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COMPANY UPDATE

Singapore Technologies Engineering (STE SP)
Stay Invested For Steady Growth Outlook

Despite STE’s recent share price strength, we recommend investors stay invested for
its steady growth outlook, driven by expected stable/upbeat performances across its
three business segments. We forecast STE’s core net profit growth at 10.8% CAGR in
2024-26. In light of the record-high orderbook that offers good visibility, we roll over our
valuation to end-25. Maintain BUY with a higher target price of S$4.95.

WHAT’S NEW

¢ Achieving S$11b revenue target two years in advance. On its investor day in late-21,
Singapore Technologies Engineering (STE) set a 2026 revenue target of S$11b. We believe
STE can meet/exceed this target in 2024 at S$11.25b, driven by strong revenue from
commercial aerospace (estimated at S$4.65b for 2024, vs 2026 target of S$3.50b).
Development of the digital business is also ahead of schedule, with digital business revenue
on track to beat the 2026 target of S$500m this year. Smart city revenue (estimated at
S$2.5b-3.0b in 2023) has enough time to meet the S$3.5b target by 2026.

Commercial aerospace (CA): Strong demand met by STE’s expanding capacity, likely
to beat industry growth. CA is firing on all cylinders, including airframe, engine and
component MRO, freighter conversion, and nacelle and composite manufacturing. With its
airframe MRO capacity expected to grow 20% by end-26, STE is poised to capture the
growing MRO demand, driven by: a) the global air traffic recovery, and b) aircraft OEMs’
delays in new aircraft delivery, leading to older aircraft with higher MRO requirements
staying in service for longer.

Defence & public security (DPS): Expecting steady performance; digital business a
bright spot for growth. Benefitting from Singapore’s steadily growing defence needs and
getting increasing international orders amid global geopolitical tensions, DPS should
continue its steady performance in the years to come. Within DPS, the digital business
(cloud, Al analytics and cybersecurity) is a bright spot for growth (40% CAGR in 2021-23).
STE’s recent investment in a new high-spec data centre will complement STE’s digital
offerings and add to its growth from 2026 onwards.

Urban solutions & Satcom (USS): Pause on New York congestion pricing has
limited/no impact on TransCore. With TransCore’s tolling device cameras still live as the
New York Metropolitan Transportation Authority (MTA) uses them to collect and monitor
traffic data, TransCore continues to execute the operation and management (O&M) contract
for MTA and gets duly paid. Our base case is that the congestion pricing project will resume
after the US election. In the very unlikely scenario that the O&M contract is cancelled by
MTA and that TransCore could not recoup any cost savings or compensation, the earnings
impact would be less than 5% of STE'’s bottom line.

» Stay invested for steady growth. We forecast STE’s core net profit to grow by a three-
year CAGR of 10.8% in 2024-26. Our DCF-based target price (WACC: 7.5%, terminal
growth: 2.5%) is raised to S$4.95, as we roll over our valuation to end-25. STE currently
trades at 19.5x 2025 PE, 0.7SD below its historical mean PE of 20.7x.

Click here for Blue Top dated 15 Jul 24
KEY FINANCIALS

Year to 31 Dec (S$m) 2022 2023 2024F 2025F 2026F
Net turnover 9,035 10,101 11,250 11,681 12,129
EBITDA 1,181 1,382 1,529 1,613 1,676
Operating profit 665 840 955 1,026 1,075
Net profit (rep./act.) 535 586 655 706 754
Core net profit 435 554 655 706 754
EPS (S$ cent) 13.9 17.7 20.9 225 24.0
PE (x) 31.6 24.8 21.0 19.5 18.2
P/B (x) 5.7 5.5 5.2 4.8 4.4
EV/EBITDA (x) 16.1 13.8 124 11.8 11.4
Dividend yield (%) 3.7 3.7 3.7 3.7 3.7
Net margin (%) 5.9 5.8 5.8 6.0 6.2
Net debt/(cash) to equity (%) 198.5 184.9 171.7 151.2 130.5
ROE (%) 22.2 241 25.8 26.0 25.5
Consensus net profit - - 692 790 871
UOBKH/Consensus (x) - - 0.95 0.89 0.87

Source: STE, Bloomberg, UOB Kay Hian
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BUY

(Maintained)

Share Price S$4.38
Target Price S$4.95
Upside +13.0%
(Previous TP S$4.50)

COMPANY DESCRIPTION

Singapore Technologies Engineering

is a

global technology, defence and engineering
group with a diverse portfolio of businesses
across the aerospace, smart city, defence and

public security segments.
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EARNINGS OUTLOOK

e Refer to our Blue Top report for a more detailed business outlook discussion for the
individual business segments.

¢ Revenue CAGR of 6.3% in 2024-26. We forecast STE’s revenue to grow by a three-year
CAGR of 6.3% in 2024-26, underpinned by STE’s record-high orderbook. We expect STE’s
2024 revenue to reach S$11.25b (+11.4% yoy), meeting/exceeding its 2026 group revenue
target of S$11b. Among the three segments, CA is expected to see the strongest growth at
19%/5%/5% yoy in 2024/25/26 respectively, backed by MRO capacity expansion and
beating the global MRO industry’s average growth rate. We forecast DPS and USS revenue
to grow 8%/3%/3% and 3%/3%/3% yoy in 2024/25/26 respectively, though we caution that
their actual revenue recognition would be affected by the timing of project deliveries.

o Core net profit CAGR of 10.8% in 2024-26. \We forecast STE'’s core net profit to grow by a
three-year CAGR of 10.8% in 2024-26, faster than revenue CAGR, driven by improving
blended operating margins (from 8.3% in 2023 to 8.5%/8.8%/8.9% in 2024/25/26) thanks to
the larger revenue scale and favourable operating leverage. At the segmental levels, we
expect DPS operating margin to stay at 10.5% in 2024-26, in line with management’s guided
double-digit margin target. We project CA operating margin to improve from 7.2% in 2023 to
8.0%/8.5%/8.5% in 2024/25/26 respectively, driven by scale effects, and USS operating
margin to improve from 0.7% in 2023 to 5.0%/5.5%/6.0% in the same period, driven by
TransCore’s growing contribution and reduced losses of Satcom catalysed by the Satcom
division’s restructuring and ongoing transformation.

NET PROFIT TO GROW BY 10.8% CAGR IN 2024-
26, DRIVEN BY STABLE/IMPROVING
REVENUE TO GROW BY 6.3% CAGR IN 2024-26, PERFORMRANCE OF THE THREE BUSINESS

UNDERPINNED BY STRONG ORDERBOOK SEGMENTS
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VALUATION/RECOMMENDATION

¢ Maintain BUY with a higher DCF-based target price of S$4.95 (rolled over to end-25).
Our updated target price is based on a WACC of 7.5% and terminal growth of 2.5%. The
slightly early valuation rollover takes into account STE’s strong orderbook, which provides
somewhat good visibility for STE’s financial performance in the next few years. STE currently
trades at 19.5x 2025F PE, 0.7SD below its historical average one-year forward PE of 20.7x.
Our target price implies a 22.0x 2025F PE, 0.7SD above the historical mean. The +0.7SD
reflects STE'’s upbeat growth outlook, in our view.

FORWARD PE IMPLIED BY CURRENT PRICE AND TARGET PRICE
2023 2024F 2025F 2026F
EPS (Scents) 18.69 20.88 22.52 24.03
Current price implied PE 23.4x 21.0x 19.5x 18.2x
Target price implied PE 26.5x 23.7x 22.0x 20.6x

Source: UOB Kay Hian

SHARE PRICE CATALYST

e a) Delivery of core earnings growth; and b) strong contract win momentum.
RISK

¢ Negative margin surprises due to project cost overruns or failure to pass down cost pressure
from inflation.
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SUMMARY OF STE'S 2026 FINANCIAL TARGET AND
PROGRESS

2026 Target Progress
S$11b group revenue Expected to meet/exceed in
2024

S$3.5b CA revenue Met in 2023; expected to exceed
by 33% in 2024

S$500m digital business Expected to exceed in 2024

revenue

S$3.5b smart city revenue On track, S$2.5b-3.0b in 2023

Profit to grow in tandem with On track

revenue
Source: STE, UOB Kay Hian

STE’'S ORDERBOOK AT RECORD HIGH
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STE’'S AIRFRAME MRO CAPACITY EXPANSION

Airframe MRO capacity by manhours
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PROFIT & LOSS

BALANCE SHEET

Tuesday, 16 July 2024

Year to 31 Dec (S$m) 2023 2024F 2025F 2026F Year to 31 Dec (S$m) 2023 2024F 2025F 2026F
Net turnover 10,101 11,250 11,681 12,129 Fixed assets 2,727 2,946 3,034 3,125
EBITDA 1,382 1,529 1,613 1,676 Other LT assets 6,022 5,929 5,836 5,743
Deprec. & amort. 541 574 587 600 Cash/ST investment 353 298 283 312
EBIT 840 955 1,026 1,075 Other current assets 6,276 6,454 6,594 6,740
Total other non-operating income 16 0 0 0 Total assets 15,379 15,627 15,746 15,919
Associate contributions 58 60 63 65 ST debt 2,564 2,564 2,564 2,564
Net interest income/(expense) (210) (208) (210) (204) Other current liabilities 4,759 4,934 5,061 5,194
Pre-tax profit 704 807 878 937 LT debt 3544 3,436 3,186 2,936
Tax (100) (127) (139) (148)  Other LT liabilities 1,760 1,760 1,760 1,760
Minorities (18) (25) (33) (34) Shareholders' equity 2,459 2,616 2,824 3,080
Net profit 586 655 706 754 Minority interest 293 318 352 386
Core net profit 554 655 706 754 Total liabilities & equity 15,379 15,627 15,746 15,919
CASH FLOW KEY METRICS

Year to 31 Dec (S$m) 2023 2024F 2025F 2026F Year to 31 Dec (%) 2023 2024F 2025F 2026F
Operating 1,179 1,409 1,471 1,525 Profitability

Pre-tax profit 704 807 878 937 EBITDA margin 13.7 13.6 13.8 13.8
Tax (159) (127) (139) (148) Pre-tax margin 7.0 7.2 75 7.7
Deprec. & amort. 541 574 587 600 Net margin 5.8 5.8 6.0 6.2
Associates (58) (60) (63) (65) ROA 39 42 45 48
Working capital changes (102) (3 (12) (13) ROE 24.1 25.8 26.0 255
Other operating cashflows 251 218 220 214

Investing (201) (550) (429) (444) Growth

Capex (maintenance) (616) (610) (492) (508) Turnover 11.8 114 3.8 3.8
Investments 0 0 0 0 EBITDA 16.9 10.7 55 39
Others 415 60 63 65 Pre-tax profit 17.9 14.6 8.9 6.6
Financing (1,226) (914) (1,058) (1,052) Net profit 9.6 117 79 6.7
Dividend payments (499) (498) (498) (498) Core net profit 275 18.1 7.9 6.7
Proceeds from borrowings 3,200 0 0 0 EPS 214 18.2 7.9 6.7
Loan repayment (3,506) (108) (250) (250)

Others/interest paid (420) (308) (310) (304) Leverage

Net cash inflow (outflow) (248) (55) (16) 29 Debt to total capital 68.9 67.2 64.4 61.3
Beginning cash & cash equivalent 602 353 298 283 Debt to equity 221.9 204.5 181.1 158.7
Changes due to forex impact (0) 0 0 0 Net debt/(cash) to equity 184.9 1717 151.2 130.5
Ending cash & cash equivalent 353 298 283 312

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2024, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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