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Research Update:

Singapore Post Rating Lowered To 'BBB+' On
Higher Tolerance For Leverage; Outlook Stable

Overview

« W believe SingPost will continue to focus on protecting its operating
mar gi ns and acqui sitions integration

e To that extent, we believe SingPost's priority for lowering its |everage
in the nediumterm has reduced. We forecast its debt-to-EBITDA ratio will
remai n above 2.0x in the next 12-18 nonths.

« W are lowering our long-termcorporate credit rating on SingPost to
"BBB+' from'A-' to reflect our view of the conpany's confort with a
sust ai nabl e, hi gher | everage.

» The stable outlook reflects our expectation that after recent high
spendi ng and cost inflation, the conpany's debt-to-EBITDA ratio will
stabilize below 2.5x by end March 2018.

Rating Action

On Nov. 9, 2016, S&P d obal Ratings lowered its long-termcorporate credit
rating on Singapore Post Ltd. (SingPost) and the issue rating on the conpany's
seni or unsecured notes to 'BBB+ from'A-'. W also lowered the long-term

i ssue rating on the Singapore-based postal and | ogistics services provider's
seni or perpetual securities to 'BBB from'BBB+' . The outl ook on the corporate
credit rating is stable. At the sane tine, we |owered our ASEAN regional scale
rati ngs on SingPost and the senior unsecured notes to 'axA+ from'axAA . W
al so | owered the ASEAN regi on scale rating on the perpetual securities to
"axA' from'axAt+' .

Rationale

We |owered the rating on SingPost because we believe the conmpany's enphasis on
reduci ng | everage has dim ni shed. SingPost's adjusted debt-to-EBITDA ratio as
of Sept. 30, 2016, was about 3.0x, and we believe it is unlikely to fall bel ow
2.0x in the next 12-18 nonths.

The recent hal f-year results (for the fiscal year ending March 31, 2017)
showed a clear acceleration in cost inflation at a tine of nodest revenues,
with quarterly reported EBI TDA margin falling to 13.6% from 16.2%in the
previ ous year. Mich of the recent increase in costs is attributable to the
seasonal ranp-up in | abor and expenses in relation to the conpletion of the
new Regi onal eConmerce Logistics Hub.

Despite this, we understand nanagenent will prioritize nmargin protection
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t hrough i nproved operating efficiencies and synergies with its new

acqui sitions, as the conpany establishes itself as an e-comerce and | ogistics
enabl er. Hence, despite the highly conpetitive and | ower-margi n e-commerce
market, we believe margin erosion could be somewhat limted in the next 12-18
nmont hs. W expect SingPost's EBITDA margin to decline to about 16%in fisca
2017 from 17%in fiscal 2016 and 23%in fiscal 2015.

Si ngPost is focusing on the consolidation of its conpetitive positions inits
e-commerce and |l ogistics narkets. The conpany's conpetitive advantage is in
its cost-effective range of e-comerce and | ogistics solutions through its
uni que bl end of postal and commercial (provided by subsidiary Quantium
Solutions International [QSI]) networks. W view the investnent of Alibaba
Group Holding Ltd. in QSl as a positive step to deploy SingPost's offering
regional ly.

We believe SingPost will not divest its minority stakes in the near term
Instead, it will focus on increasing the value of its non-core assets for

di vestment. Thus, we no |onger believe SingPost intends to reduce its |everage
nmeani ngful Iy beyond the upcom ng Singapore dollar (S$) 187 mllion equity
infusion fromAlibaba that is expected to be conpleted in February 2017,

foll owi ng high capital spending in the past two years. However, we stil
bel i eve the conmpany will pause its acquisition activities in the next 12 to 18
nonths to focus on existing operations and networKk.

After recent turbul ence surrounding SingPost's board of directors' corporate
governance practices and | ack of transparency, we believe the conpany has
i mpl enent ed procedures to prevent those issues fromreoccurring.

SingPost's ties with Alibaba and operations in Singapore are a key strength
for the conpany when conpared to operators that are based in | ess
geographically strategic locations with | ess sophisticated |ogistics
infrastructure. It conpares favorably with other conmpanies with simlar
earnings profile, in our view

Li kewi se, our target debt-to-EBITDA ratio is below that of other conpanies in
the sane capital structure category. W therefore assign a favorable
conpar abl e rati ng adj ustment.

Qur base case assunes the follow ng:

e EBI TDA of about S$275 million in 2017, increasing to about S$300 million
in 2018.

* Capital expenditure of about S$250 million in 2017 and about S$105
mllion in 2018, mainly for maintenance and the conpletion of the
Si ngapore Post Centre's redevel opnent. W expect this to fall to about
S$60 million in subsequent years.

* Equity infusion of S$187 nmillion from Alibaba, which is likely to be
completed in the first quarter of 2017.

 SingPost will stick to its policy of steady returns to shareholders, with
payout of 60% 80% of underlying net profit. W expect the conpany wl|l
pay total dividends of about S$100 million in fiscal 2017.
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Based on our assunptions, we arrive at the follow ng credit nmeasures over the
next two years:

* Unadj usted net debt of about S$100 million over the next two years.

* Adjusted debt-to-EBITDA ratio of approximtely 2.5x.

Liquidity

We view SingPost's liquidity as adequate. Its sources of liquidity will likely
cover its needs by nmore than 1.2x in the 12 nmonths ending Sept. 30, 2017. W
forecast liquidity sources will exceed uses even if EBITDA declines 15%

Principal liquidity sources include:

e Cash and equival ents of S$162 million on Sept. 30, 2016.

 Funds fromoperations that we estimte at about S$200 million in the
peri od.

» S$86 mllion invested by Alibaba for a 34% stake in | ogistics subsidiary
@&l .

* S$187 mllion fromthe upconming equity investnent from Al i baba.

Principal liquidity uses include:

* Upconming debt maturities of S$189 million in the next 12 nonths.
 Some, yet linted, increase in working capital.

e Mai ntenance capital expenditure of about S$60 million in 2017.
 Dividend paynents of about S$100 nillion annually.

Si ngPost' s bonds do not have any financial covenants to which the conpany
needs to adhere.

Outlook
The stable outlook for the next 12-18 nonths reflects our expectation that
SingPost's |l everage will reduce substantially follow ng Alibaba's S$187

mllion equity infusion in the first half of 2017. W al so expect SingPost to
pause spendi ng to reduce debt through organic cash generation. In addition,

t he outl ook incorporates our view that SingPost will consolidate its
operations in the |ogistics and express delivery nmarkets in Asia-Pacific and
the U S. W anticipate that the conmpany will nanage its costs and | ogistics

capacity to support earnings growh and control its profitability decline.

Downside scenario

W nay lower the rating if SingPost's debt-to-EBITDA rati o stays above 2.5x on
a sustainable basis. This would happen if the conpany does not receive equity
from Al i baba and does not allocate cash flow to debt repaynent. In a |less
likely scenario, we may also lower the rating if the conpany faces nore
revenue and cost pressures in its mail business and fiercer conpetition in the
non-mai | busi ness than what we anticipate, such that its profitability weakens
material ly.
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Upside scenario

An upgrade | ooks unlikely for SingPost over the next two years, given the
conpany's exposure to declining mail volunes and the strong conpetitive
pressures in the logistics and express delivery businesses. W may raise the
rating i f SingPost establishes a track record of nore robust and transparent
governance practices. Additionally, we expect SingPost's capital structure to
i mprove substantially, with debt-to-EBITDA ratio bel ow 2. 0x on a consi stent
basis. In a renpote scenario, a stronger contribution of |ogistics and
e-conmerce to operating profit, with limted dilution of margin, could | ead us
to reassess the conmpany's earnings quality.

Ratings Score Snapshot

Corporate Credit Rating: BBB+/ Stable/--

Busi ness risk: Satisfactory

e« Country risk: Low

e Industry risk: Low

 Conpetitive position: Satisfactory

Financial risk: Internediate
e Cash flow Leverage: Internediate

Anchor: bbb

Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Fair (no inpact)

e« Conparable rating analysis: Positive (+ 1 notch)

Related Criteria And Research

Related Criteria

» CGeneral Criteria: Use OF CreditWatch And Qutl ooks - Septenber 14, 2009

e Ceneral Criteria: Methodol ogy For Linking Short-Term And Long- Term
Rati ngs For Corporate, |Insurance, And Sovereign |Issuers - May 7, 2013

» S&P d obal Ratings' National And Regi onal Scal e Mappi ng Tables, June 1,
2016

e CGeneral Criteria: National And Regional Scale Credit Ratings - Septenber
22, 2014

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers - Decenber 16, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The Railroad
And Package Express Industry - August 12, 2014
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e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ustnments - Novenber 19, 2013

e CGeneral Criteria: Methodol ogy: Industry Risk - Novenmber 19, 2013

e CGeneral Criteria: Group Rating Methodol ogy - Novenber 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy - Novenber 19,
2013

e Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
| ssue - April 15, 2008

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers - Novenber 13, 2012

e Criteria - Insurance - General: Hybrid Capital Handbook: Septenber 2008
Edition - Septenmber 15, 2008

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunptions -
Novenber 19, 2013

Ratings List

Downgr aded; Ratings Affirnmed

To From
Si ngapore Post Ltd.
Corporate Credit Rating BBB+/ St abl e/ - - A-/ Stabl e/ --
ASEAN Regi onal Scal e axA+ --/axA-1 axAA - -/ axA-1
Downgr aded
To From
Si ngapore Post Ltd.
Seni or Unsecur ed BBB+ A-
Seni or Unsecured BBB BBB+
Seni or Unsecured axA axA+
Seni or Unsecured axA+ axAA

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliq.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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