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• Unwarranted dip in share price  
• Near term revenue supported by strong order book 
• Positive outlook for their defence business  
• Maintain Buy recommendation with target price of S$3.76 
 
Dip in Share Price unwarranted 
Over the past few months, the share price of STE dipped by 14% from a peak of S$3.42 
(10

th
 Nov 10) to a low of S$2.93 (25

th
 May 11). From our analysis below, we concluded that 

STE’s outlook remains bright and this dip in its share price presents a buying opportunity 
for investors.  
 
Possible Reasons for the correction 
Market Risk. Perhaps, the stock price retreated in line with weak market sentiments that 
reflect a reduced risk appetite for equities as an asset class. STE is commonly described as 
a “defensive stock” that tends to do well in times of uncertainty. We do not think that this 
defensive trait has changed due to the unique blend of industry exposures across various 
business segments.  
 
Aviation Sector Exposure. High oil prices have resulted in a dip in the profits across 
commercial airlines worldwide and the outlook seems pretty challenging for STE’s airline 
customers. Obviously, being a key business segment for STE, a downturn in the aviation 
sector would certainly lead to a decline for MRO services. However, the key driver for the 
MRO business is aircraft utilization and not the profits of airlines. The airline industry 
continues to inject capacity and should lead to continued demand growth for MRO services.  
 
Trading at the low end of its historical multiples 
As the market recovers from a recession and transit into mid cycles, the return of risk 
appetite would mean that investors would likely be more willing to pay a higher valuation for 
the stock. However, STE’s current stock price is still trading at the lower end of its historical 
trading range (T12M P/E: 16.6X-22.8X). We opine that the prospects of further growth in 
earnings do not justify for such low valuations from the market.   
 
Valuation. We used a blended valuation model of DCF (COE: 7.9%, terminal g: 3.5%) & 
P/E (20X FY11E EPS) to arrive at our target price of S$3.76. After incorporating dividend 
forecast of 14.8cents, we expect total returns of 31.6% to our target price. At the current 
market price, STE trades at merely 16.4X FY11E EPS and certainly presents a buying 
opportunity.  
 
 
 

Conso' 

Ending

Profits 

SGD(mill)

EPS 

SGD ¢ 

DPS 

SGD ¢ 

BV 

SGD

ROE 

(%)

P/E 

(X)

Yield 

(%)

P/BV 

(X)

12/08 A 473.6 15.8 17.9 0.53 29.5% 15.0 5.2% 4.50

12/09 A 443.9 14.8 15.8 0.52 28.2% 22.0 4.7% 6.24

12/10 A 491.0 16.2 13.3 0.53 30.8% 21.1 4.4% 6.41

12/11 E 552.2 18.1 14.8 0.58 32.7% 16.4 5.1% 5.16

12/12 E 567.1 18.5 16.3 0.61 31.3% 16.0 5.6% 4.90  
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 Fig 1. Share Price vs T12M P/E cycle range 

Source: Bloomberg, PSR est.
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Earnings Yield above historical averages 
STE is often viewed as one of the best Income stock on the SGX, as the company usually 
pays out almost all of its earnings as dividends to shareholders. Hence, we believe that the 
earnings yield of the company is a meaningful comparison against other income 
instruments. In the figure below, we compared the 1 yr forward earnings yield of STE 
against the Singapore Government Securities (SGS) 10yr bond yield. In the previous full 
market cycle, STE’s earnings yield spread over SGS 10Y bond yield averaged 2.46%. And 
in the last two occasions when earnings yield spread reached current levels (>3.8%), STE 
rebounded strongly over the next few months (compare Fig. 1 and 2). Hence, we believe 
that STE is once again undervalued from the earnings yield perspective. 
 
Fig 2. STE Forward Earnings Yield vs SGS 10Y Bond Yield (%) 

Source: Bloomberg, PSR est.
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Contract wins 
STE is still winning contracts and has good order book visibility even till beyond 2015. For 
the first 5months of this year, STE announced contracts worth at least S$650mn. Notable 
ones include aviation contracts across Americas, Asia Pacific and Europe (S$320mn), a 
RORO shipbuilding contract by VT Halter Marine (S$185mn), satellite network 
infrastructure by iDirect (S$77mn) and the supply of Army Gunnery Tactical & Driving 
Simulation Systems to MINDEF (S$68mn). Approximately S$8bn of contracts in the order 
book can be accounted in the announcements made by the company. 
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Fig 3. Contract visibility to beyond 2015  

Source: Company, PSR est.
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*based on announced contract values 
 
Fig 4. Order book history 

Source: Company, PSR
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Singapore’s Defence business 
Singapore is faced with a demographic problem of having low birthrates. This inevitably 
leads to lower number of citizens that can perform national service in the military force, 
which is a job that cannot be outsourced to foreigners. Hence, Singapore’s defence force 
would need to leverage on technology to give them an edge in the battlefield. This would 
also lead to the need for continuous investments into new technology and equipment for 
the military. Furthermore, with a leaner workforce, engineering and maintenance tasks 
needs to be outsourced to the defence industry in order to free up the soldiers for their 
operational duties.  
 
Many governments worldwide are faced with the problem of budget constraints on defence 
spending due to their large budget deficit. However, Singapore is enjoying a period of 
strong economic growth and has ample reserves to fund its defence spending. In the 
Budget Statement announced earlier in the year, the MINDEF budgeted for a 5.4%y-y 
growth in total defence expenditure for FY2011, which includes S$11.5bn of military 
operating expenditure. Being a strategic partner of the MINDEF, we opine that STE will 
surely benefit from the growth in defence spending.  
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Annex A- Segmental Profitability trends   
   
Fig A1. Aerospace PBT margins (%)  Fig A2. Aerospace Revenue (S$’mn) 

Source: Company, PSR
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Source: Company, PSR
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Fig A3. Marine PBT margins (%)  Fig A4. Marine Revenue (S$’mn) 

Source: Company, PSR
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Source: Company, PSR
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Fig A5. Electronics PBT margins (%)  Fig A6. Electronics Revenue (S$’mn) 

Source: Company, PSR
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Source: Company, PSR
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Fig A7. Land Systems PBT margins (%)  Fig A8. Land Systems Revenue (S$’mn) 

Source: Company, PSR
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Financials 
Income Statement for FY ending        

31 Dec (SGD 'million)
2008A 2009A 2010A 2011E 2012E

Balance Sheet for FY ending                

31 Dec (SGD 'million)
2008A 2009A 2010A 2011E 2012E

Revenue 5,344.5 5,547.8 5,984.5 6,227.4 6,524.7 Property, plant and equipment 1,019.1 1,166.7 1,301.5 1,474.9 1,634.7 

EBITDA 681.9 713.7 751.1 787.5 815.1 Associates and JVs 263.1 273.4 281.2 285.5 290.1 

Depreciation (148.6) (151.0) (120.9) (116.7) (130.2) Investments 53.4 21.5 16.2 16.2 16.2 

Amortisation (10.2) (11.8) (11.1) (9.9) (9.8) Intangible assets 641.1 642.8 580.5 575.7 570.9 

EBIT 523.1 550.9 619.1 660.9 675.1 Investment properties 17.4 2.0 1.7 1.7 1.7 

Interest & Investment Income 21.4 12.9 20.5 31.1 32.3 Other non-current 159.7 188.0 169.7 169.7 169.7 

Finance Expense (42.7) (56.1) (56.2) (53.3) (53.3) Total non-current assets 2,153.8 2,294.3 2,350.8 2,523.6 2,683.3 

PBT ex-associates & JVs 501.8 507.7 583.4 638.7 654.1 

Results of associates & JVs 38.9 38.9 44.1 43.6 46.0 Stocks and w ork-in-progress 1,286.3 1,364.3 1,470.4 1,508.0 1,590.5 

PBT 540.7 546.6 627.5 682.3 700.1 Debtors 1,487.3 1,450.5 1,610.1 1,569.6 1,644.6

Taxation (51.9) (90.2) (122.6) (112.6) (115.5) Short-term investments 0.6 235.8 198.5 198.5 198.5

Net Profit 488.8 456.4 504.9 569.7 584.6 Bank balances and other liquid funds 818.9 1,513.6 1,591.7 1,651.4 1,529.0

Profits to MI 15.1 12.5 13.8 17.5 17.5 Other current assets 245.8 26.1 46.8 46.8 46.8

PATMI 473.6 443.9 491.0 552.2 567.1 Total current assets 3,839.0 4,590.3 4,917.5 4,974.3 5,009.3

Per share data (SG cents) 2008A 2009A 2010A 2011E 2012E Total assets 5,992.8 6,884.6 7,268.2 7,497.9 7,692.6

EPS, reported 15.8 14.8 16.2 18.1 18.5

EPS, diluted 15.7 14.7 16.1 18.0 18.4 Creditors and accruals 1,406.2 1,392.4 1,589.0 1,681.5 1,773.5

EPS, adj 15.7 14.7 16.1 18.0 18.4 Current loans 585.0 83.8 372.3 372.3 372.3

Dividend 17.9 15.8 13.3 14.8 16.3 Other current liabilities 1,847.8 3,114.1 2,956.1 2,920.5 2,863.5 

Book value 52.7 52.1 53.4 57.6 60.6 Total current liabilities 3,839.0 4,590.3 4,917.5 4,974.3 5,009.3

Tangible book value 38.8 33.7 33.6 31.3 30.7 

Free cashflow  to equity 28.0 42.4 15.9 18.7 50.1 Long term loans 289.2 1,349.4 969.2 969.2 969.2 

Growth and Margins (%) 2008A 2009A 2010A 2011E 2012E Other non-current liabilities 704.7 777.4 1,020.8 1,020.8 1,020.8 

Revenue grow th 5.81% 3.80% 7.87% 4.06% 4.77% Total non-current liabilities 993.9 2,126.8 1,990.1 1,990.1 1,990.1 

Gross profit grow th 2.47% -0.52% 9.85% 7.36% 2.28% Total liabilities 4,315.7 5,208.4 5,541.4 5,633.9 5,725.8 

EBIT grow th -12.71% 5.32% 12.37% 6.77% 2.15%

Net Income grow th -5.93% -6.27% 10.60% 12.46% 2.69% Equity attributable to shareholders 1,580.4 1,568.1 1,621.5 1,758.2 1,860.4 

Gross margin 21.63% 20.73% 21.11% 21.78% 21.26% Minority interests 96.7 108.1 105.3 105.8 106.4 

EBITDA margin 12.76% 12.86% 12.55% 12.65% 12.49% Total Equity 1,677.1 1,676.2 1,726.8 1,864.1 1,966.8 

EBIT margin 9.79% 9.93% 10.34% 10.61% 10.35%

Net Prof it Margin 9.15% 8.23% 8.44% 9.15% 8.96% Key ratios 2008A 2009A 2010A 2011E 2012E

Cashflow (SGD 'million) 2008A 2009A 2010A 2011E 2012E ROE (%) 29.5% 28.2% 30.8% 32.7% 31.3%

Profit before tax 540.7 546.6 627.5 682.3 700.1 ROA (%) 28.3% 27.2% 29.7% 31.7% 30.5%

Adjustments 174.3 195.2 147.7 105.2 115.0 Financial Leverage (X) 3.48 3.84 4.16 4.11 3.97

Operating profit before WC changes 715.0 741.8 775.2 787.5 815.1 

WC changes (153.7) 276.2 121.0 95.3 (65.4) Payout ratio 100.0% 90.4% 90.0% 90.0% 90.0%

Cash generated f rom operations 561.3 1,018.0 896.2 882.8 749.6 Effective tax rate (%) 9.6% 16.5% 19.5% 16.5% 16.5%

CFO 511.4 931.5 810.8 801.3 666.3 

Dividends from associates & JVs 42.2 44.5 24.2 39.2 41.4 Current ratio (x) 1.2 1.5 1.4 1.4 1.3

Dividends from investments 0.2 0.2 0.0 0.1 0.1 Average inventory days 112 113 114 113 113

Acquisitions (191.9) (68.0) (8.7) (5.0) (5.1) Average receivable days 93 97 93 92 92

Others (47.7) (460.3) (282.9) (290.0) (290.0) Average payable days 128 116 115 126 126

CFI (197.1) (483.6) (267.4) (255.7) (253.5)

Dividends paid to shareholders (535.7) (474.6) (402.2) (450.3) (499.6) Valuation 2008A 2009A 2010A 2011E 2012E

Dividends paid to minority shareholders (11.6) (13.0) (13.5) (17.0) (17.0) P/E (x) 15.0 22.0 21.1 16.4 16.0

Interest paid (42.2) (42.9) (58.7) (53.3) (53.3) Dividend yield (%) 5.16% 4.73% 4.36% 5.09% 5.59%

Others 46.4 549.6 59.3 34.8 34.8 P/FCFE 12.7 6.5 16.6 16.6 22.1

CFF (543.1) 19.2 (415.1) (485.8) (535.2) Price/Book(x) 4.5 6.2 6.4 5.2 4.9

Net increase in CCE (228.8) 467.1 128.3 59.7 (122.4) Price/NTA (x) 7.6 10.6 10.0 7.7 7.1

Exchange difference on CCE (4.8) (2.6) (50.3) 0.0 0.0 Enterprise Value (S$m) 6,931.3 9,467.7 9,939.8 8,558.3 8,726.1

CCE, end 1,049.1 1,513.6 1,591.7 1,651.4 1,529.0 

Source: Phillip Securities Research Pte Ltd  
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 Ratings History 

  
 Singapore Technologies Engineering Ltd 
  

Rating Date 
Closing 
price (S$) 

Fair    
value (S$) 

Remarks 

Buy 27 May 2011 2.97 3.76 Update 
Buy 12 May 2011 3.08 3.76 1QFY11 Results 
Buy 16 February 2011 3.15 3.76 Update 
Buy 16 February 2011 3.15 3.80 4QFY10 Results 
Buy 10 November 2010 3.47 3.88 3QFY10 Results 
Buy 21 September 2010 3.29 3.69 Update 
Buy 4 August 2010 3.26 3.64 2QFY10 Results 
Buy 15 July 2010 3.28 3.64 Initiation 
     
     
      

  
  TRADING BUY Share price may exceed 10% on the upside over the next 3 

months, however longer-term outlook remains uncertain 
  BUY >15% upside from the current price 
  HOLD                               -10% to 15% from the current price                                                          
  SELL >10% downside from the current price                            
  TRADING 
SELL 

Share price may exceed 10% on the downside over the next 3 
months, however longer-term outlook remains uncertain 

Phillip Research 
Stock Selection 

Systems  
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 reward 
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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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 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 
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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-
N01) 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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