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VETECE Holdings Bhd
Ignited By Al

Valuation / Recommendation

We have a SUBSCRIBE recommendation on VETECE Holdings (VTC)
with an FV of RM0.42 based on 20x FY25F EPS, translating to a 66%
upside to the IPO price. Our target PE is at a discount compared to the
average valuation of comparable IT peers on Bursa Malaysia, but in line
with that of smaller-cap firms. We like VTC for its exposure to Al-driven
growth and the scalability potential of its IT business.

Investment Highlights

Growth catalyst on Al adoption. VTC is an enterprise IT solutions
provider that assists clients in the implementation process as well as
provides ongoing support and maintenance services. In recent year, its
key technology partners (i.e. Oracle, Salesforce, Teradata and WSO?2)
have already started offering Al capabilities in their enterprise IT solutions.
We believe that the adoption of Al will be a significant factor driving strong
revenue growth of 26-32% p.a. for VTC in FY25-FY26F, as its key
customers in the banking and telco industries will be among the first to
implement Al solutions into their IT systems. With a stronger balance sheet
and an enhanced corporate profile post-IPO, we believe VTC will also now
be able to bid for and secure larger IT projects compared to before.

Re-capturing overseas customers. VTC has prior experience delivering
and accomplishing projects from overseas customers, even though most
of its revenue comes from local clients in FY23. This is due to the impact
of the COVID-19 pandemic on the company's ability to travel to overseas
clients' locations, which has affected service quality and business
opportunities previously. To win back overseas customers, VTC intends to
strengthen its operations in Singapore by establishing an office and hiring
new staff. Furthermore, a Center of Excellence (COE) for software
solutions will also be set up in Malaysia. By aligning the COE's security
policies with international standards, VTC will then be capable of handling
projects for overseas clients remotely from Malaysia.

Hiring spree to add 20 new technical staff. VTC will use most of the IPO
proceeds to hire up to 20 new technical staff across three initiatives. This
would expand its workforce by about 23%. The new hire will include four
sales and marketing personnel who will also help to drive sales in addition
to the existing four key senior management.

Risk factors for VTC include (1) High dependency on Telekom Malaysia
as major client, (2) Reliance on technology partners, and (3) Cybersecurity
and reputation risks.

FY Aug FY22 FY23 FY24F FY25F FY26F
Revenue (RM m) 20.8 23.1 22.2 28.0 36.9
EBITDA (RM m) 5.8 9.0 8.5 11.0 14.9
PAT (RM m) 4.2 6.6 6.2 8.2 11.0
PAT Margin (%) 19.9 28.4 28.1 29.1 29.9
EPS (sen) 14 2.2 1.6 2.1 2.8
EPS Growth (%) 32.3 58.1 (28.8) 30.9 8515
BV Per Share (sen) 3.2 5.6 16.0 18.8 22.6
PE (x) 17.7 11.2 15.7 12.0 8.9
Net Gearing (%) Cash Cash Cash Cash Cash
ROE (%) 43.9 40.0 13.2 14.7 16.6
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Business Overview

VETECE Holdings Bhd acts as an enterprise IT solutions
provider with domain expertise in telecommunications and
financial services industries. They provide implementation
services, maintenance, support and professional services, as
well as the resale of hardware and software products.

Listing Details

Listing date 28 August 2024
New shares (m) 98.0
Offer for sale (m) 39.2
Funds raised (RM m) 24.5

Ordinary shares (m) 392.0
Market cap (RM m) 98.0
Free float 34.9%
P/E (FY25F) 12.0

Top 3 Shareholders

Tee Chee Chiang 61.3%
Chan Wai Hoong 3.4%
Goh Yeh Hwang 0.8%
Utilisation of Proceeds RM m

Roll out of new core products and services 2.2

Strengthening of Singapore operations 83

Establishment of a COE for software solutions 3.8

Hardware and software licensing fees 6.5
Loan repayments 4.0
Estimated listing expenses 4.7
9.0%
19.2% /

- 13.5%

16.3% _|

15.5%

26.5%{

Source: Company, Mercury Securities
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Financial Highlights and Valuation
Rising margins despite flattish topline. The overall revenue growth of VTC appears flat, with an
increase from RM20m in FY21 to only RM23m in FY23. However, a closer analysis of the revenue
breakdown reveals that sales for its high-margin key business segments (i.e., implementation services
and maintenance support) have steadily grown over the years, while sales for the low-margin reselling
business segment have declined. Historically, gross margins for the implementation services and
maintenance support segments average around 43-48%, while reselling margins were naturally low at
4-9%.
As such, it is unsurprising that VTC has shown a rising trend in its margins over the past three years
despite the flattish revenue. In FY21, the overall gross margin was lower at 29.3%, mainly due to higher
fixed costs associated with maintaining and training the implementation team (especially on new WSO2
technologies) during periods with fewer secured contracts. With the influx of new projects secured in
subsequent years, VTC's gross margins rose strongly to 33.8% and 42.1% in FY22-23 respectively.
Figure 1: Revenue breakdown (in RM m) Figure 2: Gross margins and PAT margins (%)
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Source: Mercury Securities, Bloomberg Source: Company, Mercury Securities

Al adoption to drive growth. VTC's key technology partners (i.e. Oracle, Salesforce, Teradata and
WSO02) have already started offering Al capabilities in their enterprise IT solutions. In addition to these
three, VTC is also seeking new technology partners who specialise in Al-driven data handling and
analytic solutions. We believe that the adoption of Al will be a significant factor driving strong revenue
growth of 26-32% p.a. for VTC in FY25-FY26F, as its key customers in the banking and telco industries
will be among the first to look into implementing Al solutions into their IT systems. With a stronger
balance sheet and an enhanced corporate profile post-IPO, we believe VTC will also now be able to
bid for and secure larger IT projects compared to before.

Figure 3: VTC technology partners and vendors

Technology Partners Technology Vendors

Technology
Vendor A

ORACLE W5

Listed on the New York Stock
Exchange. Oracle Corporation
develops, manufactures, markets,
distributes and services database
and middleware software

@ 14 years of relationship

application and hardware system.

A global software company
specializing in open-source middle-
ware and integration technologies,

providing solutions for building,
integrating and managing
applications and services in the cloud
and on-premises.

@ 4 years of relationship

An American software company
that develops and provides a
suite of CRM applications that
are focused on sales, customer
service, marketing automation,

e-commerce analytics and
application development.

@ 5 years of relationship

American glebal company that provides
a wide range of cloud services, including
computing power, storage. databases,
machine learning and artificial
intelligence ("Al") analytics.

@ 1 year of relationship

Technology
Partner B

American software company
that provides open-source
software products to
enterprises.

@ 3 years of relationship

Subsidiary of a Chinese headquartered multinational technology
corporation which  designs, develops, manufactures and sells
telecommunications equipment. consumer electronics, smart devices and
various rooftop solar products.

@ 8 years of relationship

teradata.

Headquarters in the US that is principally a global software provider of
data analytics and data management solutions.

@ 3 years of relationship

Source: Company

Notes:

a. As a partner to our technology partners, we are certified to market, resell as well
as provide implementation, maintenance, support and professional services using
the said partners’ products and platforms.

b. As a subcontractor to our technology vendors, we are engaged to provide
services to end-clients.
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Re-capturing overseas customers. VTC has prior experience delivering and accomplishing projects
from overseas customers, even though 96% of its FY23 revenue actually came from domestic
customers. Things had changed drastically due to the COVID-19 pandemic in the past, as border
closures and travel restrictions prevented VTC from travelling to clients’ premises overseas, impacting
its service quality, delivery of project milestones, issue resolution, and opportunities to meet with
potential new clients.

To win back overseas customers, VTC intends to implement two strategies. First, the company plans
to strengthen its Singapore operations by setting up an office there and recruiting new staff. VCT has
maintained a presence in Singapore, given its geographical proximity and role as the APAC regional
hub for MNCs. Second, a Centre of Excellence (COE) for software solutions will be established in
Malaysia. By aligning the COE's security policies with international standards (including physical
access controls, security protocols, and data access/encryption), VTC will then be capable of handling
projects for overseas clients remotely from Malaysia.

Hiring spree to add 20 new staff. VTC will use most of the IPO proceeds to hire up to 20 new technical
staff across three initiatives (see Figure 4 below). This would expand its workforce by about 23%. The
new hire will include four sales and marketing personnel who will help to drive sales in addition to the
current four key senior management.

Figure 4: VTC workforce

Personnel hiring Existing Al solutions SG office COE

Key senior managements 4

Project manager / Country manager 4 1 1
Solution architect 10 2 1

Software developer 56 2 9
Business system analyst 4

Software tester 6

Marketing personnel 2 1 1
HR, Finance, Admin 3

Total 87 6 3 11

Source: Company, Mercury Securities

Strong balance sheet. Despite declaring a sizeable dividend totalling RM14.2m in FY23, VTC'’s
balance sheet remains in net cash position even before its listing. However, we believe VTC is unlikely
to declare any dividend in the near term as it preserves internal funds for future growth.

RMO0.42 FV based on 20x FY25 EPS. We peg a target PE of 20x for VTC, which is at a discount
compared to the average valuation of comparable peers, but in line with that of smaller-cap firms.
Applying it to our FY25F EPS forecast of 2.1sen, we derived a FV of RM0.42 for VTC.

Peer Comparison — Trailing 12-month basis (as of 12 Aug 2024)
Share price Mkt Cap Earnings

Company Bloomberg Ticker (RM) (in RM m) Growth (%) P/E (X) P/B (x) ROE (%) Net yield (%)
SNS Network Technology SNS MK 0.76 1,217.6 (38.7) 43.6 5.0 11.9 1.0
Infomina INFOM MK 1.39 835.7 (17.0) 25.3 5.8 25.8 n/a
Autocount Dotcom ADB MK 1.07 589.0 (6.2) 46.9 10.9 34.4 19
Cloudpoint Technology CLOUDPT MK 0.84 443.9 23.4 27.4 6.3 35.4 2.4
Infoline Tec Group INFOTEC MK 1.03 374.1 28.5 22.0 6.5 31.7 2.7
Ramssol Group RAMSSOL MK 0.68 215.3 80.2 19.7 2.3 13.6 n/a
Simple Average 11.7 30.8 6.1 25.4 2.0
Vetece (FY25) 0.25 98.0 31.0 12.0 1.6 14.7 n/a

Source: Bloomberg, Mercury Securities
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Company Background

Started as Siebel implementation subcontractor. In July 2003, Vision Technology Sdn Bhd (VTCM)
was incorporated as a local implementation subcontractor for Siebel in Malaysia. VTCM’s services
included providing Siebel CRM solution implementation services and outsourcing services to large
corporations and MNCs. The same year, the company secured their first Siebel CRM solution
implementation project as a subcontractor for a Malaysian financial services company.

Oracle Corporation later acquired Siebel Systems Inc. in January 2006. Subsequently, in 2010, VTC
obtained the Oracle Gold Partner status, establishing itself as Oracle’s primary technology partner. In
2019, the company also expanded its business partnerships with other enterprise software IT
providers, such as Salesforce and WSO2.

Figure 5: VTC history and corporate milestones

EXED D
Became a local Siebel! = Awarded the Multimedia = Upgraded to Oracle Platinum | *= Became Technology = Became Teradata’s services
implementation Super Corridor ("MSC”) Partner status 2 with the Vendor A's 3 Delivery vendor. Provided first
subcontractor in Malaysia to Malaysia status. proven capabilities to Services Vendor. Teradata technology
provide Siebel Customer = Secured our first: implement minimum of 5 = Established business implementation.
Relationship Management v Project in the Oracle solutions. partnership with = Awarded as the Best
("CRM") solu_tion ‘ telecommunications = Secured our first: Salesforce. System Integrator 2022
im pleme_ntatlon services as and financial services v Enterprise data » Secured first software by Telekom Malaysia
well as SI.E?bE| CR!VI—reIated industry as a principal management project. testing services project as Berhad.
outsourcing services. contractor. v Maintenance and support a principal contractor. = Awarded as the Top

v Oracle CRM contract for enterprise = Became a WSO2 Par?n_er of \_’ear for Asia
maintenance and application integration Integration Partner and Pacific Region 2022 by
support services services. securing first WSO2 wso0z.
contract. v Non-Oracle (ie. Teradata) integration project. = Recognised as 1h.e

v Enterprise application enterprise data engineeringl = Secured a Pegasystems p"Efer_"‘-'d S_“PP""" 202.2
integration solution. solution CRM mainter_1ance and by Universiti Teknologi

¥ Foray into Oracle support services with 4 PetroT\as.
Business Intelligence. form_gn bank in Malaysia, L] Establlshe_d bL_lsmess
. our first non-Oracle CRM partnership with
* Obtained the Oracle Gold solution offered by our Technology Partner A3,
Partner status 2 Group.

Source: Company

Enterprise IT solutions provider. VTC is an enterprise IT solutions provider that specialise in the
telecommunications and financial services industries. The company assists clients in the
implementation process, provides ongoing support and maintenance services, as well as resells
hardware and software products.

Figure 6: Value chain of the enterprise IT services industry & Business Model
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Proven track record in executing projects overseas. Notwithstanding that 96% of FY23 sales are

contributed from domestic customers, VTC has prior experience in delivering and accomplishing
projects from overseas customers over its past 21 years of history.

Figure 7: Countries VTC has done projects in
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Source: Company

Prominent key customers from telco and banking sectors. VTC has provided IT solutions to large
organisations, including large enterprises, GLCs and MNCs across diverse industries such as
telecommunications, financial services, technology, manufacturing, higher education, distribution,
public sector, automotive, and utilities. Telekom Malaysia is VTC’s main client, having approximately
17 years of relationship with it and contributing 46% of FY23 sales. Other major clients for the company
include Telstra, China Construction Bank, Client A (listed Malaysian bank) and Client C (listed
Singaporean bank) respectively.

Figure 8: Key Management Team
Name and Designation Age
Tee Chee Chiang 48 e In charge of overseeing the overall strategic direction of the Group including business
Founder development partnership and marketing.

Vice Chairman e Bachelor of Engineering degree in Chemical Engineering from Monash University, Clayton
Australia

Profile

Chan Wai Hoong 54 e In charge of providing the day-to-day strategic leadership of the Group, including making
Executive Director impactful decisions for the Group’s operations and development.

CEO e Master of Science in Engineering Business Management from the University of Warwick,
United Kingdom

Yeoh Kim Kooi 40 e In charge of managing and overseeing the financial and accounting functions of the Group.
CFO e Bachelor of Science in Applied Accounting from Oxford Brookes University, United
Kingdom

Fon Wai Kein 44 e In charge of leading the business development, sales and delivery of Enterprise Application

Head of Enterprise Application
Integration and SSO Management

Integration & Single Sign-On solutions for the Group.
Bachelor of Science and Information from the University of South Australia

Head of Enterprise Data
Engineering, Analytics and CRM

Goh Yeh Hwang 45 In charge of leading the business development, sales, and delivery of Enterprise

Head of Enterprise Infrastructure Infrastructure On-Premises and Cloud solutions.

On-Premises and Cloud Solution Bachelor’s degree in computer science, majoring in Software Engineering from the
University of Malaya

Wong Thean Chee 44 In charge of leading the business development, sales and delivery of Enterprise Data

Engineering and Analytics solutions and Enterprise CRM solutions for the company.
Bachelor of Science (Honours) in Computing and Information Systems from the London
Guildhall University

Source: Company
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Future Plans & Business Strategies

To expand offerings into Al-driven data handling and analytic solutions. VTC plans to allocate
around RM2.2m from the IPO to launch new Al-driven data handling and analytic solutions. These will
involve partnering with two new or existing technology partners with expertise in Al. Among the features
of Al-driven solutions that VTC plans to introduce include

e  Segmentation facilitated machine learning algorithms that categorise customers by identifying
patterns and behaviours based on extensive customer datasets.

e Recommendation engines and machine learning capabilities that learn, analyse and provide
personalised recommendations based on collected data.

e Identity and access management tools that enhance system access security.

e Analytics tools to analyse large datasets aim to automatically identify patterns, trends, and
anomalies in the dataset to provide valuable insights.

In preparation for this, the company plans to expand its workforce by recruiting 4 IT professionals and
2 sales and marketing personnel. To promote its portfolio of enterprise IT solutions, the company also
aims to participate in tradeshows and events held by government agencies or technology partners.

Establishment of a Centre of Excellence (COE). VTC has allocated approximately RM3.8 million
from its IPO proceeds to establish a Centre of Excellence (COE) for software solutions. This will enable
them to remotely undertake projects for overseas clients from their base of operations in Malaysia. The
COE will also serve as a demonstration centre to showcase their enterprise IT solutions to existing and
potential clients, meeting their business and IT requirements, and demonstrating enhanced capabilities
whenever new versions are released to the market.

VTC plans to renovate 2 properties at KL Gateway to establish this COE. To promote its COE
capabilities, the company aims to recruit up to 10 IT professionals and a marketing manager.

Strengthening of Singapore operations. The company plans to use RM3.3m from the IPO proceeds
to enhance its Singapore operations by recruiting talent and setting up a Singapore office. The COVID-
19 pandemic, which previously affected international travel, has impacted VTC'’s service delivery and
revenue from international clients. VTC aims to boost its Singapore presence and overseas revenue

through new talent acquisition, establishing a local office, and focusing on marketing and client relations.

VTC plans to recruit a country manager to oversee sales and accounts operations in Singapore. The
country manager will be supported by a pre-sales consultant responsible for product demos and a
solutions architect tasked with designing IT solutions. Additionally, the company will rent a coworking
office to provide operational support and flexibility for scaling up as sales opportunities increase.

IPO Note
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Key Risks

High dependency on Telekom Malaysia as a major client. VTC has been providing implementation,
maintenance, support and professional services to Telekom Malaysia since 2007. Telekom Malaysia
accounted for 46% and 54% of total revenue for FY23 and 7-month FPE24 respectively.

Reliant on technology partners and vendors. VTC does not develop its own enterprise IT solutions;
it sources them from 7 technology partners and vendors. The company’s current contracts with
technology vendors are subject to various termination clauses, which both parties are required to
adhere to. In some contracts, their technology vendors have the right to terminate their services without
cause by giving them the requisite notice period as stipulated in the contract. However, the company
has not experienced any terminations with their technology partners and/or vendors before.

Risks related to data and cybersecurity breaches. In January 2024, news surfaced regarding a
hacker who claimed to have accessed a major client's customer database. Although VTC was involved
in implementing the client's system, the company was not responsible for the incident. Any data breach
or cybersecurity issues could harm VTC’s reputation and lead to legal action. As of July 2024, the
company has not faced any claims. However, there is no assurance that potential future breaches will
not impact its reputation and financial performance.

IPO Details
Offer for Sale  Public Issue Total (m) (%)
m m

Retail Offering
Eligible Persons - 9.8 9.8 2.5
Malaysian Public (Bumiputera) - 9.8 9.8 2.5
Malaysian Public (Non-Bumiputera) - 9.8 9.8 2.5
Private Placement
Selected investors 39.2 68.6 107.8 27.5
Total 39.2 98.0 137.2 35.0

Source: Company
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Disclaimer & Disclosure of Conflict of Interest

The information contained in this report is based on data obtained from data and sources believed to be reliable at the time of issue of this report. However,
the data and/or sources have not been independently verified and as such, no representation, express or implied, are made as to the accuracy, adequacy,
completeness or reliability of the information or opinions in this report.

» o« » oo

This report may contain forward-looking statements which are often but not always identified by the use of words such as “believe”, “estimate”, “intend” and
“expect” and statements that an event or result “may”, “will” or “might” occur or be achieved and other similar expressions. Such forward-looking statements
are based on assumptions made and information currently available to Mercury Securities Sdn Bhd. (“Mercury Securities”) and are subject to known and
unknown risks, uncertainties and other factors which may cause the actual results, performance or achievement to be materially different from any future
results, performance or achievement, expressed or implied by such forward-looking statements. Caution should be taken with respect to such statements and
recipients of this report should not place undue reliance on any such forward-looking statements. Mercury Securities expressly disclaims any obligation to
update or revise any forward-looking statements, whether as a result of new information, future events or circumstances after the date of this publication or to

reflect the occurrence of unanticipated events.

Accordingly, neither Mercury Securities nor any of its holding company, related companies, directors, employees, agents and/or associates nor person
connected to it accept any liability whatsoever for any direct, indirect, or consequential losses (including loss of profits) or damages that may arise from the
use or reliance on the information or opinions in this publication. Any information, opinions or recommendations contained herein are subject to change at any
time without prior notice. Mercury Securities has no obligation to update its opinion or the information in this report.

This report does not have regard to the specific investment objectives, financial situation and particular needs of any specific person. Accordingly, investors
are advised to make their own independent evaluation of the information contained in this report and seek advice from, amongst others, tax, accounting,
financial planner, legal or other business professionals regarding the appropriateness of investing in any securities or the investment strategies discussed or
recommended in this report. Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy
is suitable or appropriate to your individual circumstances or otherwise represents a personal recommendation to you. This report is not intended, and should
not under no circumstances be considered as an offer to sell or a solicitation of any offer or a solicitation or expression of views to influence any one to buy or
sell the securities referred to herein or any related financial instruments.

Mercury Securities and its holding company, related companies, directors, employees, agents, associates and/or person connected with it may, from time to
time, hold any positions in the securities and/or capital market products (including but not limited to shares, warrants and/or derivatives), trade or otherwise
effect transactions for its own account or the account of its customers or be materially interested in any securities mentioned herein or any securities related
thereto, and may further act as market maker or have assumed underwriting commitment or deal with such securities and provide advisory, investment, share
margin facility or other services for or do business with any companies or entities mentioned in this report. In reviewing the report, investors should be aware
that any or all of the foregoing among other things, may give rise to real or potential conflict of interests and should exercise their own judgement before
making any investment decisions.

This research report is being supplied to you on a strictly confidential basis solely for your information and is made strictly on the basis that it will remain
confidential. All materials presented in this report, unless specifically indicated otherwise, are under copyright to Mercury Securities. This research report and
its contents may not be reproduced, stored in a retrieval system, redistributed, transmitted, or passed on, directly or indirectly, to any person or published in
whole or in part, or altered in any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to websites. Mercury Securities takes no responsibility for the content contained therein. Such
addresses or hyperlinks (including addresses or hyperlinks to Mercury Securities own website material) are provided solely for your convenience. The
information and the content of the linked site do not in any way form part of this report. Accessing such website or following such link through the report or
Mercury Securities’ website shall be at your own risk.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to the laws of the
jurisdiction in which you are located.

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part
of the research analyst's compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.




MERCURY SECURITIES SDN BHD IPO Note
I (A Participating Organisation of Bursa

Malaysia Securities Bhd.)

Recommendation Rating

Mercury Securities maintains a list of stock coverage. Stock can be added or dropped subject to needs with or without notice. Hence, the recommendation
rating only applicable to stocks under the list. Stocks out of the coverage list will not carry recommendation rating as the analyst may not follow the stocks
adequately.

Mercury Securities has the following recommendation rating:

BUY Stock’s total return is expected to be +10% or better over the next 12 months (including dividend yield)
HOLD Stock’s total return is expected to be within +10% or -10% over the next 12 months (including dividend yield)
SELL Stock’s total return is expected to be -10% or worse over the next 12 months (including dividend yield)
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