
	

	

	

ComfortDelGro	(CDG)	
Is	our	transport	giant	breaking	down?	

Ong	Eric	

ABSTRACT	

We	looked	at	the	key	developments	facing	CDG,	especially	in	the	Taxi	and	
Public	Transport	Services	business	segment.	We	also	examine	the	positives	and	
negatives	headwinds	qualitatively	and	quantitatively.	Our	analysis	includes	
specific	estimates	on	the	future	of	CDG	revenue	and	profit	margins.	As	a	firm	
believer	of	Value,	we	also	examined	the	free	cash	flow	of	CDG	and	how	it	can	
continue	to	survive	in	today’s	disruptive	environment. 	
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ComfortDelGro Thesis 

1. The double whammy of bad news (i) Exodus of CDG drivers to Grab and (ii) Failure 
to cliché the tender for Thomson – East Coast Line has resulted in massive sell down 
on CDG share. We believed institutional players are selling due to the “loyalty” of 
CDG retail shareholders. The ferocity of the sell down also points to institutions 
exiting. 

2. We believe there is value in CDG. The strong cash flow generated from the bus and 
taxi operations globally is impressive and consistent. Although its moat is being 
attacked, CDG is likely to defend its moat for at least 10 years to come. Higher 
private car hires regulations from Singapore and China government increases CDG 
moat. 

3. High depreciation added back to free cash flow and Singapore’s Bus Contracting 
Model improves CDG free cash flow and we believe the market underestimates this.  

4. The upcoming BCM tender for the Bukit Merah Package belonged to SBS and there 
is a high possibility that SBS will lose the tender (Decrease in bus revenue of $90m / 
year). Given the short-term possibility of a downward pressure, there is opportunity 
for investors to pick up CDG with a larger margin of safety.  

 
Company Data  
Share price:   $1.97 
NAV:    $1.187 
Dividend yield (Historic): 5.2% 
Rolling EPS:   $0.148 
Shares outstanding:  2,162m 
Market Cap:   $4,260m 
Rolling P/E:   13.3x 
P/B:    1.66x 
 
Excerpt from Company Website 
The Group was formed on 29 March 2003 through the merger of two land transport 
companies - Comfort Group and DelGro Corporation. CDG’s businesses include bus, taxi, 
rail, car rental and leasing, automotive engineering services, inspection and testing services, 
driving centre, insurance broking services and outdoor advertising. 

Apart from being the market leader in Singapore, CDG has a significant overseas presence. 
The Group’s operations currently extend from the United Kingdom and Ireland to Australia, 
Vietnam, Malaysia, as well as across 11 cities in China, including Beijing, Shanghai, 
Guangzhou, Shenyang and Chengdu. 

CDG revenue has grown from $2bn to $4bn over the past 14 years. Revenue for the past 3 
years exceeded $4bn. The total fleet size of CDG has increased to over 45,300 globally 
across all business segments. Profit attributable to shareholders has increased from $134m to 
$317m in 2016. 
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Business Segment 

 
*Extracted CDG 2016 Annual report 
 
Singapore 
Public Transport Services  
The markets for Buses (public and coaches), Railways and Taxis are CDG bread and butter. 
Operating margins wise, Public Transport Services (includes Bus and Railway) achieve an 
average of 7.5% from 2012-2016. Operating margins for Railways peaked in 2010 at 19% 
and declined from 3.8% in 2013 to a meagerly 1.5% in 2015. We continue to expect 
weakness in rail performance due to increased maintenance and breakdown costs added on by 
the opening of DTL Phase 3.  
 
This fall in operating margin coincide with the following news. 

- 2013 
o Opening of DTL Phase 1 hit by multiple breakdowns 

- 2014 
o DTL disruptions 
o NEL 9 hour breakdown  

- 2015 
o DTL Phase 2 opening 
o NEL 2 hour breakdown 

- 2016 
o DTL disruptions on PSLE and GCE N Level examinations 
o DTL braking system failure 

- 2017 
o DTL 7 hour disruptions 
o Water leakage on DTL 
o DTL Phase 3 opening October 2017 

 
Bus Contracting Model (BCM) 
In 2016, Singapore government will adopt a contracting model for bus operators. Currently, 
SBS Transit and SMRT own and operate the buses in Singapore. In the BCM, LTA will 
award contract amounts to companies to operate the buses. The government will collect all 
fare revenue in the BCM services. There is a total of 14 bus packages (8 – SBS, 3 – SMRT, 
3 for tender).  
- 1st BMC contract - $556m operating 26 bus services (Tower Transit Group Limited) 
Average $21.38m / service 
- 2nd BCM contract - $497.7m operating 25 bus services (Go-Ahead Group) 
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Average $19.90m / service 
- 3rd BCM contract - $480.3m operating 26 bus services in the Seletar area (SBS)  
Average $18.47m / service 
- 4th BCM Bukit Merah Bus package (Own by SBS) for 18 bus services with 340 buses is 
currently up for tender, serving the Bukit Merah and CBD district  
 
The 8 bus packages that SBS runs amount to $5,322m over 10 years. LTA will pay SBS 
an availability fee equivalent to the depreciation of the buses, effectively means that LTA 
will purchase the buses via installment. CDG owns a total of *7,648 buses globally with a 
depreciation of $130m annually. Availability fee receivable from LTA estimated at $57m 
for the average depreciation of 3,348 buses in Singapore. 
 
LTA will take over the bus deliveries to SBS Transit worth $164m committed till 2017. The 
adjustment to net cash flow from investing activities is estimated at -$200m on the worse 
case scenario vs -$370m on average for 2015-2016. 
 
Geographical segments and market leader 

 
*Extracted CDG 2016 Annual report 
 
Singapore and UK remains CDG biggest markets, contributing 85% of CDG global revenue. 
CDG owns 75% of SBS Transit. 
 
Australia - CDG has also managed to defend its 90% market share of the taxi industry in 
Perth, Australia. CDG bus services in Melbourne and Sydney have also been a stronger 
performer. CDG has also acquired the remaining 49% equity of Cabcharge for S$200m in 
Dec 2016.  
 
China  - CDG remains as the market leader for Taxis in Jilin City and Nanning, and one of 
the top 5 operators in Chengdu, Shenyang, Beijing and Nanjing. CDG operators were not 
spared from the disruption of Uber, Didi Kuadi. On a positive note, the set of regulation 
defined by the government has increased CDG moat as regulated operators. CDG buses 
continue to perform despite an initiate impact on long distance buses due to the development 
of railway infrastructure. 
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Key Analysis  
 
Taxis 

1. Strategic alliance with Uber 
• Announced alliance with Uber gives CDG an edge to manage its idle fleet of 

taxis.  
• We are concerned about the daily rental rates per taxi that CDG can charge its 

full time drivers if CDG offers Uber tie ups the same car at a lower rate.  
• Current taxi rate $120 per day vs Private car hire rate $60 per day.  

2. CDG drivers mass exodus to Grab (a local private car player akin to Uber) 
• Grab has a stronger knowledge of Singapore’s market and has the support of 

the Singapore government. Grab is also able to offer its drivers the right 
incentives to tip the scale away from Uber and CDG.  

• CDG number of Taxis stands at 15500 in July 2017. We expect 2000 drivers 
to migrate to Grab by the end of 2017. We have factored in a fall in Taxi 
revenue of $20m computed via 
▪ $120 daily rate x 2000 taxis x 90 days = $20m  

3. Strong market share in Perth, Australia 
• CDG has continued to maintain its market share of 90+% in Perth. This is 

impressive as it is able to derive a stable source of income from the Swan 
Black Taxi CDG operates. 

 
Public Transport Services - Rail 

1. Failure to win tender for Thomson-East Coast Line 
• This will be one of the major lines connecting the North of Singapore to the 

Central and East region. This is a huge loss for CDG as the lack of new 
infrastructure means a lack of positive catalysts in the future. 

•  Pending Cross Island line which connects the North of Singapore directly to 
Changi Airport (East).  

• Low possibility of CDG operating the Singapore – Johor (Malaysia) line as it 
is currently owned by SMRT (Another rail operator in Singapore) 

2. Falling operating margins from Rail operations in Singapore 
• As mentioned, operating margins wise, Public Transport Services (includes 

Bus and Railway) achieve an average of 7.5% from 2012-2016. Operating 
margins for Railways peaked in 2010 at 19% and declined from 3.8% in 
2013 to a meagerly 1.5% in 2015. 

• We believed DTL 1 and 2 has reached its matured ridership amounting to 
200,000 daily rides. 

• DTL Phase 3 opening in October 2017 should see a gradual increase to 
100,000 daily rides by the end of 2017 before increasing to 200,000 as well in 
2018. DTL 3 serves the Eastern side of Singapore while DTL 1 and 2 serve the 
West and Central region of Singapore. 
▪ We estimate an additional $30m in rail revenue till end of 2017 via the 

computation; $1.70 per ride x 200,000 daily rides x 90 days. 
▪ An increase of $124m rail revenue for 2018 and beyond with an 

operating margin of 2% 
  



	

	 6	

 
Financial Strength 

1. High collectability of receivables due from government contracts (BCM). 
• As mentioned, availability fee receivable from LTA estimated at $57m for the 

average depreciation of 3,348 buses in Singapore. CDG in essence is paid for 
the depreciation of the buses. This is added back on top of the depreciation to 
calculate free cash flow 

2. Reduced capital spending on replacement buses  
• Singapore imposed on CDG as the bus operator to replace the buses to ensure 

efficiency on the roads. With the BCM in place, the assets are owned and 
maintained by the Singapore government and CDG only serve to operate the 
buses.  

• As mentioned, LTA will take over the bus deliveries to SBS Transit worth 
$164m committed till 2017. The adjustment to net cash flow from investing 
activities is estimated at -$200m on the worse case scenario vs -$370m on 
average for 2015-2016. 

3. Strong and consistent free cash flow  
• Depreciation amounting to $400m per year added back to derive free cash 

flow. 
• Due to the model of BCM, we forecast lower investment in in buses that 

would increase cash flow by $170m in 2017 and beyond. 
 
Strong management steering a sticky and costly behemoth 

1. Management proved time and again that they are capable of steering the massive 
organization and establish strong market presence in the new markets they enter. 

• Australia and UK markets are strong evidence of their strength.  
• CDG has established strong presence in a few cities in China. However, CDG 

was unable to penetrate the China market fully due to even stronger local 
competitors in the market. 

2. Sticky and costly organization 
a. CDG management reports that the daily overhead amounted to $4m and 

employs 22,000 globally. 
b. The organization has become too sticky in its overhead and we see this as 

CDG biggest risk to their moat. In an environment where new businesses and 
disruption takes place by eliminating overheads and excessive manpower, 
CDG needs to become leaner to survive in the future.  

 
• FY 2017 Estimate 

• Revenue $3925m 
• Operating profit $423m 
• Profit after tax $333m 
• Free cash flow $569m 

 
• FY 2018 Estimate 

• Revenue $3824m 
• Operating profit $367m 
• Profit after tax $289m 
• Free cash flow $499m  
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FCF DCF Analysis 

Current price     
1.97    

    

 10 years FCF NPV (‘000)  Perpetuity  
 Exit multiple=FCF 
Multiple discounted 

by 10 years   

 1 - Terminal Value  $4,978,347 $2,177,194  
 2 - Free Cash flow NPV  $2,987,832    

 3- HY2017  $260,690    
 (2+3) FCF Value  $3,248,522    

 Share outstanding   2,162,813     
    

 Exclude Terminal Value  Events 
 Discount rate  8% 10% 6% 

   Status quo 
business  

 Yield to new tech / 
disruption  

 Find new growth 
markets/segments  

 Probability of event  30% 50% 20% 
FCF Value  $3,259,841 $2,987,832 $3,572,258 

 Respective price   1.53   1.40   1.67  
        
 Total probability weighted 

FCF NPV  $3,447,010     

Target Share price   1.59      
 Up/down  -19%     

    
 Include Terminal Value   Perpetuity   Exit Multiple   Worse case - Taxi profit drop 

by 30%  
 (1+2+3) Total Value  $8,425,357 $5,624,204   

Target share price  $3.90 $2.60 $2.20 
Up/down  95.24% 28.72% 18.99% 

 
Free cash flow DCF targets $1.40 – $1.67 with a probability weighted price of $1.61. We 
prefer to exclude the terminal value as the value in any business lies in its cash flow. No one 
knows whether CDG will continue to exist in 10 years or even till perpetuity.   
 
Including Terminal value assumes that CDG sells off its entire business after 10-year horizon. 
It is practically impossible to estimate any variables till perpetuity. Despite our discomfort in 
providing our readers with this figure, investors do have different risk profiles and decision-
making will ultimately depend on their greed. With terminal value, we derived  

(i) $3.90 (Assuming in perpetuity)  
(ii) $2.60 (Assuming an exit multiple of 10x paid for CDG)  
(iii) $2.20 (Assuming a drop in taxi profit of 30% at the end of 10 years and a FCF 

multiple of 10x)  
 
 
 


