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SBS Transit Ltd

Time to hop on
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Leading public transport operator in Singapore

SBS Transit (SBUS) is a multi-modal public transport operator in Singapore that is majority-
owned (74.4% stake) by ComfortDelgro (CD SP, Add, TP: S$1.70). As a beneficiary of
Si n g a ppublie gobcy that favours public transport over private vehicle ownership,
SBUS offers long-term structural growth, in our view. SBUS holds a market leadership
position in the public bus industry (61% market share by bus routes in 2019), which
generates defensive earnings and stable cash flow under the Bus Contracting Model
(BCM). It also operates 3 of the 8 existing rail lines in Singapore as at end-1H20.

A recovery play

We expect public transport ridership to return to ¢.90% of pre-Covid levels by FY21F. Since
the lifting of circuit breaker in Jun, ridership has steadily improved i SBUS rail ridership
rose to ¢.55% of pre-Covid levels in Aug (Jul: 50%). Based on our cross checks on Google
Mobility data, we also observe that Singaporeans are gradually resuming social activities.
With new local community cases of Covid-19 currently at low levels (1.14 daily new cases
based on past 2-weeks moving average), we see room for further relaxation of safe
distancing measures, which could potentially spur ridership recovery.

We prefer SBS Transit over ComfortDelgro

As the bulk receiver of government reliefs, SBUS could see better earnings protection from
Covid-19-related social distancing measures compared to CD in FY20F, in our view. SBUS,
being a pure Singapore public transport play, also offers direct exposure to potential
catalysts such as 1) tender wins for Bulim and Sembawang-Yishun bus packages, and 2)
rail financing policy reform. With strong FCF generation post the implementation of BCM in
2016, SBUS has turned into a net cash position by end-1H20. We see upside to its dividend
payout ratio (FY19: 50%) post earnings normalisation, as its parent company
ComfortDelgro had a dividend payout ratio of 80% in FY19.

Initiate with Add and TP of S$3.40

Operationally, we believe the worst is over for SBUS, and see net profit recovery (+35%
yoy) in FY21F. SBUS currently trades at 11.7x CY21F P/E, or -0.5 s.d. below its 5-year
historical average, which we think hasnt
catalysts. Initiate with an Add rating and TP of S$3.40, pegged to 14.2x CY21F P/E
( S B U S-gear historical average). Key downside risk to our Add call is a slow pace of rail
ridership recovery.

Financial Summary

Dec-18A Dec-19A Dec-20F Dec-21F Dec-22F
Revenue (S$m) 1,384 1,445 1,244 1,395 1,444
Operating EBITDA (S$m) 190.4 207.6 158.8 195.3 212.7
Net Profit (S$m) 80.10 81.29 55.25 74.59 83.80
Core EPS (S$) 0.26 0.26 0.18 0.24 0.27
Core EPS Growth 69.6% 1.4% (32.1%) 35.0% 12.4%
FD Core P/E (x) 10.85 10.70 15.75 11.67 10.38
DPS (S$) 0.13 0.13 0.09 0.12 0.13
Dividend Yield 4.62% 4.68% 3.17% 4.28% 4.82%
EV/EBITDA (x) 4.78 4.46 4.91 3.43 2.60
P/FCFE (x) 14.40 15.83 9.53 6.18 5.53
Net Gearing 8.5% 10.4% (16.5%) (33.7%) (49.8%)
P/BV (x) 1.74 1.65 1.58 1.47 1.37
ROE 16.9% 15.9% 10.3% 13.1% 13.6%

% Change In Core EPS Estimates
CGS-CIMB/Consensus EPS (x)
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Time to hop on
|l nvest ment t hesi s

Leading public transpor®» operat ol

SBUS is a multi-modal public transport operator in Singapore which is majority-
owned (74.4% stake) by ComfortDelgro (CD SP, Add, TP: S$1.70, CP S$1.48).
Asabeneficiary oublicSolicy that fawurse gulgic transport over
private vehicle ownership, SBUS offers long-term structural growth, in our view.

SBUS holds a market leadership position in the public bus industry (61% market
share by bus routes in 2019), which generates defensive earnings and stable cash
flow under the Bus Contracting Model (BCM). Under the BCM, the government
will own all bus operating assets and infrastructure, such as bus depots, which will
then be contracted out to public transport operators (PTOs) via competitive
tendering with the Land Transport Authority (LTA). Under the BCM, fare revenues
will be retained by the government, while PTOs will be paid service fees for
operating the leased assets and bus routes.

SBUS also operates three of the eight existing rail lines in Singapore under the
New Rail Financing Framework (NRFF). While SBUS has to bear the revenue risk
for its rail operations, the railway operational framework offers some level of
protection against 1) revenue risks arising from uncertainties in ridership and fares,
as well as 2) EBIT shortfall, should EBIT margin fall below 3.5%. The level of
protection is limited by the amount of licence charge payable by SBS Transit for
the year.

Wor st i s over; expect ®»radual re

Singapore entered a two-month circuit breaker period from 7 Apr to 1 Jun, with
non-essential physical workspaces and schools shut to stem the spread of Covid-

19. This resulted in a steep drop in public transport ridership. Asaresult, SBUS 06 s
revenue in 2Q20 declined by 26.3% yoy, while its operating profit fell 42.3% yoy

to S$17.6m, after taking into account government reliefs of S$61.6m.

Post circuit breaker, the government embarked on a three-phased approach to
resume activities safely. As of 15 Sep, Singapore remains in Phase 2 of reopening.

Figure 1: Life after CB i phase 1 Figure 2: Life after CB i phases 2 & 3
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Since the lifting of the circuit breaker, we note that rail ridership has improved
steadily, albeit at a pace that has been slower than our expectations. Rail ridership

in Jul was at ¢.55% of pre-Covid-19 levels (July: 50%), mainly due to working from
home (WFH) remaining as the default option in the current phase of reopening.
Googleds mobility trend also shows tkhat
and resuming social activities.

Figure 3: Average daily rail ridership of SBS Transit Figure 4: Singaporeds mobility trend
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To see a faster ridership recovery in Singapore, we believe either one of the
following has to happen: 1) relaxation of work-from-home arrangements, or 2)
earlier transition into phase 3 of reopening.

Work-from-home is currently still the default option for employees in Singapore
(for phase 1 and 2 of reopening), unless they have a demonstrable need to return
to the workplace. However, we understand from The Straits Times, a Singapore
based news media, t h at Si n g a{mmistry daskforoeuid reviewing the
work-from-home arrangements and may modify the rules, following appeals and
feedback from employers that have requested for more flexibility. With community
cases currently at low levels (1.14 daily new cases based on past 2-weeks moving
average), we see room for further relaxation of safe distancing measures, which
could potentially aid ridership recovery.

Figure 5: Daily new cases of Covid-19 in Singapore (by source of cases)
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JSS to ease c®»st pressure

Under the Job Support Scheme (JSS), the Singapore government will co-fund
between 25% and 75% of the first S$4,600 of gross monthly wages paid to each
local employee for ten months (up to Aug 2020), followed by wage support of
between 10% and 50% in the subsequent seven months (till Mar 2021). In
addition to supporting firms during the circuit breaker period, wage support for the
months of Apr and May 2020 will be topped-up to 75% for all firms, regardless of
sector.

SBUS bus operations qualify for the lowest tier of 25%/10% wage support for the
2 periods respectively. On the other hand, its rail operations qualify for higher
wage support of 50%/30% for the 2 periods. For our JSS estimates, we have used
a base of S$3,800 and 6,600 qualifying staff strength in our calculations (we
assume 60% of SBUSO s e mslbasgce ia Singapore are locals), while
assuming the employee split between bus and rail operations to be 80% and 20%
respectively.

Based on our estimates, total government relief that SBUS is entitled to receive in
FY20F/21F will amount to S$110m/S$28m respectively. We note that SBUS had
received government relief totalling S$61.6m in its 1HFY20.

Two bus papkdgestend=mr in 2020

The LTA put up a call for tender for the Bulim and Sembawang-Yishun bus
packages in Nov 2019. The Sembawang-Yishun bus package (currently operated
by SMRT Buses) marks the fifth tendered contract for the bus contracting model,
while the Bulim bus package (currently operated by Tower Transit) is currently up
for its second term under the bus contracting model.

According to the tender details as published on government procurement portal
GeBIZ, bids were submitted by five hopeful operators, namely: 1) SBS Transit, 2)
SMRT Buses, 3) The Go-Ahead Group, 4) Tower Transit Singapore, and 5)
Guangzhou Public Transportation Group No. 3 Bus Co., Ltd.

We expect the tender results to be announced in 2H20F. As both contracts up for
bidding are currently not being operated by SBUS, any tender wins will be a
positive surprise to our EPS estimates, as we have not assumed the contract wins
in our forecasts.

SBUS has won two of the four bus package tenders so far, in a two-envelope
bidding process where the quality of the proposal is assessed before pricing. For
example, we note that LTA awarded the Bukit Merah bus package to SBUS largely
on quality factors, with price not t
S$472m was slightly above the median bid of S$466m. LTA said that SBUS was
awarded the bus package for reasons that included a comprehensive
understanding of ground operational conditions and strong competence in bus
service scheduling to enable the optimal deployment of buses and resources to

he

meet travel demand. LTA al so hi g mhovatvh tTesdutioBsBftd S 6 s

infrastructure and asset maintenance, as well as security management, with the
development of several in-house mobile applications for staff to report defects and
incidents.
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Figure 6: SBS Transit has won two of the four tenders for bus packages so far
Bid prices for Bulim package (May 2015)

No. Company Country of origin Bid prices for 5 years (S$ m)
1 The Go-Ahead Group United Kingdom 693
2 Woodlands Transport Singapore 684
3 SBS Transit Singapore 600
4 Busways Group Australia 568
5 Keolis SA France 559
6 Tower Transit United Kingdom 556
7 RATP Dev Transdev Asia France 463
8 SMRT Buses Singapore 453

Average 572

*11 bids submitted, 8 bids shortlisted

**Package starts with 380 buses in 2H16, and is expected to grow progressively to 500 buses in 2021, in
tandem with expected ridership growth and development of Bukit Batok West and Tengah New Town.

Bid prices for Loyang package (Nov 2015)

I No. Company Country of origin Bid prices for 5 years (S$ m)
1 Busways Group Australia 631.4
2 RATP Dev Transdev Asia France 603.7
3 SMRT Buses Singapore 598.1
4 Tian San Shipping/Kumho Singapore/South Korea 569.9
5 SBS Transit Singapore 545.9
6 Keolis SA France 535.2
7 Woodlands Transport Holdings Singapore 532.5
8 The Go-Ahead Group United Kingdom 497.7

Average 564.3

*10 bids submitted, 8 bids shortlisted

**Started with 400 buses when first implemented, and is expected to grow to about 500 buses in 2021 in
tandem with new developments and projected growth in ridership

Bid prices for Seletar bus package (Apr 2017)

No. Company Country of origin Bid prices for 5 years (S$ m)
1 Woodlands Transport Holdings Singapore 583.4
2 Busways Group Australia 581.8
3 The Go-Ahead Group United Kingdom 576.3
4 Tower Transit (Base) United Kingdom 575.8
5 Tower Transit (Alternative) United Kingdom 571.1
6 Jiayun Group/Travel GSH China/Singapore 547.6
7 Tian San Shipping/Kumho Singapore/South Korea 538.8
8 National Express Group United Kingdom 536.8
9 SMRT Buses Singapore 514.5
10 SBS Transit Singapore 480.3

Average 550.6

*All 9 bids were shortlisted

**Package consisted of 390 buses when implemented in 1H18, and is expected grow to 500 buses in 2023 in
tandem with new developments and projected growth in ridership.

Bid prices for Bukit Merah bus package (Feb 2018)

No. Company Country of origin Bid prices for 5 years (S$ m)
1 The Go-Ahead Group United Kingdom 518.7
2 Tower Transit United Kingdom 483.8
3 SBS Transit Ltd (Base) Singapore 475.0
4 SBS Transit Ltd (Alternative) Singapore 472.0
5 Shenzhen Bus Group Co., Ltd China 449.3
6 SMRT Buses Ltd Singapore 444.9
7 Jiaoyun Group/Travel GSH Pte Ltd Consortium China/Singapore 418.8

Average 466.1

*6 bids submitted

** Package consisted of 340 buses when implemented in Nov 18, and is expected to grow to about 390 buses
in tandem with new developments and projected growth in ridership.
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Covil®: A sil wer | ining?
Due to the circuit breaker in Singapore, public transport ridership has declined
significantly, i mpacting publ i c trans

According to a written response to a parliamentary question published on the
Ministry of Transporté s we b s i t e o n-TEanspda MinisteDKh@w, Boam x
Wan noted that ridership has dropped by 75% for buses and 84% for trains in Apr
2020 (from the period before the out b
breaker measures. Fare revenue has also dropped by about 80% during the same
period.

Meanwhile, public transport operators continue to incur operating costs, as service
capacity and headways were largely preserved to ensure commuters can maintain

safe distancing during the period. On top of that, there are additional costs
incurred due to the 1) increased cleaning of buses, trains and public transport
premises, 2) provision of protective equipment for frontline workers, as well as 3)

to cover the accommodation costs of Malaysian bus captains affected by
Mal aysi abs Movement Control Order ( MCC
travelling out of the country.

Mr. Khaw noted that these costs are not adequately covered by current fares.
However, the authorities will have to see how demand for public transport evolves
after the pandemic is over before deciding on changes in financing models for
public transport.

For the time being, we believe that the government is providing relief to the public
transport operators in the form of higher Jobs Support Scheme (JSS) support. We
note that in the Fortitude Budget announced on 26 May, rail operators in
Singapore were reclassified to a different JSS tier, making them eligible for higher
wage support of 50% (previously 25%). The JSS was later extended into 1H21,
and we estimate total support for SBUS to be ¢.S$138m across the two years.

In the medium term, should public transport ridership not recover to pre-Covid-19
levels (due to new norms of increased work from home arrangements, etc.), we
believe this will be an impetus for the government to implement changes to the
rail financing model into a structure that is similar to the Bus Contracting Model.
We note that the rail financing framework where the government takes on fare
revenue risk currently exists in Singapore for the operations of Thomson East
Coast Line (albeit a temporary one), and highlight key features of the model below:

Case study: Thomson East Coast Line (TEL) contracting model

The latest addition to the rail network i the Thomson East Coast Line (TEL) 1
operates on a new framework where the government will bear revenue risk on
operations.

TEL is expected by the Land Transport Authority to be fully operational by 2024F
and will begin opening in stages from
financing framework differs from the rest of the existing rails lines in Singapore.
As part of the TEL contract, LTA will pilot a new Incentives-Disincentives (ID)
framework, with the rail operator receiving a service fee for the operations of the
rail line. An incentive payment will be granted if the operator outperforms
indicators, while conversely a service fee deduction would be made if it does not
meet expectations. Performance will be evaluated through multiple reliability
indicators, operational and maintenance audits and customer satisfaction surveys.
T EL 6 s-fara business (which includes commercial spaces and advertising
spaces at the stations, trains and associated infrastructure) was issued through a
separate tender.
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According to LTA, this temporary financing model for TEL will run for nine years,
with a possible two-year extension. Once the ridership stabilises and the licence
expires, TEL will revert to the NRFF for subsequent tenders.

Figure7: Rat i onal e rdileontrattihg madel Figure8: Keyel ement s of TELOG snodehi | co

Contract designed to provide greater control on service delivery

Higher revenue risk

BMComplexo AGreenfieldodo line APayment tied to service delivery
Aviulti-stage opening over five years Apotential financial deductions for non-fulfiiment of contractual
ARidership and fare revenue uncertainty in initial years obligations

ACost risk borne by operator, subject to indexation for macro-
Gross-cost model economic risks

APilot Incentives-Disincentives Framework

Regulatory levers and active contract management

A9 years, with option to extend for 2 years
Alimited tender awarded to SMRT

meQUIar performance meetings’ reVieWS and aUditS
ACompliance with regulations and licensing conditions such as

AUndertake pre-ops services (e.g. systems testing and
commissioning, trial run)

KOperate and maintain TEL (including depots) in accordance with:
KOperating Performance Standards (OPS)
Aviaintenance Performance Standards (MPS)
AAsset Management Requirements (AMR)
ACodes of Practice

OPS, MPS, AMR, etc.
ALicense Penalty Framework

SOURCES: CGS-CIMB RESEARCH, LTA SOURCES: CGS-CIMB RESEARCH, LTA

Potential for high»er dividend

With the shift to BCM in 2016, S B U S Qs opdrations transitioned into an asset
light business model, where the company now leases buses and other operating
assets from the government instead of having the need to incur capex. Due to the

declining capex requirementusned pSshBive Sidce
2016.
In I'ine with the stronger cash gener

10.4% by end-FY19, versus its peak of 154% in end-FY14. We forecast SBUS
could go into a net cash position as early as end-FY20F. SBUS has a dividend
policy of distributing 50% of net profit to its shareholders. We believe that with the
on-going improving balance sheet strength, SBUS could potentially increase its
dividend payout ratio in the medium term, as its parent company ComfortDelgro
had a dividend payout ratio of 80% in FY19.

pa:

ati

Il nitiate with Ad® and TP of S$3. -

Operationally, we believe the worst is over for SBUS, and see subsequent
earnings recovery in FY21F. The recent share price weakness offers a good
opportunity for investors to accumulate the stock, which is trading at an attractive
valuation of 11.7x CY21F P/E, while offering a dividend yield of 4.3%. Initiate with

an Add rating and TP of S$3.40, pegged to 142x CY2 1 F P/ E (y&BUS
historical average). We view SBUS as a benefici ary of Si ngeapor

public policy which favours public transport over private vehicle ownership. Key
downside risk to our call is a slow pace of rail ridership recovery.
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Company background

SBS Transit Ltd (SBUS) is one of two multi-modal public transport operators in
Singapore. It was established in 1973 through a merger of three existing private
bus companies, namely the Amalgamated Bus Company, Associated Bus
Services and the United Bus Company, as part of a government-led initiative to
increase efficiency and achieve scale economies. SBUS is 74.4% owned by
ComfortDelgro (CD SP, Hold, TP: S$1.40) and has been listed on the Singapore
Exchange (SGX) since 1978.

SBUS has three main business segments:
1 Under its transport services segments (96% of FY19 revenue), SBUS
operates both public bus and rail services in Singapore.

1 Other commercial services, which comprise advertising and rental income,
accounted for 4% of FY19 revenue.

Figure 9: Revenue breakdown by segment (FY19) Figure10: SBS Transitdéds mar ket shar
(as at 2019)

Other commercial senices
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Publ i o bus

SBUS currently operates 9 of the 14 bus packages available in Singapore. In 2019,
SBUS managed 223 bus routes, or about 31,000 trips a day. According to its FY19
annual report, SBUS has a 61% market share of the Singapore public bus industry
by number of bus routes.

SBUSG6s public bus operational framewor Kk
Model (BCM) in Sep 2016 (for more information regarding the switch in industry
framework, please refer to industry background section, pages 14-16).

Under the BCM framework, SBUS switched to an asset-lite model, where it
operates bus packages tendered out by the government. Buses and depots are
owned by the government. Fare revenue collected from the provision of bus
services is retained by LTA, while service fees paid to SBUS are indexed to
changes in wage levels, inflation and fuel cost.

We think that the switch to BCM was a big positive to SBUS, as it benefits from 1)
better profitability, 2) more stable earnings, and 3) improved balance sheet
position, given the strong cash flow generation with the shift to an asset-lite model.
As seen in Figure 11 below, since the transition to the BCM model, SBUS has
seen an improvement in net margins.
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Figure1l: SBUSO®Gs revenue and n219) margin trend
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SBUS&6s f rlewehasalaosturned positive since 2016 with the transition to
BCM, due to declining capex requirements. In line with the stronger cash
generation, SBUSOs net gear i ngrld wisdsitssi g
peak of 154% at end-FY14.

Figure12:SBS Transités historical f IFigurel3 SBUSO6s net gearing trend
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Figure 14: Overview of bus packages in Singapore (as at end-Aug 2020)

Bus route Incumbent NE, Yearsto Renewal

SIN  Type bus . Bus depot Bus services
package operator i expiry (VCED)

41, 49, 66, 77, 78, 79, 96, 97, 97e, 98/98M, 106, 143/143M, 173,

v Bulim Tower Transit 26 1 2021 Bulim 177, 183, 189, 282, 284, 285, 333, 334, 335, 941, 945, 947, 990
NC SMRT Buses 2 Kranji 944, 991
2, 3, 6, 12, 12e, 15, 17/17A, 34, 36, 43/43M, 43e, 62, 68, 82, 83,
2 TC Loyang Go-Ahead Group 28 1 2021 Loyang 84, 85, 118, 119, 136, 354, 358, 359, 381, 382G/382W, 386, 403,
518/518A
24, 70/70M, 71, 76, 130, 133, 135, 138, 162/162M, 261, 262, 265,
3 TC Seletar SBS Transit 27 3 2023 Seletar 268, 269, 800, 803, 804, 805, 806, 807, 811, 812, 850E, 851,
851e, 852, 860
, ) 5, 16/16M, 57, 93, 120, 121, 122, 123/123M, 131/131M, 145, 160,
4 TC Bukit Merah SBS Transit 17 3 2023 Ulu Pandan 170/170A/170X, 195, 198, 272, 273, 400
167, 167e, 169, 171, 825, 853/853M, 854, 854e, 855, 856, 857,
5 NC Sembawang-Yishun ~ SMRT Buses 25 0 2020 Mandai 858, 859, 882, 883/883M, 963, 963¢, 963R, 965, 966, 969, 980,
981, NR1, NR2
27, 51, 80, 86, 87, 89, 89, 102, 107/107M, 112, 113, 115, 116,
6 NC Sengkang-Hougang  SBS Transit 29 1 2021 Hougand/ 417 135 151 151e, 153, 159, 161, 163, 165, 324, 325, 329, 371,
Sengkang West 372, 374, 6N
NC SMRT Buses 1 110
) 9, 13, 14, 14e, 25, 30, 30e, 35/35M, 40, 42, 45, 46, 168, 196,
7 NC Bedok SBS Transit 23 3 2023 Bedok North 196, 222, 225G/225W, 228, 229, 401, 506, CT18, 4N
61, 67, 75, 172, 176, 180, 184, 188, 188e, 188R, 190, 300, 301,
g nNc choachukang gy orpices 32 3 2023 Kranji/ Gali Batu 302, 307, 700/700A, 868E, 920, 922, 927, 970, 971E, 972, 973,
B e 975, 976, 979, 982E, 983, 985, NR3, NR8
NC Tower Transit 1 974
178, 187, 900/900A, 901/901M, 902, 903/903M, 904, 911,
9 NC Woodlands SMRT Buses 21 3 2023 Woodlands ~ 912/912M, 913/913M, 925/925M, 926, 950, 951E, 960, 960e,

961/961M, 962, 964, NR5, NR6
4, 10, 10e, 18, 19, 20, 22, 23, 28, 29, 31, 37, 38, 39, 47, 65, 69,
72,81, 127, 129, 291, 292, 293, 298, 513, 2N
179/179A, 181/181M, 182/182M, 185, 192, 193, 194, 199,
11 NC Jurong West SBS Transit 25 4 2024 Soon Lee 240/240M, 241, 242, 243G/243W, 246, 247, 248, 249, 251, 252,
253, 254, 255, 257, 258, 405 & 502/502A
11, 53/53M, 55, 58, 59, 60, 63/63M, 64, 90, 94, 101, 103, 105,

10 NC Tampines SBS Transit 27 4 2024 East Coast

12 NC Serangoon-Eunos SBS Transit 23 5 2025 Kim Chuan 109, 134, 137, 140, 141, 150, 154, 158, 315, 317
. . . 7, 32, 33, 48, 74, 74e, 91, 92/92M, 95, 99, 100, 111, 147, 156,
13 NC Clementi SBS Transit 24 5 2025 Bukit Batok 166, 174, 174e, 175, 191, 197, 200, 201, 3N, 5N
X . . 8, 21, 26, 50, 52, 54, 56, 73, 88, 124, 125, 139/139M, 142, 155,
14 NC Bishan-Toa Payoh SBS Transit 23 6 2026 Ang Mo Kio 157, 186, 231, 232, 235, 238, 410G/410W, CT8, IN
Rai |l sew vices

On the rail services front, SBUS operates three rail lines in Singapore: 1) North

East Line (NEL) with 16 stations covering 20km; 2) Sengkang Punggol Light Rail
Transit (SPLRT) with 28 stations; and 3) Downtown Line (DTL) with 34 stations.

This translates to a 36.3% market share by rail stations in Singapore, as at end-
2019. DTL was the | atest addition to Sl
operations in 3 stages between 2013 and 2017.

Unlike the public bus services, SBUS has to bear fare revenue risk for its rail
operations (for detailed information about the latest rail operational framework,
please refer to our industry section, pages 17-19). Weunder st and t ha
rail operations in FY19 remained loss-making, mainly due to its DTL operations,
which have been suffering from lower-than-expected ridership.
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Ot her commer c »al services

SBUS6s other commerci al services incl
rental. Under advertising, SBUS has an extensive portfolio of advertising spaces
on its trains, buses and interchanges. Commercial space rental is relating to the
lease of commercial space at bus interchanges and train stations, to tenants
including convenience stores, food and beverage outlets and wellness clinics and
salons. In 2019, the commercial spaces were 97% leased out.

u
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SWOT anas ysi s

Figure 16: SWOT analysis

Strengths Opportunities
One of two multi-modal public transport operators in o .
Singapore Potential wins in upcoming bus package tenders

Number 1 market share in Singapore for bus . - o
. Upcoming rail lines in Singapore
operations, by bus routes

Bus contracting model provides earnings . . .
. Potential rail financing framework reform
defensiveness and stable cash flow

Longer term public policy favouring public transport
over private vehicle ownership

I Weaknesses Threats
Low DTL ridership causing a drag in earnings New entrants competing for public bus packages
Fare revision subject to PTC approval Co\vid-19 impacting ridership
It le ch I fr k in th
Labour intensive business Unfavourable changes to regulatory framework in the

transport industry

SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS
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Company mil» stones

Figure 17: SBS Transitos kdapoidmi | estones 1973

1973 Singapore Bus Senice was formed through the amalgamation of three bus companies - Amalgamated Bus Company, Associated Bus
Senices and United Bus Company.

1975 One-Man-Operation (OMO) system was introduced on selected bus senices.

1976 28 bus terminals were phased out or relocated under the terminal improvement programme. Many moved to major bus interchanges
located at the centre of the new towns.

1977  Twenty double deck buses were put on trial to evaluate their suitability on Singapore roads. The first bus was deployed on Senvice 86.

1978  Opening of the first bus interchange at Jurong Road and SBS was listed on the Stock Exchange of Singapore.

1979  Introduction of the Dual-depot scheme to reduce dead bus mileage and SBS's first double deck bus was assembled locally.

1980 Company's headquarters was officially opened at Bradell Road.

1981  Establishment of the National Transport Workers' Union to represent transport employees

1982 One-man-operation Ticketing System (OTS), which charged graduated fares, was implemented and concessionary travel for senior
citizens was introduced.

1983  SBS ventured into the taxi business

1984 Introduction of the first air-conditioned bus senice on Senice 168 and implemented HASTUS, a computerised bus and crew scheduling

system.

1085 Introduction of "Singapore Explorer" cards for tourists and established Travel Centres for the sale of concession stamps at bus
interchanges.

1087 Transit Link Pte Ltd was jointly established by the Public Transport Operators to work on the integrated fare system for bus and train
travel.

1990 Commenced trials on the magnetic farecard system.
1991 Introduced the magnetic farecard system on all trunk routes making cashless travel easy.
Conducted network rationalisation exercise to integrate bus and train senices.
1992  SBS Leisure was incorporated to operate premium quality scheduled bus senices and began operating two bus senices to Sentosa.
1993  Full implementation of the magnetic farecard system on feeder senices.
1994  SBS International Holdings Pte Ltd was set up to engage in overseas transport-related investments.
1995 Launch of CityCab following the merger between SBS Taxi Pte Ltd and two other taxi operators - Singapore Commuter Pte Ltd and
Singapore Airport Bus Senvice Ltd - to become the second-largest taxi company after Comfort Transportation.
1996  First Townlink senice was introduced in Tampines New Town. Merged existing feeder senices for greater inter-neighbourhood travel.
SBS sought separate listing on the Singapore Exchange - Singapore Bus Senvices Limited was to focus solely on its core business of

1097 providing public bus senices in Singapore while the parent company became Delgro and continued with its other businesses.

1999 Licences to operate the North East Line (NEL) and the Sengkang/Punggol Light Rail Transit (LRT) Systems were awarded to the
company by the Land Transport Authority (LTA).

2000 Met roline Limited, a London Bus company, was acquired as part
6 Nite Owl senices were launched to cater to commuters on late night outings.

2001 Singapore Bus Senices Limited changed its name to SBS Transit Ltd to reflect its new status as a multimodal transport operator of both
bus and train senvices.

2002 First air-conditioned bus interchange was opened at Toa Payoh.

Ez-link contactless smartcards replaced the magnetic stored value cards.

NEL was opened for passenger senice and Sengkang LRT was opened for revenue senice.
2003  Two listed companies - Comfort Group and DelGro Corporation - merged to form ComfortDelGro Corporation Limited, the parent company
of SBS Transit Ltd.
Senice 160 was launched as the second bus route to provide cross-border senice to Johor Bahru and ordered the first 150 wheelchair-

2004 accessible double deck buses.
2005 Sengkang West Loop and Punggol East LRT systems were opened for passenger senice.

Moowve Media Pte Ltd was formed as the advertising arm to handle advertising on buses and trains and stations and interchanges.
2006 NEL&6s Buangkok Station was opened for passenger service.

First wheelchair-accessible bus senice was rolled out on Senvice 21 and ordered 100 Euro 4 single deck buses at a cost of S$36m.
Introduction of the 3rd air-conditioned, integrated bus interchange in Ang Mo Kio.
2007  Another 400 Euro 4 single deck buses were ordered at a cost of S$144m.
Two LRT stations Oasis and Farmway on Sengkang West Loop were opened for passenger senice.
2008 400 new single deck buses that meet the Euro 5 Environmentally Friendly Vehicles standards were ordered at a cost of S$147m.
2009 Launched the fourth air-conditioned bus interchange in Boon Lay. 350 new Euro 5 buses comprising 200 single decks and 150 double
decks were ordered at a cost of S$159m.
2010 Distance Fares was launched and two hybrid electric buses were put on trial, a first for the public transport industry.

Serangoon and Clementi air-conditioned bus interchanges were opened for passenger senices.

Damai Station on the Punggol East LRT was also opened for service, bringing the seven-station loop to full operation.

Woodleigh Station on the NEL was opened for passenger senice, bringing the entire 16-station line to full operation.

Eighteen new trains were ordered for the NEL for delivery from 2015.

Licence to operate the 34-station Downtown Line was awarded to the Company by the LTA.

600 new Euro 5 buses comprising 300 single deck Citaro buses and 300 double deck Volvo buses were ordered at a cost of S$268m.

2011

Cheng Lim Station on Sengkang West LRT system was opened for passenger senice.
2012 1,000 new Euro 5 buses comprising 450 single decks and 550 double decks were ordered at a cost of S$433m.
SBS Transit DTL Pte Ltd was incorporated in February as a wholly-owned subsidiary to operate the Downtown Line.
2013  Downtown Line Phase 1 started operations on 22 Dec 2013.
2014  The government announced the re-structure of the local public bus industry and the planned transition to a bus contracting model.
2015  The second phase of the Downtown Line commenced passenger senice on 27 Dec 2015
2016 All scheduled bus senices migrated to the new Bus Contracting Model.
Two-car trains were introduced to the Light Rail Transit systems in Sengkang and Punggol.
Won the bids for Seletar and Bukit Merah bus packages.
2017  The third phase of the Downtown Line commenced passenger senice on 21 Oct 2017. With DTL3 launched, DTL has 34 stations and a
distance of 42km.
2018  Transited to the New Rail Financing Framework for North East Line and Sengkang-Punggol Light Rail Transit systems.
Signed 3 Memorandum of Understandings with the Taipei Rapid Transit Corporation in Taiwan, RATP Dev in France and JR East in
Japan.
2019 Completed the expansion and upgrading of Yio Chu Kang Bus Interchange.
Together with SMRT, signed an MOU with ST Engineering to develop engineering capabilities for rail operations and maintenance, and
address technology gaps faced by the local industry.

SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS
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Bus policy ®ramework
Figure 18: Singaporebés bus financing policy milestones
- 2016: 2022:
2006/2007: 2009: 2012: 2014: ) .
More bus
Booz Allen Hamilton LTA takes The Start of BCM and ﬁcBei :‘é"sdeisz;iﬁeELag”[?f cenices o
was engaged to over as government routes to be split into 12 route pacakées under new be tendered
conduct review of central bus annnounced 12 packages for model for abour 5 years: out after
Singapore's land planner the SGD1.1b tendeenn_g; Singapore ful transited’ o contracts
transport BSEP Expandsion of the 3oy y oxpire
BSEP e P
. 2H2014: 2015: 2017: Beyond 2022:
2008: 2013:
First UK bus End of BSEP 3t05
Under the 2008 CH2M was package of operators Tower operators to
LTMP, the engaged to routes Transirt and Go- run the 14
government . stuc:y bltj.s : tendered Ahead Group pacakges of
_an_nounced intention contracting in out enters Singapore bus routes
in introduce bus Singapore market
competitve tendering

Before 2012: Privatised service model

Prior to 2012, the public bus industry in Singapore was operated under a
privatised industry model, where incumbents were less incentivised to raise
capacity and service standards or operate routes that were less profitable given
that transport fares could not be adjusted without approval from the Public
Transport Council.

2012 t o 2017: Expanding Singaporebs
Enhancement Program (BSEP)

BSEP was introduced in 2012 by Land Transport Authority (LTA) as SBUS and
SMRT were unable to cope with the burgeoning demand from commuters. Under

the BSEP, S$1.1bn was provided as p ar t of the governmen
congestion, raise bus capacity and frequencies by funding the purchase of more
buses. By the end of the BSEP in Dec 2017, a total of 1,000 buses were
introduced, with 80 new bus services launched, and 70% of bus services seeing
improvements in their capacity, according to LTA.

Under this programme, public transport operators (PTOs) were granted loan
facilities by LTA to purchase BSEP buses. The loans also included salaries of new
bus drivers to drive the additional buses. LTA provided monthly subsidies to PTOs
to service the loan facilities. However, BSEP is profit neutral for the PTOs, as
revenues generated from BSEP buses were returned to LTA.

2017 onwards: Bus Contracting Model (BCM)

The idea of a government contracting model was first mentioned in the 2008 Land
Transport Masterplan (LTMP), and subsequently conceived in 2014. The industry
transition was completed in Sep 2016.

Singapore drew references extensively from London and Perth in designing BCM.
This model allows the government flexibility to achieve greater standards of
transport service and affordability with LTA as a central planner while contracting
public transport operators (PTOSs) to carry out bus operations.
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Figure 19: Singapore drew references extensively from London and Perth before moving to the BCM

Singapore London

Gowvernment will own depots and buses, Gowvernment owns depots and buses, leases
leases them to operators. Operators run  Operators provide depots and buses, manage them to operators. Operators run senices,
senices, manage and maintain bus and maintain them. manage and maintain bus infrastructure and
infrastructure and assets. assets.
Quality Incentive Contract (gross cost

- . contract + incentive provisions): the operator . .
Gross cost contract, with incentives worked ) ) p_ _) P Gross cost contract where operator is paid to
is paid to provide senices while fare revenue

Model in to ensure reliability. Fare revenue is kept . provide senices and government keeps fare
is kept by the government.

by the government. . revenue.
¥ 9 Operators are rewarded or penalised based

on how reliable their bus senices are.
14 packages with 300 to 500 buses per Individually tendered in tranches of about 5to  Packages of about 20 to 40 routes, with

Operating Structure

Tender package

package 6 routes about 120 to 140 buses each
Contract period 5 years + 2 years extension 5 years + 2 years extension 10 years
Number of Bus Operators 3to 5 (targeted) 7 major operators and a few smaller ones 3

Under the BCM, the government will own all bus operating assets and
infrastructure, such as bus depots, which will then be contracted out to PTOs via
competitive tendering with the LTA. Under the BCM, fare revenues will be retained
by the government, while PTOs will be paid service fees for operating the leased
assets and bus routes.

Figure20:Compari sons of Singaporeds ol d and ns
IeIUsTy Privatised Government Contracted (BCM)
Model

A PTOs and Government A Government to own a

Ownershi A Other operating assA Other operating ass

P and interchanges were owned by both PTOs  and interchanges are owned by the
and the government government and leased to PTOs
A. Pro_flt driven bUSInA PTOs now focused on
high operating costs A All fares revenue

Profitability A PTOs kept all the f ' . . . . 9

- . while PTOs will receive senice fees for
used to pay for their operating assets and bus } .
. operating bus senices
operations
A PTOs are slow to ex ) )
) X A Raise capacity and
- ahead of demand or improve senvice levels .
Motivation . S APTOs are now motivat
A Not incentivised to . )
senvice levels under their contracts
routes
A Duopoly bet ween SBSA Encourages mor e PTO
- . rights to operate bus packages to raise
Competition  Corporation T
A High barriers of en petit )
A Lower barriers of e

In our opinion, key benefits for operators under the BCM include:

1) PTOs will no longer bear fare risk, but will be paid by LTA a predetermined
fee, which is indexed to several cost factors (energy, labour, etc.), for the
operating services rendered; this has resulted in improving profitability of
PTOs; and

2) PTOs will be free from future capex burden for capacity growth. To
compensate the operators for carrying the bus assets for LTA (which were
acquired prior to the transition to BCM), the negotiated contract fee
structure between LTA and the bus operators include an availability fee
(lease payment) component, which equals the depreciation cost of the
buses, as well as an interest component to compensate the operators for
the financing costs.
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The BCM successfully brought an improvement to the overall service quality of
the public bus industry in Singapore. Some 60% of bus services have become
less crowded, and commuters experienced a 15% reduction in waiting times and
reduced instances of bus bunching, according to the LTA.

Opening up of the public bus sector

The implementation of the BCM resulted in the introduction of two new entrants
into the bus service industry, bringing the total to four bus companies operating
14 bus packages in Singapore. UK-based Tower Transit entered the Singapore
market after it was awarded the Bulim Bus Package in May 2015. In the same
year, UK-based Go-Ahead Group secured the second bus route package (Loyang)
put up by LTA for tender.

Despite the introduction of two new entrants, SBUS remains well ahead as the
market leader (as at end-2019) in terms of bus packages awarded (9 of 14) and

bus services operated (218 of 354) based on our estimates. As of FY19, SBUS
owned the Iionbés share of the bai%, wkiler vi
SMRT Corporation Ltd (Unlisted) takes 23%, with the remaining spilt evenly
between Tower Transit (Unlisted) and Go-Ahead Group (GOG LN, NR).

Figure 21: Number of bus services operated by each player (as at Figure 22: Market share of bus operators in Singapore (as at end-
end-2019) 2019)
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1972 - 1981:

("MRT")

Note:

Figure 23:

Feasibility studies
carried outfor the
Mass Rapid Transit

Overview

1983:
Construction
for the North
South Line
commenced

1982:

The government
gave the green
light to commence
construction the
MRT costing
SGD5.0b

Rai | policy» framewor Kk
of Singaporeds rail |l ines development from 1972 t
: R . R 2014: 2020:
1990: 1996: 2000: 2005: 2009: )
North Construction of Constructionof  Punggol LRT Circle Line Cfo_r;structlon I&Zﬁzggiié Coast
i North East Line Punggol and started its started its of Thomson artec .
So[LjJtEaLTe and Bukt SengKang operations operations East Coast operations; Construction
3\?651 Lisne Panjang LRT LRT Line of Jurong Region Line
completed commenced commnenced commenced commenced
1987: 1999: 2003: 2008: . 2013:
North South Line Bukit Panjang North East Line Construction Dow ntown
officially opened; LRT started started its of Dow ntown Line
Expansion of line operations operations; Line started its
southw ards led Construction of commenced operations
to the beginning Circle Line
of East West commenced;
Line Sengkang LRT

started its operations

Commenced operations in this figure refers to the opening of stage 1 of eachrail line
Timeline excludes the construction of individual stations

Before 2010s:

Prior to the 1996 Land Transport Plan, the government had agreed to pay for rail
infrastructure (tunnels, stations, viaducts) and the first set of operating assets
(trains, signalling systems), while the operators and consumers would pay for
operating costs. This meant that rail fares would have to be able to cover the
operating costs of these transport systems, which includes sufficient accumulation
of reserves to be able to replace existing operating assets with a second set when
it is due. The motivation behind this was to create sustainability on asset
replacement where the system would not require further assistance from the
government after the initial cost of capital.

However, due to the high cost of operating assets, this placed heavy financial
pressure on rail operators. The 1996 White Paper estimated that in 2017 when
new operating assets are required, it will warrant an immediate fare hike of S$0.30
based on an assumption of 5% asset inflation.

To avoid the significant fare hikes, the government proposed in the 1996 White
Paper to partially subsidise the purchase of replacement operating assets. Under
this arrangement, revenues from the operators would only need to cover the
historical cost of the previous set of operating assets, while any subsequent
increases in capital costs would be shouldered by the government. The rationale
behind this revision was that each generation should pay for the operating assets
that it consumed, rather than what the future generation of commuters would use,
as was the case under the earlier financing model.

In the 1996 Land Transport Plan, the Singapore government outlined three
financing principles:

A Affordability: fares must be realistic and regularly revised to account for
justifiable cost increases;

A Private sector discipline: operating revenue had to cover operating costs;
A Long term view: there must be a sustainable policy on asset development.
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2010s: Transition to the New Rail Financing Framework (NRFF)

NRFF was first announced i n t he 2008

intention to move towards BCM. In 2010, the Rapid Transit Systems Act was
amended to implement the NRFF.

The NRFF was firstimplemented in 2011 for the Downtown Line. S MRT 0 s
(North-South Line, East-West Line, Circle Line and Bukit Panjang LRT)
subsequently transitioned to NRFF in Oct 2016. Other remaining rail lines
operated by SBS Transit (North-East Line and Sengkang-Punggol LRT)
transitioned to NRFF in Apr 2018.

We highlight the key differences between the new and old financing frameworks
below:

Figure24:Si ngaporedés previous and new rail finrn

Previous Rail Financing Framework New Rail Financing Framework

Licensing Period 30 - 40 years 15 years and possibly a 5 year extension

LTA owns and makes decisions on building-up, replacement and

Rail Infrastructure upgrading while rail operators maintain the rail
infrastructure
LTA owns and makes decisions on
Rail operators own, maintain and make building-up, replacement and
Operating Assets decisions on building-up, upgrading while rail operators
replacement and upgrading remains responsible for

maintenance
Outcome-based regulation coupled
with process-based regulation for
maintenance (e.g. Maintenance
Performance Standards)
. LTA shares in fare revenue risk
All fare and non-fare revenue risk

Revenue Risk . . with rail operators under Revenue Collar
is borne by rail operators .
mechanism

Regulation Outcome-based regulation

Rail operators share risk with LTA calibrated

FCHTE7 S NDUESELEIL) through a Profit Cap and Collar mechanism

New regulatory changes
introduced by LTA after 1 Oct
2016 that result in changes to costs
or revenues, LTA may provide
All regulatory risk is borne by grants to rail operators (if their costs
rail operators increase or revenues
decrease consequently) or require
rail operators to reimburse LTA (if
their costs decrease or
revenues increase)

Regulatory Risk

Rail operators pays an annual

Licence Charge into the Railway

License Charge No Licence Charge Sinking Fund, which will help pay
for the building-up, replacement

and upgrading of operating assets

Fares Regulated by the Public Transport Council

Key differences include:

1) Under the NRFF, the LTA wildl take

assets and bear the responsibility of future investment in capacity
expansion and the replacement and upgrading of operating assets.

2) SMRT, relieved from the ownership and future capital expenditure burden
over the rail operating assets, will be primarily focused on the operations
and maintenance of the rail network.

3) The rail operating licenses that the LTA has granted to SMRT will be
shortened from 30-40 years under the CRFF to 15 years under the NRFF.

r

a
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This allows the LTA to re-tender the operation of rail lines more often,
making the industry more contestable.

4) LTA will impose new Maintenance Performance Standards (MPS) to
improve the maintenance performance and, consequently, the reliability
of the rail system.

5) The new licence under the NRFF will include a revenue- and profit-
sharing mechanism. The new framework by the LTA has been structured
in a way to allow rail operators to achieve (fare and non-fare) EBIT
margins of 3.5-5%. Any deviation beyond the collar would be shared by

the LTA.
Figure 25: Revenue risk-sharing (limited to the quantum of the Figure 26: Profitability risk-sharing (limited to the quantum of the
license charge payable in the financial year) license charge payable in the financial year)
Profit Collar Profit Cap
% - 69 Above 6% : i
étﬁ)rt?aﬂol Shortfallo (EBIT Margin (EBIT Margin
< 3.5%) > 5%)
Fare Revenue LTA will bear ; Excess will be
Sél%ort_fall 75% of the Przflt Cil""p shared via a
Sling . incremental and Collar tiered structure
(FRSS) LTA will share vomie LTA will share ranging from
50% of the shortfall 50% of the 85% - 95% of
shortfall beyond 6% shortfall incremental
from target EBIT above
revenue 5% cap to LTA
T o D DIETEITITIEPEI IR [fmtm e m e m DD oD miCioiDimimimimciimimicimoen
! Mitigates downside revenue impact to the operator by ! i Calibrate earnings of the operators and license charge !
! adjusting the license charge payable to LTA : ! payable to LTA !
U Lt o o o et o e e e e e e e e e e !

Currently, all existing rail lines operate under the NRFF, with the exception of
Thomson-East Coast Line (TEL), which operates under the Incentives-
Disincentives (ID) framework (refer to page 6).
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Singapore transport far» regul at

Fare adjustment formula

The Public Transport Council (PTC) is the government body that regulates public
transport fares and ticket payment services. Transport fees in Singapore are
subjected to a fare review exercise annually and any adjustments to transport
fares will be determined by the fare formula.

From 2018 to 2022, the fare adjustment quantum depends collectively on the
different components in the fare formula, i.e. the existing macroeconomic
indicators that reflect year on year changes in core Consumer Price Index (cCPlI),
wages (WI) and energy costs (El), as well as the new Network Capacity Factor
(NCF), which reflects the recurrent operating costs due to capacity adjustments,
such as running more trains and buses over longer distances for less crowded
and more convenient public transport rides. From 2018 to 2022, the fare formula
to be applied in review exercises will be: Maximum Fare Adjustment = 0.5cCPI +
0.4 WI +0.1El'T 0.1% + NCF.

The NCF was introduced to the fare formula in the 2018 fare review exercise to
reflect higher operating costs as a result of an increase in ridership and greater
transport network capacity. According to PTC, annual operating expenses grew
by more than S$900m from 2012 to 2016. Meanwhile, annual fare revenue only
rose by ¢.S$230m over the same period, or ¢.25.6% of the incremental annual
operating expenses.

Singapore ranked highly in fare affordability

According to an international benchmarking study commissioned by the PTC in
2018, Singapore was ranked second in terms of fare affordability (across 12 major
cities globally), coming after San Francisco.

The study found that Singapore is one of the few major cities with a fully integrated
fare structure (commuters are not charged additional boarding fees when making
transfers). I n addition, Singapor e @resfasulents
and seniors, adjusted to account for differences in purchasing power, were among
the lowest in the study.

The transport fares affordability index (Figure 27) below implies that on average,
a typical family in Singapore will spend c.4.8% of its disposable income on
average on public transportation. This is in comparison to the average index score
of 8.9 for the 12 cities under the study with Seoul, London and Tokyo coming in
as cities with the highest index scores of 12.4 7 16.2.

Figure 27: Transport fares affordability index (2018)
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Figure 28: History of allowable quantum of fare adjustment from Figure 29: Fare revenue per passenger-kilometre (2018)
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The Singapore governmenti s continuing to invest i

infrastructure, particularly its transport networks. The | engt h of t he
railway network is expected by the LTA to be extended from 230km in 2018 to
360km by 2030F, increasing the density and reach of mass rapid transit (MRT),

so that eight out of ten households will be within a ten-minute walk from a train
station. Besides expanding the rail network, the government will also complete the
renewal of the North-South and East-West Lines by around 2023F, according to

LTA.

By 2030F, the government plans to open additional stations on the North-South
Line (NSL) and Downtown Line (DTL), close the Circle Line (CCL) and construct
the Jurong Region Line (JRL). By 2040F, the government expects the DTL and
Thomson-East Coast Line (TEL) to be extended to provide greater service across
the city. The DTL will extend beyond Bukit Panjang station to serve the north-
western region including Yew Tee and Choa Chu Kang, while the TEL will service
the future Changi Airport Terminal 5. Studies are also in the works to see if a new
rail line in the north and north-east regions is feasible to increase connectivity
across Singapore according to LTA.
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Figure 30: Timeline for the opening of upcoming MRT lines
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TEL Stage 4
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SOURCES: LAND TRANSPORT AUTHORITY
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Financi al s

Revenue to normaise by FY22F

SBUS has a strong track record of revenue growth. The company achieved a 8-
year revenue CAGR of 8.5%, growing from S$751.1m in FY11 to S$1,445.3m in
FY19. Revenue growth was exceptionally strong in FY18, at 16.1% yoy, mainly
driven by 1) higher fees earned with higher operated mileage following the
commencement of the Seletar and Bukit Merah Bus Packages in Mar 2018 and
Nov 2018 respectively, and 2) higher ridership from rail services with the full year
operation of Downtown Line (DTL) 3.

YTD in FY20, however, SBUS has been impacted by the Covid-19 pandemic and
the resulting government measures to mitigate the spread of the virus. Public
transport ridership fell significantly, especially during the circuit breaker period.
Social distancing measures, including international travel restrictions and working
from home arrangements, have resulted in a drop in public transport demand. Rail
ridership for SBUS has recovered since the lifting of the circuit breaker in
Singapore. While the worst is likely over, we believe ridership recovery will be
gradual, and only expect a full normalisation in rail ridership by FY22F.

As SBUS6s bus operations are operated u
slight decline in bus revenue by 6.7% yoy in FY20F, mainly due to 1) lower fees
earned with lower operating mileage due to lower bus frequencies to CBD area

as well as cross-country restrictions impacting bus trips to Johor Bahru, Malaysia;

and 2) lower service fees due to fuel price indexation, with the recent weakness
inoilprices. Meanwhi | e, SBUS6s rail oper
forecast rail revenue to decline by 34.7% yoy in FY20F, due to a 39.0% yoy
decline in rail ridership, offset by higher rail fares approved by PTC for the year.
Overall, we forecast SBUS to record a revenue decline of 13.9% yoy in FY20F.

We expect normalisation in public transport ridership to drive revenue recovery in
FY21F/22F, and forecast revenue growth of 12.2%/3.5% yoy respectively. We
assume rail ridership will only return to pre-Covid-19 levels in FY22F, as
widespread vaccination is likely to take time, and social distancing measures are
likely to remain in place until then.

Figure 31: Revenue forecasts
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Hi gh operatimg | everage

The relatively fixed nature of operating expenses translates to a high operating
leverage for SBS Transit.

Prior to the transport i apetated arr agsetsheavye s t
business model which resulted in higher operating expenses. Coupled with its
inability to pass rising costs to consumers through fare hikes (regulated by the
PTC), this resulted in a decline in profitability between FY11 and FY13.

Profitability improved in FY14-15 due to faster revenue growth as a result of fare
hikes allowed by PTC, and the trend continued post FY16 with the full-

i mpl ementation of BCM, which i mproved t
and subsequently the ridership growth in DTL with the full opening in 2017.

Figure 32: Operating expenses breakdown (FY19)
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14.4%

SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS

Profitability of SBUS was hit significantly in 1H20 due to the lower ridership as a
result of the Covid-19 pandemic and the social distancing measures introduced.
Without government reliefs, SBUS would have been in the red for 1H20, according
to SBUS. We estimate SBUS to receive ¢.S$110m in government reliefs (in the
form of Job Support Scheme, foreign worker levy waivers and rebates) in FY20F,
helping the company remain profitable (we estimate a S$55.2m net profit) during
the year.

Figure 33: Margin trend
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Government reliefs are expected to remain in place till FY21F, based on existing
budget announcements. We estimate S$28m in government relief for FY21F. With
continued improvements in ridership numbers, we expect SBUS to see margin
recovery beginning FY21F. Overall, we forecast net profit growth of 35.0%/12.4%
yoy for FY21F/22F.

Figure 34: Net profit forecast
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Strong cash generation str»engt he

With the shift to BCM in 2016, SBUSOGs
light business model, where the company now leases buses and other operating
assets from the government instead of having the need to incur capex.

Due to the declining capex requirement
positive since 2016. In line with the s
fell significantly to 10.4% by end-FY19, versus its peak of 154% at end-FY14. We
forecast SBUS generating FCF of S$140m-161m in FY20-22F, which could bring

the company into a net cash position as early as end-FY20F.

Figure 35: S B U S 6cash fllowetrend
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Figure36: SBUSO®Gs net gearing trend
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SBUS has a dividend policy of distributing 50% of net profit to its shareholders.
We believe that with the ongoing improving balance sheet strength, SBUS could
potentially increase its dividend payout ratio in the medium term, as its parent
company ComfortDelgro had a dividend payout ratio of 80% in FY19. We currently
assume SBUS maintaining a 50% dividend payout ratio for FY20-22F, this
translates to a dividend yield of 3.2-4.8% during the period.

Figure 37: DPS forecasts
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Valuation and recommendat.

Initiate with an Add rating and TP of S$3.40

Operationally, we believe the worst is over for SBUS, and see strong earnings
(+35% yoy) recovery in FY21F. The recent share price weakness offers a good
opportunity for investors to accumulate the stock, which is trading at 11.7x CY21F
P/E, while offering a dividend yield of 4.3%.

Asabenefici ary public®licywhihpfavoues @public transport over
private vehicle ownership, SBUS offers long-term structural growth, in our view.
We initiate coverage on SBUS with an Add rating and TP of S$3.40, based on
14.2x CY21F P/E ( S B U S 6-gearthistarieal mean). We value SBUS using the
P/E valuation as we think this methodology allows the incorporation of near-term
catalysts and risks. We believe the 5-year historical mean is particularly relevant
as it captures the shift to the latest public transport financing framework in
Singapore.

Based on its historical P/E, SBS Transit typically trades at a ¢.8% discount to its
closest peer ComfortDelgro, mainly due to the lower liquidity of the stock.
Currently, SBUS trades at a wider discount of ¢.15% to ComfortDelgro. We think
the market has yet to factor in the recovery scenario and potential catalysts for
SBUS.

Potential re-rating catalysts include: 1) faster-than-expected ridership recovery, 2)
positive update from bus package tenders in 2H20F, and 3) potential rail financing
framework reforms.

Downside risks to our Add call include: 1) slow pace of rail ridership recovery, 2)
SBUS losing market share in the public bus segment, as well as 3) faster-than-
expected increases in operational costs.

Figure38: SBS Tr ansi tE@$trehndor war d P/
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