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SMRT: 2QFY16 results

FYE Dec Quarter-on-Quarter Year-on-Year Cumulative

(RM min) 20FY16  1QFY16 % chg 2QFY16 % chg 1HFY16 1HFY15 % chag
Turnover 194 19.8 -2.4% 259 -25.3% 382 55.0 -28.8%
Cperating profit (2.3) 0.7y =100% 1.7 M (3.0) 4.4 M
Share of assc. profit (1.1) (0.7) (1.4) (1.8) (1.4)

Finance costs (0.8) (0.9) (1.4) 1.7) (1.8)

Pre-tax profit (4.2) (2.3) =100% (1.1) nm (6.5) 1.2 il
Tax (0.6} (0.7 (1.3) (1.3) (27)

Minority Interest 0.1y (0.1) (0.0} (0.2) (0.0}

Met profit (4.9) 3.1y =100% (2.3) =100% 8.0 (1.5) nm
Reported EPS (sen) (1.8) (1.2) =100% (1.0}  =100% (2.9) (0.1) nm
Op. profit margin nm nm 6.5% nm 8.0%

Fre-tax margin nm nrm -4.1% nrm 2.1%

Met profit margin nm nm -9.0% nm nm

Met assets/share (RM) 0.21

2QFY16 Results Review

There is no sign of turnaround at SMRT as the Group remains in the red in its latest 2QFY16
results. 2QFY16 net loss widened to RM4.9 min from RM2.3 mIn a year ago.

2QFY16 revenue declined 25.3% y-0-y mainly due to lower contribution from the training
division which saw revenue fell 78.7% y-o-y. We believe the steep decline in training revenue
was due to absence of contribution from the English Language Training (ELT) project which has
since concluded. We understand management is still working with the authority to renew the
project. The segment broken even for the quarter, against a net profit of RM1.4 min in 2QFY15.

Education turned in higher turnover (+5.7% y-0-y) but lower PAT of RM0.8 min (-42.8% y-0-y)
due to one-off dividend received from associate company in 2QFY15. Meanwhile, the
technology business recorded higher turnover of RM2.9 min vs. RM0.4 mIn a year ago on the
back of contribution from its recent acquisition of 64%-stake in N'osairis. Accordingly, the
division turned in a PAT of RM0.1 mIn as compared to a loss of RM1.0 min in 2QFY15.

For 1HFY16, revenue declined 28.8% y-o0-y while net loss widened to RM8.0 min from RM1.5
min a year ago. The lackluster results were largely due to lower revenue contribution from the
training division. The education and technology segment recorded increase in turnover of 2.1%
y-0-y and 4.4x respectively. Note however, the technology turnover remains small at RM4.9
min. In terms of profitability, training division posted a net loss of RM1.3 miIn, while education
business just broke even due to losses from its associate, plus lower dividend income.
Technology segment, thanks to the contribution from N’osairis, recorded net profit of RM1.1mln
in contrast to a loss of RM2.1 min in 1HFY15. It also has a non-reportable segment comprising
operations related to investment holding and non-active companies which reported loss of
RM3.3 min.
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e Despite registering loss before tax, the Group still incurred tax expense of RM1.3 min in
1HFY16 mainly due to provisions made for education and training divisions. On balance sheet
strength, net gearing stood at 0.6x as at end-June 2016, backed by net assets per share of 21
sen. On a brighter note, SMRT did register a positive net operating cash flow of RM1.5 min in
1HFY16.

e Looking ahead, SMRT’s prospects appear to remain unexciting in the near term. While its own
college, Cyberjaya University College of Medical Sciences (CUCMS) is profitable, its associate,
the Asiamet Education Group Bhd which operates the Asia Metropolitan University, continues to
be loss-making with no clear signs of turnaround in operations.

e Meanwhile, the outlook for the remaining businesses —technology and training— may be
challenging as well. While N’osairis is profitable, the contribution remains relatively small at this
juncture. As for training, we opine the division would likely to turn in meaningful contribution only
when the Group secures the renewal contract for the ELT project.

¢ Having considered the circumstances and reviewed our assumptions, we project the Group to
continue making losses in FY16, with net loss of RM12.4 min.

e On the corporate front, SMRT has on 2 September 2016 proposed to undertake a private
placement exercise of up 10% of its issued and paid capital. The Group hopes to raise between
RM4.8 min and RM6.2 min, of which RM3.5 mIn shall be used to repay bank borrowings with
the balance to be used for working capital purposes as well as to defray the expenses arising
from the corporate exercise. Bursa Malaysia Securities Bhd has on 29 September approved the
listing and quotation of the new shares to be issued arising from this exercise. SMRT aims to
complete the exercise within 3 months from the approval date from Bursa.

Recommendation

We lower our recommendation to Hold on SMRT with a fair value to 19 sen. Our subdued optimism
followed the continued underperformance of SMRT's 1HFY16 results and the uncertainties
surrounding its near term earnings. At this juncture, we have based our fair value on 0.9x book value
given its low earnings visibility in the immediate term. Critical transformation factors include SMRT’s
ability to improve its technology segment, and for AEGB to turn around its operations. Until then, we
opine investors’ interest would remain muted on the stock.
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Per Share Data P&L Summary
FYEDec Fyla  FY15 FY16f  EyEpec (RMmIn) FYl2  FY13  FYl4  FY15 FYlef
Book Value (R 0.35 0.22 0.19

ue (RM) Revenue 614 524 1219 1022  87.2
Cash Flow (sen) 5.6 (10.5) (3.8)
Earnings (sen) 26 (12.9) (48 BB 10.4 10.5 132 (21.3) (3.8)
Net Dividend (sen) 0.5 - - NetintExp (0.4) (0.2) (1.4) (34) (39
Payout Ratio (%) 19.6% 0.0% 0.0%  Pre-tax Profit 10.0 10.3 118 (29.0) (10.5)
PER (x) 7.1 nm nM  Ef. Tax Rate 145%  19.7%  41.5% nm  28.0%
PiCash Flow (x) 3.2 nm M et Profit 8.5 8.2 55 (31.0) (12.4)
P/Book Value (x) 0.5 0.8 0.9 o . ) .
Dividend Yield (%) 2.8% 0.0% 0.0% EBIT Margin (%) 16.9% 20.0%  10.8% nm nm
ROE (%) 7.3% nm nm Pre-tax Margin (%)  16.3%  19.6% 9.7% nm nm
Net gearing (x) 0.0 0.6 0.6  Net Margin (%) 13.8%  15.7% 4.5% nm nm

SMRT’s last 12-month share price chart

Source: Bloomberg

Analyst: Nicole Tan Yoke Ping (nicole@zj.com.my)
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RATING GUIDE

BUY Price appreciation expected to exceed 10% within the next 12 months

SELL Price depreciation expected to exceed 10% within the next 12 months

HOLD Price movement expected to be between -10% and +10% over the next 12 months

from current level

DISCLAIMER

This report is for information purposes only and has been prepared by ZJ Advisory based on sources
believed to be reliable at the time of issue of this report. We however do not give any guarantee as to
the accuracy or completeness of the information provided. Any opinions or estimates in this report are
that of ZJ Advisory as of this date and are subject to change without notice. ZJ Advisory has no
obligation to update its opinion or the information in this report beyond the scope of participation under
the CMDF-Bursa Research Scheme.

ZJ Advisory and/or its directors and staff may have an interest in the securities mentioned herein.
Furthermore, ZJ Advisory and its related companies may, from time to time, provide or seek to
provide advisory and/or other services for the company(ies) mentioned in this report, and may be
involved in share placement exercise involving securities mentioned herein. In reviewing this research
report, investors should be aware that any or all of the foregoing, may among other things, give rise to
real or potential conflicts of interest.

This report is under no circumstances to be construed as an offer to sell or a solicitation of an offer to
buy any securities. Investors should seek financial advice regarding the appropriateness of investing
in any securities discussed or opined in this report. Investors should understand that statements
regarding future prospects may not materialize. This report may contain forward looking statement
and forecasts, which are based on assumptions that are subject to uncertainties. Any deviation from
the expectations may have adverse effect on the projections and prospects contained herein. ZJ
Advisory accepts no liability for any direct, indirect or consequential loss arising from the use of this
report.

This report has been prepared by ZJ Advisory for purposes of CMDF-Bursa Research Scheme ("CBRS")
administered by Bursa Malaysia Berhad and has been compensated to undertake the scheme. ZJ Advisory
has produced this report independent of any influence from CBRS or the subject company. For more
information about CBRS and other research reports, please visit Bursa Malaysia’s website at:
http://www.bursamalaysia.com/market/listed-companies/research-repository/cmdf-bursa-research-
scheme-cbrs

ZJ Advisory Sdn Bhd (Co No: 645449-V)

(An investment adviser licensed by the Securities Commission)
Suite 22B, 22nd Floor, Sunway Tower,

No 86, Jalan Ampang, 50450 Kuala Lumpur

Tel (603) 2032 2328 Facsimile (603) 2032 1328
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