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

NOTES TO THE FINANCAL STATEMENT

1. Basis of Preparation

  The interim financial report is unaudited and is prepared in accordance with the requirements of the Financial Reporting Standard (FRS) 134: Interim Financial Reporting (previously known as MASB 26) issued by Malaysian Accounting Standards Board (“MASB”) and Appendix 7A of the Listing Requirements of Bursa Malaysia Securities Berhad ("Bursa Securities") for the MESDAQ Market.
The interim financial report should be read in conjunction with the audited financial statement of the Company for the financial year ended 31 December 2004.

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 2004.

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 during the quarter.

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.
Profit on sale of Unquoted Investments and/or Properties

There were no disposal of unquoted investment and properties in the quarter ended 31 December 2005 and during the current financial year to date.

7.
Purchase or Disposal of Quoted Securities

There was no acquisition or disposal of quoted securities for the current quarter and financial year to-date.
8.
Changes in the Composition of the Group

There is no change in the composition of the Group including business combinations, acquisition or disposal of subsidiaries and long term investments, restructuring and discontinuing operations for the current financial year to date.

9. Corporate Proposals

Save as disclosed in Note 27 below, there were no other corporate proposals announced but not completed as at the date of this announcement.

10.
Seasonal or Cyclical Factors

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

11 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 during the current financial year to date.

12.
Company Borrowings and Debt Securities

The borrowings of the Company as at 31 December 2005 represents secured hire-purchase loans for the Company’s motor vehicles, as set below:-

	
	As at 31 December 2005

	
	
	RM’000

	
	
	

	Secured short-term (due within 12 months):
	
	

	Hire purchase payables
	
	95

	
	
	

	Secured short-term (due after 12 months):
	
	

	Hire purchase payables
	
	171

	
	
	

	Total Borrowings
	
	266


13.
Contingent Liabilities and contingent assets

There were no contingent liabilities and contingent assets as at 22 February 2006 (the latest practicable date not earlier than 7 days from date of issue of this financial results).

14.
Administration Expenses

During the financial year ended 2005, the Group has expanded its operation in China and Vietnam, two key markets which has good business potential. The number of personnel in these two countries have increased by 50% from 50 to 75 between December 2004 and December 2005. The total head count in the Group has increased from 177 to 224 during the period. This expansion has resulted in significant increase in cost in financial year ended 31 December 2005.
15.
Off Balance Sheet Financial Instruments

The Company does not have any financial instrument with off balance sheet risk as at 22 February 2006 (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 2005, the Group achieved a revenue and loss after taxation and minority interests of approximately RM2.81 million and RM0.63 million respectively, as compared to the revenue and  profit after taxation and minority interests of RM3.37 million and RM0.48 million for the corresponding quarter ended 31 December 2004.  
For the financial year ended 31 December 2005, the Group registered a revenue and profit after tax of RM 13.07 million and RM 1.31 million  respectively.  This represents a decrease of 4.1% and 72.4% respectively, compared to the preceding financial year ended 31 December 2004.  

The decline is mainly due to the following: -

(a)
The gross profit margin decreased due to the lowering of selling price for the new markets such as Indonesia and trade discounts given to major customers. The Group believes that this is necessary in order to penetrate and to get stronger foothold in the new markets in the short term.

(b)
The overhead costs have increased significantly as a result of expansion of operations in Vietnam and China. The Group currently has a total work force of 224 people, of which 75 of them are based in Vietnam and China.

17.
Comparison with Preceding Quarter’s Results
For the current quarter ended 31 December 2005, the Group achieved a revenue of RM2.81 million representing a fall of 16.7% as compared to RM3.38 million achieved in previous quarter. Correspondingly, the Group recorded a loss before taxation of 0.64 million from a profit before taxation of RM0.49 million in the previous quarter ended 30 September 2005. 

As a result of the lowering of selling price in the current quarter, the revenue has declined accordingly.

18.
Prospects


The Board is confident of an improvement in revenue and profit for financial year 2006. This is in view of the fact that:

(a) The Group will undertake the following proposed corrective measures to improve profitability:-

(i)

Modify pricing structure to improve gross profit margins;


(ii)

Provide value added services with the formation of a consultancy unit;

(iii)
Engage local staff in the Regional Business Center (“RBC”) with an expectation to lower the cost of implementing projects;

(iv)
Engage sales agents and industry experts in other markets to shorten sales cycle as proven in markets such as Southern China and Indonesia;


(v)
Alternative sourcing for parts such as electronic components, plastic parts and assembly especially from China in order to reduce costs; and


(vi)
Development of the “light” version of Radio Frequency Identification (“RFID”) readers which is expected to improve gross profit margins due to lower cost of production.

(b) The Group’s investment in overseas markets such as Vietnam, China and Indonesia which are currently experiencing healthy growth, are expected to generate higher revenue;
(c) The Group’s existing major customers who had delayed their expansion plans in 2005 are now working towards accelerating their original expansion plan in 2006; 
(d) The Group will participate in a few international textile exhibitions in Indonesia, China and Germany to promote and to market its products with a view to improve revenue as well as to penetrate into new overseas markets; and 
(e) The Group’s research & development team is committed towards developing new solutions products and is expected to roll out new solution by end of year 2006.  
19.
Profit Forecast and Profit Guarantee


Not applicable.

20.
Dividend Payable


Dividends paid on 14 July 2005 were declared on 22 June 2005 being first and final tax exempt 
dividend of 2.5% per ordinary share of RM0.10 each for the year ended 31 December 2004, amounting 
to RM625,000.00

21.
Changes In Estimates


There were no changes in estimates of amounts reported during this quarter.

22.
Segmental Information

No segmental analysis on revenue is prepared as the Group operates predominantly in one business segment.

The geographical segmental results of the Group for the current quarter and the cumulative quarter ended 31 December 2005 are as follows:-

	Segment Revenue
	Three months ended 31 December 2005

RM000
	Twelve months ended

31 December

 2005

RM000

	Domestic
	235
	878

	Overseas
	2,577
	12,187

	Total Revenue
	2,812
	13,065

	
	
	

	Segment Earnings/(Loss)
	
	

	Domestic
	(53)
	90

	Overseas
	(579)
	1,241

	Total profit/(loss) from operations
	(632)
	1,331


23.
Subsequent Events


There were no material event between 31 December 2005 and 27 February 2006, being the date of 
this report.
24.
Capital Commitments


There are no material commitments which require disclosure during the quarter.
25.
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 2006 (the latest practicable date which is not earlier than 7 days from the date of issue of this financial results).

26.
Earnings Per Share 

a) Basic

The earnings per share (basic) was calculated by dividing the profit after taxation after minority interest and  pre-acquisition profit by the weighted average number of ordinary shares in issue  for the quarter ended 31 December 2005.

	
	Current year quarter ended31 December 2005
	
	Current year to

date

31 December 2005

	Net profit/(loss) attributable to shareholders (RM)
	(630,511)
	
	1,142,098

	Weighted average number of ordinary shares in issue
	250,000,000
	
	250,000,000

	
	
	
	

	Basic earnings per share (sen)
	(0.25)
	
	0.46


b) Diluted

Computation of diluted earnings per share is not applicable as the conversion of all potential ordinary shares is anti-dilutive which will cause an increase in earnings per share.
27.          Utilisation of Proceeds

The Company raised RM25 million during its Initial Public Offering exercise in June 2004 and the details of the status of the utilisation of proceeds as at 31 December 2005 are as follows: -

	 
	Description
	Proposed Utilisation
	Actual Utilisation
	Balance

	 
	 
	RM'000
	RM'000
	RM'000

	
	
	
	
	

	 (i)
	R & D expenditure
	8,000
	4,241
	3,759

	(ii)
	Expansion of overseas operations
	10,000
	5,437
	4,563

	(iii)
	Working capital
	5,300
	4,237
	1,063

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

	 
	 
	 
	
	

	 
	 
	25,000
	15,283
	9,717


