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 2007 have been prepared in accordance with Financial Reporting Standards (FRS) 134 Interim Financial Reporting (formerly known as MASB 26) issued by the Malaysian Accounting Standards Board (MASB) and amended Appendix 9B of the Revamped Listing Requirements of Bursa Malaysia Securities Berhad (Bursa Securities) for the MESDAQ Market (Revamped MMLR). 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 2006.

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 2006.

A2.
Audit Report of Preceding Annual Financial Statements

The auditors’ report on the audited financial statements for the financial year ended 31 December 2006 was not qualified.

A3.
Seasonality or Cyclicality Factors

The Group’s interim operations for the quarter under review and financial year-to-date 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 and financial year-to-date, 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 and financial year-to-date.

A6.
Issuances, Cancellations, Repurchases, Resale and Repayments of Debt and Equity Securities

During the quarter under review and financial year-to-date, there were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities.

A7.
Dividend Paid 

There was no dividend paid during the quarter under review and financial year-to-date.

A8.
Segmental Reporting

Segmental reporting of the Group’s result for the financial period-to-date is as follows:
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A9.
Revaluation of Property, Plant and Equipment


The property, plant and equipment of the Group have not been revalued for the quarter under review and financial year-to-date.

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 has not been reflected in the interim financial statement.

A11.
Changes in the composition of the Group

MSSB had on 21 November 2006 entered into a Shareholders’ Agreement with Unnop Sosannoi to form a joint-venture company, Multi Square Coating (Thailand) Co. Ltd (MSCT) under the laws of Thailand as a private company limited by shares. 


The registered and issued capital of MSCT is Thai Baht (THB) 4,000,000 comprising 40,000 ordinary shares with par value of THB100 each (MSCT Shares). The equity interests held by MSSB and Unnop Sosannoi in MSCT are 75% and 25% respectively. The investment was completed on 16 January 2007 and SerSol has accounted for 75% of the financial results of MSCT based on acquisition method. 
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 and financial year-to-date.

B.
ADDITIONAL INFORMATION REQUIRED BY REVAMPED MMLR

B1.
 Review of Group’s Results for the Current Financial Quarter and Financial Year-to-Date Ended 31 March 2007  

During the quarter under review, the Group recorded a revenue of RM5.7 million, which is 6% lower than the previous year’s corresponding period. The reduction of Group’s revenue was mainly affected by the decline in sales recorded by MSSB and ACHL due to softer demand by their clients in the electronics industry. 

This, coupled with the production cost incurred by MSCT and DCSB for its initial commercialisation of its products has caused the Group to record a loss after taxation after minority interest of approximately RM689,000 for the current quarter and financial year-to-date ended 31 March 2007.

B2.
 Variation of Results For the Current Quarter Ended 31 March 2007 Against Immediate Preceding Quarter 

During the quarter under review, the Group recorded a LBT of approximately RM819,000 as compared to a LBT of approximately RM1.7 million in the previous quarter.  The lower LBT is mainly due to one-off items which were recorded in the previous financial quarter, such as the provision for doubtful debts, impairment loss of goodwill, write off of the research and development expenses and write off of the inventories. 

B3.
Current Year’s Prospects for 2007 
The Group is moving away from its business activity in general coating in consumer electronics segment as the demand has reduced drastically due to lower usage of coating in home audio and television products. Technology advancement has resulted with slimmer home audios and televisions.

As such, since 2006, the Group has concentrated its efforts in developing its activity to produce coating for the mobile phone and car audio industry. Based on the research done by the management of SerSol, the Directors are of the view that the demand for this coating is high and the Group believes that it will become one of the major suppliers in the local and international market. 

SerSol will continue to transfer its coatings technology to overseas subsidiaries in order to ensure the competitiveness of the Group’s coatings product in these markets.

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

2007
	
	31 March 2006
	
	31 March 2007
	
	31 March 2006

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

	In respect of the     

current period:-
	
	
	
	
	
	
	

	Taxation
	-
	
	-
	
	-
	
	-

	Deferred taxation
	-
	
	-
	
	-
	
	-

	 
	-
	
	-
	
	-
	
	-



No tax is provided in the quarter under review due to loss incurred for the Group.

B6.
Profit on Sale of Unquoted Investments and Properties

There was no disposal of unquoted investments and properties during the quarter under review and financial year-to-date.


B7.
Purchase and Disposal of Quoted and Marketable Securities

(i)
The dealings in quoted marketable securities for the quarter under review and current financial year-to-date ended 31 March 2007 are as follows:-

	
	Quarter under review
	Financial year-to-date

	
	RM‘000
	RM‘000

	Total purchase at cost
	190
	190

	Total disposal 
	-
	-

	Total gain / (loss) on disposal
	-
	-


(ii) 
The details of the investments in marketable securities as at 31 March 2007 are set out below:-

	
	RM ‘000

	Total investment at cost
	300

	Total investment at carrying value
	303

	Total investment at market value
	306


B8.
Status of Corporate Proposal Announced


Save as disclosed below, there were no corporate proposals announced but not completed as at the date of issue of this report:


On 6 March 2007, SerSol announced its additional investment in ACHL by subscribing for an additional 920,000 ordinary share of HKD1.00 each in ACHL for a cash consideration of HKD920,000 (Proposed ACHL Shares Subscription). The other shareholder of ACHL, Ever Bright Printing Machine Factory Limited will also invest HKD920,000. The shareholdings of both parties in ACHL will remain unchanged.

SerSol has on 6 March 2007 and 18 April 2007 remitted a total of HKD600,000 to ACHL for the Proposed ACHL Shares Subscription. The balance HKD320,000 will be remitted in due course.

Status of Utilisation of Proceeds 
There was no corporate proposal undertaken to raise any proceeds during the quarter under review and financial year-to-date.

B9.
Group Borrowings and Debt Securities

The Group’s borrowings, all 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
	420
	
	435
	
	855

	Trade Financing
	3,179
	
	1,329
	
	4,508

	Bank overdraft
	709
	
	-
	
	709

	Hire Purchase Payables
	255
	
	-
	
	255

	
	4,563
	
	1,764
	
	6,327


	
	
	
	
	
	

	Long Term Borrowings
	
	
	
	
	

	Term Loans
	1,278
	
	722
	
	2,000

	Hire Purchase Payables
	316
	
	-
	
	316

	
	1,594
	
	722
	
	2,316

	Total
	6,157
	
	2,486
	
	8,643


B10.
Off Balance Sheet Financial Instruments

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

(i) The status of the legal claim against Polycure Coating (M) Sdn Bhd and Tan Soon Chew for a sum of RM165,423.39 together with interests and costs, being the outstanding sum overdue for the supply of goods is as follows:

(a)  MSSB had on 1 August 2006 obtained a court order to wind up Polycure Coating (M) Sdn Bhd and the Insolvency Officer has been appointed as the liquidator of the company on 2 August 2006. The first creditors’ meeting was held on 14 February 2007. The Proof of Debts has been submitted and the official receiver shall proceed to call for the statement of affair to be filed.
(b) MSSB’s solicitors, Messrs. Ang & Co had on 28 November 2006 obtained Receiving and Adjudication Order against Tan Soon Chew and Messrs. Ang & Co had on 18 January 2007 filed the Proof of Debts with the Insolvency Department.  

(ii)

For the legal claim against Real Bonus Sdn Bhd for a sum of RM107,229.80 together with legal cost, being the outstanding amount overdue for the supply of goods, Messrs. Ang & Co is in the midst of preparing the Winding-Up Petition against Real Bonus Sdn Bhd. The affidavit to verify the petition has been prepared and executed. 

B12.
Dividend Proposed


No dividend has been proposed during the quarter under review.

B13.
Earnings Per Share

Basic earnings per share 

	
	
	Cumulative quarter ended
	

	
	31 March

2007
	
	31 March

2006
	
	31 March

2007
	
	31 March

2006

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

	Net (loss)/profit attributed to equity holder of the parent for the period 
	(689)
	
	(248)
	
	(689)
	
	(248)

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

	Basic (loss) /earnings per share (sen)
	(0.73)
	
	(0.26)
	
	(0.73)
	
	(0.26)


Diluted earnings per share

The Group does not have any convertible securities and hence diluted earnings per share is not applicable.
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