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Highlights Recommendation

Dataprep’s fundamentals are improving, with contract flows underpinned
by growing IT outsourcing trends in Malaysia. However, keen
competition will keep profit margins under pressure. The company plans
to venture into new businesses such as e-payment and to expand
overseas to strengthen its recurring revenue profile, but execution risk
should be taken into consideration.

Valuations look stretched at 15.5x PER and 2.9x P/B for our estimated
FYO06 (Mar.), compared with industry averages of around 10.0x PER and
2.0x P/B for computer services companies.

Investment Risks

Risks to our recommendation and target price include better than
expected IT contract flows from Malaysia as well as nearby countries
and better control of internal costs.

Other concerns include delays in revenue recognition from on-going
projects, slower than expected IT spending amidst broader economic
slowdown and execution risks from expansion into overseas markets.

We initiate coverage on Dataprep with a Strong Sell recommendation
given our 12-month target price of MYRO0.55 per share, which implies
a 14% downside.

Our target price of MYRO0.55 is based on historical average of 2.5x
P/B and 4.6x EV/EBITDA FY06. The slightly higher than industry
average P/B is justified by the company’s improving ROE over the
past two calendar years.

While we expect FY06 (Mar.) net profit to surge 22% YoY to MYR2.9
min on revenue of MYR90.1 min from stronger contract flows and
absence of further significant bad debt provisions, we believe this is
already more than adequately reflected in Dataprep’s share price.
FY06 EPS is expected to rise 11.6% YoY to 4.1 sen. The slower
growth in EPS is due to the conversion of 12.06 min ordinary shares
from the exercise of ICULS-3 (3-year Irredeemable Convertible
Unsecured Loan Stocks) in Aug. 2005.

The market will need to see the extension of on-going projects such
as e-Court, as well as ventures into new businesses such as e-
payment deliver, with improved profit margins before re-rating
Dataprep'’s share price higher.

Key Stock Statistics Per Share Data
FY Mar. 2005 2006F FY Mar. 2003 2004 2005 2006F
EPS (sen) 3.7 41 Book Value (MYR) 0.83 0.18 0.22 0.22
PER (x) 17.3 15.5 Cash Flow (sen) -0.6 05 0.1 01
Dividend/Share (sen) 0.0 0.0 Earnings (sen) -64.6 -62.2 37 41
NTA/Share (MYR) 0.17 0.18 Dividend (sen) 0.0 0.0 0.0 0.0
Book Value/Share (MYR) 0.22 0.22 Payout Ratio (%) 0.0 0.0 0.0 0.0
Issued Capital (min shares) 76.1 PER (x) NM NM 17.3 15.5
52-week Share Price Range (MYR) 1.06-0.43 P/Cash Flow (x) -1.2 -1.2 8.8 7.8
Major Shareholders: % P/Book Value (x) 0.8 35 2.9 2.9
VXL Holdings Sdn Bhd 32.0 Dividend Yield (%) 0.0 0.0 0.0 0.0
Sabit Sdn Bhd 113 ROE (%) -282.6 -125.3 18.3 18.6
Net Gearing (%) 0.0 0.0 0.0 0.0
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Background

Corporate Profile

Dataprep provides information, communications and technology services
via its national service centers. It started operations in 1971 as a private
hardware company and listed on the Second Board of Bursa Malaysia in
Nov. 1991. In 1993, Dataprep acquired a majority stake in Solsis (M) Sdn
Bhd to develop its capability in software related services. Five years later,
it bought Solsisnet Sdn Bhd for its network capability. In Jul. 2002, the
company acquired HRM Business Consulting Sdn Bhd, which provides IT
related consulting services.

The company'’s restructuring, between 2002-2003, included a reduction in
the paid-up share capital and issuance of new shares. Under the
restructuring scheme, VXL Holdings Sdn Bhd, led by Datuk Lim Chee
Wah became the largest shareholder by subscribing for 40 min new
shares at MYR1.25 each and 15.15 min warrants at MYRO0.20 each for a
total cash consideration of MYR53.03 min. Datuk Lim is the youngest son
of Genting's (GENT MK, Hold) founder Tan Sri Lim Goh Tong.

Corporate Structure

Dataprep
Dataprep
Payment Solsisnet Dataprep (M) Instant Office
Solutions
100% 100% 100% 100%
HRM
Solsis (M) Business
Consulting
60% 51%

IT Outsourcing and Managed Services, Network Managed Services
This segment, together with network managed services, has been the
major earnings driver for Dataprep over the past few years, accounting for
more than half of total revenue. However, lumpy nature of revenues from
these two segments negatively affects earnings visibility, with revenue
dropping to MYR55 min in FY05 from MYR87.9 min in FY03.

IT outsourcing and managed services provided by the company include
integrated call center operations, repair center, integrated web enabled
service management system and network monitoring center.

For network-managed services, the company (through its subsidiary
Solsis) provides networking solutions such as network planning, design
and assessment to its clients. In Feb. 2005, 11 selected High Courts in
Klang Valley went online under the e-Court pilot project, which involves
equipping courts with computer hardware, relevant software, data retrieval
processors and online communications, aiming to facilitate judges,
prosecutors and administers.

Management expects these two segments to remain the major earnings
contributors due to the growing outsourcing IT trend in Malaysia.
However, hardware and software maintenance will grow at a more
moderate pace due to keen competition and the prevalence of the
managed services model (change from traditional annual maintenance
service model).

Earnings Outlook

Source: Company data

Business

Dataprep currently generates about 75% of its revenues from the public
sector, with private sector projects accounting for the rest. Its business
can be divided into three major segments, namely consulting, integration
and technology, IT outsourcing and managed services as well as network-
managed services. Its major clients include Universiti Teknologi Mara
(UITM), Ministry of Human Resources (MOHR), Malaysia External Trade
Development Corporation (MATRADE), Ministry of Education, Telekom (T
MK, Not Ranked), Celcom, KLIA, PETRONAS, Citibank Berhad and
Siemens. It is also the local partner of some global players such as Cisco
Systems (CSCO US, Buy). It has 25 IT support service centers in
Malaysia, which offer 24-hours operational and maintenance services.

Consulting, Integration and Technology

This segment contributes nearly one-fourth of Dataprep’s total revenue in
FYO05, compared with 9% two years ago. It involves providing solutions
related to the evaluation, design and implementation of processes and
technologies for customer management, supply chain management,
enterprise resource planning, systems integrations and software
development. Revenue generated from this segment rose to MYR16.3
min in FY05 from MYR11.1 min in FYO04, indicating a steady growth trend
in demand for IT consulting and system integration services and a
relatively stable revenue stream for the company.

Earnings momentum is gathering pace. The company turned profitable
with MYR2.4 min net profit for FY05 from a net loss of MYR39.3 min for
FY04 due to a more efficient cost structure and smaller bad debt
provisions.

According to management, it has signed MYR25.9 min worth of contracts
in the first two months of FY06, thanks to IT outsourcing contracts
obtained from Citibank Berhad and the Ministry of Health. Besides, about
two-thirds of the pilot e-Court project valued at MYR40 min will be booked
in FY06 while the remaining in FYO7. For the full year FY06, we expect
revenue to grow 26% YoY to MYR90.1 min and net profit to rise 22% YoY
to MYR2.9 min from our assumptions that there will be no further
significant bad debt provisions, better cost controls and stronger contract
flows.

Beyond FY06, we expect steady earnings growth underpinned by the
continuous extension of e-Court project on a nationwide scale and
expected growing demand for IT outsourcing in Malaysia. The company's
plan to launch e-payment system nationwide as well as expansion outside
Malaysia may also fuel future earnings.

Risks to our earnings forecasts include delay in revenue recognition from
on-going projects and slower than expected IT spending amidst a broader
economic slowdown. Low earnings visibility, given less than half of
Dataprep’s revenue is recurring in nature, implies higher risk to our
forecasts.
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Valuation

The stock is already trading at 15.5x PER and 2.9x P/B FY06, higher than
industry averages of around 10.0x and 2.0x for computer services
companies, respectively.

Although earnings momentum is improving, we have a Strong Sell
recommendation on the stock with a 12-month target price of MYR0.55
per share because of expensive valuations and low earnings visibility. Our
target price is derived from historical average P/B of 2.5x and EV/EBITDA
of 4.6x for FY06, implying a 14% downside. The slightly higher than
industry average P/B applied to the stock is justified by the company's
improving ROE over the past two calendar years and net cash of MYR5.9
min at end-FYO05.

Comparative Valuation

Aug. 2005: An additional 12.06 min new ordinary shares of MYR1.00 each
arising from the conversion of ICULS-3 were granted listing and quotation
from Aug. 22, 2005.

Jul. 2005: Dataprep Payment Solutions Sdn Bhd (DPS) was incorporated.
It mainly provides information technology services and solutions in relation
to secured payments.

Jul. 2005: Teams up with Singapore’s ST Electronics Pte Ltd to explore
opportunities in the info-communications market in Malaysia and nearby
countries.

Dataprep *FSBM *OPEN *MCMT

Share Price (MYR) @ Sep. 13, 05 0.64 1.00 010 013
Mkt Cap (MYR min) 487 512 169 415
Ave. Daily Vol. (000) 21 23 94 83
PER FY03 (x) NM NM 167  NM
PER FY04 (x) NM 165 385  NM
PINTA 49 1.2 09 13
Yield (%) 0.0 00 00 00

Source: Bloomberg, Company data

*Note: FSBM Holdings Berhad (FSBM MK, Not Ranked); Opensys (M) Berhad
(OPEN MK, Not Ranked); MCM Technologies Berhad (MCMT MK, Not Ranked)

Relative Share Price Performance of Comparables

Profit & Loss

FY Mar. / MYR min 2004 2005 2006F 2007F
Revenue 85.6 713 90.1 101.4
Operating Profit (EBIT) -375 35 44 53
Depreciation 2.6 2.1 2.9 -3.4
Net Interest Income / (Expense) -0.7 -14 -14 -1.4
Pretax Profit -38.2 2.0 3.0 39
Effective Tax Rate (%) -1.0 -12.6 5.0 15.0
Net Profit -39.3 24 29 34
Operating Margin (%) -43.8 4.9 49 5.3
Pretax Margin (%) -44.6 29 3.3 39
Net Margin (%) -45.9 33 3.2 33
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Source: Company data, S&P Equity Research

Balance Sheet

FY Mar. / MYR min 2003 2004 2005
Total Assets 103.7 64.5 55.3
Fixed Assets 7.2 43 4.4
Current Assets 77.9 53.2 441
Other LT Assets 18.6 7.0 6.8
Current Liabilities 45.6 43.6 37.7
LT Liabilities 6.6 8.9 22
Share Capital 61.5 64.0 64.1
Shareholders’ Funds 51.0 11.8 14.1

Source: Bloomberg, S&P Equity Research

Recent Developments

Sep. 2005: Agrees to sell a 10% stake in Solsis to Ahmad Rizan Ibrahim
for total consideration of MYR272,900.

Aug. 2005: Reports 80% YoY decline in net profit to MYR28,000 on
revenue of MYR18.1 min (down 12% YoY) for the first quarter of FY06.
On quarterly basis, net profit sank 82% QoQ while revenue slid 22% due
to lower billings arising from deferment and delay of some projects.

Source: Company data, S&P Equity Research
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Required Disclosures

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 and Standard & Poor's
Malaysia Sdn Bhd.

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”) and in Malaysia by
Standard & Poor's Malaysia Sdn Bhd (“S&PM”) which is regulated by the Securities
Commission.

The research and analytical services performed by SPIAS, S&P LLC, S&P AB and
S&PM are each conducted separately from any other analytical activity of Standard
& Poor’s.

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 MYR15,000 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/listing/cbrs.htm

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 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
2001, respectively.
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