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ASIAN GEMS CORPORATE HIGHLIGHTS
SATS (SATS SP)

More Palatable Risk-reward Profile After Share Price Decline

In the investor meeting during UOB Kay Hian’s Asian Gem Conference, management
shared insights and clarified investors’ queries about the WFS deal. Following the
sharp share price drop after the acquisition announcement, SATS’ risk-reward profile is
more attractive in our view and suits investors with a longer-term horizon. We upgrade
SATS to BUY, with a lower target price of $$3.08 based on an SOTP valuation, factoring
in very conservative valuation metrics for WFS.

WHAT’S NEW

¢ Management clarifying on the WFS deal. We attended an investor meeting with SATS Ltd
(SATS) during our Asian Gem Conference on 18 Oct 22. 19 institutional investors attended
the meeting. During the meeting, management shared more insights about the Worldwide
Flight Services (WFS) deal and clarified investors’ questions which were focused on the deal
background, the due diligence process, potential synergy realisation and the updated
financing plan.

Through private negotiation, not public tendering. Management shared that, before
formally approaching WFS in Nov 21, SATS has been tracking WFS for three years as a
potential target. We are glad to know that this WFS acquisition was not through some
competitive public tendering process but it was SATS who voluntarily engaged WFS to solicit
for a deal. This is important as in a public tendering, bidders face more competitive pressure
and have to comply with strict deal timeline; as such there is a higher chance that the winner
may end up with an unfavourable valuation or insufficient due diligence.

Rigorous due diligence. Management noted that SATS has run a rigorous due diligence
process covering the commercial, financial, tax, HR and operation aspects of WFS, involving
both internal teams and external consultants and industry experts. The whole process took
about five months, which is longer than a typical M&A due diligence duration (usually 2-3
months). The project team has also carefully studied WFS’ synergy potential with SATS’
existing businesses and concluded that there is scope for SATS, as an industry player, to
create and to realise synergistic value from this deal, while noting that WFS has changed
hands three times (owned by three private equity firms) since 2006. According to
management, up to 40% of estimated S$100m p.a. (EBITDA level) synergy can be realised
in the near term (two years horizon).

Financing plan. Recognising the unfavourable market sentiment towards equity raising,
management sounds more firm that SATS is inclined to reduce the portion of straight equity
financing to below 50% and to make up the rest with hybrid instruments such as (convertible)
perpetual securities. This makes sense as these hybrid instruments are treated as equity by
financial institutions (lenders) and hence would not weaken SATS’ credit profile (which may
lead to higher cost of debt). Management also confirmed that any equity offering would be
limited to existing shareholders, so as not to dilute the value of existing shareholders after
the major share price decline.

KEY FINANCIALS

Year to 31 Mar (S$m) 2021 2022 2023F 2024F 2025F
Net turnover 970 1,177 1,812 2,163 2,453
EBITDA 120 77 190 325 465
Operating profit (10) (43) 25 160 298
Net profit (79) 20 64 154 266
EPS (S$ cent) (7.0) 1.8 5.7 13.7 23.6
PE (x) n.m. 150.1 47.5 19.9 11.5
P/B (x) 2.0 1.9 1.8 1.7 1.6
EV/EBITDA (x) 21.7 37.2 15.5 9.3 6.6
Dividend yield (%) 0.0 0.0 1.1 3.7 7.0
Net margin (%) (8.1) 1.7 3.6 71 10.8
Net debt/(cash) to equity (%) (11.9) (15.0) (9.4) 4.7) (2.9)
ROE (%) n.a. 1.3 3.9 9.0 14.6

* We have yet to incorporate potential financial impacts from the acquisition of WFS.
Source: SATS, Bloomberg, UOB Kay Hian
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BUY

(Upgraded)

Share Price S$2.72
Target Price S$$3.08
Upside +13.1%
(Previous TP S$ 3.82)

COMPANY DESCRIPTION

Asia's leading provider of food solutions and
gateway services with a presence in over 55
locations across 14 countries.

STOCK DATA

GICS sector Industrials
Bloomberg ticker: SATS SP
Shares issued (m): 1,124.2
Market cap (S$ m): 3,057.8
Market cap (US$m): 2,151.7
3-mth avg daily t'over (US$m): 10.8
Price Performance (%)
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Major Shareholders %
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STOCK IMPACT

o After the sharp share price decline, ... Since SATS’ first trading halt (on 21 September)
related to the WFS deal, SATS’ share price has declined 33% from S$4.06 before the
trading halt to S$2.72 (the closing price on 18 October); this is likely due to the market’s
unfavourable view towards the deal and the weak sentiment towards the equity raising plan.
During this period, S$1.5b worth of SATS’ market cap has been evaporated; this is
equivalent to about 45% of WFS’ acquisition enterprise value of $$3.1b.

...risk-reward profile of SATS is more attractive. Assuming SATS’ existing business is
still worth the value as it was and attributing all market cap drop to the deal of WFS, the
market is now effectively valuing WFS at an enterprise value of S$1.6b (being transaction
enterprise value of S$3.1b less SATS’ market cap drop of S$1.5b). This means, if one buys
SATS at the current price, he is effectively paying only 4.9x EBTIDA (based on WFS’ 12-
month EBITDA ended Mar 22) for the WFS deal, instead of the original transaction
EV/EBITDA multiple of 9.7x. The effective 4.9x EV/EBITDA looks attractive, considering
that: a) this is pre synergy, and b) WFS is the top global air cargo handler.

In the context of past peer transactions, the implied 4.9x EV/EBITDA valuation is also
very cheap. While SATS’ original acquisition EV/EBITDA of 9.7x for WFS was already not
excessive against past peer transactions, the effective 4.9x EV/EBITDA for WFS implied by
SATS’ current share price is much lower than the historical peer transaction range, usually
between 10.1x-10.7x. One special case to note is HNA Group’s previous transaction of
Swissport, a Swiss aviation service company of similar size to WFS but focuses more on the
ground handling services (which SATS does not want to acquire; instead SATS likes the
more scalable cargo handling businesses which forms 80% of WFS’ revenue). HNA Group
acquired Swissport back at 2016 at 10.2x EBTIDA but sought for a fire sale a few years later
(but failed) after HNA ran into financial distress. HNA'’s fire sale valuation for Swissport was
at about 7x EBITDA by our estimate.

PAST PEER TRANSACTION EV/EBITDA
Peer transaction EV/EBITDA

SATS' current market cap implied WFS EV/EBITDA 4.9x
SATS' announced WFS acquisition EV/EBITDA 9.7x
Agility's acquisition of John Menzies, Feb 2022 10.7x
HNA's fire sale of Swissport, 2018-20 -7
(unaccomplished) X
HNA's acquisition of Swissport, Jan 2016 10.2x
WES (previous transaction), Jun 2018 10.1x
2.0x 4.0x 6.0x 8.0x 10.0x 12.0x

Source: SATS, UOB Kay Hian

EARNINGS REVISION/RISK

* No change. We have yet to incorporate WFS into our financial projection for SATS.
VALUATION/RECOMMENDATION

¢ Upgrade SATS to BUY with an SOTP valuation of $$3.08. To derive the fair valuation for
SATS, We first get the standalone valuation for SATS’ existing businesses by DCF (8.0%
WACC) and then add the valuation impact of the WFS deal, which in turn is determined by
our conservative valuation for WFS (based on 7x EBITDA, very conservatively pegging to
the fire sale valuation multiple of Swissport) less the WFS acquisition cost (based on 9.7x
EBITDA). We prefer to be conservative in the valuation of WFS, due to: a) the higher risk-
free rates today (compared with when SATS negotiated the deal valuation), b) weakening
global air cargo outlook in the near term (as highlighted by a few leading air cargo operators
including FedEx and DHL), and c) the lack of financial details of WFS. We will review our
valuation for SATS pending more clarity on the WFS deal.

SHARE PRICE CATALYST

¢ No strong near-term catalyst. The uncertainties related to the WFS deal may remain an
overhang on share price in the near term. Investors in SATS need to adopt a medium-to-
long term view. Medium-term catalysts could include: a) SATS successfully integrating WFS
and delivering the forecasted synergies and b) improving global air cargo outlook.
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AFTER THE STEEP SHARE PRICE DROP OF SATS,
MARKET IS EFFECTIVELY VALUING WFS AT 4.9X
EBITDA, VS SATS’ VALUATION OF WFS AT 9.7X
Before SATS' first trading halt on 21 Sep 22

SATS share price, as of 20 Sep 22 S%$4.06
SATS # of shares outstanding (mil) 1,122
SATS market cap, as of 20 Sep 22, (a) S%$4,555m
Post WFS announcement

SATS current share price, as of 17 Oct 22 S$2.72
SATS # of shares outstanding (mil) 1,122
SATS market cap, as of 17 Oct 22, (b) S$3,052m
SATS mkt cap drop due to WFS, (c) = (b) - () -5$1,503m
SATS' acquisition EV for WFS (d) $$3,107m
SATS current price implied WFS EV, (c) +(d) S$1,604m
WFS base year EBITDA €232m
€% 14
Announced acquisition EV/EBITDA 9.7x
SATS current price implied WFS EV/EBITDA 4.9x

Source: UOB Kay Hian

SOTP VALUATION FOR SATS (FACTORING IN VERY
CONVERVATIVE VALUATION FOR WFS)

DCF-based TP for SATS (standalone basis) S$3.82
SATS # of shares (mil) 1,122
DCF value of SATS (standalone), (a) S$4,286m
UOB Kay Hian'’s preferred conservative 7.0x
EV/EBITDA multiple for WFS valuation

WFS base year EBITDA €232m
€% 14
UOB Kay Hian's conservative valuation for S$2,274m
WFS EV, (b)

SATS' acquisition EV for WFS, (c) $$3,107m
Valuation difference, (d) = (c) - (b) -5$833m
SATS with WFS acquisition obligation, (a) + (d) ~ S$3,453m
SATS # of shares outstanding (mil) 1,122
SATS target price (pre-rights) S$3.08

Current price implied upside
Source: UOB Kay Hian

13.1%
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Year to 31 Mar (S$m) 2022 2023F 2024F 2025F  Year to 31 Mar (S$m) 2022 2023F 2024F 2025F
Net turnover 1,176.8 1,812.1 2,163.3 2,453.2 Fixed assets 9024 998.9 1,095.5 1,192.4
EBITDA 77.1 190.2 325.0 465.2 Other LT assets 1,093.9 1,085.6 1,080.0 1,076.6
Deprec. & amort. 119.7 165.0 165.0 166.8 Cash/ST investment 786.0 578.1 493.9 460.7
EBIT (42.6) 252 160.0 298.3 Other current assets 510.0 591.7 682.6 759.6
Total other non-operating income 12.2 18.4 0.0 0.0 Total assets 3,292.3 3,254.4 3,351.9 3,489.3
Associate contributions 171 235 315 38.2 ST debt 143.1 101.4 1014 101.4
Net interest income/(expense) (13.8) (20.7) (7.0) 6.7) Other current liabilities 487.5 502.9 513.9 525.6
Pre-tax profit (27.1) 56.4 184.5 329.9 LT debt 694.8 625.7 625.7 625.7
Tax 314 11 (30.6) (58.3) Other LT liabilities 133.2 1332 133.2 133.2
Minorities 16.1 7.0 0.0 (6.0 Shareholders' equity 1,602.6 1,667.1 1,753.6 1,873.3
Net profit 20.4 64.5 153.9 265.6 Minority interest 2311 2241 224.1 230.1
Total liabilities & equity 3,292.3 3,254.4 3,351.9 3,489.3
CASH FLOW KEY METRICS
Year to 31 Mar (S$m) 2022 2023F 2024F 2025F  Year to 31 Mar (%) 2022 2023F 2024F 2025F
Operating 62.3 129.7 204.5 3315 Profitability
Pre-tax profit (27.1) 56.4 184.5 329.9 EBITDA margin 6.5 10.5 15.0 19.0
Tax (17.0) 11 (30.6) (58.3) Pre-tax margin (2.3 31 8.5 13.4
Deprec. & amort. 119.7 165.0 165.0 166.8 Net margin 17 3.6 7.1 10.8
Associates (17.2) (23.5) (31.5) (38.2) ROA 0.6 20 47 78
Working capital changes 0.3) (66.3) (79.9) (65.4) ROE 13 39 9.0 14.6
Non-cash items 19.5 184 0.0 0.0
Other operating cashflows (15.4) (21.4) (3.0 (3.4) Growth
Investing 311 (199.5) (194.1) (191.5) Turnover 213 54.0 19.4 13.4
Capex (maintenance) (779)  (2182)  (2182)  (2204)  EBITDA (36.0) 146.8 709 431
Investments 80.6 0.0 0.0 0.0 Pre-tax profit na. na. 227.2 78.8
Proceeds from sale of assets 0.7 0.0 0.0 0.0 Net profit na. 216.1 138.7 72.6
Others 21.7 18.7 24.1 29.0 Net profit (adj.) na. 216.1 138.7 72.6
Financing (189.3) (138.1) (94.6) (173.2) EPS na. 215.8 138.7 72.6
Dividend payments 0.0 0.0 (67.3) (145.9)
Issue of shares 0.0 0.0 0.0 0.0 Leverage
Proceeds from borrowings 211 0.0 0.0 0.0 Debt to total capital 314 278 26.9 25.7
Loan repayment (182.0) (110.8) 0.0 0.0 Debt to equity 279 212 20.2 19.0
Others/interest paid (28.4) (27.3) (27.3) (27.3) Net debt/(cash) to equity (15.0) 9.4 4.7 (2.9
Net cash inflow (outflow) (95.9) (207.9) (84.2) (33.2)
Beginning cash & cash equivalent 879.8 786.0 578.1 493.9
Changes due to forex impact 21 0.0 0.0 0.0
Ending cash & cash equivalent 786.0 578.1 493.9 460.7
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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