Singapore Air Transport — Feb24 |

Industry-wide cost pressure

SINGAPORE | AIR TRANSPORT | UPDATE

=  All three aviation-related counters fell after reporting lacklustre Dec quarter business
updates. SIA’s operating profit fell 19.3% YoY; SATS’ EBIT margin of 8.8% was below the
mid-teens level pre-pandemic; and SIA Engineering incurred a S$3.4mn operating loss.

=  SIA passenger load factor fell for a second month in Jan 24 (Figure 1), though passenger
volume surpassed pre-Covid level by 1.5% (Figure 2). Cargo volume surged 19.7% in Jan
24 (Figure 3), a combination of low base in Jan 23, pre-CNY seasonal lift, and tighter sea
freight capacity caused by the Red Sea conflict. But volume has eased from Feb.

=  We are UNDERWEIGHT on air transportation.

Review

3Q earnings reports disappointed. Higher costs, particularly manpower costs, weighed on
an otherwise seasonally strong quarter. SIA’s 3Q24 operating profit fell 19.3% YoY, as yield
decline and cost pressure offset strong passenger traffic and cargo load. SATS’ wage bill rose
21% YoY in 9M24, due to the consolidation of WFS’ operations. SIA Engineering was still loss-
making at the operating level.

Chinese passenger airlines are allowed to boost their weekly round-trip US flights to 50
from 31 Mar, up from the current 35, according to the US Transportation Department. This
would return the market to about one-third of pre-pandemic levels. China was among the
last countries to reopen its border. FY23 passenger volume was only about 38% of that in
FY19 (Figure 6). An increase in capacity by the Chinese carriers would raise competitive
pressure on fares and costs.

Singapore requires flights to use 1% sustainable aviation fuel (SAF) in 2026, possibly rising
to 3-5%in 2030. Travellers departing Singapore will have to paya levy such as S$3 for a flight
to Bangkok or S$16 for one to London. SIA and Scoot target using SAF for 5% of the total fuel
requirement by 2030. SAF is currently 3 to 5 times more costly than conventional jet fuel.
We estimate fuel cost could rise by 20% (assume 5% SAF usage). The levy might not be
sufficient to cover the higher fuel costs, unless the cost of SAF falls or levy is raised. But a
higher levy could impact the propensity to travel.

Outlook

SIA’s passenger load factors are expected to ease as competing airlines restore flights. For
instance, Cathay Pacific added 64% passenger capacity in Jan 24 YoY. Available passenger
capacity is now 61.5% of Jan 19’s level, compared with 37% in Jan 23. We also expect lower
air cargo volume sequentially as maritime capacity constraints have eased, with more liners
resuming the Red Sea route and 3.2mn TEUs new container capacity in 2024 (2023: 2mn
TEUs).

Recommendation
SIA (SIA SP, REDUCE, TP $$5.91) Yields are expected to come under pressure as load factor
is prioritized to cope with rising costs. The price of jet fuel has risen by 8.9% YTD.

SATS (SATS SP, REDUCE, TP $$2.31): SATS’ operations are at 94-99% of their pre-pandemic
level, while flights handled reached 86%. Hence, growth is expected to slow down going
forward. It has a further €580mn debt maturing in May 2024 that needs to be refinanced.

SIA Engineering (SIE SP, Not Rated) SIE has signed a lease for 2 hangars at Subang Airport to
expand its hangar capacity and lower operating costs. The MRO industry could see a
structural shift, with greater deployment of narrow-body aircraft, a higher share of low-cost
carriers operating short-haul routes, and faster turnaround demands.
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Figure 1: Passenger load factor fell for a second month YoY
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Figure 3: Strong growth in cargo
SIA cargo volume grew 20% YoY in Jan
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Figure 5: SATS volume lags pre-Covid level

SATS flights handled and meals produced are
14.3% and 6% below 3Q20
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Figure 2: Though volume surpassed Jan 19 by 1.5%

SIA pax seat-km is 1.5% higher than 2019

M Paxseat-km vs 2019 % chg M Cargo load vs 2019 % chg

i

> > 5o D
PN S
AR CHIN O

5%

0%
-5%
-10%
-15%
-20%
-25%

-30%

Source: PSR, SIA

Figure 4: Mirrors higher airfreight volume at Changi Airport
Airfreight volume up 17.3% YoY in Jan 24
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Figure 1: China international travel is only 38% of FY19’s level
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under
the Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immedi ately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any
corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fa ct that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate
for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limite d to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limite d to its officers, directors, employees or
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or
investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options,
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing.
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the
investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific
investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:
1. recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection
with, the analyses or reports; and

2. tothe extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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