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independent auditors’ report

Members of the Company
Singapore Technologies Engineering Ltd

Report on the audit of the financial statements
Opinion

We have audited the accompanying financial statements of Singapore Technologies
Engineering Ltd (the Company) and its subsidiaries (the Group), which comprise the balance
sheets of the Group and the Company as at 31 December 2019, the consolidated statement of
changes in equity, the consclidated income statement, the consolidated statement of
comprehensive income and the consolidated statement of cash flows of the Group for the year
then ended, and notes to the financial statements, inciuding a summary of significant
accounting policies, as set out on pages 18 to 127.

in our opinion, the accompanying consolidated financial statements of the Group and the balance
sheet of the Company are properly drawn up in accordance with the provisions of the Singapore
Companies Act, Chapter 50 (the Act) and Singapore Financial Reporting Standards
(International) (SFRS(l)s) so as to give a true and fair view of the financial position of the Group
and Company as at 31 December 2019, and changes in equity, financial performance and cash
flows of the Group for the year ended on thatdate.

Basis for opinion

We conducted our audit in accordance with Singapore Standards on Auditing (SSAs). Cur
responsibilities under those standards are further described in the ‘Audifor's responsibilities for
the audit of the financial statements’ section of our report. We are independent of the Group in
accordance with the Accounting and Corporate Regulatory Authority Code of Professional
Conduct and Ethics for Public Accountants and Accounting Entities {ACRA Code) together with
the ethical requirements that are relevant to our audit of the financial statemenis in Singapore,
and we have fulfilled our other ethical responsibilities in accordance with these requirements
and the ACRA Code. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Key audit matters
Key audit matters are those matters that, in our professional judgement, were of most significance
in our audit of the financial statements of the current period. These matters were addressed in

the context of our audit of the financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.
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Singapore Technologies Engineering Lid and its Subsidiaries

independent auditors’ report
Year ended 31 December 2019

THE KEY AUDIT MATTER

HOW WAS THE MATTER ADDRESSED IN OUR
AUDIT

Acquisition of businesses

During the vear the Group compléeted two
significant business acquisitions in the
United States and Belgium, requiring the
purchase price to be allocated to the fair
value of the identifiable assets (inciuding
intangible assets) acquired and liabilities
assumead. Total intangible assets acquired
from these two businesses was S$877

million, which includes goodwili on
acquisition of S$311 million.
There is judgement and inherent

uncertainty involved in estimating the fair
value of each identifiable asset acquired
and liability assumed.

Our procedures included, among others:

s We reviewed the purchase price allocation
(PPA) prepared by management by comparing
the methodologies and key assumptions used
in deriving the allocated values of the
components of the purchase price to generally
accepted market practices and market data;

e We considered the objectivity, independence
and competency of external specialists, and
the scope of their engagement; and

e We assessed the adequacy of disclosures in
describing the areas of judgement in estimating
the uncertainty on the amounts recognised.

Findings:
We found that the PPA exercises have been

performed in accordance with SFRS(1) 3 Business
Combinations. Material intangible assets acquired

in the business combination, including the
identification  of  previously  non-recorded
intangible assets, has bheen appropriately
identified. - :

We found the key assumptions applied in the PPA
exercises in arriving at the fair values of the assets
acquired and liabilities assumed to be within a
reasonable range of our expectations, and the
valuation methods used, including the key inputs,
are in line with generally accepted market
practices and within the range of market data,

We found the disclosures of these acquisitions to
be appropriate.
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THE KEY AUDIT MATTER

HOW WAS THE MATTER ADDRESSED IN OUR
AUDIT

Impairment of non-financial assets, inclu

ding goodwill and other intangible assels

Goodwill and intangible assets form 21% of
the Group's total assets.

The Group uses the discounted cash flow
(DCF) techniqgue to determine the
recoverable amounts of each cash-
generating unit (CGU).

There is a risk of impairment of a certain
CGU in the United States which is
operating in a challenging business
environment. This increases the level of
judgement and estimation uncertainties
within management’s cash flow forecast.

Our procedures included, among others:

e \We evaluated the identification of CGUs within
the Group against the requirements of the |
accounting standards.

We reviewed the basis and methodology
adopted to arrive at the recoverable amounts of
the CGUs.

We assessed the key assumptions used in the
cash flow projections, namely sales growth
rates, earnings before interest, depreciation
and amortisation (EBIDA) growth rates,
discount rates, terminal growth rates by
comparing the Group's assumptions to
externally derived data where available.

We reviewed the historical accuracy of the
Group's estimates in the previous periods,
identified and analysed changes in the
assumptions from prior periods, focusing
particufarly on those CGUs operating in
challenging business environment.

We have also assessed the adequacy of
related disclosures in Note C3 to the financial
statemenis.

Findings:

We found that the assumptions and resulting
estimates used in the DCF projections for all the
CGUs were within acceptable range.

There was a CGU in the United States with growth
estimates that exceeded historical performance
as it includes potential growth opportunities the
CGU is pursuing. In this instance, we have re-
computed the recoverable amount using reduced
growth estimates and we agree with management
that no impairment charge is required for this
CGu.

Overall, the results of our evaluation of the
Group’s impairment charge are consistent with
management’s assessment.

We found the Group's disclosure provides
sufficient details on the sensitivity of the
impairment assessment to variations in key
assumptions.
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independent auditors’ report
Year ended 31 December 2019

THE KEY AUDIT MATTER

HOWWAS THEMATTER ADDRESSED INOUR
AUDIT

Revenue recognition

In accordance with SFRS(l) 15 Revenue
from Contracts with Customers, the analysis
of whether the contracts comprise one or
more performance cbligations, determination
of whether variable consideration are
allocated to one or more performance
obligations, and whether the performance
obligations are satisfied over time or at a
point in time are areas requiring critical
judgement and estimates by the Group.

The Group's three largest revenue streams
are derived from the sale of goods, rendering
of services and long-term contract revenues.

Some of these revenus sireams have
contracts that are accounted for based on the
stage of completion of performance
obligations of each individual contract. The
amount of revenue and profit recognised is
dependent on management's assessment
on the stage of completion of each
performance obligation and the forecast cost
profile of each long-terrn contract. As long-
term contracts can extend over multiple
years, changes in conditiocns and
circumstances over time can result in
changes in the nature or extent of project cost
incurred. '

Judgement is applied in determining each
performance obligation within a contract and
in forecasting the costs to be incurred, the
overall margins of these performance
obligations and assessment of the stage of
completion of each performance obligation.
Such estimates are inherently judgemental.

Our procedures included, amongst others:

e We reviewed the contractual terms and work
status of the customer contracts and verified
that revenue is recognised according to the
stage of completion of each performance
obligation.

= We tested the controls designed and applied
by the Group to ensure that the estimates
used in assessing revenue and costs are
appropriate. The controls tested include,
amongst others, controls over the preparation
and authorisation of project evaluation,
approval of revenue calculated and project
budgets, and accuracy and completeness
over manpower and labour rates computed.

®# Ve selected a sample of contracts for testing
based on a number of qualitative and
guantitative factors, such as contracts with
significant deterioration in  margin, those
contracts with variations, claims and other
factors which indicated that a greater level of
judgement is required in the estimates
developed for current and forecast contract
performance.

®» For each selected contract, we assessed the
appropriateness of estimates used in the
forecasts and whether the estimates showed
any evidence of management bias.

2 WWe evaluated the revenue recoghnition policies
of the Group for the different revenue streams
o ensure revenue is recoghised appropriately.

Findings:

We found the basis over identification of
performance obligations and the revenue
racognised based on the stage of completion of
each performance obligation to be fair.

- 13 -



Singapore Technologies Engineering Ltd and its Subsidiaries
Independent auditors’ report
Year ended 31 December 2018

Other information

Management is responsible for the other information contained in the annual report. Other information
is defined as all information in the annual report other than the financial statements and our auditors’
report thereon.

We have obtained all other information prior to the date of this auditors’ report except for Shareholding
Statistics which is expected to be made available to us after that date.

Our opinion on the financial statements does not cover the other information and we do not and will
not express any form of assurance conclusion thereon.

in connection with our audit of the financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materiaily
inconsistent with the financial statements or our knowledge obtained in the audit or otherwise appears
to be materially misstated.

If, based on the work we have performed on the other information that we cbtained prior to the date
of this auditors’ report, we conclude that there is a material misstatement of this other information,
we are required to report that fact. We have nothing to report in this regard.

When we read Shareholding Statistics, if we conclude that there is a material misstatement therein,
we are required to communicate the matter to those charged with governance and take appropriate
actions in accordance with SSAs. '

Responsibilities of management and directors for the financial statements

Management is responsible for the preparation of financial statements that give a true and fair view
in accordance with the provisions of the Act and SFRS(l}s, and for devising and mainfaining a system
of internal accounting controls sufficient to provide a reasonable assurance that asseis are
safeguarded against loss from unauthorised use or disposition; and transactions are properly
authorised and that they are recorded as necessary to permit the preparation of true and fair financial
statements and to maintain accountability of assets.

In preparing the financial statements, management is responsible for assessing the Group's ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to fiquidate the Group or
to cease operations, or has no realistic alternative but to do so. '

The directors’ responsibilities include overseeing the Group’s financial reporting process.
Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with SSAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in
the aggregate, they could reasonably be expected to influence the economic decisions of users taken
on the basis of these financial statements.
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As part of an audit in accordance with SSAs, we exercise professional judgement and maintain
professional scepticism throughout the audit. We also:

= [dentify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal controls.

»  Obtain an understanding of internal controls relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group’s internal controls.

° Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

=  Conclude on the appropriateness of management's use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Group's ability to continue
as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditors’ report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion. Qur conclusions are based on the audit
evidence obtained up to the date of our auditors’ report. However, future events or conditions
may cause the Group to cease to continue as a going concern.

o Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statements represent the underlying transactlons and
events in a mannerthat achieves fair presentation. -

=  Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group
audit. We remain solely responsible for our audit opinion.

We communicate with the directors regarding, among other matters, the planned scope and timing
of the audit and significant audit findings, including any significant deﬂuenmes in mternal control that
we identify during our audit.

We also provide the directors with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with the directors, we determine those matters that were of most
significance in the audit of the financial statements of the current period and are therefore the key
audit matters. We describe these matters in our auditors’ report unless the law or regulations preclude
public disclosure about the matter or when, in extremely rare circumstances, we determine that a
matter should not be communicated in our report because the adverse consequences of doing so
would reascnably be expected to outweigh the public interest benefits of such communication.
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Report on other legal and regulatory requirements

In our opinion, the accounting and other records required by the Act to be kept by the Company and
by those subsidiary corporations incorporated in Singapore of which we are the auditors have been
properly kept in accordance with the provisions of the Act.

The engagement partner on the audit resulting in this independent auditors’ report is Quek Shu Pihg.
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KPMG LLP
Public Accountants and
Chartered Accountants

Singapore
21 February 2020
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