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Research Update:

Singapore Post Ltd. Rating Lowered To 'A+' From
'AA-'; Outlook Negative

Overview

• SingPost's profitability is likely to weaken due the company's increasing
shift toward the lower-margin logistics business, and a decline in its
domestic mail business.

• We are lowering our long-term corporate credit rating and our issue
rating on SingPost and its fixed-rate notes to 'A+' from 'AA-'. We are
also lowering the rating on the Singapore-based postal and logistics
services provider's perpetual securities to 'A' from 'A+'.

• At the same time, we are affirming our 'axAAA/axA-1+' ASEAN regional
scale rating on SingPost, the 'axAAA' rating on the fixed-rate notes, and
the 'axAA+' rating on the perpetual securities.

• The negative outlook reflects our expectation that SingPost's
profitability and business risk profile could weaken over the next 12-24
months.

Rating Action

On Feb. 20, 2013, Standard & Poor's Ratings Services lowered its long-term
corporate credit rating and issue rating on Singapore Post Ltd. (SingPost) and
its fixed-rate notes to 'A+' from 'AA-'. The outlook on the corporate credit
rating is negative. We also lowered the rating on the Singapore-based postal
and logistics services provider's perpetual securities to 'A' from 'A+'. At
the same time, we affirmed our 'axAAA/axA-1+' ASEAN regional scale rating on
SingPost, the 'axAAA' rating on the fixed-rate notes, and the 'axAA+' rating
on the perpetual securities.

Rationale

The downgrade reflects our expectation that SingPost's profitability is likely
to weaken due to the company's increasing focus on the logistics business and
the decline in its domestic mail business. The logistics business is more
competitive and has lower margins than the mail business.

We revised our assessment of SingPost's business risk profile to "strong" from
"excellent." The company has a dominant market position in the competitive
domestic and international mail business in Singapore and its operating
efficiency is high. Its financial risk profile is "modest."

We expect SingPost's EBITDA margin to weaken to about 30%-33% in the next
12-18 months from 37% in the fiscal year ended March 31, 2012. We estimate
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that the company's logistics, retail, and e-commerce businesses will
contribute 43%-45% of annual revenue in the next 12-18 months, compared with
42% in fiscal 2012. Our projections are based on the increased contributions
from General Storage Co. and Famous Holdings Pte Ltd., both of which SingPost
acquired recently.

In our base-case scenario, we expect SingPost to continue to focus on managing
costs, which should partially offset the likely margin contraction. We
anticipate a 5% increase in EBITDA in fiscal 2013 and a 3% growth in fiscal
2014, assuming margins of 33% in fiscal 2013 and 31% in fiscal 2014. The
company's EBITDA declined by 7% in fiscal 2012.

We also expect SingPost's ratio of funds from operations (FFO) to adjusted
debt to be at 50%-53% as of March 31, 2014, compared with 55% as of March 31,
2012. We adjusted debt with surplus cash. We assume that SingPost will redeem
its Singapore dollar (S$) 300 million bonds due in April 2013 and maintain
about S$150 million of cash for operational needs and future acquisitions. The
projected ratio is within our range for a "modest" financial risk profile. The
company's strong liquidity and excellent access to capital market also
underpin its financial risk profile.

We expect SingPost's revenue to grow 10%-13% to about S$650 million for fiscal
2013. A consolidation of newly-acquired subsidiary, Novation Solutions Ltd.,
and stronger e-commerce volume will support revenue growth. However, higher
costs--particularly of labor, which forms a significant 40% of SingPost
operating expenses--are likely to temper growth in operating profit.

Liquidity

We consider SingPost's liquidity to be "strong," as defined in our criteria.
We expect the company's liquidity sources to cover its uses over the next 12
months by more than 1.5x, even if EBITDA declines by 30%. Our liquidity
assessment incorporates the following expectations and assumptions:

• As of Dec. 31, 2012, SingPost's liquidity sources include cash and
equivalents of S$694.0 million, committed unused credit lines of S$85
million, and FFO, which we project at about S$180 million.

• Liquidity uses include dividend payments of about S$120 million annually,
capital expenditure of about S$60 million, and repayment of S$300 million
notes due in April 2013.

SingPost's bonds do not have any financial covenants that the company needs to
adhere to.

Outlook

The negative outlook reflects our expectation that SingPost's profitability
and business risk profile could weaken over the next one to two years. The
outlook also reflects uncertainty about the impact of the company's recent
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mergers and acquisitions on its credit profile. Any acquisition that entails
further debt-raising could negatively affect our rating on SingPost.

We could lower the rating on SingPost if any of the following occurs:
• The company aggressively expands into highly competitive and lower margin
ventures.

• It provides aggressive shareholder returns, such as special dividends.
• SingPost's business risk profile weakens more than we anticipated, the
influence of stronger competition exceeds our expectation, or the
company's cost controls are inadequate, resulting in a further decline in
EBITDA margins. The ratio of FFO to adjusted debt weakening below 50% on
a sustained basis could trigger a downgrade.

We could revise the outlook on SingPost to stable if: (1) the company
maintains its business risk profile and improves its profitability with
meaningful acquisitions; and (2) it sufficiently expands its revenue base or
improves its margins over the next two to three years, such that its ratio of
FFO to adjusted debt is more than 50% on a sustainable basis.

Related Criteria And Research

• Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012
• Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011

Ratings List

Downgraded
To From

Singapore Post Ltd.
Corporate Credit Rating A+/Negative/-- AA-/Negative/--
Senior Unsecured A+ AA-
Senior Unsecured A A+

Ratings Affirmed

Singapore Post Ltd.
Corporate Credit Rating
ASEAN Rating Scale axAAA/--/axA-1+
Senior Unsecured axAAA
Senior Unsecured axAA+

Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
by this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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