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Results Review

Earnings Outlook / Estimates Revision

•

1H12 results were within our expectations, as both topline and net
profit accounted for 49% of our full year forecast.

•

Revenue was down 4.1% YoY to USD14.0 mln, on the back of
weakening sentiment in Europe, coupled with aggressive price
competition, particularly from China. We understand that sales to
Europe accounted for around 20% of Smartflex’s revenue in 1H12.

•

Slower demand, coupled with higher gold prices and margin pressure,
led to a 34.0% YoY decline in EBITDA. Margin was also notably softer
at 5.0% vs. 11.1% in 1H11. In spite of this, Smartflex remained in the
black with USDD0.7 mln in net profit (1H11: USD1.6 mln).

•

According to management, the new production capacity is on track to
come on stream in 2H12, with management pinning on demand uplift
outside of Europe. We understand that funding for the new capacity
has already been secured, and it is unlikely to take on further debt in
the near term. As of end-June 2012, net gearing remains manageable
at 0.11x vs. 0.17x last year.

•

•

Management remains cautiously optimistic of the near-term outlook,
citing high gold prices and slowing global demand amid the
macroeconomic uncertainties. Yet, Smartflex expects to stay profitable
for 2012. To improve its profitability, management is looking into three
key areas, namely operational improvements, diversification of product
applications outside of the telecoms market, and solutions innovation.

•

We leave our projections unchanged, which does not factor in potential
contribution from its new JV. We think that it is still early days before
we see meaningful improvements to its bottom line. Overall, we see a
relatively flat net profit in 2012, before rising to USD2.4 mln in 2013.

Investment Risks
•

Investment risks include high customer concentration, volatile raw
material prices and foreign exchange fluctuations. Rampant payment
fraud and identity theft also increase the susceptibility of embedded
smart card chips to hack attacks, requiring smart card solutions
providers to stay tuned to rapid technological changes.

Smartflex recently announced a joint venture (JV) with SANsystems
Sarl, a smartcard engineering company. The SGD1.6-mln investment
represented a 70% stake in the JV, enabling it to tap into its in-house
patented technology and expand into high volume manufacturing.
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Earnings Performance
FY Dec. / USD mln

1H12

1H11

Reported Revenue

14.0

14.6

% Change
-4.1

Reported Operating Profit

0.7

1.6

-56.7

Depreciation & Amortization

-0.9

-0.7

16.1

Net Interest Income / (Expense)

NA

NA

NA

Reported Pre-tax Profit

0.7

1.6

-58.3

Reported Net Profit

0.7

1.6

-59.4

Reported Operating Margin (%)

5.0

11.1

-

Reported Pre-tax Margin (%)

4.8

11.0

-

Reported Net Margin (%)

4.7

11.2

-

Source: Company data

Profit & Loss
FY Dec. / USD mln

2010

2011

2012E

2013E

Reported Revenue

26.8

25.3

28.6

32.0

Reported Operating Profit

2.7

1.5

1.7

2.9

Depreciation & Amortization

-1.4

-1.5

-1.5

-1.6

Net Interest Income / (Expense)

-0.1

0.0

0.0

0.0

Reported Pre-tax Profit

2.6

1.5

1.7

2.9

Effective Tax Rate (%)

21.9

10.0

18.0

18.0

Reported Net Profit

2.1

1.3

1.4

2.4

10.0

6.0

6.0

9.1

Reported Pre-tax Margin (%)

9.8

5.9

5.8

9.0

Reported Net Margin (%)

7.7

5.3

4.8

7.4

Reported Operating Margin (%)

Source: Company data, S&P Equity Research
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Required Disclosures
S&P Capital IQ Equity Research– S&P Capital IQ Equity Research U.S. includes
Standard & Poor’s Investment Advisory Services LLC; Standard & Poor’s Equity
Research Services Europe includes McGraw-Hill Financial Research Europe
Limited trading as Standard & Poor’s; Standard & Poor’s Equity Research Services
Asia includes McGraw-Hill Financial Singapore Pte. Limited’s offices in Singapore,
Standard & Poor’s Investment Advisory Services (HK) Limited in Hong Kong,
Standard & Poor’s Malaysia Sdn Bhd, and Standard & Poor’s Information Services
(Australia) Pty Ltd.

each year for providing research coverage on each participating listed company
under SERI.

Required Disclosures
All of the views expressed in this research report accurately reflect the
research analyst's personal views regarding any and all of the subject
securities or issuers. No part of analyst compensation was, is, or will be,
directly or indirectly, related to the specific recommendations or views
expressed in this research report.
Additional information is available upon request.
This company is not a customer of S&P Capital IQ or its affiliates.
Other Disclosures
This report has been prepared and issued by S&P Capital IQ and/or one of its
affiliates. In the United States, research reports are prepared by Standard & Poor’s
Investment Advisory Services LLC (“SPIAS”). In the United States, research reports
are issued by Standard & Poor’s (“S&P”); in the United Kingdom by McGraw-Hill
Financial Research Europe Limited, which is authorized and regulated by the
Financial Services Authority and trades as Standard & Poor’s; in Hong Kong by
Standard & Poor’s Investment Advisory Services (HK) Limited, which is regulated
by the Hong Kong Securities Futures Commission; in Singapore by McGraw-Hill
Financial Singapore Pte. Limited (MHFSPL), which is regulated by the Monetary
Authority of Singapore; in Malaysia by Standard & Poor’s Malaysia Sdn Bhd
(“S&PM”), which is regulated by the Securities Commission; in Australia by
Standard & Poor’s Information Services (Australia) Pty Ltd (“SPIS”), which is
regulated by the Australian Securities & Investments Commission; and in Korea by
SPIAS, which is also registered in Korea as a cross-border investment advisory
company.
The research and analytical services performed by SPIAS, McGraw-Hill Financial
Research Europe Limited, MHFSPL, S&PM and SPIS are each conducted
separately from any other analytical activity of S&P Capital IQ.
S&P Capital IQ or an affiliate may license certain intellectual property or provide
pricing or other services to, or otherwise have a financial interest in, certain issuers
of securities, including exchange-traded investments whose investment objective is
to substantially replicate the returns of a proprietary Standard & Poor's index, such
as the S&P 500. In cases where S&P Capital IQ or an affiliate is paid fees that are
tied to the amount of assets that are invested in the fund or the volume of trading
activity in the fund, investment in the fund will generally result in S&P Capital IQ or
an affiliate earning compensation in addition to the subscription fees or other
compensation for services rendered by S&P Capital IQ. A reference to a particular
investment or security by S&P Capital IQ and/or one of its affiliates is not a
recommendation to buy, sell, or hold such investment or security, nor is it
considered to be investment advice.
Indexes are unmanaged, statistical composites and their returns do not include
payment of any sales charges or fees an investor would pay to purchase the
securities they represent. Such costs would lower performance. It is not possible to
invest directly in an index.
S&P Capital IQ and its affiliates provide a wide range of services to, or relating to,
many organizations, including issuers of securities, investment advisers, brokerdealers, investment banks, other financial institutions and financial intermediaries,
and accordingly may receive fees or other economic benefits from those
organizations, including organizations whose securities or services they may
recommend, rate, include in model portfolios, evaluate or otherwise address.
SGX Equity Research Insights (“SERI”)
This report has been prepared by S&P LLC for purposes of SERI administered by
Singapore Exchange (“SGX”). S&P will receive total compensation of SGD12,000

All required disclosures and analyst certification appear on the last two pages of this report. Additional information is available upon request.
Redistribution or reproduction is prohibited without written permission. Copyright © 2012 The McGraw-Hill Companies, Inc.

Page 3 of 4

Required Disclosures
Disclaimers
With respect to reports issued to clients in a language other than English and in the
case of inconsistencies between the English and translated versions of a report, the
English version prevails. Neither S&P Capital IQ nor its affiliates guarantee the
accuracy of the translation. Assumptions, opinions and estimates constitute our
judgment as of the date of this material and are subject to change without notice.
Past performance is not necessarily indicative of future results.
S&P Capital IQ, its affiliates, and any third-party providers, as well as their directors,
officers, shareholders, employees or agents (collectively S&P Parties) do not
guarantee the accuracy, completeness or adequacy of this material, and S&P
Parties shall have no liability for any errors, omissions, or interruptions therein,
regardless of the cause, or for the results obtained from the use of the information
provided by the S&P Parties. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY, SUITABILITY OR FITNESS FOR A
PARTICULAR PURPOSE OR USE. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special
or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any
use of the information contained in this document even if advised of the possibility
of such damages. Capital IQ is a business of S&P Capital IQ.
Ratings from Standard & Poor’s Ratings Services are statements of opinion as of
the date they are expressed and not statements of fact or recommendations to
purchase, hold, or sell any securities or to make any investment decisions.
Standard & Poor’s assumes no obligation to update its opinions following
publication in any form or format. Standard & Poor’s ratings should not be relied on
and are not substitutes for the skill, judgment and experience of the user, its
management, employees, advisors and/or clients when making investment and
other business decisions. Standard & Poor’s rating opinions do not address the
suitability of any security. Standard & Poor’s does not act as a fiduciary. While
Standard & Poor’s has obtained information from sources it believes to be reliable,
Standard & Poor’s does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives.
S&P Capital IQ keeps certain activities of its business units separate from each
other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P Capital IQ may have
information that is not available to other S&P Capital IQ business units. S&P Capital
IQ has established policies and procedures to maintain the confidentiality of certain
non-public information received in connection with each analytical process.
Standard & Poor’s Ratings Services did not participate in the development of this
report. Standard & Poor’s may receive compensation for its ratings and certain
credit-related analyses, normally from issuers or underwriters of securities or from
obligors. Standard & Poor’s reserves the right to disseminate its opinions and
analyses. Standard & Poor’s public ratings and analyses are made available on its
Web
sites,
www.standardandpoors.com
(free
of
charge),
and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be
distributed through other means, including via Standard & Poor’s publications and
third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
This material is not intended as an offer or solicitation for the purchase or sale of
any security or other financial instrument. Securities, financial instruments or
strategies mentioned herein may not be suitable for all investors. Any opinions
expressed herein are given in good faith, are subject to change without notice, and
are only current as of the stated date of their issue. Prices, values, or income from
any securities or investments mentioned in this report may fall against the interests
of the investor and the investor may get back less than the amount invested. Where
an investment is described as being likely to yield income, please note that the
amount of income that the investor will receive from such an investment may
fluctuate. Where an investment or security is denominated in a different currency to
the investor’s currency of reference, changes in rates of exchange may have an
adverse effect on the value, price or income of or from that investment to the
investor. The information contained in this report does not constitute advice on the
tax consequences of making any particular investment decision. This material is not
intended for any specific investor and does not take into account your particular
investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies to you.
Before acting on any recommendation in this material, you should consider whether
it is suitable for your particular circumstances and, if necessary, seek professional
advice.

This document does not constitute an offer of services in jurisdictions where S&P
Capital IQ or its affiliates do not have the necessary licenses.
For residents of the U.K. - This report is only directed at and should only be relied
on by persons outside of the United Kingdom or persons who are inside the United
Kingdom and who have professional experience in matters relating to investments
or who are high net worth persons, as defined in Article 19(5) or Article 49(2) (a) to
(d) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005, respectively.
For residents of Singapore - Anything herein that may be construed as a
recommendation is intended for general circulation and does not take into account
the specific investment objectives, financial situation or particular needs of any
particular person. Advice should be sought from a financial adviser regarding the
suitability of an investment, 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.
For residents of Malaysia - All queries in relation to this report should be referred to
Ching Wah Tam and Ahmad Halim.
For residents of Indonesia - This research report does not constitute an offering
document and it should not be construed as an offer of securities in Indonesia, and
that any such securities will only be offered or sold through a financial institution.
For residents of the Philippines - The securities being offered or sold have not been
registered with the Securities and Exchange Commission under the Securities
Regulation Code of the Philippines. Any future offer or sale thereof is subject to
registration requirements under the Code unless such offer or sale qualifies as an
exempt transaction.
Canadian investors should be aware that any specific securities discussed in this
research report can only be purchased in Canada through a Canadian registered
dealer and, if such securities are not available in the secondary market, they can
only be purchased by eligible private placement purchasers on a basis that is
exempt from the prospectus requirements of Canadian securities law and will be
subject to resale restrictions.
For residents of Australia – This report is distributed by Standard & Poor’s
Information Services (Australia) Pty Ltd (“SPIS”) in Australia.
Any express or implied opinion contained in this report is limited to "General Advice"
and based solely on consideration of the investment merits of the financial
product(s) alone. The information in this report has not been prepared for use by
retail investors and has been prepared without taking account of any particular
person's financial or investment objectives, financial situation or needs. Before
acting on any advice, any person using the advice should consider its
appropriateness having regard to their own or their clients' objectives, financial
situation and needs. You should obtain a Product Disclosure Statement relating to
the product and consider the statement before making any decision or
recommendation about whether to acquire the product. Each opinion must be
weighed solely as one factor in any investment decision made by or on behalf of
any adviser and any such adviser must accordingly make their own assessment
taking into account an individual's particular circumstances.

SPIS holds an Australian Financial Services Licence Number 258896. Please refer
to the SPIS Financial Services Guide for more information at
www.fundsinsights.com.au.
STANDARD & POOR’S, S&P, S&P 500, S&P Europe 350 and STARS are
registered trademarks of Standard & Poor’s Financial Services LLC.
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