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Riding Onto The Age of Digitalisation

. Summary
Recommendation: BUY
Current Price: RM0.795 ° Initiate coverage on Infoline Tec Group Berhad with BUY
) recommendation and target price of RM1.15/share, based on P/E of
Previous Target Price: N/A 17.0x on FY25F earnings.
Target Price: RM1.15 « We are projecting core net profit to demonstrate further growth at 3-year
Upside/Downside: 44.7% CAGR of 26.7% to RM24.6m in FY25F, on the back of acquisition of new
customers and contract wins from strong tender book.
Stock information ¢ Future growth prospects to be driven by relatively large-scale expansions
B that are on the cards, coupled with favourable industry outlook.
oard ACE
Sector Digital Services
Bursa / Bloomberg Code 0253 / INFOTECMK Investment Highlig hts
Syariah Compliant No ¢ Riding onto rapid pace of technological evolution. The proliferation and
FTSE4Good Index No evolution of technologies such as Big Data, Cloud Computing, and Social Computing
FTSE ESG Rating iRaRaR0 o4 requires large volume of data consumption and requires greater demand for
Bloomberg ESG Rating N/A protection. According to IMR forecasts, the IT Infrastructure industry is expected to
Shares issued (m) 363.2 grow at a Compound Annual Growth Rate (CAGR) of 9.7% and 18.4% Yoy in CY24
Market Cap (RM’ m) 288.8 in Ma.mlay5|a and China, respectively. T_h(_e e.xpectatlon of p05|t|.ve trend has positioned
. Infoline as one of the key beneficiaries from the rapid development of IT
>2-Week Price Range (RM) 0.51-1.1 infrastructure. We believe Infotec is strategically positioning itself within the high-
Beta (x) N/A" growth industry. Through its ongoing geographical expansion efforts and capacity
Free float (%) 52.8 expansion plans, the company aims to capture a significant market share.
3M Average Volume (m) 1.6
3M Average Value (RM’ m) 12 ¢ Benefiting from the government's initiatives to promote the IT infrastructure
and cybersecurity industries, the development of digital infrastructure is being
Top 3 Shareholders (%) encouraged through technology-friendly policies. The Malaysian government's
Choo Chuen Wei 47.1 awareness and promotion of digitalisation and cybersecurity, by development of
) ) digital infrastructure is expected to ramp up demand for companies and businesses
Nor Azzam Bin Abdul Jalil 0.03 . . . . .
to invest in IT infrastructure and cybersecurity solutions.
Binti Ahmad Kamal Alwizah Al-Yafii 0.02

Share Price Performance
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o Ability to secure customers. Infoline's ability to secure customers is bolstered
by its largest client, Dell Technologies through their substantial planned CAPEX.
Already, Infoline successfully acquired 24 new customers in FY22 and an additional
27 new customers as of June 2023. The group's ability in new customers acquisition
will be a key driver for both top and bottomline growth, going forward.

e Exciting Expansion. Geographically, Infoline has expanded its operations into

& w\&“y 6)\,9"3’ "\&“3’ «\”& e\@'c’ China, establishing presence across three cities: Heilongjiang, Wuhan, and Chengdu
R in response to strong demand inquiries. Additionally, Infoline has extended its
footprint to Singapore, Japan, and India. The expansion into Singapore revolves
T InfotecticEaulty FEMKLCT tndex around a brownfield acquisition of Inline Technologies, that comes with an annual
iM  3M 12M profit guarantee of approximately RM1.8m. Operationally, Infoline has diversified
vertically into the Mechanical & Engineering segment. The group has secured a solar

Absolute (%) 5.3 39 514 . . . . . .
plant project worth RM2.0m and actively tendering projects with combined value of
Relative (%) 37 31 491 RM100.0m. We believe these strategic expansions will pave way for Infoline's

growth trajectory.
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o Increasing recurring income stream. Infoline has bolstered its steady earnings
stream through managed IT services segment in bid to generate recurring income
stream. Year-to-date, the group has enhanced its Network Operating Centre (NOC)
and established a new Security Operating Centre (SOC). Addition of several new
customers over the years has bolstered contribution of managed IT services. In
1H23, the aforementioned segment accounted for 23% of the total contribution,
which represents a significant rise from 13% in FY22. We anticipate contribution
will maintain at current level (20%) for FY24F. Additionally, the aforementioned
segment offers better margins, which boast blended gross profit margin to
approximately 70.0%.

¢ Proxy to Dell growth in Asia region. Infoline maintained a mutually long-term
working relationship with Dell Technologies, which is the group’s largest customer
that contributed approximately 50.0% to total revenue over the years. In recent
years, Dell demonstrated sturdy growth in countries such as Australia, Japan, South
Korea, and India. By tapping into Dell's growth within the Asia Pacific countries, we
reckon Infoline is well positioned to capitalise on the ongoing and future Dell
developments within Asia-Pacific markets, particularly in India.

o Health balance sheet and Robust financial growth. Infoline boasts a healthy
balance sheet with zero borrowings and a net cash position RM37.9m, representing
10.42 sen per share or 13.3% of current share price. In terms of bottomline, Infoline
achieved an impressive 4-year CAGR of 40.0% in earnings growth from FY18 to
FY22. The strong financial performance is a testament to Infoline's capabilities to
further expand and grow their business.

o Dividend policy. In FY22, the group declared a full-year dividend of 2.21 sen per
share, reflecting a dividend pay-out ratio of approximately 66.0%. Infoline adheres
to a dividend policy of a minimum 30.0% profit payout, backed by its strong financial
performance. With ongoing expansionary plans on the horizon, we anticipate the
group will maintain a dividend pay-out ratio of ¢.30.0% of its profits in the future.

Corporate Structure

Inf®line
100% | 100% 100% | 100%

Infoline IT Solutions Infoline Technology Infoline Tec Inline Technologies
Sdn Bhd (Shenzhen) Limited International Pte. Lid. Sdn Bhd

100% 100% 100%

Infoline Tec Solutions Infoline M&E Solutions
['““‘"“e Tec Japan K'K‘] [ India Pte. Lid. J [ sdn. Bhd. ]

Source: Company

Company background

o Infotec engages in the provision of IT infrastructure solutions, cybersecurity
solutions, managed IT and other IT services, and trading of ancillary hardware and
software. The group’s head office is located in Kota Damansara, Selangor, Malaysia,
with operations in Malaysia and PRC.
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e The group was incorporated on 2013 and listed on Bursa Malaysia’s Ace Market in
2022. Over the years, Infoline have established a strong track record as a reliable
IT infrastructure and cybersecurity solution provider. As a testament to their sucess,
Infoline have granted recognitions by several of their principals such as Gold Partner
by Dell Technologies, Inc. and Panduit Corporation as well as 3-Star Partner by
Check Point Software Technologies Ltd and Huawei Technologies Co Ltd and Aruba
Gold Partner Status by Hewlett Packard Enterprise Company. The said recognitions
further enhance business relationship with the respective principals in securing new
projects.

e Given that the founder was ex-employee of Dell Technologies, Infoline maintained
a mutually and trusted working relationship of 7 years with the Dell group of
companies. The long-term working relationship highlights the group ability to deliver
IT infrastructure and cybersecurity solutions in an effective and efficient manner for
Dell group of companies.

Business Overview

o Infotec’s business operation are categorise into four segments, namely (i) IT
infrastructure solutions, (ii) cybersecurity, (iii) managed IT services and (iv) trading
of ancillary hardware and software products.

e IT infrastructure solutions segment specialised in designing and
implementation of data central solutions, system infrastructure, network
infrastructure, cloud computing solutions, software-defined infrastructure and
unified communications to meet business needs and requirements. The group
provides cybersecurity solutions to protect customers' IT infrastructure and
data from cyber threats, attacks and unauthorised access which mitigate
cybersecurity risks and minimise costs associated with dealing with cyber threats
and attacks. Meanwhile, managed IT services revolves on monitoring and
management of IT infrastructure and cybersecurity solutions. The group provides
one-off professional services for customers whom do not procure any hardware or
software through the group. In addition, the group also provides trading of
ancillary hardware and software products to IT infrastructure solutions.

Revenue contribution breakdown (FY22)

Trading of
Managed IT Ancillary
Services & Other Hardware &
Services Software

10% 2%

Source: Company, Apex Securities
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Initiation Coverage

Source: Company

Provision of IT » Data centre solutions » One-off » Malaysia » Customers
infrastructure solutions s System infrastructure project- s China who are end-
(design and « Software-defined based fee || « Other users (i.e.
implementation of IT infrastructure » Software markets local and
infrastructure solutions) || « Network infrastructure licensing (including multinational
« Cloud computing fee Hong companies)
solutions Kong,
« Unified communications Australia, » Customers
Thailand, who are not
Provision of « Network security « One-off Singapore, end-users
cybersecurity solutions « Endpoint protection project- Taiwan, (e.g. property
(design and platform based fee South consultancy,
implementation of « Network access control » Software Korea, and property
cybersecurity solutions) || . Anti-DDoS protection licensing India, developers
« Web isolation fee Myanmar, and
« Application delivery Indonesia construction
controller am_i_thg companies)
« Cloud security Philippines)
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Source: Company

/04/2013 (032022)




) APEX.

SECURITIES
APEX SECURITIES BERHAD

Wednesday, November 22, 2023 Initiation Coverage
Cybersecurity solutions
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Source: Company

Managed IT services

Enhanced Network Operating Centre

(NOC) manages IT connection & utilisation

New Security Operating Centre

(SOC) manages IT network security

Source: Company

Industry Overview

e The proliferation of technologies revolutionise business into digital era, driven by
rising adoption of new technologies, government development initiatives,
increasing cyber threats, growing number of companies and businesses. Rapid
pace of technological evolution as well as technology adoption boosts demand for
IT infrastructure and cybersecurity solutions. The proliferation and evolution of
technologies embedded partly into daily lifestyle through the increase in usage of
consumer electronics and other personal devices. Examples include cloud
computing, social computing, IoT, Al and Big data. Under the present market
landscape, the rising reliance on cloud services and the ongoing upgrade of
infrastructure are key factors in fueling the demand for managed IT infrastructure
services.

e According to independent market report (IMR) by Providence Strategic Partners,
IT infrastructure industry's growth is expected to accelerate in both Malaysia and
China. Malaysia's IT infrastructure market size is anticipated to reach RM10.1bn by
2024, representing a 2-year CAGR of 9.7% in 2024F. Similarly, China's IT
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infrastructure industry is projected to expand at 2-year CAGR of 18.4% to reach
USD233.7bn by 2024F. Elsewhere, Malaysia's cybersecurity industry was valued at
RM3.8bn in 2022 and is estimated to reach RM4.9bn by 2024F, representing a 2-
year CAGR of 14.4%. Concurrently, China's cybersecurity industry is expected to
reach USD16.3bn by 2024, projecting 2-year CAGR of 19.1%.

e According to Mordor Intelligence LLP, the managed IT infrastructure services
market size is expected to grow from USD107.55bn in 2023F to USD167.92bn by
2028F globally, at a 5-year CAGR of 9.32% during the forecast period (2023F-
2028F). The managed IT infrastructure services market is fiercely competitive,
characterised by a multitude of both large and small players. The market's
fragmented nature has led to a trend of acquisitions and a growing emphasis on
specialised niche segments as part of the sector’s expansion strategies. The rapid
evolution of services necessitates continuous investments in cutting-edge skills and
technologies to remain relevant and competitive. In bid to achieve the potential
growth, players across the globe are swift in recruitment of skilled R&D
professionals or the acquisition of promising startups with disruptive potential.

IT Infrastructure & Cybersecurity Growth Projections (MY & CN

IT Infrastructure Cybersecurity
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Source: Independent Market Research Report by Providence Strategic Partners

Financial Highlights

e Over the years, Infotec’s revenue and net profit demonstrated solid 4-year CAGR of
40.2% and 39.2% in FY22. The sturdy growth was largely attributed to the rapid
demand for IT infrastructure following the rising adoption of advance technologies
such as data analytics, data processing, data exchange and cloud-based services.
The above factors contributed to increase in volume of digital data generated, and
consequently lead to continuous demand for IT infrastructure and cybersecurity
solutions in order to store and manage digital data.

e Moving forward, we are projecting core net profit to demonstrate further growth,
rising 7.0% yoy to RM13.0m in FY23F, 69.0% yoy in FY24F and 11.0% yoy in FY25f
on the back of new contracts secured and onboarding of new customers from their
strong tender book that is supported by on-going expansions. Seasonally, Infotec
posted stronger performance in 2H against 1H, with approximately 60-70% of their
annual profits concentrated in the second half of the financial year. This is premised
to companies ramping up their CAPEX spending towards the year end. Hence, we
expect Infotec to deliver stronger 2HFY23 results.
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Peers Comparison

Market FYE Price MarketCap P/E(X)  Gross DY Revenue NetIncome

Company Group (RM)  (RM'm)  Fy22 Fy23F (%) RM'm RM'm
Infoline Tec Group Berhad ACE Dec 0.795 288.8 16.9 15.9 2.8% 72.8 12.1
Cloudpoint Technology Bhd ACE Dec 0.585 311.0 21.1 150 0.0% 90.6 13.2
HeiTech Padu Bhd MAIN Dec 0.920 931 N/A  N/A 0.0% 293.9 -9.9
Mesiniaga Bhd MAIN Dec 1.430 86.4 186 N/A 6.9% 2929 6.5
Infomina Bhd ACE May 1.700 1022.1 240 198 0.0% 251.3 39.8
Avg ex-Infoline Tec Group Berhad 21.2 174 1.7% 232.2 12.4

Source: Apex Securities, Bloomberg

Valuation & Recommendation

e We project Infoline to deliver 3-year earnings CAGR of 26.7% for FY22-25F. On that
note, we have factored in new contracts secured from current and future tenders,
backed by their capabilities demonstrated historically.

e We initiate coverage on Infoline Tec Group Berhad with BUY recommendation and
target price of RM1.15/share, based on assigned P/E of 17.0x to FY25F EPS of 6.8
sen. Our target PER is based on 20.0% discount to peers which are trading at 21-
22x trailing PER, justifiable by the group’s smaller market capitalization and
competitive industry landscape.
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Financial Highlights

Income Statement

Balance Sheet

Initiation Coverage

FYE Dec (RM m) FY21 FY22 FY23F FY24F FY25F FYE Dec (RM m) FY21 FY22 FY23F FY24F FY25F
Revenue 44.6 72.8 82.0 130.4 148.4 Cash 14 379 414 58.5 76.1
Gross Profit 17.0 26.3 35.7 45.6 519 Receivables 95 16.6 B.1 29.2 33.0
EBITDA 10.6 17.1 25.4 30.7 34.3 Inventories 20 04 10 10 10
Depreciation & Amortisation 0.0 -04 -0.8 -0.7 -0.8 Other current assets 54 54 6.7 9.9 06
EBIT 10.6 16.7 24.7 30.0 335 Total Current Assets 28.4 60.2 67.2 98.6 120.8
Net Finance Income/ (Cost) 0.0 0.0 -0.2 -0.1 -0.1 Fixed Assets 0.6 94 B1 29 07
Associates & JV 0.0 0.0 0.0 0.0 0.0 Intangibles 0.8 0.8 08 0.8 0.8
Pre-tax Profit 10.5 16.7 24.5 29.9 33.4 Other non-current assets 0.0 0.0 0.0 0.0 0.0
Tax -2.7 -4.6 -6.3 -7.9 -8.9 Total Non-current assets 14 10.2 13.9 13.7 13.5
Profit After Tax 7.8 2.1 18.2 22.0 24.6 Short-term Debt 0.0 0.0 0.0 0.0 0.0
Minority Interest 0.0 0.0 00 0.0 00 Payables 6.6 0.7 05 96 221
Net Profit 7.8 2.1 18.2 22.0 24.6 Other Current Liabilities 46 79 8.9 ui1 6.2
Exceptionals 0.0 0.0 0.0 0.0 0.0 Total Current Liabilities 1.2 18.6 19.4 33.7 38.3
Core Net Profit 7.8 12.1 18.2 22.0 24.6 Long-term Debt 0.0 00 00 0.0 0.0
Other non-current liabilities 0.7 16 13 21 26
Key Ratios Total Non-current Liabilitie 0.7 1.6 13 2.1 2.6
FYE Dec (RM m) FY21 FY22 FY23F FY24F FY25F Shareholder's equity 79 50.3 60.4 76.5 93.3
EBITDA margin 238% 235% 310% 236% 23.1% Minority interest 0.0 00 00 0.0 00
EBIT margin 23.7% 22.9% 30.% 230% 22.6% Equity 17.9 50.3 60.4 76.5 93.3
PBT margin 236% 229% 299% 229% 225%
PAT margin 75% 166% 222% 169% 165% Cash Flow
NP margin 75% 166% 222% 169% 165% FYE Dec (RM m) FY21 FY22 FY23F FY24F FY25F
Core NP margin 75% 166% 222% 169% 165% Pre-tax profit 7.8 2.1 18.2 22.0 24.6
ROE 435% 24 30 288% 26.3% Depreciation & amortisation 0.2 04 08 0.7 0.8
ROA 553.7% 118.8% 130.5% 160.4% 182.4% Changes in working capital -36 22 -2.9 0.1 0.0
Net gearing -63.8% -753% -684% -76.5% -816% Others 0.1 0.1 00 0.0 00
Operating cash flow 4.5 14.8 16.1 22.8 25.4
Key Assumptions Net capex -04 -8.0 -4.5 -05 -05
FYE Dec (RM m) FY21 FY22 FY23F FY24F FY25F Others 0.0 00 00 0.0 00
IT Infrastruture growth (yoy/%, 7% 39% 19% -2% 7% Investing cash flow -0.4 -8.0 -4.5 -0.5 -0.5
Cybersecurity growth (yoy/%) -87%  997% -74% 5% 5% Dividends paid 0.0 -2.0 -8.0 -6.0 -7.7
Managed IT growth (yoy/%) -25% 4% 109% 6% 9% Others -0.1 223 14 14 14
Trading growth (yoy/%) 6% 3% 8% 6% 5% Financing cash flow -0.1 20.3 -6.6 -4.6 -6.4
Net cash flow 4.3 26.5 3.6 17.1 17.6
Valuations FY25f Forex 0.3 -0.7 -13 -0.6 -0.9
Core EPS (RM) 0.068 Others 0.0 00 00 0.0 00
P/E multiple (x) 17.0 Beginning cash 70 n3 378 414 585
Fair Value (RM) 115 Ending cash 11.3 37.8 414 58.5 76.1

Source: Company, Apex Securities
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APEX SECURITIES BERHAD — CONTACT LIST

APEX SECURITIES BHD DEALING TEAM RESEARCH TEAM

Head Office: Head Office: Mutiara Damansara Office:
6th Floor, Menara Apex, Kong Ming Ming (ext 2002) Kenneth Leong (ext 2093)

Off Jalan Semenyih, Shirley Chang (ext 2026) Lee Cherng Wee (ext 2067)
Bukit Mewah 43000 Kajang, Norisam Bojo (ext 2027) Steven Chong (ext 2068)
Selangor Darul Ehsan, Malaysia Ahmad Mujib (ext 2028) Jayden Tan (ext 2069)

General Line: (603) 8736 1118

Mutiara Damansara Office: Institutional Dealing Team:
5th Floor Menara UAC, 12, Jalan PJU 7/5, Siti Nur Nadhirah (ext 2032)
Mutiara Damansara,

47800 Petaling Jaya,

Selangor Darul Ehsan, Malaysia PJ Office:
General Line: (603) 7620 1118
General Line: (603) 7890 8899 Azfar Bin Abdul Aziz (Ext 822)

RESEARCH RECOMMENDATION FRAMEWORK

STOCK RECOMMENDATIONS

BUY: Total returns* are expected to exceed 10% within the next 12 months.

HOLD: Total returns* are expected to be within +10% to — 10% within the next 12 months.
SELL: Total returns* are expected to be below -10% within the next 12 months.

TRADING BUY: Total returns* are expected to exceed 10% within the next 3 months.
TRADING SELL: Total returns* are expected to be below -10% within the next 3 months.
*Capital gain + dividend yield

SECTOR RECOMMENDATIONS

OVERWEIGHT: The industry defined by the analyst is expected to exceed 10% within the next 12 months.
NEUTRAL: The industry defined by the analyst is expected to be within +10% to — 10% within the next 12 months.
UNDERWEIGHT: The industry defined by the analyst, is expected to be below -10% within the next 12 months.

DISCLAIMER

Disclaimer: The report is for internal and private circulation only and shall not be reproduced either in part or otherwise
without the prior written consent of Apex Securities Berhad. The opinions and information contained herein are based on
available data believed to be reliable. It is not to be construed as an offer, invitation or solicitation to buy or sell the
securities covered by this report.

Opinions, estimates and projections in this report constitute the current judgment of the author. They do not necessarily
reflect the opinion of Apex Securities Berhad and are subject to change without notice. Apex Securities Berhad has no
obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any matter
stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes
inaccurate.

Apex Securities Berhad does not warrant the accuracy of anything stated herein in any manner whatsoever and no reliance
upon such statement by anyone shall give rise to any claim whatsoever against Apex Securities Berhad. Apex Securities
Berhad may from time to time have an interest in the company mentioned by this report. This report may not be
reproduced, copied or circulated without the prior written approval of Apex Securities Berhad.
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