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COMPANY UPDATE HOLD

Singapore Post (SPOST SP) (Maintained)

Becoming More Expensive to Send Letters Share Price S$0.495

Due to a secular decline in postal volumes and increased operating costs, SPOST is set  Target Price $8$0.515

to increase postal rate rates by 64.5% starting Oct 23. We reckon that the DPP segment Upside +4.0%

is set to bottom out in 1HFY24 and recover close to breakeven for FY24. However, we (Previous TP $$0.440)

do expect postal volumes to continue falling as more mail users switch to online

alternatives. Maintain HOLD with a higher PE-based target price of $$0.515. COMPANY DESCRIPTION

WHAT'S NEW Singapore Post (SPOST) is the national postal

service provider in Singapore. The company
¢ Long-awaited postage rate hike. To combat rising operating costs and declining domestic provides domestic and international postal and
letter & mail volumes, Singapore Post (SPOST) announced changes to its domestic postage courier  services  including  end-to-end
rates with the rate for standard regular mail increasing by 64.5%/20 S cents to 51 S cents integrated mail solutions covering data
starting 9 Oct 23 (early-3QFY24). The last increment was implemented nine years ago and ~ Printing, letter-shopping.
has been kept largely constant since then. This announcement was made after SPOST

initiated a strategic review of its domestic postal & parcel (DPP) segment after posting its STOCK DATA .
first ever annual operating loss of S$15.9m in FY23 and around S$15m loss in 1QFY24, GICS sector Industrials
SPOST noted that the group continues to work with IMDA to conduct a structural review of Bloomberg ticker: SPOST SP
the postal business and formulate a longer-term strategy. Shares issued (m): 2,250.0
« Return to profitability. The postal rate hike is line with our earlier expectations as we ~Market cap (S$my: 1,137
opined that the 1-3% postal rate increase in Jan 23 was insufficient to cover elevated Market cap (US$m): 816.3
operating costs driven by inflationary pressures. With the postal rate hike, we now reckon  3-mth avg daily t'over (US$m): 1.0
that the DPP segment has reached a bottom. Based on our FY24 estimates, we now expect Price Performance (%)
the DPP segment to breakeven for FY24. In our view, the additional revenue from the hike 55 eek highiiow $$0.585/5$0.430
would likely flow down to the bottom line, given no incremental increase in operating costs.
Assuming a 10% yoy secular decline in domestic postal volumes for FY24 and no sharp 1™Mth 3mth  6mth Tyr YTD
increase in operating costs, we now expect the DPP segment to recover close to breakeven 799 347 64.9 (ar.7) (7.4)
for FY24, implying S$22m-25m operating profit in 2HFY24. Major Shareholders %
¢ Double-edged sword. The postal rate hike follows global industry trends whereby national S'_ngtel 220
postal carriers have done multiple basic postal rate hikes to combat declining volumes. Alibaba Group 146
Some examples include the UK’s Royal Mail (around 30% increase in two years), the United - -
States Postal Service (about 32% increase since 2019, 10% increase in the last six months) ~ FY24 NAV/Share (S$) 0.50
and the NZ Post (around 30% hike in 2023). We initially expected SPOST to follow suit and  FY24 Net Debt/Share (S$) 0.04

implement gradual 5-8% rate increases. We reckon that the sharp 64.5% hike may be too
aggressive, likely hastening postal volume decline as mail users cut down on higher mailing PRICE CHART
costs. It was reported that Singapore businesses account for more than 80% of mail users,

with the average user sending less than one letter a month. Given the short time frame (2-3 e eIy e 4
weeks) to adjust to the rate hike, we think that businesses would be quick to jump to greener
and online alternatives. We expect to see a sharper decrease in mailing volumes for 060 [ 100
2HFY24, partially offsetting additional revenue from the rate hike. 055 L o
KEY FINANCIALS o5 oo
Year to 31 Mar (S$m) 2022 2023 2024F 2025F 2026F 04
Net turnover 1,666 1,872 1,746 1,865 1,972 e |”
EBITDA 182 172 199 250 280 032 &
Operating profit 105 89 113 165 197 10| Volume (m)
Net profit (rep./act.) 83 25 55 85 105 5
Net profit (adj.) 88 32 55 85 105 Soep 22 Nov22 Jan23 Mar23 May23 Jul23 Sep23
EPS (S$ cent) 3.9 1.4 24 3.8 4.6
PE (x) 12.8 345 20.5 13.1 10.7  Source: Bloomberg
P/B (x) 0.9 1.0 1.0 1.0 0.9
EV/EBITDA (x) 6.8 7.2 6.2 49 4.4 ANALYST(S)
Dividend yield (%) 3.6 1.2 2.0 2.8 3.6 Llelleythan Tan Yi Rong
Net margin (%) 5.0 1.3 3.1 4.6 5.3 +65 6590 6624
Net debt/(cash) to equity (%) 18.1 9.3 6.1 3.2 (2.6) yirong@uobkayhian.com
Interest cover (x) 27.8 7.6 28.8 30.1 77.3
ROE (%) 5.7 1.8 3.9 6.1 73
Consensus net profit - - 45 74 89
UOBKH/Consensus (x) - - 1.21 1.15 1.19

Source: SPOST, Bloomberg, UOB Kay Hian
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STOCK IMPACT

o Next steps. Assuming that the upcoming postal rate hike is insufficient, we do expect
additional postal rate adjustments to stem the decline in DPP profitability. Postage rates are
still expected to increase by 1-2 cents in Jan 24 from an earlier postal adjustment
announced in Dec 22. We also expect SPOST to consolidate its postal branches and
multiple sorting centres, achieving greater economies of scale and lower overhead costs.
Management noted that there would be no relaxation of postal service standards which
would have reduced operating costs.

No nationalisation. In our view, a divestment of its letter & mail postal business to the
Singaporean government is still unlikely in the near to medium term. Similar to global
national postal peers, postal rate adjustments have been used globally as a first step in
addressing the secular decline in letter & mail delivery volumes and ensuring profitability for
their respective letter & mail segments. SPOST has not adjusted rates since 2014 and is
only now catching up.

EARNINGS REVISION/RISK

o We increase our FY24-26 PATMI estimates, on the back of the upcoming postal rate
adjustment while lowering overall margin assumptions from higher operating costs. We now
forecast FY24-26 PATMI at S$54.5m (S$46.5m previously), S$85.1m (S$73.3m previously)
and S$104.9m (S$94.5m previously) respectively.

VALUATION/RECOMMENDATION

¢ Maintain HOLD with a higher PE-based target price of $S$0.515 (S$0.440 previously),
pegged to the same PE 21.3x multiple, SPOST’s average long-term mean PE, to FY24
PATMI estimates. Despite a near-term solution to SPOST’s mailing segment woes, we are
still uncertain over the success of the postal rate hike given the sharp increase in mailing
costs, coupled with the lack of clarity over SPOST's group strategic review.

o However, based on our SOTP valuation, we value SPOST at $$0.78, with the logistics and
property segments valued at about S$1.8b. Assuming a S$1 valuation for the mailing
segment, we would value SPOST at S$0.67. We think that the market is severely
undervaluing both the logistics and mailing segments given that SPOST’s current market
cap is only around S$1.1b.

SHARE PRICE CATALYST
o Better-than-expected IPP volumes.

o Lower-than-expected decline in domestic postal volumes.

PREVIOUS DOMESTIC POSTAL RATES

LOCAL POSTAGE RATES (inclusive of prevailing GST)
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DECLINING E-COMMERCE AND LETTER MAIL

VOLUMES

Letter mail volume
(mitems)

600
500

400

FY19/20 FY20121

eCommerce
volume (m items)

Letter mail volume:
« Negative 12% CAGR
= 60% of FY18/19 levels

Lower eCommerce

volumes following
COVID bump and major
customer's insourcing

FY21122

Letter mail volume (LHS)  meCommerce volume (RHS)
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(S$M™)

1e0.00
160.00
140.00
1z0.00
100.00
B0.00
60.00
an.on
20.00

219 2 20N 072

{20.00]
{40.00)

Source: Bloomberg, UOB Kay Hian

mLogistics

23 2N24F 2N25F 2N2AF

Property

NEW DOMESTIC POSTAL RATES

Domestic Delivery Rates
tochnee ol prevadog 0AT)
Untracked Tracked

Standard Regutar
(L]
Maximum o @ »
Dimenssons ’ Ny
and Weight
Dedivery Rate 5051
Source: SPOST, UOB Kay Hian
SOTP VALUATION
Business Valuation
(S$m)
Mail 254.9
Logistics 952.2
Property 880.0
Gross value 2,087.0
Less: Net debt (cash) 81.7
Less: Perpetuals 2515
Less: Minority stake (4.5)
Net value 1,758.2
No. of shares 2,249.6
Target price (S$) $0.78

Source: UOB Kay Hian
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Value ps Remarks
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0.11 5.7x FY24F
EV/EBITDA
0.42 7.9x FY24F
EV/EBITDA
0.39 Cap rate of 5.0%
0.93
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PROFIT & LOSS

BALANCE SHEET

Wednesday, 20 September 2023

Year to 31 Mar (S$m) 2023  2024F 2025F 2026F  VYear to 31 Mar (S$m) 2023  2024F 2025F  2026F
Net turnover 1,872.3 1,746.1 1,865.3 1,971.8 Fixed assets 386.9 350.8 316.6 2844
EBITDA 171.5 198.7 249.6 279.6 Other LT assets 1,687.3 1,687.3 1,687.3 1,687.3
Deprec. & amort. 824 86.1 84.2 823  Cash/ST investment 495.7 566.9 753.5 836.5
EBIT 89.1 112.6 165.4 197.3 Other current assets 267.8 248.6 263.0 275.8
Total other non-operating income 9.3 (5.0 0.0 0.0 Total assets 2,837.8 2,853.6 3,020.5 3,084.1
Associate contributions 0.0 0.0 0.0 0.0 ST debt 14 14 14 14
Net interest income/(expense) (22.7) (6.9) 8.3 (3.6) Other current liabilities 718.5 704.7 695.5 704.2
Pre-tax profit 68.0 100.7 157.1 193.7 LT debt 623.0 649.5 797.7 797.7
Tax (29.2) (43.3) (67.6) (83.3)  Other LT liabilities 120.6 120.6 120.6 120.6
Minorities (14.1) (2.9) (4.5) (5.5) Shareholders' equity 1,381.7 1,382.0 1,405.4 1,454.8
Net profit 24.7 54.5 85.1 104.9 Minority interest (7.4) (4.5) (0.0 55
Net profit (adj.) 324 545 85.1 1049  Total liabilities & equity 2,8378 2,8537 30205  3,084.1
CASH FLOW KEY METRICS

Year to 31 Mar (S$m) 2023  2024F 2025F 2026F  Year to 31 Mar (%) 2023  2024F 2025F  2026F
Operating 115.7 155.8 158.5 192.1 Profitability

Pre-tax profit 68.0 100.7 157.1 193.7 EBITDA margin 9.2 114 134 142
Tax (32.8) (43.3) (67.6) (83.3) Pre-tax margin 3.6 5.8 8.4 9.8
Deprec. & amort. 82.6 86.1 84.2 82.3 Net margin 13 31 4.6 5.3
Associates (0.0) 0.0 0.0 0.0 ROA 0.9 19 29 34
Working capital changes 8.2) 54 (23.5) (4.2 ROE 18 39 6.1 7.3
Non-cash items 6.1 6.9 8.3 36

Investing (27.2) (44.7) (43.4) (42.0) Growth

Capex (growth) (28.4) (50.0) (50.0) (50.0) Turnover 12.4 (6.7) 6.8 5.7
Investments (18.7) 0.0 0.0 0.0 EBITDA (5.8) 159 25.6 12.0
Proceeds from sale of assets 9.1 0.0 0.0 0.0 Pre-tax profit (36.7) 48.0 56.0 233
Others 108 53 6.6 8.0 Net profit (70.3) 1209 56.0 233
Financing 126.8 (39.9) 715 (67.2) Net profit (adj.) (63.0) 68.3 56.0 233
Dividend payments (33.3) (22.6) (31.6) (40.6) EPS (63.0) 68.3 56.0 233
Issue of shares 0.0 0.0 0.0 0.0

Proceeds from borrowings 0.0 0.0 0.0 0.0 Leverage

Loan repayment 0.0 0.0 0.0 0.0 Debt to total capital 312 321 36.2 35.4
Othersfinterest paid 160.1 (17.3) 103.1 (26.4) Debt to equity 45.2 471 56.9 54.9
Net cash inflow (outflow) 215.3 71.2 186.7 83.0 Net debt/(cash) to equity 9.3 6.1 32 (2.6)
Beginning cash & cash equivalent 280.4 495.7 566.9 753.5 Interest cover (x) 7.6 28.8 30.1 713
Ending cash & cash equivalent 495.7 566.9 753.5 836.5

Refer to last page for important disclosures.
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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.

Refer to last page for important disclosures. 22
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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 2023, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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