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BUY Stay invested for the long-haul

Last Traded Price: $$3.22 (STI: 3,010.47) i o )

Price Target : 5$3.60 (12% upside) « 3Q15 net profit was up 10% y-o-y, in line with

expectations of a stronger 2H

Reasor? for Report : 3Q15 resglts . _ « Electronics and Aerospace divisions remain the key
Potential Catalyst: Better earnings execution, strong order wins, M&A growth drivers in near to medium term

Where we differ: More conservative on FY16/17 earnings

Analyst « Smart Nation initiatives in Singapore should provide

SuVro SARKAR +65 6682 3720  suvro@dbs.com a boost for ST Electronics in future

. Maintain BUY with TP of $$3.60
Result Summary Highlights
FY Dec (S$m) 3Q 3Q 2Q - yoy 904 3015 results in line
P&L ltems 2015 2014 2015 %chg % chg * 3Q15 net profit was up 10% y-o-y to S$132.5m, largely in
Turnover 1,500 1,553 1,545 (3.4) 2.9) line with expectations, and boosted by a stronger USD.
Gross Profit 319 333 333 (4.3) 4.2) Group revenues for 3Q15 came in at S$1.5bn, down 3% y-
Opg Profit 144 144 148 0.2 (2.8) o-y. Growth in profits before tax (PBT) was positive on a y-
EBITDA 207 196 208 53 (0.6) o-y basis for all segments except for Marine, which saw a
Net Profit 133 E 122 2 &6 51% plunge in PBT this quarter.
Other Data
Gross Margin (%) 213 215 215 Aerospace and Electronics performance was steady
Opg Margin (%) 9.6 9.2 9.6 + Revenue at the Aerospace division increased 7% y-o0-y to
MV (22 8.3 /8 8.1 S$506m, driven by healthy engines output, which was
Financial Summary partially offset by lower airframe MRO work, while PBT of
FY Dec (S5m) 2014A 2015F 2016F 2017F US$63.3m was unchanged fr.om 3Q14, due to lower
Revenue 6,539 6,345 6,194 6,155 margins from the slowdown in MRO work as well as
Operating Profit 156 143 148 144 provisions related to development of the B757 15-pallet P2F
EBITDA 835 852 861 883 programme. The Electronics segment did as well as
Net Pft (Pre Ex.) 532 531 536 545 expected, with revenues rising by 22% y-o-y and PBT rising
EPS (S cts) 17.1 17.0 17.2 17.5 5% y-0-y; all three Electronics sub-divisions recorded 15-
EPS Pre Ex. (S cts) 17-1 Ly . 72 30% jump in revenues y-o-y due to higher-value milestone
275 Gl (5) © 0 ! 2 completions on projects.
EPS Gth Pre Ex (%) 9) 0 1 2
NS (6 i) 15.0 15.0 15.0 15.0 Land Systems continues to face headwinds; Marine affected
BV Per Share (S cts) 68.4 70.4 72.6 75.1 by secular downturn
EE (Pﬁ Ex. () 1:2 1::3 1:; 1:2 e The Land Systems segmgnt saw a 10%. decline in revenues
EV/EBITDA (X) 115 113 111 108 y-0-y but a 9% increase in PBT due mainly to a more
Net Div Yield (%) 47 47 47 47 favourable sales mix. However PBT margins remain subdued
P/Book Value (X) 4.7 4.6 4.4 4.3 at ~6%, affected by recurring inventory obsolescence costs
Net Debt/Equity (X) CASH CASH CASH CASH arising from a prolonged slowdown in specialty vehicle
ROAE (%) 25.0 24.6 24.0 23.7 sales. The Marine Sector remains a drag, with revenues for
At A Glance the quarter down 39% y-o-y and PBT down 51% y-o-y,
Issued Capital (m shrs) 3,103 mainly due to lower revenue recognition at the Shipbuilding
gﬂr:t.Ass.pD(zi;q\//gffurg;m) 9’993/7'0752 and Shiprepair businesses from both local and US

ICB Industry : Industrials
ICB Sector: Aerospace & Defense

Principal Business: ST Engineering (STE) is an integrated
engineering group in the aerospace, electronics, land systems
and marine sectors. The company has over the years

diversified its businesses and geographies.
Source.: Company, DBS Bank, Bloomberg Finance L.P.

operations, in line with the downturn in the offshore oil &
gas industry and the traditional shipping market continuing
to be plagued by overcapacity.
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Outlook
Orderbook at decent levels
The group’s orderbook of $$12.2bn remains relatively stable,

and covers close to two years of revenue, securing decent
visibility going forward. However, order wins announced YTD
in 2015 have been slower than previous years, given that the
Marine and Land Systems have seen a relative dearth of order
wins so far this year.

Long-term growth initiatives pave the way forward in MRO.
The Aerospace division has been investing in the cabin

interiors and VIP completion businesses, which it sees as
growth segments, as compared to a more mature airframe
MRO space. It is also continuously enhancing its passenger-to-
freighter conversion capabilities to serve a broader market.

The Electronics division is positioned to capitalise on the Smart
Nation revolution in Singapore, with projects worth more than
S$1bn in the near future, according to our estimates. Further,
the launch of its TeLEOS-1 satellite this December will herald
in a new space-centered growth channel for the division,
which management expects to be an important part of the
company’s growth story going forward. We are also seeing
increased importance placed on robotics, such as in the
development of unmanned land, aerial and maritime
vehicles/carriers, and the group'’s foray into autonomous
vehicles via a partnership with the Singapore Ministry of
Transport and Sentosa Development Corporation to conduct
tests on self-driving shuttles for the leisure island.

In the near term, ‘comparable’ is the key word
Management expects the group to see comparable revenue in

FY15 compared to FY14, while PBT is expected to be lower
than in FY 14, largely due to low earnings at the Marine
division. The Aerospace and Land Systems divisions are

expected to see comparable revenues and PBT for FY15
compared to the previous year; the Electronics division is
expected to see higher revenues but comparable PBT in FY15;
the Marine division is expected to see both its revenues and
PBT at lower levels in FY15.

Valuation:

We believe the strength in the Electronics division will help to
offset weakness in Marine division over the next 2 years and
allow STE to report steady earnings and dividends in the near
term. Given the healthy orderbook of $$12.2bn, strong
balance sheet and dividend yield of 4.5%, we maintain our
BUY call on the counter. Share price should be supported by
upcoming final dividend. Our TP of $$3.60 is based on a
blended valuation framework (blend of price-earnings,
dividend yield and discounted cash flows) to factor both
earnings growth and cash-generative nature of the business.

Key Risks:

Declining defense budgets in the West. Austerity
programmes in Europe and planned US spending cuts create
the risk of delays to some defense programmes that STE may
be bidding for.

Commercial vehicle businesses face headwinds. The growth
of STE's commercial vehicle operations in China have been
affected by weak demand and high inventory levels. Its Brazil
operations have also been affected by withdrawal of
subsidies for purchases of construction equipment.

Slowdown in shipbuilding. Traditional shipping sector has
been plagued by overcapacity for some time now, and the
recent fall in oil prices also affects demand for offshore
vessels. Visibility on demand recovery is low at this point.
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Target Price & Ratings History

s

Closing

bate Price

1. 10Nov14 346 380 HOLD
2. 20Jan15 331 380 BUY
343 3. 02Mari5 340 380 BUY
4 14May15 359 380 BUY
323 5. 10Aug15 326 380 BUY
6. 17Aug15 317 380 BUY
303 7. 31Aug15 307 340 BUY
8  04Novi5 330 360 BUY
2.83
263 ' r
Nov-14 Mar-15 Jul-15

Note . Share price and Target price are adjusted for corporate actfons.

Source: DBS Bank
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DBS Bank recommendations are based an Absolute Total Return* Rating system, defined as follows:

STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame)
BUY (>15% total return over the next 12 months for small caps, >10% for large caps)

HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps)

FULLY VALUED (negative total return i.e. >-10% over the next 12 months)

SELL (negative total return of > -20% over the next 3 months, with identifiable catalysts within this time frame)

Share price appreciation + dividends

GENERAL DISCLOSURE/DISCLAIMER

This report is prepared by DBS Bank Ltd. This report is solely intended for the clients of DBS Bank Ltd and DBS Vickers Securities (Singapore) Pte
Ltd, its respective connected and associated corporations and affiliates (collectively, the “DBS Vickers Group”) only and no part of this document
may be (i) copied, photocopied or duplicated in any form or by any means or (ii) redistributed without the prior written consent of DBS Bank Ltd.

The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS
Bank Ltd., its respective connected and associated corporations, affiliates and their respective directors, officers, employees and agents
(collectively, the “DBS Group”)) do not make any representation or warranty as to its accuracy, completeness or correctness. Opinions expressed
are subject to change without notice. This document is prepared for general circulation. Any recommendation contained in this document does
not have regard to the specific investment objectives, financial situation and the particular needs of any specific addressee. This document is for
the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should obtain
separate independent legal or financial advice. The DBS Group accepts no liability whatsoever for any direct, indirect and/or consequential loss
(including any claims for loss of profit) arising from any use of and/or reliance upon this document and/or further communication given in
relation to this document This document is not to be construed as an offer or a solicitation of an offer to buy or sell any securities. The DBS
Group, along with its affiliates and/or persons associated with any of them may from time to time have interests in the securities mentioned in
this document. The DBS Group may have positions in, and may effect transactions in securities mentioned herein and may also perform or seek
to perform broking, investment banking and other banking services for these companies.

Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and there
can be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk
assessments. The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or
condensed and it may not contain all material information concerning the company (or companies) referred to in this report.

The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and
assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on
which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from
actual results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE
RELIED UPON as a representation and/or warranty by the DBS Group (and/or any persons associated with the aforesaid entities), that:

(@) such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and
(b) there is any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk
assessments stated therein.

Any assumptions made in this report that refers to commodities, are for the purposes of making forecasts for the company (or companies)
mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating to
the commodity referred to in this report.

DBS Vickers Securities (USA) Inc ("DBSVUSA")"), a U.S.-registered broker-dealer, does not have its own investment banking or research
department, nor has it participated in any investment banking transaction as a manager or co-manager in the past twelve months.

ANALYST CERTIFICATION

The research analyst primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies
and their securities expressed in this report accurately reflect his/her personal views. The analyst also certifies that no part of his/her
compensation was, is, or will be, directly, or indirectly, related to specific recommendations or views expressed in this report. As of the date the
report is published, the analyst and his/her spouse and/or relatives who are financially dependent on the analyst, do not hold interests in the
securities recommended in this report (“interest” includes direct or indirect ownership of securities).

COMPANY-SPECIFIC / REGULATORY DISCLOSURES

1. DBS Bank Ltd., DBS Vickers Securities (Singapore) Pte Ltd (“DBSVS"), their subsidiaries and/or other affiliates have a proprietary
position in the ST Engineering recommended in this report as of 30 Sep 2015.
2. DBS Bank Ltd., DBSVS, DBSVUSA, their subsidiaries and/or other affiliates do not beneficially own a total of 1% of any class of

common equity securities of the company mentioned as of 30 Sep 2015.

3. Compensation for investment banking services:
DBS Bank Ltd., DBSVS, DBSVUSA, their subsidiaries and/or other affiliates did not receive compensation, within the past 12
months, and within the next 3 months may receive or intends to seek compensation for investment banking services from the
company mentioned.
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DBSVUSA does not have its own investment banking or research department, nor has it participated in any investment banking
transaction as a manager or co-manager in the past twelve months. Any US persons wishing to obtain further information,
including any clarification on disclosures in this disclaimer, or to effect a transaction in any security discussed in this document
should contact DBSVUSA exclusively.

RESTRICTIONS ON DISTRIBUTION

General

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.

Australia

This report is being distributed in Australia by DBS Bank Ltd. (“DBS") or DBS Vickers Securities (Singapore) Pte Ltd
("DBSVS"), both of which are exempted from the requirement to hold an Australian Financial Services Licence under the
Corporation Act 2001 (“CA") in respect of financial services provided to the recipients. Both DBS and DBSVS are regulated
by the Monetary Authority of Singapore under the laws of Singapore, which differ from Australian laws. Distribution of this
report is intended only for “wholesale investors” within the meaning of the CA.

Hong Kong

This report is being distributed in Hong Kong by DBS Vickers (Hong Kong) Limited which is licensed and regulated by the
Hong Kong Securities and Futures Commission.

Indonesia

This report is being distributed in Indonesia by PT DBS Vickers Securities Indonesia.

Malaysia

This report is distributed in Malaysia by AllianceDBS Research Sdn Bhd (" ADBSR"). Recipients of this report, received from
ADBSR are to contact the undersigned at 603-2604 3333 in respect of any matters arising from or in connection with this
report. In addition to the General Disclosure/Disclaimer found at the preceding page, recipients of this report are advised
that ADBSR (the preparer of this report), its holding company Alliance Investment Bank Berhad, their respective connected
and associated corporations, affiliates, their directors, officers, employees, agents and parties related or associated with any
of them may have positions in, and may effect transactions in the securities mentioned herein and may also perform or seek
to perform broking, investment banking/corporate advisory and other services for the subject companies. They may also
have received compensation and/or seek to obtain compensation for broking, investment banking/corporate advisory and
other services from the subject companies.

.
Lt
/

Wong Ming Tek, Executive Director, ADBSR

Singapore

This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E) or DBSVS (Company Regn No.
198600294G), both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the
Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial
Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert
Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the report to such persons
only to the extent required by law. Singapore recipients should contact DBS Bank Ltd at 6327 2288 for matters arising
from, or in connection with the report.

Thailand

This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd. Research reports distributed are only
intended for institutional clients only and no other person may act upon it.

United
Kingdom

This report is being distributed in the UK by DBS Vickers Securities (UK) Ltd, who 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.

Dubai

This research report is being distributed in The Dubai International Financial Centre (“DIFC") by DBS Bank Ltd., (DIFC Branch)
having its office at PO Box 506538, 3" Floor, Building 3, East Wing, Gate Precinct, Dubai International Financial Centre
(DIFC), Dubai, United Arab Emirates. DBS Bank Ltd., (DIFC Branch) is regulated by The Dubai Financial Services Authority.
This research report is intended only for professional clients (as defined in the DFSA rulebook) and no other person may act
upon it.

United States

Neither this report nor any copy hereof may be taken or distributed into the United States or to any U.S. person except in
compliance with any applicable U.S. laws and regulations. It is being distributed in the United States by DBSVUSA, which
accepts responsibility for its contents. Any U.S. person receiving this report who wishes to effect transactions in any
securities referred to herein should contact DBSVUSA directly and not its affiliate.

Other
jurisdictions

In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified,
professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions.

DBS Bank Ltd.
12 Marina Boulevard, Marina Bay Financial Centre Tower 3
Singapore 018982
Tel. 65-6878 8888
Company Regn. No. 196800306E
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