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Rating Action Overview

— SystexCorp. has inferiortechnology capability and product mix as well as a smaller
operating scale thanits global peers have, whichresults in lower profitability. Taiwan's
fragmented market structureand intense competition also constrain its market position.

— Thecompany's system integration capability along with domain know-how grant Systexa
competitive edge in someniche domesticsegments. Thecompany also has astrong
balance sheet withzero netdebt although debt couldrise over the next three years to
supportthe company's aggressive growth plan.

— Wehaveassigned our'twA-'long-termand 'twA-2' short-termissuer credit ratings to
Systex Corp.

— Therating outlookis stable toreflect ourview that Systexcould generate growing
operating cashflowwitharelatively stable EBITDAmargin over the nexttwo yearsand
maintain the ratio of debt to EBITDAbelow 2x over the period.

Rationale Action Rationale

Establishedin 1997, Systex Corp.is a Taiwan-based T software and service provider, offering

software distribution services, systemintegration, and industry specificapplication solutions.

These segmentsaccountedfor 49%, 31%, and 20%, respectively, of the company's revenue in
2020. Systex's businesscovers awide range of sectors, including the financial service,
technology hardware and general manufacturing, retail, and localgovernments. Thecompany
has expandedits business scope through active strategicinvestmentsand merger and
acquisitionsoverthepast20years.

Weaker technology capabilities and narrower service offering constrain Systex's
competitive position and profitability. Systex hasanarrow solution and service offering
compared with large global peers' andis constrained by thecompany'slesscomprehensive
technology capabilities. Thisis reflected in the low number of patentsand much lower
research anddevelopment spending compared with its global peerswhich have consistently
made sizeable investments to expandtheir technology edge. These factors limit Systex's
ability to obtain complexand high-margin projects, which are usually undertaken by leading
global peerssuchas|IBMandAccenture in Taiwan.
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Systex's service range is confinedto less-value-added servicesthatexpose thecompany to
intense competitionand limit its operating scaleand EBITDAmargin. Systex's product mix
weighs on its blended EBITDA margin. That'sbecause thecompany's low-margin software
distributionservice accounted for about 50% of total revenue in 2020. In addition, the ratio of
Systex's operating expense to revenue is higher thanthat of its peers, owing to Systex's
smaller scale. This scale disadvantage restricts its ability to spread the cost of software
development and overhead costover abroad clientbase. Systex's EBITDA margintherefore
routinely ranges fromonly 4%-6%, which is below average for the industry. EBITDAmarginsin
the global IT service sector are typically 10%-30% depending on the service area.

The fragmented market structure inTaiwan further squeezesthe company's profit margin.
Taiwan's IT softwareand service industry is highly fragmented with numerous small and
medium sized companies competing rigorously in small marketsegments where theyhold
particular strengths. This isduetothe industry's lowentry barriers and is reflected in the low
capital requirementfor newentrantsand Taiwan'sabundant talent in computer
programming. Systexis thelargest company in terms of revenue in this industry but holds a
market share of lessthan 10%, according to ourrough estimate based on thecompany's
revenue. Systexis short of meaningful brand equity and solution differentiation constrainsits
pricing power whileat the same time exposing thecompany to fierce price competition in most
of its service segments. The industry'sfavorable growth trend, including the shift to
digitalization, cloud computing,and mobilecommunication could somewhatlessenthis
competitive pressure.

System integration capabilityalong with domain knowhow provide acompetitive edgein
several niche segments. Systex hasestablished amodest degree of brand equity in several
sub-sectors where it can command a certain price premium. The company holdsa market
share of over 90% in financial informationand pricequotation systemsfor securitiestrading,
underpinned by itshigh systemreliability and servicestandard. It also has a good standing in
Taiwan's educationand trainingindustry, supported by its long operating track record and
accumulated client base and know-how. In addition, Systexhasaboveaverage winratesin
systemintegration projects, whereit can take advantage of its software development
capability, industry domain know-how, and solid relationship with key software providers. For
instance, Systexis Microsoft Corp.'s largestlicensing solutions providerin Taiwan. Systex has
alsoestablishedasoundclient base comprised of major Taiwan financial institutionsand
technology companies.

Adequaterecurring revenue, but geographic concentration tempersthe strength. Systex's
annual recurring revenue accounts for roughly 40% of its total revenue, and thisweighting
could furtherincrease to 50% over the nextthree years. This underpinsarelatively stable and
predictable revenue stream. Continuous enhancement and maintenance requirements for
applicationsdeveloped by thecompany reduce clients' willingnessto switch vendors.
However, the switching cost for its maintenance service onvendor software is usually lowand
may still causesome clientlosses. The renewalrate of Systex'sannualrecurring revenue
contractsis about90%, which is slightly lower the minimum95% for most of its peers.

Systex's adequate revenue diversity across awide range of industries and low customer
concentrationalso support its revenue stability, in our view. However, high geographic
concentrationwithabout75% of revenue sourced from Taiwanand the remainder from China
could invite revenue volatility. The more severe second wave of the COVID-19 infectionsin
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Taiwan, if prolonged, could lead to lower ITspendingand budgetcuts that result in muted
growth for Systexin 2021. The company willlikely continue to search for suitable investments
foroverseas expansion, butthese are likelytobe smallin scale and the diversification benefit
is limited.

Strong balance sheet and limited debt support the ratings but leverage couldrise tofund
growth. We project Systexwillmaintainanet cash position in 2021 and 2022, which mainly
reflects the company's high cash balance and light capital expenditure needsover the period.
However, Systex hasa history of growing through mergersandacquisition, and the company
could increase such activity to fulfill its more aggressive expansion target over the nextthree
years.

In addition, weconsider Systex'scashdividend policy to be relatively aggressive, with a payout
ratio sometimes exceeding 100% to maintain aflat absolute amount per share. Accordingly,
Systex could generate consistently negativediscretionary cash flow, leading to a modest
deterioration in its credit metrics. We forecast Systex's ratio of debtto EBITDA could reach
0.5x-1.0x by 2023 if the company was to spend a total of new Taiwandollar (NT$) 5billionon
mergers and acquisitionsover thenext three years. Nevertheless, we believe Systex will
maintain aprudentfinancial policy and only execute suchactivity withinits financial
capability. We alsoforecastthe company willgaugethe magnitude of its rising debtand
maintain the ratio of total liabilitiesto assets below 50%.

Outlook

The stable ratingoutlookreflects ourview that Systex's relatively strong systemintegration
capability, accumulated industry know-howand potential acquisitions will underpin an
upward trendin EBITDAgenerationover thenexttwoyears. Meanwhile,thecompany's
recurring revenue, low single-clientconcentration, and adequate vertical diversity should
supportarelatively stable EBITDA margin. The outlook also reflects ourprojection that the
ratio of debtto EBITDA will remain below 1.0x over the next two tothree years, underpinned by
ahigh cash balance andlikely higher cash flow generation.

Downward scenario

We may lower therating if:

o TheratioofdebttoEBITDAexceeds 2x for an extended period, possibly due to an overly
aggressive growth strategy as indicated by a large-scale acquisitionthatexceedsthe
company's financial capability, or asustainedand material increase in its cash dividend
payoutratiothatresultsin asubstantial increasedebt; or

e deterioration in profitability, possibly due to unsuccessful acquisitions, substantial bad
debt losses, escalating competition, or a prolonged industry downturn resulting in lower
utilization.

Upward scenario

Thelikelihood ofan upgrade is remote over the nexttwo years, given Systex's low market

share and thin margin. However, wemay raise the rating if:

e thecompanycould maintainits ratio of debt to EBITDA comfortably below 2xand at the
same time materially expand itsrevenue scaleand improve its product mix through
offering more value-added services, suchthatthe EBITDAmargin canimprovetoward
10% on a sustainable basis.
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Our Base-Case Scenario

e Taiwan's GDPtogrow 5.6% in 2021 and 2.7%in 2022, and China's real GDP to grow 8.3%
in 2021 and 5.1% in 2022. Strong expansion in Chinaand Taiwan'seconomies support
demand for IT spending.

e Taiwan'sIT services and software industry will benefit from favorablelong-term
dynamics, supportingrevenuegrowth at or above GDP growth because of mega trends like
digitalization, virtualization, cloud computing, and mobile communication.

e Systex'srevenuetoexpand5%-8% in 2021 and 10%-15% in 2022, reflecting healthy
organic growthamid afavorableindustry trend and external acquisitions. Lower growthin
2021 reflects possible delays in project progressand new project intake amid COVID-19.

e Grossmargintoremain flatat 25.7%-26.1% in 2021 and improve slightly to 26.2%-26.6%
in 2022. Margin improvement is driven by product mix adjustmentwith higher revenue
sourced from higher-value-added services.

e Selling, generaland administrative expensetoincrease 8%-11%annually over the next
twoyears, mainly driven by staff expansion.

e R&Dtoaccountfor2.0%-2.5% of revenue.

e Systexcouldspend NT$1.0billion-NT$1.5 billioneveryyear over the next three yearsto
acquire companies that provide complementary businessesor innovative technology
solutions.

e Flatcashdividendof NT$1.34 billionover the nexttwo years.

o A14% haircuton surplus cash.

Baseon theassumptions,we arrive at the following credit measures:

e EBITDAmarginof 5.0%-6.0% in 2021 and 2022.
e RatioofdebttoEBITDAof Oxin 2021 and 2022 with anet cash position.
e Discretionarycashflowtodebt of 0% in 2021 and 2022 with anet cash position.

Liquidity
The short-termrating on Systexis 'twA-2".We assess the company has adequateliquidity
based on our projectionthat the ratio of liquidity sourcesto liquidity useswillbe 1.5x-1.7xin

2021. We also project Systexwill have sufficient liguidity sources to cover liquidity uses, even
if forecasted EBITDA declinesby 15%.

We believe the company canabsorb low probability highimpactevents with limited need for
refinancing, underpinned by its netcashposition. Furthermore, we believe Systexhas sound
banking relationships, as evidenced by the relatively low interest rateson its bank loans. None
of its debt obligationcarry financial covenants.

Principal Liquidity Sources:
e Cashandshort-terminvestmentof about NT$6.3 billion as of the end of March 2021.
e Fundsfromoperations of NT$1.0 billion-NT$1.3 billionover the 12 monthsending March 2022.

Principal Liquidity Uses:
e Debt maturity of about NT$1.3 billion overthe 12 months ending March 2022.
e Working capital outflow of NT$300 million-NT$400 million over the 12 months ending March 2022.
e Capexandacquisitionsof NT$1.0 billion-NT$1.7 billion over the 12 monthsending March 2022.
e Cashdividendpayoutof NT$1.3billionoverthe 12 monthsendingMarch 2022.
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Ratings Score Snapshot

Issuer Credit Rating: twA-/Stable/twA-2

Note: Thedescriptors beloware on aglobalscale.

Businessrisk: Weak

Countryrisk: Intermediate Risk
Industry risk:Intermediate Risk
Competitive position: Weak

Financial risk: Modest

Cash flow/Leverage: Modest

Anchor: twa-

Modifiers

Diversification/portfolio effect: Neutral (noimpact)
Capital structure: Neutral (noimpact)

Financial policy: Neutral (noimpact)

Liquidity: Adequate (noimpact)

Managementand governance: Fair (noimpact)
Comparable ratinganalysis: Neutral (noimpact)

Stand-alone credit profile: twa-

Related Criteria & Research

Related Criteria

General Criteria: Principles Of Credit Ratings - February 16, 2011

General Criteria: Methodology: Management And Governance Credit Factors ForCorporate
Entities - November 13, 2012

General Criteria: Methodology: Industry Risk - November 19, 2013

General Criteria: Country RiskAssessment Methodology And Assumptions - November 19,
2013

Criteria| Corporates | General: Methodology And Assumptions: Liquidity Descriptors For
Global Corporate Issuers - December 16, 2014

General Criteria: Methodology For NationalAnd Regional ScaleCreditRatings - June 25,
2018

Criteria| Corporates | General: Corporate Methodology - November 19, 2013

Criteria| Corporates | General: Corporate Methodology: Ratios And Adjustments - April 01,
2019

General Criteria: Group Rating Methodology - July 01, 2019

Related Research

Taiwan Ratings' Ratings Definitions — August 10, 2020

(Unless otherwise stated, these articles are published on www.taiwanratings.com)
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Ratings List

New Ratings

Systex Corp.

Issuer Credit Rating twA-/Stable/twA-2

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed to them in
our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at www.taiwanratings.com for further information.

Complete ratings information is available tosubscribers of Rating Research Service at rrs.taiwanratings.com.tw. All ratings affected by this rating action can
be found on Taiwan Ratings' public website at www.taiwanratings.com.

Copyright © by Taiwan Ratings Corp. Allrightsreserved.

rrs.taiwanratings.com.tw August5, 2021 6



Media Release: Systex Corp. Assigned 'twA-/twA-2' Ratings; Outlook Stable

Copyright © 2021 by Taiwan Ratings Corporation (TRC). All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of TRC.
The Content shall not be used for any unlawful or unauthorized purposes. TRC and any third-party providers, as well as their directors, officers, shareholders, employees
oragents (collectively TRC Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. TRC Parties are not responsible for any errors or
omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the
user. The Content is provided on an "as is" basis. TRC DISCLAIMS ANYAND ALLEXPRESS OR IMPLIEDWARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTEES
OF MERCHANTABILITY ORFITNESS FORA PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS,SOFTWARE ERRORS ORDEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILLOPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall TRC 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,
lostincome or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact
TRC's opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. TRC assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, e mployees, advisors and/or clients when making
investment and other business decisions. TRC does not act as a fiduciary or an investment advisor except where registered as such. While TRC has obtained information
from sources it believes to be reliable, TRC does not perform an audit and undertakes no duty of due diligence orindependent verification of any information it receives.
Rating-related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the
publication of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, TRC
reserves the right to assign, withdraw or suspend such acknowledgement at any time and in its sole discretion. TRC disclaims any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

TRC 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 TRC may have information that is not available to other TRC business units. TRC has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

TRC receives compensation for its solicited ratings and certain analyses, normally from issuers, originators, arrangers, or underwriters of securities or from obligors. TRC
reserves the right to disseminate its opinions and analyses. TRC's public ratings and analyses are made available onits Web sites, www.taiwanratings.com (free of charge),
and rrs.taiwanratings.com.tw (subscription), and may be distributed through other means, including via TRC publications and third-party redistributors. Please click here
for any other conflict of interests that may affect the credit rating as requested by the regulator.
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