Transportation Sector

Results Season Takeaways

Report type: Update

Sector Overview

The Transportation Sector under our coverage consists of
Airlines (SIA, Tiger Airways), Shipping (NOL), Land
Transport (SMRT, ComfortDelGro) & Aviation Services (SIA
Engineering, ST Engineering, SATS).

Government initiatives a negative for Land Transport
Potential for collaboration between Tiger & Scoot
Unattractive valuations for NOL

Positive on Transport Services for yields

SIAEC remains our top pick in the Transportation
Sector

Earnings Surprise?

4" guarter results for the Transportation Sector surprised on
the downside for ComfortDelGro, NOL & Tiger Airways and
upside for SIA & ST Engineering. Results for the rest of the
sector were in line with our expectations.

Land Transport

Government initiatives to expand bus and rail capacity
would likely increase operating expenses for the sector.
With no fare adjustments for 2012, we believe that
Transport Operators would suffer from tightening of margins
in the year ahead. We prefer ComfortDelGro (CDG) to
SMRT for its global diversification and cheaper valuations.

Airlines

Progressive lifting of flight restrictions on Tiger Airways
Australia could imply lower unit fixed cost for the company.
We see potential for collaboration between Tiger Airways &
Scoot (SIA’s new long haul budget carrier) for traffic feed
into each other network in Sydney. We prefer SIA over Tiger
Airways on valuation grounds.

Shipping

Market seems to be very focused on expected improvement
in freight rates in the container shipping industry. However,
we remain skeptical over the sustainability of recent rate
increase and maintain our Reduce rating on NOL with its
unattractive valuations.

Transport Services

Favorable long term fleet growth in the region implies
positive outlook for Aviation Service providers. Investors
looking for stocks with a strong dividend track record could
also favor the sector. We think that there is scope for SATS
to pay out a special dividend at its full year results
announcement, with the cash surplus on its balance sheet.
ST Engineering continues to trade below its historical
earnings multiples range. We rank SIAEC as our top pick in
the Transportation Sector for its pure exposure to the
Aviation growth story in the region.
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Company Rating Price. TP Upside M.Cap.

(CHENEY) (%) (US$'mn)
Land Transport
SMRT Corp Sell 1.75 133 -24.0% 2112
ContfortDelGro Buy 150 1.65 10.0% 2,490
Airlines
Singapore Airlines  Accumulate 10.93 11.30 3.4% 10,204
Tiger Airw ays Reduce 0.79 0.58 -26.1% 511
Shippin
Neptune Orient Lines Reduce 140 124 -11.1% 2,861
Transport Services
SATS Buy 245 276 12.7% 2,155
ST Engineering Accumulate 3.14  3.37 7.3% 7,626
SIA Engineering Buy 409 484 183% 3,562
Source: Bloomberg, PSR
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Land Transport

Results commentary. Operating losses of S$5mn for
SBST'’s bus business, sequential decline in average fares &
operating losses at its bus business in China resulted in the
lower than expected earnings for CDG. While SMRT's
profits declined significantly in the quarter, the margin
pressure felt was inline with our expectations.

Capacity Expansion. Singapore’'s Transport Minister
updated on plans for the public transport system during the
Ministry’'s Committee of Supply (COS) debate (See:
Transportation Sector Update, dated 8 March 2012).
Initiatives to ease congestion and improve service quality for
the public transport sector imply that more capacity would be
injected into the Bus & Rail network over the next few years.
For the Bus network, the government would setup a
S$1.1bn Bus Service Enhancement Fund to fund the
purchase of 550 buses. The Public Transport Operators
(PTOs) would fund another 250 buses, representing total
fleet growth of 800 buses (c.20% of current fleet) over the
next 5 years. Congestion on the Rail network would also be
eased with a 40-70% increase in train fleet across various
parts of the network.

No Fare adjustment in 2012. There would be no fare
adjustments in 2012. Singapore’s public transport fares are
reviewed annually with the maximum allowable fare increase
set by a predetermined formula (0.5*ACPI+0.5*AWI-1.5%).
With capacity expansion and rising operating costs, we
believe that keeping transport fares unchanged would result
in margin compression for the PTOs.

Fig.1. Exposure to Fare based business
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We prefer CDG to SMRT. With Singapore's fare based
business accounting for more than half of the Group’s profits
and 77% its sales, SMRT has a significant exposure to the
new measures implemented. CDG would be less affected
due to the diversity of its global operations. For CDG,
exposure to Singapore'’s fare based business is much less
material at only a fifth of its sales and 3% of profits. When
comparing valuations on a Forward P/E basis, CDG's stock
price is much more attractive at 13X as compared to
SMRT’s 20X. We maintain our Buy recommendation on
CDG and Sell on SMRT.
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Fig.2. SMRT pricey on a P/E basis
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Fig.3. CDG undervalued on a P/E basis
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Airlines

Results commentary. With under utilization of its fleet in
Australia, Tiger Airways was expected to post losses in the
guarter. However, operating losses out of Singapore came
as a surprise in the traditional peak travel season. While
profits declined by 53% for SIA, the magnitude of profit
decline was lower than expected, due to better than
expected passenger yields for the quarter.

Lifting of sector limits, second Australian base in
Sydney. Tiger Airways Australia announced that regulators
would allow the company to operate to a max of 64 (current:
38) sectors per day from Oct 2012. We view this as a
positive development for the company as unit fixed cost
would be lowered with the gradual easing of flight
restrictions. Tiger Airways also announced that the company
would setup a second Australian base in Sydney. With this
new base, we believe that there is potential for collaboration
between Tiger Airways & Scoot (SIA’s new long haul budget
carrier) for traffic feed into each other network.

Accumulate on SIA, Reduce on Tiger Airways. Under the
current high fuel price environment, ticket price differential
between full service carriers and budget carriers would
narrow. With the challenging operating environment for
airlines, we have little conviction in a near term re-rating of
SIA’s stock price. However, SIA already trade at valuations
close to past crisis levels implying little downside, in our view.
On a forward basis, Tiger Airways’ trades at a premium to
Air Asia’s (its closest peer) 5yr historical P/B of 1.9X, which
we feel is not justified under current market conditions. We
prefer SIA to Tiger Airways.
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Fig.4. SIA P/B valuation near crisis levels

our view that valuations had gone ahead of fundamentals
and rate NOL as Reduce.
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Results commentary. NOL surprised the market with huge 2929202020303 0320297070?0709

losses of US$478mn for FY11, reflecting the tough operating
environment for Liners suffering from chronic oversupply.
Management highlighted during the results briefing that the
Group aims to achieve cost savings of US$500mn for
FY12E to enhance the competitiveness of its Liner business.
While the results were disappointing, we believe that losses
for NOL would narrow with progressive delivery of newer
vessels to its fleet, which would lower unit slot cost for the
Liner.

Freight rates rallied, but will it last? Since the start of the
year, NOL's stock price rallied by 33% to a peak of S$1.50
in response to expected improvement in freight rates.
Industry players had highlighted intentions to cut capacity
and lift freight rates to combat the ongoing crisis facing the
industry. However, industry growth in capacity remains high
relative to demand, making the sustainability in the recent
freight rate recovery questionable. Taking reference to
indices disclosed by Shanghai Shipping Exchange (SSE),
freight rates have rallied significantly in recent weeks,

suggesting a successful push through of rates in the industry.

However, we opine that investors should not merely look at
improvements to the top line, but should also focus on the
increase in operating expenses. Bunker prices continued to
trend up in line with rising crude oil prices, suggesting that
any freight rate increase would likely be eroded by a
corresponding increase in fuel costs.

Fig.5. Freight rates
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Unattractive valuations. NOL'’s current valuation is in line
with past recovery cycles (Jan 2003 & Jan 2010), when we
cross check against its historical valuations. However, we
currently do not expect NOL to be profitable this year as
compared to the past recovery cycles. Hence, we maintain

Aviation Services

Results commentary. Profits declined for SATS due to the
loss on disposal of Daniels Group & cost pressures suffered
at its core business. SIAEC recorded the higest level of
sales in recent history and had strong contributions from its
Joint Ventures. Despite the reversal of sales due to the
terminated ROPAX contract, ST Engineering performed
better than expected with significant margin improvements.

Maintain Overweight. Our Strategist kept his Overweight
rating on the Aviation Services sector. Record fleet delivery
into the region suggests favorable long term outlook. The
current low interest rates in the market could also favor
these high yielding stocks under our coverage.

Valuations. Surplus cash post divestment of Daniels Group
supports our non-consensus view that SATS could pay out a
special dividend at its full year results announcement. While
SATS currently trades at the top end of its historical P/E
trading range, we believe that this ignores the cash surplus
in the company and expected earnings recovery in FY13E.
At 16X Forward P/E, SIAEC's valuation is in line with
historical averages. STE currently trades below its historical
average P/E multiples.

Fig.7. SATS P/E range
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Exposure to Oil price

Investors into stocks of Transport Operators are often
concerned over the companies’ exposure to volatile oil price
movements. To be clear, high oil prices are not an issue if
Operators are able to pass on the cost increase. For
example, SIA recorded very strong profits in the run up to
peak oil in mid 2008. However, the current weak economic
conditions do not allow Transport Operators to pass on the
cost increase to their customers.

Fig.10. Brent Crude (US$%/bbl)
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Airlines has the highest exposure to oil price

Among the Transport Operators under our coverage,
Airlines have the highest exposure to energy expenses. SIA
recovers part of the increase in energy cost through the use
of fuel surcharges, but is exposed to sharp increase in oil
prices due to light fuel hedging till the end of the year. Tiger
Airways does not impose fuel surcharges, but prices its
tickets according to profitability of routes. Apart from hedging
its exposure, NOL could recover part of its fuel expense
through Bunker Adjustment Factors (BAF), dependent on
the type of contracts that is signed with shippers. SMRT and
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Transportation Sector Valuation Comparables

Company FYE Price TP Upside Market Ent. Equity Multiple (X Dividend Yield (%)
Market price as of: Cap. Value Net Income Book Value

13-Mar-12 (%) (US$'mn)(US$'mn) FY10/11 FY11/12EFY12/13E FY10/11 FY11/12EFY12/13E FY10/11 FY11/12EFY12/13E
Land Transport

SMRT Corp Sell Mar 1.75 1.33 -24.0% 2,112 2,087 16.5 19.8 20.5 33 33 33 4.9% 4.9% 4.7%
ComfortDelGro Buy Dec 150 165 10.0% 2,490 2,982 13.7 13.3 13.6 1.7 1.7 1.6 3.7% 4.0% 3.7%
Airlines

Singapore Airlines Accumulate Mar 1093 11.30 3.4% 10,204 7,174 9.9 245 33.2 0.9 1.0 1.0 128% 2.7% 2.7%
Tiger Airways Reduce Mar 0.79 058 -26.1% 511 810 16.1 (7.9) 36.5 33 25 2.3 0.0% 0.0% 0.0%
Shippin

Neptune Orient Lines  Reduce Dec 140 124 -11.1% 2,861 5,039 6.3 (6.0) (45.9) 0.9 11 11 3.3% 0.0% 0.0%
Transport Services

SATS Buy Mar 245 276 12.7% 2,155 2,048 14.2 17.4 14.1 1.8 1.8 2.0 6.9% 12.7%  5.3%
ST Engineering Accumulate Dec 3.14 337 7.3% 7,626 7,542 19.6 18.2 17.7 5.9 5.4 5.2 4.6% 4.9% 5.0%
SIA Engineering Buy Mar 4.09 4.84 183% 3,562 3,284 174 16.6 16.3 34 3.6 3.6 7.3% 6.4% 5.1%

Source: PSR est.
*FY10/11 refers to: FY10 for FYEDec & FY11 for FYE Mar
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City
Tower, Singapore 179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of
Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to be bound by the terms
and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced, distributed or published
by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it,
and notify the sender immediately. Phillip Securities Research shall not be liable for any direct or consequential loss
arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources, which Phillip Securities Research
has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions
(collectively, the “Research”) contained in this publication are based on such information and are expressions of belief
of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this
information and no representation or warranty, express or implied, is made that such information or Research is
accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research
contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to
maintain or update the information or Research made available or to supply any corrections, updates or releases in
connection therewith. In no event will Phillip Securities Research or persons associated with or connected to Phillip
Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation
or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to
any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage
of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has
been advised of the possibility of such damages. You must make the final investment decision and accept all
responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or
other materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date
indicated and are subject to change at any time without prior notice.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This
publication should not be relied upon exclusively or as authoritative, without further being subject to the recipient’s own
independent verification and exercise of judgment. The fact that this publication has been made available constitutes
neither a recommendation to enter into a particular transaction, nor a representation that any product described in this
material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may
be described in this publication involve significant risks and may not be suitable for all investors, and that any decision
to enter into transactions involving such products should not be made, unless all such risks are understood and an
independent determination has been made that such transactions would be appropriate. Any discussion of the risks
contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete
discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any
decision to purchase any product mentioned in this research should take into account existing public information,
including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may
provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not
limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting
activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the preparation or issuance of this report, may have participated in or invested in transactions with the
issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business
from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
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preparation or issuance of this report, may have provided advice or investment services to such companies and
investments or related investments, as may be mentioned in this publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report may, from
time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other
compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars
and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign
currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price
or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
preparation or issuance of this report, may at any time engage in any of the above activities as set out above or
otherwise hold a interest, whether material or not, in respect of companies and investments or related investments,
which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research,
or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this
material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following
its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of
this material.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person
or entity in any jurisdiction or country where such distribution, publication, availability or use would be contrary to the
applicable law or regulation or which would subject Phillip Securities Research to any registration or licensing or other
requirement, or penalty for contravention of such requirements within such jurisdiction.

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on
Investment Products (FAA-NO1) do not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives,
financial situation or particular needs of any particular person. The products mentioned in this material may not be
suitable for all investors and a person receiving or reading this material should seek advice from a professional and
financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such
products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection
with, this document.

This report is only for the purpose of distribution in Singapore.
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