SUCCESS TRANSFORMER CORPORATION BERHAD

(Company No: 636939-W)

Notes on the quarterly report – 31 March 2006



PART A: EXPLANATORY NOTES PURSUANT TO FINANCIAL REPORTING STANDARD 134    


          (“FRS 134”) 
A1. Basis of preparation 

The condensed interim financial statements for the 1st quarter ended 31 March 2006 have been prepared under the historical cost convention except for the following assets and liabilities that are stated at fair values: investment properties.   

The condensed interim financial statements are unaudited and have been prepared in accordance with FRS134 Interim Financial Reporting issued by the Malaysian Accounting Standards Board (“MASB”) and Paragraph 9.22 and Part A of Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad ("Bursa Securities"). The condensed interim financial statements should be read in conjunction with the audited consolidated financial statements of STC for the financial year ended 31 December 2005. 

The explanatory notes attached to the condensed 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 STC and its subsidiary companies (“Group”) since the financial year ended 31 December 2005.
     A2.
      Changes in Accounting Policies
The significant accounting policies and methods of computation adopted by STC in these condensed interim financial statements are consistent with those adopted in the audited consolidated financial statements of STC for the financial year ended 31 December 2005 except for the adoption of the following applicable new and revised Financial Reporting Standards (“FRS”) issued by MASB that are effective for the financial period beginning 1 January 2006:
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 (“PPE”)
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
A2.
      Changes in Accounting Policies (Cont’d)

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

FRS 117 Leases
FRS 124 Related Party Disclosures



The adoption of FRS 5, 102, 108, 110, 116, 121, 124, 127, 132, 133, 136 and 138 mentioned above does not have significant financial impact on the Group. The principal effects of the changes of some accounting policies resulting from the adoption of the other new and revised FRSs are discussed below:

(a) FRS 3: Business Combinations, FRS 3

Under FRS 3, any excess of the Group’s interest in the net fair value of acquirees’ identifiable assets, liabilities and contingents 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 arising on the acquisition of a subsidiary was credited to capital reserve as a permanent item. In accordance with the transitional provisions of FRS 3, the negative goodwill, in our Group’s case, reserve on consolidation as at 1 January 2006 of RM 8,299,785 was derecognized with a corresponding increase in retained earnings. 

(b) FRS 101: Presentation of Financial Statements
The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net after-tax results and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement 
of changes in equity, total recognized income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.

The current period’s presentation of the Group financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.
(c) 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 valuation less accumulated depreciation and impairment losses. The leasehold land was last revalued in 2004. Upon the adoption of the revised FRS 117 at 1 January 2006, the unamortized 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 for retrospectively and as disclosed in Note A3, the comparative amounts as at 31 December 2005 have been restated.
(d) FRS 140: Investment Property

The adoption of this new FRS has resulted in a change in accounting policy for investment properties. Investment properties are now stated at fair value, representing open-market value determined by external valuers. Gains or losses arising from changes in the fair values of investment properties are recognized in profit or loss in the period in which they arise. Prior to 1 January 2006, investment properties were stated at valuation. Revaluations were carried out at least once every five years and any revaluation increase is taken to equity as a valuation surplus. The investment properties were last revalued in 2004. In accordance with the transitional provisions of FRS 140, this change in accounting policy is applied prospectively and the comparatives as at 31 December 2005 are not restated. Instead, the changes have been accounted for by restating the following opening balances in the balance sheet as at 1 January 2006, which was incorporated in the other reserve arising on the acquisition of subsidiaries during financial year ended 31 December 2004.

              As at
       






        
        1.1.2006





   




         
         RM’000


Decrease in revaluation reserve (included within other reserves)         (200) 
      
Increase in retained earnings





    190    
            
Increase in deferred tax liabilities




      10
     A3.
    Comparatives
The following comparative amounts have been restated due to the adoption of new and revised FRS:






Previously
Adjustment
  Restated






       Stated
     FRS 117







    RM’000            RM’000       RM’000

At 31 December 2005

Property, plant and equipment

    25,891
      (3,530)
    22,361 

Prepaid lease payments


         -
                   3,530              3,530
A4.
      Qualification of Annual Financial Statements

The latest audited consolidated financial statements of STC for the financial year ended 31 December 2005 were not qualified.

A5.      Seasonal and cyclical factors

The Group’s business operation results were not materially affected by any major seasonal or cyclical factors during the financial period ended 31 March 2006.
      A6.    Unusual nature and amounts of items affecting assets, liabilities, equity, net income or           cash flows

There were no items of unusual nature and amounts affecting assets, liabilities, equity, net income or cash flows during the financial period ended 31 March 2006.
A7.      Changes in Accounting estimates


The revised FRS 116: Property, Plant and Equipment requires the review of the residual value and remaining useful life of an item of PPE at least at each financial year end and the amount initially recognised in respect of such item to be allocated to its significant parts and each such parts to be depreciated separately. The Group revised the residual values and the estimated useful lives of certain properties, plant, machineries and equipment to between 10-20 years with effect from 1 January 2006. The revisions were accounted for as change in accounting estimates but the effect was immaterial to the result for the current quarter and financial period ended 31 March 2006. 
There were no other changes in estimates that have had a material effect in the current quarter results.
A8.      Issuances and repayment of debt and equity securities


There were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities during the financial period ended 31 March 2006.

A9.      Dividend Paid


There was no dividend declared or paid by the Company during the current quarter under review. 

A10.
Segment information

The Group is principally engaged in the manufacturing and trading of electrical industrial equipment. Business segmental information has therefore not been prepared as the Group’s revenue, operating profit, assets employed, liabilities, capital expenditure, depreciation and non cash expenses are mainly confined to one business segment and located in Malaysia.

Major segments by geographical location of customers for the three (3) months financial period ended 31 March 2006 are as follows:


	
	Domestic
	Overseas
	Total

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	Revenue from external customers
	  13,842
	  3,117
	 16,959

	
	
	
	

	Profit for the period
	         -
	        -
	   2,336


The segmental results was not analyzed because it is not feasible to allocate operating expenses as the basis for making these allocations is arbitrary. 
A11.
Carrying Amount of Revalued Assets
The Group did not revalue any of its property, plant and equipment for the current quarter and financial period, and the valuations of property, plant and equipment have been brought forward without amendment from the audited financial statements of STC for the financial year ended 31 December 2005. 
A12.
Material events subsequent to the end of the interim period
The Board of Directors of STC (“the Board”) had, on 10 May 2006 announced that the Company is interested in acquiring 60% equity interest in Seremban Engineering Sdn Bhd (“SESB”) from Danny Wong Choon Cheon, Tan Tian Seng, Wong Poh Chee and Wong Chee Kian (collectively known as “the Vendors” ) (“Proposed Transaction”). The Proposed Transaction will provide STC an investment opportunity to take a strategic stake in an established business. 

In order to facilitate the Proposed Transaction, STC had, on even date, entered into a Memorandum of Intent (“MOI”) with the Vendors whereby the Vendors agree to allow STC and/or its authorised negotiating representatives to undertake a legal and financial due diligence on SESB before a decision on the Proposed Transaction is made by STC. The legal and financial due diligence on SESB commenced on 15 May 2006.    
Refer to announcement made on 10 May 2006 for further details on the Proposed Transactions.  
A13.
Changes in the composition of the Group

There were no changes in the composition of the Group during the current quarter under review.
A14.
Changes in contingent liabilities and contingent assets
As at the date of this announcement, there were no material contingent liabilities and contingent assets incurred by the Group which, upon becoming enforceable, may have a material impact on the financial position of the Group. 

      A15.
Condition imposed by the Securities Commission (“SC”) 





The utilisation of the proceeds from the rights issue of 6,507,488 STC shares at an issue price of RM0.74 per STC share

A total of about RM4.8 million has been received by STC pursuant to the rights issue implemented by STC. This gross proceeds has been utilised in the following manner:-
	
	Total Proceeds

RM’000
	Utilisation 
Up To 31 March 2006
RM’000
	Balance

Unutilised
RM’000

	Purchase of plant & machinery

Listing expenses
	3,316

1,500
	669
1,528
	2,647
(28)

	Total 
	4,816
	2,197
	2,619


PART B: 
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES 

B1.
Review of performance 

The Group recorded revenue of RM 17.0 million as compared to RM 16.1 million in the previous corresponding quarter ended 31 March 2005 mainly due to higher sales volume in local market during the period.
The Group’s profit before tax (PBT) for the 1st quarter ended 31 March 2006 of RM 3.2 million was approximately RM 0.4 million or 15.7 % higher than of the previous corresponding quarter of RM 2.8 million. The improvement in PBT was primarily due to higher revenue recorded during the current quarter.
There were no material factors affecting the earnings and/or revenue of the Company and the Group for the current quarter under review and the financial year-to-date. 

B2.
Variation of results against preceding quarter 
The Group’s PBT of RM 3.2 million for the current quarter was RM 0.5 million or 13 % lower compared to the preceding quarter ended 31 December 2005 mainly due to lower sales recorded during the current quarter as a result of shorter period of operation. 
B3.
Prospects 2006
The outlook for the manufacturing of transformers and industrial lightings industry is expected to remain challenging. Nevertheless, the Board expects to maintain satisfactory performance in year 2006 barring any unforeseen circumstances.
       B4.
Profit Forecast or Profit guarantee 



Not applicable as there was no profit forecast or profit guarantee issued by the Group.


B5.
Tax expense 

   
[image: image2.emf]                               1st Quarter ended                                Three months ended

31-Mar 31-Mar 31-Mar 31-Mar

2006 2005 2006 2005

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

Income tax 847                  655                  847              655               

Deferred tax (6)                     (4)                     (6)                (4)                  

Total 841                  651                  841              651               


B5.
Tax expense (Cont’d)
The effective tax rates for the current quarter and financial year-to-date under review were lower than the statutory income tax rate of 28% mainly due to the utilisation of reinvestment allowances by certain subsidiary companies of the Group. 
B6.
Unquoted investments and/or properties 

The Group has not disposed of any unquoted investments and/or properties during the current quarter under review.

 B7.
Quoted Securities 

There was a disposal of quoted securities during the current quarter under review.

Details of disposals of quoted securities are as follows:

  1st Quarter ended
    3 Months ended
      





  31 March 2006             31 March 2006





        
       RM’000

          RM’000






      
Purchase consideration


   
13

              13

Sale proceeds



 
24


  24

Gain on disposal                                                   
11


  11

	
	

	
	

	
	

	
	


 
       Details of investment in quoted securities:









1st Quarter ended

      






   
  31 March 2006








       
       RM’000


      At cost







5

      At book value






2

      At market







2

	
	

	
	

	
	

	
	




B8.
Corporate Proposals



(a)
Status of corporate proposal announced but not completed
The status of corporate proposal announced but not completed is disclosed in Note A12.


(b)
Status of Utilisation of Proceeds

The status of utilisation of the proceeds from the rights issue of 6,507,488 STC shares at an issue price of RM0.74 per STC share is disclosed in Note A15. 

B9.
Group borrowings 

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


[image: image3.emf]Payable within Payable after

12 months 12 months

(Secured) (Secured)

RM'000 RM'000

Bank Borrowings 134               887              

Hire purchase creditors 162               121              

Total Borrowing 296               1,008           


All the borrowings are denominated in Ringgit Malaysia.

B10.
Off balance sheet financial instrument 

There are no off balance sheet financial instruments as at the date of this report that might materially affect the Group’s business position.
B11.
Changes in material litigation 

The Group is not engaged in any material litigation or arbitration, either as plaintiff or defendant, which has a material effect on the financial position of the Group, and the Board of Directors of STC is not aware of any proceedings pending or threatened, or of any fact likely to give rise to any proceedings, which might materially and adversely affect the position or business of the Group.
B12.
Dividend Paid
No dividend has been proposed or declared for 1st quarter ended 31 March 2006.
 
B13 .
Earnings per share 


(a)
Basic


Basic earnings per share amounts are calculated by dividing profit for the period attributable to ordinary equity holders of the parent by the number of ordinary shares in issue during the financial quarter ended 31 March 2006 are computed as follow:-




           1st Quarter ended
       Three months ended
     
  31 March        31 March       31 March     31 March 
      
      2006
            2005
           2006              2005








       (Restated)

    (Restated)









Net Profit attributable to equity 
          2,325                 2,071
           2,325
         2,071


holders of the parent (RM’000)


Number of ordinary shares
        80,000
          80,000             80,000           80,000

RM0.50 each in STC in issue (‘000)                 


           


Basic earning per share (sen)
           2.91
            2.59                  2.91               2.59




(b)
Diluted


No diluted earnings per share is calculated as there is no potential dilutive ordinary shares.
By order of the Board
……………………………….
Tan Ah Bah @ Tan Ah Ping

      Managing Director

19 May 2006
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										RM'000				RM'000

		Bank Borrowings								134				887

		Hire purchase creditors								162				121
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								1st Quarter ended										Three months ended

								31-Mar		31-Mar								31-Mar		31-Mar

								2006		2005								2006		2005

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

				Income tax				847		655								847		655

				Deferred tax				(6)		(4)								(6)		(4)

				Total				841		651								841		651
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						Actual *		Estimate **

						Consolidated		Consolidated

						Results		Results

						2005		2005		Variance

						RM'000		RM'000		RM'000		%

				Consolidated profit before tax ("PBT")		13,211		12,484

				Minority Interest ("MI")		(125)		(132)

				Consolidated PBT after MI		13,086		12,352

				Taxation		(2,815)		(2,342)

				Consolidated profit after tax and MI		10,271		10,010		261		2.6%

		Notes:

		*		Prepared in the format used in the prospectus of STC dated 28 December 2004

		**		As set out in the prospectus of STC dated 28 December 2004






