SERSOL TECHNOLOGIES BERHAD

Company No. 602062-X

(Incorporated in Malaysia)


A.
EXPLANATORY NOTES IN ACCORDANCE WITH FRS 134
A1.
Basis of Preparation

The unaudited condensed interim financial statements for the first quarter ended 31 March 2005 have been prepared in accordance with FRS 134 Interim Financial Reporting (formerly known as MASB 26) issued by the Malaysian Accounting Standards Board (“MASB”) and amended Appendix 7A of the Listing Requirements of the Bursa Malaysia Securities Berhad for the MESDAQ market. The unaudited condensed interim financial statements should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2004.
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 ended 31 December 2004. 

A2.
Audit Report of Preceding Annual Financial Statements

The auditors’ report on the audited annual financial statements for the financial year ended 31 December 2004 was not qualified.
A3.
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.

A4.
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.

A5.
Material Change in Estimates

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

A6.
Issuance and Repayments of Debt and Equity Securities

During the quarter under review, there were no issuance and repayments of debt and equity securities.

A7.
Dividend Paid 


There was no dividend paid during the quarter.
A8.
Segmental Reporting

Segmental reporting of the Group’s result for the financial year-to-date is as follows:

	
	Investment Holding
	Multi Square Sdn Bhd 
	Eliminations
/Adjustment
	Consolidated Total

	
	RM’000
	RM’000
	
	RM’000

	Segment Revenue
	
	
	
	

	Plastic/polymer coatings
	-
	3,673
	-
	3,673

	Industrial diluents
	-
	2,835
	-
	2,835

	Wood coatings
	-
	243
	-
	243

	Automotive coatings
	-
	53
	-
	53

	Others
	120
	16
	(120)
	16

	Total Revenue
	120
	6,820
	(120)
	6,820

	
	
	
	
	

	Segment Result
	13
	104
	18
	135

	Interest expenses
	-
	(57)
	-
	(57)

	
	
	
	
	

	Profit before taxation (PBT)
	13
	47
	18
	78

	Taxation
	(2)
	(9)
	-
	(11)

	Profit After Taxation (PAT)
	11
	38
	18
	67


A9.
Revaluation of Property, Plant and Equipment


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

A10.
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.

A11.
Changes in the composition of the Group

There were no changes in the composition of the Group during the quarter under review.

A12.
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 31 March 2005 and year-to-date

The Group achieved a revenue of approximately RM6.8 million and a PAT of approximately RM67,000 for the quarter under review.

No comparative figure is presented as the Group was only in existence since 1 September 2004.
B2.
Variation of Results Against Preceding Quarter

During the quarter ended 31 March 2005, the Group’s PAT declined from approximately RM167,000 (based on unaudited last quarter financial results ended 31 December 2004) to approximately RM67,000. The decrease in PAT was mainly due to the increase in raw material price and operating costs. 
B3.
Current Year’s Prospects for 2005

The Group has a positive outlook towards continuous growth and in securing better results in the forthcoming quarters through the implementation of aggressive marketing strategies. The newly developed ultra-violet curable coating has been accepted by the customers and the Group has commercialised the product. 
The new investment in the People’s Republic of China (“PRC”) and Singapore (as explained in Note B8), which is expected to be completed by the second quarter of 2005, will provide an opportunity for the Group to expand its market into PRC and Singapore. It is expected to contribute positively to the future earnings of the Group in the long term. 
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

	 
	 31 March 2005
	
	 31 March 2004
	
	 31 March 2005
	
	 31 March 2004

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

	
	
	
	
	
	
	
	

	In respect of the     current period:-
	
	
	
	
	
	
	

	Taxation
	3
	
	-
	
	3
	
	-

	Deferred taxation
	8
	
	-
	
	8
	
	-

	 
	11
	
	-
	
	11
	
	-


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 Properties

There was no disposal of unquoted investments and 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


i)
Corporate Proposal Announced

a)
On 17 March 2005, the Company entered into a conditional Sale and Purchase Agreement with Mr. Lim Wei Hsien (the “Vendor”) for the followings : -

1) Proposed acquisition of 80% equity interest in Asset Capital Holdings Limited (Asset Capital) representing 8,000 ordinary shares of Hong Kong Dollar (HKD) 1.00 each in Asset Capital  (Asset Capital Shares) for a cash consideration of RM358,650 (Proposed Acquisition)
2) Proposed advancement of United States Dollar (USD) equivalent to Renminbi (RMb) 852,361 to Asset Capital (Proposed Cash Advancement)
Asset Capital was incorporated as a company limited by shares in Hong Kong under the Companies Ordinance on 22 November 2004. The company is principally an investment holding company and was incorporated to acquire the entire equity interest in Zhuhai MS Costing Ltd (“ZMCL”), a company incorporated as a company limited by shares in the PRC on 5 April 2001 with the "Legal Entity Operation License" issued by the "Industries and Commerce Administration and Management Board" of Zhu Hai City, Guangdong Province, PRC. ZMCL is principally involved in the manufacturing and sales of coating, chemical solvent and thinner for plastics, metal and wood products.
As at the date of this quarterly report,  SerSol has paid:

(i) RM258,650 to Mr Lim Wei Hsien as consideration for the Proposed Acquisition;

(ii) RM391,350 for the Proposed Cash Advancement; and

(iii) RM200,000 as advances to Asset Capital to be utilised as working capital of ZMCL.  

The remittance of funds under (ii) and (iii) above have been approved by Bank Negara Malaysia vide its letter dated 22 April 2005.

The advances stated in (iii) shall be capitalised into 400,000 Asset Capital Shares at par value.  
Subject to Asset Capital and ZMCL on a consolidated basis achieving a consolidated profit after taxation of RM100,000 for the financial year ending 31 December 2005, the remaining cash consideration of RM100,000 for the Proposed Acquisition shall be paid within thirty (30) days of the Vendor’s production and delivery  to SerSol of the audited accounts of Asset Capital and ZMCL on a consolidated basis for the financial year ending 31 December 2005.

b) On 1 April 2005, the Company acquired 100% equity interest in Multi Square Pte. Ltd. (“MSPL”) representing 100 ordinary shares of Singapore Dollar (SGD) 1.00 each in MSPL (MSPL Shares) for a cash consideration of SGD100. The Company has undertaken to subscribe 99,900 new MSPL Shares for a cash consideration of SGD 99,900 (Proposed New Share Subscription).  
MSPL was incorporated on 7 February 2005 in Singapore as a limited liability company. MSPL is currently dormant with an authorised share capital of SGD 1,000,000 comprising 1,000,000 MSPL Shares and issued and paid-up share capital of 100 MSPL Shares. 
Other than the above, there were no corporate proposals announced for the current quarter.
ii)
Utilisation Of Proceed Received From Public Issue
The status of the utilisation on the approximately RM7.12 million  gross proceeds raised from the public issue of 22,732,500 new ordinary shares of RM0.10 each in SerSol at an issue price of RM0.30 per share pursuant to the listing of SerSol on the MESDAQ Market of Bursa Securities are as follows:

	
	
	
	Time frame for proposed

utilisation of proceeds
	
	Actual Proceeds

Utilised up to 31 March 2005
RM’000

	
	Proceeds

raised

RM’000
	
	Financial year ending

31 December
	
	

	Purpose
	
	
	2004

RM’000
	2005

RM’000
	
	

	Repayment of Term Loans
	1,500
	
	-
	1,500
	
	1,500

	Research & Development (R & D)
	1,000
	
	1,000
	-
	
	305

	Working Capital
	1,000
	
	1,000
	-
	
	1,000

	Repayment of Trade Facilities
	2,220
	
	2,220
	-
	
	2,220

	Estimated Listing Expenses
	1,400
	
	1,400
	-
	
	1,400


	TOTAL 
	7,120
	
	5,620
	1,500
	
	6,425


During the current quarter, a lab equipment of RM38,000 was delivered to the Company.  As such, for the current quarter under review, SerSol has a capital commitment of RM471,005 for the R & D equipment.  The Company expects delivery for these R & D equipment in the following quarters. 
The remaining balance of its listing proceeds designated for R & D purposes which are yet to be utilised or committed for the purchase of R & D equipment will be further utilised by the Company to purchase additional R & D equipment in the near future when necessary.  
B9.
Group Borrowings and Debt Securities

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

	
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	Short Term Borrowings
	
	
	
	
	

	Term Loans
	165
	
	159
	
	324

	Trade Financing
	2,610
	
	-
	
	2,610

	Bank overdraft
	115
	
	-
	
	115

	Hire Purchase Payables
	292
	
	-
	
	292

	
	3,182
	
	159
	
	3,341

	
	
	
	
	
	

	Long Term Borrowings
	
	
	
	
	

	Term Loans
	366
	
	250
	
	616

	Hire Purchase Payables
	376
	
	-
	
	376

	
	742
	
	250
	
	992

	
	
	
	
	
	

	Total
	3,924
	
	409
	
	4,333


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

Save as disclosed below, 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:

(i)
In relation to the legal claim against Polycure Coating (M) Sdn. Bhd and Tan Soon Chew who carried out his business under Polytex Marketing for a sum of RM165,423.39 together with interests and costs being the outstanding sum overdue for the supply of goods which was disclosed in the Company’s previous quarterly report for the period ended 31 December 2004, MSSB’s solicitors , Ang & Co. had obtained the Default Judgment against both defendants on 28 February 2005.  Hence, MSSB shall proceed with the winding-up proceedings against Polycure Coating (M) Sdn. Bhd. and bankruptcy proceedings against Tan Soon Chew.

B12.
Dividend

The Board of Directors of the Company has proposed a final dividend of approximately 0.2 sen per ordinary share of tax-exempt dividend amounting to RM190,000 in respect of the financial year ended 31 December 2004 subject to the approval of the members at the forthcoming Annual General Meeting.

B13.
Earnings Per Share

Basic earnings per share (EPS)

	
	
	Cumulative quarter ended
	

	
	31 March 2005
	
	31 March 2004
	
	31 March 2005
	
	31 March 2004

	
	
	
	
	
	
	
	

	Net profit for the period (RM’000)
	67
	
	-
	
	67
	
	-

	
	
	
	
	
	
	
	

	Weighted average number
	
	
	
	
	
	
	

	of shares in issue (‘000)
	94,931
	
	-
	
	94,931
	
	-

	
	
	
	
	
	
	
	

	Basic EPS (sen)
	0.07
	
	-
	
	0.07
	
	-


Diluted EPS

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