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SMRT Corp (MRT SP)



Neutral (Maintained)



Transport - Transportation Market Cap: USD1,935m



Target Price: Price:



SGD1.72 SGD1.69 Macro Risks
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0 0 . 1 0 0 SMRT Corp’s FY15 (Mar) profit of SGD91m (+47% YoY) was 3% below . 0 our estimate, aided by higher-than-expected depreciation costs related 0 to its enlarged Singapore taxi fleet. Maintain NEUTRAL, as benefits from 0 low energy costs and bus/train fare hikes for FY16 would be more than offset by the rise in near-term staff expenses and repair costs. We trim our FY16/FY17 EPS by 5.8%/3.9% and cut our DCF-based TP to SGD1.72 (from SGD1.80, 2% upside).
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4QFY15 results contained a few surprises. While SMRT Corp’s 4QFY15 profit of SGD20.8m rose 23% YoY it declined 8% QoQ. Its mass rapid transit (MRT) unit reported its first quarterly loss, attributed to higher manpower and maintenance costs. In contrast, its bus business reported a positive 1.5% margin in 4QFY15 after 17 quarters of losses, aided by cost control and productivity gains. SMRT Corp’s non-fare (rental and advertisement) businesses continue to account for more than 90% of its operating profit. Lacks near-term catalysts. Management highlighted that although it will continue to participate in the upcoming bus tenders, the outcomes would not impact its FY16 results as the bus operations under the revised contracting terms will only commence in FY17. While SMRT has made some progress on the discussion related to the rail financing framework with the Land Transport Authority, we do not expect finalisation of the terms anytime soon. Reducing earnings estimates. The company has hedged some of its FY16 electricity and diesel requirements and would only partially benefit from lower energy costs. While it would benefit from the increase in ridership and a 1.9% upward revision in fares, we expect elevated operating costs related to operations of an enlarged train fleet and higher maintenance costs due to the need for intensified repairs that need to be made to the ageing rail system to more than offset such gains. We lower our FY16/FY17 profit estimates by 5.8%/3.9% accordingly. Maintain NEUTRAL. We lower our DCF-based TP to SGD1.72 (from SGD1.80), based on a WACC of 7.3% and a terminal growth rate of 1%. Our TP implies a FY16 P/E of 24.5x.
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SMRT Corp (MRT SP) 5 May 2015 Figure 1: SMRT’s 4QFY15 results review Income statement (FYE Mar - SGDm)
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9.9%



10.6%



9.9%



8.7%



Net margin (%)



5.7%
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Source: Company data, RHB
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Figure 2: SMRT’s FY15 results review Income statement (FYE Mar - SGDm)



FY14



FY15



YoY %Chg



Train



623.8



644.2



3%



LRT



10.3



9.8



-6%



Bus



217.8



238.1



9%



Fare based revenue



851.9



892.1



5%



Taxi



132.5



142.9



8%



Rental



97.6



120.4



23%



Advertising



35.6



36.2



2%



Engineering



46.2



15.2



-67%



Other services



-



28.7



0%



312.0



343.4



10%



1,163.9



1,235.5



6%



Operating income



84.2



120.8



43%



Profit for equity holders



61.9



91.0



47%



Operating margin (%)



7.2%



9.8%



Net margin (%)



5.3%



7.4%



Non fare based revenue Total revenue



Margins



Source: Company data, RHB
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Financial Exhibits Profit & Loss (SGDm)
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Pre-tax profit
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Source: Company data, RHB



Cash flow (SGDm)
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4



7
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2



2



2
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306



345



381 (16)
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(4)
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(5)
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(22)
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Cash flow from investing activities



(262)



(643)
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(109)



(30) -



Increase in debt Other financing cash flow
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8 (454)



2



3
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150



-



-



-



13



48



31



Cash flow from financing activities



353



17
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107



(47)



Cash at beginning of period
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156



147



224



Total cash generated



351



(391)



Forex effects Implied cash at end of period



(0) 546



9



0



1



156



165



68



(5)



-



-
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Source: Company data, RHB
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Financial Exhibits Balance Sheet (SGDm)



Mar-13



Mar-14



Mar-15



Mar-16F



Mar-17F



546



161



147



224



217



Inventories



60



84



81



86



90



Accounts receivable



86



99



168



178



186



Total cash and equivalents



Other current assets



-



-



Total current assets



692



344



Total investments Tangible fixed assets Intangible assets



9



9



9



405



496



502



83



73



76



78



80



1,436



1,642



2,042



2,183



2,266



14



14



14



14



14



Total non-current assets



1,532



1,729



2,132



2,275



2,360



Total assets



2,224



2,073



2,537



2,771



2,862



2



156



9



9



9



577



355



568



587



608



Short-term debt Accounts payable Other current liabilities



54



54



63



63



63



Total current liabilities



633



566



640



659



679



Total long-term debt



607



480



813



963



963



Other liabilities



216



225



226



227



216



Total non-current liabilities



823



705



1,038



1,189



1,179



Total liabilities



1,456



1,271



1,678



1,848



1,859



Share capital



167



168



169



169



169



Retained earnings reserve



600



631



681



745



826



1



2



9



9



9



768



802



860



924



1,004



Other reserves Shareholders' equity Minority interests



0



(0)



(1)



(1)



Other equity



0



0



(0)



(0)



769



802



859



923



1,004



2,224



2,073



2,537



2,771



2,862



Mar-13



Mar-14



Mar-15



Mar-16F



Mar-17F



5.9



4.0



6.2



5.9



5.0



Operating profit growth (%)



(25.9)



(23.6)



43.4



15.6



18.0



Net profit growth (%)



(30.6)



(26.1)



47.1



18.1



19.6



EPS growth (%)



(30.6)



(26.3)



47.1



18.1



19.6



(2.9)



4.1



7.2



7.5



8.7



Operating margin (%)



9.8



7.2



9.8



10.7



12.0



Net profit margin (%)



7.4



5.3



7.3



8.2



9.3



Return on average assets (%)



4.2



2.9



3.9



4.0



4.5



Return on average equity (%)



10.7



7.8



10.9



12.0



13.3



Total equity Total liabilities & equity



(1) (0)



Source: Company data, RHB



Key Ratios (SGD) Revenue growth (%)



BVPS growth (%)



Net debt to equity (%)



8.2



59.4



78.6



81.0



75.2



DPS



0.03



0.02



0.03



0.03



0.03



Recurrent cash flow per share



0.17



0.15



0.19



0.20



0.22



Source: Company data, RHB
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SWOT Analysis  Singapore’s largest train service operator with over a 75% share of Singapore’s rail length



 It could lose rail market share if it loses new rail tenders to competitors



 Its debt has a AAA credit rating



 Revenue for its fare business, which is regulated by the Public Transport Council, could remain stagnant



 Given its smaller market share, it has opportunities to expand its Singapore taxi and bus segments  Could consider opportunities to expand overseas



 Margins remain significantly exposed to movements in energy costs  Higher repair, maintenance and staff costs could squeeze margins



P/E (x) vs EPS growth



P/BV (x) vs ROAE



45
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35



38%
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3.0



15%



2.5
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1.0
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-18%



5



-29%



0.5



3%



0



-40%



0.0
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Source: Company data, RHB
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Jan-14



P/E (x) (lhs)



P/B (x) (lhs)



Jan-17



8%



-7%



Jan-16



1.5



15



Jan-15



10%



Jan-13



2.0



4%



Jan-17



16%



20



Jan-16



25



Jan-15



27%



Jan-13



30



Return on average equity (rhs)



Source: Company data, RHB



Company Profile SMRT Corp operates Singapore's largest Mass Rapid Transit (MRT) and Light Rail Transit (LRT) systems. The company also provides bus, taxi, charter hire services, and consultancy and project management services. It also rents taxis and leases commercial space, kiosks and advertising panels at the MRT and LRT stations as well as in train, buses, and taxis.
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Recommendation Chart Price Close 1.80
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2013-07-31
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1.25
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1.54
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1.61



Source : RHB, Bloomberg
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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 forwardlooking 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. 8
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Indonesia PT RHB OSK Securities 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 OSK Securities 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: a. a commissioner, director or employee of an Issuer or Public Company; b.



a substantial shareholder of an Issuer or Public Company;



c.



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



d.



an individual who within the last six months was a Person defined in letters a, b or c, above.



Singapore RHB Research Institute Singapore Pte Ltd and/or its subsidiaries and/or associated companies do not make a market in any securities covered in this report, except for: (a) The staff of RHB Research Institute Singapore Pte Ltd and its subsidiaries and/or its associated companies do not serve on any board or trustee positions of any issuer whose securities are covered in this report, except for: (a) RHB Research Institute Singapore Pte Ltd and/or 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 of the securities covered in this report or any other relationship (including a shareholding of 1% or more in the securities covered in this report) that may create a potential conflict of interest, except for: (a) Hong Kong RHBSHK or any of its group companies may have financial interests in in relation to an issuer or a new listing applicant (as the case may be) the securities in respect of which are reviewed in the report, and such interests aggregate to an amount equal to or more than (a) 1% of the subject company’s market capitalization (in the case of an issuer as defined under paragraph 16 of the Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission (the “Code of Conduct”); and/or (b) an amount equal to or more than 1% of the subject company’s issued share capital, or issued units, as applicable (in the case of a new listing applicant as defined in the Code of Conduct). Further, the analysts named in this report or their associates may have financial interests in relation to an issuer or a new listing applicant (as the case may be) in the securities which are reviewed in the report. RHBSHK or any of its group companies may make a market in the securities covered by this report. RHBSHK or any of its group companies may have analysts or their associates, individual(s) employed by or associated with RHBSHK or any of its group companies serving as an officer of the company or any of the companies covered by this report. RHBSHK or any of its group companies may have received compensation or a mandate for investment banking services to the company or any of the companies covered by this report within the past 12 months. Note: The reference to “group companies” above refers to a group company of RHBSHK that carries on a business in Hong Kong in (a) investment banking; (b) proprietary trading or market making; or (c) agency broking, in relation to securities listed or traded on The Stock Exchange of Hong Kong Limited. 11
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