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Highlights

Recommendation

SMR’s track record has thus far been impressive. From 2002 to 2006,
revenue expanded at a CAGR of 82% while net profit grew at a CAGR
of 65%.

Fundamentals wise, margins are high (projected EBITDA margin of
48% in 2007 and 45% in 2008), given that SMR markets its own
proprietary software. We expect average ROESs of 20% over the same
period and the company continues to operate in a net cash position
(net cash of MYR1.1 min end-Sept. 2007).

We forecast revenue growth of 34% in 2007 and 21% in 2008, riding
on increasing market penetration. With potentially higher marketing
and promotional costs as well as overheads, we are nevertheless,
projecting slower net profit growth of 9% in 2007 and 14.4% in 2008.

We initiate coverage on SMR with a Strong Buy call and a 12-month
target price of MYRO0.41.

Our target price is based on a forward 2008 PER of 5.7x, which
represents a 30% discount to current valuations for Hexaware
Technologies (Hexaware) (HEXW IN, INR83.05, Not Ranked).
Hexaware is a Mumbai-based global provider of IT and process
outsourcing services, with HR-IT services being part of the varied
services it offers. The discount is to reflect SMR’s smaller market
capitalization relative to Hexaware’s.

What stands out for SMR is the fact that it operates in a market that
offers much potential for growth, especially since it has built up
credentials with large domestic companies and foreign multinationals

in a wide range of industries. Bottomline growth going forward thus
very much depends on just how quickly it can garner new clients while

Investment Risks penetrating new markets e.g. the U.S. market through Smartha.

e Risks to our recommendation and target price include: (i) increasing
competition from domestic and global peers, (i) technological
advancements and SMR’s R&D capability in maintaining the relevance
of its product; and (iii) higher-than-expected costs from new market

penetration.

Key Stock Statistics Per Share Data
FY Dec. 2006 2007E FY Dec. NA 2005 2006 2007E
Reported EPS (sen) 5.7 6.3 Book Value (MYR) NA 0.02 0.20 0.32
PER (x) 4.8 4.4 Cash Flow (sen) NA 4.1 7.1 7.8
Dividend/Share (sen) 1.0 1.0 Reported Eamnings (sen) NA 36 5.7 6.3
NTA/Share (MYR) 0.19 0.26 Dividend (sen) NA 0.0 1.0 1.0
Book Value/Share (MYR) 0.20 0.32 Payout Ratio (%) NA 0.0 0.0 16.0
No. of Outstanding Shares (min) 100.0 PER (x) NA 7.6 4.8 4.4
52-week Share Price Range (MYR) 0.26-0.45 P/Cash Flow (x) NA 6.8 3.9 35
Major Shareholders: % P/Book Value (x) NA 11.4 14 0.9
Dr. Palaniappan a/l Ramanathan Chettiar 56.4 Dividend Yield (%) NA 0.0 36 36
Kumpulan Sentiasa Cemerlang 132 ROE (%) NA NA 21.7 211
Net Gearing (%) NA 0.0 0.0 0.0
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Background

Corporate Profile

Incorporated in Jul. 2004, SMR’s primary objective is to provide a one-
stop digital center for human capital development and its two key
initiatives are:

e To develop human capital competency development and
performance management software and a web-based on-line
learning management system; and

e To provide related services such as implementation consultancy,
web services and HR outsourcing.

Founder of the SMR group is Dr Palaniappan a/l Ramanathan Chettiar (Dr
Palan) whose work experience over the past 29 years has been in the
area of Human Resource Development (HRD) technology, having held
various HRD positions in both a consultancy and project management
capacity for large corporations and multi-nationals.

Products and Services

SMR’s core product is its own proprietary software system, HRDPower™,
a Human Resource (HR) competency and performance management
solution, conceived and developed by Dr. Palan in Australia in 1998-1999.
In 2001, Dr. Palan relocated the R&D functions to Malaysia and today,
SMR operates out of Kuala Lumpur, with its R&D centre in Cybercity at
Plaza Sentral.

SMR’s software and web-based systems have essentially evolved around
HRDPower™, and they include:

Name of product
HRD Power Access

Description Launch date
HRD system with Competency and 2001
Performance Module incorporating

Key Performance Indicators (KPI)

with Access backend.

HRDPower SQL Human Resource 1Q04
Server Development system with

Competency and Performance

Module and KPI with SQL

server backend and network

version.

Training Management system 4Q03
with Access backend.

An online portal for licensed 3Q06
users of HRDPower™

software system with easy

access to information,

resources, products and

services required for HRD.

A complete web-based 1Q07
Learning Management system.
TrainersVirtualCampus  An online university for trainers 1Qo07
specializing on Training the

Trainers.

Competency based HRD 1Q07
system with functional

competency classification.

Training Power

HRDPower.Net

HRDWebvarsity

Competency Power

Source: SMR

As a one-stop HR solutions provider, SMR also provides complementary
HR-related services such as: (i) consultancy, (i) design and
implementation of knowledge management, elLearning, performance
management and succession planning systems and processes and (jii)
outsourcing of HR services such as training management processes, and
training needs analysis.

About HRDPower™

HRDPower™ is a system which is designed to monitor and manage the
development and competency of employees, as well as the impact on a
company’s investment into human capital development. As such, what
the system does is it enables employers to:

e Assess the competency of their employees in relation to their
designated posts in the organization;

e Identify any shortcomings of their employees or areas lacking
competency;

e  Assess, identify and plan for the relevant training to address
competency shortfalls;

e Manage the performance management process;

e Manage the succession plans and talent pipelines for continued
competitiveness of the organization; and

e  Manage the budget and training requirement of the organization.

What differentiates HRDPower™ from most other HR software systems is
that it focuses on strategic HR competency and performance, as opposed
to operational HR issues such as payroll and time-keeping. As such, the
system complements, rather than competes with, other HR management
(HRM) products.

HRDPower™’s uniqueness is its flexibility. ~Supported by intensive
technical and functional R&D, HRD is web-based, is connectible to just
about any device and available in multiple languages. Moreover, given
that the software is supported by a readily accessible database, it typically
takes SMR just about 90 days to customize and fully install the system for
its clients, as opposed to about 12-18 months for other software providers.
That HRDPower™ is today used by organizations in 32 countries
worldwide, is testimony to the vast acceptance of this system.

Barriers to Entry
While there are many other competitors in the HR software solutions
sphere, what makes SMR unique, we believe, are the following factors:

The product's focus. As mentioned before, where HRDPower™ differs
from most other software is that it focuses on competency management
rather than operational HR issues, and as such, has fewer competitors in
this field. Moreover, while there are many HR consultants in the industry,
most do not have their own proprietary software.

The product’s origins. Most HR solutions have typically been developed
by IT specialists with little knowledge of HR functions. HRDPower™, on
the other hand, was developed by a HR consultant, Dr. Palan, who has
close to 30 years of experience in this field. Moreover, the product
continues to be supported by an international think tank of HRD experts,
thus ensuring the ongoing shelf life and relevance of the product.
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Expertise & track record. With experience in over 32 countries, SMR is a
global service provider. SMR today has customers in South, East and
West Asia, Australia, USA, Europe, Africa and ASEAN countries.

Revenue breakdown by geographical location (9M07)

Recent Developments

Bahrain UK
5% 6%

UAE
9%

USA
12%

Asia Malaysia
60%

In Jul. 2007, SMR entered into an MOU with Improvements Incorporated
USA (Impin) for the exclusive distributorship of its IT and related products
in North America via a new set-up company called Smartha Inc. SMR
holds a 25% stake in Smartha, Impin 33.3%, while the balance is held by
Dr Palan (15%), Ajay Arya (10%) and Michael Janowiak (16.7%).

SMR and Smartha entered into a distribution agreement for the exclusive
distributorship of SMR Group's software in North America. SMR will bill
Smartha for product licensing fees, implementation and sale of products
and services and Smartha is allowed to leverage and mark-up the price of
such services to their clients.

Earnings Outlook

Source: SMR

Competency libraries. What is also positive is that SMR’s customers are
in industries that are deemed to be of high value e.g. oil & gas, healthcare,
hospitality, aviation and consumer electronics, thus lending credibility to
and enhancing the profile for its products. What therefore cannot be
duplicated overnight is the knowledge database and competency libraries
that the group has built up over the years over a wide range of industries.

An established brand name. SMR is company which is fairly well-known
amongst the HR community given that: (i) Dr. Palan and the company
have published various books on HR-related topics, (ii) the company
organizes a HRD Congress every year with over 1,000 registered
participants from more than 30 countries, and (jii) SMR offers accredited
certification HR programs. Since 1978, the company has certified more
than 1,000 HR trainers and consultants.

Ongoing R&D. R&D remains a key to the success of the organization
and the aim is to increase the number of R&D personnel from about 40
presently to 54 in 2008 (30 in 2006). SMR also plans to collaborate in
joint R&D with industry partners such as eLearning developers, content
developers, institutions of higher learning.

A Growing Market for Competency Management

With the rapid evolution and growth of businesses today, there is
increasing awareness amongst companies for the need to more ably and
effectively assess employees’ performance and competency levels, given
that this has a significant bearing on a company’s efficiency, productivity
and ultimately, bottom line.

Moreover, several other developments have paved the way for greater
competency management requirements. The restructuring  of
Government-Linked Companies in Malaysia, for instance, has resulted in
the need for such performance measures to be in place. The availability
of competency and performance management systems is also a
prerequisite for certain certifications such as 1ISO9000 and 1SO14000.
Insurance companies have also made this a determinant of the level of
premiums imposed on certain high-risk industries e.g. oil & gas.

SMR’s track record has thus far been impressive. From 2002 to 2006,
revenue expanded at a CAGR of 82% while net profit grew at a CAGR of
65%.

For 9MQ7, revenue expanded by a further 29% YoY, with HRDPower.Net
sales accounting for 31% of total turnover. Gross profit margins remained
healthy, improving further to 64% versus 62% in 9M06.

Revenue breakdown by product/service (9M07)

Consultancy & HRD Power
outsourcing softw are sales
Competency 1% 2%
pow er
19%

HRDPow er.net
softw are sales
31%

Trainers virtual

campus
0,
16% Technical
implementation
HRDWebvarsity A | fees
7% N / nnual 12%
Training pow er  aintenance
6% charges
6%
Source: SMR

Net profit, however, contracted 8% YoY, given the build-up in expenses
due to: i) higher depreciation on its new office premise, (ii) higher
amortization of products, (iii) start-up costs for unbilled projects and (iv)
higher A&P for greater market reach.

Despite this, however, the pipeline remains healthy with outsourcing
contracts worth about MYR8.7 min in hand, which should support
earnings coming in higher YoY. We are forecasting revenue growth of
34% YoY in 2007, and a net profit of MYR6.3 min i.e. 9% higher YoY.
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With greater awareness and acceptance for SMR's products and services, Profit & Loss
given increasing marketing efforts, we project revenue growth of 21% in Fy Dec. / VYR ) ) 2007E 2008E
2008. With increased marketing efforts, we are projecting higher costs ec. min 005 006 00 008
ahead. Nevertheless, we still expect EBITDA margins to remain healthy Reported Revenue 7.9 122 163 19.7
at about 45% in 2008 (48% in 2007). Reported Operating Profit 3.6 5.8 6.3 7.3
- . Depreciation & Amortization -0.4 -1.4 -1.6 -1.7
The group’s subsidiary, SMR HR Technologies, was awarded MSC status P
on Jan. 29, 2001 and currently enjoys tax-free incentives for up to 10 Net Interest Income / (Expense) 00 02 02 03
years, or an investment tax allowance for up to five years and no duties on Reported Pre-tax Profit 36 58 6.3 73
the importation of multimedia equipment. As such, we expect the group’s Effective Tax Rate (%) 0.0 1.1 1.3 13
eﬁgctlve tax rate to remain negligible over the next few years. All in, we Reported Net Profit 36 57 63 79
project a YoY net profit growth of 14.4% for 2008. , )
Reported Operating Margin (%) 458 47.9 39.0 36.9
What stands out for SMR is the fact that it operates in a market that offers Reported Pre-tax Margin (%) 45.7 478 39.0 36.9
much potential for growth, especially since it has built up credentials with Reported Net Margin (%) 45.7 47.3 385 36.4
large domestic companies and foreign multinationals in a wide range of - -
industries. Moreover, fundamentals wise, margins are high, given that the Source: Company data, S&P Equity Research
company markets its own proprietary software.
We expect average ROESs of 20% over the same period and the company Balance Sheet
continues to operate in a net cash position (net cash of MYR1.1 min end- EY Dec. / MYR min 2005 2006
Se_p. 2Q07). Bottomline grpwth thu_s very mut_:h depends on just how Total Assets 15.1 295
quickly it can garner new clients while penetrating new markets e.g. the e
U.S. market through Smartha. Fixed Assets 14 3
Current Assets 31 7.6
Other LT Assets 10.6 14.6
. Current Liabilities 0.6 21
Valuation LT Liabiliies 01 03
Current valuations are undemanding, with the stock trading at a Share Capital 70 100
prospective 2008 PER of just 3.8x. We have tagged on a 12-month target Shareholders’ Funds 144 211
price of MYRO0.41 to the stock, which represents an upside of 49%. Source: Company data, S&P Equity Research
Our target price is based on a forward 2008 PER of 5.7x, which
represents a 30% discount to current valuations for Hexaware
Technologies (Hexaware). Hexaware is a Mumbai-based global provider
of IT and process outsourcing services, with HR-IT services being part of
the varied services on offer. The discount is to reflect SMR’s much
smaller market capitalization.
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Standard & Poor’s Equity Research Services

Standard & Poor's Equity Research Services U.S. includes Standard & Poor's
Investment Advisory Services LLC; Standard & Poor's Equity Research Services
Europe includes Standard & Poor's LLC- London and Standard & Poor's AB
(Sweden); Standard & Poor's Equity Research Services Asia includes Standard &
Poor's LLC's offices in Hong Kong, Singapore and Tokyo, Standard & Poor's
Malaysia Sdn Bhd, and Standard & Poor’s Information Services (Australia) Pty Ltd.

Glossary

Strong Buy: Total return is expected to outperform the total return of the KLCI or
KL Emas Index respectively, by a wide margin over the coming 12 months, with
shares rising in price on an absolute basis.

Buy: Total return is expected to outperform the total return of the KLCI or KL Emas
Index respectively, over the coming 12 months, with shares rising in price on an
absolute basis.

Hold: Total return is expected to closely approximate the total return of the KLCI or
KL Emas Index respectively, over the coming 12 months with shares generally
rising in price on an absolute basis.

Sell: Total return is expected to underperform the total return of the KLCI or KL
Emas Index respectively, over the coming 12 months and share price is not
anticipated to show a gain.

Strong Sell: Total return is expected to underperform the total return of the KLCI or
KL Emas Index respectively, over the coming 12 months by a wide margin, with
shares falling in price on an absolute basis.

S&P 12 Month Target Price — The S&P equity analyst's projection of the market
price a given security will command 12 months hence, based on a combination of
intrinsic, relative, and private market valuation metrics.

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.

Other Disclosures

This report has been prepared and issued by Standard & Poor's 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
Standard & Poor's LLC (“S&P LLC”), which is authorized and regulated by the
Financial Services Authority; in Hong Kong by Standard & Poor's LLC which is
regulated by the Hong Kong Securities Futures Commission, in Singapore by
Standard & Poor's LLC, which is regulated by the Monetary Authority of Singapore;
in Japan by Standard & Poor's LLC, which is regulated by the Kanto Financial
Bureau; in Sweden by Standard & Poor's AB (“S&P AB"), 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, S&P LLC, S&P AB,
S&PM, SPIS and SPIAS LLC (Korea) are each conducted separately from any
other analytical activity of Standard & Poor’s.

A reference to a particular investment or security by Standard & Poor's 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.

Standard & Poor's and its affiliates provide a wide range of services to, or relating
to, many organizations, including issuers of securities, investment advisers, broker-
dealers, 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.

CMDF-Bursa Research Scheme (“CBRS”)

This report has been prepared by S&PM for purposes of CBRS administered by
Bursa Malaysia Berhad, independent from any influence from CBRS or the subject
company. S&P will receive total compensation of RM15,000 each year for each
company covered by it under CBRS. For more information about CBRS, please
visit Bursa Malaysia’s website at: http://www.bursamalaysia.com/website/bm/

Disclaimers

This material is based upon information that we consider to be reliable, but neither
S&P nor its affiliates warrant its completeness, accuracy or adequacy and it should
not be relied upon as such. With respect to reports issued by S&P LLC-Japan and
in the case of inconsistencies between the English and Japanese version of a
report, the English version prevails. Neither S&P LLC nor S&P guarantees 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.
Neither S&P nor its affiliates are responsible for any errors or omissions or for
results obtained from the use of this information. Past performance is not
necessarily indicative of future results.

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 correct 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.

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 Malaysia. All queries in relation to this report should be referred to
Alexander Chia, Desmond Ch’'ng or Ching Wah Tam.
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