave rights to labour unions.

Addressing ethnic
conflict

The government initiated peace talks with ethnic groups and signed cease fire agreements with many of them.

Addressing corruption

In 2013, government passed a law on anti-corruption. President U Thein Sein created a 15 man Anti-corruption commission.

Removing censorship

In 2012, the information ministry abolished pre-publication censorship, no longer requiring work to be submitted to the Press Scrutiny and
Registration Department.

Building trust in
banking system
Floating the currency
Foreign Investment Law
Stock market open

Central Bank of Myanmar was made an autonomous body with the separation from the Ministry of Finance.
Microfinance Law was constituted which led to development of microfinance sector.
In 2012, the CBM announced floatation of Kyat against the US dollar.
This resulted in weakening of parallel market exchanges and helped increase FDI flows to the country.
Foreign Investment Law was approved in 2012 which provide a regulatory framework to foreign investments in the country.
A new stock market opened in Dec'15 with the first listing in Mar '16. We expect improvements over medium term.

Important decisions in the telecommunication, electricity, oil & gas and road sectors. This led to the entry of a number of significant foreign companies
Infrastructure creation
in the country. Most notably, Telenor and Ooredoo entered Myanmar which led to an increase in telecom penetration in the country.
Source: Investec Securities research
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Figure 1: Myanmar’s history of economic reforms and the easing of sanctions
 1st open general election with the widest participation of

 Govt. signs ceasefire with rebel Karen ethnic group.
 Hundreds of prisoners released incl. country's most

opposition parties announced.

 Elections held peacefully, Suu Kyi's party records landslide

prominent political prisoners.

 Taking part in an election for the 1st time since 1990,






NLD wins 43 of 44 seats in landmark parliamentary byelections – widely thought as free and fair.
US eases sanctions on Myanmar; EU suspends most
sanctions, opens office in Yangon.
US President Obama visits Myanmar, 1st by a US leader.
Govt. allows private print media for the 1st time in ~50 years.

victory controlling both Houses of Parliament and the right to
appoint the next President..
US announces work-around in its Myanmar sanctions allows trade through ports and other infrastructure run
by SDN listed businessmen.

2015

 The main military-backed party, USDP



claims resounding victory in 1st elections
after 20 years.
Opposition groups allege widespread fraud,
global powers condemn election as a sham.
Aung San Suu Kyi, leader of main opposition
party (NLD), is released from house arrest.

2016
 U Htin Kyaw takes charge as the first

2012

civilian president.

2010
2014

 US lifts the remaining sanctions.
 Myanmar removed from FATF list.
 US re-admits Myanmar into its preferred tariff
system.

2013
 US extends remaining sanctions for another year fearing

2011










Thein Sein sworn in as president, complete transfer of power to New Govt.
Govt. frees thousands of prisoners, including few political prisoners.
200+ politicians freed as part of a general amnesty.
New labour laws allowing unions are passed.
ASEAN agrees for Burma to chair the grouping in 2014.
Aung San Suu Kyi decides to fight by-election, her party re-joins political process.
US State Secretary Hillary Clinton visits, offers improved relations if
democratic reforms continue.
A new law enacts allowing peaceful demonstrations for the first time.
Burmese authorities agree a truce with some ethnic rebels, orders military to stop
operations against them.

rights abuses and army influence on politics.

 Govt. releases 3,000+ prisoners incl. former military
intelligence officers.

 US President Obama visits again, conveys “optimism”
about political transition.

 Govt. abolishes 25 yr old ban on public gatherings of >5
people.

 Thien Sein visits Cameron in UK and Hollande in France.
1st for a Burmese President in 50 years

 ADB resumes loans to Myanmar for 1st time in 30 years
to boost its socio-economic development.

 EU lifts all sanctions, barring those on arms sales.
 Myanmar opens telecom networks for FDI.
Source: Investec Securities research
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Daw Aung San Suu Kyi’s party is the first civilian government
in decades
The NLD’s landslide victory in 2015
has resulted in the first civilian
government in the last few decades.

In the November 2015 elections, the NLD (National League for Democracy)
contested the elections and recorded a landslide victory, with the elections being
considered fair and transparent by the international media. Daw Aung Sun Suu
Kyi’s party achieved a majority in both houses even after considering the 25% of
seats set aside for military appointees. U Htin Kyaw, a close aide of Aung San Suu
Kyi, was appointed as the new president whilst Daw Aung San Suu Kyi took the
newly created position of Privy Councillor through which she effectively manages
the government.
There have been some important developments, under the NLD government, which
should improve the trade and foreign investment in the country.


US sanctions lifted – In Sept’16, the US lifted the remaining sanctions on the
country. US sanctions have long inhibited the country’s economic expansion
and this step is likely to have a significantly positive effect on Foreign Direct
Investment (“FDI”) in 2017 and beyond.



US re-admits Myanmar into its preferred tariff system – This will have a
positive impact on Myanmar exports.



Myanmar removed from FATF list – In February 2016, Myanmar was
removed from the FATF “blacklist” and in June was again lifted from the “grey
list”, noting significant progress in addressing strategic anti-money laundering
deficiencies.

Figure 2: Myanmar GDP growth is expected to pick up
10.0%
9.0%

8.4%

8.0%

8.7%

7.3%

8.4%

8.3%

2016E

2017E

7.2%

7.0%
6.0%

5.6%

5.0%
4.0%
3.0%

2.0%
1.0%

0.0%
2011

2012

2013

2014

2015

Source: ADB, Investec Securities estimates

The new government has also taken steps to accelerate the economic growth in
the country –


Accommodating fiscal policy – The government has announced increases in
public spending on sectors such as infrastructure, education and health.



Reforms in Power sector – The new policy aims to target a reform of tariff
policies for gas supplies to the power sector and electricity distribution. This is
critical for sustenance of the power sector in the country.



Reforms in Banking sector – The policy focuses to enhance transparency,
stability and competitiveness of the financial sector. The work on establishing a
fully functional credit bureau is also accelerated.
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Under the new government, the focus towards key legislations has also
accelerated –


Myanmar companies law – The law will modernise company structures in
Myanmar and allow foreign shareholdings in local firms.



Myanmar investment law – The law combines the Burma Citizens Investment
Law and the Foreign Investment Law while extending benefits to a wider group
of FDI projects.



New Condominium law – Myanmar passed a new Condominium Law in Jan
2016 which legally permits foreigners to own up to 40% of the units in a
condominium, which is defined as a building at least six stories.

In addition to these reforms, the government has increased the exports target and
expects tourism to gain momentum for the country. These two segments could be
critical in accelerating the economic growth in the country.
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Myanmar’s Economy – Strong fundamentals
Significant economic growth potential,
with favourable demographics, a
strategic geographic location and
availability of resources.

Myanmar is the second largest ASEAN nation in terms of land mass and the fifth
largest in terms of population. It has one of the longest coastlines, a significant
proportion of arable land and is rich in natural resources. The population is young
with the median age of less than 30 years and 65% of population is of working age.
Despite these positives, it is one of the most underdeveloped nations in the world as
a result of political inaction and decades of isolation. However, the fundamentals
look strong and with the renewed focus towards reforms and opening up the
economy, Myanmar looks poised for rapid growth.

Strong GDP growth expected driven by productivity improvements
Myanmar is predominantly an agrarian economy with 31% of GDP derived from
agriculture and ~60% of the population employed in agriculture. Services and
Industrial account for 41% and 29% of GDP respectively (see Figure 3). In terms of
demand, GDP is predominantly composed of consumption (80% of GDP) followed
by investments at ~19% (see Figure 4).
Figure 3: GDP Composition (2014 versus 2010)

Figure 4: GDP Composition on demand side
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GDP growth has been strong at 7.6% CAGR over the last five years, albeit off a low
base (see Figure 5). The composition of GDP over time indicates a declining share
of manufacturing and services until 1995 but this has started growing post reforms
by the previous government in 2011 (see Figure 6).
Myanmar is expected to grow at ~8%
CAGR over next five years (IMF
estimates).

Myanmar is expected to grow at ~8% CAGR over next five years as per IMF
projections. We believe this growth rate is achievable and is likely to be driven by
services and manufacturing on the production side and consumption and
investments on the demand side.

Figure 5: GDP growth has accelerated post 2011 (%)
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Figure 6: Share of Agri has started coming down only recently
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GDP growth will be driven by domestic
consumption and productivity gains, in
our view.

On the production side, there is significant room for productivity improvements in
each of the three sectors. Agriculture productivity at $1,300 of output per year per
worker (versus $2,500 in Thailand) is the lowest among ASEAN countries. Similarly,
productivity in the manufacturing sector is amongst the lowest in ASEAN. On
average, a worker in Myanmar adds only $1,500 of economic value in a year which
is around 70% less than the average of seven ASEAN countries.

Rising current account deficit...
Myanmar remains vulnerable on the
trade balance front with high dependence
on gas and China for exports.

Myanmar’s current account deficit is widening with imports growing faster than
exports. Import growth is fuelled by capital goods (46% of imports) which is a sign of
increasing investments in the economy. Exports are primarily led by gas while
finished products form a smaller proportion. Among finished goods, only garments
makes a meaningful contribution, at 8% of exports (see Figure 7 to Figure 10).
China is the largest trade partner (37% of exports & 30% of imports in 2015)
followed by Thailand (32% of exports and 10% of imports) (see Figure 11 & 12).

Figure 7: Exports by category

Figure 8: Exports have grown at 18% CAGR over 2013-2015
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Figure 9: Imports by category

Figure 10: Imports have grown 35% CAGR over last two years
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Figure 11: Exports by destination

Source: GoM

Figure 12: Imports by origin
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The risk on the current account deficit stems from a) high dependence of gas
where prices are on the decline and b) high dependence on China where the
economy is witnessing a possible slowdown.

…Foreign investments to the rescue
Foreign Investment into Myanmar has
increased in the last few years post the
initiation of reforms by the government.

Foreign investment into Myanmar has accelerated post the initiation of reforms in
2011 (see Figure 14). We expect FDI to accelerate further and be the principal
source of funding the trade deficit over the medium term. Political confidence has
emerged post the election in November 2015, with the Government likely to focus
on accelerating economic reforms. With the EU and USA lifting sanctions on
Myanmar, an increase in foreign investment in the country seems possible. Right
now, FDI is concentrated, in both terms of sector and originating nations. We think
this is likely to change over the next few years.

Figure 13: Trade and current account deficit
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Figure 14: FDI to Myanmar
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Myanmar is witnessing diversification in
foreign investments by source.

In FY2015, Myanmar witnessed diversification in terms of the origin of foreign
investments, with the UK share increasing to 9% from 4% in FY2014 (see Figure 15
and Figure 16). On paper Singapore provided the largest share of foreign
investment at 54% in FY2015, largely on account of Myanmar’s double tax
agreements with Singapore. We would not rule out the possibility of investments
originating outside being routed through Singapore from other geographies.

Figure 15: Foreign investments by sector (2015)

Figure 16: FDI by origin (2015 versus 2014)
Oil & Gas

4%

6%

10%

Transport &
Communication
40%

Manufacturing
Real Estate

19%

21%

Hotel &
Tourism
Others

Source: GoM

Oil & Gas sector accounted for 40% of FDI
in FY2015.

Source: GoM

100%

Others

90%
80%
70%

16%

60%
50%
40%
30%
20%
10%

3%
4%

5%
6%
8%
9%

Thailand

Vietnam
India
Korea
Neatherlands

57%

54%

China
HK
UK

0%
2014

2015

Singapore

Source: GoM

In terms of sector allocation, Oil & Gas accounted for 40% of FDI, followed by
Transport and Communication (telecom) at 21%. We expect it will become more
diversified, into sectors like Infrastructure, Power, Healthcare and Education, over
the medium term. However, we continue to expect high dependence on oil & gas in
the near term.
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…and tourism has potential
Tourism is largely unexplored in
Myanmar and has strong growth
potential.

Tourism has significant potential in Myanmar, where the tourist influx is currently at
a fraction of its neighbouring countries (3.1mn tourists versus 24.8mn in Thailand).
It is growing at a healthy pace and could be another source of financing the trade
deficit and creating jobs in the country (see Figure 17 and Figure 18).

Figure 17: Tourist arrivals to Myanmar has grown at 40% CAGR
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Prudent fiscal policy of the government
The fiscal policy has been prudent with
manageable fiscal deficit.

Myanmar has taken a relatively prudent fiscal stance versus other frontier markets
with a fiscal deficit of 4% of GDP in FY2015 (see Figure 19). This was on account of
improving revenue performance and windfall revenue from telecom licenses. The
fiscal deficit is expected to expand to ~5% of GDP in FY2016 in the absence of
telecom license fees. However, revenue performance should improve, led by higher
collection of income and commercial taxes. There is significant scope to expand
revenues given tax as a proportion of GDP is low at 10% (versus a 14% ASEAN
average).

Incrementally, the government has
allocated resources to more productive
sectors (education, healthcare etc.).

On the spending side, the priorities for development are visible with increasing
allocation towards social services (Education, Healthcare, Pensions). Social
services, for the first time, constitute the largest share of the budget. While defence
spending remains high compared to other countries, it continues to trend down,
both as a share of GDP and as a share of government spending (see Figure 20).

Figure 19: Fiscal balance has been under control
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Figure 20: Breakup of government spending (as % of GDP)
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Exchange rate is floating to reflect market value
The Central Bank has floated the
exchange rate from the earlier stance of a
pegged exchange rate versus the dollar in
2012.

Myanmar used to have a parallel currency exchange rate market with the parallel
market rate at 100 times the official exchange rate. The Central Bank of Myanmar
(CBM) initiated exchange rate reforms in 2012 in a bid to eliminate parallel markets
and let the currency depreciate to reflect the true rate. The Myanmar Kyat has
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depreciated since then on account of the general appreciation of the dollar and the
increasing current account deficit.
The parallel market re-emerged again recently, driven by excess demand for foreign
exchange. CBM made important adjustments to reflect the market price in their
reference rates (see Figure 21).
CBM’s recent stance to allow greater flexibility in the Kyat-Dollar exchange rate is a
positive move in our view. However, exchange rate control, which the government
introduced in 2015 by imposing limits on US dollar withdrawals, remains a big risk.

Inflation remains high
Inflation remains high led by food price inflation especially on account of floods
which impacted agricultural output in some parts of the country (see Figure 22). We
expect inflation to remain high over the medium term in the face of supply side
constraints created by a rapidly growing economy and infrastructure bottlenecks.

Source: Bloomberg
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Figure 22: Inflation has been high
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Figure 21: USD-Kyat exchange rate is now flexible
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Inflation remains on the higher side in
Myanmar.

Source: Bloomberg

Favourable geographic position
Figure 23: Myanmar is strategically located
between India, China and Thailand

Myanmar is strategically located between India, China and Thailand (see Figure
23). These economies are growing at a fast pace (except Thailand) and are well
ahead of Myanmar in terms of their stage of development. As Myanmar’s economy
opens up, it has the potential to benefit through trade, investments and tourism from
these economies.
A master plan on ASEAN development envisages improvement in road connectivity
between India, Myanmar, China and Thailand. Myanmar, being at the centre of this
group stands to benefit from increased movement of people and goods.

Favourable demographics
Myanmar has a total population of just over 51mn as per the Census of 2014. It has
a young population with median age of 29.9 years and 65% of population is of
working age. It has high literacy rate at ~90% and relatively high proportion of
English speakers (among ASEAN). This is also likely to contribute to GDP growth in
terms of improving domestic consumption and providing human capital.

Rich in natural resources
Myanmar is rich in natural resources, largely untapped as of now, and holds
promise for sustaining economic growth.

Source: Investec Securities research

 Oil & Gas – Myanmar is the 10th largest producer of natural gas globally – the
bulk of which is exported to China and Thailand. Myanmar has an estimated
proven gas reserve of 10 trillion cubic feet and proven oil reserves of 50 million
barrels, according to the US Energy Information Administration.


Precious gemstones – It produces 90% of the world’s rubies, 70% of jade
and a significant amount of precious stones (pearls and sapphires).
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Strong potential in agriculture – It has large areas of arable land, 60% of the
world’s teak reserves and is one of the largest producers of rice in the ASEAN
region. Rice exports are a fraction of those of Thailand, on account of
infrastructure bottlenecks.



Fisheries – Myanmar has a long coastline of 1,930km and also significant
sources of inland fisheries.



Other minerals –The country has significant deposits of Coal, Nickel,
Chromite and other minerals which are largely untouched as of now.

Myanmar is significantly underdeveloped versus its peers
Myanmar is well behind its ASEAN counterparties on key economic parameters,
indicating a potential to scale up rapidly (see Figure 24 to 30).
Figure 24: Second lowest per capita income in ASEAN

Figure 25: Fourth lowest GDP in ASEAN
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Figure 26: Large land mass…
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Figure 27: …and a large population
1.9

mn Sq Km

300
250

252

mn

200

0.0

0.0

0.2

0.2

0.3

0.3

0.3

0.5

150

0.7

100

50
-

0

5

7

15

30

51

Source: ASEAN Statistics

Figure 28: Low foreign trade (2014)
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Figure 29: Low Foreign Investment (2014)
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Key Socioeconomic and Political Risks


Establishing peace with ethnic groups – The government has signed
ceasefire agreements with multiple ethnic groups in the last twelve months but
there is still fighting in a number of areas. Daw Aung San Suu Kyi has
highlighted peace with ethnic groups as her top priority. In our opinion, this is
the biggest risk to long term economic advancement.



Scarcity of skilled human resources – Myanmar needs skilled human
resources in all sectors to support the expected growth in the economy. There
is a critical shortage of skilled human resources in the country. Though the
literacy levels are high, the majority of the population lacks higher education.
This remains our second greatest concern for long term growth.



Large trade deficit, with high dependence on Gas – Myanmar runs a high
trade deficit at 6.2% of GDP in 2015. Moreover, Gas accounts for 40% of
exports. We see downside risks to the trade deficit and hence the country is
likely to remain dependent on foreign investments to fund this. A high trade
deficit could put downward pressure on the currency, leading to negative
investor sentiment towards the country. However, this might also be regarded
as a positive, in that the government will be compelled to remain focussed on
attracting foreign investments to the country.



Inflation – In 2015 Myanmar inflation was affected by floods which impacted
agricultural production. Over the medium term, as the economy grows at a
quicker pace and infrastructure is likely to remain weak, inflation could be one
of the biggest risks that the country will face as economic growth will lead to
higher demand, while the supply may be constrained by the supply side
bottlenecks.



Exchange rate risks – The Kyat has been a poor performer amongst the
ASEAN currencies in last two years (see Figure 30). Currency risk will remain
material in the future as well, given high inflation and the large trade deficit.



Government’s lack of experience – The new government has no experience
in running a country and suffers from the burden of heightened expectations. It
will be an ongoing challenge for Daw Aung San Suu Kyi to ensure she has
suitable candidates for cabinet positions and executive positions in the
government.

Figure 30: Currency depreciation versus Dollar for ASEAN countries
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Myanmar Investments (MIL)
MIL is an AIM listed company with operations in Myanmar. It is incorporated under
the laws of the British Virgin Islands. MIL was founded with a view to leveraging the
emerging investment opportunities in Myanmar.

Investment Strategy
Myanmar focused
MIL invests only in businesses operating in or with significant exposure to Myanmar.

MIL’s Investment style - Strategic partner, not just financial investor
MIL acts as a strategic partner, adding
value to investee companies beyond
availability of capital.

MIL is an active investor, bringing both capital as well as expertise to a situation. In
MFIL it brought in management and systems and in Apollo brought in corporate
finance skills to augment the strong operational capabilities.
This proactivity distinguishes it from more traditional private equity investors and
allows it to avoid paying premiums whilst at the same time significantly de-risks its
investments.

Forms of investment - flexible
Investment universe is wide with no
constraint on size, sector or stage.

MIL’s mandate allows it to invest through all forms of permitted investment
instruments, including equity, quasi-equity and debt.

Investment targets
MIL’s mandate allows it to make investments in any sector, size and at any stage.
MIL focuses on core sectors with high growth potential, however management have
indicated that there are certain sectors which, given the large funding requirements
typically required, it would not look to focus on, such as large real estate
development, infrastructure development and exploration and production of natural
resources.

Investment horizon – two categories of investments
Over the next two years, MIL aims to
form a diversified portfolio of investments
across sectors.

MIL’s immediate strategy is to build a diversified portfolio of investments across
sectors. It has made two investments so far and has a strong pipeline of investment
prospects. MIL categorizes its investments into two types:


Core investments – These are long-term investments which the Company
plans to hold even after they are listed. General characteristics of core
investments include:
 Businesses essential to the domestic economy
 Limited availability of licenses creating barriers to entry
 Capable of being scaled into larger franchises
 Interesting sectors include: financial services, telecommunication, certain
retail franchises
 RoE and dividend yield driven



Financial investments – These investments are made with a specific exit
horizon and would be structured as ‘private equity’ investments. The
investment decision is driven by capital gains and liquidity potential.

Fee income opportunities
Over the medium term (two to three
years), MIL aims to build fee income from
syndication or placements of
investments..

Over the medium term, MIL will look to build a fee generating business. In the case
that an investment does not fall within MIL’s investment scope or is larger than
MIL’s appetite, it may look to generate fee income through placing or syndication
activities. This vertical could become a sizable business in its own right over the
medium term given MIL’s access to investment deals, in our view.

Warrants
MIL issued warrants to shareholders who invested in the IPO and subsequent
rounds at an exercise price of $0.75. These warrants can be exercised at any time
before 21 June 2018. The warrants are also listed on AIM (Ticker: MILW).
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Share Option plan to incentivize employees
In previous capital raises, MIL had issued
options to employees at an exercise price
of 10% premium to the issue price.

MIL’s share option plan is designed to incentivize Directors and executives to
maximize shareholder value. Under this plan, the company can issue share options
up to a maximum of 10% of the ordinary shares issued in every round, but with an
exercise price set at a 10% premium to the price of the share issue that gave rise to
the Options. The share option plan is administered by the Remuneration Committee
which can allocate the share options to the employees and Directors (as well as the
employees and Directors of its Investee Companies). Moreover, the directors
already hold significant equity interests in MIL (see Table 3), thus helping align their
interests with those of shareholders.

Key Milestones
MIL deliberately started small, raising $6.1mn in 2013. It raised additional capital in
December 2014, July 2015 and September 2016 as it identified suitable investment
opportunities, demonstrating the ability to raise capital quickly as deal flow
materialises. This is an important factor given the recent positive developments on
the political and economic fronts. Figure 31 shows key milestones in the company’s
history.

Figure 31: Key Milestones for MIL
Jun - 2013

•Lists on AIM, raises $6.1mn at issue price of $1.00 per share

Jul - 2013

•MIL holds breakfast briefing with the President of Myanmar, five union ministers, two deputy Union
ministers and a number of senior representatives of the British industry attends

Aug – 2014

•MIL makes its first investment in MFIL (MIL commits to $2.75mn for a 55% stake in the JV with Myanmar

Dec – 2014

•Secondary placing of $3.8mn at $1.05 per share

Jul – 2015

•Secondary placing of $19.9mn at $1.15 per share

Jul – 2015

•MIL makes second investment. MIL together with LIM Asia Special Situations Master fund invests
$30mn in Apollo Towers Pte. Ltd. For 14.8% stake. MIL’s contribution is $20mn

Nov - 2015

•Norwegian Investment Fund for Developing Countries (Norfund) invests $1.4mn into MFIL

Jun – 2016

•Apollo Towers gets $250mn OPIC loan

Sep - 2016

•Secondary placing of $4.2mn at $1.3 per share

Nov - 2016

•MFIL secures US$1 million loan from Maybank
Source: Company Data
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Management Team
Strong executive team with a credible track record
Management team has a strong track
record of investments in ASEAN.

As an investment vehicle, MIL’s future prospects are interlinked with its
management’s ability to identify and make successful investments. MIL’s
investment mandate is led by two veteran investment professionals, Mr. Aung Htun,
and Mr. Michael Dean. Both Mr. Htun and Mr. Dean come with an impressive track
record and experience in venture capital, private equity and the wider financial
services industry. In addition, both of them have been directors of companies in a
variety of industries such as shipping, waste management, hotels and car services
industries.


Aung Htun (Managing Director) is an engineering graduate from Imperial
College, London. He founded Seamico Securities (a diversified investment
banking and securities company based in Bangkok) and took it public in 1995.
Four years later, he founded Thai Strategic Capital, a Bangkok based private
equity fund manager.



Michael Dean (Finance Director), a chartered accountant, headed Credit
Lyonnais Securities’ Asian Investment Banking division and co-headed its
Private Equity division. Subsequently, he served as a Director of the Asian
private equity arm of Prudential plc.

Well connected in Myanmar and the ASEAN region
MIL’s competitive advantages include a
strong management team, industrial
connections in ASEAN and a long term
approach.

Both Mr. Htun and Mr. Dean have extensive operational experience and strong
industrial connections in Myanmar and the rest of the Southeast Asian region. This
is a competitive advantage, in our view.
Management’s strong industrial connections in Myanmar should enable MIL to a)
get preferential access to deal flow, and b) add value to the portfolio companies
beyond the provision of capital.

MIL has invested for scale and diversification
MIL has hired a team of 9 investment professionals with experience in evaluating
private equity and venture capital investments in Southeast Asia. The team
comprises a diverse mix of expats, “repats” (returning Burmese nationals) and local
Burmese staff. This should also act as a major competitive advantage, as
investment professionals with similar experience are a scare resource in Myanmar.
Operating expenses should grow in line
with inflation rate in our view.

As a result of readying the Company for scale, MIL has frontloaded its operating
costs. For FY16, the total annual recurrent operating costs stood at ~$2.1mn, with
employee costs accounting for ~71% of the total operating costs (see Table 2,
Figure 32 and Figure 33). We expect operating expenses will grow broadly in line
with inflation over the medium term, but think that MIL has established an operating
platform from which it could deploy substantial further capital without requiring a
marked increase in the cost base.

Table 2: Details of operating expenses of MIL since listing on AIM
y/e March ($ '000s)

H1FY14

H2FY14

H1FY15

H2FY15

H1FY16

H2FY16

Management remuneration

46

88

327

288

415

313

Other employee expenses

49

248

238

267

328

444

Other operating expenses

119

310

250

284

279

297

Depreciation

0

3

6

7

7

8

Finance costs, net

4

2

5

6

6

8

Total

217

650

826

852

1,035

1,070

% Payroll

44%

52%

68%

65%

72%

71%
Source: Company Data
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Figure 32: Employee expenses ($ ‘000s)
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Figure 33: Other operating expenses ($ ‘000s)
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Experienced Board
MIL’s board has extensive experience in
the financial services industry in
Southeast Asia.

The board consists of four non-executive members – Chairman William Knight,
Directors Craig Martin, Christopher Appleton and Henrik Bodenstab and two
executive members – Managing Director Aung Htun and Finance Director Michael
Dean. All of them have decades of experience working in the financial services
sector in Southeast Asia.


William Knight (Chairman) has 40 years’ experience of financial development
of Asian economies at Lazard Brothers, the Lloyds Bank Group and as an
independent, having been managing director of Lloyds’ merchant banking
operations for Asia, based in Hong Kong. He was also the original founder of
the Thai-Euro Fund, the first London listed investment fund for Thailand, and
subsequently the Vietnam Fund, the first investment fund for Vietnam.



Craig Martin (Non-executive Director) has been a private equity executive
for Standard Chartered plc and Prudential plc and more recently Managing
Director for CapAsia investing extensively in Asia's emerging markets.



Christopher Appleton (Non-executive Director) has worked in Asian equity
sales, research and management since 1984 with firms such as Citi and
Barclays, and with roles including Head of Equity Asia for Swiss Re's FPK,
and Head of Investment Advisory at HSBC Private Bank.



Henrik Bodenstab (Non-executive Director) co-founded OneClip, a direct
marketing and advertising company in New York which he lead until 2002. He
joined the Wünsche Group in 2002 as a managing partner, where he founded
and managed the consumer products division of the company. After leaving
Wünsche in 2011, he joined Trilantic Capital Partners as an operating partner
and in 2014 as a partner.

The board’s interests are aligned with shareholders’, with sizable ownership of
shares, warrants and options by the board members (see Table 3).
Table 3: Board’s interest are aligned with shareholders (November 2016)
Director

Ordinary Shares % of issued Capital

Warrants

Share Options

William Knight

28,000

0.10%

3,000

157,005

Aung Htun

373,000

1.20%

123,000

899,626

Michael Dean

223,000

0.70%

98,000

815,626

Craig Martin

195,000

0.60%

145,000

167,005

Chris Appleton

148,000

0.50%

98,000

177,005

Henrik Bodenstab

543,477

1.80%

181,159

35,000

1,510,477

4.90%

648,159

2,251,267

Total

Source: Company data
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Knowledgeable Shareholders
MIL’s shareholder base comprises
experienced investors including LIM Asia
and First State (now known as Stewart
Investors).

MIL has a shareholder base of well-known and experienced investors including LIM
Advisors (part of the Hong Kong $2Bn alternative asset fund management group),
First State (now known as Stewart Investors) and many European and Asian Family
offices. Directors own a 4.9% stake in the company.
Figure 34: Shareholder split (as of November 2016)
LIM Asia Special Situations
Stewart Investors Asia Pacific
25.3%

26.0%

Red Oak Operations
Incagrove
Alpha Investments Asia
Finanzverwaltungs GbR Langen II

4.9%

9.9%

Crystal Consultancy Services

3.5%
3.6%
3.6%

Pachira Holdings

6.9%
4.7%

4.7%

6.9%

Bank Alpinum AG
Directors
Holders < 3%

Source: Company data

Strong pipeline of investments
MIL is working with a strong pipeline of investment opportunities. In the last three
years, MIL has evaluated 180 investment opportunities across sectors and sizes.
The majority of these deals (95%) were sourced by the MIL team without any
intermediation highlighting low competition for deals in the country. The prospective
investments fall under two categories –


Established local businesses looking for expansion capital,



Foreign businesses who are leaders in their field entering the market.

And these investments fall under two major themes –


Consumer – Retailing, healthcare, education and Tourism/entertainment

Consumer sector presents long term growth opportunities in Myanmar. The growth
prospects are huge in sector – estimates suggest consumer spending will triple to
$100bn by 2030. The sector presents scalable investment opportunities where
reasonable amount of capital could be deployed. MIL’s investment strategy in the
sector is to take majority positions in opportunities and develop them into market
leading franchises that could be sold to multinationals in 3 to 5 years.


Capacity constrained – Financial Services, power generation, waste
management

The demand/supply gap is huge in these sectors and presents large ticket size
investment opportunities ($5mn to $25mn). MIL’s investment strategy in the sector
will be to take a modest stake (c$3mn to $6mn)) and, for a fee/carried interest,
syndicate the balance.
In addition to these two themes, MIL is also watching the agri-sector closely.
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Figure 35: MIL – deals reviewed till date
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MIL’s investments in high growth sectors
Apollo Towers
Apollo Towers is one of the seven telecom
tower building companies in Myanmar.
Its anchor tenant is Telenor.

Apollo Towers Pte. Ltd. (‘Apollo’), founded in 2013 by Sanjiv Ahuja (former CEO of
Orange Telecom and founder of Eaton Towers, Africa), is one of the seven telecom
tower building companies in Myanmar. Apollo has so far constructed 1,800 towers
for Telenor (its anchor tenant).

MIL has invested along with LIM Asia in
Apollo towers.

MIL, together with LIM Asia Special Situations Master Fund Ltd (‘LIM’), has invested
$31.2mn into Apollo through a Special Purpose Vehicle (SPV) named ‘MIL4
Limited’, which is a joint venture between MIL and LIM. We note that LIM is also a
major shareholder in MIL with a 25.3% stake. MIL has invested $20.8mn into the
SPV and holds a 66.67% stake. $10.2mn has been invested by LIM for 32.67%
stake and an unconnected third party invested $0.2mn for a 0.67% stake. The
$31.2mn invested by the SPV is in the form of an equity subscription agreement
with a mix of ordinary and preference shares plus warrants amounting to 14.0% of
Apollo’s equity capital. The majority share in Apollo is held by TPG Capital, a global
private equity house.

Myanmar telecom sector is set to grow at fast pace
Myanmar’s telecom market has seen strong growth since the entry of international
MNOs Telenor and Ooredoo in 2013. Mobile penetration has increased from below
5% in 2011 to c. 89% (going by the disclosures of the MNOs). However, this
number could be far lower if adjusted for the duplicate connections, leaving enough
room for growth.
Figure 36: Myanmar subscribers base has grown at a CQGR of 16%
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Figure 37: Penetration has more than doubled since 2014
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Mobile data usage has surged since 2014 with the launch of 3G and now 4G in
select locations, smartphones becoming affordable and falling data tariffs. Telenor
reports that more than 50% of its subscribers are regular data users while 85% of
Ooredoo’s subscribers are smart phone users and use data regularly. Ooredoo has
launched a smartphone for MMK 30,000 ($25) and launched a promotional offer of
MMK 6 per MB (0.5 cents), driving price war among the MNOs. It became the first
MNO to launch 4G services with ‘Internet Packs’ ranging from MMK450 ($0.4) for
70MB. Telenor and MPT followed suit with 4G launches in select locations, which
led to intensified competition and lower data charges. All the three players intend to
expand their 4G network to the remaining locations. This would lead to an increase
in demand for towers.
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Myanmar’s Telecom Tower Industry – 3x growth potential
Myanmar currently has c.10,000 towers (as estimated by TowerXchange) while
industry participants estimate a requirement of 30,000 towers to reach full coverage,
indicating a 3x growth potential. We believe that the network coverage levels in rural
areas are still significantly low and offer a significant opportunity for tower rollout.
Myanmar has seven private tower companies namely Apollo, Irrawaddy Green
Towers (IGT), Edotco (acquired Myanmar Tower Company), Pan Asia Towers
(PAMEL), Eco-Friendly Towers (EFT), Myanmar Infrastructure Group (MIG) and
OCK. State owned Myanmar Posts and Telecommunications (MPT) owns 2,700
captive towers.
Vietnam’s Viettel Global, which has won the fourth telecom license, is expected to
launch its operations soon. Viettel owns 49% in the MNO while the balance is
shared by a local consortium which includes Star High Public Company, owned by
Myanmar Economic Corporation (MEC). MEC owns MECtel which operates MPT's
CDMA telecom business. Viettel will reportedly have access to MECtel’s assets
including 1,000 towers and 13,000km of fibre, as well as whatever remains of a
reported subscriber base of 3.8mn before MECtel’s MNO play was discontinued.
Figure 38: Estimated state of Myanmar tower rollout, Aug 2016
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Figure 39: Market share of Towercos (# of towers, %)
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Figure 40: Anchor tenant agreements with Telcos
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Source: Investec Securities estimates

Co-location at an inflection point with the entry of new MNO
Being a late starter, Myanmar’s tower industry had a unique advantage of learning
from the mistakes of telecom industries in other nations. All the tower companies
are independent from the MNOs creating an ideal ground for tower sharing.
Moreover, strict proximity laws, preventing towers to be built within a distance of
200m from each other, would help in the roll-out of towers in an optimal way. We
believe that these two factors place the industry in a unique position to enjoy high
co-location rates.
We believe that the entry of the fourth MNO (Viettel) would intensify competition and
increase co-location rates as Viettel would want to quickly ramp up its operations by
renting existing towers.

The pending entry of the fourth MNO
(Viettel) is expected to have a significant
impact on co-location rates which we
expect to reach above 2x

We expect the co-location rates to soon reach above 2x from the current rate of
c.1.5x (as per the estimates of TowerXchange). Figure 42 shows the significant
operational leverage that can be achieved with increase in co-location levels.

Figure 42: Significant potential to increase ROI with higher
colocation

Figure 41: Co-location of Global tower companies
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Apollo towers is well placed to capitalise on the opportunity
Apollo Towers Pte. Ltd. (‘Apollo’), founded in 2013 by Sanjiv Ahuja (former CEO of
Orange Telecom and founder of Eaton Towers, Africa), is one of the seven telecom
tower building companies in Myanmar. TPG Capital, a global private equity house,
holds majority share in the company. MIL has an effective 9.3% holding in the
company.
Apollo has a strong leadership team in the form of Sanjiv Ahuja and CEO Philippe
Luxcey who both come with strong track records of building successful franchises in
challenging environments.
Apollo demonstrated its strong execution capabilities by delivering its first order of
1,080 towers from Telenor within nine months and becoming the first tower
company in Myanmar to win a repeat order. As it is close to completing its second
order of 717 towers, we believe that it would aggressively pursue new orders.
Figure 38 shows the relative position of Apollo with respect to its competitors as on
Aug 2016. We expect Apollo to aggressively pursue its expansion plans and
increase its market share.
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Apollo has secured a $250mn debt
financing from OPIC which will help it
pursue its aggressive expansion plans

Apollo has secured $250mn debt financing from Overseas Private Investment
Corporation (OPIC). We believe that this loan would help Apollo to capitalise on the
market opportunity and pursue its aggressive expansion plans. This would give
Apollo, a competitive edge over its competitors in a business environment where
availability of capital and speed of execution is the essence. Apollo aims to build
more than 2,000 towers in the next phase. Apollo has strong financial partners in
the form of TPG and MIL, who can infuse further equity to support its expansion
plans.
We believe that all these factors put Apollo in a strong footing compared to its
competitors and help it gain market share. Being in an attractive market with longterm potential, Apollo has a high potential for listing on stock exchanges or being
acquired by larger international players looking to expand footprint in high growth
markets, thereby offering exit potential for the financial investors such as TPG and
MIL.
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Valuation
We use EV/tower multiple of listed Asian tower companies (~$0.24mn per tower: ref
Table 4) to arrive at an indicative valuation for Apollo towers. Apollo currently owns
and operates c.1,800 towers. Assuming that Apollo will be able to build another
1,200 towers by the end of 2017 without needing additional capital, we arrive at an
EV value of $710mn (3,000 x $0.236mn). We note that capex per tower is around
$0.12 mn per tower and the $250mn OPIC loan should give them room to build at
least 2,000 towers though we have assumed they will build just another 1,200
towers. Assuming the current D/E ratio is 1:1, we arrive at a net debt value of
$252mn post the OPIC loan facility and capex commitments (Table 5). This would
result in an equity valuation of $458mn (Table 6). Thereby, we believe that MIL’s
9.3% stake in the company could be valued close to $42.6mn.
Table 4: Telecom tower companies global valuation comparables, CY16E-18E

US
American Tower Corp
Crown Castle
SBA Communications
Asia
Bharti Infratel
Tower Bersama Infrastructure
Sarana Menara Nusantara
PT Solusi Tunas Pratama
Asia - Average

Mcap
($ mn)

EV
($ mn)

Sales
($ mn)

EBITDA Average
CAGR (%) RoCE (%)

EV/EBITDA (X)
CY16E
CY17E
CY18E

44,927
30,691
12,485

64,540
42,631
20,884

4,769
3,631
1,638

9.0
4.3
7.0

2.3
4.7
7.5

20.1
20.2
19.0

17.8
19.5
18.7

10,033
2,000
2,831
595

9,791
3,238
3,479
1,153

1,880
255
331
133

9.3
10.6
11.4
9.9

20.9
13.2
47.0
11.0

11.9
15.2
12.0
10.3

10.8
14.3
10.6
9.5

Towers
CY17E

EV/Tower
('000 $)

16.0
19.0
17.3

100,000
45,000
27,000

645
947
773

9.8
12.9
9.1
8.7

39,000
11,500
14,500
6,700

251
282
240
172
236

Source: Factsest, Investec Securities estimates

Table 5: Apollo Towers Capital structure

Table 6: Apollo Towers valuation

Value ($ mn) Comment

Value ($ mn) Comment

Capex per tower

0.12

Assumption

No. of towers (#)

3,000

1,800+1,200 (new)

Assets

216

1,800X$0.12mn

EV/Tower

0.236

Ref Table 4

Existing Debt

108

D/E of 1.0x

Enterprise Value (EV)

710

No. of towers X EV/tower

Existing Equity

108

D/E of 1.0x

(less) Net Debt

(252)

Ref Table 5

New debt

250

OPIC loan

Equity Value

458

EV minus Net debt

Total gross debt

358

Existing debt + OPIC debt

MIL's share @ 9.3%

42.6

9.3% of Equity value

Capex commitment

144

1,200X$0.12mn

Cash

106

$250 mn minus capex

Net debt

252

Gross debt minus cash
Source: Investec Securities estimates
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Source: Investec Securities estimates

Myanmar Finance International Limited (MFIL) – Long
term growth story
MFIL is a microfinance company. It is a
joint venture between MIL and U Htet
Nyi, a prominent local businessman, and
Norfund.

MFIL is a microfinance company in Myanmar which operates in providing financial
services to the lower strata of society. Microfinance institutions (MFIs) primarily offer
small ticket size unsecured loans to individuals which are secured by the group
guarantee. MFIL started as a joint venture between MIL and U Htet Nyi, a prominent
local businessman and the Norwegian Honorary Consul who originally started the
microfinance business. In November 2015 Norfund, the Norwegian Government’s
Development Finance Institution (DFI), also became a JV shareholder.
We believe MFIL is a scalable business with a long runway of growth, demonstrated
by other well managed microfinance institutions across the globe. Moreover, the
growth is accompanied by improvements in profitability on account of scale benefits
and better access to funding.
We note that MFIL is much better placed than its peers due to better access to
funding. Access to funding is a big competitive advantage as it is the only constraint
for growth in microfinance. We also note that shareholders MIL and Norfund have
played an important role in securing debt funding for the company.

MFIL recently secured $1mn loan from
Maybank which, in our view, is a big
milestone for delivering growth and
profitability.

In early November 2016, MFIL secured a $1mn local currency denominated loan
from Maybank. This is the first loan secured by MFIL and opens a big opportunity to
fund the future expansion plans for the company without equity capital infusion. As
the company funds future growth with debt we see returns on equity improving.

MFIL on a strong growth trajectory
MFIL reported strong growth in all key metrics in FY16 –


Loan growth of growth of 151% YoY,



No. of borrowers grew 113% YoY,



Net interest income grew 142% YoY.

This high growth was achieved with limited growth in operating expenses –


Operating expenses grew just 7% YoY,



Employee base grew 13% YoY to 107 and



Branch network has increased from 5 branches to 6 branches

As a result of strong growth in its loan book, net interest income in conjunction with
muted growth in operating expenses had led to ~3x growth in profitability of the
company. The credit quality remained strong with PAR>30 at NIL as of FY16 and
Aug’16.
We believe the company will continue to post more than 60% CAGR loan growth
over next three years given the size of the opportunity and current size of the
company.
Figure 43: Strong loan growth in in FY2016 (mn MMK)

Figure 44: Number of borrowers
6,523

7,000

35,000

6,000

4,940

5,000

31,635

30,000

151% YoY

109% YoY

25,000

4,000

20,000

3,000

515

15,143

15,000

1,968

2,000
1,000

38,041

40,000

10,000

788

7,161

9,330

5,000

-

0
FY2013

FY2014

FY2015*

FY2016

Q2FY2017

Source: Investec Securities estimates

Page 25 | 22 November 2016 | Myanmar Investments International

FY2013

FY2014

FY2015

FY2016

Q2FY2017

Source: Investec Securities estimates

Figure 45: Net interest income (mn MMK)
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Figure 46: Operating expenses (mn MMK)
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Financial leverage to improve return ratios
MFIL is largely funded through equity with no debt as of September 2016. In
November the company secured a local currency denominated facility of c$1mn
from Maybank, and is in the process of finalising further third party loans
denominated in Kyat from other commercial banks and Development Financial
Institutions. We believe the company could lever its balance sheet to 5-6x which is
a normalised leverage level for MFIs across the globe. As a result of increasing
financial leverage, RoE will improve to more than 20% in our over next three years
and the company will not require equity funding for the next three years.

Multiple levers to drive growth …
MFIL is currently operating in two regions of Myanmar (Yangon & Bago) with six
branches in total. Moreover, the average ticket size of loans is just ~ MMK 170,000
($130). We expect the company to expand geographically leading to growth in
borrower base and grow its ticket size leading to growth in loan book. We expect
the company to post 60% CAGR growth in loan book over next three years.

… and improve return ratios
We see three levers to drive the return ratios for the company –


Operating leverage – As witnessed in FY16 and 5MFY17, growth has been
accompanied by muted growth in operating expenses; we expect operating
leverage to continue to play out with loan growth. We also note that borrowers
per loan officer for the company are ~525 and average group size is ~13.
There is scope for further growth in in both these numbers leading to operating
efficiency improving for the company.
Also, technology usage is low in the company with limited usage of tablets by
the loan officers. MFIs in India have seen productivity of the loan officers
improving with the introduction of tablets leading to operating leverage.



Financial leverage – Currently the leverage on the balance sheet is low at
0.2x (debt to equity), factoring in the recently-announced Maybank loan. The
company can easily increase the leverage to 5x in our view, to where the
majority of MFIs operate in other countries. Norfund as a shareholder should
be able to help the company in securing debt capital at reasonable rates. As
per the management, they are in conversation with multiple DFIs and
commercial banks for securing debt funding at a reasonable rate.



Reduction in cost of capital – We believe the company will be able to raise
Kyat denominated funding at less than 13% which is quite attractive for an MFI
of its size and operating in Myanmar.
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We expect hockey stick jump in profitability and return ratios
As these levers play out driven by a strong growth in loan book, we expect
profitability and return ratios to improve exponentially over next three years (Figure
47 to Figure 50).
Figure 47: Loan book growth is expected to remain high (MMK mn)
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Figure 48: Net Interest income (MMK mn)
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Figure 49: Profitability is expected to improve (MMK mn)
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Figure 50: Return ratios also expected to improve
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Microfinance is Myanmar is underpenetrated
The total demand for microfinance is estimated to be $1bn by IFC which is
conservative in our view. Myanmar has c.11mn households. Assuming a target
segment of 60% of households and average credit requirement at $300 per year,
we estimate the potential demand to be ~$2bn. Moreover, UNCDF estimated the
size of unlicensed money lending at $3.9bn with 5.9mn borrowers highlighting huge
potential. The current client outreach is estimated to be 2mn borrower with gross
loans of just $240mn as of 2016.

Competition is not a concern
Given the potential unmet demand of microfinance, we believe competition is not a
concern at this stage. There are 167 existing licenses as of 2016 and out of these
112 are from local companies. In microfinance, the biggest constraint that a
company faces is access to capital which is the only constraint to growth. There
are ten credible players with shareholders’ fund of more than $1mn. MFIL has
shareholders’ funds of more than $5mn and is well placed to continue to post high
growth rates. Furthermore, new regulations announced by the regulator have
substantially raised minimum capital requirements for deposit taking institutions (of
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which MFIL is one) to MMK 500m from MMK 30m previously. We believe there is
likely to be a consolidation in the industry over the next 2 years, which is the period
of time the regulator has given to all existing deposit-taking licensees to meet the
new capital requirements. As such local companies which face capital constraints
may return their licenses or put themselves up for sale.

Valuation
We value MFIL at $12.9mn implying a FY18E P/B of 2.75X. We note that listed
microfinance peers in other countries are trading at similar valuations. Also, these
microfinance companies have generated wealth for shareholders over a longer
time frame despite trading at high multiples.
Table 7: Microfinance companies global valuation comparables, FY17E-18E
RoA

RoE

P/E

P/B

Mkt Cap
($ Mn)

FY17E

FY18E

FY17E

FY18E

FY17E

FY18E

FY17E

FY18E

BHAFIN

1,429

7.3

5.9

33

24

20

15

3.7

3.0

EQUITAS

790

1.9

1.8

10

11

27

21

2.3

2.1

UJJIVAN

636

3.1

2.2

16

13

16

18

2.4

2.1

BRI

21,561

2.6

2.5

20

19

11

10

2.0

1.8

EQUITY BANK

1,195

3.7

2.9

24

20

7

7

1.5

1.3

GENTERA

2,574

8.8

8.5

25

25

14

12

3.3

2.8

MFIs

Source: Bloomberg

MIL Valuation
We value MIL on Net Asset Value basis ascribing the following valuations to its two
investments – Apollo Towers and MFIL as described above. Apollo is valued at
$42.6mn ($1.39 per share) and MFIL is valued at $4.8mn ($0.16 per share). Cash
on balance sheet is $4.85mn ($0.16 per share). We arrive at a net valuation of
$1.71 per share, implying a 22% upside to current levels. We initiate with a buy.
Table 8: MIL - Valuation
Segment

Valuation

MIL's stake

Value of stake

Value per share

Apollo Towers

458

9.3%

42.6

1.39

MFIL

12.9

37.5%

4.8

0.16

Cash

4.9

100%

4.9

0.16

52.28

1.71

Total Value

Source: Investec Securities estimates
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Selection.Ta bles(1). Range.Fiel ds.U pdate

Target Price Basis
Net Asset Value basis; Sum-of-the-Parts (SOTP) valuation of holdings

Key Risks
Large trade deficit, with high dependence on Gas; Exchange rate risk; Tensions due to conflict between ethnic
groups
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report or any of the information, opinions, forecasts or estimates contained herein. Investec Securities (or its directors, officers or
employees) may, to the extent permitted by law, own or have a position in the securities or financial instruments (including
derivative instruments or any other rights pertaining thereto) of any company or related company referred to herein, and may add
to or dispose of any such position or may make a market or act as a principal in any transaction in such securities or financial
instruments. Directors of Investec Securities may also be directors of any of the companies mentioned in this report. Investec
Securities may from time to time provide or solicit investment banking, underwriting or other financial services to, for or from any
company referred to herein. Investec Securities (or its directors, officers or employees) may, to the extent permitted by law, act
upon or use the information or opinions presented herein, or research or analysis on which they are based prior to the material
being published. Investec Securities may have issued other reports that are inconsistent with, and reach different conclusions
from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the
analysts who prepared them. The value of any securities or financial instruments mentioned in this report can fall as well as rise.
Foreign currency denominated securities and financial instruments are subject to fluctuations in exchange rates that may have a
positive or adverse effect on the value, price or income of such securities or financial instruments. Certain transactions, including
those involving futures, options and other derivative instruments, can give rise to substantial risk and are not suitable for all
investors. This report does not contain advice, except as defined by the Corporations Act 2001 (Australia). Specifically, it does not
take into account the objectives, financial situation or needs of any particular person. Investors should not do anything or forebear
to do anything on the basis of this report. Before entering into any arrangement or transaction, investors must consider whether it
is appropriate to do so based on their personal objectives, financial situation and needs and seek financial advice where needed.
No representation or warranty, express or implied, is or will be made in relation to, and no responsibility or liability is or will be
accepted by Investec Securities or any Investec Affiliates as to, or in relation to, the accuracy, reliability, or completeness of the
contents of this research report and each entity within Investec Securities (for itself and on behalf of all Investec Affiliates) hereby
expressly disclaims any and all responsibility or liability for the accuracy, reliability and completeness of such information or this
research report generally.
The securities or financial instruments described herein may not have been registered under the US Securities Act of 1933, and
may not be offered or sold in the United States of America or to US persons unless they have been registered under such Act, or
except in compliance with an exemption from the registration requirements of such Act. US entities that are interested in trading
securities listed in this report should contact a US registered broker dealer.
This report and the distribution of this report do not constitute an offer or an invitation to offer to the Hong Kong or Singaporean
public to acquire, dispose of, subscribe for or underwrite any securities or related financial instruments. Neither this research report
nor the information contained in it is intended to be an offer to any person, or to induce or attempt to induce any person to enter
into or to offer to enter into any agreement for or with a view to acquiring, disposing of, subscribing for or underwriting securities.
The distribution of this document in other jurisdictions may be prohibited by rules, regulations and/or laws of such jurisdiction. Any
failure to comply with such restrictions may constitute a violation of United States securities laws or the laws of any such other
jurisdiction.
For readers of this report in: South Africa: this report is produced by IBL an authorised financial services provider and a member
of the JSE Limited. United Kingdom and Europe: this report is produced by IBP and was prepared by the analyst named in this
report. IBP is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. This report may only be issued to professional clients, eligible counterparties and investment
professionals, as described in S19 of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005 and is not
intended for retail clients. Ireland: this report is produced by Investec Bank plc (Irish Branch) and was prepared by the analyst
named in this report. Investec Bank plc (Irish Branch) is authorised by the Prudential Regulation Authority in the United Kingdom
and is regulated by the Central Bank of Ireland for conduct of business rules. Australia: this report is issued by IAL holder of
Australian Financial Services License No. 342737 only to ‘Wholesale Clients’ as defined by S761G of the Corporations Act 2001.
Hong Kong: this report is distributed in Hong Kong by ICAL, a Securities and Futures Commission licensed corporation (Central
Entity Number AFT069) and is intended for distribution to professional investors (as defined in the Securities and Futures
Ordinance (Chapter 571 of the Laws of Hong Kong)) only. This report is personal to the recipient and any unauthorised use,
redistribution, retransmission or reprinting of this report (whether by digital, mechanical or other means) is strictly prohibited. India:
this report is issued by Investec Capital Services (India) Private Limited which is registered with the Securities and Exchange
Board of India. Singapore: this report is distributed by ICAL. This document may only be distributed in Singapore to institutional
investors (within the meaning of the Financial Advisers Act, Cap 110), and is personal to the recipient and not for general
circulation in Singapore. It may not be reproduced in any form. By accepting this report, you confirm that you are an "institutional
investor" and agree to be bound by the foregoing limitations. Canada: this report is issued by IBP, and may only be issued to
persons in Canada who are able to be categorised as a “permitted client” under National Instrument 31-103 Registration
Requirements and Exemptions or to any other person to whom this report may be lawfully directed. This report may not be relied
upon by any person other than the intended recipient.
This publication is confidential for the information of the addressee only and may not be reproduced in whole or in part, copies
circulated, or disclosed to another party, without the prior written consent of an entity within Investec Securities. Securities referred
to in this research report may not be eligible for sale in those jurisdictions where an entity within Investec Securities is not
authorised or permitted by local law to do so. In the event that you contact any representative of Investec Securities in connection
with receipt of this research, including any analyst, you should be advised that this disclaimer applies to any conversation or
correspondence that occurs as a result, which is also engaged in by Investec Securities and any relevant Investec Affiliate solely
for the purposes of providing general information only. Any subsequent business you choose to transact shall be subject to the
relevant terms thereof. We may monitor e-mail traffic data and the content of email. Calls may be monitored and recorded.
Investec Securities does not allow the redistribution of this report to non-professional investors or persons outside the jurisdictions
referred to above and Investec Securities cannot be held responsible in any way for third parties who effect such redistribution or
recipients thereof. © 2016
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