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Abstract

This brief looks into the strategic shift of TPG Telecom towards an asset-light business
model, and how this transition can improve return on investment and shareholder value
following its significant infrastructure divestitures.

Recent moves, including a $3 billion capital return strategy and a proposed Reinvestment
Plan, highlight TPG's commitment to enhancing financial flexibility and engaging investors.

But with the backdrop of stagnant industry revenues and pressures from regulatory bodies,
there are challenges ahead, particularly regarding future infrastructure agreements and
pricing reviews.

The competitive landscapes in both Australia and New Zealand further underscore the
necessity for innovation and strategic realignments amongst telecommunications
operators to thrive amid evolving market dynamics.

TPG's Strategic Shift in Telecom Sustainability

Key Takeaways

1. The shift towards mobile services positions TPG competitively, albeit with the
challenge of maintaining profitability against dominant players like Telstra.

2. The divestiture-driven approach observed in TPG may serve as a blueprint for other
telcos aiming to optimise their asset base and focus on core competencies.

3. Stagnant revenue growth across the Australian and New Zealand telecom markets
highlights the critical need for operators to adapt to changing consumer behaviors.

4. Emerging partnerships for next-gen infrastructure could unlock new revenue
streams for telecom operators operating in increasingly competitive environments.

5. Future infrastructure pricing reviews will pose significant challenges for telcos that
choose to offload their assets, requiring strategic foresight.

6. Stakeholders must recognise the long-term implications of asset-light strategies on
operational efficiency and market positioning.

TPG's Strategic Shift and Shareholder Engagement

TPG Telecom's recent approval by shareholders at their Extraordinary General Meeting
marks a pivotal moment in the company's strategy, with a focus on enhancing shareholder
value through a proactive capital return strategy. The proposed $3 billion return, consisting
of both capital reduction and special dividends, underscores the confidence that the



VENTURE
INSIGHTS

leadership has in the company’s financial health following the significant sale of its fixed
network and the conclusion of its network-sharing deal with Optus.

By divesting infrastructure assets and minimising mobile capex, TPG not only strengthened
its balance sheet but also navigated towards a more asset-light model that allows for
increased operational flexibility and growth potential in the mobile segment.

Moreover, TPG's Reinvestment Plan exhibits a progressive approach to maintaining robust
investor relations, empowering minority shareholders to reinvest their proceeds into new
shares. This engagement strategy aims to sustain liquidity while reflecting a forward-
looking vision.

Challenges in ANZ Telecommunications

Our keynote address at the recent CommsDay Wholesale Congress presented a sobering

perspective on the broader challenges facing the Australian telecommunications industry.
The paradox of rising data consumption juxtaposed with stagnant revenues necessitates

innovative strategies that can drive both growth and profitability for operators like TPG.

This industry has seen rising operational costs, as pressures grow from technology giants
that reap the benefits of increased data usage without a fair compensation model for
traditional network providers. With only Telstra managing to exceed its cost of capital, TPG,
like many of its competitors, faces substantial challenges that could erode long-term
profitability.

Regulatory scrutiny from entities such as the ACCC and the ACMA further complicates the
landscape, mandating fair practices that can protect consumer interests while adding to
industry costs.

This is driving a paradigm shift towards utility-like business models that prioritise
operational efficiency and revenue sustainability in a fast-evolving market.

The New Zealand telecommunications market, led by players like Spark NZ, One NZ and
2degrees, reflects challenges similar to those in Australia, particularly concerning stagnant
revenue growth despite booming data consumption trends.

As operators in this market adjust to the rigors of increased competition and consumer
demand for reliable digital infrastructure, the need for strategic partnerships and investment
in next-generation networks becomes apparent.

The competitive pressures exerted by technology giants threaten to disrupt traditional
revenue streams, compelling local operators to explore collaborative opportunities that can
bolster their service offerings while ensuring sustainable growth. The Commerce
Commission NZ plays a crucial role in enforcing competitive practices that require
operators to continuously innovate and rethink service delivery models. In this environment,
telecom operators must proactively innovate and optimise their business structures to
unlock long-term value.
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Navigating Future Infrastructure Agreements

As TPG and other telecommunications operators move toward more asset-light models, the
subsequent challenges regarding future infrastructure agreements come into sharp focus.

Offloading significant assets may offer immediate financial relief; however, it poses
questions regarding potential pricing reviews and contractual negotiations at the end of
their terms. Operators shifting to leasing or service-based models will need to carefully
manage these agreements to ensure that they do not jeopardise long-term profitability. The
risk associated with future price reviews could significantly impact projected returns on
investment and financial forecasts, demanding robust strategic planning and a thorough
understanding of market dynamics.

Hence, as TPG exemplifies the movement towards an asset-light framework, it must also
prepare for the unforeseen complexities that accompany such transitions within an
increasingly competitive and regulated environment.

Strategic Innovations to Enhance Return on Investment

The pathway to improved returns on investment lies in embracing strategic innovations that
align with market demands and consumer expectations.

Telcos must leverage technology not just to enhance operations but to also reimagine
service offerings that can resonate with the tech-savvy consumer base. Emphasising
value-added services such as enhanced data analytics, customer experience optimisation,
and bespoke solutions can position operators favorably in a saturated market.

Additionally, exploring partnerships for technological advancements and infrastructure
upgrades enables operators to share risks while benefiting from pooled resources and
expertise.TPG'’s network-sharing deal with Optus is an example, but there are also
opportunities - and threats - in other parts of the value chain such as hyperscale service
providers (see our recent report “ANZ Telco-Cloud Strategies — Balancing Risks and
Opportunities in Core Network Outsourcing”).

The focus should not solely be on cost-cutting but rather on fostering a culture of
innovation that empowers teams to experiment and implement strategies that can lead to
sustainable growth. By instilling a progressive mindset, telecommunications operators can
navigate the complexities of modern market challenges and secure their positions as key
players in the industry.
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Why This Matters

For Operators

Telecommunications operators must pay attention to TPG's strategy as it reflects a broader
trend toward asset-light business models that maximise flexibility and focus on core
competencies. The challenges highlighted above emphasise the need for innovation and
operational efficiency, providing valuable lessons for other telcos navigating similar market
pressures.

For Investors

For investors, understanding TPG Telecom's strategic pivot towards an asset-light model is
crucial as it signifies a shift in how the company plans to create and enhance shareholder
value. Divestitures and reinvestment plans will drive potential returns, and need to be
considered strategically. Additionally, the implications of a stagnant revenue environment
offer a lens through which investors can assess risk and opportunity within the broader
telecommunications sector.
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About Venture Insights

Venture Insights is an independent company providing research services to companies
across the media, telco and tech sectors in Australia and New Zealand.

For more information go to ventureinsights.com.au or contact us at
contact@ventureinsights.com.au.
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