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PART A – EXPLANATORY NOTES PURSUANT TO FRS 134

A1.
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 9B of the Listing Requirements of Bursa Malaysia Securities Berhad ("Bursa Securities") for the MESDAQ Market.

The interim financial statements should be read in conjunction with the Company’s audited financial statements for the financial year ended 31 December 2005. 

Save as disclosed under Section A2 below, the accounting policies and methods of presentation adopted by the Company and its subsidiaries (“Group”) in the interim financial statements are consistent with those adopted for the financial year ended 31 December 2005.

A2.
CHANGES IN ACCOUNTING POLICIES

The adoption of new and revised FRS did not result in a change in the Group’s accounting policies except for the following:

	Standards
	Up to
	Effective from
	Impact on cumulative quarter

	adopted
	31 December 2005
	1 January 2006
	Ended 30 June 2006

	
	
	
	

	FRS 2 – Share-based Payments
	-There was no charge on the share options granted to employees.
	-Cost of share options is charged to income statement over the vesting periods of the grants with a corresponding increase in equity.
	-The total amount of RM16,386 was charged to income statement and is determined by reference to the fair value of  the share option at the date of the grant and the number of share options to be vested by the vesting date. The fair value of share option is computed using Trinomial share option methodology.

	
	
	
	

	FRS 3- Business Combination
	-Goodwill was assessed for an indication of impairment at each balance sheet date.


	-Goodwill is tested   annually for impairment, as well as when there are indications of impairment.
	N/A




A2.
CHANGES IN ACCOUNTING POLICIES (CONT’D)

	Standards
	Up to
	Effective from
	Impact on cumulative quarter

	adopted
	31 December 2005
	1 January 2006
	Ended 30 June 2006

	
	
	
	

	FRS 3- Business Combination
	-Reserve on consolidation was reflected under Equity.


	-Any excess of the Group’s interest in the net fair value of acquiree’s identifiable assets, liabilities and contingent liabilities over cost of acquisition, after reassessment, is recognised in profit and loss.
	- The carrying amount of reserve on consolidation was derecognised with an adjustment of RM415,555 made to the opening retained earnings at 1 January 2006.

	
	
	
	

	FRS 101- Presentation of financial

statements


	-Minority interests are excluded from total equity and deducted from net-after tax results.
	-Minority interests are presented as part of the equity separately from Group’s equity and are presented as an allocation of the total profit or loss for the period in consolidated income statement.
	-No impact on financial statements of the Group other than the presentation in consolidated income statement, consolidated balance sheet and statement of changes in equity.


A3. 
AUDITORS’ REPORT ON PRECEDING ANNUAL FINANCIAL STATEMENTS

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

A4.
UNUSUAL ITEMS DUE TO THEIR NATURE, SIZE OR INCIDENCE

There were no unusual items during this quarter.

A5.
SEASONAL OR CYCLICAL FACTORS

The business of the Group was not affected by any significant seasonal or cyclical factors.

A6.
CHANGES IN ESTIMATES

There were no changes in estimates of amounts reported during this quarter.
A7.
DEBT AND EQUITY SECURITIES


Save as disclosed below, there were no issuance or repayment of debt and equity securities, share buy-back, share cancellations, shares held as treasury shares and resale of treasury shares during the current quarter under review.

(a) As announced on 13 January 2006, the Company has issued 196,000 new ordinary shares of RM0.10 each in Grand-Flo (“Grand-Flo Shares”) under the Company’s Employees’ Shares Option Scheme (“ESOS”).

(b) Issuance  of 59,000 new  Grand-Flo Shares  on  19 April 2006  pursuant  to  the  exercise  of

(b)      share options under the Company’s ESOS.
A8.
DIVIDEND PAID

There was no dividend paid during this quarter.

A9.
SEGMENTAL INFORMATION

Segmental results of the Group for the current quarter and the cumulative quarter 30 June 2006 are as follows:

	
	Current Quarter Ended 30/06/2006
	Cumulative Quarter Ended 30/06/06

	Analysis by Geographical Location
	Malaysia
	Other Countries
	Elimina-tions
	Group
	Malaysia
	Other Countries
	Elimina-tions
	Group

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

	External Revenue
	4,089
	5,354
	(553)
	8,890
	8,621
	10,731
	(684)
	18,668

	Intersegment
	-
	-
	-
	-    
	-
	-
	-
	 -            

	Total Revenue
	4,089
	5,354
	(553)
	8,890
	8,621
	10,731
	(684)
	18,668

	
	
	
	
	
	
	
	
	

	Results from operation
	350
	1,271
	-
	1,621
	705
	2,986
	-
	3,691



	Finance Cost
	(13)
	(21)
	-
	(34)
	(30)
	(37)
	-
	(67)

	Profit before taxation
	337
	1,250
	-
	1,587
	675
	2,949
	-
	3,624

	Taxation
	(65)
	(362)
	-
	(427)
	(162)
	(874)
	-
	(1,036)

	Profit after taxation
	272
	888
	-
	1,160
	         513
	2,075
	-
	2,588

	Profit attributable to:
	
	
	
	
	
	
	
	

	Equity holders of the parent
	272
	457
	-
	729
	513
	1,038
	-
	1,551

	Minority interest
	-
	431
	-
	431
	-
	1,037
	-
	1,037

	Net profit attributable to shareholders
	272
	888
	-
	1,160


	513
	2,075
	-
	2,588


A10.
CARRYING AMOUNT OF REVALUED ASSETS

The Company did not revalue any of its property, plant and equipment during the quarter.  As at 30 June 2006, all property, plant and equipment were stated at cost less accumulated depreciation.

A11.
SUBSEQUENT EVENTS

Save for the below and disclosed under Section B, there were no other material event subsequent to the end of the current quarter ended 30 June 2006: 

(a) As announced on 3 August 2006, the Company had entered into a contract, amounting to RM288,914, with Croesus IT Solution Sdn. Bhd., the premier business partner of SAP B1 for the provision of its Enterprise Resource Planning (“ERP”) and Customer Relationship Management (“CRM”) systems solution, for the Malaysian and Thailand operations.  The total implementation including hardware is expected to cost the Company about RM350,000 and expected to be completed by 31 October, 2006.


(b)
On 26 July 2006, 500,000 Placement Shares were placed out at an issue price of RM0.83 per Share.

(c)  On 8 August 2006, 50,755,000 new Grand-Flo Shares was allotted pursuant to the bonus issue of 50,755,000 new Grand-Flo shares issued and credited as fully paid-up to the shareholders of Grand-Flo on the basis of one (1) new Grand-Flo Share for every one (1) existing Grand-Share held (“Bonus Issue”). The Bonus Issue was completed on 14 August 2006 upon the listing of and quotation for the 50,755,000 new Grand-Flo Shares under the Bonus Issue.

A12.
CHANGES IN 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 period except for the following :-

As announced to Bursa Securities on 17 May 2006, the Company completed its acquisition of 24,500 ordinary shares of SGD1.00 each (RM2.306), representing 49% equity interest in Grand-Flo Systems (S) Pte. Ltd.(“GF Systems”) from Innotech Resources Pte. Ltd (“Vendor”) for a nominal consideration of SGD1.00(RM2.306) satisfied by cash.  The acquisition consideration was arrived at on a willing-buyer willing-seller basis after taking into consideration the latest available audited net tangible liabilities of GF Systems of SGD7,396(RM16,814) as at 31 December 2005. The fair values of assets and liabilities of the subsidiary acquired were as follows:

A12.
CHANGES IN COMPOSITION OF THE GROUP (CONT’D)
	
	       RM’000

	
	

	Property, plant and equipment
	4,483

	Assets
	52,745

	Liabilities
	       (74,042)

	Net assets
	(16,814)

	Equity interest acquired
	           49%

	Net assets acquired
	(8,239)

	Goodwill on acquisition
	           (8,241)

	Total acquisition price
	2


A13.
CONTINGENT LIABILITIES AND CONTINGENT ASSETS

(a) Contingent liabilities

As at 30 June 2006, the Company has provided guarantee to a supplier for the credit facility granted by the latter to the group’s subsidiary in Thailand, Simat Technologies Ltd (formerly known as Simat Mobile Computer Co., Ltd.) (“Simat”) for the sums of money not exceeding USD1,000,000.00.  This is to facilitate the would be purchase of barcode equipments for expected projects in early 2006.
(b) Contingent assets

There were no contingent assets as at 29 August 2006, being the date of this report.

A14.
CAPITAL COMMITMENTS

There are no material commitments which require disclosure during the quarter except for the following:

	
	
	At 30/06/2006

	
	
	RM’000

	Capital expenditure:
	
	

	     - Acquisition of a three (3) storey shop office
	
	844

	     - Implementation of SAP B1 Systems Solution
	
	350

	Approved and contracted for*
	
	1,194

	
	
	


*yet to be completed as at 29 August 2006, being the date of this report.

PART B – EXPLANATORY NOTES PURSUANT TO APPENDIX 7A OF THE LISTING REQUIRMENTS OF BURSA SECURITIES FOR THE MESDAQ MARKET

B1.
PERFORMANCE REVIEW

The Group recorded a consolidated revenue of RM8.890 million for the current quarter under review, representing an increase of approximately RM0.686 million or 8% over the preceding year’s corresponding quarter ended 30 June 2005.  Further, for the current financial period ended 30 June 2006, the consolidated revenue recorded is RM18.668 million as compared to RM13.866 in the corresponding preceding financial period ended 30 June 2005, representing an increase of approximately 35%. The increase in revenue was mainly due to the increase in sales by the subsidiary, Simat in Thailand.  

In term of profit before taxation (“PBT”), the Group recorded RM1.586 million for the current quarter, representing an improvement of RM0.087 million or 6% against preceding year’s corresponding quarter ended 30 June 2005. The recorded revenue and PBT show a slight improvement as compared to the preceding year’s corresponding quarter ended 30 June 2005. However, PBT decreased by RM0.507 million or 24% compared to the immediate preceding quarter ended 31 March 2006.  The reduction in PBT was mainly caused by the delays in implementation of expected projects in Malaysia. Barring any unforeseen circumstances, the directors expect the third quarter results to show good improvement.
B2.
COMMENTARY ON PROSPECTS

Grand-Flo’s proposed acquisitions of two Enterprise Data Capture (“EDC”) solution providers, namely Spritvest Sdn.Bhd. and Data Centrix Sdn. Bhd. which was announced on 22 March 2006 (“Proposed Acquisitions”), were expected, upon completion, to contribute positively to the Group’s performance in the third quarter of this financial year.  The Proposed Acquisitions would widen Grand-Flo’s products range and industrial coverage in the Enterprise Data Collection and Collation System (“EDCCS”) sector.

In line with its vision to be a leading player of South East Asia in EDCCS industry, the Group will continue to explore opportunities for merger and acquisitions within and outside the country in future. At the same time, the Group will continue to implement its marketing strategy as well as to strengthen the sales of existing products and services of the Group to the countries that it had established presence, including exports to value-added resellers in other countries.

The Board of Directors of Grand-Flo is satisfied with the Group’s performance. Barring unforeseen circumstances, the Board expects the Group’s profit to improve in the following year as a result of the Group’s expansion plans. Overseas sales will continue to contribute positively to the performance of the Group in line with the expansion plans.  In Thailand for instance, Simat has managed to secured contracts from multinational corporations such as Tesco and 7-Eleven.  The directors envisage that the proposed initial public offering of the subsidiary operated in Thailand on the Market for Alternative Investment, Thailand would strengthen the Group’s presence in Thailand.
B3.
PROFIT FORECAST AND PROFIT GUARANTEE


Not applicable.

B4. 
TAXATION

	
	Current quarter ended 

30/06/2006
	
	Year to date ended

30/06/2006

	
	RM’000
	
	       RM’000

	
	
	
	

	Estimated income tax :
	
	
	

	        Malaysia income tax
	65
	
	                 162

	        Foreign income tax
	                  362
	
	                874

	
	427
	
	             1,036


(i)
The effective tax rate of the Malaysian taxation which is lower than the statutory tax rate due mainly to the reason that there is no taxation charge on the business income of the Company as the Company was accorded the Multimedia Super Corridor (MSC) Status and was granted Pioneer Status which exempts 100% of the Company’s statutory business income with effect from 14 May 2004 for a period of five (5) years, with an option to extend the said status for a further period of five (5) years.  The taxation charged is in respect of statutory income of a Malaysian subsidiary company.

(ii) Foreign taxation is in respect of corporate tax charged on the profit made by the Company’s subsidiary operating in Thailand.  The applicable corporate tax rate for current quarter is 30%.

B5.
SALE OF UNQUOTED INVESTMENT AND PROPERTIES 

There were no sales of unquoted investments and/or properties during the current financial year to date.

B6.
QUOTED SECURITIES

The Group does not have any investment in quoted securities for the current financial year to date.  There was no acquisition or disposal of quoted securities for the current financial year to date.

B7.
STATUS OF CORPORATE PROPOSALS AS AT 29 AUGUST 2006 ( BEING THE DATE OF ISSUANCE OF THIS REPORT)

There were no corporate proposals announced but not completed as at 29 August 2006, being the latest practicable date, not earlier than (7) days from the date of issuance of this report except for the following :-

(a)
On 25 October 2005, the Company announced to Bursa Securities for the acquisition of a three (3) storey shop office (“Acquisition”) which is yet to be completed as at 29 August 2006.  The capital commitments arising for Acquisition is disclosed in Section A14 above;

(b)
On 15 March 2006, the Company announced a proposed private placement of new Grand-Flo Shares representing up to 10% of the issued and paid-up share capital of Grand-Flo (“Private Placement”).  The Private Placement up to 5,019,600 new Grand-Flo Shares (“Placement Shares”) was approved by the Securities Commission (“SC”) and Foreign Investment Committee (“FIC”) on 17 April 2006 and 25 May 2006, respectively.  Further to the aforementioned approval from the SC, on 7 July 2006, the SC has approved the application of the new Guidance Note 8C, which was issued by the SC on 26 April 2006 pursuant to Chapter 8 (Equity Offerings) of the Policies and Guidelines on Issue/Offer of Securities (“Guidance Note 8C”) in relation to the pricing for the Private Placement.  The application of Guidance Note 8C allows the Company to price the Placement Shares at a discount of up to 10% to the weighted average market price of Grand-Flo shares of RM0.10 each for the five market days immediately prior to the price-fixing date.  On 26 July 2006, 500,000 Placement Shares were placed out at an issue price of RM0.83 per Share and on 24 August 2006, the Company has received confirmation for subscription of another 3,000,000 Placement Shares; 


On 25 August 2006, the Company has submitted an application to the SC to amend the Grand-Flo Shares approved under the Private Placement from 5,019,600 to 10,039,200 to reflect the adjustment under the Bonus Issue.

(c) On 22 March 2006, the Company announced the proposed acquisitions of 100% equity interest in Spritvest Sdn. Bhd. and Data Centrix Sdn. Bhd. for a total purchase consideration of RM14,000,000, of which RM7,000,000 will be satisfied by the issuance of new Grand-Flo Shares and RM7,000,000 to be satisfied by cash consideration.  The SC and FIC via SC had vide its letter dated 11 July 2006 approved the Proposed Acquisitions. The Proposed Acquisitions were approved by the shareholders’ at the EGM on 29 August 2006;

(d)
On 5 April 2006, the Company announced the proposed listing of Simat Mobile Computer Co., Ltd. (“SMC”), a subsidiary company of Grand-Flo on the Market for Alternative Investment in Thailand.  On 18 July 2006, SMC was successfully converted into a public limited company under the name of Simat Technologies Public Company Limited pursuant to its proposed initial public offering on the Market for Alternative Investment in Thailand. The listing scheme pertaining to the aforementioned is yet to be finalised as at the date of this report.

B8.
STATUS OF UTILISATION OF PROCEEDS

(a)
Listing proceeds

All the proceeds raised during the Initial Public Offering, amounting to RM7.5 million have been fully utilised at the end of first quarter of 2006.

	
	Proposed
	Actual 
	
	Expected

	Description
	Utilisation
	Utilisation
	Balance
	time frame

	
	RM’000
	RM’000
	RM’000
	for utilisation

	(i)  R & D expenditure
	1,000
	1,000
	NIL
	End 2006

	(ii) Expansion of overseas operations
	2,000
	2,000
	NIL
	Mid 2005

	(iii)Working capital
	2,000
	2,555
	(555)*
	          End 2006

	(iv)Estimated listing expenses
	1,500
	945
	      555*
	End 2004

	(v) Renovation & Setting up of HQ
	1,000
	1,000
	NIL
	Mid 2005

	
	7,500
	7,500
	NIL
	


Note:-

*
The saving in the estimated listing expenses was utilised as working capital.

(b)
Private Placement

As mentioned in the Section B7(b) above, the proceeds of RM415,000 from the placement of 500,000 Grand-Flo Shares are currently placed in fixed deposits. The proceeds from the Private Placement will be utilised for working capital purposes. 

On 24 August 2006, K & N Kenanga Bhd, being the placement agent for the Company’s Private Placement, had received RM1,200,000 for the subscription of 3,000,000 Grand-Flo Shares under the Private Placement. 
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B9.
BORROWINGS 

The borrowing of the Company as at 30 June 2006 are as follows:-

	
	
	At 30/06/2006
	
	At 31/12/2005

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	Secured Short-term [due within 12 months]:
	
	
	
	

	Bank overdrafts 
	
	204
	
	-

	Banker Acceptance 
	
	765
	
	403

	   Term loan
	
	97
	
	97

	   Hire purchase payables
	
	43
	
	43

	   Lease 
	
	566
	
	735

	
	
	1,675
	
	1,278

	
	
	
	
	

	Secured Long-term [due after 12 months] :
	
	
	
	

	Term loan 
	
	438
	
	501

	Hire purchase payables
	
	773
	
	514

	Lease
	
	142
	
	253

	
	
	1,353
	
	1,268

	Total Borrowings
	
	3,028
	
	2,546

	
	
	
	
	


There are no unsecured borrowings for the current quarter.

B10.
OFF BALANCE SHEET FINANCIAL INSTRUMENTS 

The Company does not have any financial instrument with off balance sheet risk as at the date of this report.

B11.
MATERIAL LITIGATION

As at 29 August 2006, being the date of this report, the Directors are not aware of any material litigations or claims against the Group and Company.  

B12. 
DIVIDEND PAYABLE

There are no dividends declared or payable for the current quarter under review.

B13.
EARNINGS PER SHARE

a)
Basic earnings per share

The basic earnings per share is calculated based on the Group’s net profit attributable to ordinary equity holders of the parent of RM0.729 million for the current quarter and cumulative year to date, and divided by the weighted average number of ordinary shares in issue of 50,098,140 ordinary shares of RM0.10 each as follows:- 

	
	Current quarter 
	Year to Date

	
	Ended
	Ended

	
	30.06.06
	30.06.06

	Net profit attributable to ordinary equity holders of the parent (‘000) 
	729
	1,551

	
	
	

	
	
	

	Weighted average number of ordinary shares in issue
	50,098
	50,098

	(‘000)
	
	

	
	
	

	Basic earnings per share (sen)
	1.45
	3.10


b)
Diluted earnings per share

The Company granted share options to its employees pursuant to its Employee Share Option Scheme (“ESOS”).  The Group diluted EPS is calculated by dividing the Group’s net profit attributable to ordinary equity holders of the parent over the weighted average number of ordinary shares in issue and issuable during the financial period.

	
	Current quarter 
	Year to Date

	
	Ended
	Ended

	
	30.06.06
	30.06.06

	Net profit attributable to ordinary equity holders of the parent (‘000)
	729
	1,551

	
	
	

	
	
	

	Weighted average number of ordinary shares in issue
	50,098
	50,098

	(‘000)
	
	

	
	
	

	Effect of share options* (‘000)
	376
	376

	
	
	

	Diluted earnings per share (sen)
	1.44
	3.07


* Note: Effect on Share Options on diluted EPS is calculated based on the following:

            Unexercised Options – (Unexercised Options X Exercise Price / Fair Value)
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