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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: 0108
Bloomberg Ticker: N2N MK
Market Capitalisation: RM 422.26m Recommendation: BUY
Target Price: RM 1.20 Expected Capital Gain: 26.3%
- Expected Div Yield: 1.9%
Current Price: RM 0.95 Expected Total Return: | 28.2%
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 1. 30QFY17 Results Highlight

EPS (sen) 2.0 2.5 47 6.1

PIE () 48.6 38.6 20.3 15.7 30FY17  3QFY16 Chg

Dividend/Share (sen) 1.9 1.0 14 1.8 RMm RMm %

NTA/Share (RM) 0.38 0.37 0.28 0.33

Book Value/Share (RM)  0.38 0.37 0.41 0.45 Revenue 28.2 105 168

Issued Capital (mil shares) 463.6 4764  477.1  477.1 Operating Profit 57 34 67

52-weeks Share Price Range (RM) 0.625 - 1.14 Finance cost (0.7) (0.2)

Estimated free float 20.8% Pre-tax Profit 5.0 3.4 49

Average volume (shares) 3.13m Net Profit after Minority 5.1 34 50
Operating Margin (%) 204 32.7

Per Share Data 2015 2016 2017F 2018F Pre-tax Margin (%) 17.8 32.0

Year-end 31 Dec Net Margin (%) 181 323

Book Value (RM) 0.38 0.37 0.41 0.45

Operating Cash Flow (sen) - 3.0 28 6.0 85 e In3QFY17, N2N’s revenue improved 167.8% y-

EPS (sen) 2.0 25 4.7 6.1 L

Dividend (sen) 19 10 14 18 0-y to RM?.S.Zm due to full consolidation pf

PIE (x) 486 386 20.3 157 AFE_ _Sglutlon_ Ltd’s (AFE) revenue after its

P/Cash Flow () 6.7 71 33 23 acquisition which was completed in March ?0_17.

P/Book Value (x) 25 25 23 21 The_ growth was also contributed by _the existing

Dividend Yield (%) 20 1.0 15 19 business which grew 22.1% y-o0-y driven mainly

Payout Ratio (%) 95.7 40.4 30.0 30.0 by Malaysia (+21.6%) and the Philippines

ROE (%) 5.6 6.6 12.0 142 (+160%). This improvement was mainly from

Net Gearing (%) n.c. n.c. n.c. n.c. higher one time implementation fees, monthly

n.c. - net cash fixed fees, variable matched trade fees and

monthly subscription fees.
P&L Analysis (RM mil) 2015 2016 2017F _ 2018F

Revenue 38.9 418 845 1179 e  Net profit increased by 50.0% y-0-y to RM5.1m
EBITDA 17.4 18.7 339 46.5 due mainly to the full consolidation of AFE’s
Depreciation (6.7) (7.4 (.00 (106) results, as well as higher revenue and the
Net interest expense 0.2) 05 (1.3) (4.4) unrealised foreign exchange gain on USD loan
Associates 0.0 0.0 0.0 0.0 of approximately RM1.3m. Stripping off one-off
PBT 104 118 236 316 items, core profits growth narrowed to 35.6% y-
Tax (1.1) 0.1) (1.4) (2.8) 0-y.

Net Profit 9.4 11.7 223 28.9

Eiljgmﬁgzgl?oé?) gg:; :g:; gg:; 22:2 e PBT margin saw supstantial decline y-0-y to
Net-Margin (%) 241 281 26.4 245 17.8% which was mainly dragged by the higher

administrative cost from AFE.
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9IMFY17 Results Highlight

IMFY17 IMFY16 Chg

RMm RMm %

Revenue 69.6 31.3 122

Operating Profit 20.1 9.3 116
Finance (1.5) (0.2)
Exceptional items 6.1 0.5

Pre-tax Profit 18.5 9.1 104

Net Profit 18.7 9.2 104
Operating Margin (%) 28.9 29.7
Pre-tax Margin (%) 26.6 29.0
Net-Margin (%) 26.8 29.3

e In 9MFY17, revenue surged 122% y-o-y to RM69.6m from RM31.3m in 9MFY16. Beside the
consolidation of AFE, its existing business grew 17.0% y-o0-y driven by Malaysia (+14.5%), the
Philippines (+129.6%) and Singapore (+9.1%). Net profit also doubled to RM18.7m from RM9.2m in
9MFY16, attributable to higher revenue, the unrealised foreign exchange gain on USD loan and fair
value change on financial assets at fair value through profit.

e The Company’s 9MFY17’s revenue amounting to 82.3% of our full-year forecast of RM84.5m is above
our expectations, but net profit achieved is deemed within expectations. Our net profits estimate of
RM22.3m is inclusive of the one-off items incurred in 1HFY17. Hence, our core net profit of RM17.3m
is in line with 9MFY 17 core net profit of RM12.5m, accounting for 72.3% of our full year estimates.

2. Earnings Outlook

e We are maintaining our earnings forecast for FY17-18E as growth prospect remains intact with positive
impact from cost rationalisation at AFE-level and stronger growth from cross selling potential amongst a
wider network of customers post acquisition of AFE.

e  With the Ringgit strengthening against the greenback, the Company is likely to continue benefiting from
the unrealised foreign exchange gain on its USD loan. However, this would partially offset the negative
impact from the Hong Kong dollar revenue from AFE.

e Risk to our earnings forecast will be a reversal trend in Ringgit as well as a significant deterioration in
market sentiment.

3. Valuation and Recommendation

e We are maintaining our earnings forecast and BUY recommendation on the stock. We remain positive as
N2N is progressing towards becoming 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.

e Post our initiation, the share price performed well and achieved an all-time high of RM1.14 in October. It
has since eased from its highs. We believe the good set of results should serve to strengthen investor
confidence going forward. We maintain our fair value of RM1.20, based on a target P/E of 20x, deriving
from a PEG ratio of 1x, underscored by the company’s 3-year earnings CAGR of 24.7% (FY13-FY16)
and positive forward earnings outlook.
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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.
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