SATS LTD

Acquisition costs weighed on 1Q24 earnings

SINGAPORE | TRANSPORT SERVICES | 1024 UPDATE

= SATS slipped into net loss in 1Q24, after booking $5$29.7mn integration costs and
amortization expenses relating to the acquisition of WFS. Excluding these, net loss was
$$0.2mn, which was in line with our expectations. Operating gains were cancelled out by
higher interest expense.

= SATS’ core operations turned in a profit, even with the expiry of government relief, though
EBIT margin of 3.4% is still a far cry from pre-COVID level of 16%-17%. WFS’ volume

declined in line with softer cargo demand, but yields are holding up.

=  Maintain NEUTRAL recommendation and TP of $2.51. We lowered FY24e earnings

forecast by 49% to take into account the integration costs.

Results at a glance

Y/E 31 Mar (SSm)

Revenue

EBITDA

EBITDA margin (%)
EBIT

EBIT margin (%)
PATMI

PATMI (excl acqn cost)

Government relief

4Q23

478.1

58.7

12.3
13.0

2.7
5.5

17.8

1Q24
SATS only
497.6

62.3

12.5
17.0

3.4
15.0

nil

1Q24 Comments

1,198.6 Consolidated WFS for the first time

179.5 WFS' rental expenses are classified as
lease liabilities below EBITDA
15.0
31.5 Incurred integration cost (5512.6mn),
amortisation of intangible assets
(S$9.1mn), lease expenses (S$7.4mn),
refinancing cost of WFS' bonds (5$0.6mn)
2.6
(29.9) Higher interest expense
(0.2)

nil

Source: Company data, PSR # only selected financial data are provided in 1Q24 update

The Negatives

- Acquisition-related costs weighed on earnings. WFS was consolidated for the first time. It
incurred a one-off integration cost (S$12.6mn), amortization of intangible assets (559.1mn),
lease expenses (S$7.4mn) and cost for refinancing of WFS’ bonds (S$0.6mn). The final amount

of intangible assets will be determined in 2H24e. The annual amortization could change.

- Net debt rose to $$2.2bn (Mar 23: $$0.77bn). Higher interest expense cancelled out all the

operating gains. Free cash flow was negative S$10.7mn in 1Q24.

- Volume handled by WFS has declined in tandem with the decline in global air cargo demand.

However, the industry decline is moderating (Jun 23:-3.4% YoY, YTD: -8.1%).

The Positive

+ SATS-only operations were profitable, though it no longer enjoy government relief.

Outlook

The outlook is mixed. Aviation-related profits could improve with 1) inflight meals restoring to
pre-COVID levels; 2) reduction in double-catering; and 3) increase in number of flights. On the
other hand, air cargo volume might remain sluggish from lower manufacturing output and trade

activities. The higher interest expense is a drag on earnings.

Maintain Neutral and unchanged TP of $$2.51
We lowered our FY24e net earnings estimates by 49% to factor in acquisition-related costs.
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KEY FINANCIALS

Y/E Mar (5§ 'mn) FY22 Y23 FY24e FY25e
Revenue 1,177 1,758 3,744 3,667
EBITDA 77 128 21 265
EBIT (43) (48) 163 275
NPAT 20 (27) 36 139
P/NAV (x) 18 16 16 15
P/E(x) 139.7 (142.6) 104.8 272
ROE (%) 13 (13) 15 56
Source: Company, PSR

VALUATION METHOD

Discounted cash flow

Peggy Mak (+65 6212 1852)

Research Manager
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Financials
Income Statement Balance Sheet
Y/E Mar, ($’mn) FY21 FY22 FY23 FY24e FY25e Y/E Mar, ($’mn) FY21 FY22 FY23 FY24e FY25e
Revenue 970 1,177 1,758 3,744 3,667 ASSETS
PPE & Investment Properties 708 902 900 727 554
Staff costs 382 551 892 892 892 Others 1,061 1,094 1,051 4,215 4,245
Cost of raw materials 270 3 336 331 335 Total non-current assets 1,769 1,996 1,951 4,942 4,799
Others 328 358 578 543 515
WEFS costs - - - 1,815 1,651 Cash and cash equivalents 880 786 374 497 775
EBIT (10) (43) (48) 163 275 Inventories 130 83 69 88 66
Net finance expenses (16) (14) (9) (127) (150) Trade and other receivables 292 388 481 413 490
Share of results of associates (48) 17 45 50 55 Others 21 39 1,799 25 25
Others (72) 12 (33) Total current assets 1,323 1,296 2,723 1,023 1,356
Profit before tax (146) (27) (44) 86 180
Taxation 36 31 5 (18) (38) Total Assets 3,092 3,292 4,674 5,965 6,155
Net profit (109) 4 (39) 68 142
Integration costs (30) LIABILITIES
Minority interests 30 16 12 2) (4) Trade and other payables 359 458 522 438 507
Profit attributable to owners (79) 20 (27) 36 139 ST borrowings 143 102 13 13 13
Others 64 71 71 71 91
Per share data (S cents) Total current liabilities 565 631 606 521 611
Y/E Mar FY21 FY22 FY23 FY24e FY25e
BVPS 137.7 142.8 156.9 158.6 165.1 LT borrowings 535 409 1,134 2,483 2,483
DPS - 0.7 2.8 Others 293 419 419 419 419
EPS 18 (2.2) 24 9.3 10.6 Total non-current liabilities 828 828 1,553 2,902 2,902
Total liabilities 1,393 1,459 2,159 3,423 3,512
Cash Flow EQUITY
Y/E Mar, ($'mn) FY21 FY22 FY23 FY24e FY25e Share Capital 368 368 1,154 1,154 1,154
CFO Retained profits 1,349 1,369 1,343 1,368 1,465
Pretax profit (146) (27) (44) 86 180 Others (18) 97 19 21 24
Adjustments 298 124 138 251 268 Total equity 1,699 1,834 2,515 2,542 2,643
WCchanges 7 (0) 8 (37) 15 Total equity and liabilities 3,092 3,292 4,674 5,965 6,155
Cash generated from ops 159 9% 102 300 463
Others (10) (4) 1 (121) (143) Valuation Ratios
Cashflow from ops 149 92 113 179 320 Y/E Mar FY21 FY22 FY23 FY24e FY25e
P/E () -36.2 139.7 -142.6 104.8 272
CFI P/B (x) 18 18 16 16 15
CAPEX, net (62) (78) (119) - EV/EBITDA (x) 220 334 356 262 2038
Others 2 79 (1,746) (1,395) Dividend yield (%) 0.0 0.0 0.0 0.3 1.1
Cashflow from investments (60) 1 (1,865) (1,395) Growth & Margins (%)
Growth
CFF Revenue -50.0% 21.3% 49.4% 113.0% -2.1%
Dividends paid to owners (3) (2) (36) (12) (42) Operating -104.5% 321.8% 12.7% n.m. 68.3%
Proceeds from borrowings, nef 245 (187) 586 1,349 EBIT -157.7% -90.1% 158.4% n.m. 54.7%
Others (2) - 790 - - PBT -168.0% -81.4% 61.6% n.m. 109.9%
Cashflow from financing 240 (189) 1,340 1,338 (42) Margins
Operating margin -1.0% -3.6% -2.7% 4.4% 7.5%
Net change in cash 329 (96) (412) 122 278 EBIT margin -14.1% -1.2% -2.0% 5.7% 9.0%
Cash at the start of the period 549 880 786 374 497 Net profit margin -8.1% 1.7% -1.5% 1.0% 3.8%
Currency translation 2 2 1 - Key Ratios
Others - ROE -5.0% 1.3% -1.3% 1.5% 5.6%
Ending cash 880 786 374 497 775 ROA -2.6% 0.6% -0.7% 0.7% 2.3%
Net Gearing 0.0% 0.0% 33.1% 84.7% 70.1%

Source: Company, Phillip Securities Research (Singapore) Estimates
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PSR Rating System

Total Returns Recommendation  Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
< -20% Sell 5

We do not base our recommendations entirely on the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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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 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 to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Researchis 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’sown independent verification and exercise of judgment. The fact 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 limited 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 limited 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 earnbrokerage 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 toits 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 thatis 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, taxand other aspectsincluding 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 aforeign 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 mattersarising 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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