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COMPANY RESULTS  BUY 
(Maintained) 
Share Price S$4.06 
Target Price S$4.40 
Upside +8.5% 
(Previous TP S$4.60) 

COMPANY DESCRIPTION 
A global technology, defence and engineering 
group with a diverse portfolio of businesses 
across the aerospace, smart city, defence and 
public security segments. 

STOCK DATA 
GICS sector Industrials
Bloomberg ticker: STE SP
Shares issued (m): 3,116.3
Market cap (S$ m): 12,652.2
Market cap (US$m): 9,225.8
3-mth avg daily t'over (US$m): 14.0

Price Performance (%) 
52-week high/low S$ 4.17/S$ 3.66

1mth 3mth 6mth 1yr YTD
(1.0) 2.0 5.2 (0.5) 8.0

Major Shareholders %
Temasek Hldgs 51.7

FY22 NAV/Share (S$ ) 0.73
FY22 Net Debt/Share (S$ ) 1.64
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Singapore Technologies Engineering (STE SP) 
 

1H22: Core Profit Missed; Looking Forward To A Better 2H 
STE’s 1H22 headline net profit of S$280m was helped by a number of one-off items. 
1H22 core net profit of S$202m was a miss, at 38% of our full-year forecast. 2H22 core 
performance should improve from 1H22, driven by the continued recovery of the CA 
segment and potential higher project delivery by the DPS segment. Cost pressure would 
weigh on STE’s core profitability in the medium term. We cut 2022-24 core net profit 
forecasts by 7.4-9.6%. Maintain BUY with a lower target price of S$4.40.    

RESULTS 
• 1H22 headline net profit helped by one-off items. Singapore Technologies Engineering’s 

(STE) 1H22 reported net profit of S$280m (-5.5% yoy) was overall positively affected by a 
number of one-off items, with some major ones being: a) a S$72m pension restructuring gain 
(pre-tax), b) favourable fair value changes on corporate venture investments and divestment 
gains on associates and property, plant and equipment (PPE) totalling S$22.3m, c) S$13.4m 
gain from disposal of subsidiaries, and d) transaction costs and integration expenses of 
S$21m (pre-tax) related to TransCore (acquisition completed in Mar 22).   

• Core performance below expectations. Excluding all one-off gains/expenses, STE’s core 
net profit of S$202m (by our estimate) came in below expectations, at 38%/35% of 
our/consensus 2022 full-year projection. 1H22 was almost free of government support (only 
a minor S$0.5m in 1H22 vs S$125m in 1H21). On a yoy basis, core net profit (excluding 
government grants) rose 38.7% on the back of significant profitability recovery in the 
Commercial Aerospace (CA) segment, higher contribution from Defence & Public Security 
(DPS) segment, offset by weaker performance in the Urban Solutions & Satcom (USS) 
segment. Group revenue rose 17% yoy to S$4.27b in 1H22 (1H21: S$3.65b). 

• Strong CA performance... CA revenue rose 23.6% yoy to S$1.40b in 1H22 (1H21: 
S$1.14b), driven by increased Maintenance Repair and Overhaul (MRO) service volume and 
higher nacelle delivery as the CA segment continues to recover. Excluding the one-off 
pension restructuring gain, CA operating profit stood at S$103m in 1H22, which exceeded 
our expectations at 88% of our full-year projection. The outperformance was due to the 
faster-than-expected recovery in operating margin (1H22: 7.3%), which was in turn driven by 
business volume recovery coupled with a favourable operating margin. 

• …offset by weakness in USS. USS revenue rose 43.5% yoy to S$0.76b in 1H22 (1H21: 
S$0.53b), driven by fresh contribution from TransCore but partly offset by lower revenue 
contribution from STE’s satcom business. Excluding one-off transaction and integration 
expenses related to TransCore, USS operating profit was S$11m in 1H22, significantly below 
our expectations at only 11% of our full-year forecast. According to management, the group’s 
satcom and IoT businesses were adversely impacted by the global chip shortage. 

 
KEY FINANCIALS 
Year to 31 Dec (S$m) 2020 2021 2022F 2023F 2024F
Net turnover  7,158 7,693 9,412 9,996 10,400
EBITDA  949 1,044 1,234.4 1,320.4 1,385.0
Operating profit  570 646 741 792 846
Net profit (reported)  522 571 541 568 603
Core net profit 182 321 476 568 603
EPS (S$ cent) 17.1 16.8 15.2 18.1 19.2
Core PE (x) 70.1 39.6 26.7 22.4 21.1
P/B (x) 5.5 5.2 5.6 5.4 5.2
EV/EBITDA (x) 14.5 13.1 14.2 13.4 12.7
Dividend yield (%) 3.7 3.7 3.9 3.9 3.9
Net margin (%) 7.3 7.4 5.8 5.7 5.8
Net debt/(cash) to equity (%) 29.7 26.8 180.2 182.2 170.3
ROE (%) 23.1 24.3 23.1 24.7 25.2
Consensus net profit  - - 575 661 720
UOBKH/Consensus (x)  - - 0.83 0.86 0.84
Source: STE, Bloomberg, UOB Kay Hian 
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• DPS profitability weighed by cost pressure. DPS revenue rose 6.1% yoy to S$2.11b in 
1H22 (1H21: S$1.99b), driven by higher contribution from Land Systems, Digital Systems & 
Cyber and Defence Aerospace subsegments but partly offset by slightly lower contribution 
from the Marine subsegment. DPS operating profit of S$214m (+2.3% yoy) was below our 
expectations at 38% of our full-year forecast. We believe the miss was attributable to: a) 
timing of project delivery (we expect higher project delivery in 2H22), and b) lower-than-
expected operating margin (9.3% in 1H22 vs our 2022 projection of 10.8%) due to cost 
pressures related to supply chain disruption and higher energy costs. 

• Net gearing elevated post the TransCore acquisition. Net gearing (excluding lease 
liabilities) stood at 194% at end-1H22 by our estimate vs 27% at end-21, due to the debt 
financing for the acquisition of TransCore (acquisition completed in Mar 22). According to 
management, 55% of the borrowings are based on fixed interest rates. Rising interest cost 
pressure for the floating portion has been duly reflected by our financial projection (we 
forecast interest expenses of S$112m-142m in 2022-24, vs S$45m in 2021).  

• Second interim dividend of 4 S cents. In line with the group’s guided policy, STE declared 
a second interim dividend of 4 S cents per share, payable on 2 Sep 22.  

STOCK IMPACT 
• Record-high orderbook of S$22.2b. STE’s orderbook rose further to S$22.2b at end-1H22 

(end-1Q22: S$21.3b, end-2021: S$19.3b). STE won S$3.1b worth of contracts in 2Q22 
(1Q22: S$2.4b), comprising S$1.2b contracts for CA, S$0.4b for USS and S$1.4b for DPS. 
We expect STE’s revenue growth to be underpinned by its strong orderbook in the medium 
term. 

• Expecting better core performance in 2H22. We expect STE’s core profitability to improve 
in 2H22, driven by: a) continued recovery in the CA (STE plans increase nacelle production to 
53 sets per month by end-22 vs an average of 48 sets in 1H22), and b) expected higher 
project delivery by the DPS segment. STE guided to deliver S$4.6b worth of projects from its 
orderbook in 2H22; this is S$1b higher compared with its project delivery guidance for 2H21 a 
year ago. 

• Some margin pressure likely in the near-medium term. While we expect STE’s core 
profitability to improve going forward driven by the CA business recovery/growth across all 
three segments, we note that supply chain issue and inflationary pressure would continue to 
weigh on STE’s margins. Management guided that the group would also continue to incur 
integration costs of S$10-20m p.a. in the next two years, related to the post-acquisition 
integration of TransCore.  

EARNINGS REVISION/RISKS 
• Lower 2022-24 core net profit forecasts by 7.4-9.6%. The cuts were mainly due to lower 

profit forecasts for USS (due to integration costs of TransCore) and DPS (lowered margin 
assumptions due to inflation pressure), partly offset by higher profit forecast for CA (raised 
steady-state margin assumptions). 

EARNINGS FORECAST UPDATE 
------------------ Old ------------------ ------------------ New ------------------ --------------- Change --------------- 

S$m FY22F FY23F FY24F FY22F FY23F FY24F FY22F FY23F FY24F 
Core EBIT 729 866 920 678 792 846 -6.9% -8.5% -8.0% 
- CA 117 221 256 221 253 286 +89.9% +14.3% +11.8% 
- USS 100 123 133 43 89 93 -57.3% -27.3% -30.2% 
- DPS 512 522 531 437 450 468 -14.7% -13.8% -12.0% 
Core net profit 526 614 651 476 568 603 -9.6% -7.4% -7.4% 
Reported net profit 526 614 651 541 568 603 +2.9% -7.4% -7.4% 

Source: UOB Kay Hian 

• Risks include negative margin surprises due to project cost overrun and failure to pass down 
inflationary cost pressure.  

VALUATION/RECOMMENDATION 
• Maintain BUY with a lower DCF-based target price of S$4.40. STE’s current price of 

S$4.06 implies 2023F core PE 22.4x, or 0.6SD above its historical mean of 21.3x.  

SHARE PRICE CATALYST 
• Core profitability growth on CA business recovery/growth and higher DPS project deliveries. 

 

SUMMARY OF 1H22 RESULTS 

Year to 31 Dec (S$m) 1H22 1H21
yoy %

chg

prev.
FY22 
proj.

1H22 as % 
of prev. 

FY22 proj.

Revenue 4,270 3,651 +17.0 9,557 44.7%

  - CA 1,404 1,136 +23.6 2,950 47.6%

  - USS 757 528 +43.5 1,864 40.6%

  - DPS 2,108 1,987 +6.1 4,743 44.5%

Core EBIT 287 323 -11.2 729 39.4%

  - CA 103 4 +27x 117 88.3%

  - USS 11 13 -11.5 100 11.3%

  - DPS 195 191 +2.3 512 38.1%

Headline net profit 280 296 -5.4 526 53.2%

Core net profit 202 145 +38.7 526 38.3%

Core EBIT margin (%) 6.7 8.9 -2.1ppt 7.6

  - CA 7.3 0.3 +7.0ppt 3.9

  - USS 1.5 2.4 -0.9ppt 5.4

  - DPS 9.3 9.6 -0.3ppt 10.8

Core net profit margin 4.7 4.0 +0.7ppt 5.5  
* Core figures exclude government grants and other one-off items 
Source: STE, UOB Kay Hian 
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CONTRACT WINS 
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PROFIT & LOSS     
Year to 31 Dec (S$m) 2021 2022F 2023F 2024F

Net turnover 7,692.9 9,411.9 9,995.8 10,400.0

EBITDA 1,044.0 1,234.4 1,320.4 1,385.0

Deprec. & amort. 398.1 493.6 528.3 538.5

EBIT 645.9 740.8 792.1 846.5

Total other non-operating income 11.7 13.4 0.0 0.0

Associate contributions 16.0 22.0 30.0 39.0

Net interest income/(expense) (36.0) (107.3) (125.8) (137.5)

Pre-tax profit 637.6 668.8 696.2 748.0

Tax (70.6) (122.9) (113.3) (120.5)

Minorities 3.6 (4.7) (14.7) (24.7)

Net profit 570.5 541.2 568.3 602.7

Net profit (adj.) 321.4 475.5 568.3 602.7
 

BALANCE SHEET    
Year to 31 Dec (S$m) 2021 2022F 2023F 2024F

Fixed assets 2,352.4 2,458.9 2,514.6 2,572.5

Other LT assets 2,806.8 6,446.1 6,386.2 6,326.4

Cash/ST investment 453.8 730.6 815.9 679.4

Other current assets 4,902.7 4,837.5 4,970.9 5,138.5

Total assets 10,515.7 14,473.1 14,687.7 14,716.8

ST debt 559.9 574.5 574.5 574.5

Other current liabilities 4,119.8 4,218.8 4,395.6 4,512.0

LT debt 1,555.3 5,255.9 5,225.5 5,025.5

Other LT liabilities 1,612.5 1,911.3 1,911.3 1,911.3

Shareholders' equity 2,412.8 2,269.0 2,339.0 2,443.6

Minority interest 255.5 243.6 241.8 249.9

Total liabilities & equity 10,515.7 14,473.1 14,687.7 14,716.8
 

CASH FLOW     
Year to 31 Dec (S$m) 2021 2022F 2023F 2024F

Operating 1,114.3 1,129.8 967.4 1,269.5

Pre-tax profit 637.6 668.8 696.2 748.0

Tax (112.4) (122.9) (113.3) (120.5)

Deprec. & amort. 398.1 493.6 528.3 538.5

Associates (16.0) (22.0) (30.0) (39.0)

Working capital changes 137.5 0.0 (244.7) 0.0

Other operating cashflows 69.6 112.3 130.8 142.5

Investing (413.7) (4,044.9) (421.7) (424.9)

Capex (maintenance) (428.8) (433.2) (451.7) (463.9)

Investments (7.3) (3,633.6) 0.0 0.0

Others 22.5 22.0 30.0 39.0

Financing (615.0) 2,778.5 (748.5) (929.8)

Dividend payments (467.9) (685.0) (498.2) (498.2)

Proceeds from borrowings 900.7 3,665.0 0.0 0.0

Loan repayment (877.0) 0.0 (30.4) (200.0)

Others/interest paid (170.9) (201.5) (220.0) (231.7)

Net cash inflow (outflow) 85.6 (136.5) (202.8) (85.3)

Beginning cash & cash equivalent 729.5 815.9 679.4 476.5

Changes due to forex impact 0.9 0.0 0.0 0.0

Ending cash & cash equivalent 815.9 679.4 476.5 391.2
 

KEY METRICS    
Year to 31 Dec (%) 2021 2022F 2023F 2024F

Profitability  
EBITDA margin 13.6 13.1 13.2 13.3

Pre-tax margin 8.3 7.1 7.0 7.2

Net margin 7.4 5.8 5.7 5.8

ROA 5.6 4.3 3.9 4.1

ROE 24.3 23.1 24.7 25.2

  
Growth  
Turnover 7.5 22.3 6.2 4.0

EBITDA 10.1 18.2 7.0 4.9

Pre-tax profit 19.3 4.9 4.1 7.4

Net profit (reported) 9.3 (5.1) 5.0 6.1

Core net profit 77.0 48.0 19.5 6.1

EPS 77.0 48.1 19.5 6.1

  
Leverage  
Debt to total capital 44.2 69.9 69.2 67.5

Debt to equity 79.3 232.0 224.7 207.9

Net debt/(cash) to equity 26.8 180.2 182.2 170.3

Interest cover (x) 29.0 11.7 10.7 10.2
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

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

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
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 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 

 
 
Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.  
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