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¢ Singapore’s transformation never stops. Constrained by space and
population size, Singapore (SG) has always had to think smart to meet its
challenges. With a clear vision on development and strong leadership, its
performance over the past few decades has been remarkable. However, the
country is not resting on its laurels and continues to work towards
transforming the economy, to better navigate uncharted waters of an
increasingly turbulent and uncertain world. We believe government policies
that address the demographic changes, disrupt existing industries through
introducing technology, and help in building world-class infrastructure, will
be some of the key changes that SG will withess over the next decade.

Real estate sector to evolve amidst demographic changes. While
slowing population growth may seem negative for the real estate sector, we
believe declining average household sizes among residents will continue to
create annual housing demand of c.20,000 homes, similar to the last
decade. Also, increased focus on the creation of retirement villages to cater
to an ageing population will keep developers busy over the long term. City
Developments, being one of the pioneers in the Singapore real estate
sector, is expected to play a key role in this transformation.

Consumer sector may struggle to adapt to policy and demographic
changes. Tightening foreign worker quotas and limited interest among
young citizens to undertake low-paying frontline jobs in service industries
will force consumer companies in Singapore to incur higher manpower
costs, or undertake capex to introduce automation in their operations. While
companies like Sheng Siong, Breadtalk, Jumbo, and Koufu are better
prepared for such a change, most businesses would struggle to cope with
changes from an ageing population and the advent of e-commerce.

Disruption in existing industries a long-term positive. The Government
is open to disrupting well-established industries like banking, power and
telecommunications by opening up the sectors to new competition and
introducing new technology — with a focus on improving service quality,
enhancing productivity and lowering long-term operating costs. As the three
Singapore banks have already made significant progress in adopting digital
technologies, we see limited downside risks from the arrival of digital banks.
Amongst the banks, DBS and UOB remain our preferred picks. While rising
competition may be a short-term negative for telecom players, deployment
of 5G services and participation in Smart Nation initiatives could benefit the
incumbents. SingTel is our preferred telecom operator in Singapore.

Government remains focused on building world-class transport
infrastructure. While Singapore has remained focused on building world-
class transport infrastructure since 1996, it has adapted policies to better
suit the evolving needs of an ageing population and rising affluence. The
latest 2040 Land Transport Master Plan focuses on building a convenient,
well-connected and fast transport ecosystem that offers an inclusive
infrastructure, and an environment that supports healthy lives. As the
Government remains committed to making public transport the preferred
mode of travel, we see long-term benefits for players such as
ComfortDelGro, which operates the largest public bus service in Singapore.

. TP % Upside P/E (x P/BV (x Yield (%
Company Name  Rating  gqp, (Dowrr)wside) Dec—iQ)F Dec—l(glz Dec-l(QF)
Jumbo Group* Buy 0.47 23.6 20.3 3.4 3.4
Sheng Siong Buy 1.32 11.9 22.9 5.7 3.1
uoB Buy 29.50 19.1 9.5 1.1 5.3
City Developments  Neutral 9.20 (0.9) 16.1 0.8 2.2
ComfortDelGro Neutral 2.55 3.7 18.7 2.3 3.8
DBS Neutral 28.30 15.1 9.9 1.3 4.9
SingTel** Neutral 3.40 6.6 17.6 1.7 5.3

Source: Company data, RHB
Note: * refers to data based on Sep-19 year end, ** refers to data based on Mar-20 year end
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Transforming Singapore

Figure 1: Transformation : the evolution of New Singapore
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Real Estate Sector
A) Addressing the changing demographics

SG’s population growth has markedly decelerated over the years on the back of tighter
immigration policies and falling birth rates among residents. Over the last five years,
population growth has more than halved to a 0.9% per annum (pa) CAGR for 2013-2018
period, compared to a 2.2% pa CAGR in the five years prior to that. Its resident total
fertility rate (TFR) dropped to a historical low of 1.14 in 2018, making it among the lowest
in the world. Looking ahead, this trend of slower population growth is likely to continue as
there are no signs of a turnaround in the resident fertility rate, and government policies
generally point towards slower foreign population growth.

Figure 2: SG population growth since 2000 Figure 3: Total live

births and total fertility rate (1970-2017)
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Smaller household size to support housing demand. Slowing population is negative
for long-term housing demand, as population growth is the primary demand driver.
However, on the positive side, the shrinking average household size among the resident
population could offset some of the slowdown in population growth. The average
household size among resident households has been on a steady decline since the
1990s, falling to 3.24 persons per household in 2018, from 4.25. Similarly, the home
ownership rate (at 91% as of 2018) has also been on a rising trend, probably indicating
that younger Singaporeans aspire to live in a self-owned property. Overall, assuming that
population growth of 1.25% pa over the next decade and an average household size of
3.20 results in annual housing demand of ~23,000 homes pa, this is similar to the number
of households created in the past decade.

Figure 4. Average household size of resident households Figure 5: Home ow

nership rates
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* Includes non-privatised Housing and Urban Development Corporation
[HUDC) flats and other types of dwelling (e.g. non-HDB shophouses).

* Includes HDB studio apartments.

Source: SingStat, RHB Source: SingStat, RHB
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Ageing population could spur development of more retirement villages. The median
age of the resident population has been on a rise, reaching 40.8 years as of 2018 vs 34.0
years in early 2000. This was due to a variety of factors — a low fertility rate, improving
medical care and growing wealth. This has increased the life expectancy rate for the
resident population to 83.2 years as at 2018, compared to 78 years in 2000.

Recognising the needs of an ageing population, Singapore’s Housing and Development
Board (HDB) developed the country’s first retirement village in Admiralty. Known as
Kampung Admiralty (completed in 2017), this first-of-its-kind development in Singapore
integrates housing for the elderly with a wide range of social, healthcare, communal,
commercial, and retail facilities. The Government is also working on a pilot for first
assisted living facilities to be launched in Bukit Batok in 2020. The site will offer seniors
the combination of a flat, as well as packaged care services for the elderly.

Similarly in 2012, Urban Redevelopment Authority (URA) launched the first sale of site on
short-term leases (of 60 years, compared to the typical 99 years) to cater mainly to the
needs of retirees. The project, The Hillford, was marketed as a retirement resort. It saw
strong demand from buyers, with all 281 units sold within four hours from being launched.
With this trend of ageing population expected to continue, one of the key housing themes
for the future will be the development of such retirement villages.

Figure 6: Age distribution of SG’s resident population Figure 7: Life expectancy of the resident population
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Figure 8: Kampung Admiralty retirement village Figure 9: Buyers at The Hillford show flat
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B) Government’s long-term development plans
Key themes underpinning URA Draft Master Plan 2019

Keeping in mind the changing demographics, preferences and the need to preserve
heritage and build the city in a sustainable manner, URA proposed a draft master plan
with five key themes:

i. Liveable and inclusive communities;
ii. Local hubs, global gateways;
ii. Rejuvenating familiar places;
iv. A sustainable and resilient city for the future;
v. Convenient & sustainable mobility.

Liveable and inclusive communities. The key objective of this theme is to develop a
high-quality living environment for people of all ages to live, relax and play. Future
residential precincts will have small and sustainable towns that are well-connected,
providing community-centric amenities, and inclusive and vibrant public spaces. The
housing precincts will also be equipped with a wide range of amenities that are accessible
to current and future residents. These include building more childcare and senior care
centres and integrating amenities to meet residents’ daily needs.

Innovative strategies will be adopted to conserve the natural heritage, and expand the
island-wide network of play corridors, parks, sports facilities and green spaces. This will
allow residents to have more opportunities to connect with nature, and enjoy a wide
variety of recreational experience. The Government will also help in creating endearing
spaces that can connect people and foster stronger relationships among the community.

Figure 10: Upcoming Tengah Town with cycling paths Figure 11: Paya Lebar Quarter —with huge public spaces
{ 4 S - ' 4 R & - T ‘ -

Source: URA Source: URA

Local hubs, global gateways. Under this theme, the Government will plan and set aside
suitable land to support efforts in rejuvenating existing industries and the development of
new areas of growth. The four key economic gateways are:

i. Woodlands regional centre, which acts as the northern gateway and will focus on
new innovative sectors, eg agri-tech & food, digital tech & cyber security;

i. The central business district will continue to grow and become more vibrant, by
accommodating a wider range of uses and more jobs and business opportunities for
the future economy. Additionally more city living options will be planned;

ii. The Changi Air Hub will act as the Eastern Hub and will host aviation-related
businesses;

iv. The Western gateway will be anchored by Jurong Lake District, which will focus on
high-tech manufacturing industries and improved transport linkages with the
operation of the Tuas terminal, which is expected to be ready by 2025.

See important disclosures at the end of this report
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Figure 12: Woodlands Regional Centre (artist’s impression) Figure 13: Central business district
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Source: URA Source: URA

Rejuvenating familiar places. The main objective under this theme would be to retain &
enhance the local identity, protect and rejuvenate the built heritage and celebrate the
place’s history and memories. The Government will work closely with communities to
retain the distinctive qualities of local identity areas through setting design guidelines for
existing and new developments, and retaining key elements. Some of the key areas
identified under this theme include Toa Payoh, Holland Village, Jalan Kayu, Pulau Ubin,
Dawson estate, Little India, Kampong Glam, Chinatown, Serangoon Gardens, Seletar,
Jalan Besar, Tiong Bahru, and Bukit Timah railway station.

Convenient and sustainable mobility. Under this theme, URA will aim to address the
impact of climate change on urban life. The Government plans to achieve sustainability by
adapting to climate change — protecting Singapore’s coastline, mitigating flood risks,
ensuring thermal comfort, strengthening food security (to produce 30% of the country’s
nutritional needs domestically by 2030). To create space for growing needs, the
Government plans to tap on underground space, co-location, adaptive lifecycle planning
and land reclamation. It will also work on closing resource loops by securing water supply
and moving towards cleaner and less energy use (targeting to reduce carbon emission
intensity by 36% by 2030), and plan towards zero waste by adopting a circular approach.

Figure 14: Co-location
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Figure 16: Solar panels at Tengah River

Source: URA Source: URA

Convenient & sustainable mobility. The key objective will be to provide improved
connectivity, easier access to work and amenities, as well as harnessing new mobility
technologies and business models. The Government will create new “RIDE” infrastructure
and increase the rail network to ensure that eight out of 10 households are living within a
10-minute walk from a train station, once the planned new rail lines are operational.

Bus connectivity, too, will see a boost, with more integrated transport hubs and new bus
services. There will also be dedicated paths to expand the walking and cycling network.
The new road designs will also have more space allocated for public transport. There will
also be car-light precincts to prioritise pedestrians, cyclists and public transport users.
Commuters can look forward to new mobility concepts such as Mobility as a Service
(MaaS) and technologies such as autonomous vehicles (AVs) for a more efficient
commuting journey.

We believe that the key themes mentioned in URA’s Draft Master Plan 2019 should be
positive for property prices, as continuing focus on enhancing infrastructure will make
Singapore more liveable in the longer term.

Development of Greater Southern Waterfront and Downtown South resort

Greater Southern Waterfront. The development of Greater Southern Waterfront (GSW)
was first discussed in 2013. It found mention in the URA Draft Master Plan 2019 as well.
More details on the same were provided in Prime Minister Lee Hsien Loong’s latest
National Day Rally address.

The GSW comprises 30km of coastline stretching from the Gardens by the Bay East area
to Pasir Panjang. It contains 2,000ha of land — six times the size of Marina Bay and twice
the size of Punggol.

Figure 18: Greater Southern Waterfront
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For illustration only

Source: Channel News Asia

Figure 17: Vertical greenery & farms
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The GSW will be transformed into a new major gateway and location for urban living along
Singapore’s southern coast. Development will take place in phases, starting with the
former Pasir Panjang Power District, Keppel Club and Mount Faber in the next 5-10 years.
However, the full project will be completed beyond 2040, as the prime land will be freed up
for redevelopment after PSA moves its city terminals in Tanjong Pagar, Keppel and Pulau
Brani to Tuas by 2027, as well as Pasir Panjang terminal by 2040.

About 9,000 housing units, both public and private, will be built on the site of Keppel Golf
Club as part of the future GSW. This confirmed for the first time that the mega waterfront
development will have Housing Development Board (HDB) flats.

On the housing element, Keppel Club will become one of the first developments in the
zone. The private golf club, whose lease expires in two years and which sits on a 44ha
plot, is in between two MRT stations and near the Labrador Nature Reserve. The
waterfront will also be a commercial node as several big companies have offices near
Labrador Park, such as Google, Cisco, and Unilever. The Government plans to develop
more office space in the GSW, with the expectation that it will bring in more jobs and
enable people to work near where they live, and live near where they work.

Figure 19: Keppel Club redevelopment
e —
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Source: Straits Times

Downtown South resort. New attractions are being planned for Pulau Brani island,
similar to Universal Studios Singapore on Sentosa. The island is between the main island
of Singapore and Sentosa, near Keppel Harbour. A large part of the island makes up the
current Brani Terminal, which is among the PSA city terminals that will move to the Tuas
mega port by 2027.

The land will be set aside for the National Trades Union Congress to build a resort as part
of the Government’s gesture to thank the country’s workers for all their contributions to the
nation. A Downtown South resort is likely to be built on Pulau Brani. The new resort will
allow workers to take their families to quality and affordable recreational amenities.

Other than Pulau Brani, the Government also has plans to rejuvenate Sentosa Island, and
redevelop two decommissioned power stations in Pasir Panjang.

See important disclosures at the end of this report
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Figure 20: Artist’s impression featuring a bird’s eye view of developments on
Sentosa and Pulau Brani.
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Source: Straits Times

Dealing with climate change and rising sea levels

Staying on track with the Government’s blueprint of building Singapore for the long term to
ensure that the country can survive and thrive, PM Lee addressed the issues related to
rising sea levels and its impact on Singapore during the recent latest National Day Rally
address.

While Singapore has implemented localised measures to protect individual buildings and
developments — new developments are required to be built at least 4m above sea level,
and this requirement is even higher for critical infrastructure — these solutions will not be
enough. Singapore has many older buildings, which cannot be lifted up, or transported to
higher ground. In fact, large parts of Singapore are low-lying, and these low-lying areas
have to be protected as a whole.

The Government believes that coastal defences need to be built. It has studied
Singapore’s whole coastline in detail, and divided it into different segments. The
Government will ensure that work is prioritised for more "critical" areas such as the City-
East Coast and Jurong Island segments. In the city area for instance, there are plans to
build a second pump house at the Marina Barrage.

Figure 21: Polders in the Netherlands

Source: Straits Times
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In order to protect the eastern coastline of Singapore from rising sea levels, two solutions
are being considered:

One option — implemented by the Netherlands — is the construction of what the Dutch
call “polders”, which is land that is reclaimed from the sea. Polders are created by first
building a seawall in the water, before pumping out the water behind the seawall to
create dry land. This land can be lower than sea level, but water has to continually be
pumped out. A small polder is currently being built at Pulau Tekong to gain some
experience operating one. The new land will be used for Singapore Armed Forces (SAF)
training.

Second option — to reclaim a series of islands offshore, from Marina East to Changi.
They can be connected by barrages, and a freshwater reservoir similar to Marina
Reservoir could be created. Other than tackling the threat of rising sea levels, this
strategy could have other benefits for Singapore, such as boosting the nation's water
security and increasing land availability.

Calling the rising sea levels a 50-to-100-year problem, PM Lee mentioned that it could
cost Singapore around SGD100bn or more to deploy formidable solutions.

See important disclosures at the end of this report 10
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Consumer Sector
A) Addressing the changing demographics

Labour structure reforms to hit the retail and food and beverage (F&B) sector.
Singapore Budget 2019 announced the cut in the foreign worker quota for the service
sector, with the F&B and retail sectors being the key targets. According to Finance
Minister Heng Swee Keat, this was due to the higher growth in S Pass and work permit
holders, and that the sub-sectors are still very labour-intensive.

This came six years after the last cut in foreign worker quota in 2013. Following this year,
the foreign labour dependency ratio ceiling (DRC) is expected to tighten from 40% to 38%
in 2020 and to 35% in 2021; and the S Pass sub-DRC from 15% to 13% in 2020 and then
to 10% in 2021. This is negative for all F&B service and retail companies operating in
Singapore, as they will need to find ways to employ more Singaporeans or resort to
automation.

Figure 22: Change in DRC or foreign worker quotas for Singapore’s service sector

DRC S Pass Sub-DRC
Current 40% 15%
Effective 1 Jan 2020 38% 13%
Effective 1 Jan 2021 35% 10%

Source: Company, RHB

Change in demographics worsens the availability of labour. While Heng highlighted
that the ultimate goal is to enable Singapore residents to continue to have good jobs and
opportunities, we note that the non-professionals, managers, executives and technicians
(PMET) jobs are not where Singaporeans want to work. The structure of F&B and retall
service jobs — which include long hours and weekend shifts — has been unpopular among
the locals.

As such, F&B and retail firms typically find it hard to attract staff. Moreover, over the last
10 years, the proportion of university graduates in Singapore has risen to 31.6% from
21.8%, leaving fewer people interested in taking these frontline jobs. The low pay also
turns off retrenched PMET workers who might be better off financially to re-skill and
change career paths, than to move to non-PMET roles like that of frontline services.

Figure 23: Proportion of university graduates in Singapore has risen
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Best-case scenario is to invest in technology and automation. To avoid paying higher
costs to attract labour, the Government hopes that the service industry will invest in
technology and automation. Companies moving in this direction are likely to incur higher
capex in the short run. To support this change, Singapore would provide enhanced
funding support, productivity solution grants, and expand its scope for up to 70% of out-of-
pocket costs for training until 31 Mar 2023.

Retail and F&B players are key losers of the labour reforms, as they would likely incur
higher capex or manpower costs after the DRC tightens. However, companies that have
already put automation procedures in place are less likely to be hit by the sudden
manpower supply crunch come 2020.

Amongst the listed firms under our radar, Sheng Siong (SSG SP, BUY, TP SGD1.32) has
introduced hybrid check-out counters in all of its stores as at 2Q19. This would help to
reduce manpower reliance and mitigate any potential negatives from the labour crunch in
2020.

BreadTalk (BREAD SP, NEUTRAL TP SGDO0.82) built its central kitchen in 2013 to
consolidate and automate some manual cooking procedures. The group could look to
increase the utilisation of its central kitchen to reduce reliance on its workforce. On the
other hand, Koufu (KOUFU SP, NR) has implemented the use of its roaming tray-return
robots and payment systems that accept both cash and cashless options to cut down on
manpower usage.

Worst-case scenario: being elderly and poor. Singapore has an ageing population and
a limited social safety net. With growing life expectancy and a rising cost of living, elderly
citizens without adequate savings for retirement would have to continue working. As the
Government cut the DRC ratio, we may see the service sector tapping on elderly citizens
to fill these employment gaps.

As highlighted by a Channel News Asia report “Ploughing on: The faces and insecurities
of Singapore’s elderly working poor” dated 7 May 2017, we have increasingly seen elderly
citizens taking up frontline roles like food court cleaners, servers and security guards.
However, according to the Manpower Ministry, ¢.23% of persons over 65 in the formal
workforce earned less than SGD1,000 a month in 2016. If companies fail to push for
automation — and, instead, rely on cracks in the social safety net to fill these roles — we
might end up having an ageing population that works hard for very litle money to make
ends meet.

_Figure 24: Elderly worker in a F&B outlet
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b e T
Source: Channel News Asia

Extending the retirement age and increasing CPF rates for older workers

Singapore will raise the retirement age and re-employment age to 65 and 70 respectively
by 2030, alongside increases in the Central Provident Fund (CPF) contribution rates for
older workers.

See important disclosures at the end of this report 12
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By 2030, the retirement age and re-employment age will be raised to 65 and 70
respectively. The retirement age, which is currently 62, will go up to 63 in 2022. This will
further be raised to 65 by 2030. Meanwhile, the re-employment age, which is currently 67,
will go up to 68 in 2022, before being raised further to 70 by 2030. The Government will
take the lead as a major employer to raise the retirement and re-employment ages in the
Public Service in 2021, a year ahead of schedule.

Figure 25: Extending the retirement age and increasing CPF rates for older workers

RALLY 2019

RETIREMENT AGE AND
CPF CONTRIBUTIONS

CURRENTLY m BY 2030
l ‘. l RETIREMENT AGE 62 63 65

RE-EMPLOYMENT AGE 67 68 70

* The Public Service will raise its retirement and
re-employment ages a year earlier, in 2021

BORN ON OR AFTER

HIGHER RETIREMENT AGE OF 63 JUL 1, 1960

HIGHER RE-EMPLOYMENT AGE OF 68 JUL 1, 1955

e CPF contributions for workers
above 55 will be raised
gradually, starting in 2021

e Eventually, CPF rates will taper
down only after the age of 60,
and level off after 70

¢ No changes to CPF
withdrawal policies

Infographic by Kenneth Choy

Source: Channel News Asia

Similar to extending the retirement age, the Central Provident Fund (CPF) contribution
rates will be raised for workers aged 55 to 70, so that they can build up more retirement
savings. As for CPF contribution rates, they now begin to taper down from 37% after
workers turn 55. The rates for those aged 55 to 70 will be raised gradually from 2021, until
those aged 60 and below enjoy the full CPF rates. The rates will begin to taper down after
60 and level off after 70. These adjustments to CPF rates will also depend on economic
conditions.

Although higher CPF contribution rates will impact business costs and competitiveness,
businesses will get help to adjust to these new arrangements through a support package
which the government will announce in next year's Budget.
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B) Addressing new competition and services

Transformation in the retail space — omni-channel transformation is well under way.
Singapore has some of the greatest ingredients to kick-start the e-commerce industry
including high penetration rates for internet, mobile data connections and credit cards.
Over the last decade, the retail scene has seen the rise of e-commerce. Traditional brick-
and-mortar stores were key losers in early 2012-2016, as they suffered from higher
operating costs and increased competition from online players. Many retail brands
including River Island, Francfranc, Taco Bell, and Crabtree & Evelyn exited Singapore as
a result, while others fought tooth and nail to survive.

Retailers had lost the first round but for no longer

Where we are. Today, retail exists in hybrid forms. Although e-commerce gave some
brick-and-mortar brands a run for their money in the early 2010s, we note brick-and-mortar
shops still rule the retail space today, with online spending constituting only 4% of total
retail sales in Singapore. Most retail brands have realised that online and offline formats
have to go hand-in-hand, to give consumers a seamless shopping experience. Many
traditional brick-and-mortar brands have stepped up their game to introduce their own
online platforms, with successful examples including Uniglo, Challenger and NTUC Fair
Price, while others have set up an online presence through e-commerce marketplaces
such as Lazada.

On the other hand, successful online shops like home-grown brands Love Bonito, Naiise
and Hipvan have moved to the offline format to set up physical stores to target a wider
customer range. In the F&B service space, delivery apps have sprouted to bring
restaurants and hawker food to homes.

Retailers have started to see some positives from the transformation, as they benefit from
digitalisation and big data to improve sales. The demise of traditional brick-and-mortar
brands that failed to embrace change, coupled with a slow economy, and increased
supply in retail space have resulted in stable rental rates in the last 3-4 years for the
surviving retailers. These retailers also have the option to drive more sales online, should
landlords resort to unreasonable rental rate hikes.

Consumers stand to benefit the most from rapid reforms in retail. The rise of e-
commerce allows consumers to gain access to a wider range of products around the
clock. Consumers could easily compare prices and look for the best deals available. In
addition, the transformation into omni-channel retailing allows them to have a seamless
shopping experience.

F&B segment sees both positive and negative effects from transformation

F&B players start to lose. The rise of e-commerce has resulted in mall operators raising
the proportion of F&B tenants. While F&B players benefitted in the earlier years with a
wider selection of locations and competitive rental rates, today, the industry is more
saturated and faces intensified competition. According to Singstat, the number of licensed
F&B retailers in Singapore expanded at a 4% CAGR over 2012-2017, but the F&B
services index has remained relatively stagnant. Therefore, F&B players are likely to be
squeezed in margins, unless productivity increases or operational costs are reduced.
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Figure 26: Number of licensed food shops has increased ata  Figure 27: ...but the F&B services index remained flattish
4% CAGR over 2012-2017...

B 1200 -
20,000 4% CAGR 13,025
12,000 15,400 17188 1150 -
15307 19E7S :
16,000 4 14,642 ) 140.0
14,000 4 1050
12,000 4
1000 -
10,000 4
950 4
5,000 4
&,000 - 200 -
4,000 4 30 Hr-r—rrrrrereeerre T T T T
CeE=mSOFfCE=TaAfce=gOafcCEmgascCc==gabcs
2000 333742323282 323282333538833833232
' TrgadT0O g0 g Spor L Er oy @ ®
T E—OoT T DT o= T T T = aTT T T o T T T = o—=T T T
0 r . . . . REETRARSE "RARER "RRRSR"RRRRg "RERS
2012 2013 2014 2015 2016 2017
Source: SingStat Source: SingStat

Positives from delivery. F&B players can take advantage of the proliferation of delivery
services to reach out to more customers. Amongst the listed firms under our radar, Jumbo
(JUMBO SP, BUY, TP SGDO0.47) and Koufu (KOUFU SP, NR) have collaborated with
delivery services to grow revenue. In fact, Koufu is capitalising on the rise of food delivery
services by building a new integrated facility — in which it would rent out space to tenants
as mini-central kitchens to cater to additional delivery orders. The facility is expected to be
completed in 2H20.

However, depending on the brands and negotiating power of the firms, some F&B players
cited that delivery companies charge as high as 20% of revenue — rendering them too
expensive to collaborate with — while others may not have additional capacity to service
delivery orders.

Top picks from sector

In general, we think the ongoing transformation offers fewer benefits and poses more
challenges to the retail and F&B players. Amongst the Singapore consumer sector, we like
Delfi (DELFI SP, BUY, TP: SGD1.68), which is in the consumer goods space and has
limited exposure to Singapore. Amongst the retail and F&B names, we like Sheng Siong
(SSG SP, BUY, TP SGD1.32), Jumbo (JUMBO SP, BUY, TP SGD0.47) and Koufu
(KOUFU SP, NR), which are better-positioned to face the challenges.
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Banking Sector

A) Addressing new competition & services

Arrival of the digital banks in Singapore - MAS will issue up to five digital bank
licences. On 28 Jun, Monetary Authority of Singapore (MAS) announced that up to five
digital bank licences will be issued in the country, paving the way for non-bank players to
break into the local financial services scene. These licences will be issued in addition to
any digital banks that the local banking groups may establish under the existing internet
banking framework. MAS expects to invite applications for the licences in August.

MAS plans to issue up to two digital full bank licences, under which a wide range of
financial services can be provided and deposits taken from retail customers. These are
meant for companies with Singapore headquarters, and controlled by Singaporeans.
Foreign companies are eligible if they form a joint venture with a local company.

Up to three digital wholesale bank licences, which allow licensees to serve small and
medium enterprises (SMEs) and other non-retail segments, will also be issued — these are
open to local and foreign players.

Some players such as Grab, Razer, Validus Capital and InstaReM have indicated interest
in applying for the digital banking licence in Singapore.

Figure 28: China’s virtual banks

December 2014

Tencent Holdings leads
partners to set up
Shenzhen-based WeBank
with registered capital of
three billion yuan. It is the
largest shareholder with a
30 per cent stake. The
bank’s target customers
include individuals and
small and

micro enterprises

Tencenit Bif

June 2015

Alibaba Group Holding leads
partners to establish
Zhejiang E-Commerce Bank,
or known as MYbank, as the
largest shareholder with a
30 per cent stake. With four
billion yuan in registered
capital, the Hangzhou-based
banking venture targets
small and micro enterprises,
the rural market and smaller
financial institutions

Alibaba Group

RERE

June 2016

Xiaomi wins the approval
from the China Banking
Regulatory Commission to set
up XW Bank with three billion
yuan in registered capital. It
holds a 29.5 per cent stake in
the Chengdu-based lender as
the second-largest
shareholder while New Hope
Group holds 30 per cent as
the largest shareholder

December 2016

Suning Commerce Group
secures the approval from
the regulator to set up
Suning Bank as the
largest shareholder with a
30 per cent stake. The
Nanjing-based bank has
four billion yuan in
planned registered capital

SUNING
T T8

Source: China Banking Regulatory Commission, banks’ websites, SOMP research

January 2017

Baidu obtains regulatory
approval for Baixin Bank, a
direct bank without any
brick-and-mortar branches.
China Citic Bank Corp holds
70 per cent of the
Beijing-based lender and
Baidu holds the remainder

L T )
Baib&E

SCMP

Source: China Banking Regulatory Commission, South China Morning Post

Regulators around the world are grappling with the rise of financial technology and the
implications for the banking system. Earlier this year, Hong Kong started issuing virtual
banking licenses as a way to shake up retail lenders and compete better with regional
economies such as China and India.

MAS said digitalisation isn’t new to Singapore’s banking industry, noting that local lenders
have been allowed to pursue digital-only business models since 2000. All the three local
banks are already well-entrenched in using digitalisation in their day-to-day business.

Singapore banks are well-equipped to compete with digital banks. The potential entry
of digital banks in Singapore will lead to more competition for the three local Singapore
banks — which, incidentally, have been transforming digitally in areas such as e-payments,
e-fund transfers and use of artificial intelligence. We believe this will enable the trio to offer
customers e-services that can compete with such potential digital-only banks.

Challenges for digital-focused banks

An Accenture report stated that the challenge for digital-focused banks is pivoting from an
efficiency focus to growth focus, because only by generating faster revenue growth will
these groups have a hope of closing the gap with fintech and bigtech competitors, which
are increasingly encroaching into the traditional banking business space.

It is now easier for bank customers to port their data between service providers.
Singapore’s adoption of Mylnfo, a central data repository used by banks to sign up
customers instantly, is a case in point. While it is true that MyInfo has made it easier for
banks to sign up customers, they can also more easily lose customers to competitors.
Regulators are already studying ways to make it easy for customers to port their data
between service providers, including banks.
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Banks are still big on technology investments. A recent report from Moody’s on
Singapore banks described the banks’ efficiency gains from digitalisation as insignificant,
because they have continued to channel their cost savings back to technology
investments.

DBS has made a significant digital transformation since 2014

DBS started its digital transformation in 2014 and is an early adaptor. In 2017, 66%
of DBS’ open systems were cloud-ready. By end-2018, this had risen to over 80%. The
bank’s cloud-native applications have nearly doubled to more than 60.

In 2017, DBS launched the world’s largest application programming interface (API)
platform for a bank. Over the year, with enhancement to this platform, there are now over
350 APIs, enabling third-party brands to integrate with DBS’ technologies to make banking
simpler. This has allowed DBS to accelerate its ecosystems agenda.

With the pervasiveness of digital, tech is business and business is tech. DBS no
longer views technology as a support function. Instead, it has organised such that
business and technology teams are now co-drivers on 33 platforms, and work together to
deliver on shared goals and key performance indicators.

DBS MAX. With the QR code becoming a bigger fixture in our daily lives, DBS MAX —
Singapore’s first mobile-based QR payment collection solution — allows SMEs to improve
cash flow, as they receive payments from their customers and vendors instantly.

Tie-up with partners such as Gojek. DBS customers that use Gojek in Singapore get
access to exclusive promotional codes when using their DBS/POSB credit and debit cards
to pay for rides. DBS also partnered lifestyle providers from various sectors including
shopping, transport, food and entertainment. In Singapore, the banking group has
launched:

i. DBS Car Marketplace (the largest direct seller-to-buyer car market in Singapore);

i. DBS Property Marketplace (which connects tenants and landlords and is the largest
of its kind in South-East Asia by a bank)

ii. DBS Electricity Marketplace.

It has also invested in a mobile and online classifieds marketplace, Carousell, and
collaborated to offer financial products and payment services on its platforms across the
region. The group also expanded partnerships with telecommunications and data
companies to enhance digital bank (digibank) offerings in India and Indonesia.

Figure 29: DBS’ digibank offering in India
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DBS targets to increase digital customer acquisition and grow the digital channel share:

i. For its digibank customers in India and Indonesia, DBS added >1.2m customers in
2018, and has gained 2.7m customers since the launch;

i. Channel share of deposits done digitally was at 53% in 2018, vs 42% in 2017;

ii. The number of digital customers increased to 2.9m in 2018, from 2.5m in 2017. A
digital customer is one who has either (within the past 12 months):

e Made a product purchase or segment upgrade via a digital channel;
e Done more than 50% of financial transactions via digital channels; or

e Done more than 50% of non-financial transactions via digital channels.

OCBC'’s digital customers recorded 2-3x more revenue vs non-digital ones

Oversea-China Banking Corp (OCBC SP, NEUTRAL, TP: SGD11.80) is engaging
customers through digital transformation. OCBC’s consistent and deep engagement
with customers over the past many years, coupled with the expanded scope of digital
capabilities, have led to a substantial rise in digitally-engaged active customers and the
rapid growth of financial transactions conducted digitally.

In 2018, it further enhanced the customer experience with the launch of many innovative
digital products and expanded digital services. OCBC also provided customers with
greater insights and analytics to help them better manage financial goals and grow their
businesses.

i. The proportion of OCBC retail customers who are digital customers rose to 49% in
2018, from 36% in 2014. Digital customers are defined as customers who have used
Internet/mobile banking at least once in the last three months;

i. The proportion of OCBC business customers who are digital customers rose to 62%
in 2018, from 36% in 2014.

OCBC'’s digital retail customers record twice the amount of revenue vs non-digital retail
customers, whereas digital business customers record three times the revenue of non-
digital business customers.

In 2018, OCBC went further on the following fronts in digitisation:
i. State-of-the-art regional data centre;

ii. Instant digital card issuance on Apple Pay;

ii. Digital instant account opening;

v. Robo-investment service;

v. Digital business dashboard for SMEs to manage business holistically.

Figure 30: OCBC'’s digital dashboard for business customers
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UOB has a comprehensive digitisation strategy

UOB’s digitisation strategy incorporates the following, as detailed below.

Omni-channel experience to meet customers’ universal banking needs:

Digitised application and approval of consumer products, including housing loans, car
loans credit cards and deposits;

Rise in Mighty app usage (+125% YoY in 2018);

Leveraging data analytics and machine learning across customer touch points

Digital bank to serve the mobile-first and mobile-only generation:

Built TMRW in Thailand within 14 months;
Products including payments, deposits and unsecured credit;

Targeted five markets with 3-5m customers, and with a steady-state cost-income
ratio of ~35%.

Ecosystem partnerships to forge collaborations and create a multiplier effect:

Figure 31: UOB’s TMRW app in Thailand

Developing unique and innovative solutions to make banking simpler, smarter and
safer;

i. Enhancing customer engagement by being part of their lives;

ii. Examples include the regional bancassurance arrangement with Prudential, and the
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Figure 32: UOB’s enhancement of digital capabilities

Digitally Engaged

Traditional®
Key Statistics? Omni-Channelt Digital®

FY17 FY18 FY17 FY18 FY17 FY18
% of UOB customers 55% 50% 34% 37% 11% 13%
Average transactions® 5 5 30 35 20 24
Average product holdings 1.54 1.54 1.85 1.87 1.48 1.47
% of total revenue 48% 43% 44% 49% 8% 8%

Source: UOB
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We suggest exposure to the Singapore banks

The digitisation efforts of the three Singapore banks will position them well to compete
with the impending entry of digital-only banks. Currently, we do not see a threat from
digital-only banks taking a significant market share from the three Singapore banks.

Expect lower CIR due to digitisation efforts. With respect to cost savings, we believe
digitisation efforts will help lower the cost-to-income ratio for the banks over the next few
years. This will be positive for their ROEs.

Maintain BUY on UOB, with a NEUTRAL on DBS. DBS’ SGD28.30 TP is pegged to
1.37x 2020F P/BV, which is derived from a long-term ROE assumption of 13.4%. UOB'’s
SGD29.50 TP is based on 1.24x 2020F P/BV, after we set the long-term ROE assumption
at 12.5%. We see net interest income expansion and lower CIR from digitisation driving
ROEs over the next few years.
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Power Sector
A) Addressing new competition & services
Open Electricity Market (OEM)

This is an initiative by the Energy Market Authority (EMA) that allows electricity users to
enjoy more choices and flexibility when buying power. Users can benefit from competitive
pricing and innovative offers from retailers.

With the OEM, users have the choice of buying electricity from:
i. An electricity retailer at a price plan that best meets their needs;

i. The wholesale electricity market at half-hourly wholesale electricity prices through
Singapore Power (SP Group); or

ii. SP Group at the regulated tariff rate.

Pre-OEM

Initially, Singapore had a single electricity retailer or supplier (SP Services Ltd) serving all
consumers. The first wave of liberalisation took place where only consumers with
consumption volume of average of 2 megawatt hours (MWh) and above per month could
buy electricity from other licensed electricity retailers, whilst the other consumers have to
purchase from SP Services Ltd at the regulated tariff rate.

The electricity tariff charged by SP Services Ltd is regulated by EMA, and revised every
quarter to reflect the long-term costs of producing and delivering electricity in Singapore,
such as the cost of building and operating the power plants, and maintaining the power

grid.
Figure 33: Breakdown of Singapore’s electrical tariffs Figure 34: Electricity purchasing options upon OEM
- . Options Price of Electricit To buy from
Q22019 Electricity Tariff [before GST) P y y
Regulated Fixed every quarter SP Group
Tariff (by
default)
Electricity Depends on retail electricity Participating
Retailer package offered by retailers retailers
Wholesale Half-hourly wholesale electricity ~ SP Group
Electricity prices
/ Market
Market Admin & PSO Fee MSS Fee Network Costs  Energy Costs
0.06¢c/kWh 0.40¢c/kWh 5.44¢/kWh 16.85¢/kWh
Source: SP Group Source: openelectricitymarket.sg

EM launched in Singapore on Nov 2018

OEM is the final phase of electricity market liberalisation effort in Singapore initiated by
EMA. OEM'’s intention is to gradually introduce competition in electricity generation and
retail, so that Singapore would have an electricity market that allows market forces rather
than central planning to drive investment, production and pricing decisions. Through OEM,
all end-users (including those consuming below 2 MWh per month) are allowed to
purchase electricity from different retailers other than just SP Group to enjoy more
competitive pricing and innovative offers from retailers in the long run.

All of Singapore to be covered by end-2019. Electricity rates offered by retailers
typically reflect the current market conditions, level of competition and short-term costs of
producing electricity. It changes over time, based on market demand and supply. The
nationwide launch of the OEM will be rolled out progressively in four geographical zones
and, by the end 2019, all of Singapore would be covered.

See important disclosures at the end of this report
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Intensive price competition resulting in more choices and lower prices. Electricity
market liberalisation exerts downward pressure on electricity tariff rates, whereby end-
users are able to purchase electricity below the regulated tariff rate, based on their
preferred options. Electricity retailers are offering more aggressive pricing to gain market
share and enjoy long-term economies of scale.

A boon to innovative products. The launching of OEM gave rise to innovative price
plans ranging from green energy options to partnerships with other service providers such
as supermarkets, telecommunication companies, banks, insurance companies, etc to offer
bundled deals and cross-promotions. This could even increase the potential in leveraging
digitalisation for technology solutions such as Internet of Things (loT) applications and
asset management tools in the energy industry, as well as the commercial sectors.

Figure 35: SingTel entered the electricity retail market by tying up with Geneco

SINGTELP®WER | Geneco

30% OFF on your power bill & S70
Online Exclusive Savings!

We've partnered Geneco, to bring you Singtel Power.

Reliable service & savings on your power bills. No wonder we're the watt that you want.

Call 1609, visit our Singtel Shops or sign up online today.

Sign up now

Source: SingTel website

Better efficiency with higher awareness and more savings. By having different
innovative electricity offers to choose from, consumers can plan their electricity usage to
take advantage of lower prices during off-peak times — which may lead to users changing
their electricity consumption behaviour to achieve further savings. EMA, citing a Stanford
University study, said that every MW reduction of peak demand in Singapore translates to
system-wide savings of about SGD1.6m. Through OEM, consumers are also able to track
prices and manage their electricity consumption pattern — which would drive them towards
wasting less power and generating greater cost savings. It would also lead to greater
energy efficiency, as the load on the power generators’ gas turbines will be spread out in a
more equitable manner.

Current key winners and losers post launching of OEM

Contestable consumers are the largest beneficial parties. Post-OEM, all consumers
have options to become contestable consumers, where they can avoid excess payments
for electricity over the wholesale electricity price (WEP) — by subscribing to a retailer that
offers rates lower than the regulated tariff. Consumers could enjoy higher cost savings
from OEM.
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Figure 36: Regulated tariff energy cost vs WEP
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Power generation sectors crushed by overcapacity. According to
singaporepowerdesk.com, over 95% of Singapore’s electricity demand is met by modern
combined-cycles gas turbine (CCGT) generation.

Prior to 2012, electricity demand was met by production from CCGT and steam turbines
(ST). It is more expensive to produce electricity from ST plants than from CCGT plants, as
CCGT plants are more efficient. Around that time, in anticipation of higher electricity
demand, more power plants were built in Singapore.

After the completion of these additional power plants, electricity demand growth
decelerated, then capacity exceeded demand. As electricity production costs from ST
plants are higher, a number of ST plants are now standing idle. Electricity prices have
also, correspondingly, fallen. Electricity generation companies are struggling with
profitability.

Electricity demand growth expected to slow down

Electricity demand outlook remains soft amidst easing economic growth in the near
term. According to Singapore Electricity Market Outlook (SEMO) 2018, Singapore’s
annual system demand for electricity has increased at a 2.4% CAGR over 2007-2017.

However, with decelerating near-term economic growth, the weakening correlation
between power demand and economic growth (as industrial users focus on pursuing
energy efficiency), and incremental new power demand being met by new solar
generation, electricity demand growth is expected to slow down over the next decade.

By taking into account demographic changes, rising global temperatures and expected
GDP growth rates, EMA has estimated power demand CAGR at 1.4-2% for 2019-2029.

Figure 37: Projected total electricity supply (capacity) Figure 38: Projected annual system demand (TWh)
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Telecom Sector

A) Addressing new competition & services
At the forefront of innovation

Singapore intends to be at the forefront of 5G adoption and development. With the goal to
be the leading digital economy, Info-Communications Media Development Authority
(IMDA) has taken a highly proactive stance in facilitating the country’s digitalisation efforts,
which forms part of the broader Smart Nation project. The latter is contained within the
three key pillars — digital economy, digital government and digital society — and next-
generation technology via various regulatory initiatives. IMDA was also one of the first to
assign the 700MHz spectrum to telcos in early 2017.

5G trials started in 2016

SingTel, in collaboration with Ericsson, launched Singapore’ first 5G pilot network at one-
north, the country’s science, business and IT hub in 4Q18, using the trial spectrum
provided by IMDA to deliver 5G coverage with enhanced mobile broadband (eMBB) speed
and low latency communications. This was followed by a live facility called “5G Garage”
where it teamed up with Singapore Polytechnic (SP) and Ericsson on 3.5GHz trials in Jan
2019.

In Nov 2018, StarHub announced that it completed the first pilot of 5G New Radio (NR) on
the 3.5GHz band with Nokia, with the demonstration of various industrial and consumer
applications. The company had trialled 5G back in 2017, with Huawei using 60-90GHz
frequencies and with Nokia on the cm-wave bands (3GHz-30GHz) using Nokia’s AirScale
platform. Lastly, M1 collaborated with Huawei on 5G trials to showcase the first end-to-end
live broadcast of 5G virtual reality (VR) on the 28GHz band in Jun 2018.

IMDA may award 5G licences by end-2019/1Q20 via a beauty contest

Singapore is one of the first Asian markets to unveil plans to award 5G spectrum. The
IMDA had, on 7 May, launched a public consultation to seek views on the regulatory
framework and policies for 5G, with the deadline for comments fixed for 19 Jun.

As part of the consultation process, the regulator has proposed to assign two nationwide
5G licences comprising 150MHz of 3.5GHz spectrum (100MHz for unrestricted/restricted
use and 50MHz for unrestricted use) and 800MHz of the mm-wave band (bundled with the
3.5GHz spectrum). This spectrum will be allocated via a “Call for Proposal (CFP)” or
beauty contest - marking a departure from the competitive spectrum auctions held in the
past — and is open to existing mobile network operators (MNO).

Interested telcos are to submit their preferences for the 3.5GHz and mm-wave spectrum
lots, provide detailed plans for 5G deployment and offer price(s) they are willing to pay for
the 3.5GHz (above IMDA'’s reserve prices). Both spectrum bands would have a duration of
12-15 years to provide sufficient investment certainty, while catering for technological
changes.

Figure 39: Proposed assignment of 3.5GHz spectrum
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Some of the baseline requirements include:

i. Provision of 5G standalone networks with more than 50% coverage within 24 months
from the commencement of the spectrum right, with mm-wave bands put into use
within 12 months from the start of the spectrum right;

i. 5G wholesale services to be offered to other MNOs/mobile virtual network operators
(MVNOs);

ii. Designing and building trusted and resilient 5G networks to meet IMDA’s
requirements.

In response to the consultation paper, SingTel has called on the IMDA to offer 5G
spectrum for free, as doing so would improve the economics of 5G. The company believes
it has “all the right ingredients” to win the rights to offer 5G services.

Figure 40: Evaluation criteria for the 5G spectrum

Evaluation Criteria Elaboration

This criterion will look at applicants’ proposed network
rollout and performance potential. For example, IMDA
will consider the extent of 5G coverage, speed of
network rollout, capabilities of the proposed SA
network and performance standards beyond the
baseline requirements set by IMDA.

Network Rollout and
Performance (30%)

Network Design & This criterion will look at whether the proposed 5G
Resilience (40%) network is designed with trust and resilience in mind.

This criterion will assess whether the applicants have
the financial ability to fund their proposed 5G network
rollout and have the means to meet their projected
costs.

Financial Capability (15%)

This criterion will look at the offer price submitted

Offer Price (15%) beyond the base price(s).

This criterion will require applicants to commit to
Wholesale Arrangements | providing wholesale amrangements to any MNO or
MVNO would may request for this.

Source: IMDA

Bulk of use cases will be enterprise-centric

We expect the early use cases in Singapore to focus almost exclusively on enterprise
verticals, at least in the initial years, as this is likely to offer the strongest revenue potential
and monetisation opportunities. The key demand driver, in our view, would come from the
various Smart Nation initiatives in support of the digital economy, with commercial values
to be found in industries such as manufacturing, healthcare and transport, amongst
others.

Some of the strategic national initiatives under the Smart Nation project include an
extensive sensor platform and smart urban mobility (autonomous vehicles). The case for
consumer-centric 5G use cases in Singapore is less attractive, in our view, given:

i. Already highly competitive prices and innovative mobile services in the market,
supported by a growing number of MVNOSs;

ii. Extensive fibre coverage island-wide;
iii. Structural issues affecting telcos;
iv. Concerns over ROls

Positively, the Big-3 telcos have, in recent years, been placing greater emphasis on
enterprise space to mitigate structural weakness and heightened competition in the
consumer/retail space.
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Figure 41: nuTonomy autonomous vehicle being tested in
Singapore

Figure 42: ST Engineering was awarded an SGD7.5m
contract from the Government for trials of smart lamp
posts in 2018
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Source: Smart Nation Singapore

Figure 43: SingTel has a proven track record for Smart City
and digital enterprise transformation

Source: Smart Nation Singapore, Mediacorp

Figure 44: SingTel’s Comcenter store offers new digital
experience

Proven Track Record of Smart City and Digital Enterprise Transformation

Next-Generation Electronic
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Capex set to accelerate when 5G standalone standards are ratified

Singapore telcos have yet to guide on potential 5G capex, given the evolving eco-system
(spectrum, handsets, etc). At its 4QFY19 results briefing, SingTel said it is still early days
yet to guide on 5G capex, with mobile/use cases lacking. In our view, the telcos are likely
to take a more measured approach to capex, adopting an evolutionary approach using 4G
as an overlay to reflect the little commercialisation values in the short-to-medium term.

We believe the harmonisation of 5G standalone standards and specifications by 3GPP in
early 2020 will pave the way for greater visibility on industry 5G capex. The latter would be
a function of network requirements (the procurement of a new core network and type of
spectrum bands used), which could vary over time. According to Fitch Ratings, standalone
5G investments are expected to be significant during 2020-2021, which would see industry
capex increase manifold and, in turn, drive up industry net debt/EBITDA.

All three telcos stand to benefit

We see the three key operators in Singapore as joint beneficiaries of eventual 5G
deployment in the market, given the head-start in piloting various use cases across
industry verticals (including manufacturing, transport/logistics and healthcare) and their
involvement in Smart Nation and national level digitalisation projects. That said, we see
overall investments to be at a measured pace, and selective — due to the still-weak
investment case and proposition for 5G.
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Manufacturing Sector
A) Adapting to changes in the supply chain

Relocation of factories

The worsening of the trade dispute between the US and China has made many
companies consider relocating their factories from China to other countries, especially in
ASEAN. Vietnam and Thailand, as well as Myanmar, are popular options due to the lower
labour costs and land costs. Under our coverage, Valuetronics (VALUE SP, NEUTRAL,
TP: SGDO0.61) has started working with a customer to relocate their production to Vietnam.
The rest of the companies under our coverage have factories spread globally — so we do
not think they need to actively consider relocation.

South-East Asia a strong competitor for manufacturing. The low cost of labour in
countries like Myanmar, Cambodia and Laos — coupled with cost-effective manufacturers
in Thailand, Vietnam, Indonesia and the Philippines, and higher-end producers in
Singapore and Malaysia — makes ASEAN a strong competitor to China for manufacturing.
This is especially so, with the surge in labour costs in China and trade tensions between
the US and China. South-East Asian nations have committed to establish an ASEAN
community where goods, services, capital and labour can move freely between the
member states. Australia and New Zealand Banking Group (ANZ) has estimated that the
South-East Asian nations could lift intra-regional trade to SGD1trn by 2025. Foreign direct
investment into ASEAN from the major economies could surge to SGD106bn in 2025,
having already eclipsed investment into China for the first time in 2013.

Valuetronics has began porting some production to Vietham. The company’'s
management has announced plans to start shifting production for a key customer to a new
factory in Vietnam, with more likely to follow if the trade dispute worsens. Samsung
Electronics in northern Vietnam employs more than 60,000 people, and is by far the
biggest manufacturing entity in Vietham. Many other Chinese factories are also
considering to move production out of China to avoid US tariffs and preserve their US
businesses. Foxconn, which assembles Apple’s iPhone in China, has plans to shift
production from China to countries like India as well as Vietnam.

Winners of relocation — Venture, Fu Yu, and Frencken. Fu Yu (FUYU SP, BUY. TP:
SGDO0.24) and Venture (VMS SP, BUY, TP: SGD16.30) have sizeable manufacturing
capabilities in Singapore, as well as in Malaysia — just like Frencken (FRKN SP, BUY, TP:
SGDO0.82), which also has operations in the Europe. As a result, shifting production from
their Chinese factories to overseas locations to avoid US tariffs would be much easier and
faster — since it will not require the need to set up a new factory. In addition, they will likely
also benefit from the gaining new customers that are considering moving their production
base out of China in a short period of time. Our Top Picks within the manufacturing sector
include Fu Yu and Frencken. We like Fu Yu due to its strong balance sheet, expanding
margins and attractive dividend yield of >8%. We like Frencken for its strong diversification
of earnings over the past few years, as well as a potential record FY19F in terms of
profitability.

Trade war tariffs causes companies to rethink geographical strategy

Since the trade war started in Jan 2018 and tariffs implemented, businesses globally had
to rethink their production strategy and supply chain — particularly those who have large
operations in China and the US. In fact, according to a survey by the American Chamber
of Commerce (AmCham) in Singapore, more businesses are also considering readjusting
supply chains away from China and the US.

The AmCham survey included 144 respondents, around 90% of which have operations
either globally, across the Asia-Pacific, or across South-East Asia. American-based firms
made up 61% of all respondents, and manufacturing businesses had a 22% share.
Overall, 88% of the respondents see South-East Asia as a more or equally attractive place
to do business compared with other regions.
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Figure 45: Companies’ relocation plans

No. Company Business

Expansion/Relocation Plan

Remarks

Hong Kong-listed electronic

AAC .

1 Technology components producer based in
Shenzhen

2 Luxshare Shenzhen-listed cable assembly
company
Better known as Foxconn, this is
a Taiwanese multinational

3 Hon Hai electronics contract
manufacturing company listed on
the Taiwan Stock Exchange
Chinese acoustic components

4 Goertek company, listed on the Shenzhen
Stock Exchange

Samsung )

5 Electronics World’s largest phone producer
Japanese office equipment

6 Ricoh maker listed on Tokyo Stock

Exchange

The firm has new factories in Vietham
and the Philippines (ready in late 2019)

Extending its production sites to
Vietnam and India (second factory in
Vietnam targeted to start production by
Jun 2020)

Planned to invest worth USD16.6m in
Vietnam

Goertek announced that its production
of Apple’s Airpods wireless headphones
will move to Vietnam, because of the
trade war

Cease operations at one of its mobile
phone manufacturing plants in China

Plans to move output to Thailand

AAC supplies acoustic components for
smartphones, and lenses to US phone maker
Apple and Huawei, mainly from its production
bases in mainland China

The company has only three percent of its
revenue directly linked to the US market

Hon Hai has 14 affiliates in India, covering
manufacturing, logistics, maintenance, sales and
marketing. It also has six affiliates in Vietnam

GoerTek currently has a production facility in
northern Vietnam near Hanoi city making wired
headsets for iPhones.

Share of the Chinese market shrunk to 1% in
1Q18. Samsung is the largest foreign investor in
Vietnam and accounts for around a quarter of the
country’s total export revenue. Samsung has
invested USD17.3bn in eight factories and one
research and development centre in Vietnam

The Americas account for roughly 30% of Ricoh's
printer segment revenue

Source: https://www.asiaone.com/digital/india-vietnam-benefit-tech-war-drives-production-out-china, other sources, RHB

Figure 46: AmCham survey

Back to the Drawing Board
Firms surveyed by AmCham Singapore are boosting trade-war responses

Delayir eling investment

China for ssembly

out of China

g exiting China

Source: Bloomberg
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Rising labour costs - a key driver

Rising labour costs have been driving factory emigration from China since long before
Trump’s tariffs were in play. For example, minimum hourly wages in major factory hubs of
Guangdong province rose from CNY4.12 in 2008 to CNY14.40 last year — particularly low
value-added ones like textile factories, have sought even cheaper labour in Southeast
Asian countries, like Vietham and Malaysia.

Figure 47: Average wages of employed persons in China in manufacturing (in CNY terms)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Average Wage of Employed

20,117 23,671 27,471 31,142 36,386 43,031 47,367 54,094 61,600 64,931 71,130 77,649
Persons (CNY)

% YoY growth 18% 16% 13% 17% 18% 10% 14% 14% 5% 10% 9%

Source: http://data.stats.gov.cn/

Shift to high-end manufacturing

The Central Government established its aim for China to become a centre for high-end
manufacturing in 2015 when the State Council released the Made in China 2025 policy.
The policy, akin to Germany’s Industry 4.0, deployed billions of dollars in funds to upgrade
China’s manufacturing capabilities as it aims to move from lower-end to higher-end
manufacturing. The focus on Al and automated processes has also ramped up
significantly.

Vietnam — a popular destination for factory relocation

The first quarter of 2019 saw foreign investment in Vietnam rise by 86.2%, to USD10.8bn,
with Chinese investment accounting for almost half of that, according to the Chinese state-
run Securities Times newspaper. Vietnam’s economy grew 7.1% YoY in 2018 compared
to 6.8% in 2017, while it has attracted a plethora of multinational companies, including
Intel, Samsung and LG — all of which have made huge investments. New Chinese foreign
direct investment in Vietnam, based on approved projects, swelled 5.6x to USD1.56bn
between the start of 2019 and 20 May 2019. The January-April figure alone surpassed the
full-year total for 2018. Thailand has also seen an upswing in Chinese capital inflows. In
the January-March quarter, approved foreign direct investment from China doubled to
THB29.3bn.

Figure 48: Companies planning factory relocation from China to Southeast Asia

Places to which
production is planned

Company (main business) to be shifted
Advanced Technology & Materials (metals, machine tools) Thailand
Goertek (earphones) Vietnam
Hangzhou Great Star Industrial (tools) Vietnam
Jiangsu General Science Technology (tire) Thailand
KingClean Electric (home electronics) Vietnam
Lenovo Group (personal computers) Vietnam
Shenzhen H&T Intelligent Control (home appliances, electric devices) Vietnam
TCL (home electronics) Vietnam
Zhejiang Chenfeng Technology (lighting equipment) India
Zhejiang Hailide New Material (chemicals) Vietnam
Zhejiang Henglin Chair Industry (furniture) Vietnam

Zhejiang Jasan Holding Group (textile) Vietnam
Taiwan
Compal Electronics (routers, personal computers) Taiwan, Vietnam
Pegatron (routers, personal computers) Taiwan, India, Indonesia
RETEN

Ricoh (multifunctional copiers) Thailand
USA

Brooks running (running shoes) Vietnam

Source: Nikkei
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Not all is rosy in Vietnam

Rising costs of land and labour, bottlenecks at the ports, traffic jams on the roads and
quickly diminishing manufacturing capacity are some challenges companies that are
looking to shift production to Vietnam might face. It is also getting more difficult to recruit
workers around Ho Chi Minh City, while some factories even fight with each other for more
workers. With the lack of workers in urban cities, this has driven companies farther out of
the traditional manufacturing hubs to more remote parts of Vietnam, where the
infrastructure is less developed. Valuetronics, one of the companies under our coverage,
has also agreed to shift one of its key customer’s production to Vietnam, but further away
from the city due to lower land costs and the accessibility of skilled labour.

Figure 49: Motor vehicle and components manufacturing

Auto original equipment and components manufacturing

Quality
' Higher quality. higher cost Higher quality, lower cost
+ — -
100 | 4
noones x‘ ,2
Lower quality, higher cost Lower quality, lower cost

100 Cost

Source: McKinsey

Malaysia & Indonesia are also attractive alternatives

Also attractive are Malaysia — a fellow signatory to the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (CPTPP), which offers preferential access to
markets such as Australia, Canada, Japan and Mexico — and Indonesia, where MNCs
have been setting up manufacturing bases in the free-trade zone of Batam, a small island
an hour’s ferry ride from Singapore.

GSS Energy, a company under our coverage, has existing factories in Batam and has
shifted into a new facility three times the original capacity. Taiwanese iPhone assembly
company Pegatron is shifting production away from China to Batam, as a means of
avoiding US tariffs. Phillips also has a large plant on the island, producing shavers and
irons, among other products.
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Figure 50: Top 4 attractive ASEAN countries by cost and quality considerations

Top 4 attractive ASEAN countries by cost and quality

X % of total FDI for

considerations 0002013
idkiay ‘Cost’ ‘Qualxizy' , Weigr::e‘ti
1. Vietnam 1. Thailand 1. Thaidand 44%
:‘:;or vehicles 2. Indonesia 2. Singapore 2. Vietnam 7%
components 3. Philippines 3.  Malaysi 3. d 1%

Chemicals

Thailand

2
3. Malaysia

Thailand 6%
Singapore 38%
Vietnam 31%

1. Thailand
Food, 2
beverage, and X
tobacco 3. Singapore
4. Philippines

4.

Thailand 8%
Indonesi 30%*
Vietnam

Philippines 10%32

1 Motor vehicles, trailers, parts: 70% Cost: 30% Quality. Chemicals: 20% Cost, 80% Quality; Food, beverage and tobacco: 40% Cost, 60% Quality

2 Excludes the major acquisitions on Asia Pacific Breweries and FAN for better comparison

Source: McKinsey

Figure 51: Countries that could benefit from the trade war

Countries that could benefit from import
substitution by the US and China

Countries that could benefit from production
relocation away from China
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Land Transport Sector

A) Government’s long term development plans
Efforts to transform the sector have been under way since 1996

For Singapore to thrive as a global city, its land transport infrastructure remains critical —
especially given the land-locked nature of the country. The country issued its first policy
White Paper on building a world-class transport system in 1996. However, with an aim to
ensure that the transport system continues to support economic growth, a bigger
population, higher expectations and more diverse lifestyles, the Government followed up
the initial White Paper with multiple Master Plans.

These Land Transport Master Plans (LTMP) were issued in 2008, in 2013 and the latest
one early in 2019. In addition to the Master Plans, in order to ensure that the land
transport industry grows and transforms into one that is enabled by technology and a
highly competent workforce, the Government announced the Industry Transformation Map
for Land Transport sector in 2018.

A quick recap of past transformation plans

Key aspects of the 1996 White Paper on building a world-class land transport
system. After setting up the Land Transport Authority (LTA) in 1995, the Government
issued the White Paper with the following key strategies to realise this vision of building a
world-class transport system in Singapore:

i. Integrating transport and land use planning;

ii. Expanding the road network and maximising its capacity;
iii. Managing demand of road usage (introduction of Electronic Road Pricing — ERP);
iv. Providing quality public transport choices.

The government was very clear that it will take 10-15 years to attain this vision of building
a world class transport system.

Key aspects of the 2008 Land Transport Master Plan (LTMP). Although the delivery on
the strategies mentioned in the 1996 White Paper helped the Government deliver a land
transport system that has served the residents well, a rapidly-growing population and
rising expectations amidst growing affluence would mean that Singapore has to update its
development plans for land transport. The LTA also recognised that it had to re-examine
the policies to better meet the needs of the greying population and the less privileged and
lower income groups, as well as the higher expectations of residents.

With a view to develop land transport for the next 10-15 years, the LTMP 2008 identified
three key strategic thrusts areas:

i. Making public transport a choice mode. The most concerning trend that the LTA
identified was that public transport mode share during the morning peak hours had
declined to 63% in 2004, from 67% in 1997. The Government aims to increase this to
70% by 2020. By 2020, it targets for at least 85% of public transport commuters to
complete their journey within 60 minutes during the morning peak hours, from the
time they set out on their journey to their destination (ie “door-to-door” journey time),
up from 71% in 2008. Average public transport journey times is to be reduced from
1.7 times of that by car in 2008 to 1.5 times by 2020.

ii. Managing road usage. With increasing constraints in road building as Singapore
became more densely built up, the Government proposed the following measures to
ensure better utilisation of roads:

e A more effective ERP system;
e Lower vehicle population growth rate to 1.5% from 2009;

e Parking policy that will ensure that parking supply in the city will
gradually decline over time and parking charges will rise. This will help
in restraining car usage;

e Expand road network by building the 21km North-South Expressway
(NSE) at an estimated cost of SGD7-8bn by 2020;

e Leverage on technology to optimise road capacity.
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Meeting the diverse needs of the people. In order to build a people-centred land
transport system that caters to providing access to amenities and opportunities for
communities comprising low-income groups, the elderly, wheelchair users, families
with young children, pedestrians and cyclists, the Government proposed the following
in the 2008 LTMP:

e Ensure all new and existing MRT stations as well as bus services will be
accessible to persons with disabilities/impairments;

e Affordable public transport for lower-income Singaporeans;

e Facilitate cycling through provision of better bicycle parking facilities
around MRT stations and bus interchanges, allow foldable bicycles onto
buses and trains on a trial basis, close short gaps between the park
connectors and transport nodes, and install appropriate road signs to
alert motorists to the presence of cyclists;

e Promote environmental sustainability and high quality living environment
by improving vehicle emission standards and incentivising the use of
more cleaner fuels;

Key aspects of the 2013 Land Transport Master Plan. With the rapidly changing
economic environment in Singapore, especially after the Global Financial Crisis, the
government felt the need to refresh the LTMP within a span of five years. The 2013 LTMP
retained the vision of building a “People-Centred Land Transport System”, but with a focus
on enhancing commuters’ travel experience. The 2013 LTMP focussed on the following
areas of improvement:

More connections. The Government planned to build a more comprehensive rail
network in Singapore. In order to ensure that commutes are faster and more
convenient for commuters, it also planned to provide more walking, cycling and
bus routes to connect to the rail network by building more sheltered walkways
and cycling paths and expanding the bus network. By 2030, it planned for eight in
10 homes to be within a 10-minute walk of a train station. To achieve this vision,
the plan had the following actions:

e Expanding the rail network by building two new lines and extending
existing lines. New lines announced were the Cross Island Line (to be
completed by 2030) and the Jurong Region Line (to be completed by
2025).

e The idea of building a high speed train connection between Singapore
and Kuala Lumpur was also proposed in the LTMP;

e More bus services with addition of 40 new bus services;
e Facilitating more walking and cycling;

Better service. In order to improve the land transport service, the LTMP
proposed the following action points:

e Improving rail services by adding more trains in service, enhancing the
MRT operating performance standards and improving the system
reliability;

e Improving bus services, which included the launch of the Bus Services
Enhancement Programme (BSEP), which would result in an increase in
the bus fleet by about 20%, equivalent to 800 new buses over the next
five years. Of these 800 buses, the government will fund 550 with the
remaining funded by the public bus operators;

¢ Enhancing the availability of taxis and facilitating the creation of car-
sharing ports in HDB estates;

e Travelling the smart way with the launch of a one-year Travel Free trial
on the rail network for those who end their journey before 7.45am on
weekdays at 16 designated MRT stations in the city area;

Liveable and inclusive community. In order to ensure that land transport
continues to remain inclusive for all sections of society, these were proposed:

o Barrier-free access of the public transport system be made available to
seniors and to those that are less mobile;
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o Reduce noise levels by installing noise barriers along MRT lines;
o Enhance road safety for all users;

o Reclaim public spaces by introducing car-free/car-less zones within
selected commercial and historical areas in the city centre.

iii. Reducing reliance on private transport. With a clear goal of making public
transport the preferred mode of travel amidst growing land constraints, the
Government decided to take the following steps to reduce the reliance on private
modes of transport:

e Reviewing the vehicle growth rate, which was already brought down to
0.5% since Feb 2013;

e Assess measures to ensure that the Government can provide better
stability to the number of Certificate of Entittement (COE) issues during
each bidding period;

e Deploy the global navigation satellite system-based (GNSS) ERP
(ERP2) to ensure better management of traffic on congested roads;

e Until ERP2 is deployed, continue building new gantries to manage traffic
congestion;

e Work towards a parking policy that balances the negative impact of
insufficient parking with the cost of providing too much parking in the
land-scarce island state;

e  Aggressively work towards tackling illegal parking;

The Industry Transformation Map (ITM) from 2018

In 2018, the Government announced the industry transformation map (ITM) for the land
transport industry. The ITM acts as the blueprint for growing and transforming the land
transport industry into one that is enabled by technology and a highly competent
workforce. The ITM ensures that the land transport industry and its workers continue to
stay relevant despite long-term challenges such as an ageing population as well as land
and fiscal constraints.

It also responds to disruptive technologies such as autonomous vehicles (AVs), big data
and artificial intelligence, and harnesses their transformative potential as an opportunity to
enhance the land transport system and create even better jobs for the industry.

In order to support the expansion of Singapore’s public bus and rail networks, the LTA
estimated that the industry will create up to 8,000 new public transport jobs by 2030. LTA
will carry out industry manpower planning to identify employment opportunities and
formulate targeted workforce interventions. It will also continue to develop the capabilities
of the workforce, particularly through up-skilling and re-skilling of our public transport
workers.

The LTA expects the continuous adoption of technology and innovative solutions to play
an integral part in the land transport industry’s development. To further encourage
mobility-related research and technology trials, the LTA will set aside SGD25m over five
years for the Land Transport Innovation Fund to spur innovation and collaborative projects
with industry partners.
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Figure 52: Land transport ITM targets for 2030
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Land transport is a key pillar

and enabler for our economy:
Caters 1o approximately 8 million passenger
trips on public transport daily
123,000 workers in the industry
Contributes to 1.1% of Singapores GDP

Targets by 2030:

75% of peak hour trips by
public transport

1,000,000 train-km travelled
between delays >5 min by 2020
85% of public transport trips
(<20km) completed within

60 minutes
Up to 8,000 new bus and rail jobs

Source: LTA

Figure 53: Key outcomes for land transport ITM

KEY OUTCOMES

For Commuters For Industry
Smarter mobility, Innovative and future-ready
better service land tranaport industry

KEY STRATEGIES

For Workforce
Better jobs, future-proof
workforce

KEY STRATEGIES

Source: LTA
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The key initiatives identified under the land transport ITM are:

i. Creating better jobs and ensuring a future-proof workforce through up-skilling and re-
skilling of employees to take on new and better jobs as the industry evolves;

ii. Foster collaborative research and develop transport solutions with assistance from
Nanyang Technological University (NTU), National University of Singapore (NUS),
Singapore Institute of Technology (SIT) and Singapore University of Technology and
Design (SUTD). Also ensure that SMEs and start-ups get an opportunity to test-bed
innovative solutions that have not yet reached market maturity;

iii. Improve public transport service through better rail condition monitoring, automatic
track inspections, deployment of rail enterprise asset management system, provision
of common fleet management system for all bus operators to better monitor and
manage their operation and deployment of the next generation ERP system (ERP2);

iv. Explore how autonomous vehicle technology can be applied to bring about new
efficiencies and forms of shared mobility. Autonomous buses and dynamically-routed,
on demand shuttles were planned to be deployed to enhance transport solutions;

v. Ensuring transport services remain sustainable through launch of electric car sharing
programme (BlueSG) and deployment of electric buses;

vi. Making land transport future-ready by use of drones for inspection of MRT tunnels,
building a data warehouse under LTA to carry out advanced data analytics on travel
patterns by car, bus and train as well as provide the public with seamless and
convenient access to vehicle-related services through digitalisation;

Figure 54: BlueSG electric car-sharing service in Singapore Figure

Source: Enca Source: Land Transport Guru

The 2040 Land Transport Master Plan

The LTMP 2040 charts out the long-term vision, policies and targets that will shape
Singapore’s land transport system to 2040, and possibly beyond. It describes: a transport
network that is convenient, well-connected and fast, a transport ecosystem characterised
by gracious behaviour & inclusive infrastructure, and a transport environment that
supports healthy lives and enables safer journeys.

The LTMP 2040 focuses on achieving the following:

i. 45-minute journeys to complete peak period journey from home to work and 20-
minute journeys to neighbourhood centres by walking, cycling or riding;

ii. An inclusive land transport with more barrier free systems;

iii. Healthy lives and safer journeys for everyone.
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Figure 56: The LTMP 2040 aims to achieve the following
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Key strategies to achieve what’s being set out in 2040 LTMP:
i. Prioritise public, active and shared modes of transport;
ii. Facilitate more seamless multi-modal travel;
iii. Bring jobs and amenities closer to homes;
iv. Nurture a gracious and caring commuting culture;
v. Develop the capabilities of public transport workers to meet diverse needs;
vi. Provide infrastructure for better accessibility and barrier-free travel;

vii. Provide more spaces for public transport, active mobility and community uses;

viii. Facilitate safer journeys: towards a future with fewer land transport-related fatalities;

ix. Provide a clean environment: environmental-friendly vehicles and infrastructures.

In order to achieve the 2040 LTMP, the LTA has split the action plan in to short-term,

medium-term and long-term initiatives.

The short-term initiatives to be undertaken between now and 2020 are:
i. Complete Thomson-East Coast Line (TEL) Phase 1 & 2;
ii. Commence feasibility study of new line in the north/north-east region;
ii. Install priority queues in all MRT stations;
iv. Pilot priority cabins on a rail line;
v. Complete upgrading of bus stops to ensure barrier-free access;
vi. All buses to be wheelchair-accessible;
vii. Install stroller restraints across entire bus fleet;
viii. Trial Mobility Assistance for the Visual Impaired and Special Users (MAVIS);

ix. Trial speed limit reduction from 40km/h to 30km/h in selected silver zones.

See important disclosures at the end of this report 37
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The medium-term initiatives that will be undertaken during 2021 and 2030 are:
i. Complete expansion of cycling path network to 700km by 2030;

ii. Launch pilot of autonomous-enabled services in Punggol, Tengah and Jurong
Innovation District;

iii. Complete TEL Phases 3, 4 and 5;

iv. Complete TEL Extension to Changi Airport (timeline subject to change);
v. Complete Jurong Region Line (JRL) Phases 1,2 & 3;

vi. Complete Cross Island Line (CRL) in phases (timeline subject to change);

vii. Implement Transit Priority Corridors - North South Corridor (timeline subject to
change);

viii. Complete Integrated Transport Hubs (ITHs) (timeline subject to change);
ix. Install priority queues in all bus interchange and ITHSs;
x. Install lifts at 29 more pedestrian overhead bridges;

xi. Upgrade 2,300 bus stops with elder-friendly seats;

xii. Build another 20km of noise barriers on existing flyovers of expressways;

xiii. Complete 50 Silver Zones.

The long-term initiatives that will be undertaken during 2031 and 2040 are:
i. Complete expansion of cycling path network to more than 1,000km by 2040;
ii. Complete Brickland station;

iii. Complete Downtown Line (DTL) extension to new Sungei Kadut interchange station
in North South Line (NSL);

iv. Complete Marina South ITH;

v. Complete another 150km of covered linkway connections to MRT stations, residential
areas and amenities;

vi. Make 100% of public buses run on cleaner energy;
vii. Work with taxi companies to make 100% of taxi fleet run on cleaner energy;

viii. Implement dedicated cycling paths and widen footpaths where feasible.

See important disclosures at the end of this report
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Bu Y (Maintained)

SGDO0.47 (+24%)

Target Price (Return)

Price:

Market Cap:

Avg Daily Turnover (SGD/USD)

SGDO0.38
USD174m
0.2m/0.1m

e Maintain BUY and TP of SGD0.47, 24% upside plus ¢.4% yield. Jumbo is a
multi-concept food and beverage (F&B) services company with seven brands
in 11 cities and 31 outlets. Amidst the Government's move to tighten foreign
worker quotas in 2020 and 2021, Jumbo believes it could look to hire more
local workers to mitigate the manpower crunch. The group has also teamed
up with food delivery services to reach out to more customers.

e A successful example for the F&B industry. Jumbo looks to hire more local
workers post-2020, once the tighter dependency ratio ceiling (DRC) kicks in.
According to the group, its cost of hiring local and foreign workers is similar
after factoring in foreign worker levies and benefits. By training and nurturing
its staff, the group could achieve a higher retention rate. With the rise of many
food delivery apps, Jumbo has also collaborated with delivery services
including GrabFood, Foodpanda and Deliveroo to raise its revenue. Jumbo
was also cited by the Prime Minister during the National Day Rally speech as
a successful example of how economic transformation efforts are starting to
bear fruit, with firms expanding abroad, and developing their employees.

e Key drivers. Earnings would continue to be driven by new store openings and
the maturing of Singapore outlets opened this year. We expect Jumbo
Seafood Gallery to see stronger footfall and sales in 4Q19 post-renovation.
The new Jumbo Seafood outlets opened this year (lon Orchard and Jewel
Changi Airport) should continue to ramp up, and contribute positively to
bottomline as well. We expect to open one more Tsui Wah outlet in
Singapore, a second Jumbo Seafood restaurant in South Korea and one Ng
Ah Sio Bah Kut Teh outlet each in Mainland China and Taiwan.

¢ Valuation basis. We value Jumbo based on DCF valuation with 8.2% cost of
equity, 2.5% risk free rate and 2% terminal growth rate.

¢ Downside risks include major recession driving down sales in F&B services,

intensifying competition and food safety scandals.

Analyst

Juliana Cai

+65 6232 3871
juliana.cai@rhbgroup.com

Share Performance (%)
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Forecasts and Valuation Dec-17 Dec-18  Dec-19F  Dec-20F  Dec-21F
Total turnover (SGDm) 145 153 165 197 209
Recurring net profit (SGDm) 14.5 11.0 12.0 14.5 16.7
Recurring net profit growth (6.7) (23.8) 8.8 21.0 14.8
Recurring P/E (x) 16.6 21.8 20.3 16.6 14.4
P/BV (x) 35 35 3.4 3.2 3.0
P/CF (x) 20.7 14.9 15.2 11.8 105
Dividend Yield (%) 4.5 3.2 34 4.2 4.8
EV/EBITDA (x) 8.9 10.8 9.8 8.3 7.3
ROE (%) 22.2 16.9 17.4 19.8 21.3
Net debt to equity (%) na na na na na
Interest coverage (x) na na na na na
Source: Company data, RHB
See important disclosures at the end of this report
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Jumbo Group

Jumbo SP

BUY

Valuation basis

Our DCF assumptions
i. COE of 8.2%;
ii. Risk free rate of 2.5%; and
iii. 2% long-term growth.

Key drivers

Our FY19 forecasts are most sensitive to changes
in:

i. Rate of new store openings;

ii. SSSG; and

iii. Operational expenses.

Key risks

The downside risks include:
i. Slowdown in China economy;
ii. Surge in manpower cost;
iii. Intensifying competition; and
iv. Food safety issues.

Company Profile

Jumbo is a multi-dining concept food and
beverages (F&B) company. The Company's
network of F&B outlets spans across Singapore
and China and have franchises across Asia. Its
key brands include Jumbo Seafood, Ng Ah Sio
Bak Kut Teh, Chui Huay Lim, Zui Yu Xuan, Chao
Ting and Tsui Wah.

Financial summary Sep-17 Sep-18 Sep-19F Sep-20F Sep-21F
Recurring EPS (SGD) 0.02 0.02 0.02 0.02 0.03
DPS (SGD) 0.02 0.01 0.01 0.02 0.02
BVPS (SGD) 0.11 0.11 0.11 0.12 0.12
ROE (%) 22.2 16.9 17.4 19.8 21.3
Valuation metrics Sep-17 Sep-18 Sep-19F Sep-20F Sep-21F
Recurring P/E (x) 16.6 21.8 20.1 16.6 144
P/B (X) 35 35 3.3 3.2 3.0
FCF Yield (%) 2.4 4.1 29 6.1 7.0
Dividend yield (%) 4.5 3.2 3.5 4.2 4.8
EV/EBITDA (x) 8.9 10.8 9.8 8.3 7.3
EV/EBIT (x) 11.2 14.6 135 11.2 9.9
Income statement (SGDm) Sep-17 Sep-18 Sep-19F Sep-20F Sep-21F
Total turnover 145 153 165 197 209
Gross profit 92 96 103 124 132
EBITDA (adj.) 22 18 20 24 27
Depreciation & amortisation -5 -5 -6 -6 -7
Operating profit 18 14 15 18 20
Net interest 0 0 0 0 0
Pre-tax profit 18 13 13 17 20
Taxation -3 -3 -3 -3 -4
Net profit 15 11 11 14 16
Recurring net profit 14 11 12 15 17
Cash flow (SGDm) Sep-17 Sep-18 Sep-19F Sep-20F Sep-21F
Change in working capital -8 1 -2 0 0
Cash flow from operations 12 16 16 20 23
Capex -6 -6 -9 -6 -6
Cash flow from investing activities -6 -11 -9 -6 -6
Dividends paid -14 -11 -8 -10 -12
Cash flow from financing activities -14 -10 -8 -10 -12
Cash at beginning of period 59 51 47 45 49
Net change in cash -8 -5 -2 4 5
Ending balance cash 51 47 45 49 55
Balance sheet (SGDm) Sep-17 Sep-18 Sep-19F Sep-20F Sep-21F
Total cash and equivalents 51 47 45 49 55
Tangible fixed assets 19 21 24 24 23
Total investments 1 2 1 0 0
Total assets 83 88 90 96 101
Short-term debt 0 0 0 0 0
Total long-term debt 0 0 0 0 0
Total liabilities 15 18 18 21 21
Total equity 68 70 72 75 80
Total liabilities & equity 83 88 90 96 101
Key metrics Sep-17 Sep-18 Sep-19F Sep-20F Sep-21F
Revenue growth (%) 6.1 5.5 7.6 19.5 6.1
Recurrent EPS growth (%) -6.7 -23.8 8.8 21.0 14.8
Gross margin (%) 63.4 62.7 62.7 63.0 63.4
Operating EBITDA margin (%) 15.3 12.0 12.3 12.2 13.0
Net profit margin (%) 10.0 7.2 7.3 7.4 8.0
Capex/sales (%) 4.1 4.1 5.5 3.0 3.0
Interest cover (x) na na na na na

See important disclosures at the end of this report
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Sheng Siong (ssG sp) Buy (vaintained)
From Manual To Auto, Sector Top Pick; BUY Target Price (Retum) SGDL.32 (+12%)
' ' Price: SGD1.18

Market Cap: uUsSD1,283m

Avg Daily Turnover (SGD/USD) 2.0m/1.4m

e Reiterate BUY with a SGD1.32 TP, 12% upside and 3.1% yield. Sheng Analyst
Siong is Singapore’s third-largest supermarket chain operator. While the

industry is facing rising cost pressures from labour expenses, as at 2Q19, the Juliana Cai \, g
group has actively rolled out hybrid check-out counters at its 57 stores to +65 6232 3871 A ‘
reduce manpower reliance. In view of a slowing economy and declining retail juliana.cai@rhbgroup.com B
sales, we like Sheng Siong for its resilient earnings and steady FCF

generation.

e Sheng Siong to outperform the retail sector, given its automation head-
start. With goals of reducing reliance on foreign workers and improving
productivity, the Government announced a cut in the foreign labour

dependency ratio ceiling — this takes effect in 2020-2021. This is negative for Share Performance (%)

the retail and food & beverage service companies operating in Singapore, YTD im 3m 6m  12m
which are typically labour-intensive. We believe Sheng Siong will likely Absolute 11.3 73 113 9.3 6.3
outperform its retail peers in terms of productivity, as it has introduced new Relative 80 122 148 103 11.0

hybrid check-out counters at all stores. This is to boost staff efficiencies and
reduce manpower needs. The group also invested in more automation at its
distribution centre extension, which is expected to go operational this year.

52-wk Price low/high (SGD) 1.01-1.22

Sheng Siong Group (SSG SP)

e Key drivers. In view of a slowing economy, Singapore’s retail sales index 12
has declined 9% YoY in June, while supermarket sales were down 12 vn/_
marginally, at 0.4% YoY. We expect Sheng Siong’s SSSG to track the " f"\\ {

industry’s performance and remain flat to marginally negative. However, near- =

term earnings growth should be supported by new store openings, as the

group has opened 10 new stores in 2018 and is expected to open 6-7 new "
stores in FY19. The maturing of the 10 stores it opened in 2018 — and sales
from new stores opened in 2019 — should contribute to revenue and earnings o9
growth over the next two years. o

Aug-18
Oct-18
Dec-18
Feb-19
Apr-19
Jun-19
Aug-19

¢ Valuation basis. We value Sheng Siong based on the average of DCF and
P/E multiples. The stock is now trading at 21x FY20F P/E vs a 5-year Source: Bloomberg
historical average of 23x. We expect this counter to continue performing well,
given its defensive nature against the uncertain macroeconomic outlook.

e Key downside risks include squeezed margins if all the new stores are open
in the same period — this should lead to a sudden surge in fixed costs at a
time when revenue from Sheng Siong’s new stores have not ramped up yet.

Forecasts and Valuation Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Total turnover (SGDm) 829.9 890.9 974.9 1041.5 1079.1
Recurring net profit (SGDm) 67.6 70.8 77.5 84.9 92.2
Recurring net profit growth (%) 7.8 4.7 9.5 9.5 8.5
Recurring P/E (x) 26.2 25.1 229 20.9 19.2
P/BV (x) 6.6 6.1 5.7 5.3 4.9
P/CF (x) 22.6 19.2 18.8 16.7 15.8
Dividend Yield (%) 2.8 29 3.1 3.5 3.7
EV/EBITDA (x) 17.6 16.8 15.1 13.6 12.3
ROE (%) 25.7 24.3 24.7 25.3 25.3
Net debt to equity (%) net cash net cash net cash net cash net cash
Interest coverage (x) n.a n.a n.a n.a n.a

Source: Company data, RHB

See important disclosures at the end of this report
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Sheng Siong
SSG SP
BUY

Valuation basis

DCF and P/E

Key drivers

i. New store openings;
ii. SSSG;
iii. Cost optimisation.

Key risks

i. Slower-than-expected gestation phase;

ii. Intensifying competition.

Company Profile

Sheng Siong is the third-largest supermarket
chain operator in Singapore.

Financial summary Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Recurring EPS (SGD) 0.04 0.05 0.05 0.06 0.06
DPS (SGD) 0.03 0.03 0.04 0.04 0.04
BVPS (SGD) 0.18 0.19 0.21 0.22 0.24
ROE (%) 25.69 24.30 24.74 25.26 25.32
Valuation metrics Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Recurring P/E (x) 26.2 251 229 20.9 19.2
P/B (x) 6.6 6.1 5.7 53 4.9
FCF Yield (%) 34 3.6 4.6 5.6 6.1
Dividend yield (%) 2.8 2.9 3.1 35 3.7
EV/EBITDA (x) 17.6 16.8 15.1 13.6 12.3
EV/EBIT (x) 20.8 20.2 18.1 16.1 14.6
Income statement (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Total turnover 830 891 975 1,042 1,079
Gross profit 217 238 264 284 297
EBITDA (adj.) 97 100 110 120 128
Depreciation & amortisation 15 16 18 19 20
Operating profit 82 84 92 101 109
Net interest 0 1 1 1 1
Pre-tax profit 82 85 93 102 110
Taxation -13 -14 -16 -17 -19
Net profit 70 71 7 85 91
Recurring net profit 68 71 78 85 92
Cash flow (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Change in working capital -9 7 6 3 2
Cash flow from operations 79 92 94 106 112
Capex -18 -28 -12 -7 -5
Cash flow from investing activities -17 -27 -12 -7 -5
Dividends paid -51 -51 -56 -61 -66
Cash flow from financing activities -51 -51 -56 -61 -66
Cash at beginning of period 64 73 87 113 152
Net change in cash 10 14 26 38 42
Ending balance cash 73 87 113 152 193
Balance sheet (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Total cash and equivalents 73 87 113 152 193
Tangible fixed assets 255 266 260 248 233
Total investments 0 0 0 0 0
Total assets 404 436 461 493 522
Short-term debt 0 0 0 0 0
Total long-term debt 0 0 0 0 0
Total liabilities 130 144 148 157 162
Total equity 273 292 313 336 361
Total liabilities & equity 404 436 461 493 522
Key metrics Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Revenue growth (%) 4.2 7.4 9.4 6.8 3.6
Recurrent EPS growth (%) 7.8 4.7 9.5 9.5 8.5
Gross margin (%) 26.2 26.8 27.1 27.3 27.5
Operating EBITDA margin (%) 11.6 11.3 11.3 11.5 11.9
Net profit margin (%) 8.1 7.9 8.0 8.2 8.5
Capex/sales (%) 21 3.1 1.3 0.6 0.4
Interest cover (x) n.a n.a n.a n.a n.a

Source: Company data, RHB

See important disclosures at the end of this report
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United Overseas Bank (uOB sP) BUY (vaintained)
. . . . . 1 0,
Building a Digital Bank In Thailand Target Price (Return) SG6D29.50 (+19%)
Price: SGD24.76
Market Cap: USD29,873m
Avg Daily Turnover (SGD/USD) 68m/49m
¢ Reiterate BUY with GGM-derived TP of SGD29.50, 19% upside, 5% vyield, Analyst
based on 1.24x 2020F P/BV. United Overseas Bank is the third-largest bank
listed in Singapore. In addition to local operations, it has significant exposure Leng Seng Choon, CFA, PBM (49
to Malaysia, Thailand and Indonesia. UOB trades at 1.05x 2020F BV, which +65 6232 3890 =7
is lower than the historical 6-year average of 1.24x. leng.seng.choon@rhbgroup.com \ \ ]

e We forecast marginally higher net profit by 2021, driven by mid single-digit
loan expansion, partially offset by narrowing NIM on the back of the falling
federal funds rate (FFR). Provisions could be trending up as the Singapore

Share Performance (%)
YTD im 3m 6m 12m

economy slows. Absolute 15 (81) (0.3) (4.0) (7.3)
Relative 18 (3.2 32 (3.0 (26)
e Deepening customer franchise with digitisation and partnership. UOB is 52-wk Price low/high (SGD) 23.39 — 27.76
working on three main prongs: omni-channel experience — to meet
customers’ universal banking needs through digitised applications, Mighty United Overseas Bank Ltd (UOB SP)
app usage, and data analytics; digital bank — building TMRW, a digital bank in e ‘ 0
Thailand, with products including payments, deposits and unsecured credit; o0 i M
and ecosystems partnerships — forging collaborations and creating a 250 \/‘\ n r‘j\ NV \f‘u

multiplier effect. o JUY/[\W&A,VAMV?
e Key drivers. 2H19 NIM is expected to be flat vs 2Q19, with lagged effects 20 | Y

from home mortgage rates’ upward repricing in 1H19 partly offset by the '
weaker SIBOR expected in 2H19. On the other hand, mid single-digit loan
expansion will help in net interest income growth. For 2020 and 2021, wealth 0
management income is seen as a positive driver, but a narrowing NIM will 200
slow net interest income growth.

Aug-18
oct-18
Dec-18
Feb-19
Apr-19
Jun-19
Aug-19

e Valuation basis. We value UOB on a target P/BV multiple. Our long-term Source: Bloomberg
ROE assumption of 12.7% is higher than 1H19's 12% - this is due to
digitisation-driven cost efficiencies and less NIM contraction vs peers as UOB
suffered from higher deposit costs (and hence unexciting NIM) in the past
three quarters. We then derived a 2020F target P/BV of 1.24x, from which our
SGD29.50 TP surfaced.

e Key upside risks include a slower decline in FFR, and a quick resolution to
the US-China trade war, which will brighten economic growth prospects.
Downside risks include a worsening of the economic prospects, which could
lead to the need for more loan loss provisioning.

Forecasts and Valuations Dec-17 Dec-18 Dec-19F Dec-20F  Dec-21F
Reported net profit (SGDm) 3,390 4,008 4,321 4,248 4,409
Recurring net profit (SGDm) 3,390 4,008 4,321 4,248 4,409
Recurring net profit growth (%) 9.5 18.2 7.8 (1.7) 3.8
Recurring EPS (SGD) 2.06 2.41 2.59 2.55 2.64
BVPS (SGD) 20.37 21.31 22.57 23.69 24.85
DPS (SGD) 1.00 1.20 1.30 1.40 1.45
Recurring P/E (x) 12.0 10.3 9.5 9.7 9.4
P/B (x) 1.22 1.16 1.10 1.05 1.00
Dividend Yield (%) 4.0 4.8 5.3 5.7 5.9
Return on average equity (%) 10.2 11.3 11.7 11.4 11.7
Return on average assets (%) 0.98 1.07 1.09 1.02 1.02

Source: Company data, RHB

See important disclosures at the end of this report
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Asia Financial summary Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Singapore EPS (SGD) 1.99 2.34 2.56 2.52 2.62
Financials Core EPS (SGD) 2.06 241 2.59 2.55 2.64
UoB DPS (SGD) 1.00 1.20 1.30 1.40 1.45
UOB SP BVPS (SGD) 20.37 21.31 22.57 23.69 24.85
BUY

Valuation metrics Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Valuation basis Recurring P/E (x) 12.0 10.3 9.5 9.7 9.4
Gordon Growth Methodology (GGM) P/B (x) 1.22 1.16 1.10 1.05 1.00
Dividend yield (%) 4.0 4.8 5.3 5.7 5.9
Key drivers Balance sheet (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Our net profit forecast is most sensitive to Gross loans & advances 236,028 261,707 275,081 287,572 303,501
i. Changes in NIM; Loan impairment allowances 3,816 3,080 3,623 3,794 4,115
ii. Non-interest income growth; Net loans & advances 232,212 258,627 271,558 283,778 299,386
iii. Credit cost. Total assets 358,592 388,092 407,377 423,331 444,554
Deposits from customers 272,765 293,186 306,379 322,617 338,748
Total liabilities 321,555 350,281 367,441 381,495 400,667
Key risks Shareholders' funds 36,850 37,623 39,730 41,598 43,611
i. Higher impairment charges; Total equity 37,037 37,811 39,937 41,836 43,887

ii. Weaker NIMs;
iii. - Softer non-Il. Income statement (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Net interest income 5,528 6,220 6,554 6,715 6,984
Company Profile Non-interest income 3,034 2,897 3,442 3,610 3,945
UOB is the third largest Singapore bank by Operating income 8,563 9,116 9,996 10,325 10,929
global assets. Its overseas operations are Overhead expenses 3,739 4,003 4,463 4,745 5124
focused in ASEAN. Pre-provision operating profit 4,824 5,113 5,533 5,580 5,805
Loan impairment allowances 727 393 365 530 580
Other impairment allowances 0 0 0 0 0
Pretax profit 4,207 4,826 5,228 5,140 5,336
Reported net profit 3,390 4,008 4,321 4,248 4,409
Recurring net profit 3,390 4,008 4,321 4,248 4,409
Profitability Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
ROA (%) 0.98 1.07 1.09 1.02 1.02
ROE (%) 10.2 11.3 11.7 11.4 11.7
Yield on IEAs (%) 291 3.26 3.51 3.45 341
Cost of funds (%) 1.18 151 1.79 1.76 1.72
Net interest margin (%) 1.77 1.82 1.81 1.78 1.77
Non-II / Total income (%) 35.4 31.8 34.4 35.0 36.1
CIR (%) 43.7 43.9 44.6 46.0 46.9
Credit cost (bps) 28 16 14 19 20
PIOP growth (%) 10.5 6.0 8.2 0.8 4.0
Net profit growth (%) 9.7 18.4 7.8 -1.7 3.8
Asset quality Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
(C;/L())ss impaired loans/Gross loans 18 15 15 15 15
Loan loss coverage ratio (%) 90.9 87.3 81.4 81.1 82.9
NPL formation (bps) 124.0 74.0 70.7 71.3 72.2
Liquidity Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Loan growth (%) 4.7 11.4 5.0 4.5 55
Customer deposits growth (%) 6.8 7.5 4.5 5.3 5.0
LDR (%) 85.1 88.2 88.6 88.0 88.4
Capital Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
CET1 ratio (%) 15.1 13.9 14.2 14.9 15.0
Tier-1 ratio (%) 16.2 14.9 15.1 15.4 15.6
Total capital ratio (%) 18.7 17.0 17.1 17.4 17.5

Source: RHB, Company data

See important disclosures at the end of this report
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Real Estate | Property
Neutral (Maintained)

Target Price (Return) SGD9.20 (-1%)

A Pioneer In Singapore Real Estate

Price: SGD9.28
Market Cap: USD6,133m
Avg Daily Turnover (SGD/USD) 16.7m/12.1m

e Maintain NEUTRAL and SGD9.20 TP, 1% downside with 2.2% yield. City

Analyst
Developments is one of the pioneers in Singapore’s real estate market, with

over 50 years of experience. CDL boasts one of the largest landbanks in
Singapore’s residential market among the listed developers, and its recent
high-end launches have garnered positive response despite challenging

Vijay Natarajan
+65 6232 3872
vijay.natarajan@rhbgroup.com

market conditions. Yet, near-term headwinds persist across CDL’s core
operating markets in terms of high residential supply, Brexit uncertainty, and

! Share Performance (%)
a slowing macro economy.

YTD im 3m 6m 12m

e CDL likely to play a key role in Singapore’s real estate transformation. In Absolute 16.0 (1.0) 11.2 15 (0.5)

line with Singapore’s vision, CDL has been placing greater emphasis on Relative 14.0 5.8 12.8 5.8 1.6

sustainability and is included in 12 global sustainability indexes. Over the 52-wk Price low/high (SGD) 775_991

years, the group has also been fine-tuning its unit mixes to cater to changing

demographic needs and smaller household sizes. An example of this would City Developments Ltd (CIT SP)

be its latest launch of Haus on Handy, where the majority (80% of units) are 105

of a smaller size (<850sqf), catering to young millennials. We believe CDL is 100

also likely to play an active role in the Greater Southern Waterfront (GSW) as Ao
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ransformation, with the group already having a well-established presence in 00 \rr'\ N M‘f“ LA V\\h /

the Sentosa Cove region. 8s I W\‘\ / \vy
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e Key earnings drivers. Despite a challenging market, CDL’s high-end new .

launches — Boulevard 88, Amber Park, and South Beach Residences — saw 70

healthy take-ups, supported by a pick-up in foreign buying activity. It sold 515 65

units in 1H19 (1H18: 658), with a higher total sales value of SGD1.6bn (1H18: 60

Aug-18
oct-18
Dec-18
Feb-19
Apr-19
Jun-19
Aug-19

SGD1.3bn). Its fund management business is also gaining traction, with
successful unwinding of the majority of Profit Participation Securities (PPS)
instruments and recent acquisition of manager and stake (12.4%) in SGX-
listed IREIT Global for SGD78m. It is currently in the process of privatising its
London-listed hospitality subsidiary Millennium & Copthorne Hotels, which, if
successful, should be a long-term boost for its recurring income.

¢ Valuation basis. Our TP is based on a 40% discount to CDL's RNAV
estimate. The discount is to factor in the near-term headwinds in its key real
estate markets, Singapore and the UK.

Source: Bloomberg

e Key upside risks are relaxation in Singapore’s residential cooling measures
and a smooth UK Brexit resolution. Downside risks include prolonged
weakness in sales and prices in Singapore, UK and China real estate
markets.

Forecasts and Valuations Dec-17 Dec-18 Dec-19F Dec-20F  Dec-21F
Total turnover (SGDm) 3,829 4,223 4,478 4,849 4,441
Recurring net profit (SGDm) 538 557 525 530 540
Recurring net profit growth (%) (17.6) 3.6 (5.8) 0.9 2.0
Recurring EPS (SGD) 0.6 0.6 0.6 0.6 0.6
Recurring P/E (x) 16.5 15.9 16.1 16.7 16.4
P/BV (x) 0.9 0.8 0.8 0.8 0.7
DPS (SGD) 0.18 0.20 0.20 0.20 0.21
Dividend Yield (%) 19 2.2 2.2 2.2 2.3
ROAE (%) 5.6 5.6 5.1 5.0 4.7
Net debt to equity (%) 11 29 23 23 21
Interest coverage (x) 12.3 9.6 6.6 7.3 6.7

Source: Company data, RHB

See important disclosures at the end of this report
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Singapore Company Update
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Financial Exhibits

Asia

Singapore

Property

City Developments
Bloomberg CIT SP

Valuation basis

RNAV methodology

Key drivers

i. Successful privatisation and transformation of
M&C;
ii. Rebound in Singapore property market;
iii. Rapid scale-up of fund management business.

Key risks

i. Sharp slowdown in Singapore property market;
ii. Brexit uncertainty on UK portfolio.

Company Profile

City Developments (CDL) is a leading global real
estate operating company with a network spanning
103 locations in 29 countries and regions. With a
proven track record of over 55 years in real estate
development, investment and management, CDL has
developed over 43,000 homes and owns over 18m sqf
of lettable floor area globally. Its diversified global
landbank offers 4.1m sqf of developable gross floor
area.

Source: Company data, RHB

Financial summary Dec-17 Dec 18 Dec 19F Dec 20F Dec 21F
Recurring EPS (SGD) 0.58 0.60 0.58 0.58 0.59
EPS (SGD) 0.58 0.60 0.58 0.58 0.59
DPS (SGD) 0.18 0.20 0.20 0.20 0.21
BVPS (SGD) 10.22 10.54 11.04 11.21 11.60
Weighted avg adjusted shares (m) 909 907 909 909 909
Valuation metrics Dec-17 Dec 18 Dec 19F Dec 20F Dec 21F
Recurring P/E (x) 16.1 155 16.1 15.9 15.6
P/E (x) 16.1 155 16.1 15.9 15.6
P/B (x) 0.9 0.9 0.8 0.8 0.8
FCF Yield (%) 8.6 (23.4) 11.3 5.1 75
Dividend Yield (%) 19 2.2 2.2 2.2 2.3
EV/EBITDA (x) 9.2 10.5 10.2 10.3 10.2
EV/EBIT (x) 11.5 12.9 12.6 12.7 12.7
Income statement (SGDm) Dec-17 Dec 18 Dec 19F Dec 20F Dec 21F
Total turnover 3829 4223 4478 4849 4441
Gross profit 1685 1914 1971 2134 2043
EBITDA 1057 1185 1115 1112 1107
Depreciation and amortisation 212 215 215 215 215
Operating profit 800 905 851 808 805
Net interest (65) (94) (129) (111) (119)
Income from associates & JVs 46 65 49 90 88
Exceptional income - net 0 0 0 0 0
Pre-tax profit 780 876 771 786 773
Taxation (105) (215) (123) (117) (117)
Minority interests (137) (103) (122) (140) (115)
Recurring net profit (adj) 538 557 525 530 540
Cash flow (SGDm) Dec-17 Dec 18 Dec 19F Dec 20F Dec 21F
Change in working capital 286 (1531) 505 (285) (85)
Cash flow from operations 1076 (600) 1450 628 830
Capex (45) (60) (500) (200) (200)
Cash flow from investing activities 91) (1729) (736) (194) (198)
Dividends paid (244) (285) (224) (230) (232)
Cash flow from financing activities (922) 898 (407) (627) (421)
Cash at beginning of period 3567 3599 2162 2470 2277
Net change in cash 63 (1431) 308 (193) 211
Ending balance cash 3599 2162 2470 2277 2488
Balance sheet (SGDm) Dec-17 Dec 18 Dec 19F Dec 20F Dec 21F
Total cash and equivalents 3776 2289 2819 2626 2837
Tangible fixed assets 12023 14459 14341 14223 14919
Intangible assets 2 2 2 2 2
Total investments 12026 14460 14343 14225 14921
Total other assets 3702 4136 4117 4486 4006
Total assets 19503 20886 21278 21336 21764
Short-term debt 1266 1258 1258 1258 1258
Total long-term debt 3756 5069 4463 4363 4463
Other liabilities 2640 2285 2859 2578 2482
Total liabilities 7662 8612 8581 8200 8203
Shareholders' equity 1991 1991 1991 1991 1991
Minority interests 2258 2233 2500 2585 2108
Total equity 11841 12274 12697 13137 13561
Net debt 1246 4038 2903 2996 2885
Total liabilities & equity 19503 20886 21278 21336 21764
Key metrics Dec-17 Dec 18 Dec 19F Dec 20F Dec 21F
Revenue growth (%) (2.0) 10.3 6.0 8.3 (8.4)
Recurrent EPS growth (%) (17.9) 3.6 (3.6) 0.9 2.0
Gross margin (%) 44.0 45.3 44.0 44.0 46.0
Operating EBITDA margin (%) 27.6 28.1 24.9 22.9 24.9
Net profit margin (%) 14.1 13.2 11.7 10.9 12.2
Dividend payout ratio (%) 100.0 100.0 100.0 100.0 100.0
Capex/sales (%) 1.2 14 11.2 4.1 4.5
Interest cover (x) 7.2 6.2 5.7 5.9 5.6

See important disclosures at the end of this report
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To Benefit From Growing Transport Network

Singapore Company Update

Transport | Road & Rail
Neutral (Maintained)

Target Price (Return) SGD2.55 (+4%)
Price: SGD2.46
Market Cap: USD3,853m
Avg Daily Turnover (SGD/USD) 20.0m/14.5m

¢ Reiterate NEUTRAL, SGD2.55 TP, 4% upside and 3.8% yield. Singapore’s
largest public bus and taxi fleet operator, ComfortDelGro also operates two
mass rapid transit (MRT) and light rail transit lines each. Earnings will be
driven by its Singaporean public transport wing and contributions from
recently-acquired overseas businesses. Rising operating costs and weak taxi
business remain key near-term drags. While we like the defensive nature of
CD’s earnings and strong FCF generation, the stock looks fairly priced —
trading at 18.7x 2019F P/E (5-year average: 15x).

e CD to benefit from Singapore’s long term development of its public
transport services. With a clear goal of making public transport the preferred
mode for travel, the Government — via its Industry Transformation Map and
2040 Land Transport Master Plan — has put in place an action plan to rapidly
expand MRT lines, improve bus services, and work with taxi firms to make all
taxi fleets run on cleaner energy. As the largest public bus operator in
Singapore, we see CD benefiting from rapid urbanisation and improved
utilisation, as well as a growing public bus network. It is already replacing its
old taxis with hybrid ones and is now testing all-electric cars for taxi use.

Key drivers. Near-term revenue growth will be driven by higher bus and rail
revenue from Singapore, as well as contributions from acquisitions
undertaken in Australia. However, CD expects cost pressures in the public
transport business due to higher operating and maintenance costs.
Nevertheless, further upside to this division could come from a reduction in
rail losses — this is amidst higher fares and improved synergies for its
acquired businesses.

Valuation basis. We value CD based on DCF of FCF and corroborate it with
its forward P/E multiple. After outperforming the STl 13% YTD, the firm’s
forward P/E of 17.9x is close to +2SD from its 5-year average. This is on
earnings growth of 2% in 2019 and 9% in 2020.

Key upside risks: Additional earnings-accretive acquisitions and a pause in
its taxi fleet contraction. Downside risks: Increased competition from ride-
hailing players and a sharp decline in margins for the company’s existing
businesses.

Analyst

Shekhar Jaiswal

+65 6232 3894
shekhar.jaiswal@rhbgroup.com

Share Performance (%)
YTD im 3m 6m 12m
Absolute 144 (121) (0.8) 12 6.0

Relative 127 (4.6) 11 60 85
52-wk Price low/high (SGD) 2.07-2.90

ComfortDelGro (CD SP)

— Price close

Aug-18
Oct-18
Dec-18
Feb-19
Apr-19
Jun-19

Source: Bloomberg

Forecasts and Valuations Dec-17 Dec-18 Dec-19F Dec-20F  Dec-21F
Total turnover (SGDm) 3,576 3,805 3,878 3,999 4,126
Recurring net profit (SGDm) 292 298 304 332 358
Recurring net profit growth (%) (8.0) 2.2 2.0 9.1 8.0
Recurring P/E (x) 18.2 17.9 18.7 17.1 15.8
P/BV (x) 2.0 2.3 2.3 2.1 2.0
P/CF (x) 8.3 7.1 5.9 6.6 6.3
Dividend Yield (%) 4.2 4.3 3.8 4.1 4.4
EV/EBITDA (x) 6.7 6.9 7.1 6.7 6.3
ROE (%) 9.4 9.8 9.8 10.3 105
Net debt to equity (%) netcash netcash netcash netcash netcash
Interest coverage (x) 37.9 38.5 34.8 37.7 40.5
Source: Company data, RHB
See important disclosures at the end of this report a7
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Financial Exhibits

Singapore Financial summary Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Transport Recurring EPS (SGD) 0.14 0.14 0.14 0.15 0.17
ComfortDelGro DPS (SGD) 0.10 0.11 0.10 0.11 0.12
CD SP Equity BVPS (SGD) 121 1.09 1.14 1.22 1.30
Neutral ROE (%) 9.4 9.8 9.8 10.3 10.5
Valuation basis Valuation metrics Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
We value CD based on DCF (of FCF) and Recurring P/E (X) 18.2 17.9 18.7 17.1 15.8
corroborate it with its forward P/E multiple. PIB (x) 20 23 23 21 20
FCF Yield (%) 8.3 7.1 5.9 6.6 6.3
Dividend yield (%) 4.2 4.3 3.8 4.1 4.4
EV/EBITDA (x) 6.7 6.9 7.1 6.7 6.3
EV/EBIT (x) 13.3 13.0 13.2 11.9 10.8
Key drivers Income statement (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
i. More earnings-accretive acquisitions; Total turnover 3,576 3,805 3,878 3,999 4,126
" Highgr diyidend pay—outls;l N Gross profit — - — — -
iii. Contributions from acquisitions;
iv. Fare increases boosting its train EBITDA (adj.) 813 828 825 859 895
EUSi”e§5;taxi et contraction: Depreciation & amortisation (409) (394) (380) (376) 377)
\)II F:bjssrzble regulations suppo’rting the Operating profit 409 439 445 482 518
taxi industry. Net interest (11) (11) (13) (13) (13)
Pre-tax profit 416 434 451 492 531
Key risks Taxation 77) (81) (90) (98) (106)
i. Continuing decline in taxi fleet size; Net profit 292 298 304 332 358
" Ln;{iizsl‘jli;g: ’I):;gilizg ft?mvcgf (_iaily Recurring net profit 292 298 304 332 358
rental rates for taxis;
ii. Sharper-;han-_estt_imaéed_decliHE_in Cash flow (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
. Loss of existing conracis for the Change in working capital (146) (55) 144 © 1
public transport business. Cash flow from operations 572 669 879 760 789
Capex (394) (353) (350) (350) (380)
Company Profile Cash flow from investing activities (254) (638) (364) (328) (354)
CD, one of largest land transport companies Dividends paid (225) (225) (240) (223) (242)
gniihﬁz:vsogiigliizcn;r?tr koevt;f;d;r ;)Tesslgr?:(goliz Cash flow from financing activities (507) (29) (183) (235) (254)
businesses include bus, taxi, rail, car rental Cash at beginning of period 779 596 586 918 1,115
& leasing, aytomo‘t:li\{el engme?rrciangis;:\r/;cnisé Net change in cash (193) (10) 332 197 181
Lerztli?r?g Sseern(i:(?:s’, orllj\{g(?orcear:ive’rtising, and Ending balance cash 586 586 918 1,115 1,296
car dealerships.
Balance Sheet (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Total cash and equivalents 596 586 918 1,115 1,296
Tangible fixed assets 2,610 2,350 2,471 2,642 2,825
Total investments 39 30 30 30 30
Total assets 4,828 5,137 5,323 5,511 5,712
Short-term debt 114 90 90 90 90
Total long-term debt 677 691 687 703 722
Total liabilities 1,790 2,110 2,175 2,191 2,210
Total equity 3,038 3,027 3,148 3,319 3,503
Total liabilities & equity 4,828 5,137 5,323 5,511 5,712
Key metrics Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Revenue growth (%) (11.9) 6.4 1.9 3.1 3.2
Recurrent EPS growth (%) (8.3) 2.0 1.9 9.1 8.0
Gross margin (%) - - - - -
Operating EBITDA margin (%) 22.7 21.8 21.3 21.5 21.7
Net profit margin (%) 8.2 7.8 7.8 8.3 8.7
Capex/sales (%) 11.0 9.3 9.0 8.8 9.2
Interest cover (x) 37.9 38.5 34.8 37.7 40.5

Source: RHB, Company data

See important disclosures at the end of this report
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DBS (pBs sP)
Digitisation’s Positive Offset By Narrowing NIM

Singapore Company Update

Financial Services | Banks

Neutral (Maintained)

Target Price (Return)

Price:

Market Cap:

Avg Daily Turnover (SGD/USD)

SGD28.30 (+15%)

SGD24.58

USD45,420m

110m/80m

e Reiterate NEUTRAL with SGD28.30 TP, for 15% upside with a c.5% yield,
based on 1.37x 2020F P/BV, although we are in the process of reviewing
DBS’ TP. DBS is the largest bank listed in Singapore. Besides Singapore, it
has significant Greater China operations. It trades at 1.19x 2020F BV, which
is close to the historical 6-year average of 1.20x.

e We expect marginal net profit growth over the next two years, driven by mid
single-digit loan expansion, partially offset by narrowing NIM on the back of
the falling federal funds rate (FFR). With the slowing Singapore economy,
provisions could also be on an uptrend.

e DBS gaining from digitisation efforts. DBS has executed its digital strategy
diligently. It sees digitisation creating opportunities to pre-empt disruptors,
disrupt incumbents and improve business profitability. The business model
has key capabilities, including: acquiring customers through wider distribution;
transacting efficiently via elimination of paper, and creating instant fulfilment;
engaging customers via cross-selling and increasing income per customer.

e Key drivers. 2H19 NIM should be marginally lower than 2Q19 due to the
lagged effects of falling SIBOR on NIM. On the other hand, mid single-digit
loan expansion will help in net interest income growth. Wealth management
could provide support to earnings as well. For 2020 and 2021, wealth
management income is seen as a positive driver, but the narrowing NIM will
slow net interest income growth.

e Valuation basis. We value DBS on a target P/BV multiple. Our long-term
ROE assumption of 13.2% is lower than 1H19’s 13.7% — this weakening is
due to narrowing NIM, with digitisation-driven cost efficiencies being a
positive catalyst. We then derived a 2020F target P/BV of 1.37x, from which
our SGD28.30 TP surfaced.

e Key upside risks include a slower decline in FFR, and a quick resolution to
the US-China trade war, which will brighten economic growth prospects.
Downside risks include a worsening of the economic prospects — which could
lead to the need for more loan loss provisioning.

Analyst

Leng Seng Choon, CFA, PBM

+65 6232 3890
leng.seng.choon@rhbgroup.com

Share Performance (%)

A

YTD im 3m 6m 12m
Absolute 3.8 (7.7) (4.5) (0.9 (1.6)
Relative 0.5 2.7) (2.0) 0.1 3.1
52-wk Price low/high (SGD) 22.65 - 28.64
DBS Group Holdings (DBS SP)
FJ\ NAVA\
25.0 ,-“‘

Aug-18
oct-18
Dec-18
Feb-19
Apr-19

Jun-19
Aug-19

Source: Bloomberg

Forecasts and Valuations Dec-17 Dec-18 Dec-19F Dec-20F  Dec-21F
Reported net profit (SGDm) 4,371 5,577 6,340 6,456 6,483
Recurring net profit (SGDm) 4,390 5,625 6,340 6,456 6,483
Recurring net profit growth (%) 3.6 28.1 12.7 1.8 0.4
Recurring EPS (SGD) 1.72 2.20 2.48 2.52 2.53
BVPS (SGD) 17.85 18.12 19.37 20.59 21.73
DPS (SGD) 1.43 1.20 1.20 1.30 1.40
Recurring P/E (x) 14.3 11.2 9.9 9.7 9.7
P/B (x) 1.38 1.36 1.27 1.19 1.13
Dividend Yield (%) 5.8 4.9 4.9 5.3 5.7
Return on average equity (%) 9.7 12.1 12.8 12.4 11.8
Return on average assets (%) 0.89 1.05 1.12 1.10 1.06
Source: Company data, RHB
See important disclosures at the end of this report 49
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Financial Exhibits

Asia Financial summary Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Singapore EPS (SGD) 1.71 2.17 2.47 2.52 2.53
Financials Core EPS (SGD) 1.72 2.20 2.48 2.52 2.53
DBS DPS (SGD) 1.43 1.20 1.20 1.30 1.40
DBS SP BVPS (SGD) 17.85 18.12 19.37 20.59 21.73
BUY
Valuation metrics Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Valuation basis Recurring P/E (x) 14.3 11.2 9.9 9.7 9.7
Gordon Growth Methodology (GGM) P/B (x) 1.38 1.36 1.27 1.19 1.13
Dividend yield (%) 5.8 4.9 4.9 5.3 5.7
Key drivers Balance sheet (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Our net profit forecast is most sensitive to Gross loans & advances 327,769 349,645 365,634 378,513 395,619
i. Changes in NIM; Loan impairment allowances 4,670 4,642 5,106 5,366 5,681
ii. Non-interest income growth; Net loans & advances 323,099 345,003 360,528 373,147 389,938
iii. - Credit cost. Total assets 517,711 550,751 580,387 598,873 621,344
Deposits from customers 373,634 393,785 401,661 425,359 446,627
Total liabilities 467,909 500,876 527,083 542,344 561,734
Key risks Shareholders' funds 47,458 49,045 52,307 55,431 58,325
i. Higher impairment charges; Total equity 49,802 49,875 53,304 56,529 59,610
ii. Weaker NIMs;
iii. - Softer non-Il. Income statement (SGDm) Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Net interest income 7,791 8,955 9,796 10,055 10,271
Company Profile Non-interest income 4,483 4,228 4,928 5,294 5,641
DBS is the largest Singapore bank by assets. It Operating income 12,274 13,183 14,724 15,349 15,912
also has significant Greater China operations. Overhead expenses 5,205 5,814 6,181 6,614 7,085
Pre-provision operating profit 7,069 7,369 8,543 8,735 8,827
Loan impairment allowances 1,894 710 885 920 975
Pretax profit 5,175 6,659 7,658 7,815 7,852
Reported net profit 4,371 5,577 6,340 6,456 6,483
Recurring net profit 4,390 5,625 6,340 6,456 6,483
Profitability Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
ROA (%) 0.89 1.05 1.12 1.10 1.06
ROE (%) 9.7 12.1 12.8 12.4 11.8
Yield on IEAs (%) 2.43 2.85 3.05 3.09 3.05
Cost of funds (%) 0.74 1.07 1.30 1.38 1.36
Net interest margin (%) 1.75 1.85 1.88 1.86 1.84
Non-II / Total income (%) 34.7 32.1 335 345 35.5
CIR (%) 43.0 44.0 42.0 43.1 445
Credit cost (bps) 60.6 21.3 25.1 25.1 25.6
PIOP growth (%) 8.5 4.2 15.9 2.2 11
Net profit growth (%) 3.1 27.6 13.7 1.8 0.4
Asset quality Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Gross impaired loans/Loans (%) 1.7 1.5 15 15 15
Loan loss coverage ratio (%) 84.7 91.2 86.8 88.1 90.1
NPL formation (bps) 105 25 40 48 54
Liquidity Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
Loan growth (%) 7.2 6.8 4.5 35 4.5
Customer deposits growth (%) 7.5 5.4 2.0 5.9 5.0
LDR (%) 86.5 87.6 89.7 87.7 87.3
Capital Dec-17 Dec-18 Dec-19F Dec-20F Dec-21F
CET1 ratio (%) 14.3 13.9 13.9 14.5 14.5
Tier-1 ratio (%) 15.1 15.1 14.7 14.8 14.9
Total capital ratio (%) 15.9 16.9 16.4 16.5 16.6

Source: RHB, Company data

See important disclosures at the end of this report
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Singtel (st sp) Neutral wmaintained)
Transformational Play In a 5G Era Target Price (Return) SGD3.40 (+7%)
Price: SGD3.19
Market Cap: USD37,673m

Avg Daily Turnover (SGD/USD)  70.39m/50.9m

e Maintain NEUTRAL with SOP-based TP of SGD3.40, 7% upside plus Analyst
c.5% yield. Singtel remains our preferred Singapore telco with its earnings

diversity and balance sheet strength as key investment merits. We see Singapore Research
improvements at its associates and continuing positive execution on cost as +65 6533 0781
earnings catalysts. The >5% prospective dividend yields (committed DPS of sg.research@rhbgroup.com
17.5 cents for FY20F) provides certainty on the back of external concerns
and the slowing domestic economy. Share Performance (%)
. Lo . .. . . . YTD im 3m 6m 12m
e Embracing digitalisation and well positioned for 5G. Singtel is a major
: : . , . Absolute 8.9 (9.9 1.6 4.2 3.6
proxy to the ongoing transformation of Singapore’s telco sector into a fully Relaiiv
digital/5G era. The group’s digitalisation process encompasses end-to-end e e_ _5'6 (5.0) 5.1 5.3 8.3
transformation of its core and access network, with a shift in distribution and 52-wk Price low/high (SGD) 2.83-3.56

marketing models to align with improving the overall customer experience.
Singtel was the first telco to conduct 5G trials in Singapore back in 2016, and
is likely to be the biggest beneficiary of the 5G spectrum to be assigned by as
the Infocomm Media Development Authority (IMDA) by 1Q20. Its leading 34 —
exposure to the enterprise segment, Smart Nation projects, as well as
investments across many verticals and solutions give it a key competitive

Singtel (ST SP)

Price Close

advantage, and would see it capitalise on the early use-cases for the a0 -
enterprise segment. 29 EavA-
28
e Key driver. Cost optimisation and efficiencies should continue to be key in 27

mitigating the structural and competitive pressures on its earnings in the
medium-term. We see a positive shift in competitive dynamics and data re-
pricing initiatives across Indonesia, Thailand and India (Airtel has witnessed
two consecutive quarters of revenue growth) as major earnings re-rating Source: Bloomberg
catalysts, on top of lower digital losses. We expect the weakness in Singtel’s

enterprise business to persist until end-2019 due to the still cautious business

environment, and price competition for public sector jobs.

Aug-18
Oct-18
Dec-18
Feb-19
Apr-19
Jun-19
Aug-19

¢ Valuation basis. We value Singtel based on SOP methodology, with most
key associates valued at consensus TPs. Our TP of SGD3.40 implies FY20F
EV/EBITDA of 12x, close to its 5-year average EV/EBITDA.

e Key upside/downside risks are weaker/stronger-than-expected competition
in key mobile markets of Singapore, Australia, Indonesia, Thailand and India.
The extended gestation period of its adjacent/digital investments, and the
protracted decline in enterprise business margins portend additional
downside risks.

Forecasts and Valuations Mar-18 Mar-19  Mar-20F  Mar-21F  Mar-22F
Total turnover (SGDm) 17,268 17,371 17,706 18,012 18,377
Recurring net profit (SGDm) 3,594 2,823 2,988 3,205 3,329
Recurring net profit growth (%) (7.2) (21.4) 5.8 7.3 3.9
Recurring P/E (x) 14.6 18.6 17.6 16.4 15.8
P/BV (x) 1.8 1.8 1.7 1.7 1.6
P/CF (x) 8.8 9.8 9.2 9.1 7.2
Dividend Yield (%) 6.2 5.3 5.3 5.3 5.3
EV/EBITDA (x) 12.3 13.3 12.6 11.9 11.1
ROE (%) 12.1 9.5 10.0 10.6 10.4
Net debt to equity (%) 334 34.1 31.7 28.7 20.1
Interest coverage (x) 14.1 10.4 13.1 13.9 14.4

Source: Company data, RHB

See important disclosures at the end of this report
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Financial Exhibits

Asia Financial summary Mar-18 Mar-19 Mar-20F Mar-21F Mar-22F
Singtel Recurring EPS (SGD) 0.23 0.18 0.19 0.20 0.21
Communication DPS (SGD) 0.21 0.18 0.18 0.18 0.18
ST SP Equity BVPS (SGD) 1.86 1.87 1.88 1.90 2.00
Neutral ROE (%) 12.12 9.47 9.97 10.57 10.42
Valuation basis Valuation metrics Mar-18 Mar-19 Mar-20F Mar-21F Mar-22F
We apply an SOP methodology to value Recurring P/E (x) 14.6 18.6 17.6 16.4 15.8
f(')’:gfr';sn’s'”}l;”;’“ key associates valued at PIB () 177 1.76 175 173 1.64
FCF Yield (%) 6.87 6.96 6.70 6.95 9.85
Dividend yield (%) 6.2 5.3 5.3 5.3 5.3
EV/EBITDA (x) 12.3 13.3 12.6 11.9 111
EV/EBIT (x) 11.8 15.6 14.9 13.8 12.8
Key drivers Income statement (SGDm) Mar-18 Mar-19 Mar-20F Mar-21F Mar-22F
i. Monetisation ~ of  adjacent/digital Total turnover 17,268 17,371 17,706 18,012 18,377
" gt\:iitgrg?msr;ecovery in  associate Gross profit 4,791 4,466 4,691 4,938 5,085
earnings; EBITDA (adj.) 5,050 4,691 4,893 5,140 5,287
iii. Receding competition in key mobile Depreciation & amortisation (2,250) (2,222) (2,565) (2,657) (2,758)
markets Operating profit 5,261 4,005 4,156 4,419 4,579
Net interest (345) (355) (288) (268) (268)
Pre-tax profit 4,916 3,650 3,868 4,151 4,311
Key risks Taxation (1,343) (850) (901) (966) (1,004)
i. Stronger-than-expected  competition Net profit 3,594 2,283 2,988 3,205 3,329
';n dslé':j?:pore’ Australia, - Indonesia Recurring net profit 3,594 2,283 2,988 3,205 3,329
ii. Continuing margin pressure on the
_ enterprise business; Cash flow (SGDm) Mar-18 Mar-19 Mar-20F Mar-21F Mar-22F
iii. Larger-than-expected losses from
adjacent/digital investments Change in working capital (2,703) 1,192 (1,721) (2,066) (808)
Cash flow from operations 6,955 5,368 5,712 5,744 7,264
Capex (2,349) (1,718) (2,200) (2,100) (2,100)
Company Profile Cash flow from investing activities (1,951) (2,329) (2,200) (2,100) (2,100)
Singtel is the leading integrated Dividends paid (2,857) (2,857) (2,857) (2,857) (2,857)
Le;iicf‘i’cm’:‘e”gr;frf"t“’xﬁh °2g§;‘_’lfa£ing‘emﬁz'ﬁ; Cash flow from financing activities (4,009) (3,056) (2,857) (2,857) (2,857)
assets in Singapore, Australia, Indonesia, Cash at beginning of period 534 529 512 1,167 1,953
Thailand, Philippines and India, amongst Net change in cash (5) a7 655 786 2,307
gg’cir:ty'toilfﬂ‘zsol;‘”:s eo\'l\‘/ir?é .the largest cyber- Ending balance cash 529 512 1,167 1,953 4,260
Balance Sheet (SGDm) Mar-18 Mar-19 Mar-20F Mar-21F Mar-22F
Total cash and equivalents 525 513 1,167 1,953 4,260
Tangible fixed assets 28,304 27,820 27,455 26,898 26,239
Total investments 12,783 12,858 12,858 12,858 12,858
Total assets 48,254 48,915 48,486 48,811 50,581
Short-term debt 1,824 1,880 1,880 1,880 1,880
Total long-term debt 8,607 8,784 8,784 8,784 8,784
Total liabilities 18,600 19,105 18,525 18,481 18,647
Total equity 29,654 29,810 29,962 30,330 31,934
Total liabilities & equity 48,254 48,915 48,486 48,811 50,581
Key metrics Mar-18 Mar-19 Mar-20F Mar-21F Mar-22F
Revenue growth (%) 3.3 0.6 1.9 17 2.0
Recurrent EPS growth (%) (7.2) (21.4) 5.8 7.3 3.9
Gross margin (%) 27.7 25.7 26.5 27.4 27.7
Operating EBITDA margin (%) 29.2 27.0 27.6 28.5 28.8
Net profit margin (%) 20.8 16.3 16.9 17.8 18.1
Capex/sales (%) 13.6 9.9 12.4 11.7 11.4
Interest cover (x) 14.1 10.4 13.1 13.9 14.4

Source: RHB, Company data

See important disclosures at the end of this report
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RHB Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months
Trading Buy: Share price may exceed 15% over the next 3 months, however
longer-term outlook remains uncertain

Neutral: Share price may fall within the range of +/- 10% over the next
12 months

Take Profit: ~ Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

Investment Research Disclaimers

RHB has issued this report for information purposes only. This report is intended for
circulation amongst RHB and its affiliates’ clients generally or such persons as may be
deemed eligible by RHB to receive this report and does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific person
who may receive this report. This report is not intended, and should not under any
circumstances be construed as, an offer or a solicitation of an offer to buy or sell the
securities referred to herein or any related financial instruments.

This report may further consist of, whether in whole or in part, summaries, research,
compilations, extracts or analysis that has been prepared by RHB’s strategic, joint
venture and/or business partners. No representation or warranty (express or implied)
is given as to the accuracy or completeness of such information and accordingly
investors should make their own informed decisions before relying on the same.

This report is not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary
to the applicable laws or regulations. By accepting this report, the recipient hereof (i)
represents and warrants that it is lawfully able to receive this document under the
laws and regulations of the jurisdiction in which it is located or other applicable laws
and (ii) acknowledges and agrees to be bound by the limitations contained herein.
Any failure to comply with these limitations may constitute a violation of applicable
laws.

All the information contained herein is based upon publicly available information and
has been obtained from sources that RHB believes to be reliable and correct at the
time of issue of this report. However, such sources have not been independently
verified by RHB and/or its affiliates and this report does not purport to contain all
information that a prospective investor may require. The opinions expressed herein
are RHB'’s present opinions only and are subject to change without prior notice. RHB
is not under any obligation to update or keep current the information and opinions
expressed herein or to provide the recipient with access to any additional
information. Consequently, RHB does not guarantee, represent or warrant, expressly
or impliedly, as to the adequacy, accuracy, reliability, fairness or completeness of the
information and opinion contained in this report. Neither RHB (including its officers,
directors, associates, connected parties, and/or employees) nor does any of its
agents accept any liability for any direct, indirect or consequential losses, loss of
profits and/or damages that may arise from the use or reliance of this research report
and/or further communications given in relation to this report. Any such responsibility
or liability is hereby expressly disclaimed.

Whilst every effort is made to ensure that statement of facts made in this report are
accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered
to be reasonable and must not be construed as a representation that the matters
referred to therein will occur. Different assumptions by RHB or any other source may
yield substantially different results and recommendations contained on one type of
research product may differ from recommendations contained in other types of
research. The performance of currencies may affect the value of, or income from, the
securities or any other financial instruments referenced in this report. Holders of
depositary receipts backed by the securities discussed in this report assume
currency risk. Past performance is not a guide to future performance. Income from
investments may fluctuate. The price or value of the investments to which this report
relates, either directly or indirectly, may fall or rise against the interest of investors.

This report does not purport to be comprehensive or to contain all the information that a
prospective investor may need in order to make an investment decision. The recipient of
this report is making its own independent assessment and decisions regarding any
securities or financial instruments referenced herein. Any investment discussed or
recommended in this report may be unsuitable for an investor depending on the
investor's specific investment objectives and financial position. The material in this
report is general information intended for recipients who understand the risks of
investing in financial instruments. This report does not take into account whether an
investment or course of action and any associated risks are suitable for the recipient.
Any recommendations contained in this report must therefore not be relied upon as
investment advice based on the recipient's personal circumstances. Investors should
make their own independent evaluation of the information contained herein, consider
their own investment objective, financial situation and particular needs and seek their
own financial, business, legal, tax and other advice regarding the appropriateness of
investing in any securities or the investment strategies discussed or recommended in
this report.

This report may contain forward-looking statements which are often but not always
identified by the use of words such as “believe”, “estimate”, “intend” and “expect” and
statements that an event or result “may”, “will” or “might” occur or be achieved and

other similar expressions. Such forward-looking statements are based on

assumptions made and information currently available to RHB and are subject to
known and unknown risks, uncertainties and other factors which may cause the
actual results, performance or achievement to be materially different from any future
results, performance or achievement, expressed or implied by such forward-looking
statements. Caution should be taken with respect to such statements and recipients
of this report should not place undue reliance on any such forward-looking
statements. RHB expressly disclaims any obligation to update or revise any forward-
looking statements, whether as a result of new information, future events or
circumstances after the date of this publication or to reflect the occurrence of
unanticipated events.

The use of any website to access this report electronically is done at the recipient's own
risk, and it is the recipient’s sole responsibility to take precautions to ensure that it is free
from viruses or other items of a destructive nature. This report may also provide the
addresses of, or contain hyperlinks to, websites. RHB takes no responsibility for the
content contained therein. Such addresses or hyperlinks (including addresses or
hyperlinks to RHB own website material) are provided solely for the recipient’s
convenience. The information and the content of the linked site do not in any way form
part of this report. Accessing such website or following such link through the report or
RHB website shall be at the recipient’s own risk.

This report may contain information obtained from third parties. Third party content
providers do not guarantee the accuracy, completeness, timeliness or availability of any
information and are not responsible for any errors or omissions (negligent or otherwise),
regardless of the cause, or for the results obtained from the use of such content. Third
party content providers give no express or implied warranties, including, but not limited
to, any warranties of merchantability or fithess for a particular purpose or use. Third
party content providers shall not be liable for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees,
or losses (including lost income or profits and opportunity costs) in connection with any
use of their content.

The research analysts responsible for the production of this report hereby certifies
that the views expressed herein accurately and exclusively reflect his or her personal
views and opinions about any and all of the issuers or securities analysed in this
report and were prepared independently and autonomously. The research analysts
that authored this report are precluded by RHB in all circumstances from trading in
the securities or other financial instruments referenced in the report, or from having
an interest in the company(ies) that they cover.

The contents of this report is strictly confidential and may not be copied, reproduced,
published, distributed, transmitted or passed, in whole or in part, to any other person
without the prior express written consent of RHB and/or its affiliates. This report has
been delivered to RHB and its affiliates’ clients for information purposes only and
upon the express understanding that such parties will use it only for the purposes set
forth above. By electing to view or accepting a copy of this report, the recipients have
agreed that they will not print, copy, videotape, record, hyperlink, download, or
otherwise attempt to reproduce or re-transmit (in any form including hard copy or
electronic distribution format) the contents of this report. RHB and/or its affiliates
accepts no liability whatsoever for the actions of third parties in this respect.

The contents of this report are subject to copyright. Please refer to Restrictions on
Distribution below for information regarding the distributors of this report. Recipients
must not reproduce or disseminate any content or findings of this report without the
express permission of RHB and the distributors.

The securities mentioned in this publication may not be eligible for sale in some
states or countries or certain categories of investors. The recipient of this report
should have regard to the laws of the recipient's place of domicile when
contemplating transactions in the securities or other financial instruments referred to
herein. The securities discussed in this report may not have been registered in such
jurisdiction. Without prejudice to the foregoing, the recipient is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of
the person or entity receiving this report.

The term “RHB” shall denote, where appropriate, the relevant entity distributing or
disseminating the report in the particular jurisdiction referenced below, or, in every
other case, RHB Investment Bank Berhad and its affiliates, subsidiaries and related
companies.

RESTRICTIONS ON DISTRIBUTION

Malaysia

This report is issued and distributed in Malaysia by RHB Investment Bank Berhad
(“RHBIB”). The views and opinions in this report are our own as of the date hereof
and is subject to change. If the Financial Services and Markets Act of the United
Kingdom or the rules of the Financial Conduct Authority apply to a recipient, our
obligations owed to such recipient therein are unaffected. RHBIB has no obligation to
update its opinion or the information in this report.

Thailand

This report is issued and distributed in the Kingdom of Thailand by RHB Securities
(Thailand) PCL, a licensed securities company that is authorised by the Ministry of
Finance, regulated by the Securities and Exchange Commission of Thailand and is a
member of the Stock Exchange of Thailand. The Thai Institute of Directors Association
has disclosed the Corporate Governance Report of Thai Listed Companies made
pursuant to the policy of the Securities and Exchange Commission of Thailand. RHB
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Securities (Thailand) PCL does not endorse, confirm nor certify the result of the
Corporate Governance Report of Thai Listed Companies.

Indonesia

This report is issued and distributed in Indonesia by PT RHB Sekuritas Indonesia.
This research does not constitute an offering document and it should not be
construed as an offer of securities in Indonesia. Any securities offered or sold,
directly or indirectly, in Indonesia or to any Indonesian citizen or corporation
(wherever located) or to any Indonesian resident in a manner which constitutes a
public offering under Indonesian laws and regulations must comply with the
prevailing Indonesian laws and regulations.

Singapore

This report is issued and distributed in Singapore by RHB Securities Singapore Pte
Ltd which is a holder of a capital markets services licence and an exempt financial
adviser regulated by the Monetary Authority of Singapore. RHB Securities Singapore
Pte Ltd may distribute reports produced by its respective foreign entities, affiliates or
other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a
person who is not an Accredited Investor, Expert Investor or an Institutional Investor,
RHB Securities Singapore Pte Ltd accepts legal responsibility for the contents of the
report to such persons only to the extent required by law. Singapore recipients
should contact RHB Securities Singapore Pte Ltd in respect of any matter arising
from or in connection with the report.

Hong Kong

This report is issued and distributed in Hong Kong by RHB Securities Hong Kong
Limited (BL3E{6% 35 45 R A\ 5]) (CE No.: ADU220) (“RHBSHK”) which is licensed in
Hong Kong by the Securities and Futures Commission for Type 1 (dealing in
securities) and Type 4 (advising on securities) regulated activities. Any investors
wishing to purchase or otherwise deal in the securities covered in this report should
contact RHBSHK. RHBSHK is a wholly owned subsidiary of RHB Hong Kong
Limited; for the purposes of disclosure under the Hong Kong jurisdiction herein,
please note that RHB Hong Kong Limited with its affiliates (including but not limited
to RHBSHK) will collectively be referred to as “RHBHK.” RHBHK conducts a full-
service, integrated investment banking, asset management, and brokerage business.
RHBHK does and seeks to do business with companies covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this research report. Investors should
consider this report as only a single factor in making their investment decision.
Importantly, please see the company-specific regulatory disclosures below for
compliance with specific rules and regulations under the Hong Kong jurisdiction.
Other than company-specific disclosures relating to RHBHK, this research report is
based on current public information that we consider reliable, but we do not
represent it is accurate or complete, and it should not be relied on as such.

United States

This report was prepared by RHB and is being distributed solely and directly to
“major” U.S. institutional investors as defined under, and pursuant to, the
requirements of Rule 15a-6 under the U.S. Securities and Exchange Act of 1934, as
amended (the “Exchange Act”). Accordingly, access to this report via Bursa
Marketplace or any other Electronic Services Provider is not intended for any party
other than “major” US institutional investors, nor shall be deemed as solicitation by
RHB in any manner. RHB is not registered as a broker-dealer in the United States
and does not offer brokerage services to U.S. persons. Any order for the purchase
or sale of the securities discussed herein that are listed on Bursa Malaysia Securities
Berhad must be placed with and through Auerbach Grayson (“AG”). Any order for the
purchase or sale of all other securities discussed herein must be placed with and
through such other registered U.S. broker-dealer as appointed by RHB from time to
time as required by the Exchange Act Rule 15a-6. This report is confidential and not
intended for distribution to, or use by, persons other than the recipient and its
employees, agents and advisors, as applicable. Additionally, where research is
distributed via Electronic Service Provider, the analysts whose names appear in this
report are not registered or qualified as research analysts in the United States and
are not associated persons of Auerbach Grayson AG or such other registered U.S.
broker-dealer as appointed by RHB from time to time and therefore may not be
subject to any applicable restrictions under Financial Industry Regulatory Authority
(“FINRA”) rules on communications with a subject company, public appearances and
personal trading. Investing in any non-U.S. securities or related financial instruments
discussed in this research report may present certain risks. The securities of non-
U.S. issuers may not be registered with, or be subject to the regulations of, the U.S.
Securities and Exchange Commission. Information on non-U.S. securities or related
financial instruments may be limited. Foreign companies may not be subject to audit
and reporting standards and regulatory requirements comparable to those in the
United States. The financial instruments discussed in this report may not be suitable
for all investors. Transactions in foreign markets may be subject to regulations that
differ from or offer less protection than those in the United States.

DISCLOSURE OF CONFLICTS OF INTEREST

RHB Investment Bank Berhad, its subsidiaries (including its regional offices) and
associated companies, (‘RHBIB Group”) form a diversified financial group,
undertaking various investment banking activities which include, amongst others,
underwriting, securities trading, market making and corporate finance advisory.

As a result of the same, in the ordinary course of its business, any member of the
RHBIB Group, may, from time to time, have business relationships with or hold

positions in the securities (including capital market products) or perform and/or solicit
investment, advisory or other services from any of the subject company(ies) covered
in this research report.

While the RHBIB Group will ensure that there are sufficient information barriers and
internal controls in place where necessary, to prevent/manage any conflicts of
interest to ensure the independence of this report, investors should also be aware
that such conflict of interest may exist in view of the investment banking activities
undertaken by the RHBIB Group as mentioned above and should exercise their own
judgement before making any investment decisions.

Malaysia
Save as disclosed in the following link (RHB Research conflict disclosures — August
2019) and to the best of our knowledge, RHBIB hereby declares that:

1. RHBIB does not have a financial interest in the securities or other capital
market products of the subject company(ies) covered in this report.

2. RHBIB is not a market maker in the securities or capital market products of the
subject company(ies) covered in this report.

3. None of RHBIB’s staff or associated person serve as a director or board
member* of the subject company(ies) covered in this report
*For the avoidance of doubt, the confirmation is only limited to the staff of
research department

4. Save as disclosed below, RHBIB did not receive compensation for investment
banking or corporate finance services from the subject company in the past 12
months.

5. RHBIB did not receive compensation or benefit (including gift and special cost
arrangement e.g. company/issuer-sponsored and paid trip) in relation to the
production of this report.

Thailand

RHB Securities (Thailand) PCL and/or its directors, officers, associates, connected
parties and/or employees, may have, or have had, interests and/or commitments in
the securities in subject company(ies) mentioned in this report or any securities
related thereto. Further, RHB Securities (Thailand) PCL may have, or have had,
business relationships with the subject company(ies) mentioned in this report. As a
result, investors should exercise their own judgment carefully before making any
investment decisions.

Indonesia

PT RHB Sekuritas Indonesia is not affiliated with the subject company(ies) covered
in this report both directly or indirectly as per the definitions of affiliation above.
Pursuant to the Capital Market Law (Law Number 8 Year 1995) and the supporting
regulations thereof, what constitutes as affiliated parties are as follows:

1. Familial relationship due to marriage or blood up to the second degree, both
horizontally or vertically;

2. Affiliation between parties to the employees, Directors or Commissioners of the
parties concerned;

3. Affiliation between 2 companies whereby one or more member of the Board of
Directors or the Commissioners are the same;

4.  Affiliation between the Company and the parties, both directly or indirectly,
controlling or being controlled by the Company;

5.  Affiliation between 2 companies which are controlled, directly or indirectly, by
the same party; or

6.  Affiliation between the Company and the main Shareholders.

PT RHB Sekuritas Indonesia is not an insider as defined in the Capital Market Law
and the information contained in this report is not considered as insider information
prohibited by law. Insider means:

1. acommissioner, director or employee of an Issuer or Public Company;

2. asubstantial shareholder of an Issuer or Public Company;

3. an individual, who because of his position or profession, or because of a
business relationship with an Issuer or Public Company, has access to inside
information; and

4.  anindividual who within the last six months was a Person defined in letters a, b
or ¢, above.

Singapore

Save as disclosed in the following link (RHB Research conflict disclosures — August
2019) and to the best of our knowledge, RHB Securities Singapore Pte Ltd hereby
declares that:

1. RHB Securities Singapore Pte Ltd, its subsidiaries and/or associated
companies do not make a market in any issuer covered in this report.

RHB Securities Singapore Pte Ltd, its subsidiaries and/or its associated
companies and its analysts do not have a financial interest (including a
shareholding of 1% or more) in the issuer covered in this report.

RHB Securities, its staff or connected persons do not serve on the board or
trustee positions of the issuer covered in this report.

RHB Securities Singapore Pte Ltd, its subsidiaries and/or its associated
companies do not have and have not within the last 12 months had any
corporate finance advisory relationship with the issuer covered in this report or
any other relationship that may create a potential conflict of interest.

RHB Securities Singapore Pte Ltd, or person associated or connected to it do
not have any interest in the acquisition or disposal of, the securities, specified
securities based derivatives contracts or units in a collective investment
scheme covered in this report.

RHB Securities Singapore Pte Ltd and its analysts do not receive any
compensation or benefit in connection with the production of this research
report or recommendation.

2.
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Hong Kong
The following disclosures relate to relationships between RHBHK and companies
covered by Research Department of RHBSHK and referred to in this research report:

RHBSHK hereby certifies that no part of RHBSHK analyst compensation was, is or
will be, directly or indirectly, related to the specific recommendations or views
expressed in this research report.

RHBHK had an investment banking services client relationships during the past 12
months with: -.

RHBHK has received compensation for investment banking services, during the past
12 months from: -.

RHBHK managed/co-managed public offerings, in the past 12 months for: -.

On a principal basis. RHBHK has a position of over 1% market capitalization of: -.

Additionally, please note the following:

Ownership and material conflicts of interest: RHBSHK policy prohibits its
analysts and associates reporting to analysts from owning securities of any company
covered by the analyst.

Analyst as officer or director: RHBSHK policy prohibits its analysts, and
associates reporting to analysts from serving as an officer, director, advisory board
member or employee of any company covered by the analyst.

RHBHK salespeople, traders, and other non-research professionals may provide oral
or written market commentary or trading strategies to RHB clients that reflect

opinions that are contrary to the opinions expressed in this research report.
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Tel : +65 6533 1818

Fax : +65 6532 6211
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Tel : +6221 2783 0888
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RHB Securities (Thailand) PCL
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Thailand
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