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INITIATION REPORT 29 September 2017 

Name of PLC: N2N Connect Berhad (N2N) PLC Website: www.n2nconnect.com      

Business Summary: Provision of enterprise-wide integrated e-commerce securities trading solutions to stock 

broking firms and banks. 

Top Three Shareholders: N2N Connect Holdings Sdn Bhd 28.9% 

                                          Nikkei Inc    13.0% 

                                          Quick Corp    13.0% 

Market / Sector: ACE / Trading/Services Stock Code: 

Bloomberg Ticker: 

0108 

N2N MK 

Market Capitalisation: RM 455.5m Recommendation: BUY 

Target Price:                             RM 1.20 Expected Capital Gain: 

Expected Div Yield: 

Expected Total Return: 

25.6% 

1.9% 

27.5%  Current Price: RM 0.955 

Analyst: Bryan Chan / Teo Joo Tse | Tel: +603 2163 3200; Email: chanb@bcta.com.my / jootse@bcta.com.my  

 
Key Stock Statistics 2015 2016 2017F 2018F 

EPS (sen)  2.0   2.5   4.7   6.1  

P/E (x)  48.6   38.8   20.4   15.8  

Dividend/Share (sen)  1.9   1.0   1.4   1.8  

NTA/Share (RM)  0.38   0.37   0.28   0.33  

Book Value/Share (RM)  0.38   0.37   0.41   0.45  

Issued Capital (mil shares)  463.6   476.4   477.1   477.1  

52-weeks Share Price Range (RM)                0.625 - 1.05   

Estimated free float    20.8% 

Average volume (shares)     4.43m  

 

Per Share Data 2015 2016 2017F 2018F 

Year-end 31 Dec     

Book Value (RM)  0.38   0.37   0.41   0.45  

Operating Cash Flow (sen)  3.0   2.8   6.0   8.5  

EPS (sen)  2.0   2.5   4.7   6.1  

Dividend (sen)  1.9   1.0   1.4   1.8  

P/E (x)  48.6   38.8   20.4   15.8  

P/Cash Flow (x)  6.8   7.1   3.3   2.3  

P/Book Value (x)  2.5   2.6   2.3   2.1  

Dividend Yield (%)  2.0   1.0   1.5   1.9  

Payout Ratio (%)  95.7   40.4   30.0   30.0  

ROE (%)  5.6   6.6   12.0   14.2  

Net Gearing (%)  n.c.   n.c.   n.c.   n.c.  

n.c. - net cash     

 

P&L Analysis (RM mil) 2015 2016 2017F 2018F 

Revenue 38.9  41.8  84.5  117.9  

EBITDA 17.4  18.7  33.9  46.5  

Depreciation (6.7) (7.4) (9.0) (10.6) 

Net interest expense (0.2) 0.5  (1.3) (4.4) 

Associates 0.0  0.0  0.0  0.0  

PBT 10.4  11.8  23.6  31.6  

Tax (1.1) (0.1) (1.4) (2.8) 

Net Profit 9.4  11.7  22.3  28.9  

 

 

 

 

1. Investment Highlights/Summary 

 

 N2N is a leading provider of trading solutions in 

Malaysia with a market share of 70% in equities 

trading solutions segment and 80% in derivatives 

and commodities trading.  

 

 Its new product offerings, including 

TcProGlobal, TcPlus and TcMobile, will serve 

to further enhance the Company’s 

comprehensive range of products and services, 

providing a strong platform for domestic growth 

and greater regional reach. N2N ultimately 

aspires to position itself as a dominant financial 

trading hub in Asia.  

 

 Acquisition of AFE Solutions Ltd (“AFE”) in 

Hong Kong enhances N2N’s regional foothold 

with its exposure to Hong Kong, Macau and 

Vietnam financial markets. The acquisition of 

AFE is earnings accretive, with positive impact 

from cost rationalisation and stronger growth 

from cross selling potential amongst a wider 

network of customers.  

 

 We expect N2N’s earnings to grow 90% and 

29% respectively for FY17-18E and initiate 

coverage with a BUY recommendation. Based 

on our EPS forecasts of 4.7 sen and 6.1 sen for 

FY17/18E respectively, the stock is currently 

trading at P/E of 20.4/15.8x. We have arrived at 

a fair value of RM1.20 upon ascribing a target 

P/E of 20x, based on a PEG ratio of 1x, 

underscored by the company’s 3-year earnings 

CAGR of 24.7% (FY13-FY16) and positive 

forward earnings outlook.  

 

mailto:chanb@bcta.com.my
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2. Company Background/Overview 

 

a) History 

 

N2N was incorporated in Malaysia as a private limited company on 10 August 2000 under the name of 

N2N Connect Sdn Bhd. It was founded by the Managing Director, Tiang Boon Hwa together with Chua 

Tiong Hoong and Lai Su Ping (Both are currently Non-Independent Executive Directors in N2N). The 

Company was converted to a public limited company on 29 September 2004. On 1 July 2004, N2N was 

awarded Multimedia Super Corridor (MSC) status by the Multimedia Development Coporation (MDEC) 

of Malaysia. N2N was subsequently listed on the MESDAQ board in year 2005. In 2014, N2N entered 

into a new era when it formed a strategic partnership with Nikkei Group of Japan. Nikkei Inc, and its 

subsidiary, QUICK Corp, took a 28% investment stake in N2N and collaborate with N2N to introduce 

new services in Japan and across Asia.  

 

b) Corporate structure 

 

 
 

Source: Annual report 2016 

 

3. Business Operations 

 

The Company is principally involved in the R&D of software packages and provision of design, programming 

and consultancy services and related activities. N2N markets its core enterprise-wide integrated e-commerce 

securities trading solutions to stock broking firms and banks. It also focuses on online transactions with 

emphasis in the capital market segments. N2N’s products and services range from online trading portals within 

the stock broking industry, hosting and managing network services, to wealth and risk management solutions.  

 

In FY16, the Company’s revenue is predominantly derived from the domestic market, which contributed about 

83% of total revenue while the remaining goes to Singapore, Philippines and Indonesia. 
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After years of investment in research and development, N2N rolled out its new product breakthrough in 2017, 

namely TcPro Global, TcPlus and TcMobile for smartphone and tablet. These new front end systems will be 

complemented by the new BMS Plus (Broker Management System) and low latency OMS Pro (Order 

Management and Routing System). 

 

TcPro Global has firmly established itself as the trading platform of choice in Malaysia with almost 70% 

market share in the trading solutions for equities and 80% in the derivatives and commodities trading for FKLI 

and FCPO. It is also the first in Asia to achieve CME (Chicago Mercantile Exchange) certification in 2009 and 

is becoming a globally recognized system on par with the elite offerings from the American and the European 

systems. 

 

In March 2017, the Company completed the acquisition of AFE in Hong Kong, transforming N2N from a 

domestic player with more than 80% revenue derived from the local market to being a regional player deriving 

more than 60% of revenue from the Asian markets. AFE was acquired with a total purchase consideration of 

RM88.1m from Reuters SARL (part of Thomson Reuters) and Systex, (part of Systex Corporation). AFE is a 

financial data and trading solutions provider with presence in Hong Kong, Macau and Vietnam. It currently 

has over 8000 information terminals that are leased to about 570 customers while its trading solutions business 

has a customer base of about 50 customers with average length of relationship with its top 10 clients of at least 

10 years. 

 

4. Product Range 

 

Product Name Descriptions 

 

TcPro Global 

 

A versatile platform that enables users to personalise their preferences for a more 

intuitive user experience. The platform offers technical charting, world class 

fundamental and extensive database on the financial market with Global Economic 

News in real time, straight from the source of its partner Nikkei. It routes order 

simultaneously to various asset classes and exchanges such as BM, SGX, IDX, 

PSE, SET, CME, HKeX and more. 

 

TcMobile Allows users to access the latest technical trading tools, financial market 

fundamental analytics, broker research reports and place online trades through 

mobile devices. 

 

TcPlus A browser based trading platform without the need to download any applications or 

plug-ins. 

 

TcPair Allows the users to form their basket from multi-market and multi asset instrument 

options. The basket of instruments will then undergo comprehensive analysis to 

determine outperforming and underperforming instruments and their historical 

correlations.  

 

TcMarket Maker Supports the life cycle of ETF products, from issuance to market making and 

position hedge. Issuers or market makers can quote on multiple depths and manage 

spreads based on the respective Exchange requirements. 

 

TcBos A financial institution back office system that can settle multi markets, assets and 

currencies. 
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5. Financial Review 

 

a) Revenue Breakdown by geographical (RMm) 

 

  

FY11 FY12 FY13 FY14 FY15 FY16 5Y CAGR 

Malaysia             17.4            21.2            26.3            27.8            32.1            34.7  15% 

Singapore 

 

            2.5              4.3              4.6              6.2              5.4              5.8  19% 

Indonesia 

 

            0.8              0.8              0.2              0.2              0.0              0.0  -51% 

Philippine               0.0              0.3              0.2              0.1              1.3              1.2  161% 

Group turnover           20.7            26.6            31.3            34.2            38.9            41.8  15% 

 

 

b) N2N’s PBT margin has been improving over the past five years from a negative 5.6% to a positive of 

28.2%. The Company’s operating leverage is high; any incremental sales will flow straight down to the 

bottom line as majority of its costs are overheads and administrative costs. Due to its MSC status, the 

effective tax rate has been low and is expected to remain low for the next 8 years.   

 

6. Balance Sheet 

 

N2N’s financial position remains strong post acquisition of AFE due to its strong operating cash flow over the 

past five years. As at end-June 2017 net cash stood at RM56.1m or 11.8sen per share, representing 12.3% of 

its share price. A reduction of its net cash position as compared to RM103.5m in FY16 was due mainly to the 

drawdown of USD loan to acquire AFE.  

 

7. Dividend 

 

N2N does not have a dividend policy, but it commenced paying dividends since FY14 when its balance sheet 

turned into a net cash position. Payout ratios in FY14 and FY15 were strong at almost 100%, but declined in 

FY16 to 40% with the Company’s decision to conserve cash for expansion plans. Going forward, we expect 

the Company to distribute 1.4-1.8sen dividend per share per annum based on 30% payout ratio, translating to 

net yield of 1.5-1.9%. 

 

8. Competitive Analysis 

 

 Spearheaded by strong management team. The Company’s key management staffs have been in the 

industry for more than 30 years. Their in-depth knowledge and experience in this sector has helped N2N 

emerge as one of the leading players in the online securities trading solutions industry. This is evident in 

their strong clientele base and success in expanding overseas. 

 

 Backed by strong shareholders. In 2014, N2N has formed a strategic partnership with Nikkei Group of 

Japan, Nikkei Inc, and its subsidiary, QUICK Corp, who took a substantial investment stake in N2N. The 

Japanese collaborated with N2N to introduce their new Nikkei Asian Review real time new services and 

QUICK’s statistical and analytical functions through N2N’s platform. This has further raised N2N’s 

competency in the industry.  

 

 Comprehensive suite of products and services. N2N’s trading solutions are well integrated, covering a 

wide spectrum including trading, order routing, exchange gateway, network and hosting, cloud portal, 

charting, technical, information services as well as market data. Its extensive product offerings include 

trading terminals, information terminals, algorithmic trading, pair trading, market making, retail trading 

(via browser and mobile), multi exchange direct market access gateway, drop copy services and direct 

access support services, PLC portal management and back office administration and settlement.   
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 Continuous investment in research and development (R&D). N2N has devoted itself to R&D to 

constantly be ahead of its competition. This effort in R&D is well reflected in its expanding suite of 

products and services serving current market needs. R&D is estimated around 30% of revenue per annum, 

but should be lower going forward as its revenue base increases. 

 

 Becoming the Asia Financial Trading Hub. Post acquisition of AFE, N2N is one of the largest trading 

solutions providers in Asia based on broker coverage as well as transaction flows. The Company looks 

forward to further expanding its market base and creating borderless trading with its constant technology 

evolution. This is expected to be a major catalyst as all regional brokerage partners will be able to enjoy 

cost efficient cross border trading through their network. Meanwhile, the Company is assessing a few 

more potential targets for acquisition to further establish its Pan Asia presence.  

 

9. Earnings Outlook 

 

 N2N has built a regional presence, and ultimately aims to position itself as a financial trading hub in Asia. 

This should set the company well for further market penetration and growth alongside the regional stock 

exchanges. Beside the strong foothold in the existing markets, AFE would present greater cross-sell 

potential and international opportunities within the group. 

 

 N2N’s revenue trend looks to be highly correlated to that of Bursa Malaysia Berhad due to the 

company’s strong domestic market share. The securities market trading activities for 1H17 registered 

strong average daily trading values (ADTV). Sustained activities on the local bourse, the derivatives 

market as well as Bursa Malaysia’s continuous efforts to promote the domestic capital markets, including 

the promotion of Shariah investments, should provide N2N with a foreseeable steady growth trend. 

Based on consensus revenue forecast for Bursa Malaysia, we estimate Malaysia revenue to grow 16% 

and 5% for FY17-18E.  

 

Historical N2N’s Malaysia Revenue vs Bursa Malaysia Revenue 
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Source: Bursa Malaysia, the Company 

 

 N2N’s 1H FY17 revenue and net profits jumped 100% and 135%, respectively due to the consolidation 

of AFE in 2Q FY17. Acquisition of AFE is definitely marking another milestone for N2N. More 

immediate impact is the potential for cost rationalisation on AFE through relocation of its Hong Kong 

office to a cheaper address as well as streamlining administration costs, thus laying the foundation for 

cost savings and margin optimisation as a group.  

 



  
 

Page 6 of 7 

   BCT Asia advisory 

N2N also recognised the potential of switching AFE’s current operational model from having fixed 

management fees charged monthly to a more scalable combination of fees charged for every matched 

trade order, which would have a more positive impact in an active market. Further, N2N’s platform 

encompassing trading solutions in multiple asset classes and multiple currencies allows for greater cross 

selling opportunities with AFE’s Hong Kong based clients, as well as upselling and modernising its 

services in Hong Kong and the PRC.  

 

10. Key Investment Risks 

 

 Low trading volume may hamper earnings growth. A substantial amount of N2N’s earnings depend 

on the volume of shares traded online. Any negative market sentiment could see a drop in volume of 

share trading, hence affecting its earnings. 

 

 Currencies risk. From FY17 onwards, its earnings will be affected by USD exchange volatility. Based 

on our estimates, a 5% appreciation of USD will have approximately +3% swings to earnings. Revenue 

generated by AFE should cushion the impact of its USD-dominated borrowings.   

 

11. Valuation and Recommendation 

 

 N2N is progressing as a regional player with its integrated financial trading solutions. Its product 

offerings, including TcProGlobal, TcPlus and TcMobile, will serve to further enhance the Company’s 

comprehensive range of products and services, providing a strong platform for domestic growth and 

greater regional reach. N2N ultimately aspires to position itself as a dominant financial trading hub in 

Asia.  

 

 Acquisition of AFE Solutions Ltd (“AFE”) in Hong Kong enhances N2N’s regional foothold with its 

exposure to Hong Kong, Macau and Vietnam financial markets. Acquisition of AFE is earnings accretive, 

with positive impact from cost rationalisation and stronger growth from cross selling potential amongst a 

wider network of customers.  

 

 We expect N2N’s earnings to grow 90% and 29% respectively for FY17-18E and initiate coverage with a 

BUY recommendation. Based on our EPS forecasts of 4.7 sen and 6.1 sen for FY17/18E respectively, the 

stock is currently trading at P/E of 20.4/15.8x. We have arrived at a fair value of RM1.20 upon ascribing 

a target P/E of 20x, based on a PEG ratio of 1x, underscored by the company’s 3-year earnings CAGR of 

24.7% (FY13-FY16) and positive forward earnings outlook. In addition, we prefer N2N as compared to 

its peers based on a relatively better earnings and valuation metrics as shown below.   

 

Peer Comparison 

Company Last Price Mkt Cap PER P/B P/OCF 

Earnings 

Growth 

   

FY16 FY16 FY16 3-Yr CAGR 

N2N 0.96 455 39.0 

                   

2.5                  30  24.7% 

Excel Force 1.42 588 104.4 12.9                 53  -7.0% 

Silver Ridge 0.15 18 n/a 1.9                  10  n/a 
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Share Price Chart of N2N 

 

 
 

 

 

Disclosures/Disclaimer 

 

Investment ratings: 

Buy (generally >10% upside over the next 12 months) 

Hold (generally negative 10% downside to positive 10% upside over the next 12 months) 

Sell (generally >10% downside over the next 12 months) 

 

This report has been prepared by BCT Asia Advisory Sdn Bhd pursuant to the Mid and Small Cap Research 

Scheme (“MidS”) administered by Bursa Malaysia Berhad. This report has been produced independent of any 

influence from Bursa Malaysia Berhad or the subject company. Bursa Malaysia Berhad and its group of 

companies disclaims any and all liability, howsoever arising, out of or in relation to the administration of MidS 

and/or this report. 

 

The information and opinion in this document has been obtained from various sources believed to be reliable. This 

publication is for information purpose only, and must not be relied upon as authoritative or taken in substitution 

for the exercise of judgment. This document is not to be construed as an offer or a solicitation of an offer to buy or 

sell any securities. Opinions expressed in this publication are subject to change without notice and any 

recommendation herein does not have regard to the specific investment objectives, financial situation and the 

particular needs of any specific addressee. No representation, express or implied, is made with respect to the 

accuracy, completeness or reliability of the information or opinions in this publication. Accordingly, neither we 

nor any of our affiliates nor persons related to us accept any liability whatsoever for any direct, indirect or 

consequential losses (including loss and profit) or damages that may arise from the use of information or opinions 

in this publication. 

 

BCT Asia Advisory Sdn Bhd and its related companies, their associates, directors, connected parties and/or 

employees may own or have positions in any securities mentioned herein or any securities related thereto and may 

from time to time add or dispose of or may materially be interested in any such securities. BCT Asia Advisory 

Sdn Bhd and its related companies may from time to time perform advisory, investment, communications or other 

services for, or solicit such advisory, investment, communications or other services from any entity mentioned in 

this report. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, 

may give rise to real or potential conflicts of interest. 
 


