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NOTES TO THE QUARTERLY REPORT – 30 JUNE 2006

A.
EXPLANATORY NOTES AS PER FRS 134 – INTERIM FINANCIAL REPORTING

A1.

Basis of Preparation

The interim financial statements have been prepared under the historical cost convention. 

The interim financial statements are unaudited and have been prepared in accordance with the requirements of FRS 134 – Interim Financial Reporting, 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 audited financial statements for the year ended 31 December 2005. These explanatory notes attached to the interim financial statements 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 since the year ended 31 December 2005. 

A2.

Changes in Accounting Policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for financial period beginning 1 January 2006:

FRS 2

Share-based Payment

FRS 101
Presentations of Financial Statements

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in 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

In addition to the above, the Group has also taken the option for early adoption of the following new/revised FRS for the financial period beginning 1 January 2006:

FRS 117
Leases

The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are discussed below:

(a) FRS 2: Share-based Payments



This FRS requires an entity to recognise share-based payments transactions in its financial statements, including transactions with employees or other parties to be settled in cash, other assets, or equity instruments of the entity. 
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NOTES TO THE QUARTERLY REPORT – 30 JUNE 2006

A.
EXPLANATORY NOTES AS PER FRS 134 – INTERIM FINANCIAL REPORTING

A2.

Changes in Accounting Policies (Cont’d)

(a) FRS 2: Share-based Payments (Cont’d)



The Company operates an equity-settled share-based compensation plan for the employees of the Group, The Techfast Employee Share Option Scheme (“ESOS”). Prior to 1 January 2006, no compensation expense was recognised in profit or loss for share options granted. With the adoption of FRS 2, the compensation expense relating to share options is recognised in profit or loss over the vesting periods of the grants with a corresponding increase in equity.



The total amount to be recognised as compensation expense is determined by reference to the fair value of the share options at the date of the grant and the number of share options to be vested by vesting date. The fair value of the share option is computed using a binomial model. At every balance sheet date, the Group revises its estimates of the number of share options that are expected to vest by the vesting date. Any revision of this estimate is included in profit or loss and a corresponding adjustment to equity over the remaining vesting period,



Under the transitional provisions of FRS 2, this FRS must be applied to share options that were granted after 31 December 2004 and had not yet vested on 1 January 2006. The application is retrospective and accordingly, the comparative amounts as at 31 December 2005 are restated and the opening balance of retained earnings as at 1 January 2006 has been adjusted. The financial impact to the Group arising from this change in accounting policy is as follows:

	
	
	
	
	As at

	
	
	
	
	1.1.2006

	
	
	
	
	RM’000

	
	
	
	
	

	Decrease in retained earnings
	
	
	
	(139)

	Increase in equity compensation    
reserve
	
	
	
	            139




However, this change in accounting policy does not have material effect on the profit for the current period ended 30 June 2006.



As disclosed in Note A3, certain comparatives have been restated due to this change in accounting policy.

(b) FRS 117: Leases

The adoption of the revised FRS 117 has resulted in a retrospective change in the accounting policy relating to the classification of leasehold land. The up-front payments made for the leasehold land represents prepaid lease payments and are amortised on a straight-line basis over the lease term. A lease of land and building is apportioned into a lease of land and a lease of building in proportion to the relative fair values of the leasehold interests in the land element and the building element of the lease at the inception of the lease. Prior to 1 January 2006, leasehold land was classified as property, plant and equipment and was stated at cost less accumulated depreciation and impairment losses. 

Upon the adoption of the revised FRS 117 at 1 January 2006, the unamortised revalued amount of leasehold land is retained as the surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions of FRS 117. The reclassification of leasehold land as prepaid lease payments has been accounted retrospectively and as disclosed in Note A3, certain comparative amounts as at 31 December 2005 have been restated. 
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A.
EXPLANATORY NOTES AS PER FRS 134 – INTERIM FINANCIAL REPORTING

A3. 
Comparatives

The following comparative amounts have been restated due to adoption of new and revised FRSs:

	
	As Previously
	FRS 2
	FRS 117
	As 

	
	Stated
	(Note A2(a))
	(Note A2(b))
	Restated

	
	RM’000
	RM’000
	RM’000
	RM’000

	At 31 December 2005
	
	
	
	

	Property, plant and equipment
	13,608
	-
	         (1,614)
	11,994

	Prepaid lease payments
	-
	-
	           1,614
	1,614

	Retained earnings
	5,742
	(139)
	-
	5,603

	Equity compensation reserve
	-
	             139
	-
	139


A4.

Auditor’s Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year ended 31 December 2005 was not qualified.

A5.
Comments about Seasonal or Cyclical Factors

The Group’s business operations were not subject to any seasonal or cyclical factors.

A6.
Unusual Items due to their Nature, Size or Incidence

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows during the financial period ended 30 June 2006 except as disclosed in Note A2.

A7.
Changes in Estimates

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

A8.
Debt and Equity Securities


There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities for the current quarter under review. 

A9.
Dividends Paid

A special tax exempt dividend of 0.5 sen per ordinary share and a final tax exempt dividend of 1 sen per ordinary share, amounting to RM2.28 million in respect of the financial year ended 31 December 2005 was paid during the current quarter ended 30 June 2006.
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A.
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A10. 
Segmental Information

	
	Malaysia
	China
	Elimination
	Consolidated

	
	RM’000
	RM’000
	RM’000
	RM’000

	Segment Revenue
	
	
	
	

	Revenue from external customers
	12,999
	1,314
	     -
	14,313

	Inter-segment revenue
	5,442
	        -
	(5,442)
	            -

	Total revenue
	18,441
	1,314
	(5,442)
	14,313

	
	
	
	
	

	Segment Results
	
	
	
	

	Net profit for the period
	4,878
	86
	(2,453)
	2,511

	
	
	
	
	

	Segment assets
	35,910
	3,731
	(833)
	38,808

	
	
	
	
	

	Segment liabilities
	8,203
	1,270
	(830)
	8,643


A11.
Valuation of Property, Plant and Equipment

The valuations of property, plant and equipment have been brought forward without amendment from the financial statements for the year ended 31 December 2005. 

A12.
Subsequent Events

Saved as disclosed below, there were no material events subsequent to the end of the current quarter. 

On 10 July 2006, the Company incorporated a wholly-owned subsidiary, Techfast International Sdn. Bhd. (“TISB”) with an authorised and issued share capital of RM100,000 and RM2 respectively comprising 100,000 and 2 ordinary shares of RM1 each respectively. As at 30 June 2006 and up to the date of this report, TISB has not yet commenced operation.

A13.
Changes in Composition of the Group

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

A14. 
Changes in Contingent Liabilities and Contingent Assets

There were no changes in other contingent liabilities or contingent assets since the last annual balance sheet as at 31 December 2005. 

A15.
Capital Commitments

The amount of commitments for the purchase of property, plant and equipment not provided for in the interim condensed financial statements as at 30 June 2006 were as follows:

	
	As at                 30 June 2006

	
	RM’000

	
	

	Contracted but not provided for
	2,125
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NOTES TO THE QUARTERLY REPORT – 30 JUNE 2006

B.
ADDITIONAL INFORMATION REQUIRED BY BURSA SECURITIES LISTING REQUIREMENTS

B1.

Review of Performance

For the quarter ended 30 June 2006, the Group achieved an unaudited profit before taxation of RM1.91 million on a turnover of RM7.59 million compared with profit before taxation of RM1.48 million on a turnover of RM4.41 million recorded in the previous year’s corresponding quarter. 

The higher turnover and profit before taxation achieved in the current quarter was mainly due to increased sales contribution from the subsidiaries.

For the period ended 30 June 2006, the profit before taxation is RM3.32 million as compared to the higher profit before taxation achieved in the previous year corresponding period of RM5.15 million, mainly due to negative goodwill on consolidation of RM2.27 million credited to Income Statement.

B2.

Comment on Material Change in Profit Before Taxation of Current Quarter Compared with Preceding Quarter

The Group achieved an unaudited profit before taxation of RM1.91 million for the current quarter under review compared with an unaudited profit before taxation of RM1.41 million in the preceding quarter ended 31 March 2006. The increase in the profit before taxation for the current quarter was mainly attributable to contributions from the three (3) subsidiaries, Techfast Precision (SIP) Co. Ltd., Techfast Precision Sdn. Bhd. and Techfast Technologies Sdn. Bhd..
B3.
Commentary on Current Year Prospects

Barring unforeseen circumstances, the Board is positive of a better performance for the current year as profit contributions are expected from Techfast Precision (SIP) Co. Ltd. in China and two other subsidiaries, Techfast Precision Sdn. Bhd. and Techfast Technologies Sdn. Bhd. which commenced operations in April 2006.

B4.
Profit Forecast or Profit Guarantee

This is not applicable as no profit forecast was published.

B5.
Income Tax Expense

	
	3 months ended (Quarter)
	6 months ended (Cumulative)

	
	30.06.2006
	30.06.2005
	30.06.2006
	30.06.2005

	
	RM’000
	RM’000
	RM’000
	RM’000

	Current tax: 
	
	
	
	

	Malaysian income tax
	288
	325
	628
	403

	Deferred taxation
	158
	6
	176
	113

	
	446
	331
	804
	516

	Underprovision in previous year
	7
	-
	7
	-

	Total income tax expense
	453
	331
	811
	516

	
	
	
	
	


The effective tax rate of the Group is lower than the statutory rate mainly due to the benefit of claims for reinvestment allowance incentive in one of the subsidiary companies.
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B.
ADDITIONAL INFORMATION REQUIRED BY BURSA SECURITIES LISTING REQUIREMENTS

B6.
Profits /(Losses) on Sale of Unquoted Investments and/or Properties

There was no sale of unquoted investments and/or properties during the current quarter and financial year-to-date under review.

B7.
Quoted Securities

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

B8.
Corporate Proposals 


There were no corporate proposals announced but not completed as at the date of this report.

B9.
Status of Utilisation of Proceeds

The Company raised RM14.43 million during its Initial Public Offering exercise in May 2005 and the details of the utilisation of proceeds up to 30 June 2006 are as follows:

	Purpose
	Proposed Utilisation
	
	Actual Utilisation
	
	Balance

	
	RM’000
	
	RM’000
	
	RM’000

	Acquisition of plant and machinery
	5,000
	
	(4,512)
	
	488

	Research and development
	1,000
	
	         (372)
	
	628

	Working capital
	6,930
	
	(6,267)
	
	663

	Estimated listing expenses 
	1,500
	
	(1,698)
	
	      (198)*

	
	14,430
	
	(12,849)
	
	1,581



* The excess expenses will be adjusted against working capital.

B10.
Borrowings

	
	As at
	As at

	
	30.06.2006
	31.12.2005

	
	RM’000
	RM’000

	Hire purchase creditors
	
	

	Repayable within one year
	287
	398

	Repayable after one year
	498
	487

	
	785
	885

	
	
	

	Current liabilities (secured)
	
	

	Trade facilities
	-
	642

	Term loans
	691
	993

	Bank overdraft 
	432
	-

	
	1,123
	1,635

	
	
	

	Long term liabilities (secured)
	
	

	Term loans
	1,833
	2,025
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B.
ADDITIONAL INFORMATION REQUIRED BY BURSA SECURITIES LISTING REQUIREMENTS

B11.
Off Balance Sheet Financial Instruments

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

B12.
Changes in Material Litigation 

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 report.

B13.
Dividends Payable

No interim ordinary dividend has been declared for the financial period ended 30 June 2006 (30 June 2005 : Nil).

B14.
Earnings Per Share (“EPS”)

(a) Basic earnings per share

	
	3 months ended (Quarter)
	6 months ended (Cumulative)

	
	30.06.2006
	30.06.2005
	30.06.2006
	30.06.2005

	Net profit after taxation for the period (RM ‘000)
	1,461
	1,148
	2,511
	3,413

	Weighted average number of ordinary shares on issue ( ‘000)
	152,000
	127,604
	152,000
	65,425

	Basic earnings per share (sen) 
	0.96
	0.90
	1.65
	5.22


(b) Diluted earnings per share 

	
	3 months ended (Quarter)
	6 months ended (Cumulative)

	
	30.06.2006
	30.06.2005
	30.06.2006
	30.06.2005

	Net profit after taxation for the period (RM ‘000)
	1,461
	1,148
	2,511
	3,413

	Weighted average number of ordinary shares on issue              ( ‘000) - basic
	152,000
	127,604
	152,000
	65,425

	Adjustment for ESOS (‘000)
	    2,727
	-
	    1,200
	-

	Weighted average number of ordinary shares for diluted earnings per share (‘000)
	154,727
	127,604
	153,200
	65,425

	Diluted earnings per share (sen) 
	0.94
	NA
	1.64
	NA


BY ORDER OF THE BOARD

Chin Ooi Wee 

Company Secretary 

Dated this 18 August 2006
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