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Silverlake Axis (SILV SP)



Buy (Maintained)



Technology - Software & Services Market Cap: USD1,540m



Target Price: Price:



SGD1.00 SGD0.86 Macro Risks



Above Expectations



Growth Value



Silverlake Axis (SILV SP) Price Close



Relative to Straits Times Index (RHS)
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0 0 . 2 0 0 Silverlake Axis’ 3QFY14 results were better than expected, with PATMI . 0 rising 33% y-o-y to MYR62.8m on the back of a 25% y-o-y increase in 0 revenue to MYR136.0m. Although it is disappointing that the company 0 has yet to secure new customers, the aggregate amount of potential order wins is abundant. Reiterate BUY, with our DCF-based TP still at SGD1.00 (WACC: 9.5%, terminal growth rate: 5.0%).
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Avg Turnover (SGD/USD) Cons. Upside (%) Upside (%) 52-wk Price low/high (SGD) Free float (%) Share outstanding (m) Shareholders (%) Peng Ooi Goh



1.56m/1.24m 9.3 17.0 0.68 - 0.95 24 2,245 67.3



Share Performance (%)
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Stronger growth in maintenance and enhancement services. During 3QFY14, Silverlake Axis completed a project for CIMB (CIMB MK, BUY, FV: MYR8.50), which boosted its software licensing and maintenance and enhancement services revenue. As the scope of its services grew and it added more enhancements as demanded by existing customers, its revenue from providing maintenance and enhancement services grew faster than we expected, surging 46% y-o-y for the quarter and 22% for the first nine months of FY14. Due to this, we have increased our PATMI estimate for FY14 by 6.1%. Backlog still replenished by existing customers. The company was, once again, able to replenish its backlog of orders, with add-ons and enhancement work requested by its existing customers, which in turn were largely driven by compliance requirements and upgrades in mobile banking-related software. As such, management shared that its outstanding orderbook remains healthy at MYR250m as of end-3QFY14. No new customers yet, but the potential of order wins is high. The company has yet to secure the long-awaited RHB Bank core banking contract although it has carried out and completed some work for the banking group’s Laos operation. Nonetheless, apart from RHB Bank, Silverlake Axis also has a high chance of winning core banking contracts from Malayan Banking (MAY MK, BUY, FV: MYR11.70), Wing Hang Bank (302 HK, NR) if it is acquired by OCBC (OCBC SP, NEUTRAL, TP: SGD10.30), an Islamic bank in Malaysia and a Thai bank. As we estimate that the aggregate amount of these potential contract wins are in excess of MYR700m, even if Silverlake Axis only manages to secure a fraction of the jobs, it would imply that it will have sufficient work to support group profit growth for FY15 and beyond. Jun-11



Jun-12



Jun-13



Jun-14F



Jun-15F



Total turnover (MYRm)



305



400



399



504



582



Reported net profit (MYRm)



115



162



196



244



270



Recurring net profit (MYRm)



115



162



196



244



270



Recurring net profit growth (%)



81.5



40.8



20.8



24.7



10.4



Recurring EPS (MYR)
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0.08
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0.11



0.12



DPS (MYR)



0.03



0.05



0.08



0.10



0.11



Edison Chen +65 6232 3892



Recurring P/E (x)



40.7



28.9



24.1



20.5



18.6



[email protected]



P/B (x)



22.0



15.7



8.0



8.2



7.9



P/CF (x)



33.2



33.0



20.5



23.2



20.2



YTD



1m



3m



6m



12m



Absolute



(2.9)



(2.9)



(1.7)



5.6



19.6



Relative



(5.4)



(3.9)



(10.3)



4.3



23.7



Shariah compliant



Forecasts and Valuations



Terence Wong CFA 65 6232 3896



Dividend Yield (%)
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EV/EBITDA (x) Return on average equity (%) Net debt to equity (%)



1.3



2.1



3.5



4.5



4.9



19.6
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61.2
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44.3



40.9



43.5



net cash net cash net cash net cash net cash



Our vs consensus EPS (adjusted) (%)



17.1
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Source: Company data, OSK-DMG estimates



See important disclosures at the end of this report
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Financial Exhibits Profit & Loss (MYRm)



Jun-11



Jun-12



Jun-13



Jun-14F



Total turnover



305



400



399



504



582



Cost of sales



(123)



(183)



(145)



(191)



(234)



Gross profit



183



217



254



313



347



Gen & admin expenses



(38)



(33)



(35)



(45)



(52)



(7)



(8)



(10)



(13)



(14)



4



2



2



Operating profit



142



178



Operating EBITDA



155



189



Selling expenses Other operating costs



-



-



210



255



281



219



264



289



Depreciation of fixed assets



(4)



(2)



(1)



(1)



Amortisation of intangible assets



(9)



(9)



(7)



(7)



Operating EBIT



142



Net income from investments



(10)



Other recurring income



-



178



(1) (7)



210



255



281



2



5



6



8



8



1 -



Jun-15F



-



Interest income



0



1



2



2



2



Interest expense



(0)



(0)



(1)



(1)



(1)



Pre-tax profit



132



180



213



269



295



Taxation



(16)



(18)



(17)



(24)



(27)



Minority interests



-



-



-



-



Profit after tax & minorities



115



162



196



244



270



Reported net profit



115



162



196



244



270



Recurring net profit



115



162



196



244



270



Jun-11



Jun-12



Jun-13



Jun-14F



Jun-15F



142



178



210



255



281



Depreciation & amortisation



13



11



9



8



8



Change in working capital



(9)



(38)



(21)



(24)



(17)



239



274



1



Source: Company data, OSK-DMG estimates



Cash flow (MYRm) Operating profit



Other operating cash flow Operating cash flow



13



3



49



159



154



247



Interest received



2



0



1



1



2



2



(0)



(0)



(0)



(1)



(1)



Dividends received



-



-



-



Tax paid



(18)



(16)



(18)



(24)



(27)



Cash flow from operations



141



142



231



216



248



Interest paid



Capex Other investing cash flow Cash flow from investing activities



3



(3)



(2)



(3)



0



(34)



(84)



-



(4) -



(4) -



(3)



(36)



(88)



(4)



(4)



Dividends paid



(93)



(78)



(149)



(224)



(247)



Shares repurchased



-



Proceeds from issue of shares



-



(3) -



61



-



-



180



-



-



Increase in debt



(0)



(0)



22



-



Other financing cash flow



(2)



(1)



(1)



-



(96)



(82)



Cash at beginning of period



32



Total cash generated



43



Forex effects Implied cash at end of period



Cash flow from financing activities



-



114



(224)



(247)



73



98



362



358



24



257



(13)



(1)



0



1



73



98



356



(3)



-



-



350



354



Source: Company data, OSK-DMG estimates
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Financial Exhibits Balance Sheet (MYRm)



Jun-11



Jun-12



Jun-13



Jun-14F



Jun-15F



Total cash and equivalents



73



98



362



358



361



Inventories



10



5



39



52



64



121



122



101



128



147



Accounts receivable Other current assets



5



29



36



36



36



210



253



539



573



609



Total investments



72



64



67



72



78



Tangible fixed assets



10



11



10



10



9



Intangible assets



27



71



127



123



119



Total current assets



Total other assets



0



1



2



2



2



Total non-current assets



110



147



205



206



208



Total assets



320



400



744



779



816



1



1



10



10



10



Accounts payable



18



22



42



55



68



Other current liabilities



82



58



52



53



55



101



81



103



119



133



Short-term debt



Total current liabilities Total long-term debt



3



2



15



15



15



Other liabilities



3



19



37



37



37



Total non-current liabilities



6



22



52



52



52



Total liabilities



107



103



156



171



185



Share capital



151



151



157



157



157



Retained earnings reserve



174



259



307



327



350



(113)



(112)



124



124



124



Shareholders' equity



213



298



588



608



631



Total equity



213



298



588



608



631



Total liabilities & equity



320



400



744



779



816



Other reserves



Source: Company data, OSK-DMG estimates



Key Ratios (MYR)



Jun-11



Jun-12



Jun-13



Jun-14F



Jun-15F



Revenue growth (%)



73.7



31.0



(0.4)



26.4



15.5



Operating profit growth (%)



79.3



25.2



18.2



21.3



10.2



Net profit growth (%)



81.5



40.8



20.8



24.7



10.4



EPS growth (%)



80.6



41.0



19.7



17.7



10.4



Bv per share growth (%)



29.7



39.9



95.8



(2.4)



3.8



Operating margin (%)



46.6



44.5



52.8



50.7



48.3



Net profit margin (%)



37.7



40.6



49.2



48.5



46.4



Return on average assets (%)



38.3



45.1



34.3



32.1



33.8



Return on average equity (%)



61.2



63.6



44.3



40.9



43.5



(32.6)



(31.6)



(57.4)



(54.7)



(53.3)



DPS



0.03



0.05



0.08



0.10



0.11



Recurrent cash flow per share



0.07



0.07



0.11



0.10



0.11



Net debt to equity (%)



Source: Company data, OSK-DMG estimates



See important disclosures at the end of this report
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SWOT Analysis  A leader in a niche market



 Competitive pricing from Indian software vendors



 Long-term earnings visibility with 55-60% recurring revenue  Solid financial health



 Regional M&A activities among financial institutions spurring IT spending  Underpenetrated market in North Asia



 Dependent on the IT spending of financial institutions



P/E (x) vs EPS growth



P/BV (x) vs ROAE



60%



20



47%



30



45%



15



35%



20



30%



10



23%



10



15%



5



12%



0



0%



0



0%



P/E (x) (lhs)



EPS growth (rhs)



Source: Company data, OSK-DMG estimates



Jan-13



P/B (x) (lhs)



Jan-15



40



Jan-14



58%



Jan-12



25



Jan-11



75%



Jan-15



50



Jan-14



70%



Jan-13



30



Jan-12



90%



Jan-11



60



Return on average equity (rhs)



Source: Company data, OSK-DMG estimates



Company Profile Silverlake Axis is a leading software services and solutions provider that caters to the banking industry. The company has more than 100 clients in Asia, including 40% of the top 20 banks by size in South-East Asia.



See important disclosures at the end of this report
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Recommendation Chart



Trading Buy



Nov-11



Take Prof it



1.00



0.89



0.82



0.58 0.71



0.49



NR



Sell



0.50



Price Close 1.0 Recommendations & Target Price 0.9 0.8 0.7 0.6 0.5 0.4 0.3 0.2 0.1 Buy Neutral 0.0 May-09 Aug-10



Not Rated



Feb-13



Source: OSK-DMG estimates, Bloomberg Date



Recommendation



2013-11-13



Buy



Target Price Price 1.00



0.85



2013-11-12



Buy



1.00



0.84



2013-08-29



Buy



0.89



0.73



2013-05-20



Buy



0.82



0.81



2013-03-11



Buy



0.71



0.62



2013-02-05



Buy



0.58



0.53



2012-11-15



Neutral



0.50



0.46



2012-08-29



Buy



0.49



0.39



2012-05-11



Buy



0.49



0.38



2012-02-13



Buy



0.49



0.35



Source : OSK-DMG estimates, Bloomberg
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RHB Guide to Investment Ratings DMG & Partners Research Guide to Investment Ratings Buy: Share price may exceed 10% over the next 12 months Trading Buy: Share may10% exceed over 12 themonths next 3 months, however longer-term outlook remains uncertain Buy: Share price mayprice exceed over15% the next Neutral: Buy: ShareShare price price may fall within the 15% rangeover of +/the next 12 months Trading may exceed the10% nextover 3 months, however longer-term outlook remains uncertain Take Profit: Target been attained. accumulate lower Neutral: Share priceprice may has fall within the rangeLook of +/-to10% over theatnext 12 levels months Sell: may fall has by more 10% over next 12 months Take Share Profit:price Target price beenthan attained. Look the to accumulate at lower levels Not Rated: is not regular coverage Sell: Share Stock price may fallwithin by more thanresearch 10% over the next 12 months Not Rated: Stock is not within regular research coverage Disclosure & Disclaimer DISCLAIMERS All research is based on material compiled from data considered to be reliable at the time of writing, but RHB does not make any representation or warranty, express or implied, as & to Partners its accuracy, completeness or correctness. No distribution part of this only. reportIt is to be an offer or solicitation of an offer This research is issued by DMG Research Pte Ltd and it is for general does notconstrued have anyas regard to the specific investment to transact financial any securities or and financial instruments referred to herein otherwise. ThisYou report is general in nature and has been prepared for objectives, situation particular needs ofwhether any specific recipient of thisorresearch report. should independently evaluate particular information purposes only. is intended for circulation to the clients of RHB its relatedorcompanies. contained in securities this reportor does investments and consult anItindependent financial adviser before making anyand investments entering intoAny anyrecommendation transaction in relation to any not have regard to thementioned specific investment objectives, financial situation and the particular needs of any specific addressee. This report is for the investment instruments in this report. information of addressees only and is not to be taken in substitution for the exercise of judgment by addressees, who should obtain separate legal or financial advice to independently particular investments strategies. The information contained herein evaluate has beenthe obtained from sources weand believed to be reliable but we do not make any representation or warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness. Opinions and views expressed in this report are subject to change This report may further consist of, whether in whole or in part, summaries, research, compilations, extracts or analysis that has been prepared by RHB’s without notice. strategic, joint venture and/or business partners. No representation or warranty (express or implied) is given as to the accuracy or completeness of such information and accordingly investors theirorown informedofdecisions on the same. This report does not constitute or formshould part ofmake any offer solicitation any offer before to buy relying or sell any securities. RHB, &itsPartners affiliatesResearch and related companies, their respective directors, parties employees mayOSK ownInvestment or have positions in DMG Pte Ltd is a wholly-owned subsidiary of DMGassociates, & Partners connected Securities Pte Ltd, aand/or joint venture between Bank securitiesMalaysia of the company(ies) covered in thisinto research report or any securities thereto, andismay fromto time time add to, or or may be Berhad, which have since merged RHB Investment Bank Berhad related (the merged entity referred as to “RHBIB” which in dispose turn is a off, whollymaterially interested in any such securities. Further, RHB, its Pacific affiliatesHoldings and related companies do and seek to doBank business withDMG the company(ies) covered owned subsidiary of RHB Capital Berhad) and Deutsche Asia Pte Ltd (a subsidiary of Deutsche Group). & Partners Securities in this report may from time to timeSecurities act as market maker or have assumed an underwriting commitment in securities of such company(ies), Pte Ltdresearch is a Member of and the Singapore Exchange Trading Limited. may sell them or buy them from customers on a principal basis and may also perform or seek to perform significant investment banking, advisory or underwriting services for or Pte relating to such as well and/or as solicit such investment, other from any entity in mentioned in this DMG & Partners Securities Ltd and their company(ies), associates, directors, employees may haveadvisory positionsorin, and services may effect transactions the securities researchinreport. covered the report, and may also perform or seek to perform broking and other corporate finance related services for the corporations whose securities are covered in the report. This report is therefore classified as a non-independent report. RHB and its employees and/or agents do not accept any liability, be it directly, indirectly or consequential losses, loss of profits or damages that may arise from reliance onPartners this report or further communication given in relation to this report, including where such losses, losshave of profits or damages are As ofany 6 May 2014,based DMG & Securities Pte Ltd and its subsidiaries, including DMG & Partners Research Pte Ltd, do not proprietary positions alleged to have arisen dueexcept to the contents of such report or communication being perceived as defamatory in nature. in the subject companies, for: a) The term “RHB” shall denote where applicable, the relevant entity distributing the report in the particular jurisdiction mentioned specifically herein below andofshall refer to RHB Institute Sdn Bhd, itsthe holding affiliates, and relatedcompanies companies. As 6 May 2014, noneResearch of the analysts who covered stock company, in this report has ansubsidiaries interest in the subject covered in this report, except for: a) All Rights Reserved. This report for the useNo. of intended recipients only and may not be reproduced, distributed or published for any purpose without prior DMG & Partners Research Pte.isLtd. (Reg. 200808705N) consent of RHB and RHB accepts no liability whatsoever for the actions of third parties in this respect. Malaysia
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Hong Kong



Singapore



This report is published and distributed in Malaysia by RHB Research Institute Sdn Bhd (233327-M), Level 11, Tower One, RHB Centre, Jalan Tun Razak, Malaysia Research Office RHB OSK Securities Hong Kong Ltd. (formerly known DMG & Partners 50400 Kuala Lumpur, a Institute wholly-owned Berhad (RHBIB), which in turn is a wholly-owned subsidiary asBank OSK Securities Securities Pte. Ltd. of RHB Capital RHB Research Sdn Bhdsubsidiary of RHB Investment Berhad. Level 11, Tower One, RHB Centre Hong Kong Ltd.) 10 Collyer Quay
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