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Silverlake Axis



(SILV SP)



Share Price: SGD1.16



MCap (USD): 2.1B



Singapore



Target Price: SGD1.40 (+21%)



ADTV (USD): 2M



Technology



No shortage of opportunities §



§ §



BUY



(Unchanged)



Key Data



Mid-teens revenue or PATMI growth pa guided for next five years. Order book of MYR280m offers visibility for next 15 months. Maintain BUY and DCF-based TP of SGD1.40 (WACC 9.3%). Opportunities from Malaysian bank mergers and OCBC’s recent acquisition of Wing Hang Bank.



52w high/low (SGD)



1.22/0.71



3m avg turnover (USDm)



1.7



Free float (%)



30.2



Issued shares (m)



2,244



Market capitalization



SGD2.6B



Major shareholders: -GOH PENG OOI



66.4%



Strong finish to FY6/14. Core EPS beat by 12% on higherthan-expected sales. FY15E-17E EPS refined by -2% to +3%.



Guidance positive Management painted a rosy outlook in today’s analysts’ briefing. A potential merger of CIMB, RHB and MBSB should present opportunities. Outstanding orders of MYR280m will be delivered over the next 15 months. Management believes mid-teens revenue or PATMI annual growth is achievable over the next five years. 4QFY6/14’s robust PATMI was fuelled by software licencing sales (+42%). We see this as a positive indicator of recurring maintenance work.
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We maintain our DCF-based TP of SGD1.40 (WACC 9.3%, TG 3%). With its entrenched market position, SAL should benefit from rising IT spending in the Asia-Pac’s banking market. Ongoing upgrading of ageing core banking systems should continue to drive sales of its flagship product. In particular, we expect SAL to participate in projects related to OCBC’s recent acquisition of Wing Hang Bank.
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Maintain BUY and TP of SGD1.40 We adjust our EPS by -2%/+3%/+3% for FY6/15E-17E, for a moderation in near-term expectations to reflect its latest guidance. The impending CIMB-RHB-MBSB merger implies mediumterm earnings will improve on a higher workload for the combined entity.
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Target Price (SGD)



1.40



1.32



6.0



'15 PATMI (MYRm)



300



294



1.8



'16 PATMI (MYRm)



346



335



3.2



Source: FactSet; Maybank



FYE Jun (MYR m) Revenue EBITDA Core net profit Core EPS (sen) Core EPS growth (%) Net DPS (sen) Core P/E (x) P/BV (x) Net dividend yield (%) ROAE (%) ROAA (%) EV/EBITDA (x) Net debt/equity (%)



FY13A 398.6 219.1 196.0 9.3 19.8 8.0 31.6 11.2 2.7 44.3 34.3 16.4 net cash



FY14A 500.7 280.6 248.9 11.1 19.8 11.7 26.4 10.6 4.0 41.3 33.0 23.5 net cash



FY15E 560.4 327.7 299.6 13.3 20.4 12.7 21.9 10.3 4.3 47.7 39.0 19.0 net cash



FY16E 668.1 373.3 346.0 15.4 15.5 14.6 19.0 9.5 5.0 51.9 43.2 16.6 net cash



FY17E 737.2 414.1 387.1 17.2 11.9 16.4 17.0 8.8 5.6 53.9 45.0 14.9 net cash



SEE PAGE 7 FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS



Derrick Heng, CFA (65) 6432 1446 [email protected]



Co. Reg No: 198700034E



MICA (P) : 099/03/2012



Silverlake Axis Positive management tone Takeaways from the briefing were: § A positive outlook. SAL guides for mid- to high-teens growth for maintenance & enhancement and software licensing sales. Project services will likely grow 10-12% YoY in FY6/15E. Insurance and creditcard revenue is expected to track its 20+% target as it expands from a low base. Management believes mid-teens annual revenue or PATMI growth is highly achievable over the next five years. § Net positive on bank mergers in Malaysia. A potential merger of CIMB, RHB and MBSB to create the largest banking group in Malaysia will have an impact on the company. A long-awaited RHB core banking upgrade contract will no longer be awarded. Instead, the merger could present opportunities for integration work. While RHB will no longer have a standalone core banking system, this may not represent a total loss to SAL, as there was no certainty it was going to secure its system-upgrade contract in the first place. On the contrary, as CIMB is already a customer of SAL, the merged entity will likely need to pay higher licensing fees for the use of SAL’s software on its enlarged network. While SAL is still discussing options, management believes the workload provided by the three-in-one bank will dwarf that of a standalone RHB. § Opportunities from OCBC + Wing Hang. SAL has commenced initial work for OCBC’s acquisition of Wing Hang Bank. It expects more contracts to come. While it is difficult to quantify project values, management referred to its implementation work for Hong Leong Bank’s acquisition of EON Bank, worth c.MYR80m. § Order book of MYR280m. Existing order book of MYR280m will be delivered over the next 15 months. Some MYR220m will be executed in FY6/15E. These orders are evenly split between software licensing and project services. § Unleveraged capital structure, sustainable dividend payouts. With its strong net cash of MYR346m, SAL should be able to sustain its payouts (FY6/14 106%, FY6/13 87%). We assume 95% in our forecasts. It can also gear up its balance sheet for major acquisitions, when quizzed on its unleveraged capital structure. § GST implementation in Malaysia mildly positive. SAL should benefit from enhancement work for its banking customers in Malaysia for GST implementation. Work has commenced for 6-7 customers. Projects are worth MYR25-30m in total. § Tax incentives renewed. Tax incentives for its maintenance business in Malaysia have been renewed for another five years. This implies its blended tax rates will stay low at c.10%.
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Silverlake Axis Figure 1: Yearly profit and loss summary FYE 30 Jun Revenue EBITDA D&A EBIT Net interest income/(expense) Associates & JVs PBT Taxation MI Net Income



FY13 (MYR m) 398.6 219.1



FY14 (MYR m) 500.7 280.6



(8.6) 210.5 0.3 2.2 213.0 (17.0) (0.0) 196.0



(13.5) 267.1 (0.4) 7.4 274.1 (25.2) (0.0) 248.9



Change Comments (YoY %) 25.6 Full-year contributions from Merimen Group and Cyber Village 28.1 Strong contributions from high-margin software licensing and maintenance services 57.4 26.9 n.m. >100 Higher contributions from Global InfoTech 28.7 48.5 >100 27.0 Above expectations



Source: Company, Maybank KE



Figure 2: Quarterly profit and loss summary FYE 30 Jun Revenue EBITDA D&A EBIT Net interest income/(expense) Associates & JVs PBT Taxation MI Net Income



4QFY13 (MYR m) 109.2 66.6 (2.7) 63.9 (0.3) 2.1 65.6 (5.9) (0.0) 59.8



3QFY14 (MYR m) 136.0 72.3 (3.8) 68.4 (0.1) 0.5 68.8 (6.0) (0.0) 62.9



4QFY14 (MYR m) 138.1 81.2 (2.9) 78.3 0.1 3.0 81.4 (7.0) (0.0) 74.3



Change (QoQ %) 1.5 12.3 (23.6) 14.4 n.m. >100 18.2 17.9 (3.4) 18.2



Comments (YoY %) 26.4 21.9 7.4 22.6 n.m. 39.1 Higher contributions from Global InfoTech 23.9 19.8 (25.3) 24.3 Above expectations



Source: Company, Maybank KE



Figure 3: Segmental performances FYE 30 Jun Revenue Software licensing Software project services Maintenance and enhancement services Sale of software and hardware products Credit card processing Insurance processing



4QFY13 (MYR m) 109.2 36.0 19.2 45.5 0.7 3.1 4.7



1QFY14 (MYR m) 101.4 20.6 22.2 46.2 3.6 3.9 4.9



2QFY14 (MYR m) 125.2 36.5 20.0 56.0 3.7 4.0 5.0



3QFY14 (MYR m) 136.0 39.5 11.3 53.4 23.4 4.1 4.4



4QFY14 (MYR m) 138.1 51.1 18.3 54.7 1.7 7.5 4.8



Change (QoQ %) 1.5 29.5 62.5 2.4 (92.8) 83.7 8.3



(YoY %) 26.5 42.1 (4.8) 20.2 >100 >100 1.3



Source: Company, Maybank KE



Figure 4: Forward P/E bands (SGD) 1.60
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Silverlake Axis FYE 30 Jun Key Metrics P/E (reported) (x) Core P/E (x) P/BV (x) P/NTA (x) Net dividend yield (%) FCF yield (%) EV/EBITDA (x) EV/EBIT (x)



FY13A



FY14A



FY15E



FY16E



FY17E



31.6 31.6 11.2 14.2 2.7 2.8 16.4 17.1



26.4 26.4 10.6 14.4 4.0 4.2 23.5 24.7



21.9 21.9 10.3 13.4 4.3 3.8 19.0 19.8



19.0 19.0 9.5 12.0 5.0 4.8 16.6 17.1



17.0 17.0 8.8 10.9 5.6 5.5 14.9 15.3



INCOME STATEMENT (MYR m) Revenue EBITDA Depreciation Amortisation EBIT Net interest income /(exp) Associates & JV Exceptionals Other pretax income Pretax profit Income tax Minorities Discontinued operations Reported net profit Core net profit



398.6 219.1 (8.6) 0.0 210.5 0.3 2.2 0.0 0.0 213.0 (17.0) (0.0) 0.0 196.0 196.0



500.7 280.6 (13.5) 0.0 267.1 (0.4) 7.4 0.0 0.0 274.1 (25.2) (0.0) 0.0 248.9 248.9



560.4 327.7 (12.3) 0.0 315.4 3.2 8.0 0.0 0.0 326.7 (27.1) 0.0 0.0 299.6 299.6



668.1 373.3 (10.4) 0.0 362.9 6.2 8.3 0.0 0.0 377.4 (31.4) 0.0 0.0 346.0 346.0



737.2 414.1 (9.0) 0.0 405.2 8.6 8.5 0.0 0.0 422.2 (35.2) 0.0 0.0 387.1 387.1



BALANCE SHEET (MYR m) Cash & Short Term Investments Accounts receivable Inventory Property, Plant & Equip (net) Intangible assets Investment in Associates & JVs Other assets Total assets ST interest bearing debt Accounts payable LT interest bearing debt Other liabilities Total Liabilities Shareholders Equity Minority Interest Total shareholder equity Total liabilities and equity



362.4 173.3 0.0 10.1 126.7 66.7 4.7 743.9 10.0 41.9 14.9 89.0 155.8 588.1 0.0 588.1 743.9



349.8 163.5 0.0 13.1 161.5 74.1 4.8 766.7 1.3 63.1 2.6 83.0 150.4 616.3 0.1 616.4 766.7



325.7 191.9 0.0 12.3 152.0 82.1 4.8 768.8 1.3 41.4 2.6 83.0 128.7 640.0 0.1 640.1 768.8



353.4 228.8 0.0 11.7 145.3 88.8 4.8 832.7 1.3 52.5 2.6 83.0 139.7 692.9 0.1 692.9 832.7



384.1 252.5 0.0 11.1 139.9 94.7 4.8 887.0 1.3 57.5 2.6 83.0 144.8 742.2 0.1 742.2 887.0



213.0 8.6 (0.3) (20.7) (17.7) 19.2 184.4 (3.2) 180.8 (148.8) 180.3 21.7 62.1 1.4 213.6



274.1 13.5 0.4 26.1 (22.6) 11.9 280.9 (4.5) 275.9 (223.6) 0.0 (23.7) 1.9 0.5 (78.2)



326.7 12.3 (3.2) (50.1) (27.1) 19.1 250.5 (2.0) 248.2 (275.9) 0.0 0.0 3.2 0.0 (24.1)



377.4 10.4 (6.2) (25.8) (31.4) 23.1 316.1 (3.0) 314.5 (293.2) 0.0 0.0 7.9 0.0 27.8



422.2 9.0 (8.6) (18.7) (35.2) 26.7 360.3 (3.0) 359.6 (337.8) 0.0 0.0 11.1 0.0 30.7



CASH FLOW (MYR m) Pretax profit Depreciation & amortisation Adj net interest (income)/exp Change in working capital Cash taxes paid Other operating cash flow Cash flow from operations Capex Free cash flow Dividends paid Equity raised / (purchased) Change in Debt Other invest/financing cash flow Effect of exch rate changes Net cash flow
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Silverlake Axis FYE 30 Jun Key Ratios Growth ratios (%) Revenue growth EBITDA growth EBIT growth Pretax growth Reported net profit growth Core net profit growth



FY13A



FY14A



FY15E



FY16E



FY17E



(0.4) 16.1 18.2 18.4 20.8 20.8



25.6 28.1 26.9 28.7 27.0 27.0



11.9 16.8 18.1 19.2 20.4 20.4



19.2 13.9 15.0 15.5 15.5 15.5



10.4 10.9 11.7 11.9 11.9 11.9



Profitability ratios (%) EBITDA margin EBIT margin Pretax profit margin Payout ratio



55.0 52.8 53.4 86.3



56.0 53.3 54.7 nm



58.5 56.3 58.3 95.0



55.9 54.3 56.5 95.0



56.2 55.0 57.3 95.0



DuPont analysis Net profit margin (%) Revenue/Assets (x) Assets/Equity (x) ROAE (%) ROAA (%)



49.2 0.5 1.3 44.3 34.3



49.7 0.7 1.2 41.3 33.0



53.5 0.7 1.2 47.7 39.0



51.8 0.8 1.2 51.9 43.2



52.5 0.8 1.2 53.9 45.0



nm 147.1 nm nm 1.2 5.2



nm 121.1 nm nm 0.9 4.5



nm 114.1 nm nm 1.1 5.6



nm 113.4 nm nm 1.1 5.6



nm 117.5 nm nm 1.1 5.8



4.8 net cash na 0.1 0.8 (337.5)



5.1 net cash nm 0.0 0.9 (346.0)



6.0 net cash na 0.0 0.4 (321.8)



6.0 net cash na 0.0 0.4 (349.6)



6.1 net cash na 0.0 0.4 (380.2)



Liquidity & Efficiency Cash conversion cycle Days receivable outstanding Days inventory outstanding Days payables outstanding Dividend cover (x) Current ratio (x) Leverage & Expense Analysis Asset/Liability (x) Net debt/equity (%) Net interest cover (x) Debt/EBITDA (x) Capex/revenue (%) Net debt/ (net cash) Source: Company; Maybank
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Silverlake Axis APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES DISCLAIMERS This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an offer to sell or a solicitation of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report. The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank Investment Bank Berhad, its subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of this report by MKE and it should not be relied upon as such. Accordingly, MKE and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct, indirect or consequential losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice. This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of unanticipated events. MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. MKE may, to the extent permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the material is published. One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report. This report is prepared for the use of MKE’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any form or manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for the actions of third parties in this respect. 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. This report is for distribution only under such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report. Malaysia Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis. Singapore This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact Maybank KERPL in Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), Maybank KERPL shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law. Thailand The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. Maybank Kim Eng Securities (Thailand) Public Company Limited (“MBKET”) does not confirm nor certify the accuracy of such survey result. Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of MBKET. MBKET accepts no liability whatsoever for the actions of third parties in this respect. US This research report prepared by MKE is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended) only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. All resulting transactions by a US person or entity should be effected through a registered broker-dealer in the US. This report is not directed at you if MKE is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you under relevant legislation and regulations. UK This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Services Authority and is for Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.
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