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4Q10 outperforms on Basslink. CitySpring Infrastructure
Trust (CitySpring) posted S$118m in 4Q10 revenue, up 21.3%
YoY and 23.9% QoQ. Cash earnings also rose 7.4% YoY and
115% QoQ to S$23.4m. This was 16.5% above our estimate,
despite continuing poor performance by City Gas due to the
timing mismatch between City Gas' tariff revenue and fuel costs;
cash earnings at City Gas fell 47% YoY but increased 28.7%
QoQ to S$8.5m. Basslink was the key contributor that lifted
4Q10 results due to positive Commercial Risk Sharing
Mechanism (CRSM) payments and contributions from its
telecoms services business. The trust will distribute 1.05 S
cents per unit to unitholders for 4Q10, flat QoQ but down 40%
YoY on the enlarged unit base post-rights issue.

Exposed to regulatory risk. While the inherent nature of the
three businesses owned by the trust is fairly stable, we believe
CitySpring is exposed to regulatory risk on two fronts. The
lesser of the two risks stems from the ongoing1  discussions
with Australia's Hydro Tasmania (owned by the State of
Tasmania), which is demanding an additional A$6.9m in CRSM
payments from Basslink for CY2009. While the amount is
relatively small, if Hydro Tasmania's interpretation of the
agreement has merit, it could have negative implications for
future CRSM calculations. The greater of the two risks is on
the talks with regulator Energy Market Authority (EMA)
regarding the conversion, and ensuing liberalization, of the
City Gas town gas network. The key negotiation uncertainties
are: 1) grant of franchise monopoly status during the conversion
period; 2) recovery of costs incurred in the conversion project;
3) the magnitude of any return on capital allowed through a
levy determined by the EMA; and 4) the regulatory climate
post-conversion and post-liberalization. We expect both these
issues to play out over the next 12 months, creating (in our
opinion) a significant overhang on the unit price.

A more cautious valuation. The manager said it is targeting
for a DPU of 4.20 S cents or 1.05 S cents per quarter
(unchanged from current level) for FY11. This is equivalent to
a yield of 7.06% on yesterday's closing price of S$0.595. Our
DDM-derived valuation of CitySpring is now utilizing a higher
discount rate of 7.2%, up from 6.4% previously. We believe
investors should demand a higher risk premium, both on
broader market uncertainties and the regulatory risks
discussed earlier. Downgrade to HOLD with a revised fair value

of S$0.60 [prev: S$0.68], or an estimated total return of 7.9%.
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1  Talks have dragged on since at least Feb 2010

(S$ m) FY09 FY10 FY11F FY12F

Revenue 398.7 388.1 384.5 386.6

Cash Earnings 60.9 57.9 58.9 62.1

P/NAV^ (x) 1.0 1.2 1.3 1.6

P/CEPU (x) 4.8 10.1 9.9 9.4

Div Yield (%) 11.8 8.2 7.1 7.1

Note^: Equity before hedging and translation reserves (to strip out extreme volatility).
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Exhibit 1: Quarterly revenue performance by business (S$m)

Source: OIR estimates, CitySpring

Note: FY08 is about 14 months long, reflecting the trust's Feb 2007 IPO

Note: Basslink was acquired part-way through FY08. We don't include contributions in the analysis

here

Exhibit 2: Yearly revenue performance by business (S$m)

Source: OIR estimates, CitySpring
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Exhibit 3: HFSO fuel costs from Jan 09 to May 10

Source: Bloomberg

What is CRSM? The commercial risk sharing mechanism or CRSM is

designed to share the market risk of operating in the National Electricity

Market between Basslink and Hydro Tasmania. Payments under CRSM

are based on differences between the top 30 and bottom 50 electricity

pool prices and can range from up to 25% of base power cable revenues

or up to negative 20% of revenues depending on the volatility of electricity

prices in Victoria. While the CRSM is designed to have a neutral effect in

the long term, it creates a level of volatility in Basslink's revenue (offering

both upside and downside).

Fuel costs for City Gas. City Gas' fuel costs have shot up significantly

since Mar 09. City Gas can only review its tariff once every three months,

which creates a timing mismatch between tariff revenue and fuel costs.

Over time, the business is expected to be net neutral to fluctuations in

fuel costs.
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Details on City Gas conversion project. Singapore plans to convert the

existing town gas network into natural gas, liberalizing the residential market.

The conversion process, which may take five years to complete, was earlier

intended to begin in 2010. City Gas would likely undertake the conversion

project jointly with PowerGas, with City Gas carrying out the conversion of

the gas appliances of its customers. At IPO, the trust had estimated that

City Gas could spend S$200m on conversion costs (implementation,

customer education, etc) over the conversion period. CitySpring is likely to

fund the conversion costs through a combination of debt (City Gas is geared

at below 50% of capital) and operating cash flows. The manager is currently

in discussions with the regulator, the Energy Market Authority (EMA).

Cityspring's Key Financial Data
Interim Results

Year ended 31 Mar (S$m) 4Q10 4Q09 % YoY 3Q10 % QoQ

Revenue 118.0 97.3 21.3% 95.2 23.9%

Other income 1.1 0.7 54.3% 0.9 28.5%

Fuel and electricity costs -37.9 -21.2 78.7% -31.5 20.2%

Transportation costs -18.4 -17.5 5.1% -18.2 0.9%

Depreciation and amortisation -13.8 -12.1 14.2% -14.0 -1.4%

Finance costs -21.3 -20.4 4.3% -20.3 4.8%

Other expenses -24.1 -37.4 -35.6% -20.4 17.8%

Income tax 0.0 2.3 n.m. 6.3 n.m.

Minority interest 0.3 0.2 12.4% 0.4 -29.2%

PATMI 1.8 -0.4 n.m. -1.4 n.m.

Cash earnings 23.4 21.8 7.4% 10.9 114.9%

Units (m) 979.9 490.0 979.9

DPU (S cents) 1.05 1.75 -40.0% 1.05 0.0%

1) Positive CRSM payments on 

Basslink

2) Contributions from Basslinks 

Telecoms

Enlarged unit base 

after rights issue
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CitySpring Infrastructure Trust's Key Financial Data

EARNINGS FORECAST FY09 FY10 FY11F FY12F BALANCE SHEET

Year Ended 31 Mar (S$m) As at 31 Mar (S$m) FY09 FY10 FY11F FY12F

Revenue 398.7 388.1 384.5 386.6 Cash (ex restricted cash) 96.8 98.9 101.0 107.6

Other income 5.5 3.3 1.6 1.6 Restricted cash 29.1 34.0 34.0 34.0

Other gains/losses - net (22.8) 6.1 0.6 0.6 Plant, property and equipment 1079.4 1257.2 1208.1 1155.3

Fuel and electricity costs (133.7) (124.2) (119.9) (122.3) Finance lease receivable 178.6 171.4 160.0 148.6

Finance costs (87.2) (85.4) (81.0) (80.4) Total assets 1913.6 2189.4 2122.5 2065.1

Total expenses (432.5) (414.4) (404.6) (407.2) Borrowings 1557.1 1537.7 1544.1 1550.0

Income tax 1.3 26.0 0.0 0.0 Total liabilities 1765.0 1760.8 1756.9 1763.2

Minority interest 0.5 1.4 (1.3) (1.3) Minority interests 12.7 10.4 5.1 (0.2)

PATMI (50.2) 7.9 (16.7) (17.2) Total unitholders' funds 148.5 428.7 365.6 302.0

Cash earnings 60.9 57.9 58.9 62.1 Total liabilities and equity 1913.6 2189.4 2122.5 2065.1

CASH FLOW

Year Ended 31 Mar (S$m) FY09 FY10 FY11F FY12F KEY RATES & RATIOS FY09 FY10 FY11F FY12F

Net cash from operations 76.9 50.4 62.3 63.2 Units outstanding 490.0 979.9 979.9 979.9

Purchase of PP&E (4.3) (3.2) (5.0) (1.0) DPU (S cents) 7.0 4.9 4.2 4.2

Net investing cash flow (4.2) (3.2) (5.0) (1.0) Cash earnings/unit (S cents) 12.4 5.9 6.0 0.0

Repayment of borrowings (373.9) (237.0) (10.0) (10.5) P/NAV^ (x) 1.0 1.2 1.3 1.6

Distributions to unitholders (33.6) (37.7) (41.2) (41.2) Dividend yield (%) 11.8 8.2 7.1 7.1

Net financing cash flow (39.5) (50.6) (55.2) (55.7) P/CEPU (x) 4.8 10.1 9.9 9.4

Net cash flow 33.1 (3.3) 2.1 6.6 EV/EBITDA* (x) 22.5 15.4 15.5 15.7

Currency translation effects (4.4) 5.4 0.0 0.0 Cash earnings to revenue (%) 15.3 14.9 15.3 16.1

Cash at beginning of yr 68.1 96.8 98.9 101.0 Distr cash to cash earnings (%) 56.3 68.2 69.9 66.3

Cash at end of yr (ex restricted) 96.8 98.9 101.0 107.6 Debt to total assets (x) 0.8 0.7 0.7 0.8

Note*: Adjusted for SingSpring's lease receivable repayment

Note^: Equity before hedging and translation reserves (to strip out extreme volatility).

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst's immediate family holds units in CitySpring.

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.

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 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
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.
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