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Asset enhancement at 6 Battery Road. Last week,

CapitaCommercial Trust (CCT) unveiled its asset enhancement

initiative (AEI) at 6 Battery Road (6BR). The upgrade will focus

on improving the building's energy efficiency, environmental

sustainability, as well as the facilities in the building. The AEI

will commence in Oct 2010 and carried out in phases until

2013 in order to minimize the inconvenience to its tenants.

Upgrading of common facilities ground floor lift lobby, turnstiles

and reception area will start first while the enhancement of

office space will be carried out upon the lease expiry of

tenants. The building will remain tenanted during the upgrading

period. Estimated capex for the AEI is ~S$92m and the cost

is equivalent to 8% of the building's valuation at the end of

Dec 2009.

Positioning for long term growth. With Nomura likely to

move out of 6BR to Marina Bay Financial Centre and Standard

Chartered downsizing its office space in 6BR by 70,000 sq ft

when their leases expire, near term outlook for CCT remains

challenging. Nevertheless, we view this AEI positively. We

believe that the completion of the upgrading works will place

6BR in a better position to compete with the newer office

buildings and thus leading to higher rental rates. The AEI is

expected to complete in 2013 and with no new supply of new

office space in that year, we believe that CCT will have better

bargaining power to negotiate for higher rental rates from its

tenants.

Maintain BUY. According to CCT, the AEI is expected to

generate incremental gross revenue of S$9.2m pa and

incremental net property income (NPI) of S$7.4m pa.

Management estimates that 20% of the incremental NPI

(~S$1.5m) will come from cost savings due to reduction in

energy consumption. The other 80% of the increment NPI

(S$5.9m) will come from higher rental rate that the building is

expected to achieve post-AEI. However, we think that it is too

early to make any adjustments to our rental assumptions from

2013 onwards as there is still a lack of clarity on the recovery

in office rents, which will depend on the take-up rate of the

upcoming supply of office spaces in 2010-2012 and the

sustainability of the economic growth. As such, we leave our

estimates unchanged. Our fair value also remains at S$1.26.

With a total return of 16.4%, we reiterate our BUY rating on

CCT.
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CapitaCommercial 

Trust

STI

(S$ m) FY08 FY09 FY10F FY11F

Revenue 335.3 403.3 395.8 397.7

NPI 233.5 300.2 296.0 297.4

Distributions 153.0 198.5 202.9 204.2

DPU yield (%) 6.5 6.2 6.3 6.4

P/NAV (x) 0.6 0.8 0.8 0.8
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Exhibit 1: Schedule of AEI

Source: Company

 Exhibit 2: Breakdown of projected AEI payment

Source: Company
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Exhibit 3: RNAV Table

Source: OIR estimate

in S$m

Valuation of investment properties 5,292.4

Book value of investment properties  5,702.0

Surplus from investment properties -409.6

Surplus/(Deficit) from Quill Capita Trust stake -14.6

Book value (as at end of FY09) 3,956.4

FY10 RNAV 3,532.2

Share base (m) 2,813.9

RNAV per share (S$) 1.26

Premium/Discount to RNAV  0.0%

Fair Value (S$) $1.26

CCT's Key Financial Data

EARNINGS FORECAST BALANCE SHEET

Year Ended 31 Dec (S$m) FY08 FY09 FY10F FY11F As at 31 Dec (S$m) FY08 FY09 FY10F FY11F

Gross revenue 335.3 403.3 395.8 397.7 Investment properties 6710.6 5519.5 5549.5 5579.5

Total property expenses -101.8 -103.1 -99.8 -100.3 Investment in associate 63.9 62.6 63.9 65.2

Net property income 233.5 300.2 296.0 297.4 Cash 66.7 312.5 445.2 397.2

Borrowing costs -84.1 -93.2 -80.2 -80.2 Total current assets 85.4 321.9 454.4 406.5

Manager's management fees -16.3 -19.8 -19.8 -19.9 Total assets 6871.4 6100.0 6081.1 6064.6

Net income (b/f assoc and reval) 124.0 191.7 190.1 191.4 Current liabilities ex debt 123.7 90.9 89.2 89.7

Share of profit of associate 3.9 4.0 4.1 4.2 Debt 2210.9 1640.6 1640.6 1640.6

Revaluation of invt ppty 203.8 -1034.9 0.0 0.0 Total liabilities 2716.5 2143.6 2143.3 2145.3

Total return for the period 331.7 -839.2 194.3 195.6 Unitholders' funds 4154.9 3956.4 3937.8 3919.3

Income available for distribution 153.0 198.5 202.9 204.2 Total equity and liabilities 6871.4 6100.0 6081.1 6064.6

CASH FLOW

Year Ended 31 Dec (S$m) FY08 FY09 FY10F FY11F KEY RATES & RATIOS FY08 FY09 FY10F FY11F

Operating income before working cap change 213.5 292.6 283.5 283.9 DPU per share (S-cents) 11.0 7.1 7.2 7.3

Change in working capital 32.5 3.9 -1.5 0.4 NAV per share (S-cents) 297.4 140.6 139.9 139.3

Cash generated from operations 246.0 296.5 281.9 284.2 PER (x) 4.8 NA 16.5 16.4

Tax paid 0.0 -0.4 0.0 0.0 P/NAV (x) 0.6 0.8 0.8 0.8

Cashflow from operating activities 246.0 296.1 281.9 284.2 NPI margin (%) 69.6 74.4 74.8 74.8

Cashflow from investing activities -1328.7 -25.4 171.7 -30.8 Net income margin (%) 98.9 -208.1 49.1 49.2

Cashflow from financing activities 1113.9 -24.9 -320.9 -301.4 Gearing (%) 37.3 32.9 33.0 33.0

Change in cash 31.2 245.8 132.7 -47.9 DPU yield (%) 6.5 6.2 6.3 6.4

Cash at beginning of period 35.5 66.7 312.5 445.2 ROE (%) 8.0 -21.2 4.9 5.0

Cash at end of period 66.7 312.5 445.2 397.2 ROA (%) 4.8 -13.8 3.2 3.2

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 Investment 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.
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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 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. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment objectives, financial situation or particular needs, before making a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, 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
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