UOBKayHian

COMPANY RESULTS

Silverlake Axis (SILV SP)
1HFY15: Results Broadly Within Expectations

1HFY15 net profit grew 18% yoy on the back of its winning business model. The
maintenance and enhancement segment continues to propel the group forward as
net margins improve. In addition, we note that the group is in a good position to
capitalise on any potential banking consolidations within Indonesia. Maintain BUY
with a DCF-based target price of $$1.66.

1HFY15 RESULTS

Revenue By Business Activities (RMm) 1HFY15 1HFY14 yoy % chg
Software Licensing 719 57.1 26
Software project services 27.2 42.2 -36
Maintenance and enhancement services 1234 102.0 21
Sale of software and hardware products 16 73 -78
Credit and cards processing 71 8.0 -10
Insurance processing 9.7 9.9 -2
Total Revenue 240.9 226.4 6
Net Profit 1313 111.7 18
Net margin (%) 54.5 49.3 5.2ppt
Source: SILV, UOB Kay Hian

RESULTS

¢ Strong net profit growth of 18% yoy was registered by Silverlake Axis (SILV) due to
higher revenue contribution from software licensing (+26% yoy), maintenance and
enhancement (M&E) services (+21%). This was partially offset by declining sales of
software and hardware products (-78%), lower software project services revenue (-36%),
credit and cards processing (-10%) and insurance processing (-2%).

e Net margins improved by 5.2ppt from 49.3% yoy to 54.5% yoy given a change in
revenue mix, with a higher proportion of revenue recorded from higher margin activities
such as software licensing, maintenance and enhancement services.

e Strong operating 1HFY15 cash flow of RM141.7m (+9.5%) yoy; second interim
dividend of 1.1 S cents per share (+22%). A dividend payout ratio of 90% is expected
to be sustainable, given SILV’s net cash position of RM334m as at Dec 14.

KEY FINANCIALS

Year to 30 Jun (RMm) FY13 FY14 FY15F FY16F FY17F
Net turnover 399 501 566 648 773
EBITDA 217 272 317 362 430
Operating profit 209 259 302 347 415
Net profit (rep./act.) 196 249 289 333 399
Net profit (adj.) 196 249 289 333 399
EPS (sen) 9.3 111 12.9 14.8 17.8
PE (x) 375 31.3 26.9 23.4 195
P/B (x) 13.3 12.6 12.1 10.8 9.4
EV/EBITDA (x) 34.3 27.4 235 20.5 17.3
Dividend yield (%) 2.3 3.4 3.3 3.7 4.5
Net margin (%) 49.2 49.7 51.1 514 51.6
Net debt/(cash) to equity (%) (57.4) (56.1) (54.5) (56.9) (59.6)
Interest cover (x) n.a. 640.2 n.a. n.a. n.a.
ROE (%) 443 41.3 45.9 48.9 51.6
Consensus net profit - - 282 326 365
UOBKH/Consensus (x) - - 1.03 1.02 1.09

Source: SILV, Bloomberg, UOB Kay Hian
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BUY

(Maintained)

Share Price S$1.31
Target Price S$1.66
Upside +26.7%

COMPANY DESCRIPTION

Silverlake Axis Limited provides customised
software solutions. The company provides
digital economy software solutions and
services to the banking, insurance, payment,
retail and logistics industries.

STOCK DATA

GICS sector Information Technology

Bloomberg ticker: SILV SP
Shares issued (m): 2,247.9
Market cap (S$m): 2,944.8
Market cap (US$m): 2,165.9
3-mth avg daily t'over (US$m): 1.7

Price Performance (%)

52-week high/low S$1.36/S$0.845

1mth 3mth 6mth lyr YTD
(2.2) (1.9) 15.9 46.2 4.4
Major Shareholders %
Intelligentsia Holding 67.6
FY15 NAV/Share (RM) 0.28
FY15 Net Cash/Share (RM) 0.16
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STOCK IMPACT

¢ Winning business model. Given the lumpy nature of orders, it would not be surprising to
see marginal volatility in revenue yoy. However, beyond the short-term orderbook
fluctuations, SILV’s backlog of orders and its stable business model would allow the group
to steer through revenue volatility. Despite a possible slowdown in SILV'’s software project
services segment as banks start to rely more on internal resources to rationalise costs,
we expect resilient recurring income from its maintenance and enhancement services to
consistently drive revenue growth.

¢ SILV is in good position to capitalise on a potential Indonesian banking
consolidation. The Indonesian financial services authority, OJK, recently stated that for
Indonesian banks to stay competitive ahead of the ASEAN Economic Community (AEC),
consolidation among state-owned banks is necessary. We think Indonesia will be an
interesting market for SILV as the country has a large number of banks, while the market
is concentrated with a few large dominating banks. Currently, the top 10 Indonesian
banks control 85% of the market, with 110 other smaller banks competing for the
remaining 15% market share. This spurs the need for domestic and foreign consolidation
and we expect SILV to be a likely beneficiary should a banking consolidation take place
in Indonesia. The group has key clients such as Bank Mandiri which is Indonesia’s largest
bank and currently serves seven of the largest banks in Indonesia.

e RHB in exploratory stages for upgrading contracts. Post the CIMB-RHB-MSBS
merger fallout, RHB has the option to either go through a new tender process for its core
banking upgrade contracts or undertake a re-assessment on their previous tenders (it has
been 6-9 months since SILV negotiated with RHB.) In addition, we note that SILV is
already serving RHB in Laos, Cambodia and will be in a good standing to renegotiate with
RHB.

Global Info-Tech (GIT) Update. SILV's collaboration with its China subsidiary GIT, is
expected to benefit the group as China’s “purge foreign technology” plans will require
institutions to rely on Chinese suppliers by 2020. In addition, we note that GIT has
submitted its IPO application and is on track to being listed by 2H15. With a successful
IPO, it intends to beef up its domestic team to take on larger projects.

e No further M&A is expected in the near term. In addition, the details of SILV's
acquisition of Finzsoft Solutions are expected to be finalised by end-Feb 15.

EARNINGS REVISION/RISK

¢ No revision in earnings. We project a 3-year net profit CAGR of 21.3% and have
assumed dividend payout ratios of 88-89% in FY15-17. This translates to 4.4-6.0 S cents
annually.

¢ Key risks include failure to secure new contracts and execution risks.
VALUATION/RECOMMENDATION

e Maintain BUY and DCF-based target price of S$1.66. We use a 3-stage DCF model
with 8.25% cost of equity, 7% stage two growth and 3.5% terminal growth to arrive at our
valuation. We like the group’s strong cash generation and high payout. Dividend yields of
3.4-4.6% in FY15-17 seem decent.

SHARE PRICE CATALYST

¢ Strong earnings growth, new order wins, successful listing of GIT in the near term,
accretive M&As.
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SOLID BUSINESS MODEL UNDERPINNED BY
STRONG RECURRING INCOME
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PROFIT & LOSS BALANCE SHEET

Year to 30 Jun (RMm) 2014 2015F 2016F 2017F Year to 30 Jun (RMm) 2014 2015F 2016F 2017F
Net turnover 500.7 566.4 647.9 773.0 Fixed assets 13.1 12.3 115 10.9
EBITDA 272.3 317.0 362.4 430.3 Other LT assets 2373 252.7 263.7 276.8
Deprec. & amort. 135 14.8 15.1 14.9 Cash/ST investment 349.8 354.0 412.9 496.8
EBIT 258.7 302.2 347.3 4154 Other current assets 166.6 180.0 196.7 222.4
Total other non-operating income 84 2.0 2.0 2.0 Total assets 766.7 798.9 884.8 1,006.8
Associate contributions 74 9.7 12.6 16.4 ST debt 13 13 13 13
Net interest income/(expense) (0.4 25 25 25 Other current liabilities 1137 119.1 1284 1431
Pre-tax profit 274.1 316.4 364.3 436.2 LT debt 2.6 26 2.6 26
Tax (25.2) (26.9) (31.0) (37.1) Other LT liabilities 29.6 29.6 29.6 29.6
Minorities (0.0) (0.1) 0.2) 0.2) Shareholders' equity 616.3 643.0 719.4 826.4
Net profit 248.9 289.3 3331 398.9 Minority interest 0.1 0.2 04 0.7
Net profit (adj.) 248.9 289.3 3331 398.9 Total liabilities & equity 766.7 798.9 884.8 1,006.8
CASH FLOW KEY METRICS

Year to 30 Jun (RMm) 2014 2015F 2016F 2017F Year to 30 Jun (%) 2014 2015F 2016F 2017F
Operating 280.4 283.7 325.8 384.0 Profitability

Pre-tax profit 274.1 316.4 364.3 436.2 EBITDA margin 54.4 56.0 55.9 55.7
Tax (22.6) (26.9) (31.0) (37.1) Pre-tax margin 54.7 55.8 56.2 56.4
Deprec. & amort. 135 14.8 15.1 14.9 Net margin 49.7 51.1 514 51.6
Associates (7.4) 9.7 (12.6) (16.4) ROA 33.0 37.0 39.6 42.2
Working capital changes 26.1 8.1) (7.4 (11.0) ROE 413 45.9 48.9 51.6
Non-cash items (2.2 0.0 0.0 0.0

Other operating cashflows (1.2) 2.7 .7 .7 Growth

Investing (111.8) (16.9) (10.1) (8.3) Turnover 25.6 131 14.4 19.3
Capex (growth) (47.4) (17.6) (2.8) (1.0 EBITDA 254 16.4 14.3 18.7
Capex (maintenance) (2.0) (2.0) (10.0) (10.0) Pre-tax profit 28.7 15.4 15.2 19.7
Investments (64.5) 0.0 0.0 0.0 Net profit 27.0 16.2 15.1 19.7
Proceeds from sale of assets 0.0 0.0 0.0 0.0 Net profit (adj.) 27.0 16.2 15.1 19.7
Others 21 2.7 27 2.7 EPS 19.8 16.2 15.1 19.7
Financing (247.3) (262.6) (256.8) (291.8)

Dividend payments (223.6) (262.6) (256.8) (291.8) Leverage

Issue of shares 0.0 0.0 0.0 0.0 Debt to total capital 0.6 0.6 0.5 0.5
Proceeds from borrowings (23.0) 0.0 0.0 0.0 Debt to equity 0.6 0.6 0.5 0.5
Others/interest paid (0.6) 0.0 0.0 0.0 Net debt/(cash) to equity (56.1) (54.5) (56.9) (59.6)
Net cash inflow (outflow) (78.7) 4.2 58.9 83.9 Interest cover (x) 640.2 n.a. n.a. n.a.
Beginning cash & cash 428.0 349.8 354.0 412.9

equivalent

Changes due to forex impact 05 0.0 0.0 0.0

Ending cash & cash equivalent 349.8 354.0 412.9 496.8
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Disclosures/Disclaimers

This report is prepared and/or distributed by UOB Kay Hian Pte Ltd (“UOBKH"), which is a holder of a capital markets services licence and
an exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not intended for distribution, publication to or use by
any person in any jurisdiction outside Singapore or any other jurisdiction as UOBKH may determine in its absolute discretion, where the
distribution, publication or use of this report would be contrary to applicable law or would subject UOBKH and its connected persons (as
defined in the Financial Advisers Act, Chapter 110 of Singapore) to any registration, licensing or other requirements within such
jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report in any event
accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced
independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will
not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to
any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the
compensation received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of
which are generated from UOBKH's business of dealing in securities.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore in respect of any
matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an
accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the contents of the analyses or reports

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
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receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Analyst Certification/Regulation AC

As noted above, each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report
accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced
independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will
not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to
any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the
compensation received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of
which are generated from UOBKH's business of dealing in securities.

Copyright 2015, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

MCI (P) 116/03/2014
RCB Regn. No. 198700235E

Refer to last page for important disclosures.






