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CapitaCommercial Trust

Results above expectations

Results exceeded our expectations. CapitaCommercial Trust (CCT)
delivered a strong set of 1Q09 results that exceeded our expectations.
Gross revenue increased 34.5% YoY to S$97.5m but on a QoQ comparison,
the increase was a marginal 0.3% as higher contributions from the positive
rental reversions of the office buildings were offset by the weaker contribution
from Raffles City's hotel revenue. Property operating expenses increased
27.9% YoY due to its acquisitions but fell 12.6% QoQ as cost savings
measures took effect. As such, net property income for 1Q09 increased
40.8% YoY and 6.5% QoQ to S$69.9m. DPU for 1Q09 has also increased
25.1% YoY and 19.6% QoQ to 3.24 S-cents, translating to an annualized
yield of 15.2%.

89% of FY09 forecast GRI locked in. During the first 4 months of 2009,
CCT secured new leases and renewals for 335,800 sq ft of spaces. Positive
rental reversion on a weighted average basis was ~49% higher than
previously signed rents. This was also better than our expectations as we
had expected weaker reversionary growth from CCT due to the declining
office rental market. With that, CCT has now locked in 89% of our forecast
gross rental income (GRI) for FY09, which amounts to S$318.1m. An
additional GRI of S$35.8m had been locked in since CCT announced its
FYO08 results, which further enhanced DPU visibility for FY09.

Completed refinancing for FY09. CCT also announced that it had secured
commitment for a 3-year secured term loan of up to S$160m. The loan is
secured against HSBC Building and the all-in margin for the term loan is
3% per annum, which is lower than what we have expected in the current
tight credit market. As at end-1Q09, CCT had a gearing level of 38.3%
which we think, is unsustainable in light of the falling rents and capital
values of office buildings in Singapore. With another S$885m and S$1,012m
(assuming early redemption by bond holders) of borrowings due for
refinancing in FY10 and FY11, we continue to believe that an equity fund
raising will be inevitable over the mid-term.

Fair value raised to $S$1.33; Maintain BUY. After a better-than-expected
positive rental reversions in 1Q09, we are now raising our FY09 and FY10
DPU forecasts to 11.2 S-cents (previously 10.2 S-cents) and 9.9 S-cents
(previously 8.7 S-cents) respectively, which translate to attractive FY09
and FY10 DPU yields of 13.1% and 11.6%. Our fair value has now been
raised to S$1.33 (previously S$1.06). We maintain our BUY recommendation
for CCT

Year to Gross Net Prop Distributable DPU Price/NAV Distribution

31-Dec Revenue Income Income Yield
(S$m) (S$m) (S$m) (cents) (x) (%)

FY 07 240.1 174.0 120.4 8.7 0.3 10.2

FY 08 335.3 233.5 153.0 11.0 0.3 12.9

FY 09F 400.1 284.0 156.7 11.2 0.3 13.1

FY 10F 377.1 275.2 139.0 9.9 0.3 11.6

Please refer to the important disclosures at the back of this document.
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Exhibit 1: Revenue breakdown by properties

Gross Revenue (in S$m) 1Q08 1Q09 YoY % 4Q08 QoQ %
change change |
Capital Tower 12.2 13.6 1.7 12.3 1.0
6 Battery Road 16.5 20.5 24.5 204 0.5
Starhub Centre 33 5.3 57.7 49 7.0
Robinson Point 2.0 3.3 64.9 34 -1.9
Bugis Village 25 2.6 4.5 2.5 2.3
Golden Shoe Car Park 2.7 2.8 1.8 2.8 2.4
Market Street Car Park 1.3 1.1 -17.7 1.1 -3.0
HSBC Building 2.2 2.3 3.2 2.3 0.0
Wilkie Edge 14 NM 0.0 NM
1 George Street - 15.9 NM 16.2 -1.6
Raffles City (60% interest) 28.5 28.7 0.9 31.1 -7.6
71.2 97.5 36.9 97.0 0.5
Source: Company
Exhibit 2: Net Property Income breakdown by properties
Net Property Income (in S$m) YoY % QoQ %
1Q08 1Q09 change 4Q08 change
Capital Tower 741 8.0 121 6.7 18.6
6 Battery Road 11.8 16.3 37.9 15.8 3.1
Starhub Centre 2.1 38 84.1 35 7.8
Robinson Point 1.2 2.5 104.1 2.4 6.8
Bugis Village 1.9 2.0 5.0 1.9 6.6
Golden Shoe Car Park 2.0 2.0 -0.8 1.9 1.4
Market Street Car Park 0.8 0.6 -175 0.5 374
HSBC Building 2.1 2.2 4.0 2.2 0.0
Wilkie Edge 0.3 NM -1.6 NM
1 George Street - 12.2 NM 12.4 -1.9
Raffles City (60% interest) 20.5 19.9 -3.1 19.8 0.4
49.6 69.9 40.8 65.6 6.5

Source: Company
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in S$m
Valuation of investment properties 4,448.1
Book value of investment properties 6,710.6
Surplus from investment properties -2,262.5
Surplus/(Deficit) from Quill Capita Trust stake -22.9
Book value (as at end of FY08) 4,154.9
FY09 RNAV 1,869.5
Shares outstanding (m) 1,400.4
RNAV per share (S$) 1.33
Discount to RNAV 0.0%
Fair Value (S$) $1.33

Source: OIR estimates

CCT's Key Financial Data

CCT Results 1Q08 1Q09 % Chg 4Q08 % Chg
Year Ended 31 Dec (S$ m) (S$m) (S$m) (YoY) (S$m) (QoQ)
Gross rental income 65.0 87.4 345 83.8 4.3
Car park income 4.0 4.1 2.8 4.2 -3.5
Other income 2.3 6.0 163.9 9.2 -34.6
Gross revenue 71.2 97.5 36.9 97.2 0.3
Property management fees -2.0 -2.6 32.8 -2.6 -0.2
Property tax -9.1 -11.4 24.4 -11.8 -3.9
Other property operating expenses -10.5 -13.6 30.1 -17.1 -20.4
Property operating expenses -21.6 -27.6 27.9 -31.6 -12.6
Net property income 49.6 69.9 40.8 65.6 6.5
Interest income 0.2 0.0 -88.7 0.1 -63.6
Investment income 0.0 0.0 NM 0.0 NM
Other income 0.0 0.0 NM 0.0 NM
Loss from re-measurement of derivatives -7.9 5.1 NM -12.5 NM
Manager's management fees -3.9 -4.8 21.9 -3.8 27.3
Trust expenses -0.3 -1.4 379.9 -11.8 -88.4
Gain on sale of investment property 0.0 0.0 NM 0.0 NM
Loss on disposal of subsidiary 0.0 0.0 NM 0.0 NM
Borrowing costs -13.3 -24.1 80.6 -28.9 -16.8
Net income before share of profit of associate & 24.4 44.8 84.0 8.7 413.9
fair value changes

Net change in fair value of investment properties 0.0 0.0 NM -241.8 NM
Share of profit of associate (net of tax) 0.9 1.1 19.3 1.2 -9.8
Total return for the period before tax 25.3 45.9 81.6 -231.9 NM
Income available for distribution to unitholders 35.9 45.4 26.6 38.0 42.6
Distributable income to unitholders 35.9 45.4 26.6 38.0 42.6
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EARNINGS FORECAST

Year Ended 31 Dec (S$ m) FY07 FY08 FYO9F FY10F
Gross revenue 240.1 335.3 400.1 3771
Property management fees -7.0 -9.1 -12.0 -11.3
Property tax -21.1 -42.4 -44.0 -33.9
Other property operating expenses -38.1 -50.4 -60.1 -56.6
Property operating expenses -66.1 -101.8 -116.1 -101.9
Net property income 174.0 233.5 284.0 275.2
Other income (Loss) -4.5 6.1 0.0 0.0
Manager's management fees -13.6 -16.3 -20.0 -18.9
Trust expenses -5.8 -15.2 -12.0 -11.3
Gain on sale of investment property 0.6 0.0 0.0 0.0
Loss on disposal of subsidiary -0.2 0.0 0.0 0.0
Borrowing costs -49.3 -84.1 -111.8 -117.8
Net income before share of profit of associate & fair value ¢ 101.1 124.0 140.1 127.2
Net change in fair value of investment properties 1,305.8 203.8 0.0 0.0
Share of profit of associate (net of tax) 9.0 3.9 4.0 4.0
Total return for the period before tax 1,416.0 331.7 1441 131.2
Income tax -0.1 0.0 0.0 0.0
Total return for the period after tax 1,415.9 331.7 1441 131.2
Net income before share of profit of associate & fair value ¢ 101.1 124.0 140.1 127.2
Adjustments 19.3 29.0 16.5 11.8
Distributable income to unitholders 120.4 153.0 156.7 139.0
DPU (S-cents) 8.7 11.0 11.2 9.9
BALANCE SHEET

As at 31 Dec (S$ m) FYO07 FY08 FYO9F FY10F
Plant and equipment 1.1 1.3 1.3 1.3
Investment properties 5,110.0 6,710.6 6,730.6 6,750.6
Investment in associate 64.6 63.9 65.2 66.5
Other investment 7.8 10.2 10.2 10.2
Trade and other receivables 4.9 18.7 22.4 211
Cash 35.5 66.7 32.3 27.5
Total assets 5,278.7 6,871.4 6,861.9 6,877.2
Long-term borrowings 1,097.5 1,514.8 1,305.9 1,590.9
Debt securities 0.0 350.7 350.7 350.7
Other non-current liabilities 229 31.3 32.8 34.5
Trade and other payables 47.5 96.8 115.5 108.9
Derivative liability 10.5 26.1 21.0 21.0
Short-term borrowings 162.1 696.0 885.0 620.0
Provision for taxation 0.7 0.7 0.7 0.8
Total current liabilities 220.7 819.7 1,001.3 729.7
Total liabilities 1,341.1 2,716.5 2,711.7 2,726.7
Unitholders' funds 3,937.6 4,154.9 4,150.3 4,150.5
Total liabilities and unitholders' funds 5,278.7 6,871.4 6,861.9 6,877.2
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CASH FLOW

Year Ended 31 Dec (S$ m) FY07 FYO08 FYO9F FY10F
Total return before tax 1,416.0 331.7 1441 131.2
Adjustments -1,254.0 -118.2 108.9 114.8
Operating income before working cap change 162.0 2135 253.0 246.0
Change in working capital 15.7 325 15.1 -5.4
Cash generated from operations 177.6 246.0 268.0 240.6
Tax paid 0.0 0.0 0.0 0.0
Cash generated from operating activities 177.6 246.0 268.0 240.6
Cashflow from investing activities -82.1 -1,328.7 -20.8 -20.8
Cashflow from financing activities -102.0 1,113.9 -281.6 -224.6
Change in cash -6.4 31.2 -34.3 -4.8
Cash at beginning of period 41.9 35.5 66.7 32.3
Cash at end of period 35.5 66.7 32.3 27.5
Key Ratios

PER (x) 0.8 3.6 8.3 9.1
P/NAV (x) 0.3 0.3 0.3 0.3
NPI margin (%) 72.5 69.6 71.0 73.0
Net income margin (%) 589.8 98.9 36.0 34.8
Gearing (%) 23.9 37.3 37.0 37.2
DPU yield (%) 10.2 12.9 13.1 11.6
ROE (%) 36.0 8.0 3.5 3.2
ROA (%) 26.8 4.8 2.1 1.9

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC énvestment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.

- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.

- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst 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 its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate containedin 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. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment og/ect/ves, financial situation or particular needs, before making a commitment to invest in
the securities. OCBC Investment Research Pte Lid, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report 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 report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.

For OCBC Investment Research Pte Ltd
Co Reg. no;198301152E

Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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