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Financial services helps mitigate softening core businesses

FY2015 performance held steady: CWT’s revenues fell 30% vyly to
SGD9.9bn, driven by the decline in revenue from the Commodity Marketing
(‘CM’) segment due to lower trading volume of naphtha and a general
downturn in the commodity sector. Revenue and gross profit of CWT’s core
logistics business also declined by 3% y/y and 18% yly respectively, reflecting
softening demand and start-up costs from new logistics hubs during 2015.
Despite the headline revenue decline however, consolidated EBITDA declined
only 1.8% yly to SGD200m whilst PAT (before minority interest) held steady at
SGD113.9m (FY2014: SGD113.9m). This was largely attributable to the rising
significance of the higher-margin Financial Services business, comprised of
financial brokerage, risk management and trade facilitation services catering to
end-customers in the commodities space. Proportionately, this segment
contributed 18% to gross profit in FY2015, rising from 12% in FY2014. In
FY2015, Financial Services reported gross margins of ~41% against the core
logistics business of 14.6%. A combined effect from lower interest expense
due to the drop in commodity prices and better gross margins (1.2% in
FY2015 against 0.8% in FY2014) in CM business lifted reported bottom-line
performance of this segment to SGD25.5m in FY2015 (FY2014:from
SGD11.8m).

Improvement in credit ratios: Overall, we saw an improvement in both
leverage and coverage ratios. Gross debt-to-equity stands at 1.6x decreasing
from 1.8x in FY2014 while EBITDA/ Gross Interest expense improved to 3.9x.
Using an assumption of SGD3.2m as capitalised interest (ie: in line with that
reported in FY2014), then EBITDA/Gross Interest expense would have
improved to ~3.8x (FY2014: 3.2x). The improvement in coverage ratios was
driven by a decline in capital expenditure to only ~SGD48m from an average
of SGD150m during the two preceding years and a lower need for borrowings.
This was due to a planned pull-back by management from aggressive
expansion during FY2015, particularly within the logistics business.

Tilt to new risks: CWT’s core logistics business will continue to underpin the
revenue and cash generation capability of the issuer although the Financial
Services business will increase in prominence in the coming years. Via Straits
Financial Group Pte Ltd (~98% owned subsidiary), the company has a
significant Futures Commission Merchant (“FCM”) business. CWT is exposed
to heightened possibility of counter-party risk and off-balance sheet risk. As
part and parcel of an FCM business, transactions with end-customers are
often carried out on a margin basis and there may be instances where margin
requirements are insufficient to fully cover customer losses. FCMs can take
possession of margin deposits anytime to satisfy obligations from customer’s
futures position, providing a risk mitigation mechanism. We understand that
CWT's FCM business does not engage in undue proprietary trading and
focuses on serving as a broker.

Recommendation: Since August 2015, there have been no new updates on
the possible sale by major shareholders of the company, though any such
changes could bring about an alteration in strategic direction and corollary,
credit risk of the issuer. We retain CWT’s issuer profile at Neutral for now
and remain Neutral across the curve as we expect credit metrics to weaken
from higher leverage over the next 1-2 years as CWT completes its mega
logistics hub.
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Table 1: Summary Financials

CWT Ltd

Figure 1: Gross Margin breakdown by Segment - FY2015

Year End 31st Dec FY2013 FY2014 FY2015
Income Statement (SGD'mn) 045 1 41.4%
Revenue 9,097.1 14,1944  9,931.6 04 -
EBITDA 157.6 203.4 199.8 035
EBIT 124.2 162.7 152.1 '
Gross interest expense 47.0 63.5 51.0 031
Profit Before Tax 115.7 131.6 131.7 025 A
Net profit 106.0 112.4 108.9 02
Balance Sheet (SGD'mn) 14.6% 15.7%
Cash and bank deposits 197.3 342.0 310.3 0.15 1
Total assets 4,052.2 4,356.6 4,549.8 01
Gross debt 1,293.3 1,430.6 1,427.4 005 -
Net debt 1,096.0 1,088.6 1,117.1 ' 1.2%
. ; 0 - . : :
Shareholders' equity 687.2 791.5 868.1 Logistics Commodity Engineering Financial
Total capitalization 1,980.6 2,222.1 2,295.5 Marketing Services
Net capitalization 1.783.2 1.880.1 1.985.1 B ogistics OCommodity Marketing B Engineering B Financial Services
Cash Flow (SGD'mn) Source: Company
Funds from operations (FFO) 139.4 153.0 156.6
CFO -390.8 237.1 317.3
Capex 181.0 113.7 259.1 Figure 2: PBT breakdown by Segment - FY2015
Acquisitions 21.7 20.5 24.9 100% - —
Disposals 35.1 5.3 28.2 177
b - 1%
Dividend 211 23.4 46.2 o0 16.8% 24.8%
Free Cash Flow (FCF) -571.8 123.4 58.2 80% 1
15.7%
FCF adjusted 579.6 84.8 15.3 70% 16.2% ’ e o
Key Ratios 60% 4 8.6%
EBITDA margin (%) 1.7 1.4 2.0
. 50% - 19.0%
Net margin (%) 1.2 0.8 11
Gross debt to EBITDA (x) 8.2 7.0 7.1 40% 1
Net debt to EBITDA (x) 7.0 5.4 5.6 30%
Gross Debt to Equity (x) 1.88 1.81 1.64 20% 1
Net Debt to Equity (x) 1.6 1.4 1.3
10% 1
Gross debt/total capitalisation (%) 65.3 64.4 62.2 ’
Net debt/net capitalisation (%) 61.5 57.9 56.3 0% - Fv2013 o014 Fv2015
Cash/current borrowings (x) 0.2 0.4 0.4
EBITDA/Total Interest (x) 34 32 39 ® | ogistics ~ Commodity Marketing ®Engineering ® Financial Services
Source: Company, OCBC estimates Source: Company
* FCF Adjusted = FCF - Acquisitions - Dividends + Disposals
Figure 3: Debt Maturity Profile Figure 4: Net Debt to Equity (x)
(SGD'mn)
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in
whole or in part to any other person without our prior written consent. This publication should not be construed as an offer or
solicitation for the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the
economy, stock market, bond market and economic trends of the markets provided is not necessarily indicative of the future
or likely performance of the securities/instruments. Whilst the information contained herein has been compiled from sources
believed to be reliable and we have taken all reasonable care to ensure that the information contained in this publication is
not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy or
completeness, and you should not act on it without first independently verifying its contents. The securities/instruments
mentioned in this publication may not be suitable for investment by all investors. Any opinion or estimate contained in this
report is subject to change without notice. We have not given any consideration to and we have not made any investigation
of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly,
no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as
a result of the recipient or any class of persons acting on such information or opinion or estimate. This publication may cover
a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on
personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for specific
advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any
investment product taking into account your specific investment objectives, financial situation or particular needs before you
make a commitment to purchase the investment product.

OCBC and/or its related and affiliated corporations may at any time make markets in the securities/instruments mentioned in
this publication and together with their respective directors and officers, may have or take positions in the
securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for themselves or
their clients, and may also perform or seek to perform broking and other investment or securities-related services for the
corporations whose securities are mentioned in this publication as well as other parties generally.
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