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Credit Headlines:

Singapore Post Limited (“SPOST”): SPOST reported FY2016 results for the fiscal year ending March 2016. Annual revenue increased sharply by 25.2%
yly to SGD1.15bn, largely due to acquisitions made in the logistics and retail & eCommerce business segments. Examples include the consolidation of
Trade Global in November 2015 and Jagged Peak in March 2016. Overseas revenue is now 44% of total revenue. The mail segment saw more muted
growth, with segment revenue flat at -0.1% y/y. Adjusting for divestments made during the year though, segment revenue would have been higher by
6.7% yly. For 4QFY2016, the mail segment is now just 36% of total revenue (4QFY2015: 44%). Mail segment operating margin was 27.5% (4QFY2015:
29.9%), logistics segment operating margin was 6.9% (4QFY2015: 3.7%) and retail & eCommerce segment operating margin was -5.5% (4QFY2015:
10.4%). Mail segment margin compression was due to lower domestic letter mail volumes. Logistics segment margin improvement was partly driven by
synergies from the acquisitions made. The operating loss generated by the retail & eCommerce business was driven in part by customer acquisition
efforts made by recent acquisitions. Despite operating margin pressure, net margin jumped to 33.7% (4QFY2015: 14.5%), driven by divestment gains
recognized from the partial divestment of associate, GD Express Carrier Bhd, for SGD78.4mn, with SPOST booking ~SGD64mn in gains from the
divestment. The cash proceeds from the divestment were used to reduce gross debt. SPOST managed to generate SGD55.3mn of operating cash flow
for the quarter (including interest service) and generated ~SGD5mn in free cash flow. Net gearing remained steady at 10% (3QFY2016: 12%). The
second Alibaba investment has been delayed yet again to 30/10/16. The deal was first announced in July 2015. We will continue to hold SPOST’s issuer
profile at Neutral, with the expectation that the rotation away from the more profitable mail segment would limit improvements to SPOST’s credit profile.
(Company, OCBC)
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