AT SYSTEMATIZATION BERHAD

(Company no. 644800-X)

(and its subsidiaries)

(Incorporated in Malaysia)


Notes To Interim Financial Report

For The Second Quarter Ended 31 August 2006
1.
Basis Of Preparation Of Interim Financial Report

The interim financial report is unaudited and has been prepared in compliance with FRS 1342004 “Interim Financial Reporting” issued by the Malaysian Accounting Standards Board (“MASB”) and the requirements as set out in Appendix 9B of the revamped Listing Requirements of Bursa Malaysia Securities Berhad for MESDAQ Market. 
These notes to interim financial report provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group for the financial period ended 31 August 2006.

The accounting policies and methods of computation adopted in this interim financial report are consistent with those adopted in the annual audited financial statements for the year ended 28 February 2006 except for the accounting policy changes that are expected to be reflected in the financial statements for the financial year ending 28 February 2007 as a result of a number of new and revised Financial Reporting Standards (“FRS”) issued by MASB effective from accounting periods beginning on or after 1 January 2006.  Details of these changes in accounting policies and its impacts are set out in Note 2.    

2.
Summary of changes in accounting policies

The Company has adopted the following new and revised FRS issued by MASB that are relevant to its operations effective from accounting periods beginning on 1 March 2006: 
FRS 2

Share-based Payment

FRS 3

Business Combinations

FRS 5

Non-current Assets Held for Sale and Discontinued Operations

FRS 101
Presentation of Financial Statements

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in Accounting Estimates and Errors

FRS 110
Events after the Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements

FRS 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

FRS 140
Investment Property

Notes To Interim Financial Report

For The Second Quarter Ended 31 August 2006

2.
Summary of changes in accounting policies (cont’d)
The effects of the changes in accounting policies resulting from the adoption of the new and revised FRS are discussed below: 
(a)  FRS 101: Presentation of Financial Statements

      The adoption of FRS 101 has affected the presentation of minority interest and other disclosures.  Minority interests are now presented as part of Equity in the consolidated balance sheet and as an allocation from total profit or loss for the period in the consolidated income statement.  The movement of minority interest is presented in the consolidated statement of changes in equity. 


The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.
(b)
FRS 116: Property, Plant and Equipment      


The residual value and the useful life of an asset shall be reviewed at least at each financial year-end.  The Group shall review the residual value and useful life of certain assets at financial year-end and if the reviews differ from previous estimates, it shall be accounted for as a change in an accounting estimate.
(c)  FRS 140: Investment Property


The adoption of FRS 140 has resulted in a change of accounting policy for those properties previously included under Property, Plant and Equipment which now meets the definition of investment property.  Investment properties, being properties held to earn rentals and/or for capital appreciation, are stated at fair value and gain or loss arising from a change in fair value of investment property is recognised in profit or loss in the period in which it arises.  Prior to 1 March 2006, investment properties were stated at valuation less accumulated depreciation.  And any revaluation increase is taken to equity as revaluation surplus.  


In accordance with the transitional provisions of FRS 140, the Group has applied the new accounting policy prospectively from 1 March 2006.  Investment properties are now disclosed as a separate line item in balance sheet and will be carried at fair value.  All investment properties recognised belong to certain subsidiary and these properties were revalued by the subsidiary prior to the date of acquisition of the subsidiary by the Group.  The revaluation surplus had accordingly been reclassified to retained profit of that particular subsidiary.                       
3.
Auditors’ Report


The auditors’ report on the financial statements of the Company and its subsidiaries for the financial year ended 28 February 2006 were not subject to any qualification. 
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4.
Seasonality Or Cyclicality Of Interim Operation

The Group’s operation is, to a certain extent, dependent on the cyclical nature of the electronics and semiconductors industries.

5.
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.

6.
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.

7.
Issuances, Cancellations, Repurchases, Resale And Repayment of Debt And Equity Securities

There were no issuances, cancellations, repurchases, resale and repayment of debt and equity securities in the Company during the quarter under review.

8.
Dividend Paid


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

9.
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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9.
Segment Reporting (cont’d)

Geographical Segments by Location of Assets
The following information is presented in respect of the three geographical locations of the Group’s operation, namely Malaysia, other South East Asia countries and the People’s Republic of China (China).


[image: image1.wmf]Other SEA

Malaysia

countries

China

Consolidated

RM'000

RM'000

RM'000

RM'000

REVENUE

External revenue

12,663

2,769

784

16,216

RESULTS

Segment results

1,211

257

44

1,512

Interest income

35

Interest expense

(280)

Tax expense

(145)

Profit after tax

1,122

ASSETS

Segment assets

48,973

2,503

2,819

54,295

Interest-earning assets

1,200

Total assets

55,495

LIABILITIES

Segment liabilities

4,002

1,190

299

5,491

Interest-bearing liabilities

12,424

Income tax liabilities

1,396

Total liabilities

19,311

Capital expenditure

4,628

102

28

4,758

Depreciation

1,016

23

23

1,062
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9.
Segment Reporting (cont’d)
Geographical Segments by Location of Customers

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

	
	
	Cumulative     period ended 

31-August-06

	
	
	RM’000

	
	
	

	Malaysia
	
	11,705

	South East Asia other than Malaysia
	
	3,000

	China, Hong Kong and Taiwan
	
	871

	United States of America
	
	640

	
	
	16,216



Business Segments

The Group is principally engaged in the design and manufacture 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.

10.
Valuation Of Property, Plant And Equipment

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

11.
Material Events Subsequent To The End Of The Interim Period

There were no material events subsequent to the end of the interim period that have not been reflected in this interim financial report.   
12.
Changes In Composition Of The Group
There were no changes in the composition of the Group during the quarter under review 
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13. 
Changes In Contingent Liabilities And Contingent Assets
(a)
Contingent liabilities

Company


As at 31 August 2006, the Company has issued corporate guarantees amounting to RM31.7 million as security for banking facilities granted to its subsidiaries of which RM11 million was utilized as at 31 August 2006.   

Group

Save as disclosed in Note 25 to the interim financial report, there was no other contingent liability for the Group as at 16 October 2006 (being a date not earlier than 7 days before the date of this announcement).

(b)
Contingent assets
There was no contingent asset as at 16 October 2006 (being a date not earlier than 7 days before the date of this announcement). 

14.
Review Of Performance
For the quarter under review, the Group reported higher revenue of RM8.2 million as compared to RM3.3 million recorded in the same period last year.  However, the Group’s profit before tax of RM0.9 million for the current quarter is lower than RM1.0 million recorded in same period last year ended 31 August 2005.  This is mainly due to the increase in overhead cost as a result of expansion in Malaysia and overseas subsidiary companies. 
On a cumulative basis of 6 months period, the Group generated revenue of RM16.2 million as compared to RM8.1 million in previous corresponding period. This represents a significant increase of 98%, which is mainly attributable to increasing demand from the local market and higher sales in our precision tooling division.  The Group recorded a profit before tax and profit after tax of RM1.2 million and RM1.1 million respectively for the 6 months ended 31 August 2006.  This represents an improvement as compared to RM1.1 million and RM0.9 million achieved in the previous corresponding period.      
15.
Variation Of Results Against Immediate Preceding Quarter
The Group recorded profit before tax of RM0.9 million for the current quarter as compared to RM0.3 million in the immediate preceding quarter ended 31 May 2006.  
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16.
Current Year Prospects
The Group remains focused on its core competency as an integrated one-stop industrial automation solutions provider. Long term prospect for the Group is positive with the expected completion of our new production plant, with increased production capacity, to be completed by January 2007. However, the Group’s growth also depends on the industry growth and spending in the machines and automation sectors. The Group will continue its marketing efforts to penetrate new customers in local and overseas markets, and to retain existing customer base by implementing better product development plans to meet customer’s needs and requirements. In addition, the Group expects to enhance its competitive edge by emphasizing on research and development activities on software and design tools development to improve the existing software and application modules.  The Group will strive to enhance existing products and develop new products, particularly to produce standardized products which complement its current suite of products and at the same time to develop our contract equipment manufacturing division.

Barring unforeseen circumstances, the Board of Directors of ATS is optimistic of further growth for the remaining financial period ending 28 February 2007.
17.
Variance From Profit Forecast and Profit Guarantee
The Group has not provided any profit forecast or profit guarantee in public document.

18.
Tax Expense 

	
	
	Individual
 quarter ended 
31-August-06
	
	Cumulative quarter ended 31-August-06

	
	
	RM’000
	
	RM’000

	Tax based on results for the quarter:-
	
	
	
	

	Current tax
	
	              110          
	
	               145

	
	
	               
	
	               

	
	
	               
	
	               


The Group’s effective tax rate is lower than the statutory tax rate applicable to the Group’s profits as certain subsidiaries have been granted pioneer status by the Ministry of International Trade and Industry under the Promotion of Investments Act, 1986 which exempts 70% to 100% of statutory income of the subsidiaries for a period ranging from five years to ten years.

19.
Sale Of Unquoted Investments And/Or Properties

There was no disposal of unquoted investment and/or properties for the current quarter and financial year-to-date.
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20.
Purchase And Disposal Of Quoted Securities

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

21.
Status Of Corporate Proposal
On 17 May 2006, the Company has obtained the approval-in-principle from Bursa Malaysia Securities Berhad for the listing of up to fifteen percent of the total issued and paid-up share capital of the Company to be issued pursuant to the exercise of options under the proposed establishment of an Employee Share Option Scheme (“ESOS”) for eligible employees and/or directors of the Company and its subsidiaries.

The shareholders of the Company have approved the proposed ESOS at the Extraordinary General Meeting held on 26 July 2006.  

The Company has not granted any options as at 16 October 2006 (being a date not earlier than 7 days before the date of this announcement).

22.
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 31 August 2006 are as follows :-

	
	
	
	
	
	
	

	
	
	Proposed

Utilisation
	
	Utilisation of

Proceeds as at

31-Aug-2006
	
	Balance

	Description
	
	RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	
	

	Business development and expansion
	
	3,000
	
	2,746
	
	254

	Purchase of new equipment and 

    computer hardware and software
	
	3,000
	
	2,884
	
	116

	Research and development
	
	2,500
	
	1,670
	
	830

	Working capital
	
	6,500
	
	6,500
	
	    0

	Estimated listing expenses
	
	1,500
	
	1,500
	
	          0

	
	
	16,500
	
	15,300
	
	1,200
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23.
Group Borrowings and Debt Securities

	
	
	As at

	
	
	31-August-06

	
	
	RM’000

	
	
	

	Short term borrowings:-

Secured
	
	

	Bank overdraft

Hire purchase payables                      
	
	585
493

	Term loan 
	
	1,044

	Others 
	
	482

	
	
	2,604

	Long term borrowings:-
Secured
	
	

	Hire purchase payables 
	
	1,417

	Term loan 
	
	8,403

	
	
	9,820



Borrowings denominated in foreign currency:

	



	
	 THB 

31-August-06
	
	(RM Equivalent)

31-August-06

	
	
	
	
	

	Thai Baht (“THB”)
	
	317,286
	
	31,094


24.
Off Balance Sheet Financial Instrument 

The Group does not have any financial instrument with off balance sheet risk as at 16 October 2006 (being a date not earlier than 7 days before the date of this announcement).  

25.
Material Litigation 

A customer (“Plaintiff”) has filed a writ of summons in the Penang High Court on 1 August 2003 against a subsidiary, AT Engineering Sdn Bhd (“ATE”) and claimed for a sum of RM357,490 for failing to deliver machinery in a breach of contract.  On 4 November 2003, ATE filed a defence, set-off and counterclaim, inter alia, counterclaiming the sum of RM884,533 for 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.  A case management has been tried on 24 October 2005 in which the Court has directed the parties to file their respective lists of documents.  Plaintiff has proceeded to file the Bundle of Pleadings on 30 December 2005 and thereafter served on our solicitors their Bundle of Documents on 4 January 2006.  The matter is currently scheduled for further case management on 14 December 2006.  
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25.
Material litigation (cont’d)
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.

26.
Earning Per Share
	
	Individual Quarter
	Cumulative Period

	
	Quarter

Ended 

31-8-2006
	Quarter

Ended 

31-8-2005
	6 Months
Ended 

31-8-2006
	6 Months
Ended 

31-8-2005

	Net profit attributable to shareholders (RM’000)
	810
	722
	1,091
	866

	
	
	
	
	

	Number of ordinary shares in issue (‘000)
	167,450
	167,450
	167,450
	167,450

	
	
	
	
	

	Basic earnings per share (sen)
	0.48
	0.43
	0.65
	0.52


The Company does not have any dilutive potential shares.

27.
Significant Related Party Transactions

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

				Malaysia		countries		China		Consolidated

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

		REVENUE

		External revenue		12,663		2,769		784		16,216

		RESULTS

		Segment results		1,211		257		44		1,512

		Interest income								35

		Interest expense								(280)

		Tax expense								(145)

		Profit after tax								1,122

		ASSETS

		Segment assets		48,973		2,503		2,819		54,295

		Interest-earning assets								1,200

		Income tax assets								0

		Total assets								55,495

		LIABILITIES

		Segment liabilities		4,002		1,190		299		5,491

		Interest-bearing liabilities								12,424

		Income tax liabilities								1,396

		Total liabilities								19,311

		Capital expenditure		4,628		102		28		4,758

		Depreciation		1,016		23		23		1,062






