UOBKayHian

COMPANY RESULTS

Singapore Technologies Engineering (STE SP)
3Q24: Revenue In Line; Expect To End 2024 On A Strong Note

STE’s 3Q24/9M24 revenue of $$2.78b/S$8.30b was in line with our expectations, forming
25%I74% of our 2024 full-year forecast. 3Q24 group revenue rose 14% yoy, driven by
revenue growth in DPS (+31%, backed by strong demand) and CA (+7%). USS posted a
5% yoy revenue drop in 3Q24 as Satcom is still undergoing transformation. Orderbook
remained strong at S$26.9b as of end-3Q24. Management is confident about ending 2024
with a strong performance. Maintain BUY. Target price: $$4.95.

3Q24/9M24 REVENUE PERFORMANCE

Year to 31 Dec yoy % yoy
(S$m) 3Q24 3Q23 chg 9M24 9M23 %chg FY24F Comment
Revenue 2,782 2,434 +14 8,302 7,297 +14 11,250 Inline, 9M24 at 74% of 2024F
-DPS 1,273 973 +31 3,644 3,090 +18 4,748 Above, 9M24 at 77% of 2024F
-CA 1,054 982 +7 3,285 2,838 +16 4,531 Slightly below, 9M24 at 73% of 2024F
- USS 455 478 51,373 1,369 +0.3 1,971 Slightly below, 9M24 at 70% of 2024F
Source: STE
RESULTS

* 3Q24 revenue in line. Singapore Technologies Engineering’s (STE) 3Q24 revenue of
S$2.78b (+14% yoy, -1% qoq) was in line with our expectations, at 25% of our full-year
forecast. 9M24 revenue of S$8.30b (+14% yoy) stood at 74%. Segmental revenue
performance was more mixed.

a) Defence & public security (DPS). 3Q24 DPS revenue of $$1.27b (+31% yoy, +2% qoq)
came in slightly above our expectations, with 9M24 revenue of S$3.64b (+18% yoy)
forming 77% of our full-year forecasts. DPS has seen revenue growth across all sub-
segments on the back of strong demand.

b) Commercial aerospace (CA). 3Q24 CA revenue of S$1.05b (+7% yoy, -2% qoq) was
slightly weaker than expected, with 9M24 revenue of S$3.29b (+16% yoy) forming 73% of
our full-year forecast. The passenger-aircraft-to-freighter conversation (P2F) segment
faced some challenges due to aircraft feedstock constraints, but its revenue impact on the
overall CA revenue was largely offset by the MRO sub-segment’s strong revenue delivery.

c) Urban solutions & satcom (USS). 3Q24 USS revenue of S$455m (-5% yoy, -7% qoq)
was slightly behind our projections, with 9M24 revenue of $$1.37b (+0.3% yoy) forming
70% of our full-year projections. In 9M24, revenue growth at the urban solutions sub-
segment (including TransCore) was largely offset by lower Satcom revenue.

¢ Quarterly dividend of 4 S cents has been maintained by STE.
KEY FINANCIALS

Year to 31 Dec (S$m) 2022 2023 2024F 2025F 2026F
Net turnover 9,035 10,101 11,200 11,624 12,064
EBITDA 1,181 1,382 1,542 1,600 1,658
Operating profit 665 840 969 1,015 1,059
Net profit (rep./act.) 535 586 676 707 751
Net profit (adj.) 435 554 666 707 751
EPS (S$ cent) 13.9 17.7 21.2 22.5 23.9
PE (x) 321 25.2 21.0 19.8 18.6
P/B (x) 5.8 5.6 5.3 4.9 4.5
EV/EBITDA (x) 16.3 13.9 125 12.0 11.6
Dividend yield (%) 3.6 3.6 3.6 3.6 3.6
Net margin (%) 5.9 5.8 6.0 6.1 6.2
Net debt/(cash) to equity (%) 198.5 184.9 169.7 149.5 129.3
ROE (%) 22.2 241 26.5 25.8 25.3
Consensus net profit - - 711 810 883
UOBKH/Consensus (x) - - 0.94 0.87 0.85

Source: STE, Bloomberg, UOB Kay Hian

Refer to last page for important disclosures.

Tuesday, 19 November 2024

BUY

(Maintained)

Share Price S$4.45
Target Price S$4.95
Upside +11.2%
COMPANY DESCRIPTION

ST 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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STOCK IMPACT

Orderbook dipped slightly qoq, partly due to forex translation. STE’s orderbook of
S$26.9b at end-3Q24 came off the record-high S$27.9b a quarter ago. Management noted
that about half of the qoq dip was attributable to forex translation from a sharp depreciation of
USD against SGD in 3Q24. On a same currency basis, STE’s orderbook as of end-3Q24
would have been comparable to that at end-23. STE guided for $S$2.6b worth of contracts to
be delivered in 4Q24, slightly higher than the S$2.5b contract delivery guidance a year ago for
4Q23.

Healthy contract wins. STE secured S$2.2b worth of new contracts in 3Q24, contributed by
contract wins across all three segments (CA: S$0.94b, DPS: S$0.75b, USS: S$0.47b). Note
that the reported 3Q24 contract win figure has yet to include a sizeable US$1.73b New Jersey
tolling system back-office project. TransCore won the bid and was selected by the New Jersey
Turnpike Authority to install and operate the state’s tolling system back-office functions for a
total contract period of 11 years. However, as the incumbent operator who lost the contract to
TransCore filed a protest against the authority, STE has not included this project in its
reported orderbook figure for the sake of prudence.

Management expects to end 2024 with strong earnings. Management is confident in
closing 2024 with a strong performance. We forecast STE’s 2024 revenue to rise 11% yoy to
S$11.2b (2023: S$10.1b) and its core net profit (excluding one-off items such as gains/losses
related to forex translation, disposal and financial asset fair value changes) to rise 20% yoy to
S$$666m in 2024 (2023: S$554m by our estimate), driven by yoy better operating profit
performances of all three business segments.

Individual business segment outlook:

a) CA. STE continues to see strong demand for airframe and engine MRO services. STE has
been building full-service capabilities for LEAP 1A/1B engines and expect full shop visits by
customers to start in early-25. Despite the feedstock issues with the P2F business, the
company is backfilling the workshop slots vacated by P2F work with airframe MRO
projects, which commands comparable, if not better, project margins. STE has maintained
its target for its P2F business to achieve a mid-single-digit operating margin in 2024 and a
high-single-digit margin in 2025.

b) DPS. STE has gained traction in defence sales to new countries in recent quarters and
management expects this strong trend of defence exports to continue, given the increasing
geopolitical tensions. We believe the strong DPS operating margin seen in 1H24 is likely to
extend into 2H24.

c) USS. Management expects USS to record stronger revenue performance in 2H24 than
1H24. The 2024 full-year revenue performance of USS is guided to be higher than 2023.
This implies an uptick of USS revenue in 4Q24 to at least S$570m in 4Q24 (3Q24:
S$455m).

EARNINGS REVISION/RISKS

Earnings forecast. 2024 core earnings forecasts nudged up by 1.3% as we refine our
projections for revenue and margin mixes. 2025/26 core earnings forecasts have been kept
largely intact.

¢ Key risks: Negative margin surprises due to project cost overrun and/or inflationary cost

pressure.

VALUATION/RECOMMENDATION
¢ Maintain BUY and target price of $$4.95. Our target price is based on 20.7x 2026F PE,

pegged to STE’s historical mean PE.

SHARE PRICE CATALYST

¢ Organic core earnings growth.

¢ Monetisation of non-core businesses and paring down of debt.
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GROUP REVENUE ROSE 14% YOY IN 3Q24 AND
9M24, LED BY REVENUE GROWTH IN THE DPS AND
CA SEGMENTS

Revenue breakdown by segment (S$m)
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ORDERBOOK DIPPED QOQ PARTLY DUE TO
FOREX TRANSLATION FROM WEAKEND USD
AGAINST SGD
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CONTRACT WIN BY BUSINESS SEGMENT

Contract wins (S$b)
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WE FORECAST STE'S CORE NET PROFIT TO
GROW BY A 10.7% CAGR IN 2024-26

Core net profit vs reported net profit (S$m)
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Year to 31 Dec (S$m) 2023 2024F 2025F 2026F  Year to 31 Dec (S$m) 2023 2024F 2025F 2026F
Net turnover 10,101.0 11,2000 11,623.6 12,064.3  Fixed assets 2,727.3 29473 30345 31250
EBITDA 13815 15419 15999  1657.9 OtherLT assets 6,021.8 59289 58359 57430
Deprec. & amort. 541.4 572.6 585.4 598.6  Cash/ST investment 353.3 320.1 3054 3318
EBIT 840.1 969.3  1,0146  1,059.3  Other current assets 62765 64379 65756  6,718.8
Total other non-operating income 16.5 0.2) 0.0 0.0 Total assets 15,3789 15,6342 157514 159186
Associate contributions 58.1 74.0 76.2 78.5 ST debt 2563.7 25637 25637  2,563.7
Net interest income/(expense) (210.4) (208.5) (214.2) (207.4)  Other current liabilities 47587 49189 50442 51747
Pre-tax profit 704.2 834.7 876.6 9305 LT debt 35444 34363 31863  2,936.3
Tax (99.8) (133.1) (136.1) (144.8)  Other LT liabilities 17598  1,759.8  1,759.8  1,759.8
Minorities (18.0) (25.2) (33.4) (34.4)  Shareholders' equity 2,459.3 2,637.4 28458 3,098.2
Net profit 586.5 676.4 707.1 7512 Minority interest 293.0 318.2 351.6 386.0
Core net profit 554.3 665.6 707.1 7512  Total liabilities & equity 153789 156342 157514 159186
CASH FLOW KEY METRICS

Year to 31 Dec (S$m) 2023 2024F 2025F 2026F  Year to 31 Dec (%) 2023 2024F 2025F 2026F
Operating 1,178.6 1,422.9 1,463.6 1,512.3  Profitability

Pre-tax profit 704.2 834.7 876.6 930.5 EBITDA margin 13.7 13.8 138 137
Tax (158.9) (133.1) (136.1) (144.8)  Pre-tax margin 7.0 75 75 77
Deprec. & amort. 541.4 572.6 585.4 598.6  Netmargin 5.8 6.0 6.1 6.2
Associates (58.1) (74.0) (76.2) (785) ROA 39 44 45 47
Working capital changes (100.8) (1.3) (12.3) (12.8) ROE 24.1 26.5 25.8 25.3
Other operating cashflows 250.6 224.1 226.2 2194

Investing (200.8) (535.8) (413.5) (427.8)  Growth

Capex (maintenance) (615.9) (609.8) (489.8) (506.3)  Turnover 11.8 10.9 3.8 3.8
Investments (615.9) (609.8) (489.8) (506.3)  EBITDA 16.9 116 38 36
Others 4152 74.0 76.2 78.5  Pre-tax profit 17.9 185 5.0 6.1
Financing (1,226.1) (920.3) (1,064.8) (1,058.0)  Net profit (reported) 9.6 153 45 6.2
Dividend payments (498.7) (498.3) (498.8) (498.8)  Core net profit 275 20.1 6.2 6.2
Proceeds from borrowings 3,199.5 0.0 0.0 0.0 EPS 214 20.1 6.2 6.2
Loan repayment (3,506.5) (108.1) (250.0) (250.0)

Othersfinterest paid (420.5) (313.8) (316.0) (309.2) Leverage

Net cash inflow (outflow) (248.3) (33.2) (14.8) 26.5 Debtto total capital 68.9 67.0 64.3 61.2
Beginning cash & cash equivalent 601.7 353.3 320.1 305.4  Debt to equity 248.4 2275 202.1 1775
Changes due to forex impact 0.2) 0.0 0.0 0.0  Net debt/(cash) to equity 184.9 169.7 149.5 129.3
Ending cash & cash equivalent 353.3 320.1 305.4 3318
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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.

Refer to last page for important disclosures.
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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 or jurisdictions 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

(ii) 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.
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