Singapore Air Transport — Mar24

Trickling into a seasonally lulled quarter

SINGAPORE | AIR TRANSPORT | UPDATE

=  Another weak month for the Singapore air transport sector, as the valuation disparity
has drawn investors to HK/China-listed peers. China was the last country to lift border
restrictions, and HK/Chinesecarriers,such as Cathay Pacific, arecatching up on volume
and profitability (Figure5).

= SlApassengerloadfactorfell againinFeb 24 (Figure1).Cargovolume also declined after
the shortspikeinJanfrom CNY and the Red Sea conflict(Figure 2). It was a similar trend
for passenger and airfreight volume at the Changi Airport (Figure 3 & 4).

=  We areUNDERWEIGHT on air transportation.

Review

Jet fuel prices climbed 12.4% YTD (Figure 6) as demand rose in tandem with air travel
recovery inAsia.The sanctions imposed on Russia by the EU and UK reduced the supply and
raised the price of diesel. Complex refineries that can adjust production would prioritise
diesel output over jet fuel, thus curbingjet fuel supply and lifting prices.

The merger of Air India and Vistara received the conditional approval from the
Competition and Consumer Commission of Singapore. The two airlines undertake to
maintain flightcapacity at pre-pandemic levels to address concerns thatthe combined entity
would have a dominant share of some routes between Singapore and major Indian cities.
The merger still needs further regulatory and foreign direct investment clearances. SIAwill
own 25.1% of the combined entity in exchange for its existing 49% stake in Vistara and
S$$360mn cash.SIA also commits to injecta further SS880mn cashinto the JV.

SIA Engineering will exit and write off $$25.1mn from its participation in Pratt & Whitney’s
PW1500G engine Risk-Revenue Sharing Programme (RRSP). Participants are required to
sharethe costs, risks, and revenues of the PW1500G geared-turbofan engine, from its design
and development to production (including engine spare parts), post-certification
engineering support, marketing and sales, and aftermarketservices, including MRO. The exit
would cut SIE’s need for further capital injectioninto the RRSP, but could negatively impact
engine capabilityand engine MRO jobs for 49%-owned Eagle Services Asia Pte Ltd (ESA). ESA
contributed S$17mn to SIE’s FY23 pretax profit.

Outlook

If completed, the merger of Air India and Vistara could resultina non-cashaccountinggain
ofSS1.1bninSIA’s book (550.40/share), we estimate. This has notbeenincludedin our FY2 5e
NAV estimate of S$5.91.

The FAA halted the production expansion of Boeing 737 MAX aircraftonlJan 24, potentially
reducing the supply of narrow-body aircraft and indirectly raising airlines’ operating costs.
Post-pandemic travel demand is skewed towards shorter-haul routes and quick turnarounds,
which are better served by narrow-body aircraft with better seats and fuel efficiency.

Recommendation
SIA (SIA SP, REDUCE, TP S$5.91) Costs are expected to rise while airfares are expected to
further normalise.

SATS (SATS SP, REDUCE, TP $$2.31): Itneeds to restructurea further €580mn debt maturing
inMay 2024.

SIA Engineering (SIE SP, Not Rated): The S$25.1mn write-off related to the RRSP could
impactFY24e (Mar) net profit. The exit from the RRSP might also affect ESA’s ability to scale
the technology ladder for new engine types.
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Figure 1: Another decline in passenger load factor in Feb.

Figure 2: Cargo recovery remained sluggish
10th consecutive month of YoY decline on European route.

Passenger Cargo
e Capacity (m seat-km) Passenger (m seat-km) = Capacity (mton-km)  e===Load (m ton-km)

1,100
16,000 1,000
14,000 900
12,000 800
10,000 700
8,000 600
6,000 500
4,000 400
2,000 300
0 200

29288838 NS S3nga 222229888838 RANANYRANNTINRATAR

E33583358533585338%82°3535% §EF353855333555335R03335882°% 43¢

Source: PSR, SIA Source: PSR, SIA

Figure 3: Softer passenger volume in Jan-Feb in Singapore Figure 4: Airfreight volume eased after temporary spike in

Jan from Red Sea conflict
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Figure 5: Cathay Pacific playing catch-up with capacity at 62% of Figure 1: Higher fuel prices, hovering above pre-Covid level
pre-Covid level
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Important Information

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), whichis a holder of a financial adviser’s license under
the Financial Advisers Act, Chapter110inSingapore.

By receiving or reading this report, you agree to be boundby the terms andlimitations set out below. Any failure to comply withthese terms and limitati ons may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, dist ributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroyit, and notify the sender immediately.

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 tobe reliable. However, Phillip Securities Research does not make any representation or warranty, express orimplied
that suchinformationor Researchis accurate, complete or appropriate or should berelied uponas such. Any such information or Research contained inthis reportis
subjectto change,and PhillipSecurities Research shall not have any responsibility to maintain or update the information or Researc hmade available or to supplyany
corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in thisreport are as of the date indicated and are subject to change at anytime
without prior notice. Past performance of any productreferred toin this report is notindicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investmentadvice. This reportshould not be relied uponexclusively or as
authoritative, without furtherbeing subject tothe recipient’'s ownindependent verification and exercise of judgment. The factthat this report has been made available
constitutes neithera recommendationto enterintoa particular transaction, nor a representation that any product described in this reportis suitable or appropriate
for the recipient. Recipients should be aware that manyof the products, which may be describedin this reportinvolve significant risks and mayn ot be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unle ss all such risks are understood and an independent
determinationhas beenmade that suchtransactions would be appropriate. Any discussion of the risks contained herein with re spectto any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothingin this report shall be construed to be an offer orsolicitation for the purchase or sale of any product. Any decisio nto purchase any product mentioned inthis
report should take into account existing publicinformation, including any registered p rospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
personsinvolvedin theissuance of thisreport, mayprovide anarray 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 activiti es), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
personsinvolved in theissuance of this report, mayhave participated inor investedin transactions with the issuer(s) of the securities mentionedin this report,and
may have performed services for or solicited business from suchissuers. Additionally, Phillip Securities Research, or persons associated with or connectedto Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of t his report, may have provided advice or
investment services tosuch companies and investments or related investments, as maybe mentioned inthis report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
personsinvolvedin theissuance of this report may, fromtime to time maintain along or short positionin securities referredto herein, orin related futures or options,
purchase orsell, make a marketin, or engage in any other transactioninvolving such securities, and earnbrokerage or other compensation in respect of the foregoing.
Investments will be denominatedin various currencies including US dollars and Euroand thus will be subject to any fluctuati on in exchange rates between US dollars
and Euro or foreign currencies andthe currency of your own jurisdiction. Suchfluctuations may have anadverse effect on the value, price or income retum 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 personsinvolved in the issuance of this report, may at any time engagein any of the above activities as set outabove or otherwise
hold aninterest, 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 Re search, 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 personsinvolved 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 notlimitedits officers, directors, employees or personsinvolved inthe issuanceof
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 hereinare not directed, intended for distribution toor use by, any personor entity inanyjurisdiction 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
registrationor licensing or other requirement, or penalty for contravention of such requirements within suchjurisdiction.

This report is intended for general circulation only anddoes not take into account the specific investment objectives, finan cial situation or particular needs of any
particular person.The products mentionedin this report may notbe suitable for all investors and a person receiving or reading this report should seek advice from a
professionalandfinancial adviserregarding 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 acommitment to invest inanyof such products.

This report is notintendedfor distribution, publication to or use by any personin any jurisdiction ou tside of Singapore or any other jurisdiction as Phillip Securities
Research maydeterminein 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. recipientsoftheanalysesor reports are tocontact Phillip Securities Research (and not the relevant foreignresearchhouse)in Singaporeat250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or inconnection
with, the analyses or reports; and

2. tothe extent that the analyses or reports are delivered to and intended to be received byanyperson inSingapore whoisnot 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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