GPRO TECHNOLOGIES BERHAD (“GPRO” OR “COMPANY”)

NOTES TO THE FINANCAL STATEMENT

1. Basis of Preparation

The interim financial report has been prepared in compliance with FRS 134 (interim financial reporting). The interim financial report should be read in conjunction with the audited financial statements of the Company for the financial year ended 31 December 2003.

The accounting policies and methods of computation adopted by the Group in the interim financial statements are consistent with those adopted for the financial year ended 31 December 2003.

2.
      Qualification of Financial Statement  

The audit report on the preceding annual financial statements was not subject to any qualification.

3.
Nature and Amount of Exceptional and Extraordinary Items

There were no unusual items in the financial statements under review.

4.
Valuation of Plant and Equipment


The Company did not revalue any of its plant and equipment.

5. Taxation

The Company has been accorded Multimedia Super Corridor (MSC) Status and was granted Pioneer Status effective from 15th August 2003, which exempts 100% of the statutory business income from taxation for a period of 5 years.  New Paradigm Technologies Sdn Bhd (“NPT”), a wholly-owned subsidiary of GPRO, was granted the pioneer status on 1 January 2003 which entitled NPT to enjoy tax exemption in respect of its profit until 31 December 2007.  In addition, GPRO Technologies (Hang Zhou) Co. Ltd. (a wholly-owned subsidiary of NPT) and G.PRO Technologies (Vietnam) Co. Ltd. (a 60% owned subsidiary of NPT) are also enjoying the relevant tax incentives in the respective countries in which they operate. 

6. Pre-acquisition Profits 

The acquisitions by GPRO of GPRO's operating subsidiaries namely New Paradigm Technologies Sdn Bhd (“NPT”), GPRO Technologies (Hang Zhou) Co., Ltd. (a wholly-owned subsidiary of NPT) and G.PRO Technologies (Vietnam) Co., Ltd. (a 60% owned subsidiary of NPT) were completed on 5 April 2004. As such, the profits generated by the aforesaid operating subsidiaries for the 3 month period ended 31 March 2004 amounting to RM1.73 million  are pre-acquisition profits. 

7.
Profit on sale of Unquoted Investments and/or Properties

There were no disposal of unquoted investment and properties in the quarter ended 31 December 2004. 

8.
Purchase or Disposal of Quoted Securities

There were no purchases or disposals of quoted securities in the quarter ended 31 December 2004.

9.
Changes in the Composition of the Group

      
There were no changes in composition of the Company/Group during the quarter ended 31 December 2004.

10.
Corporate Proposals

There were no corporate proposals announced but not completed as at the date of this announcement.

11.
Seasonal or Cyclical Factors

The business of the Company is not affected by any significant seasonal or cyclical factors.

12. Issuance and Repayment of Debt and Equity Securities

There were no issuance and repayment of debt and equity securities, share buy-back, share cancellation, shares held as treasury shares and resale of treasury shares for the current financial quarter to date.

13.
Company Borrowings and Debt Securities

The borrowings of the Company as at 31 December 2004 represents hire-purchase loans totalling RM179,830 for the Company’s motor vehicles, the portion of the loans due within one year being classified as short term.                                                                                                                                                                                                                                           

14.
Contingent Liabilities

There were no contingent liabilities as at 22nd February 2005  (the latest practicable date not earlier than 7 days from date of issue of this financial results).

15.
Off Balance Sheet Financial Instruments

The Company does not have any financial instrument with off balance sheet risk as at 22 February 2005 (the latest practicable date which is not earlier than 7 days from the date of issue of this financial results).

16.
Review of Performance 

For the quarter ended 31 December 2004, the Group achieved revenues and profit after taxation and minority interests (“PATMI”) of approximately RM3.37 million and RM0.53 million respectively, as compared to the revenue and PATMI of RM2.74 million and RM1.02 million for the previous quarter ended 30 September 2004.  
The GPRO Group recorded a lower PATMI due to the following reasons:-

· Slower than expected implementation of various projects in China due to delays in the setting up of various client’s factories. The total of amount of orders expected to be completed in 2004 but were delayed totaled over RM8.8 million. These projects are still subsisting and are expected to be implemented in financial year ending 31 December 2005.

· Gross profit margins for the quarter ended 31 December 2004 were at 72.5%, which is lower than the overall average gross profit margin of 81.8% for the entire year.

· Higher Administration Expenses and Other Operating Expenses for the quarter due to the expansion in the Group’s activities in conjunction with its listing exercise. Administration Expenses grew by 23.7% as compared to the previous quarter, whilst Other Operating Expenses increased by 33.9% as compared to the previous quarter. These were driven by increased staff costs and research and development activities during the quarter.

Notwithstanding the above, the GPRO Group completed financial year ended 31 December 2004 with a PATMI of RM4.899 million (prior to deducting the pre-acquisition profits arising from the acquisition of New Paradigm Technologies Sdn Bhd group in April 2004). This is an improvement of approximately 54.7% over the PATMI of the proforma GPRO group for the financial year ended 31 December 2003 of RM3.159 million.

17.
Current Year’s Prospects

The Board remains confident of its prospects for continuing growth in its revenues and profits. This is in view of the expiry of the quota systems under the Multi-Fibre Agreement at the end of 2004, which will drive textile and apparel manufacturers worldwide to improve on productivity and efficiency in the operation of their factories. 

The Group has currently in hand orders to implement its GPRO systems of about RM18 million to various factories overseas. 

Over 90% of the Group’s revenues for 2005 are expected from overseas jobs. Vietnam and China remain the key markets of growth for GPRO given that these countries have strong competitive positions in the manufacturing of textiles and apparels.  

Market Developments

Business outlook for the Group in Vietnam in 2005 is expected to be positive. The Group has made various inroads in collaborating with various large Vietnamese textile and apparel industry players such as Vinatex, Nhabe Garment Co, VITAS (Vietnam Textile and Apparel Association) to increase the market penetration of its products in Vietnam.  Vietnam will be a large market for the Group as its exports turnover in textiles and apparels is expected to reach USD4.5 billion in 2005.

In China, the Group has expanded its China office in Hang Zhou and expects to set up an additional new office in Guangzhou.  The Group sees larger revenue contributions from China operations arising from the expansion of its existing clients (such as the Crystal Group and Martin Emprex) factories as well as from new clients. 

Research and Development updates

To improve revenues further, the Group has intensified its research and development activities.  As at 31 December 2004, RM1.354 million of the IPO proceeds have been used for R&D expenditure. The Group has completed its development of GPRO ERP which has been  installed in 3 sites in Malaysia, Cambodia and Vietnam thus far. The Group has also just completed the development of the RFID version of its GPRO system and this is expected to be ready for mass commercialization in the second quarter of 2005.

18. Material Litigation

The Company is not engaged in any material litigation either as plaintiff or defendant and the directors do not have any knowledge of any proceedings pending or threatened against the Company as at 22 February 2005 (the latest practicable date which is not earlier than 7 days from the date of issue of this financial results).

19.
Segmental Information

The Company generates 3% of its revenue from Malaysia and 97% from overseas from its principal activities of designing, developing and marketing its innovative IT solutions (both specialty software and dedicated hardware) to textile and apparel companies.

20.       
Profit Estimate/Forecast

In its Prospectus dated 13 May 2004, the Group had included a profit forecast for the year ending 31 December 2004. The Group had expected to earn approximately RM7.95 million (including pre-acquisition profits of New Paradigm Technology Sdn Bhd for 2004)  As had been disclosed  earlier, due mainly to various implementation delays in respect of its projects on hand in the second half of 2004, the recognition of certain revenues to the Group had also been delayed this has resulted in a shortfall in the actual unaudited results of approximately RM3.05 million (approximately 38%) when compared to the said profit forecast.  The shortfall was also contributed by the lower than expected absorption of fixed costs due to the lower revenues recognised.
Notwithstanding the above, the orders which were delayed are still subsisting and the Board expects to implement the delayed projects and recognise the delayed revenues in the coming financial year.
21.       
Dividend


The Board has yet to decide on the quantum of dividend for the financial year ended 31 December 2004. A subsequent announcement will be made on this.

22.
Earnings Per Share 

a) Basic

Basic earnings per share is calculated by dividing the net profit attributable to shareholders for the period by the weighted average number of ordinary shares in issue during the period. 

	
	
	3 months ended

31.12.2004
	
	12 months ended

31.12.2004

	
	
	
	
	

	Net profit attributable to shareholders
	
	         532,805
	
	3,172,059

	
	
	
	
	

	Weighted average number of ordinary shares in issue   
	
	250,000,000
	
	176,883,567

	
	
	
	
	

	Basic earnings per share (sen)                                                     
	
	0.21
	
	1.79

	
	
	
	
	


b) Diluted

For the purpose of calculating diluted earnings per share, the weighted average number of ordinary shares in issue during the period have been adjusted for the dilutive effects of all potential ordinary shares, i.e. share options granted to employees.

	
	
	3 months ended

31.12.2004
	
	12 months ended

31.12.2004

	
	
	
	
	

	Weighted average number of ordinary shares in issue              
	
	250,000,000
	
	176,883,567

	Effect of dilution:
	
	
	
	

	Employees Share Option Scheme
	
	    2,248,572
	
	    1,499,048

	
	
	
	
	

	Adjusted weighted average number of ordinary shares in issue and issuable                                                                     
	
	252,248,572
	
	178,382,615

	
	
	
	
	


	
	
	3 months ended

31.12.2004
	
	12 months ended

31.12.2004

	
	
	
	
	

	Diluted earnings per share
	
	0.21
	
	1.78

	
	
	
	
	


23.             Utilisation of Proceeds

                   The Company raised RM25 million during its Initial Public Offering exercise in June,     

                   2004 and the details of the utilisation of proceeds as at 31 December, 2004 are as follows:          

	 
	Description
	Proposed Utilisation
	Actual Utilisation
	Balance
	

	 
	 
	RM'000
	RM'000
	RM'000
	

	 
	 
	 
	 
	 
	

	(i)
	R & D expenditure
	8,000
	1,354
	6,646
	

	(ii)
	Expansion of overseas operations
	10,000
	930
	9,070
	

	(iii)
	Working capital
	5,300
	2,315
	2,985
	

	(iv)
	Estimated listing expenses
	1,700
	1,368
	332
	

	 
	 
	 
	 
	 
	

	 
	 
	25,000
	5,967
	19,033
	


24.
Employee Share Option Scheme (“ESOS”)


The Company’s ESOS was implemented in June 2005.


The share options granted and exercised up to the date of this report are as follows: -

	
	Exercise price per ordinary share
	Number of options over ordinary shares of RM0.10 each

	Options granted  
	0.40
	7,897,600

	Options cancelled   
	
	(652,200)

	
	
	7,245,400

	Options exercised
	
	-

	Options outstanding  
	
	7,245,400


