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Hold Target price (SGD) Share price (SGD) Upside/Downside (%)



1.65 1.47 12.2



Performance



1M



3M



12M



Absolute (%) Relative^ (%)



-4.8 -6.3



-14.3 -9.7



-10.7 -12.0



^Index



Straits Times Index



RIC Bloomberg



CACT.SI CCT SP



Market cap (USDm) Market cap (SGDm)



3,186 4,364



Enterprise value (SGDm) Free float (%)



5,563 65
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Disclaimer & Disclosures This report must be read with the disclosures and the analyst certifications in the Disclosure appendix, and with the Disclaimer, which forms part of it



Hold: Lacklustre outlook  1HFY15 results in line with expectations  More challenging outlook for office going forward; CapitaGreen acquisition is some time away  RNAV- and DDM-based target price unchanged at SGD1.65; reiterate Hold rating 1HFY15 results broadly in line: CCT reported 1HFY15 results broadly in line with consensus and our expectations, with revenue of SGD137m (52% of HSBC FY15e: SGD265m and 50% of consensus FY15e: SGD274m), NPI of SGD108m (52% of HSBC FY15e: SGD207m), distributable income of SGD127m (50% of HSBC FY15e: SGD254m) and DPU of 4.3 SGD cents (50% of HSBC FY15e: 8.6 SGD cents and 48% of consensus FY15e: 8.9 SGD cents). Post results, we have left our estimates unchanged. More challenging outlook for office going forward: Portfolio occupancy was 98% (including CapitaGreen – committed occupancy for CapitaGreen has increased to 80.4% from 69.9% last quarter). Ex-CapitaGreen, portfolio is 99.7% committed (vs. CBRE core CBD occupancy rate of 96.2%). Total 2QFY15 leasing activity was 179,000sf including c75,000sf of new leasing at CapitaGreen. The bulk of the new demand (84%) across the portfolio was from business consultancy, TMT, energy, commodity and maritime and logistics sectors. Going forward, we expect the outlook for the office market to be more challenging. CBRE Grade-A rents declined 0.9% for 2QFY15 to SGD11.30 psf per month (CCT portfolio committed average rents: SGD8.88 psf per month) and we expect rents to decline c10% over the next 2-3 years resulting in flattish reversions for the portfolio (we note average expiring rents for 2015 and 2016 across CCT’s four major assets are SGD9.82 psf per month and SGD10.24 psf per month respectively). CapitaGreen acquisition is some time away: With aggregate gearing of 29.5%, CCT has headroom to take on additional debt of SGD1.3bn (based on 40% gearing) – this is sufficient to fund the purchase of 60% of CapitaGreen that CCT does not currently own (cSGD940m). However, such a transaction would be DPU dilutive at present, which management is averse to – thus, we do not expect this transaction until 2016 (CCT’s option exercise period is 2015-17). Debt metrics remain stable relative to 1QFY15 with average debt cost of 2.4%, weighted average maturity of 3.9 years and 83% of debt fixed. TP unchanged at SGD1.65; reiterate Hold rating: Our target price remains unchanged at SGD1.65, implying potential upside of 12.2%. While at the current share price CCT trades at a 23% discount to RNAV (vs. historical average discount of 3% since end-2010) and offers a 2015e DPU yield of 5.7%, we note 2-year DPU growth is -1.1% given a combination of flattish revenue (barring acquisitions) and higher interest costs. Reiterate Hold rating.
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Financials & valuation: CapitaLand Commercial Trust



Hold



Financial statements



Per unit data (SGD cents)



2014



2015e



2016e



2017e



Year to December



EPU Diluted EPU DPU Diluted DPU Dividend yield*



15.4 15.1 8.5 8.5 5.8



8.4 8.3 8.6 8.4 5.7



8.7 8.5 8.8 8.6 5.9



8.3 8.1 8.4 8.3 5.6



2014



2015e



2016e



2017e



263 (57) 205 (16) 189 (33) (4) 5 158 (0) 158 249



265 (58) 207 (18) 188 (25) 0 86 249 0 249 254



263 (59) 204 (18) 186 (29) 0 98 256 0 256 261



262 (59) 203 (18) 185 (36) 0 95 244 0 244 249



189 52 (223) 17 84 101



199 55 (274) (20) 101 81



200 51 (282) (31) 81 51



199 49 (235) 13 51 63



Profit & loss summary (SGDm) Gross revenue Property expenses Net property income Asset mgmt & trust expenses EBIT Net interest expense Investment income/Other Income Share of profit of associate and JVs Income before taxes Income tax expense Income after tax Net investment income (for distribution) Cash flow summary (SGDm) Cash generated from operations Cash flows from investing activities Cash flows from financing activities Net change in cash & cash equivalents Beginning cash and cash equivalents Cash and cash equivalents at end Balance sheet summary (SGDm) Non-current Assets Investment properties Other non-current assets Total non-current assets Current Assets Trade and other receivables Cash and cash equivalents Total current assets Total Assets Current liabilities Trade and other payables Short term borrowings Other current liabilities Total current liabilities Non-current liabilities Interest bearing loans & borrowings Other Payables Total non-current liabilities Total Liabilities



4,882 1,644 6,526



4,882 1,757 6,639



4,882 1,867 6,750



38 101 139 6,521



10 81 91 6,617



10 51 61 6,700



10 63 73 6,823



47 270 11 329



63 270 11 344



63 270 11 345



64 281 11 356



970 69 1,039 1,368



970 69 1,039 1,383



970 69 1,039 1,383



1,009 69 1,078 1,434
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CapitaLand Commercial Trust: PB chart 1.25 +1SD: 0.97



0.75 -1SD: 0.69 0.50 0.25 Jan-05



Aug-07



Apr-10



CCT PBV +1 std dev



Nov-12



Jul-15



Avg Trendline -1 std dev



Source: Bloomberg, HSBC



CCT performance relative to FSSTI & FSTREI 300 250 200 150



2014



2015e



2016e



2017e



-32% -31% -27% 6% 21% 4%



1% 1% 58% 2% -45% 0%



-1% -1% 3% 3% 3% 3%



0% -1% -5% -4% -5% -5%



72% 19% 18% 5.8 6.0



71% 19% 18% 7.5 6.1



71% 19% 18% 6.5 6.4



71% 19% 18% 5.1 6.6



100 50



Ratios EBIT margin Debt/Assets Net debt/Assets EBIT/Net interest expense Net debt/EBIT



7,639 301 7,940 (1,280) (119) (2,247) 5,693 175 5,868 3,059 1.92



Av g: 0.83



4,882 1,499 6,382



Y-o-Y % Change Revenue Net property income Income after tax Net investment income (for distribution) Fully diluted EPU Fully diluted DPU



Gross asset valuation Other assets Total GAV Debt Other liabilities Total liabilities RNAV Conversion (Convertibles) RNAV Diluted no. of units (m) Diluted RNAV / Unit (SGD)



1.00



Ratio growth and per unit analysis Year to December



RNAV computation (SGDm)



0 Jan-05



Aug-07 CCT



Source: Bloomberg, HSBC



Apr-10 FSSTI



Nov-12 FSTREI



Jul-15
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Valuation and risks TP unchanged at SGD1.65; reiterate Hold Our valuation methodology is based on a 50:50 weighting of RNAV and DDM approaches. We overlay this with our framework for applying premiums/discounts to arrive at our target price. Our RNAV for CCT is SGD1.92 and our two-stage DDM valuation is SGD1.60 – both unchanged, and thus the average of our DDM valuation and RNAV is SGD1.76. Our premium/discount framework ascribes a 5% discount (unchanged) to this average valuation (we ascribe this discount given our cautious view on the office sector), thus, we peg CCT’s target price (rounded) at SGD1.65 (unchanged). Under our ratings framework, when the TP is more than between 5% and 20% above the current share price, the stock can be classified as a Hold. Since our target price implies an upside of 12.2%, therefore, we reiterate our Hold rating on the stock.



Upside/downside risks Both the downside and the upside risks to our view relate to the outlook for office rents and capital values as well as the outlook for interest rates which can dictate capital flows into and out of the sector. Higher interest rates could also impact DPU and DPU growth as well as capital values for office assets. CCT: Historical premium/(discount) to our RNAV Dec-10 20%



Nov-11



Oct-12



Sep-13



CCT: Historical premium/(discount) to our DDM valuation



Aug-14



20%



Jul-15



10%



0% Av g: -1%



0% Av g: -3%



-10%



-20%



-20%



-40% Dec-10



-30% CCT premium/(discount) to RNAV



Average



Nov-11



Oct-12



Sep-13



CCT premium/(discount) to DDM



Source: Bloomberg, HSBC estimates



Aug-14



Jul-15



Average



Source: Bloomberg, HSBC estimates



CCT: DDM sensitivity to discount rate and terminal growth ____________________________________ Terminal growth _____________________________________ 6.00% Discount rate



6.50% 7.00% 7.40% 8.00% 8.50%



1.50%



1.75%



2.00%



2.25%



2.50%



2.75%



3.00%



1.79 1.63 1.50 1.42 1.31 1.23



1.88 1.71 1.57 1.47 1.35 1.27



1.99 1.79 1.64 1.53 1.40 1.31



2.11 1.89 1.72 1.60 1.46 1.36



2.25 2.00 1.80 1.67 1.52 1.41



2.41 2.12 1.90 1.75 1.58 1.46



2.60 2.26 2.01 1.85 1.65 1.52



Source: HSBC estimates
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Disclosure appendix Analyst Certification The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific recommendation(s) or views contained in this research report: Pratik Ray and Angela Tay



Important disclosures Equities: Stock ratings and basis for financial analysis



HSBC believes an investor’s decision to buy or sell a stock should depend on individual circumstances such as the investor’s existing holdings, risk tolerance and other considerations and that investors utilise various disciplines and investment horizons when making investment decisions. Ratings should not be used or relied on in isolation as investment advice. Different securities firms use a variety of ratings terms as well as different rating systems to describe their recommendations and therefore investors should carefully read the definitions of the ratings used in each research report. Further, investors should carefully read the entire research report and not infer its contents from the rating because research reports contain more complete information concerning the analysts’ views and the basis for the rating. From 23rd March 2015 HSBC has assigned ratings on the following basis:



The target price is based on the analyst’s assessment of the stock’s actual current value, although we expect it to take six to 12 months for the market price to reflect this. When the target price is more than 20% above the current share price, the stock will be classified as a Buy; when it is between 5% and 20% above the current share price, the stock may be classified as a Buy or a Hold; when it is between 5% below and 5% above the current share price, the stock will be classified as a Hold; when it is between 5% and 20% below the current share price, the stock may be classified as a Hold or a Reduce; and when it is more than 20% below the current share price, the stock will be classified as a Reduce. Our ratings are re-calibrated against these bands at the time of any ‘material change’ (initiation or resumption of coverage, change in target price or estimates). Upside/Downside is the percentage difference between the target price and the share price. Prior to this date, HSBC’s rating structure was applied on the following basis:



For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, regional market established by our strategy team. The target price for a stock represented the value the analyst expected the stock to reach over our performance horizon. The performance horizon was 12 months. For a stock to be classified as Overweight, the potential return, which equals the percentage difference between the current share price and the target price, including the forecast dividend yield when indicated, had to exceed the required return by at least 5 percentage points over the succeeding 12 months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock was expected to underperform its required return by at least 5 percentage points over the succeeding 12 months (or 10 percentage points for a stock classified as Volatile*). Stocks between these bands were classified as Neutral. *A stock was classified as volatile if its historical volatility had exceeded 40%, if the stock had been listed for less than 12 months (unless it was in an industry or sector where volatility is low) or if the analyst expected significant volatility. However, stocks which we did not consider volatile may in fact also have behaved in such a way. Historical volatility was defined as the past month’s average of the daily 365-day moving average volatilities. In order to avoid misleadingly frequent changes in rating, however, volatility had to move 2.5 percentage points past the 40% benchmark in either direction for a stock’s status to change.
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Rating distribution for long-term investment opportunities As of 24 July 2015, the distribution of all ratings published is as follows: Buy 42% (29% of these provided with Investment Banking Services) Hold



42%



(28% of these provided with Investment Banking Services)



Sell



16%



(18% of these provided with Investment Banking Services)



For the purposes of the distribution above the following mapping structure is used during the transition from the previous to current rating models: under our previous model, Overweight = Buy, Neutral = Hold and Underweight = Sell; under our current model Buy = Buy, Hold = Hold and Reduce = Sell. For rating definitions under both models, please see “Stock ratings and basis for financial analysis” above.



Share price and rating changes for long-term investment opportunities Recommendation & target price history From Underweight Neutral Target price Price 1 Price 2 Price 3 Price 4 Price 5 Price 6 Price 7



To



Date



Neutral Hold Value



12 February 2014 15 April 2015 Date



1.30 1.35 1.45 1.75 1.85 1.80 1.65



28 October 2012 23 January 2013 12 February 2014 14 September 2014 21 January 2015 15 April 2015 25 June 2015



Source: HSBC



Jul-15



Jul-14



Jul-13



Jul-12



Jul-11



Jul-10



CapitaLand Commercial Trust (CACT.SI) share price performance SGD vs HSBC rating history 2 1.8 1.6 1.4 1.2 1 0.8 0.6 0.4 0.2 0



Source: HSBC
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HSBC & Analyst disclosures Disclosure checklist Company CAPITALAND COMMERCIAL TRUST



Ticker



Recent price



Price date



Disclosure



CACT.SI



1.47



23-Jul-2015



2, 6



Source: HSBC



1 2 3 4 5 6 7 8 9 10 11



HSBC has managed or co-managed a public offering of securities for this company within the past 12 months. HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 3 months. At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this company. As of 30 June 2015 HSBC beneficially owned 1% or more of a class of common equity securities of this company. As of 31 May 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of and/or paid compensation to HSBC in respect of investment banking services. As of 31 May 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of and/or paid compensation to HSBC in respect of non-investment banking securities-related services. As of 31 May 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of and/or paid compensation to HSBC in respect of non-securities services. A covering analyst/s has received compensation from this company in the past 12 months. A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as detailed below. A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this company, as detailed below. At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in securities in respect of this company



HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of companies covered in HSBC Research on a principal or agency basis. Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment banking revenues. Whether, or in what time frame, an update of this analysis will be published is not determined in advance. For disclosures in respect of any company mentioned in this report, please see the most recently published report on that company available at www.hsbcnet.com/research.
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