AT SYSTEMATIZATION BERHAD

(Company no. 644800-X)

(and its subsidiaries)

(Incorporated in Malaysia)


Notes To Interim Financial Report

For The Fourth Quarter Ended 28 February 2005

1.
Basis Of Preparation Of Interim Financial Report

The interim financial report is unaudited and has been prepared in compliance with MASB 26, "Interim Financial Reporting" and the disclosure requirements as set out in Appendix 7A of the Listing Requirements of Bursa Malaysia Securities Berhad for MESDAQ Market. As the Company was incorporated as a public limited company on 8 March 2004, no comparative figures are presented. The accounting policies adopted in this interim financial report are consistent with those to be adopted for the audited financial statements for the period ended 28 February 2005. Those accounting policies are summarised in Note 2 below.

2.
Summary Of Significant Accounting Policies


2.1
Basis of Accounting

The financial statements of the Group and of the Company are prepared under the historical cost convention, modified to include other bases of measurement as disclosed in other sections of the significant accounting policies. 

2.2
Basis of Consolidation

A subsidiary is a company in which the Group has the power to exercise control over the financial and operating policies so as to obtain benefits from its activities.

The consolidated financial statements incorporate the financial statements of the Company and its subsidiaries made up to the end of the financial year using the acquisition method. The results of the subsidiaries acquired or disposed of during the financial year are included in the consolidated financial statements from the date of acquisition or up to the date of disposal. All significant intercompany balances and transactions are eliminated on consolidation and the consolidated financial statements relate to external transactions only.

The excess of the Group’s interest in the fair value of the identifiable net assets of the subsidiary acquired at the date of acquisition over the cost of acquisition represents negative goodwill on consolidation. Negative goodwill is recognised  immediately in the income statement.
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2.
Summary Of Significant Accounting Policies (cont’d)

2.3
Financial Instruments

Recognised and Unrecognised

The accounting policies for recognised financial instruments are disclosed in the individual policies associated with each item. The Group does not have any unrecognised financial instruments other than those that may arise as disclosed in Note 24 to the interim financial report.

Fair Values

The carrying amounts of financial assets and liabilities with short maturity periods are assumed to approximate their fair values.

The fair values of long-term loans and borrowings are estimated based on the current rates offered to the Group for loans and borrowings with the same remaining maturities.

It is not practicable to estimate the fair value of contingent liabilities reliably due to the uncertainties of timing, cost and eventual outcome.

2.4
Investment in Subsidiaries

In the separate financial statements of the Company, investment in subsidiaries is stated at cost less impairment losses, if any.

2.5
Property, Plant and Equipment

Property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment losses, if any.

Freehold land, leasehold land and buildings of certain subsidiaries were revalued during the financial year ended 29 February 2004 but prior to the date of acquisition of the subsidiaries by the Group. These valuations are deemed and treated as cost to the Group. Subsequent revaluations of these property, plant and equipment will be made with sufficient regularity at an interval of not more than five years such that the carrying amounts of the assets do not differ materially from their fair values at the balance sheet date.

A revaluation increase is credited to equity as revaluation surplus or recognised as income in the income statements to the extent that the increase reverses a revaluation decrease of the same asset previously recognised as an expense. A revaluation decrease is recognised as an expense in the income statements or debited against any related revaluation surplus to the extent that the decrease does not exceed the amount held in the revaluation surplus of that asset.
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2.
Summary Of Significant Accounting Policies (cont’d)
2.5
Property, Plant and Equipment (cont’d)
Freehold land is not depreciated. Leasehold land is depreciated on the straight-line method over the lease period of 54 to 50 years. Other property, plant and equipment are depreciated on the straight-line method over the estimated useful lives of the assets using the following annual rates :-

	Buildings
	2%

	Plant, machinery, tools and equipment
	10%

	Office equipment, furniture, fittings, electrical installation and renovation
	10%

	Motor vehicles
	15 - 20%


2.6
Impairment of Assets
The carrying amounts of assets, other than inventories and financial assets that are included in the scope of MASB24 Financial Instruments: Disclosure and Presentation, are reviewed at each balance sheet date to determine whether there is any indication that an item of asset may be impaired. If any such indication exists, the recoverable amount of the asset is estimated. Any excess of the carrying amount of the asset over its recoverable amount represents an impairment loss and is recognised as an expense in the income statement.

An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable amount and it is reversed only to the extent that the increased carrying amount does not exceed the carrying amount that would have been determined, net of depreciation or amortisation, had no impairment loss been recognised. The reversal is recognised in the income statement.

2.7
Inventories
Inventories are valued at the lower of cost (determined on the first-in-first-out basis) and net realisable value. Cost consists of all costs of purchase, costs of conversion and other costs incurred in bringing the inventories to their present location and condition.

2.8
Receivables

Receivables are recognised at cost less an allowance for any doubtful debts. Specific allowance for doubtful debts is made when collection is no longer probable. Bad debts are written off as incurred.
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2.
Summary Of Significant Accounting Policies (cont’d)
2.9
Payables

Payables are recognised at cost which is the fair value of the consideration to be paid in the future for goods and services received.

2.10
Hire Purchase and Finance Lease 

Assets acquired under hire purchase and finance lease agreements are included in property, plant and equipment and the capital element of the hire purchase and lease commitments is shown as hire purchase and lease payables. The capital element of the hire purchase and lease instalments is applied to reduce the outstanding obligations and the interest element is charged to the income statement so as to give a constant periodic rate of interest on the outstanding liability at the end of each accounting period. Assets acquired under hire purchase and finance lease agreements are depreciated over the useful lives of equivalent owned assets.


2.11
Loans and Borrowings

All loans and borrowings are initially recognised at cost which is the fair value of the proceeds received. The loans and borrowings are subsequently stated at amortised cost using the effective yield method. The effective interest rate is the historical rate for a fixed rate instrument and the current market rate for a floating rate instrument. 

All borrowing costs are recognised as an expense in the period in which they are incurred.

2.12
Foreign Currency Transactions and Translation
Transactions in foreign currencies are converted into Ringgit Malaysia at the rates of exchange ruling at the transaction dates. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated into Ringgit Malaysia at the rates of exchange ruling at that date. Non-monetary assets and liabilities which are stated at cost denominated in foreign currencies are translated into Ringgit Malaysia at the rates of exchange ruling at the transaction dates. Exchange gains and losses arising from foreign currency transactions and translation are recognised in the income statement.
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2.
Summary Of Significant Accounting Policies (cont’d)

2.12
Foreign Currency Transactions and Translation (cont’d)
Income and expense items of foreign subsidiary are translated into Ringgit Malaysia at the average rates of exchange for the financial year and assets and liabilities, both monetary and non-monetary, at the rates of exchange ruling at the balance sheet date. Any goodwill arising from the acquisition of foreign subsidiary is treated as an asset of the Group and translated at the rates of exchange ruling at the transaction dates. Exchange differences arising from such translation are taken to the Currency Translation Reserve. 

The principal closing rates used in translation are as follows :-

	
	2005

RM

	
	

	USD1
	3.80

	SGD1
	2.33

	RMB1
	0.46


2.13
Share Capital

The Company has only one class of share capital, i.e. ordinary shares of RM0.10 each, which is classified as equity. External costs directly attributable to the issue of new shares are written off to the share premium account. 

Dividends on shares declared and unpaid at the balance sheet date are recognised as a liability whereas dividends proposed or declared after the balance sheet date are accounted for as a separate component of equity.

2.14
Income Recognition

Sale of Goods

Revenue from the sale of goods is recognised when the significant risks and rewards of ownership have been transferred to the buyer. 

Interest Income

Interest income is recognised as it accrues.
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2.
Summary Of Significant Accounting Policies (cont’d)

2.15
Income Taxes

Income taxes for the year comprise current tax and deferred tax.

Current tax represents the expected amount of income taxes payable in respect of the taxable profit for the year and is measured using the tax rates that have been enacted or substantially enacted by the balance sheet date.

Deferred tax is provided for under the balance sheet liability method in respect of all temporary differences between the carrying amount of an asset or liability in the balance sheet and its tax base except for those temporary differences associated with goodwill, negative goodwill or the initial recognition of an asset or liability in a transaction which is not a business combination and affects neither accounting nor taxable results at the time of the transaction.

A deferred tax liability is recognised for all taxable temporary differences whereas a deferred tax asset is recognised for all deductible temporary differences, unused tax losses and unused tax credits to the extent that it is probable that future taxable profit will be available against which the deductible temporary differences, unused tax losses and unused tax credits can be utilised. Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset is realised or the liability is settled, based on the tax rates that have been enacted or substantially enacted by the balance sheet date.
2.16
Employee Benefits

Short-term Employee Benefits

Short-term employee benefits such as wages, salaries, bonuses and social security contributions are recognised as an expense in the period in which the associated services are rendered by the employees.

Defined Contribution Plans

As required by law, employers in Malaysia make contributions to the state pension scheme, Employees Provident Fund (“EPF”). Such contributions are recognised as an expense in the period in which the associated services are rendered by the employees.

2.17
Cash and Cash Equivalents

Cash and cash equivalents comprise cash in hand, bank balances, demand deposits, deposits pledged with financial institutions and short-term, highly liquid investments that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in value. For the purpose of the cash flow statement, cash and cash equivalents are presented net of bank overdrafts.
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3.
Auditors’ Report


There was no auditors’ report on the Company for the preceding financial year as the Company was only incorporated on 8 March 2004. There were no audit qualifications on the annual financial statements of the Company’s subsidiaries for the financial year ended 29 February 2004.

4.
Unusual Items

During the quarter under review, there were no items or events that arose, which affected assets, liabilities, equity, net income or cash flows, that are unusual by reason of their nature, size or incidence.

5.
Changes In Estimates

There were no changes in the nature and amount of estimates reported that have a material effect in the quarter under review.

6.
Significant Events
The significant events of the Company during the financial year are as follows :-

 (a)
In connection with and as an integral part of the listing of the Company on the MESDAQ Market of the Bursa Malaysia Securities Berhad, the Company undertook the followings transactions which have been approved by the relevant authorities:-

(i)
Acquisition of the entire issued and paid-up share capital of AT Engineering Sdn Bhd (“ATE”) comprising 1,000,000 ordinary shares of RM1.00 each in ATE for a purchase consideration of RM10,807,050 fully satisfied by the issuance of 108,070,500 new ordinary shares of RM0.10 each at par (“ATE Acquisition”).  The ATE Acquisition was completed on 20 December 2004.
(ii)
Acquisition of the entire issued and paid-up share capital of Miako-Tech Engineering Sdn Bhd (“MTE”) of 700,000 ordinary shares of RM1.00 each in MTE for a purchase consideration of RM1,290,535 partly satisfied by the issuance of 6,323,620 new ordinary shares of RM0.10 each at par and the remaining RM658,173 in cash (“MTE Acquisition”). The MTE Acquisition was completed on 20 December 2004.
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6.
Significant Events (cont’d)

(ii) Acquisition of the entire issued and paid-up capital of AT Precision Tooling Sdn Bhd (“ATP”) comprising 2 ordinary shares of RM1.00 each in ATP for a purchase consideration of RM2.00 fully satisfied by the issuance of 20 new ordinary shares of RM0.10 each at par (“ATP Acquisition”). The ATP Acquisition was completed on 20 December 2004.

(iii) Acquisition of the entire issued and paid-up capital of AT Engineering Solution Sdn Bhd (“ATES”) comprising 2 ordinary shares of RM1.00 each in ATES for a purchase consideration of RM2.00 fully satisfied by the issuance of 20 new ordinary shares of RM0.10 each at par (“ATES Acquisition”). The ATES Acquisition was completed on 20 December 2004.

(v)
Novation of debts which involves the novation to the Company the amounts owing by ATE and MTE to their shareholders amounting to RM1,008,673 (“Debts”). The Company has settled the Debts via issuance of 3,056,585 new ordinary shares of RM0.10 each at an issued price of RM0.33. The Novation of debts was completed on 21 December 2004.  
(b) On 20 December 2004, the Company allotted 114,394,160 new ordinary shares of RM0.10 each at par which rank pari passu in all respect with the existing shares pursuant to the acquisitions of ATE, MTE, ATP and ATES.

(c)
On 21 December 2004, the Company allotted 3,056,585 new ordinary shares of RM0.10 each at an issue price of RM0.33 which rank pari passu in all respect with the existing shares pursuant to the novation of debts.

(d)
A public issue of 50,000,000 new ordinary shares of RM0.10 each by the Company at an issue price of RM0.33 per ordinary share.
(e) The listing of the entire issued and paid-up ordinary share capital of the Company on the MESDAQ Market of Bursa Malaysia Securities Berhad on 23 February 2005.

7.
Review Of Performance

On gross annual results, the Group achieved revenue of RM28.2 million and profit before tax of RM5.7 million respectively. These figures have been illustrated in Appendix I to the interim financial report. The Group achieved a profit before tax of RM4.5 million on the back of revenue of RM6.0 million. This result is arrived at after taken into consideration negative goodwill arising from acquisition of subsidiaries as tabled in Appendix I to the interim financial report amounted to RM3.8 million. 

The encouraging performance during the period was a result of increased level of acceptance of the Group’s products and services.
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8. Variation Of Results Against Preceding Quarter

There were no preceding quarter’s results as this is the first quarterly results announced by the Group in conjunction with its listing on the MESDAQ Market of Bursa Malaysia Securities Berhad on 23 February 2005.

9.
Seasonality Or Cyclicality Of Interim Operation

The were no seasonal or cyclical factors affecting the results of the Group for the period under review.

10.
Tax Expense 

	
	
	Individual quarter ended 28-Feb-05
	
	Cumulative quarter ended 28-Feb-05

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	Tax based on results for the quarter :-
	
	
	
	

	
	
	
	
	

	- Malaysian current tax
	
	                119
	
	                119

	- Deferred tax
	
	                  23
	
	                  23

	
	
	                142

 c10+c12 
	
	                142

 c10+c12 


The effective tax rate is lower than the statutory tax rate of 28% due to certain incentive granted to certain subsidiaries.

11.
Profit Forecast
There was no comparison made between actual results and forecasted results as the Group did not provide profit forecast in public document.

12. Earning Per Share

	
	
	Individual quarter ended 28-Feb-05
	
	Cumulative quarter ended 28-Feb-05

	
	
	
	
	

	Net profit attributable to shareholders (RM’000)
	
	4,402
	
	4,402

	
	
	
	
	

	Weighted average number of ordinary share in issue
	
	100,399,425
	
	24,756,037

	
	
	
	
	

	Basic earnings per share (sen)
	
	4.38
	
	17.78
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12.
Earning Per Share (cont’d)

Diluted earnings per share has not been calculated as the Company does not have any 

dilutive potential shares.

13.
Dividend Paid


No dividend has been declared or paid during the quarter under review.

14.
Significant Related Party Transactions

There were no significant related party transactions during the quarter under review.

15.
Prospects For The Year Ending 28 February 2006

Barring any unforeseen circumstances, the Board is cautiously optimistic that the performance of the Group for the forthcoming financial year ending 28 February 2006 to be better.

16.
Segment Reporting 
Segment information is presented in respect of the Group’s geographical and business segments. The primary format, geographical segments, is based on the Group’s management and internal reporting structure. 

Segment revenue, results, assets and liabilities include items directly attributable to a segment as well as those that can be allocated on a reasonable basis. Unallocated items mainly comprise corporate assets, interest-earning assets, interest-bearing liabilities, income tax assets and liabilities and their related income and expenses.

Segment capital expenditure is the total cost incurred during the period to acquire segment assets that are expected to be used for more than one period.
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16. Segment Reporting (cont’d)

Geographical Segments by Location of Assets

The following information is presented in respect of the two geographical locations of the Group’s operation, namely Malaysia and the People’s Republic of China (China).


[image: image1.wmf]Consolidation

Malaysia

China

Adjustments

Consolidated

RM'000

RM'000

RM'000

RM'000

REVENUE

External revenue

5,872

112

0

5,984

RESULTS

Segment results

740

13

0

753

Interest income

4

Interest expense

(44)

Negative goodwill recognised

3,831

Tax expense

(142)

Net profit for the year

4,402

ASSETS

Segment assets

25,566

1,286

(172)

26,680

Interest-earning assets

13,804

Total assets

40,484

LIABILITIES

Segment liabilities

3,760

261

(172)

3,849

Interest-bearing liabilities

3,076

Income tax liabilities

1,736

Total liabilities

8,661

Capital expenditure

219

1

0

220

Depreciation

225

9

0

234
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16.
Segment Reporting (cont’d)
Geographical Segments by Location of Customers

The Group’s external revenues by geographical locations of customers are as follow :-

	
	
	Cumulative quarter ended 28-Feb-05

	
	
	RM’000

	
	
	

	Malaysia
	
	4,673

	South East Asia other than Malaysia
	
	1,008

	China, Hong Kong and Taiwan
	
	302

	United State of America
	
	1

	
	
	5,984


The Group is principally engaged in the designing and manufacturing of equipment and machinery and fabrication of industrial and engineering parts. Business segment information has not been prepared as the Group’s revenue, operating results, assets, liabilities, capital expenditure, depreciation and other non-cash expenses are mainly confined to one business segment.

17.
Valuation Of Property, Plant And Equipment

The Group did not revalue any of its property, plant and equipment during the quarter under review.

18.
Changes In Composition Of The Group

In connection with and as an integral part of the listing of the Company on the MESDAQ Market of the Bursa Malaysia Securities Berhad, the Company undertook the followings transactions which have been approved by the relevant authorities:-

(i)
Acquisition of the entire issued and paid-up share capital of ATE of 1,000,000 ordinary shares of RM1.00 each.

(ii)
Acquisition of the entire issued and paid-up share capital of MTE of 700,000 ordinary shares of RM1.00 each.

(iii)
Acquisition of the entire issued and paid-up capital of ATP comprising 2 ordinary shares of RM1.00 each.

(iv) Acquisition of the entire issued and paid-up capital of ATES comprising 2 ordinary shares of RM1.00 each. 
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18.
Changes In Composition Of The Group (cont’d) 

The effect of the above acquisitions on the financial results of the Group for the quarter under review is as follows :-

	
	RM’000

	
	

	Revenue
	5,984

	Other operating income
	                 269

	Expenses
	(5,648)

	Negative goodwill recognised
	3,831

	Net increase in Group’s net profit
	4,436


The effect of the acquisition on the financial position of the Group for the quarter under review is as follows :-

	
	
	RM’000

	
	
	

	Non-current assets
	
	8,819

	Current assets
	
	17,813

	Current liabilities
	
	(6,325)

	Non-current liabilities
	
	(1,935)

	Increase in Group’s net assets
	
	18,372


19. Group Borrowings

	
	
	RM’000

	
	
	

	Short term borrowings – Secured
	
	2,096

	Long term borrowings – Secured 
	
	980

	
	
	3,076


The bank borrowings are denominated in Ringgit Malaysia.

20.
Issuances, Cancellations, Repurchases, Resale And Repayment of Debt And Equity Securities

Save as disclosed in Note 6 to the interim financial report, there were no issuances, cancellations, repurchases, resale and repayment of debt and equity securities in the Company during the quarter under review.

21. Sale Of Investments And/Or Properties

There were no disposal of investment or properties during the quarter under review.
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22. Purchase And Disposal Of Quoted Securities

There were no purchase or disposal of quoted securities during the quarter under review.

23. Off Balance Sheet Financial Instrument 

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

24.
Material Litigation 

A customer (“plaintiff”) has filed a writ of summons in the Penang High Court on 1 August 2003 against a subsidiary - ATE for failing to deliver the machinery in a breach of a contract of sale, claiming for the sum of RM357,490. On 4 November 2003, ATE filed a defence, set-off and counterclaim, inter alia, counterclaiming the sum of RM884,533 being the loss suffered by ATE due to the costs and wasted expenditure arising from the unilateral termination of the aforesaid contract by the plaintiff. The plaintiff has filed a notice to attend pre-trial case management on 4 February 2004 and the matter is now fixed for case management on 17 August 2005.

The solicitors acting for ATE are of the opinion that there are factual disputes to be determined by the court and that ATE has a fair chance in defending the claim but lesser chance in its counterclaim. 

As such, neither the claim nor the counterclaim has been recognised in the financial statements due to the contingent nature of the amounts involved.

25. 
Changes In Contingent Assets And Contingent Liabilities
Save as disclosed in Note 24 to the interim financial report, there were no contingent assets or contingent liability for the Group as at the date of this announcement.

26. Status Of Corporate Proposal Announced

There were no corporate proposal announced as at the date of this announcement.
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27.
Status Of Utilisations Of Listing Proceeds

The Company raised RM16.50 million during its Initial Public Offering exercise in February 2005 and the details of utilisation of proceeds up to 28 February 2005 are as follows :-

	
	
	Proposed
	
	Actual
	
	

	
	
	Utilisation
	
	Utilisation
	
	Balance

	Description
	
	RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	
	

	Business development and expansion
	
	3,000
	
	0
	
	     3,000

	Purchase of new equipment and 

    computer hardware and software
	
	3,000
	
	0
	
	     3,000

	Research and development
	
	2,500
	
	0
	
	     2,500

	Working capital
	
	6,500
	
	586
	
	      5,914

	Estimated listing expenses
	
	1,500
	
	1,526
	
	        (26)*  

	
	
	16,500
	
	2,112
	
	14,388


*The excess expense will be adjusted against working capital.

28.
Capital Commitment For The Year

There were no material capital commitments for the Group as at the date of this announcement.

29.
Material Events Subsequent To The End Of The Interim Period

Subsequent to the period under review, the Company through its wholly-owned subsidiary, AT Engineering Sdn Bhd (“ATE”), incorporated the following subsidiaries in Thailand :-

(i) ATST Corporation Ltd. (“ATST”) was incorporated in Thailand on 20 April 2005 and has a fully paid-up share capital of Thailand Baht (“THB”) 1,020,000 comprising 102,000 ordinary shares of THB 10 each. ATST is a wholly-owned subsidiary of ATE. ATST is principally engaged in the designing and manufacturing of industrial automation systems and machinery and fabrication of industrial and engineering parts.

(ii)
Automation Technology Systematization Industries Ltd. (“ATSI”) was incorporated in Thailand on 21 April 2005 and has a fully paid up share capital of Thailand Baht (“THB”) 2,000,000 comprising 200,000 ordinary shares of THB 10 each. ATSI is 90%  owned by ATE. ATSI is principally engaged in the designing and manufacturing of industrial automation systems and machinery and fabrication of industrial and engineering parts.
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30. Conditions Imposed By Securities Commission In Relation To Flotation On The MESDAQ Market Of Bursa Malaysia Securities Berhad

One of the conditions imposed by the Securities Commission (“SC”) in its approval letter dated 22 November 2004 on the Listing Proposal relating to its properties is as follow :-

“The Company undertakes to use its best endeavour to obtain approval for the unapproved structures within one year of the SC’s approval letter.”

As at the date of this announcement, the Company has submitted the application to the relevant authorities for their approval on the above-mentioned unapproved structure. The Company has yet to receive their approval.

Page 14

_1176295245.xls
Sheet1

								Consolidation

				Malaysia		China		Adjustments		Consolidated

				RM'000		RM'000		RM'000		RM'000

		REVENUE

		External revenue		5,872		112		0		5,984

		Inter-segment revenue		0		2,799,976		(16,617,963)		(13,817,987)

		Total revenue		5,872		2,800,088		(16,617,963)		(13,812,003)

		RESULTS

		Segment results		740		13		0		753

		Interest income								4

		Interest expense								(44)

		Negative goodwill recognised								3,831

		Tax expense								(142)

		Net profit for the year								4,402

		ASSETS

		Segment assets		25,566		1,286		(172)		26,680

		Interest-earning assets								13,804

		Income tax assets								0

		Total assets								40,484

		LIABILITIES

		Segment liabilities		3,760		261		(172)		3,849

		Interest-bearing liabilities								3,076

		Income tax liabilities								1,736

		Total liabilities								8,661

		Capital expenditure		219		1		0		220

		Depreciation		225		9		0		234






