SERSOL TECHNOLOGIES BERHAD

Company No. 602062-X

(Incorporated in Malaysia)


A.
EXPLANATORY NOTES IN ACCORDANCE WITH MASB 26

A1.
Basis of Preparation

This is the first quarterly report being drawn up as a public company listed on the Bursa Malaysia Securities Berhad (“Bursa Securities”).  There were no audited consolidated financial statements of the Group for the financial year ended 31 December 2003, the financial year-end of Sersol Technologies Berhad (“SerSol” or “the Company”) and its subsidiary, Multi Square Sdn. Bhd. (“MSSB”), (collectively referred to as “the Group”) as the Group was only formed on 1 September 2004 following the completion of the transactions as stated in note A11. Accordingly, the Group’s results for the current quarter under review only comprise the results for the one month period from 1 September 2004 to 30 September 2004 and there is no comparative figure presented.

These interim financial statements are unaudited and have been prepared in accordance with the requirements of the amended Appendix 7A of the Listing Requirements of the Bursa Securities for the MESDAQ market and the Malaysian Accounting Standards Board MASB 26 Interim Financial Reporting. 

The accounting policies and presentations adopted by the Group for these interim condensed financial statements are consistent with the most recent audited financial statements for the financial year/period ended 31 December 2003 of the respective companies.

A2.
Basis of Consolidation – On Acquisition Method

The subsidiary is consolidated using the acquisition method of accounting. Under the acquisition method of accounting, the results of subsidiary acquired to be included in the consolidated income statement from the effective date of acquisition. The difference between the acquisition cost and the fair value of the net assets of the subsidiary at the date of acquisition is reflected as goodwill or negative goodwill on consolidation, as appropriate, which is amortised or released to income on a straight line basis over a period of twenty years from the financial year ending 31 December 2004.

A3.
Audit Report of Preceding Annual Financial Statements

There were no annual audited financial statements for the Group for the financial year ended 31 December 2003 as the Group has not been formed as of that date. The auditors’ report of the preceding annual financial statements for SerSol and MSSB were not subject to any qualification. 

A4.
Seasonality or Cyclicality Factors

The Group’s interim operations for the current quarter under review were not significantly affected by any seasonal or cyclical factors.

A5.
Unusual Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flows

During the quarter under review, there were no items affecting assets, liabilities, equity, net income, or cash flows of the Group that are unusual because of their nature, size or incidence.

A6.
Material Change in Estimates

There were no changes in estimates of amounts reported in the prior interim periods that have a material effect on the results for the quarter under review.

A7.
Issuance and Repayments of Debt and Equity Securities

During the quarter under review, there were no issuance and repayments of debt and equity securities except for the changes in ordinary share capital as stated in note B8.

A8.
Dividend Paid 


During the quarter under review, there was no dividend recommended and paid.

A9.
Segmental Reporting

The primary basis of segment reporting of the Group is business segment.  During the quarter under review, the Group operates principally in the following business segment with the respective sales contribution to the total sales of the Group:

	
	Investment Holding
	Multi Square Sdn Bhd 
	Total

	
	RM’000
	RM’000
	RM’000

	Segment Revenue
	
	
	

	Plastic/polymer coatings
	-
	1,580
	1,580

	Industrial diluents
	-
	1,171
	1,171

	Wood coatings
	-
	   151
	   151

	Automotive coatings
	-
	       5
	       5

	Others
	-
	       5
	       5

	Total Revenue
	-
	2,912
	2,912

	
	
	
	

	Segment Result
	-
	342
	342

	Finance Cost
	-
	(33)
	(33)

	
	
	
	

	Profit before taxation
	
	
	311

	Taxation
	
	
	(54)

	Net Profit After Taxation
	
	
	257


A10.
Revaluation of Property, Plant and Equipment


The property, plant and equipment of the Group have not been revalued for the period under review.

A11.
Material Events Subsequent to the End of the Quarter Under Review

There were no material events subsequent to the end of the quarter under review that have not been reflected in the interim financial statements other than those as disclosed in note B8 (ii) and (iii) below.

A12.
Changes in the composition of the Group

During the quarter under review, on 1 September 2004, the Company completed the acquisition of the entire equity interest in MSSB comprising 1,620,000 ordinary shares of RM1.00 each for a total purchase consideration of RM7,119,859 satisfied wholly by the issuance of 71,198,498 SerSol Shares at an issue price of approximately RM0.10 per SerSol Share.

A13.
Changes in Contingent Liabilities or Contingent Assets

There were no changes in the contingent liabilities or contingent assets of the Group during the quarter under review.

B.
ADDITIONAL INFORMATION REQUIRED BY BURSA SECURITIES LISTING REQUIREMENTS

B1.
Review of Group’s Results for the Quarter Ended 30 September 2004 and year-to-date

The Group was formed on 1 September 2004, accordingly, the Group’s results for the current quarter under review only comprise results for the one month period from 1 September 2004 to 30 September 2004.  The post acquisition net profit of the Group, after deducting the pre-acquisition net profit of RM522,000, was RM257,000.  Sales of plastic coatings contributed approximately 54% of the total turnover for the current quarter under review and it has also contributed better gross profit margin as compared to other products.

No comparative figure is presented as the Group was only in existence since September 2004.
B2.
Variation of Results Against Preceding Quarter

There were no preceding quarter comparative figures as this is the first quarterly report being drawn up by SelSol as a public company listed on the Bursa Securities.

B3.
Current Year’s Prospects

Barring unforeseen circumstances, the Group’s final results for the financial year ending 31 December 2004 may be affected by the oil price if it continues to surge.  For the past 3 to 4 months, the solvent and resin prices have shown an uptrend due to the increase in crude oil price reaching its peak at USD55.67 per barrel.   
To mitigate the impact of the rising cost of its raw materials, SerSol has diversified its suppliers’ base for its raw materials to overseas.
Turnover for the Group is affected due to certain customers who had adopted a lower stock holding level as a consequence of the hike in the paints and coatings prices. Nevertheless, the management of SerSol is of the opinion that this trend will only be temporary as these customers would eventually require to replenish their depleted stock levels.

B4.
Variance of Profit Forecast

Not applicable as no profit forecast has been issued.

B5.
Tax Expense 
Taxation comprises the following:

	 
	Individual quarter ended
	
	Cumulative quarter ended

	 
	 30 September 2004
	
	 30 September 2003
	
	30 September 2004
	
	30 September 2003

	
	 RM’000
	
	 RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	
	
	

	In respect of the     current period:-
	
	
	
	
	
	
	

	
Taxation
	71
	
	-
	
	71
	
	-

	      Deferred taxation
	(17)
	
	-
	
	(17)
	
	-

	 
	54
	
	-
	
	54
	
	-


The effective tax rate of the Group is lower than the statutory tax rate mainly due to reinvestment allowances claimed by the subsidiary.

B6.
Profit on Sale of Unquoted Investments and/or Properties

There was no disposal of unquoted investments or properties during the quarter under review.

B7.
Purchase and Disposal of Quoted and marketable securities

There was no purchase or disposal of quoted and marketable securities during the quarter under review.
B8.
Status of Corporate Proposal Announced

As an integral part of the listing of and quotation for its entire enlarge issued and paid-up share capital on the MESDAQ market of the Bursa Securities, the Company has undertaken a restructuring and listing scheme which involved the following:-

(i)
the acquisition of the entire equity interest in MSSB as stated in note A12, which was effected on 1 September 2004;

(ii)
public issue of 23,732,500 new ordinary shares of RM0.10 each at an issue price of RM0.30 per ordinary share.  These shares were fully subscribed and  were subsequently issued and allotted to the investors on 6 October 2004; and

B8.
Status of Corporate Proposal Announced (Cont/d)

(iii) The admission to the Official List and the listing and quotation for the entire enlarged issued and paid-up share capital of the Company of 94,931,000 shares on the MESDAQ market of the Bursa Securities on 12 October 2004.

Other than the above, there were no corporate proposals announced for the current quarter.

The gross proceeds raised from the Public Issue of RM7.120 million which is expected to be utilised in the following manner:

	
	
	
	Time frame for 

utilisation of proceeds

	
	Proceeds raised

RM’000
	
	Financial year ending

31 December

	Purpose
	
	
	2004

RM’000
	2005

RM’000

	Repayment of Term Loans
	1,500
	
	-
	1,500

	R & D
	1,000
	
	1,000
	-

	Working Capital
	1,000
	
	1,000
	-

	Repayment of Trade Facilities
	2,220
	
	2,220
	-

	Estimated Listing Expenses
	1,400
	
	1,400
	-

	TOTAL 
	7,120
	
	5,620
	1,500


All proceeds raised were received by SerSol on 19 October 2004.
B9.
Group Borrowings and Debt Securities

The Group’s borrowings, all are repayable in Ringgit Malaysia, as of the end of the quarter under review are as follows:

	
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	Short Term Borrowings
	
	
	
	
	

	Bank Overdraft
	26
	
	-
	
	26

	Term Loans
	439
	
	-
	
	439

	Trade Financing
	3,750
	
	-
	
	3,750

	Hire Purchase Payables
	193
	
	-
	
	193

	
	4,408
	
	-
	
	4,408

	
	
	
	
	
	

	Long Term Borrowings
	
	
	
	
	

	Term Loans
	2,206
	
	-
	
	2,206

	Hire Purchase Payables
	219
	
	-
	
	219

	
	2,425
	
	-
	
	2,425

	
	
	
	
	
	

	Total
	6,833
	
	-
	
	6,833


B10.
Off Balance Sheet Financial Instruments

There were no off balance sheet financial instruments as at the date of this report.

B11.
Changes in Material Litigation Since the Last Annual Balance Sheet Date
The Group 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 Group as at the date of this announcement. 

B12.
Earnings Per Share

Basic earnings per share (EPS)
	
	Individual quarter ended


	
	Cumulative quarter ended

	
	30 September 2004
	
	30 September 2003
	
	30 September 2004
	
	30 September 2003

	
	
	
	
	
	
	
	

	Net profit for the period (RM’000)
	257
	
	-
	
	257
	
	-

	
	
	
	
	
	
	
	

	Weighted average number
	
	
	
	
	
	
	

	of shares in issue (‘000)
	23,733
	
	-
	
	7,911
	
	-

	
	
	
	
	
	
	
	

	Basic EPS (sen)
	1
	
	-
	
	3
	
	-


Diluted EPS

The Group does not have any convertible securities and accordingly diluted EPS is not applicable.
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