PENTAMASTER CORPORATION BERHAD (572307-U)
Notes To The Interim Financial Report For Quarter Ended 31 March 2006


1
Basis of Preparation


The interim financial report is unaudited and has been prepared in accordance with the requirements of Financial Reporting Standard (FRS) 134 “Interim Financial Reporting” and paragraph 9.22 and Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia”).  It should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 December 2005.


The accounting policies and methods of computation adopted by the Group in these quarterly financial statements are consistent with those adopted in the most recent annual audited financial statements for the year ended 31 December 2005, except that the Group has adopted the new/revised standards mandatory for annual periods beginning on or after 1 January 2006. 
The adoption of these new/revised standards does not have any significant financial impact on the Group, and have resulted in only minimal changes to the presentation and additional disclosures.


The principal effects of the changes in accounting policies resulting from the adoption of these new/revised standards are disclosed in Note 2 below.


As of the date of this report, the Group has not applied the following three new standards which have been issued by the Malaysian Accounting Standards Board, but not yet effective:


(a)
FRS 117
Leases


(b)
FRS 124
Related Party Disclosures


(c)
FRS 139
Financial Instruments: Recognition and Measurement


The Group will apply these three new standards in the annual period commencing 1 January 2007, when they become effective.  While there may be changes to the presentation of the Group’s financial statements and additional disclosures made, it is expected that there will be no material impact on the Income Statement when the Group applies these three new accounting standards.

2
Changes in Accounting Policies


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

(a)
FRS 3: Business Combinations


The adoption of FRS 3 has resulted in the Group ceasing annual goodwill amortization.  Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually or more frequently if events or changes in circumstances indicate that it might be impaired.  Any impairment loss is recognized in profit or loss and subsequent reversal is not allowed.  Prior to 1 January 2006, goodwill was amortized on a straight line basis over its estimated life which range from 7 to 8 years.  The change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006.

In accordance with FRS 3, the Group has ceased amortization of goodwill (2005: RM119,275) from 1 January 2006.  Goodwill is now tested annually for impairment as well as when there are indications of impairment.  In addition, the accumulated amortization as at 31 December 2005 was eliminated with a corresponding decrease in the cost of goodwill.  


FRS 3 also states that any excess of the acquirer’s interest in the net fair value of acquiree’s identifiable assets, liabilities and contingent liabilities over cost of acquisitions (previously referred to as negative goodwill), after reassessment, is now recognized immediately in profit or loss.  Prior to 1 January 2006, negative goodwill on consolidation was recognized as income over periods ranging from 8 years to 20 years.  In accordance with FRS 3, the negative goodwill as at 1 January 2006 amounting to RM6.644 million was derecognized with a corresponding increase in retained earnings.

(b)
FRS 116: Property, Plant and Equipment



In accordance with FRS 116, the assets residual values, useful lives and depreciation methods will be assessed at each financial year end and adjusted if necessary.  If the residual value of an asset increases to an amount equal to or greater than the asset’s carrying amount, the asset’s depreciation charge is zero unless and until its residual value subsequently decreases to an amount below the asset’s carrying amount.  The revisions will be accounted for as change of accounting estimates.

3  
Audit Report of Preceding Annual Financial Statements


The audit report of the Group’s most recent annual audited financial statements for the year ended 31 December 2005 was not subject to any qualification.

4 
Seasonal and Cyclical Factors

 
The Group sells its products and services to customers from various sub-sectors of the semiconductor and manufacturing industries.  As such, the Group performance will, to a certain extent, depend on the outlook and cyclical nature of the semiconductor and manufacturing industries.  Notwithstanding the cyclical nature of the semiconductor industry, the Group has a wide product range and customer base globally to mitigate any adverse developments affecting a particular geographical market and/or customer type.

5 
Unusual Items

 
There were no unusual items affecting assets, liabilities, equity, net income or cash flows during the financial period under review.

6 
Changes in Estimates


There were no changes in estimates of amounts reported in prior financial years that have a material effect in the current quarter.

7
Valuations of Property, Plant and Equipment


The carrying value of property, plant and equipment have been brought forward, without amendment from the previous audited financial statements.

8 
Changes in Share Capital and Debt


There has been no issuance of ordinary shares pursuant to the Employees’ Share Option Scheme (“ESOS”) nor any issuance, cancellation, repurchase, resale and repayment of either debt or equity securities for the period under review.

9 
Contingent Liabilities 


As at 31 March 2006, the Company has issued corporate guarantees amounting to RM42.7 million (31.12.05 : RM30.7 million) as security for banking facilities granted to its subsidiaries of which RM17.041 million (31.12.05 : RM9.285 million) were utilized at 31 December 2005.

10
Capital Commitments


There were no major capital commitments for the Group as at the date of this report.

11 
Segmental Information

Analysis By Business Segment

	
	
	
	Designing & 
	Manufacturing 
	Designing &
	Provision  of 
	

	
	
	
	installation of
	automated  
	manufacturing
	information 
	

	
	
	
	automation 
	and semi-
	of precision
	communication 
	

	
	
	
	Systems &
	automated  
	machinery 
	technology 
	

	
	
	
	equipment
	machinery &
	components
	solutions 
	Total

	
	
	
	
	Equipment
	
	
	

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

	
	
	
	
	
	
	
	

	Revenue
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Revenue
	
	
	           10,451 
	              15,215 
	               498
	                 407       
	   26,571 

	Inter-segment revenue
	              (293)
	                     (3)  
	              (498)
	                    -
	      (794)

	
	
	
	
	
	
	
	

	External revenue
	
	           10,158 
	              15,212 
	                     - 
	                 407
	    25,777 

	
	
	
	
	
	
	
	

	Dividend from other investment
	
	
	
	
	
	
	           -

	
	
	
	
	
	
	
	

	Total revenue
	
	
	
	
	
	
	     25,777

	
	
	
	
	
	
	
	

	Results
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Segment result
	
	            715
	              3,280
	              (243) 
	               (263)
	     3,489 

	Unallocated income
	
	
	
	
	
	        587 

	Unallocated costs
	
	
	
	
	
	        (60)

	
	
	
	
	         

	
	
	
	
	
	
	
	

	Profit from operations
	
	
	
	
	
	     4,016 

	
	
	
	
	
	
	
	

	Finance cost
	
	
	
	
	
	       (148)

	
	
	
	
	
	
	
	

	Profit before taxation
	
	
	
	
	
	      3,868 

	
	
	
	
	
	
	
	

	Taxation
	
	
	
	
	
	
	       (683)

	
	
	
	
	
	
	
	

	Profit after taxation
	
	
	
	
	
	      3,185 

	
	
	
	
	
	
	

	Profit attributable to:
	
	
	
	
	
	

	Equity holders of the parent
	
	
	
	
	
	      3,185 

	Minority interest
	
	
	
	
	
	
	           -

	
	
	
	
	
	
	      3,185     


	Analysis By Geographical Location
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	Malaysia
	Asia
	Europe
	USA
	Total

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

	
	
	
	
	
	
	
	

	Revenue
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Revenue
	
	
	              14,884
	             9,422 
	          1,193
	    1,072  
	   26,571 

	Inter-segment revenue
	                 (791)
	                  (3)
	            -
	        -
	      (794)

	
	
	
	
	
	
	
	

	External revenue
	
	              14,093
	             9,419
	          1,193        
	    1,072  
	   25,777 


 
No segmental analysis is prepared for segment results by geographical location as the Group’s operating results are derived substantially from companies located in Malaysia.

12 
Events Subsequent to the End of the Period


There are no material events subsequent to the end of the period under review that have not been reflected in the quarterly financial statements.

13 
Review of Performance


For the quarter under review, the Group’s revenue was RM25.777 million against RM18.869 million in the same period last year.  In line with higher revenue achieved, Group’s profit before tax in the current period increased to RM3.868 million compared to RM2.681 million for the same period last year. 
 
The Group was able to register better performance due to higher sales of factory automation solutions and higher semiconductor equipment demand during the reporting quarter.

14 
Material Changes in the Quarterly Results as Compared with the Preceding Quarter

 
For the current quarter, the Group’s revenue declined marginally to RM25.777 million compared to RM28.438 million registered in the preceding quarter.  Notwithstanding the slight decrease in revenue due to timing of project completion which affected timing of billings to customers, the book order on hand remains healthy compared to last quarter.  Correspondingly, the Group’s profit before tax in the current quarter declined to RM3.868 compared to RM4.120 million in the preceding quarter.   

15 
Current Year Prospect


Barring any unforeseen circumstances, we expect the performance to be better for the current financial year in view of additional manufacturing capacity coming on stream by end June 2006 which will enable the Group to handle more projects for customers.

16
Profit Forecast or Profit Guarantee


There were no profit forecast or profit guarantee issued by the Group.

17 
Taxation


The taxation charge for the current quarter and year to date is as follows -






Current Quarter

Current Year To Date






RM’000

RM’000 


Income tax payable

    515


    515  


Deferred tax expense

    168


    168





The Group’s effective rate of taxation is lower than the statutory rate applicable to the Group’s profits as certain subsidiary companies 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 subsidiary companies from Malaysian taxation for a period ranging from five years to ten years and claims on reinvestment allowances by subsidiary companies. 

18 
Sale of Unquoted Investments and/or Properties


There were no sales of unquoted investments or properties during the period under review.

19 
Purchase or Disposal of Quoted Securities



The Group is currently not holding any quoted securities and there were no purchase or disposal of quoted securities for the period under review.

20 
Changes in the Composition of the Group


There were no changes in the composition of the Group during the period under review. 

21 
Corporate Proposals

On 18 August 2005, the Company had announced its intention to list its wholly owned subsidiary, Pentamaster Information Technology Berhad (PITB) on the MESDAQ Market of the Bursa Securities.   However, on 1 March 2006, the Company deferred the proposed listing exercise due to re-assessment exercise undertaken on PITB’s overall business plans, directions and strategies to better position PITB to meet challenges ahead and to grow its global market share expeditiously.  The re-assessment exercise is still on-going.

22
Utilisation of Proceeds from Private Placement 


The proceeds from the Private Placement exercise completed on 15 June 2004, were utilized as follows –

	
	
	
	
	Utilisation
	
	Expected

	
	
	
	Proposed
	As At
	Balance
	Utilisation

	
	
	
	Utilisation
	31.12.2005
	Available
	Period After

	Purposes
	
	
	RM'000
	RM'000
	RM'000
	Completion

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Acquisition of land
	     2,745
	     2,745
	       -           
	  

	
	
	
	
	
	
	

	Research and development
	     3,000 
	      2,335
	        665              
	 Qtr 3/2006 

	
	
	
	
	
	
	

	Investment in  subsidiary

Companies
	
	
	     5,000
	      3,880     
	      1,120
	 Qtr 2/2006

	
	
	
	
	
	
	

	Purchase of machinery &

IT equipment
	
	
	     5,000
	       5,000
	           -         
	 

	
	
	
	
	
	
	

	Working capital
	
	    14,105  
	      14,115
	         (10)
	  

	
	
	
	
	
	
	

	Expenses relating to private placement
	         550 
	          540
	           10
	 *

	
	
	
	
	
	
	

	Total
	
	
	     30,400 
	     28,615
	      1,785  
	


* -  The surplus of funds amounting to RM10,000 allocated for private placement expenses has been used for working capital since all expenses pertaining to listing exercise have been fully incurred and settled.

23
Borrowings


The Group’s borrowings as at the end of the reporting quarter are as follows -

	
	
	
	
	RM'000

	Short term borrowings (unsecured)
	

	Bank overdraft
	
	
	     2,923 

	Banker's acceptance
	
	
	     9,257 

	Term loan
	
	
	
	     1,668 

	
	
	
	
	    13,848 

	
	
	
	
	

	Short term borrowings (secured)
	
	

	Term loan
	
	
	
	        888 

	
	
	
	
	

	Total
	
	
	
	    14,736 

	
	
	
	
	

	
	
	
	
	

	Long term borrowings
	
	

	Term loan - unsecured
	
	     3,193 

	Term loan - secured
	
	
	    14,321 

	
	
	
	
	

	Total
	
	
	
	    17,514 


All borrowings are denominated in Ringgit Malaysia.

24 
Financial Instruments


There were no financial instruments with off balance sheet risk as at the date of this announcement.

25 
Material Litigations


There was no material litigation since the last annual balance sheet date until the date of this announcement.

26 
Dividends

(a) 
A proposed first and final tax-exempt dividend of 8% amounting to 4 sen per share (2004 : 4 sen per share) has been recommended by the Directors for the financial year ended 31 December 2005.  The proposed dividend is subject to shareholders’ approval at the forthcoming Annual General Meeting to be held on 20 June 2006.  It has been proposed that the dividends shall be payable on 31 July 2006 to depositors registered in the Records of Depositors on 14 July 2006.  

(b) 
The total dividend for the current financial year : Nil

27 
Earnings Per Share 

(a)
Basic Earnings Per Share


The calculation of basic earnings per share for the period is based on the net profit attributable to ordinary shareholders for the quarter and the financial year divided by  the  weighted average number of ordinary shares in issue during the period of 133,243,050 (2005 : 133,205,240).

(b)
Diluted Earnings Per Share


The diluted earnings per share for the period is based on the net profit attributable to ordinary shareholders for the quarter and the financial year divided by the adjusted weighted average number of ordinary shares in issue during the period of 133,243,050 (2005 : 133,205,240) which has been arrived at after adjusting for the potential number of dilutive ordinary shares deemed issued pursuant to the ESOS.  However, as at 31 March 2006, the effects of anti-dilutive potential ordinary shares are ignored in calculating diluted earnings per share.

BY ORDER OF THE BOARD

LIM KIM TECK

Secretary

30 May 2006
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