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Record high quarterly sales
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Company Overview

SIA Engineering Company (SIAEC) is a maintenance, repair

& overhaul (MRO) company with a dominant market share

in Changi Airport’s Line Maintenance business. The Group

also has significant stakes in joint ventures that contribute

approximately half of the Group’s profits.

« Strongest quarterly sales in recent history with strong
contributions from FMP & Heavy Maintenance

« Margins declined due to higher subcontracting expense

« Joint Venture contributions continue to grow

« Maintain Buy with revised target price of S$4.84

What is the news?

SIAEC reported the strongest quarterly sales in recent
history of S$303mn, representing a 12.6% growth y-y.
However, operating profits at the company declined by 14%,
largely due to higher subcontracting and other operating
expenses. Profit contributions from its JVs, adj. (profits from
JVs, Associates & LTI dividends), increased by 24%y-y.

Fig.1. Results Summary
Income Statement

(Extract) 3QFY11 3QFY12 y-y (%) Comments

(S$'mn)

Revenue 2695 3034 12.6% Growthin FMP & AMCO
EBITDA 44.4 38.1 -14.2%

EBIT 345 28.4 -17.7% Higher subcon exp.

JVs, adj. 354 440 24.3%

Net Income 60.3 63.5 5.3% Inline with expectations

Source: Company, PSR
*JVs, adj. includes profits from JVs & Associates and LTI div.

How do we view this?

Margin pressures from higher subcontracting expense came
as a surprise and could be due to the company’s heavy
maintenance work overseas. Overall, the 5%y-y growth in
net profits to S$63.5mn in the quarter is in line with our
expectations.

Investment Actions?

Following the lower than expected margins for the quarter,
we trimmed our estimates for the year by 2.6%, but kept
subsequent forecasts largely unchanged. We maintained
our Buy recommendation on SIAEC with a revised target
price of S$4.84. At the current price, we estimate that the
stock offers a prospective yield of >7% over the next 12
months.
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Key Financial Summary
FYE 03/11 03/12F  03/13F  03/14F
Revenue (SGD mn) 1,107 1,157 1,188 1,200
Net Profit, adj. (SGD mn) 259 270 275 278
EPS, adj. (SGD) 0.24 0.24 0.25 0.25
P/E (X),adi. 15.1 14.5 14.4 14.4
BVPS (SGD) 1.19 1.15 1.13 1.17
P/B (X) 3.0 3.1 3.1 3.0
DPS (SGD) 0.30 0.26 0.21 0.21
Div. Yield (%) 8.5% 7.3% 5.9% 5.9%
Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
Valuation Method
DCF (WACC: 7.6%; terminal g: 2%)
Analyst
Derrick Heng
derrickhengch@phillip.com.sg
+65 6531 1221
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Heavy maintenance work leads revenue growth

SIAEC has a dominant presence in Changi Airport, where
flight traffic increased by >16%y-y in the quarter. However,
with outsourcing of some work to its JVs, Line maintenance
revenue probably stagnated. Hence, the source of the
record revenue booked for the quarter is likely due to Heavy
Maintenance work.

Fig.2. Flight traffic grew by >16% in the quarter
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Contributions from Associates & Joint Ventures

SIAEC's contribution from Associates grew by 38%y-y, while
performance from the Joint Ventures was stable. However,
their dividend contributions were slightly lower than
expected.

Fig.3. Associates contributions increased
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Cash levels lower than expected

We had expected cash levels to build up sequentially to
>S$500mn by the end of the year. However, cash levels
remained flattish in the quarter with higher receivables and
lower dividend contributions from JVs. We made
adjustments to our cash flow estimates, but still expect
SIAEC to pay a dividend at the end of FY12E (c.
20cents/shr).

Fig.4. Healthy Dividends with strong cashflows
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FYE Mar FY10 FY11 FY12F FY13F FY14F
Valuation Ratios

P/E (X), ad. 16.3 15.1 14.5 14.4 14.4

P/B (X) 3.0 3.0 3.1 3.1 3.0

EV/EBITDA (X), adj. 23.6 20.1 20.6 19.0 18.9

Dividend Yield (%) 5.1% 8.5% 7.3% 5.9% 5.9%
Per share data (SGD)

EPS, reported 0.22 0.24 0.25 0.25 0.25

EPS, adj. 0.22 0.24 0.24 0.25 0.25

DPS 0.18 0.30 0.26 0.21 0.21

BVPS 1.17 1.19 1.15 1.13 1.17

Growth & Margins (%)

Growth

Revenue -3.7% 10.0% 4.5% 2.7% 1.0%
EBITDA -4.0% 17.5% -2.4% 8.4% 0.7%
EBIT -1.9% 22.9% -3.4% 8.1% -1.1%
Net Income, adj. -9.4% 9.5% 4.4% 2.0% 1.0%
Margins

EBITDA margin 14.8% 15.8% 14.8% 15.6% 15.5%
EBIT margin 11.0% 12.3% 11.3% 11.9% 11.7%
Net Profit Margin 23.7% 23.6% 23.8% 23.6% 23.6%
Key Ratios

ROE (%) 18.9% 20.1% 21.0% 21.9% 21.6%
ROA (%) 15.4% 16.2% 16.7% 17.3% 17.2%
Net Debt/(Cash) (426) (580) (479) (436) (478)
Net Gearing (X) NetCash  NetCash  NetCash  NetCash  NetCash

Income Statement (SGD mn)

Revenue 1,006 1,107 1,157 1,188 1,200
EBITDA 149 175 171 185 186
Depreciation & Amortisation (39) (39) (40) (43) (46)
EBIT 110 136 131 142 140
Net Finance (Expense)/Income 1 1 2 1 1
Other items 6 2 0 0 0
Associates & JVs 145 157 175 173 178
Profit Before Tax 263 296 308 317 319
Taxation (24) (35) (32) (36) (35)
Profit After Tax 238 261 275 281 284
Non-controlling Interest 2 3 6 6 6
Net Income, reported 236 259 270 275 278
Net Income, adj. 236 259 270 275 278
Source: PSR
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FYE Mar FY10 FY11 FY12E FY13E FY14E
Balance Sheet (SGD mn)

PPE 315 319 311 321 328
Intangibles 17 25 38 40 42
Associates & Vs 471 399 423 439 455
Investments 15 15 15 15 15
Others 0 0 0 0 0
Total non-current assets 818 757 787 814 840
Inventories 49 53 59 69 69
Accounts Receivables 224 176 212 199 200
Investments 0 0 0 0 0
Cash 426 581 481 438 480
Others 44 54 65 65 65
Total current assets 743 864 817 770 814
Total Assets 1,561 1,622 1,604 1,585 1,654
Short term loans 0 2 2 2 2
Accounts Payables 217 235 257 245 247
Others 24 25 25 25 25
Total current liabilities 241 262 283 271 274
Long term loans 0 0 0 0 0
Others 28 31 31 31 31
Total non-current liabilities 28 31 31 31 31
Non-controlling interest 27 25 26 27 28
Shareholder Equity 1,265 1,303 1,263 1,255 1,321

Cashflow Statements (SGDmn)

CFO

PBT 263 296 308 317 319
Adjustments (99) (112) (137) (132) (133)
Cash from ops before WC changes 164 185 171 185 186
WC changes (40) 56 (32) (8) 1
Cash generated from ops 123 240 139 177 187
Taxes paid, net (13) (21) (32) (36) (35)
Interest paid 0) 0) 0 0 0
Cashflow from ops 110 219 107 141 152
CFI

CAPEX, net (54) (56) (45) (55) (55)
Dividends from associates & JVs 169 178 150 157 161
Dividends/Interest from Investments 1 1 2 1 1
Purchase/sale of investments 0 0 0 0 0
Investments in subs & associates 1) (1) 0 0 0
Others 0 0 0 0 0
Cashflow from investments 115 121 107 104 108
CFF

Share issuance 7 26 19 22 22
Purchase of treasury shares 0 0 0 0 0
Loans, net of repayments 1) 2 0 0 0
Dividends to minority interests 1) (2) (5) (5 5)
Dividends to shareholders & capital reduction (173) (207) (329) (305) (235)
Others 0 0 0 0 0
Cashflow from financing (168) (181) (314) (288) (217)
Net change in cash 58 160 (100) (43) 42
Effects of exchange rates 4) (4) 0 0 0
CCE, end 426 581 481 438 480
Source: PSR
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PSR Rating System
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Total Returns Recommendation Rating
> +20% Buy 1

+5% to +20% Accumulate 2

-5% to +5% Neutral 3

-5% to -20% Reduce 4
>-20% Sell 5
Remarks

We do not base our recommendations entirely on the above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our final
recommendation
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City
Tower, Singapore 179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of
Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to be bound by the terms
and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced, distributed or published
by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it,
and notify the sender immediately. Phillip Securities Research shall not be liable for any direct or consequential loss
arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources, which Phillip Securities Research
has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions
(collectively, the “Research”) contained in this publication are based on such information and are expressions of belief
of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this
information and no representation or warranty, express or implied, is made that such information or Research is
accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research
contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to
maintain or update the information or Research made available or to supply any corrections, updates or releases in
connection therewith. In no event will Phillip Securities Research or persons associated with or connected to Phillip
Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation
or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to
any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage
of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has
been advised of the possibility of such damages. You must make the final investment decision and accept all
responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or
other materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date
indicated and are subject to change at any time without prior notice.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This
publication should not be relied upon exclusively or as authoritative, without further being subject to the recipient’s own
independent verification and exercise of judgment. The fact that this publication has been made available constitutes
neither a recommendation to enter into a particular transaction, nor a representation that any product described in this
material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may
be described in this publication involve significant risks and may not be suitable for all investors, and that any decision
to enter into transactions involving such products should not be made, unless all such risks are understood and an
independent determination has been made that such transactions would be appropriate. Any discussion of the risks
contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete
discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any
decision to purchase any product mentioned in this research should take into account existing public information,
including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may
provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not
limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting
activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the preparation or issuance of this report, may have participated in or invested in transactions with the
issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business
from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
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preparation or issuance of this report, may have provided advice or investment services to such companies and
investments or related investments, as may be mentioned in this publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report may, from
time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other
compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars
and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign
currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price
or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
preparation or issuance of this report, may at any time engage in any of the above activities as set out above or
otherwise hold a interest, whether material or not, in respect of companies and investments or related investments,
which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research,
or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this
material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following
its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of
this material.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person
or entity in any jurisdiction or country where such distribution, publication, availability or use would be contrary to the
applicable law or regulation or which would subject Phillip Securities Research to any registration or licensing or other
requirement, or penalty for contravention of such requirements within such jurisdiction.

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on
Investment Products (FAA-NO1) do not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives,
financial situation or particular needs of any particular person. The products mentioned in this material may not be
suitable for all investors and a person receiving or reading this material should seek advice from a professional and
financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such
products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection
with, this document.

This report is only for the purpose of distribution in Singapore.
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