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ST Engineering (stesp)

Flightpath to recovery

Leading engineering conglomerate; initiate with BUY

We initiate coverage with a BUY rating and DCF-based target price of
SGD4.75, offering 17% upside potential at 7.5% WACC and 2% TGR. With
borders re-opening, the aerospace landscape is improving. STE’s recent
acquisition of TransCore holds growth promise in smart city solutions and
rising defence spending could increase international sales at a robust
pace. Significant contract wins with a record-breaking FY21 order book of
SGD19.3b (+25% YoY) have provided good revenue visibility and promises
sustainable dividend yields of 2.5%. The strategy to better integrate STE’s
various divisions could surprise with revenue and cost synergies.

A confluence of drivers for FY22E-FY24E

Aerospace MRO (Maintenance, Repair & Overhaul) is witnessing green
shoots of recovery as international borders reopen. Rising demand (4.7%
YoY) for freighter aircraft should see an uptick in passenger-to-freight
(PTF) conversion contracts supported by 7% pa growth in the global aircraft
fleet. We see demand for urban and satellite communications solutions,
delivering 9.9% revenue CAGR from FY21-FY24E, with new drivers from
smart-city and ICT solutions. Recent inorganic growth has established a
strong global footprint, casting a wider net. Prospects for the defence
segment remain captivating with an addressable market of USD5b.

Greater integration to leverage on core strengths

STE’s core value proposition is offering tailored customer solutions using
a deep pool of engineering and technological expertise in multiple sectors.
The recent restructuring, which focuses on pushing greater integration
across what have historically been silo-like divisions, could be a material
positive. We project pretax profit margin to increase from 9% in FY21 to
10.2% by FY24, mainly on efficiencies in smart cities initiatives coupled
with strong order book growth (+15% YoY) to provide greater visibility for
the revenue pipeline. We also see a potential surprise to the upside from
revenue (cross-selling) and cost (central procurement, systems
standardisation) synergies in the coming 2-3 years.

Catalysts and key risks

Potential catalysts for STE include a faster-than-expected pace of global
reopening and travel relaxation. We are prudently below consensus on
FY22E-FY24E net profit due to our concerns about: a) relatively slower
opening of Asian skies; and b) global chip shortage disrupting smart device
output, dampening sales for smart-city solutions.

FYE Dec (SGD m) FY20A FY21A FY22E FY23E FY24E
Revenue 7,159 7,693 8,222 8,942 9,725
EBITDA 939 1,045 1,103 1,279 1,472
Core net profit 576 590 582 628 722
Core EPS (cts) 18.4 18.9 18.6 20.1 23.1
Core EPS growth (%) (5.3) 2.4 (1.3) 7.8 15.1
Net DPS (cts) 15.0 15.0 15.9 17.1 19.7
Core P/E (x) 20.7 19.9 21.8 20.2 17.6
P/BV (x) 4.6 4.4 4.6 4.4 4.3
Net dividend yield (%) 3.9 4.0 3.9 4.2 4.9
ROAE (%) 23.1 23.9 23.7 24.7 27.3
ROAA (%) 6.0 5.9 5.1 5.1 5.7
EV/EBITDA (x) 14.4 12.7 12.8 11.2 9.8
Net gearing (%) (incl perps) 51.1 48.7 43.8 47.6 48.0
Consensus net profit - - 589 674 738
MKE vs. Consensus (%) - - (1.1) (6.9) (2.1)
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BUY

Share Price SGD 4.06

12m Price Target SGD 4.75 (+17%)

Company Description

STE is an engineering conglomerate with business
segments of Aerospace, Electronics, Land Systems,
and Marine. It is also a major defence contractor.

Statistics
52w high/low (SGD) 4.16/3.66
3m avg turnover (USDm) 16.0
Free float (%) 48.1
Issued shares (m) 3,122
Market capitalisation SGD12.7B
USD9.3B
Major shareholders:
Temasek Holdings Pte Ltd. (Investment Co 49.8%
Capital Research & Management Co. (Globa 3.3%
BlackRock Fund Advisors 1.4%
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Value Proposition

SG

4

STE has a 50-year history as Singapore’s primary defence
contractor. In the past couple of decades it has successfully
evolved its operations to tap the commercial marketplace
and presently the split between commercial and defence
derived revenues is roughly 65:35.

STE’s operating segments are aligned by the commercial
aerospace, urban solution & satellite communication and
defence & public security sectors.

The value proposition it offers customers is the ability to
leverage a deep pool of engineering expertise across
multiple sectors to deliver tailored solutions.

STE is also one of the largest and non-airline affiliated
aviation MRO providers in the world.
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nancial Metrics

Two key factors drive our expectation of a blended margin
recovery in FY22E-FY24E: higher EBITDA margin (17-18%)
from aerospace PTF contributions and monetisation from
inorganic growth.

Aside from improving margins, robust aerospace and defence
order books with relatively stable smart city initiatives
underpinning our 8.3% core PATMI CAGR forecast.

We expect ROE to rebound from 23% in FY21 to over 30% by
FY25E.

PATMI, margin improvements expected
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Price Drivers

Historical share price trend
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1. Guidance and growth outlook downgraded from demand
slowdown and higher competition.

2. Multiple stock rating upgrades from the street.

3. Large contract win of SGD1bin with options up to SGD2.6b
for US marine subsidiary VT Halter Marine after a
prolonged dry spell of material contract awards.

4. Global pandemic strikes causing huge disruption to
aviation industry.

5. Singapore Technologies Engineering is marking its largest
acquisition to date with the USS$2.68 billion (5$3.64
billion) all-cash offer for a group of entities under Roper
Technologies focused on transport management systems.

Swing Factors
Upside

= Higher-than-expected passenger to freighter (PTF) work
from airlines upgrading their passenger fleets with cargo
growth supportive.

= Better-than-expected margins if aircraft OEMs slow down
their aftermarket expansion (as order books are full).

= The recent Polar Vessel contract win aside, a broader
recovery in marine orders from a demand rebound for
oilfield services vessels and specialised ship repair.

= Order book growth from US defence and infrastructure
project wins, an area that STE has been pursuing but
where large contracts have been few and far in-between.

Downside

= Intensifying price competition in aerospace driven by
smaller players struggling with excess capacity.

= Ongoing rise in inflation could have supply crunch on
aircraft materials and equipment.

= Structural threat from aircraft OEMs like Boeing and
Airbus becoming more aggressive in expanding in the
aftermarket-MRO space.

= Major disruption in airborne cargo growth due to the
aftermath of a US-China trade war could adversely affect
aircraft PTF conversion demand.

kelvin.tan1@maybank.comiss
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Business Model & Industry Issues

@ Maybank

Risk Rating & Score' 30.9

Score Momentum? +2.9

Last Updated 19 Nov 2021
Controversy Score? 2 - Customer incident
(Updated: 07 Jun 2020)

= Given the nature of the aviation engineering industry, which accounts for about 2% of direct CO2 global emissions, this number
is expected to increase given the projected expansion of air travel. Mitigated that STE's greenhouse gas emissions reduction
programme is strong. Furthermore, its carbon intensity trend is observed to have moderately declined over the past three years.

= The aerospace & defence industry is exposed to bribery and corruption risks through its close business relationship with
government officials and bodies, and the competition for a limited number of high-value contracts. STE has a policy of zero
tolerance in fraud and corruption practices. There were no reported cases of bribery and corruption in 2021.

= Being the largest government contractors, the group is entrusted with managing, storing and processing highly confidential
information. Cyberattacks could result in data breaches and leaks of confidential documents, which can have serious
consequences on national security matters, and impact companies’ costs and operations. The company has average
preparedness measures to address data privacy and security issues and has been implicated in minor controversies related to

the issue.

Material E issues

= In FY21, STE achieved a 30% absolute GHG emissions
reduction as compared to FY10. This translated to a 46%
reduction in GHG emissions intensity, which is on track to
achieve the Group’s target of a 50% reduction by FY30E.

= The Group designed eco-engine wash services - EcoPower
which has significant environmental benefits. It washes
more than 9,000 aircraft engines annually using innovative
and environmentally-friendly processes. These result in fuel
savings, which translate to an estimated emissions
avoidance of 500,000 tonnes CO2e annually as well as the
recovery and reuse of around 2m litres of water.

= FY21 STE Singapore operations recycled 78% of 5,900 tonnes
of waste generated. The recyclables included wood, metal,
batteries and paper products.

Material S issues

= Total Group economic contribution of SGD7.2b, which
includes: (i) bought in material and services; (ii) employee
wages, salaries and benefits; and (iii) dividends and others.

= As at end Dec 2021, 79% of the workforce is male while 21%
is female with 14% turnover rate. Among them, about 14%
of female and 15% of male employees are managers.

= In FY21, accident frequency (+37.5% YoY) and severity rate
(+30% YoY) per million manhours has been on the uptrend.
One of the key factors that contributed to the increase is
human error in complying with safety procedures. Key
mitigating measures have been imposed through cross
sharing of best practices within the global operations.

= Positioning employees for the future of work through
workforce transformation programmes including upskilling
and reskilling initiatives. Average training of 21 hours per
employee.

Key G metrics and issues

= STE’s board comprises 13 directors and an alternate
director. The current board composition has: 9
independent & non-executive directors, 3 non-
independent & non-executive director and 1 executive
director/ group president & CEO. There are 2 women
directors and 11 men directors on the board.

= The nomination, audit, investment and remuneration
committees are chaired by independent and non-executive
directors.

= The board consists of members with established track
record in various industries. The company has a majority
standard for election of directors and the company has a
resignation policy for directors failing to receive a majority
of votes.

= PricewaterCoopers has been STE’s auditor since 2020. In
compliance with the SGX-ST Listing Manual, PwC can only
be in charge till 2025.

= As of March 2022, STE principal shareholders, with stake
sizes in percentage of ordinary shares were as follows:
Temasek Holdings (49.8%), Capital Research & Management
(3.3%) and BlackRock Fund Advisors (1.4%).

= To date, STE has never received or been the subject of any
legal action in relation to anti-competitive behaviour and
violations of anti-trust and monopoly legislation. There
were no reported cases of bribery and corruption in 2021.

1Risk Rating & Score - derived by Sustainalytics and assesses the company’s exposure to unmanaged ESG risks. Scores range between 0 - 50 in order of increasing
severity with low/high scores & ratings representing negligible/significant risk to the company’s enterprise value, respectively, from ESG-driven financial impacts. 2Score
Momentum - indicates changes to the company's score since the last update - a negative integer indicates a company’s improving risk score; a positive integer indicates
a deterioration. 3Controversy Score - reported periodically by Sustainalytics in the event of material ESG-related incident(s), with the impact severity scores of these
events ranging from Category 0-5 (0 - no reports; 1 - negligible risks; ...; 5 - poses serious risks & indicative of potential structural deficiencies at the company).
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Focus charts

Fig 1: Group revenue breakdown by business sector Fig 2: Revenue breakdown by geography
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Fig 3: Record contract wins & order book Fig 4: PATMI, margin improvements expected
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Fig 5: Operating income proportion Fig 6: Divisional pretax margins
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1. Investment thesis

1.1 Aerospace industry looks to turn the corner

The past two years have been difficult for the global aerospace industry.
Travel bans and tightened borders worldwide arising from the pandemic
reduced demand for commercial air travel and has had knock-on impacts
on the global aerospace industry. According to Singapore’s Ministry of Trade
and Industry, global aircraft production and maintenance, repair and
overhaul (MRO) spending both shrank by 40% YoY in FY20. Likewise,
Singapore’s aerospace industry was not spared, as output contracted by 26%
YoY in FY20.

Despite these challenges, the aerospace industry grew by 8.8% YoY in FY21.
Singapore continues to be Asia’s leading aerospace hub, contributing to 10%
of the global MRO output, and home to a vibrant cluster of over 130
aerospace industry players. STE is also planning to hire over 200 positions
in the next few years to capture new growth areas as the industry emerges
from the pandemic. The International Air Transport Association (IATA)
predicts global passenger numbers to top 2019 levels by 2024. However,
Asia may not exceed 2019 levels until 2025 due to Asian governments' risk
aversion towards easing of travel restrictions.

Fig 7: Passenger numbers as % of pre-Covid (2019) level
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As such, STE’s MRO revenue could revitalize ahead of passenger traffic as
airlines restore more capacity starting in 2023. We predict maintenance
revenue at STE could get a boost in FY23E of about 7% even if a full traffic
recovery stays elusive until FY25. Airlines may reactivate their fleets amid
a domestic passenger comeback and gradual resumption of cross-border
travel, which may fuel demand for return-to-service checks, restore
scheduled maintenance, and dusted-off deferred projects.

May 30, 2022
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Growing industry cluster support in home
base - Singapore accounts for around 10% of
global MRO output
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Fig 8: STE commercial aerospace gross revenue projections
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Fig 9: Aerospace MRO CAGR growth FY20-FY30E
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However, we would expect softer MRO demand growth over the forecast
period, partly reflecting the significant reduction in deliveries in FY20 and
FY21. Following a more-than challenging FY20 due to the pandemic, FY21
was a year of recovery for the two largest commercial plane makers, Airbus
and Boeing. FY22 is well underway and is expected to be another year of
recovery for the commercial aircraft manufacturing industry, despite
events currently unfolding in the Ukraine. We believe Boeing and Airbus still
have a long way to go before deliveries are back to pre-pandemic levels.
With a total of only 1,674 deliveries projected for FY22, this is half of what
has historically been delivered over a two-year period. In addition, aircraft
production lines have been slow to ramp up to pre-Covid levels, given the
inventory of already built aircraft the OEMs are sitting on. Together, this
implies less maintenance involving newer aircraft during the middle of the
forecast period. Most aircraft delivered in the next couple of years will not
reach their first significant maintenance visits until after FY30, resulting in
a plateau in MRO spending during the latter years of the forecast period.

May 30, 2022
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Fig 10: Aircraft deliveries and orders
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The World Trade Organisation expects overall growth in goods trade to
remain above trend for 2022 at c4.7% YoY (vs. the 4.0% estimated for 2021).
Boeing (BA US; CMP USD176.92; NR) and Airbus (AIR FP; CMP EUR103.88; NR)
also forecast long-term freighter demand over the next two decades to
range from 1,950 to 2,480 aircraft, of which they expect c58-60% to be met
by conversions. E-commerce, which is expected to be a big part of this
overall economic growth, will continue boosting demand for freighter
aircraft as well.

Fig 11: 20-year freighter demand forecast

@ Maybank

Fig 12: Cumulative MRO market for FY21-36E
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This should drive acceleration in PTF work in the near term as current
market conditions are favourable with ready availability of mid-life and
older generation aircraft that are due to be replaced over the next 3 years.
Operating in 6 global sites, STE plans to build momentum to strengthen its
leadership position in freighter conversion solutions by targeting more than
60 conversions per year (3x current level) from which it aims to generate
steady state annual revenue of more than SGD700m by FY26.

1.2 Reigniting growth

STE has characteristically been involved in a lot of M&A global activity over
the years. It has typically invested in or acquired entities for reasons of
securing technology that can be applied in or commercialised in its
engineering solutions or for various reasons of market structure, regulation
etc. that justify an on-ground presence in various geographies. Apart from
the industry cycles in its operating sectors, inorganic drivers from the likes

May 30, 2022

Anticipating higher demand for services in
freighter leasing and MRO - PTF contracts
for STE should accelerate
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of M&A corporate action has also played an important role in its revenue
and profit growth cycles.

We expect a resumption of growth in FY22-24F driven by five factors: 1)
commercial aerospace revenue looks set to recover by FY24, ie, expanding
MRO capabilities while capturing strong demand in P2F conversion.
Partnerships should help STE to deepen working relationships with global
leading OEMs and help STE expand its engineering capabilities to optimise
the cost structure of its components MRO business. 2) The outlook for its
smart city solutions remains robust and could hold upside with governments
increasing investment in smart cities and sustainable infrastructure i.e.
smart street lighting, water management and metering, cyber-security etc.
3) Building on strong momentum to accelerate growth in global smart cities
through recent acquisition of Newtec and Glowlink, which could strengthen
its satellite-based internet-of-things solutions, while TransCore could
enhance its smart transportation offerings. Growth in demand at the
intersection of urbanisation, digitalisation and sustainability. 4) Driving
success in international defence business through digitalisation and
pursuing more overseas opportunities. 5) Consistently investing 4-5% of
revenue in Digital Technologies R&D to enhance product offerings and
solutions, scale operations and processes and fund technology gaps to
enhance existing capabilities and materially speed up time-to-market for
new solutions.

Fig 13: STE revenue and reported PATMI growth cycles & major investments

@ Maybank
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Fig 14: Notable acquisitions and disposals

@ Maybank

Announce

Transaction

Date Close Date Deal Title Value (LCY'm)
03 Oct 21 18 Mar 22 Acquisition of TransCore by ST Engineering 2,680
21 Feb 20 21 Feb 20 ST Engineering's JV announces securitisation of 30 aircraft engines 358
11 Oct 19 11 Oct 19 ST Engineering's Marine Arm Completes Sale of ROPAX Undisclosed
17 Sep '19 17 Sep '19 ST Engineering Acquires Satcom Anti-Jamming Capabilities 20
29 Mar '19 18 Apr 19 ST Engineering Updates on the Proposed Acquisition of MRAS 696
27 Mar '19 1 0ct 19 ST Engineering Positions for Growth in Satcom Market, with Offer to Acquire Newtec 250
2 Sep '19 2 Sep '19 ST Engineering's Aerospace Arm Injects Capital into Aircraft Leasing JV Co 1.6
17 Sep '19 17 Sep '19 Singapore Technologies Engineering Ltd. acquires Glowlink Communications Technology, Inc. 33.4
27 Mar '19 01 Oct 19 Singapore Technologies Engineering Ltd. acquires Newtec Cy NV 381.1
Source: SGX
1.3 Relative share price underperformance should reverse

STE’s relative stock price has outperformed the benchmark FT Straits Times
Index over the past 12 and 24 months by around 6.5% and 32.3%,
respectively. However, the absolute price returns over this 12- and 24-
month period has lagged a number of the Singapore-listed industrial sector
counters.

With STE’s core PATMI growth expected to see an inflection this year and
deliver 18.9% CAGR in FY21-FY24F due to Covid-19 recovery, we would
correspondingly expect a reversal of fortune in this relative
underperformance of recent years.

Fig 15: Total Shareholder Return (TSR) on varying time frames Fig 16: Annualised TSR (5%) in the past 5 years
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Fig 17: Relative 1-year performance of SG industrials

@ Maybank

Fig 18: Relative 2-year performance of SG industrials
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Fig 19: Growth and margin outlook by division

Revenue PATMI Core PATMI EBITDA margin outlook
Business FY21-FY25F FY21-FY25F FY21-FY25F = Growth drivers/comments
CAGR % CAGR % CAGR %

Commercial 6.0 28.9 24.7  Maintaining at 18-20% (18.2% in Airbus PTF programme expected to increase
Aerospace FY21) with higher PTF order with higher order books. Components and
books and overall sector engines repair looking promising too with
recovery border reopening and aviation industry
Urban 7.3 1.1 1.1 Growing by c100bps (8.5% in Strong market demand for rail electronics
Solution & FY21) from mix factors (higher and smart-city management solutions. ICT
SATCOM growth forecast for smart city solution capability augmented by the
solutions) and new product TransCore acquisition, enhancing smart
initiatives/launches in pipeline mobility products and gained entry to North
American Electronic Toll Collection and
congestion pricing.
Defence and 9.2 24.7 24.3 Hovering around 20% with GPM Growing trends in military transformation
Public outlook largely flat through technology innovation. New growth
Security drivers from accelerated adoption of
technology, record high defence budget in
Singapore, the US and in the region.
Group 7.8 14.0 13.0 Growing by c200bps (25.2% in Profit growth to recover with improving

FY21)

business outlook for all three divisions.

Source: Maybank IBG Research, Company

Fig 20: Divisional revenue breakdown Fig 21: Divisional pre-tax margin breakdown
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Corporate Information

Incorporated in 1997, Singapore Technologies Engineering Ltd. (STE) is one
of Asia’s largest global technology, defence and engineering groups. The
group was recently restructured and it operates through the following
segments: commercial aerospace, urban solution & satellite communication
and defence & public security. A leader in each of these core businesses,
ST Engineering leverages its multi-sector capabilities to be a one-stop
solution provider for its customers in over 100 countries. As of end of Dec21,
roughly 65-70% of its revenues are derived from commercial contracts and
the balance from defence orders.

Fig 22: Three business segments of STE

@ Maybank

Commercial Aerospace Urban Solutions & Satcom Defence & Public Security

Aerospace Aerostructures - : Digital Systems !
MRO & Systems Urban Solutions & Cyber —— Land Systems :
Aviation Asset || Satellite Mari L I | Defence :
Management Communications anne Aerospace ]

+ Airframe, engines and components MRO + Smart mobility
+ OEM, i.e. nacelles, composite floorboard, + Smart utilities &
passenger-to-freighter conversions infrastructure
+ Aviation asset management, i.e. engines + Urban environment
& aircraft solutions
+ Satellite communications

* Defence

+ Public safety and security

+ Critical information infrastructure

+ Others, including Group HQ functions

Comprising defence and commercial,
operating In Singapore and overseas

Source: Maybank IBG Research

2.1

Commercial aerospace (CA)

The commercial aerospace segment provides total aviation support to STE is the world’s largest independent

commercial airlines, airfreight operators and military operators. It is the derospace MRO group by man-hours

world’s largest aerospace Maintenance Repair Overhaul (MRO) service
provider in terms of man-hours (and one of the three independent amongst
the top ten companies) with a large footprint of facilities across Asia-Pacific,
Europe and North America.

In our view, STE provides some comparative advantages in its home base
versus most alternative MRO locations in the region. The Economic
Development Board of Singapore estimates that the country now accounts
for around 10% of global aerospace MRO output.

May 30, 2022
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Fig 23: Largest aircraft MRO groups by man-hours
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Source: Aviation Week Network biennial MRO survey

Fig 24: Brief guide to types of maintenance checks for commercial aircraft

Check Content Typical frequency

Line maintenance: checks and minor repairs done when an aircraft is in its operating environment

The ‘A’ Check Maintenance check with inspection of wheels, brakes, fluids, Done every 100-500 flight hours depending on type and
STE involvement filters plus minor repairs / replacement of on-board age of aircraft. The check takes around 10-12 hours
small equipment & sensors etc

Heavy maintenance: Aircraft taken out of operations during the period; far more intensive and longer in duration than Line checks

The 'B' Check More comprehensive, sophisticated, time consuming than ‘Line
T e e PETomed evry 8 months and requies the scrft to
P s g be out of service for 2-3 days, typically in a hangar

the aircraft is still operating. This is particularly so for newer
generation aircraft.

The 'C' Check Involves inspection of a laree maiority of the aircraft's Typically done every 18-24 months depending on aircraft
STE involved P g jonty type and age and takes 2-3 weeks during which the aircraft
components > .
must remain out of operation
The 'D' Check Comprehensive check of all aircraft systems and Typically done every 6+ years depending on type and age
STE involved internal/external metal airframe that involves dismantling of aircraft. ‘D' Check intervals for newer generation

almost everything including landing gear and cabin for

inspection, replacement, repair. aircraft are longer. Takes 2-3 months to complete

Source: Maybank IBG Research

Recent contact wins/pipelines

The expansion of integrated solutions for nacelle was made through the
merger with Middle River Aerostructure System - the world’s leading OEM
manufacturer of thrust reverser, engine nacelle components and
specialized aerostructures. FY21 saw ramping up of production volume of
nacelle for A320neo engines to be in line with the requirement of Airbus
OEM. Overall, there is a steady growth in production volume and we expect
total order book for nacelles to remain strong in the medium to long term.

Passenger to Freighter (P2F) conversion has been one of the brightest spots
of the airline industry, driven by the robust e-commerce market. In FY21,
the company inducted a total of 30 Boeing and Airbus aircraft for conversion,
compared to 12 in FY20. The P2F customer base continued to receive
additional orders of 20 A330P2F to be redelivered from FY23. With such
strong interest, all slots for A330P2F and A321P2F have been fully booked
through FY25. Planned expansion to new conversion lines in the US, China
and Germany has been made to cater for higher demand.

In anticipation of a stronger recovery and longer-term growth, STE

continues to invest in capabilities from construction of new aerospace
facilities to smart technologies at hangers to enhance productivity. These

May 30, 2022
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2.2

investments will ensure that the company maintains a competitive edge,
emerges stronger and is better positioned to take up new opportunities.

Urban solutions and SATCOM (USS)

A smart city uses a framework of information and communication
technologies to create, deploy and promote development practices to
address urban challenges and create a joined-up technologically-enabled
and sustainable infrastructure. STE’s USS business helps to strengthen the
reliability and efficiency of land transportation, build integrated mobility
networks infrastructures that optimise operational efficiency and enhance
commuter experience. This segment has a long track record in executing
subway and metro rail transport projects across various countries in the
Asia-Pacific and the Middle East region (STE customises almost all types of
electronics modules for such projects except those required in signalling
equipment and rolling stock).

SATCOM is one of the world’s largest VSAT (very small aperture terminals)
systems manufacturers for enterprise use, in part due to a US acquisition in
the last decade. SATCOM provides satellite imaging and geospatial analytics
that enable more effective decision making in agriculture, environmental
protection, land planning and disaster management.

Fig 25: Urban solutions segment

@ Maybank

STE is one of the largest VSAT technology
systems manufacturers in the world.
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Recent contact wins/pipelines

Rail contracts were acquired for communication and control systems,
automatic fare collection, platform screen doors, supervisory control, data
acquisition and passenger information systems for various projects in
Singapore, Taiwan, Australia, Egypt and Romania. Land Transport continues
to develop enhanced urban traffic management through Al, data analytics
and IoT. In March 22, STE acquired TransCore - a US market leader in
Electronic Toll Collection solutions and Intelligent Transport System. We
believe this integration will provide a full range of solutions and position
STE as a leader in smart mobility, which will accelerate the growth of its
smart city division.

We are bullish about SATCOM; STE expanded its network connectivity in
emerging markets and helped customers capture growth opportunities in
the cellular backhaul segments. The acquisition of Newtec Group and
Growlink Communication Technology in 2019 provides consumers with

May 30, 2022
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2.3

SATCOM solutions across key segments in maritime, aero, enterprise,
military and broadcast. The segment was selected to support 3G, 4G and
corporate Internet services across Brazil and the Democratic Republic of
Congo. The company has expanded its portfolio by partnering with various
agencies (NUS-CRISP, DSO and DSTA) to collaborate on R&D and to
commercialise advanced remote sensing technologies and geospatial
imagery analytics solutions. It now has applications in areas such as urban
planning, infrastructure development, maritime safety and security,
environmental monitoring and agricultural growth tracking.

Defence and public security (DPS)

The DPS cluster is one of Asia’s leading defence solutions with a
comprehensive portfolio of products and services. This cluster helps to
equip public-safety agencies to deal with threats and unexpected incidents
in more than 100 cities.

Fig 26: Defence and public security segment

@ Maybank
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Notable recent contract wins/pipelines

The digital and cyber unit has secured more turnkey projects compared to
the year before, leading to higher sales of cybersecurity solutions and
services. STE won defence and commercial contracts for 40mm munitions,
next generation armoured fighting vehicles, road construction and other
speciality vehicles. It completed the supply of cybersecurity products and
solutions, Al-based mission critical systems, on-premise cloud solutions and
cloud managed services. It also completed various ship repair and
shipbuilding contracts in Singapore and at US yards, including the fifth US
Navy APL(S) berthing barge, the supply of design, platform equipment and
technical assistance for four Falaj 3-class Offshore Patrol Vessels and the
second Polar Security Cutter. To strengthen its portfolio, STE signed
agreements with Oshkosh Defence to develop prototypes for the US Army’s
Cold Weather All-Terrain Vehicle (and also sighed a MOUs with NIMR to work
on integrating hybrid drive systems for armoured vehicles). The segment
also received strong orders for its specialty vehicle, Leeboy and Hackney in
2021 despite challenging business conditions amid the global chip shortage.

May 30, 2022
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Fig 27: Specialty vehicle LeeBoy unveiled a limited edition paver

Source: STE annual report 2021
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3.1

Financial analysis

Revenue growth backed by strong order intake and
backlog at record levels

FY21 has been one of the best new contract win years in STE’s history.
Notably, demand for P2F continues to be strong with order slots booked
through FY25E.

Our estimates for new orders per year differ from what might be inferred
from company disclosures due to two key reasons: 1) a material number of
new contracts might not be disclosed due to various reasons of limitations
in information disclosure for some defence and government contracts as
well as commercial sensitivity in others; and 2) the company does not
announce firmed contracts that are less than three months old or orders
that might be deemed short term and somewhat recurring in nature like
ship repair, satellite and communications product sales etc.

Our own estimates for STE’s new orders per year is based on the assumption
that the balance order book at the beginning of the year less revenues
recognised plus new order intake in the year will translate to the balance
order book at end of the year. On this basis, we saw new orders in FY21
stood at cSGD11.6b, the highest level in well over a decade and
management has highlighted SGD5.8b is expected to be delivered in the
remaining months of FY22. Also, the balance order book of SGD21.3b as at
end of Mar-22 (incl.SGD1.6b from TransCore) is at an all-time high and at
€2.5x trailing 12-month revenues. From FY22E-FY25E, we are expecting
order book remains robust growing at a 3-year CAGR of 10% with growth in
overall business post-pandemic.

Fig 28: Order book balance and estimated annual new orders*
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Source: Maybank IBG Research (*New orders: BOY order book - Revenue + New orders= EQY order book)

On that basis, we are forecasting STE’s revenue to increase 7-9% pa for the
next 5 years, which we see as relatively in line with street guidance in the
medium to long term. We also forecast net revenue to see CAGR of 10.2%,
as growth from Defence & Public Security (CAGR: 11.7%) and Urban Solution
& SATCOM (CAGR: 10.9%) outpace growth from Commercial Aerospace
(CAGR: 8%) within the same timeframe. Downside risk for the business
would be if economies that STE operates in witness a slowdown in growth
and increase in inflation, resulting rising capex and operational costs. We
also see chip shortages as an ongoing issue for smart cities and SATCOM.

May 30, 2022
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Chips are needed for new initiatives in smart city solutions. The ongoing
supply crunch has continued to hurt production. In contrast, the key upside
risk to our commercial aerospace assumptions in FY22-FY24E is if countries
exit Covid-19 related restrictions faster than expected and if cross-border
tourism recovers faster than expected.

Fig 29: Revenue by segments
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The Group’s various business initiatives and further business recovery
should position it well for FY22-FY25 business performance. As such, we
forecast net profit to recover to SGD644m/SGD712m/SGD777m in
FY22/23/24 respectively.

Fig 30: Net profit recovery trajectory

¥ 759

_ 6311

407 .5

2952

F¥le F¥17 Fla Fyl9 Fy20 F¥2l  F¥22E  FY23E  FY24E

Source: Company

May 30, 2022

@ Maybank



ST Engineering

Fig 31: P&L statement

@ Maybank

Profit & Loss

Re-organisation

2021A 2022F 2023F 2024F 2025F
Commercial aerospace 2,525.0 2,638.2 2,819.4 3,013.2 3,191.0
Urban Solutions & SATCOM 1,253.8 1,338.9 1,440.8 1,550.8 1,669.7
Defence & public security 4,078.9 4,405.2 4,845.7 5,330.3 5,810.0
Others & elimination (164.8) (159.8) (164.3) (169.2) (174.1)
Net revenue 7,692.9 8,222.4 8,941.6 9,725.1 10,496.6
Cost of goods (ex-depr & SGA) (5,757.4) (6,109.2) (6,616.8) (7,177.1) (7,715.0)
Gross profit 1,935.4 2,113.2 2,324.8 2,548.0 2,781.6
Margin 25.2 25.7 26.0 26.2 26.5
SGA & other expenses (890.2) (1,010.2) (1,045.8) (1,076.4) (1,106.1)
Total cash opex (Incl COGS) (6,647.6) (7,119.5) (7,662.6) (8,253.5) (8,821.1)
EBITDA 1,045.3 1,103.0 1,278.9 1,471.6 1,675.5
Margin 13.6 13.9 14.3 15.1 16.0
Depreciation (314.2) (331.9) (366.5) (401.6) (437.4)
Amortisation (83.9) (88.6) (93.3) (98.0) (103.0)
Total operating expenses (7,045.7) (7,540.0) (8,105.5) (8,718.8) (9,309.5)
Operating income 647.2 682.5 819.1 972.0 1,135.2
Interest income 11.7 23.7 21.9 20.1 20.2
Interest expense (47.7) (51.2) (72.1) (68.3) (55.6)
Other income (expense) - wage credit, investment inc, rental etc 10.5 12.5 12.8 13.0 13.3
Equity in earnings (Share of result of associates and JV) 16.0 21.7 22.2 22.7 23.2
Other income (expense) (9.5) 6.8 (15.3) (12.4) (6.2)
Pre-tax profit 637.6 689.2 803.9 959.5 1,129.0
Income tax (70.6) (103.5) (172.8) (233.6) (279.6)
Consolidated net profit 567.0 585.7 631.1 725.9 849.4
Minority interest (3.6) (3.8) (3.6) (3.8) (3.6)
Cash dividends on Preferred stock 0.0 0.0 0.0 0.0 0.0
Reported profit to common stock 563.4 582.0 627.5 722.1 845.8
Exceptional gains/(losses) (26.3) 0) (0) (0) (0)
Adjusted core PATMI 589.7 582.0 627.5 722.1 845.8
Source: Company
Fig 32: MIBG vs. consensus
2022E 2023E 2024E
MIBG Csus % MIBG Csus % MIBG Csus %
Revenue (SGD m) 8,222 8,764 -6.2% 8,942 9,430 -5.2% 9,725 9,970 -2.5%
EBITDA (SGD m) 1,103 1,156 -4.6% 1,279 1,309 -2.3% 1,472 1,447 1.7%
Net Profit (SGD m) 586 587 -0.3% 631 664 -4.9% 726 728 -0.3%

Source: Bloomberg, Maybank IBG Research
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3.2

Debt burden to multiply with M&A drive

ST Engineering's debt burden is poised to rise amid an M&A spree. We
predict it may to above SGD3.5b, or hovering around 50% of equity (FY22-
FY24), with the acquisition of transport solutions provider Transcore for
USD2.68b in March 2022. STE has also made a few other large purchases in
the past few years, including aircraft engine parts maker MRA Systems for
USD506m and satellite communications business Newtec for USD281m,
reflecting an aggressive growth proposition. Its strong cash flow and a stable
AA+ credit rating from S&P could allow it to maintain operations, fund
growth investment and conduct more M&A. Transcore booked USD135m
EBITDA for FY21 and we expect it to be earnings accretive from FY23E, but
the interest burden incurred may dilute gains. Still, additional product and
service capabilities could strengthen STE's market position and fuel profit
growth.

Fig 33: STE net D/E and Gross DPS payout ratio
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3.3

Dividend capacity may stay intact on earnings and cash

ST Engineering's dividend capacity could hold steady even as its debt burden
balloons, given its resilient earnings and cash flow. Its diversified business
carries high exposure to defence, public security and critical infrastructure
projects, which may buttress the company against uncertain commercial
aerospace demand. Order flow has been robust since 2017, and a SGD19.3b
backlog as of December 2021 delivers earnings visibility. ST Engineering
generates at least SGD500m a year in cash from operations, yet annual
capital spending was only about SGD300m, mostly for capacity expansion.

We believe STE is well positioned to resume dividend payout of 85%, backed
by our expected recovery of core profitability and strengthened net cash
position. We are projecting DPS of 16.7/18.55/20.33 S cents for FY22/23/24
respectively, translating to a dividend yield of 2.7% on current trading price
of SGD4.07. Therefore, we think our dividend forecasts are sustainable
based on our expectation of positive free cash flows in the next three years.

Fig 34: Dividend payouts

2020A 2021A 2022F 2023F 2024F
Total DPS 15.00 15.00 16.70 18.55 20.33
Payout Ratio 89.8% 83.1% 85.2% 85.2% 85.2%
DPS yield (%) 2.9% 2.7% 2.7% 2.7% 2.7%

Source: Maybank IBG Research
May 30, 2022
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dividend payout of ~85%
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Fig 35: Cashflow vs dividends
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Source: Maybank IBG Research, Company

3.4 ROE recovery to high-20s expected

Post the past three years of relatively lower returns on equity in the c23- ROE growth could be even higher with
25% range due to restructuring and one-off charges in various operating Palance sheet leverage and / or ‘sweating’
units, we expect returns to recover back to the high-20s levels by FY22. assets further

These forecast ROE levels are not out of the ordinary; the company has

delivered 25%+ ROE for 15 of the past 20 years.

Fig 36: Du Pont ROE breakdown Fig 37: SG large-cap industrials P/BV vs. ROE
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Moreover we believe ROE’s could trend even higher than our forecast levels
from two factors:

‘Sweating’ assets further - asset turnover has been quite range
bound at c0.8x for almost a decade. We believe one of the key
reasons for this is because the various business divisions have
largely operated in a stand-alone manner in the past thereby
curtailing the level of revenue synergies that could potentially be
realised from cross-selling capabilities and products as well as the
avenues for cost rationalisation from integrating systems,
centralised procurement etc. This should change by breaking down
the historical silo-like operating norm with greater cross-divisional
integration of capabilities is a focus area for the management
team.

Increasing leverage - We also note that STE, which has a relatively
conservative balance sheet, has historically managed to meet its
organic growth needs, acquisitions and a sizeable dividend payout
(80-100% of profit in the past 20 years) largely from internally
generated cashflow and any divestment proceeds. We are of the
opinion that management is more open now to adding some debt
to the balance sheet for funding acquisitions going forward.

@ Maybank

Fig 38: DuPont analysis
DuPont 2016A 2017A 2018A 2019A 2020A 2021A 2022F 2023F 2024F
-Profit margin % 4.3 6.2 7.4 7.4 7.3 7.3 71 7.0 7.4
-Asset turnover X 0.8 0.8 0.9 0.8 0.7 0.7 0.7 0.7 0.8
-Average Leverage X 3.8 3.8 3.6 3.8 4.2 4.3 4.6 4.9 4.8
ROE % 13.3 18.4 23.3 23.2 23.1 22.9 22.0 24.3 26.9
EBIT ROCE % 7.9 12.6 17.1 12.5 11.9 13.8 12.3 13.0 15.5
ROA % 3.5 4.9 6.2 6.8 5.5 5.6 5.1 5.1 5.7
RONA % 17.1 23.6 27.7 22.0 18.9 20.3 20.0 20.1 20.9
Gross dividend payout ratio % 162 114 95 81 90 83 85 85 85
Net dividend payout ratio % 162 114 95 81 90 83 85 85 85

Source: Company, Maybank IBG Research
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4. Valuation

4.1 Target price and methodology

We value STE on a discounted cashflow of explicit forecasts to FY30 and
terminal value based on a 3% long-term growth rate, which is our
assumption for Singapore aviation sector’s growth rate over the long term.

Our other key assumptions are a WACC of 7.2% and long-term capital

structure with 25% net gearing. Our target is SGD4.75.

Fig 39: DCF forecasts

@ Maybank

FYE Dec (SGDm) 2021A 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F
-Commercial Aerospace 2525 2638 2819 3013 3191 3348 3513 3686 3868 4059
-Urban Solutions &

SATCOM 1254 1339 1441 1551 1670 1782 1902 2031 2168 2316
-Defence & Public Security 4079 4405 4846 5330 5810 6275 6777 7319 7904 8537
-Others & Elimination (165) (160) (164) (169) (174) (179) (184) (189) (195) (202)

Revenue 7693 8222 8942 9725 10497 11226 12008 12846 13745 14710

Growth YoY, % 7 7 9 9 8 7 7 7 7 7

EBIT 647 682 819 972 1135 1275 1351 1428 1452 1498

Operating margin, % 8 8 9 10 11 11 11 11 11 10

- Adj for taxes (71) (104) (173) (234) (280) (306) (306) (306) (306) (306)

+ Depreciation 314 332 366 402 437 474 511 548 586 625

+ Amortisation 84 89 93 98 103 84 84 84 84 84

+ Working cap chgs 7 (140) (97) (107) (114) (86) (59) (59) (27) (40)

- Capex (524) (597) (607) (617) (627) (638) (649) (660) (671) (683)

+ Investment income 11 15 16 16 16 17 17 17 18 18

FCFF 470 278 417 530 671 820 950 1053 1137 1197

Year 0 1 2 3 4 5 6 7 8 9

WACC (%) 7.2% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2%

Disc. factor (x) 1.00 0.93 0.87 0.81 0.76 0.71 0.66 0.61 0.57 0.53

Discounted FCF 470 259 363 430 508 579 625 647 651 639

Source: Maybank IBG Research
Fig 40: DCF summary and assumptions

DCF summary SGD’m Key assumptions %

Terminal Value (TV) 22,951 Risk Free Rate (%) 2.5

TV: Implied EV/EBITDA (x) 6.6 Risk Premium (%) 6.5

Cost of Equity 9.0

FCFF: 2021-2030 explicit Cost of debt (or YTM of

4,701 2.3

forecast bond)

FCFF: TV 11,433 After-tax cost of debt 1.9

Less: Net Debt (Cash) 1,299 Current Net Debt 32.7

proportion

FCFE 14,835 LT Net Debt proportion 25.0

O/s shares 3,123 WACC 7.2

FCFE per Share (SGD/share) 4.75 LT Growth Rate 3.0

Source: Maybank IBG Research
Fig 41: DCF sensitivity
SGD/share COE (%)
TGR (%) 8.0 8.5 9.0 9.5 10.0
2.0 4.70 4.29 3.94 3.64 3.38
2.5 5.14 4.65 4.24 3.89 3.59
3.0 5.70 5.10 4.60 4.19 3.84
3.5 6.46 5.69 5.07 4.57 4.15
4.0 7.53 6.48 5.68 5.04 4.53
Source: Maybank IBG Research
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4.2 Historical trading bands

STE is trading at a similar level to its respective five-year forward P/E and
P/BV averages of 19.9x and 4.8x. Moving forward, we forecast that 15% YoY
increment in order book. As such, we believe the stock will likely trade back
to forward P/E levels of 22x, similar to the levels witnessed in the last
periods of profit growth in FY17-FY18 and FY20-FY21.

Fig 42: 12m forward P/E band Fig 43:12m forward P/BV band

@ Maybank
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Source: FactSet Source: FactSet

4.3 Peer multiple comparisons

Singapore’s aerospace and defence market is highly fragmented. There are
more than 120 aerospace companies in the country and there are many
companies entering the market that offer aerospace design and
manufacturing services. Some of the prominent players in the market are
SIA Engineering Company, Singapore Technologies Engineering Ltd, Rolls-
Royce Holdings plc, Raytheon Technologies Corporation and Airbus SE. The
players in the region are integrating advanced technologies for enhancing
customer experience and increasing their customer base. Also, the growing
partnerships of local and international players for transfer of technology
and development of new product lines will help the companies increase
their presence in the country. For instance, in 2021, STE secured several
key naval contracts with US Navy and US coast guards. This includes the
design and engineer of the Polar Security Cutter (PSC). The development
and production will be completed in three phases and the first shipment is
schedule to occur in 2024.

May 30, 2022

23



ST Engineering

Fig 44: Peer valuation snapshot

@ Maybank

Factset Company Price Mcap IM ADV TP P/E (x) DY (%) ND/E {x) ROE (3) ==
Code LC USDm USDm L Cur. Act FY1 FYZ FY3 FY1 FYZ FY1 FY1 FY2
Singapore Industrials
S63-5G Singapore Technologies Engineering Ltd 3.99 8,932 16.9 Buy 3.9 2.0 21.7 195 165 3.8 3.9 05 229 23.3 31-Dec
55950 SIA Engineering Co. Lid. 2.44 1,966 2.0 - - - - - - - - 4.5 4.9 31-Mar
S5B-5G SATS Ltd 4.32 3,481 9.9 - - - - - - - - 2.7 6.9 31-Mar
1J4-5G JEP Holdings Ltd. 0.37 108 0.1 - - - - - - - - 31-Dec
C52-5G Comfortdelgro Corporation Limited 1.42 2,206 13.7 Buy 1.8 23.7 16.5 14.8 13.5 4.3 4.8 (0.2) 7.3 7.9 31-Dec
SOB-5G Singapore Post Lid. 0 1,158 21 - - 269 229 195 165 22| 2.2 (0.1) 44 5.1 31-Mar
BS6-5G Yangzijiang Shipbuilding {Holdings) Lid. 0.84 2,379 20.3 - - 7.8 7.7 65 6.0 3.5 3.5 (0.3) 97 10.5 31-Dec
55156 Sembcorp Marine Ltd 0.10 2,160 15.4 - - - - - - 0.0 0.0 05 -41 -1.4 31-Dec
U96-5G Sembcorp Indus tries Ltd. .77 3,550 11.9 - - 104 111 9.8 9.3 23 2.3 1.5 1041 10.3 31-Dec
BM4-5G Keppel Corporation Limited 6.60 B,614 21.8 - - 1.8 138 129 122 3.6 3.6 07 7.0 7.2 31-Dec
Averape 10.8 10.8 98 8.8 2.4 2.4 04 B89 10.0
International Awviation Services
AlIR-US AAR CORP. 45.51 1,602 18.7 - - M7 193 1400 - - - 04 7.7 9.9 31-May
DOC-AT DO & CO Aktiengesellschaft 78.20 793 1.6 - - - 63.0 22.7 13.3 0.1 01 2.2 9.4 20.1 31-Mar
694-HK Beijing Capital International Airport Co., Lic 4,10 982 4.5 - - - - 340 108 1.0 1.0 0.3 -48 2.4 31-Dec
CAE-CA CAE Inc. 28.18 6,859 19.0 - - 60.0 367 24.6 181 0.1 0.1 0.6 3.9 B.B 31-Mar
THT-US Textron Inc. 61.95 13,324 92.2 - - 18.8 155 13.2 1.6 04 01 02 127 14.3 1-Jan
TDG-US TransDigm Group Incorporated 549.93 30,500 214.2 - - 45,3 341 254 21.6 0.00 0.0 (5.7) -38.3 -113.7 30-5ep
600B93-CHN  AECC Awiation Power Co Ltd Class A 38.87 13,336 168.7 - - B6.3 647 502 40.4 0.5 0.5 4.1 5.0 31-Dec
600760-CN  AVIC Shenyang Aircraft Co., Ltd. Class A 55.01 15,886 132.5 - - 62.8 473 372 9.6 0.2] 0.2 (1.6) 166 17.8 31-Dec
GD-US General Dynamics Corporation 223.49 62,064 387.5 - - 193 18.4 158 141 2.3 2.3 05 18.3 19.8 31-Dec
BA-US Boeing Company 123.14 72,854 1,746.7 - - - 4121 221 15.4 0.0 0.0 {3.1) -26.7| -104.9 31-Dec
9706-JF  Japan Airport Terminal Co., Ltd. 5,280.00 3,839 15.0 - - - 3741 399 28.4 01 01 1.0 -15.0 0.8 31-Mar
AENA-ES  Aena SME SA 129.20 20,179 34 - - - 35.0 18.2 145 2.1 2.1 1.0 B.5 14.9 31-Dec
FRA-DE Fraport AG 48.27 4,648 18.0 - - 538 28.7 127 102 0.3 0.3 1.9 4.6 8.3 31-Dec
MMNZ5-GE  John Menzes plc 5.95 669 13.2 - - n9 - - - - - 3.2 3.3 31-Dec
ADP-FR Aeroports de Paris 54 129.65 13,359 15.0 - - - 759 326 236 05 0.5 241 4.2 9.6 31-Dec
5014-MY  Malaysia Airports Holdinegs Bhd. 6.28 2,372 2.3 Buy 7.0 - - 205 17.6 0.0 2.5 0.7 1.7 B.B 31-Dec
Average 6.4 305.1 36.2 26.1 0.2 0.3 0.3 -13.9 -B.6
International Defence & Engineering Services
LMT-US Lockheed Martin Corporation 43459 115,647 1,016.2 - - 191 161 15.3 15.0 2.6 2.6 09 697 62.3 31-Dec
NOC-US MNorthrop Grumman Corporation 450.78 70,071 474.2 - - 17.6  18.1 16.5 15.1 1.5 1.5 0.7 2B.6 27.8 31-Dec
RTX-US Raytheon Technologies Corporation 91.48 136,050 630.8 - - 21.4 192 15.8 13.9 2.4 2.4 0.3 9.9 11.3 31-Dec
GD-US General Dynamics Corporation 223.49 62,064 387.5 - - 193 18.4 158 141 2.3 2.3 05 18.3 19.8 31-Dec
HO-FR Thales SA 114.25 25,3688 B7.4 - - 17.9 165 149 13.6 2.4) 2.4 (0.0) 18.4 18.6 31-Dec
Average 18.7 17.4 158 14.7 21 2.1 0.6 38.2 35.9
Overall average 8.4 2579 328 24.2 0.6 0.6 0.4 54 -1.4

Source: Maybank IBG Research

STE is trading at an FY21 P/E of 22.6x, at a premium to the Singapore large-
cap industrials average of 12.4x,
consistently) generates a much higher return on equity than all peers in this
category. STE’s FY21 P/E is also at a premium to its peer basket average of
international aviation services companies at 20.9x as well as international
defence and engineering companies at 20.7x.

We also note that given the mix of sectors and number of sub-sectors STE’s
operations are involved in, none of the companies in these peer baskets

have a business mix that make it directly comparable to STE.

May 30, 2022
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5.1

5.2

5.3

5.4

Key Risk Factors

The key downside risks to our positive outlook for the stock and our profit
forecasts are the following:

Global Supply Chain woes

Global supply chain has been largely disrupted by the ongoing political
instability. Due to its need for niche parts, STE may depend on a single
supplier for a particular part or a particular process in the supply chain.
Thus a disruption from those single suppliers pose a greater risk in terms of
production disruptions and cost overruns. Engagement with customers to
understand supplier stability and that supplier are making a “reasonable
return” on work packages is critical.

Chip shortage for smart city

Semiconductor chip shortage has been aggravated by the pandemic and the
short fall would not be resolved immediately. Deloitte Global predicts that
many types of chips will still be in short supply throughout 2022 and with
some components lead time pushing into 2023, meaning that the shortage
will have lasted 24 months before it recedes. SATCOM segment, which has
been reliant on chips to make devices, is facing supply issues. These might
cause sales in this sector to plummet. We take comfort that STE has been
able to mitigate this through product redesign, supply chain diversification
and price adjustment.

Skilled labour shortage in Aerospace industry

The defence and aerospace industry faces impending retirements and a
shortage of trained technical graduates while work and skills requirements
become increasingly advanced. Talent shortages will have a moderate or
extreme impact on production levels to meet growing customer demand.
STE management have talked about improving attrition through wage
improvement and attracting new talent by collaborating with various
apprenticeship programmes.

Volatility in geopolitical and economic environment

As STE has a global footprint, it’s vulnerable to external factors, such as
political tension and economic conjunctures. In the case of the commercial
aviation sector, political stability and sustained economic growth are major
underlying factors driving long-term growth in air traffic. A potential
economic slowdown could prove to be one of the major challenges for the
aviation industry in the years to come. It could cause airlines to review their
order intake strategies and postpone or even cancel existing aircraft orders.
If orders are cancelled, it will create a domino-effect across the industry,
presenting multiple issues for the aviation industry as a whole.

May 30, 2022
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FYE 31 Dec FY20A FY21A FY22E FY23E FY24E
Key Metrics

P/E (reported) (x) 21.5 21.4 21.8 20.2 17.6
Core P/E (x) 20.7 19.9 21.8 20.2 17.6
P/BV (x) 4.6 4.4 4.6 4.4 4.3
P/NTA (x) 19.0 17.4 14.9 12.2 10.2
Net dividend yield (%) 3.9 4.0 3.9 4.2 4.9
FCF yield (%) 1.1 nm nm nm nm
EV/EBITDA (x) 14.4 12.7 12.8 11.2 9.8
EV/EBIT (x) 24.1 20.5 20.7 17.4 14.8
INCOME STATEMENT (SGD m)

Revenue 7,159.0 7,692.9 8,222.4 8,941.6 9,725.1
EBITDA 939.5 1,045.3 1,103.0 1,278.9 1,471.6
Depreciation (297.6) (314.2) (331.9) (366.5) (401.6)
Amortisation (81.0) (83.9) (88.6) (93.3) (98.0)
EBIT 560.9 647.2 682.5 819.1 972.0
Net interest income /(exp) (61.9) (36.0) (27.5) (50.2) (48.2)
Associates & JV 30.4 16.0 21.7 22.2 22.7
Exceptionals 0.0 0.0 0.0 0.0 0.0
Other pretax income 5.1 10.5 12.5 12.8 13.0
Pretax profit 534.4 637.6 689.2 803.9 959.5
Income tax (8.8) (70.6) (103.5) (172.8) (233.6)
Minorities (3.8) (3.6) (3.8) (3.6) (3.8)
Discontinued operations 0.0 0.0 0.0 0.0 0.0
Reported net profit 521.8 563.4 582.0 627.5 722.1
Core net profit 575.6 589.7 582.0 627.5 7221
BALANCE SHEET (SGD m)

Cash & Short Term Investments 730.6 815.9 2,324.9 2,078.9 1,845.0
Accounts receivable 1,435.5 1,552.9 1,651.2 1,795.7 1,953.0
Inventory 2,422.4 2,987.7 3,194.4 3,473.7 3,778.1
Reinsurance assets 0.0 0.0 0.0 0.0 0.0
Property, Plant & Equip (net) 2,295.8 2,352.4 2,331.1 2,571.9 2,787.5
Intangible assets 1,946.1 1,992.7 1,904.1 1,810.8 1,712.8
Investment in Associates & JVs 468.9 482.9 509.4 516.0 522.8
Other assets 262.0 331.2 331.2 331.2 331.2
Total assets 9,561.3 10,515.7 12,246.2 12,578.1 12,930.3
ST interest bearing debt 496.3 559.9 1,059.8 1,030.8 979.2
Accounts payable 1,691.4 2,640.3 2,730.8 2,939.1 3,165.7
LT interest bearing debt 1,550.6 1,555.3 2,472.8 2,405.1 2,284.8
Other liabilities 3,248.0 3,092.0 3,227.0 3,354.0 3,543.0
Total Liabilities 6,986.5 7,847.4 9,490.7 9,728.6 9,972.7
Shareholders Equity 2,292.6 2,412.8 2,498.9 2,591.8 2,698.6
Minority Interest 282.2 255.5 256.7 257.8 259.0
Total shareholder equity 2,574.8 2,668.2 2,755.6 2,849.6 2,957.7
Total liabilities and equity 9,561.3 10,515.7 12,246.2 12,578.1 12,930.3
CASH FLOW (SGD m)

Pretax profit 534.4 637.6 689.2 803.9 959.5
Depreciation & amortisation 378.6 398.1 420.5 459.8 499.7
Adj net interest (income)/exp 61.9 36.0 27.5 50.2 48.2
Change in working capital 145.0 7.5 (112.0) (97.4) (106.7)
Cash taxes paid (0.6) (78.8) (70.6) (164.6) (172.8)
Other operating cash flow (11.6) (7.2) 9.0) 9.1) 9.4)
Cash flow from operations 1,107.2 992.6 945.3 1,042.7 1,218.3
Capex (343.9) (523.6) (597.0) (607.0) (617.0)
Free cash flow 1,097.9 521.4 614.9 435.7 601.3
Dividends paid (468.4) (468.4) (495.8) (534.7) (615.3)
Equity raised / (purchased) 0.0 0.0 0.0 0.0 0.0
Change in Debt (290.8) 68.3 1,417.4 (96.7) (171.8)
Other invest/financing cash flow 272.7 16.3 239.1 (50.2) (48.2)
Effect of exch rate changes 0.0 0.0 0.0 0.0 0.0
Net cash flow 276.8 85.3 1,508.9 (245.9) (234.0)
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FYE 31 Dec FY20A FY21A FY22E FY23E FY24E
Key Ratios

Growth ratios (%)

Revenue growth (8.4) 7.5 6.9 8.7 8.8
EBITDA growth 9.4 11.3 5.5 16.0 15.1
EBIT growth 14.4 15.4 5.5 20.0 18.7
Pretax growth 4.7 19.3 8.1 16.6 19.4
Reported net profit growth 9.7) 8.0 3.3 7.8 15.1
Core net profit growth (5.3) 2.4 (1.3) 7.8 15.1
Profitability ratios (%)

EBITDA margin 13.1 13.6 13.4 14.3 15.1
EBIT margin 7.8 8.4 8.3 9.2 10.0
Pretax profit margin 7.5 8.3 8.4 9.0 9.9
Payout ratio 89.8 83.1 85.2 85.2 85.2
DuPont analysis

Net profit margin (%) 7.3 7.3 71 7.0 7.4
Revenue/Assets (x) 0.7 0.7 0.7 0.7 0.8
Assets/Equity (x) 4.2 4.4 4.9 4.9 4.8
ROAE (%) 23.1 23.9 23.7 24.7 27.3
ROAA (%) 6.0 5.9 5.1 5.1 5.7
Liquidity & Efficiency

Cash conversion cycle 114.2 101.5 92.5 94.8 96.3
Days receivable outstanding 77.0 69.9 70.1 69.4 69.4
Days inventory outstanding 153.7 158.2 170.4 169.6 170.0
Days payables outstanding 116.5 126.7 148.1 144.2 143.1
Dividend cover (x) 1.1 1.2 1.2 1.2 1.2
Current ratio (x) 1.2 1.2 1.3 1.3 1.3
Leverage & Expense Analysis

Asset/Liability (x) 1.4 1.3 1.3 1.3 1.3
Net gearing (%) (incl perps) 51.1 48.7 43.8 47.6 48.0
Net gearing (%) (excl. perps) 51.1 48.7 43.8 47.6 48.0
Net interest cover (x) 9.1 18.0 24.8 16.3 20.2
Debt/EBITDA (x) 2.2 2.0 3.2 2.7 2.2
Capex/revenue (%) 4.8 6.8 7.3 6.8 6.3
Net debt/ (net cash) 1,316.3 1,299.3 1,207.7 1,356.9 1,419.1

Source: Company; Maybank IBG Research
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an of fer to sell or a solicitation
of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions
or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different
methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns
may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does
not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek
financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank Investment Bank Berhad, its
subsidiary and affiliates (collectively, “Maybank IBG”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank IBG and it should not be
relied upon as such. Accordingly, Maybank IBG and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct,
indirect or consequential losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at
any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”,
“forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”; “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to
differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. Maybank IBG expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the
occurrence of unanticipated events.

Maybank IBG and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time
participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or
holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities
mentioned in the material presented in this report. One or more directors, officers and/or employees of Maybank IBG may be a director of the issuers of the securities mentioned in this
report to the extent permitted by law.

This report is prepared for the use of Maybank IBG’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any
form or manner without the prior express written consent of Maybank IBG and Maybank IBG and its Representatives accepts no liability whatsoever for the actions of third parties in this
respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only under such circumstances as may be permitted by applicable law.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations
apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Research Pte. Ltd. (“MRPL") in Singapore has no obligation to update
such information for any recipient. For distribution in Singapore, recipients of this report are to contact MRPL in Singapore in respect of any matters arising from, or in connection with, this
report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), MRPL
shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Securities (Thailand) Public
Company Limited. Maybank Securities (Thailand) Public Company Limited (“MST”) accepts no liability whatsoever for the actions of third parties in this respect.

Due to different characteristics, objectives and strategies of institutional and retail investors, the research products of MST Institutional and Retail Research departments may differ in either
recommendation or target price, or both. MST reserves the rights to disseminate MST Retail Research reports to institutional investors who have requested to receive it. If you are an
authorised recipient, you hereby tacitly acknowledge that the research reports from MST Retail Research are first produced in Thai and there is a time lag in the release of the translated
English version.

The disclosure of the survey result of the Thai Institute of Directors Association (“I0D”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MST does
not confirm nor certify the accuracy of such survey result.

The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made in order to comply with the
policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission. Thaipat Institute made this assessment based on the information
received from the listed company, as stipulated in the form for the assessment of Anti-corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2),
or other relevant documents or reports of such listed company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment
of operation and is not based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after that
date or when there is any change to the relevant information. Nevertheless, MST does not confirm, verify, or certify the accuracy and completeness of the assessment result.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Maybank Securities USA Inc (“MSUS”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the
distribution of this report by MSUS in the US shall be borne by MSUS. This report is not directed at you if Maybank IBG is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you. You should satisfy yourself before reading it that MSUS is permitted to provide research material concerning investments to you under relevant
legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned within must do so with: Maybank Securities
USA Inc. 400 Park Avenue, 11th Floor, New York, New York 10022, 1-(212) 688-8886 and not with, the issuer of this report.
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UK

This document is being distributed by Maybank Securities (London) Ltd (“MSUK”) which is authorized and regulated, by the Financial Conduct Authority and is for Informational Purposes only.
This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for
the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this
report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.

DISCLOSURES

Legal Entities Disclosures

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938- H) which is a Participating Organization of Bursa Malaysia Berhad and a holder of
Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This report is distributed in Singapore by MRPL (Co. Reg No 198700034E) which is regulated
by the Monetary Authority of Singapore. Indonesia: PT Maybank Sekuritas Indonesia (“PTMSI”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by
the Financial Services Authority (Indonesia). Thailand: MST (Reg. No.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the
Securities and Exchange Commission. Philippines: Maybank Securities Inc (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities and
Exchange Commission. Vietnam: Maybank Securities Limited (License Number: 117/GP-UBCK) is licensed under the State Securities Commission of Vietnam. Hong Kong: MIB Securities (Hong
Kong) Limited (Central Entity No AAD284) is regulated by the Securities and Futures Commission. India: MIB Securities India Private Limited (“MIBSI”) is a participant of the National Stock
Exchange of India Limited and the Bombay Stock Exchange and is regulated by Securities and Exchange Board of India (“SEBI”) (Reg. No. INZ000010538). MIBSI is also registered with SEBI as
Category 1 Merchant Banker (Reg. No. INM 000011708) and as Research Analyst (Reg No: INH000000057) US: Maybank Securities USA Inc is a member of /and is authorized and regulated by
the FINRA - Broker ID 27861. UK: Maybank Securities (London) Ltd (Reg No 2377538) is authorized and regulated by the Financial Conduct Authority.

Disclosure of Interest

Malaysia: Maybank IBG and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further act as market maker or
may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment banking services, advisory and other services for or relating
to those companies.

Singapore: As of 30 May 2022, Maybank Research Pte. Ltd. and the covering analyst do not have any interest in any companies recommended in this research report.

Thailand: MST may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the research report. Therefore, Investors
should exercise their own judgment before making any investment decisions. MST, its associates, directors, connected parties and/or employees may from time to time have interests and/or
underwriting commitments in the securities mentioned in this report.

Hong Kong: As of 30 May 2022, MIB Securities (Hong Kong) Limited and the authoring analyst do not have any interest in any companies recommended in this research report.

India: As of 30 May 2022, and at the end of the month immediately preceding the date of publication of the research report, MIBSI, authoring analyst or their associate / relative does not
hold any financial interest or any actual or beneficial ownership in any shares or having any conflict of interest in the subject companies except as otherwise disclosed in the research report.

In the past twelve months MIBSI and authoring analyst or their associate did not receive any compensation or other benefits from the subject companies or third party in connection with the
research report on any account what so ever except as otherwise disclosed in the research report.

Maybank IBG may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of
the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment concerned
or a related investment and may receive compensation for the services provided from the companies covered in this report.

OTHERS
Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of the research analyst’s
compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

Reminder

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming
the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward
interest and exchange rates), time to maturity, market conditions and volatility and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured
product should conduct its own analysis of the product and consult with its own professional advisers as to the risks involved in making such a purchase.

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of Maybank IBG.

Definition of Ratings

Maybank IBG Research uses the following rating system

BUY Return is expected to be above 10% in the next 12 months (including dividends)
HOLD Return is expected to be between 0% to 10% in the next 12 months (including dividends)
SELL Return is expected to be below 0% in the next 12 months (including dividends)

Applicability of Ratings
The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only applicable

to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment ratings as we do
not actively follow developments in these companies.
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