SEG International Bhd 

(Company No.: 145998-U)
Notes to interim financial report



A. 
DISCLOSURE REQUIREMENTS AS PER MASB 26


1.
Basis of preparation

The interim financial report is unaudited and has been prepared in compliance with MASB 26, Interim Financial Reporting.

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2004.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the year ended 31 December 2004. 

2.
Qualification of Audit Report


The audit report of the financial statements of the Group for the year ended 31 December 2004 was not qualified.



3.
Seasonal or cyclical factors


Full-time students enrol for courses during certain periods of the year whereas adult learners (part-time students) do not have preference for specific intakes.

With the combination of both full-time and part-time programmes offered by the Group, the effects of seasonal or cyclical factors are minimised.



4.
Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual

There were no material unusual items affecting the assets, liabilities, equity, net income or cash flows of the Group for the financial period ended 31 December 2005.



5.
Nature and amount of changes in estimates

There were no changes in estimates of amounts previously reported which have a material effect in the financial period ended 31 December 2005.




6.
Issuance, cancellations, repurchases, resale and repayments of debt and equity securities

There were no cancellations, repurchases, resale and repayments of debts and equity securities during the period ended 31 December 2005 except for the following: 


	
	No. of ordinary shares

	No. of ordinary shares of RM1.00 each as at 1 January 2005
	88,646,755

	Add : Issuance of shares under Employees’ Shares Option Scheme
	46,000

	Add : Issuance of shares under Private Placement 
	400,000

	Less: Repurchase of Company’s own ordinary shares
	(1,051,900)

	No. of ordinary shares of RM1.00 each as at 31 December 2005
	88,040,855



During the year, the Company repurchased 1,051,900 of its own ordinary shares from the open market at an average price of RM0.91 per share. The total consideration paid for the repurchase including transaction costs was RM961,000 and this was financed by internally generated funds. The shares repurchased are being held as treasury shares in accordance with Section 67A of the Companies Act 1965. 



7.
Dividends paid

A final dividend of 6% less income tax of 28%, amounting to RM3,848,000 for the year ended 31 December 2004 was paid on 12 August 2005.

8.
Segment reporting

The Group’s turnover and profits were derived mainly from education and training activities and accordingly, no segment reporting is presented.



9.
Valuations of property, plant and equipment

The valuations of land and building have been brought forward, without amendments from the previous annual report.












10.
Material subsequent events

Subsequent to the period ended 31 December 2005, the Company announced 
that on 20 February 2006, the following agreements have been entered into:

i) Sale and Purchase Agreement (“SPA”) between Shaw Commercial 
Institution Sendirian Berhad (“SCI”), a wholly-owned subsidiary of the Company (also known as “SEGi”), and Amanah Raya Berhad (“ARB”) for the proposed disposal to ARB of a piece of freehold land held under Geran 43527, Lot 13, Pekan Subang Jaya, Daerah Petaling, Selangor Darul Ehsan together with a 12-storey building (known as SEGi College) erected thereon and including the fixtures, fittings, plants and equipments for a cash consideration of RM48.3 million. 

Pursuant to the above proposed disposal, a Lease Agreement was entered into concurrently between ARB and SEGi for the lease of the above property to SEGi for a period of fifteen (15) years commencing from the completion date of the proposed disposal. The above proposals are hereinafter referred to as the Proposed Sale and Leaseback of 
SEGi College. 


ii) SPA and Deed of Assignment between Binary Mark Sdn Bhd (“BMSB”), 
effectively a 98.63%-owned subsidiary of SEGi, and ARB for the proposed disposal to ARB of a 5-storey commercial building (provisionally known as South City Plaza, Block A) erected on part of a leasehold land held under master title HS(D) 226742, PT 520, Pekan Serdang, Daerah Petaling, Selangor Darul Ehsan for a cash consideration of RM8.9 million. 


iii) SPA and Deed of Assignment between Prestige Front Sdn Bhd 
(“PFSB”), a wholly-owned subsidiary of SEGi, and ARB for the proposed disposal to ARB of a 5-storey commercial building (provisionally known as South City Plaza, Block B) erected on part of a leasehold land held under master title HS(D) 226742, PT 520, Pekan Serdang, Daerah Petaling, Selangor Darul Ehsan for a cash consideration of RM9.1 million. 

Pursuant to the proposed disposals in (ii) and (iii) above, a Lease Agreement was entered into concurrently between ARB and SEGi for the lease of the above properties to SEGi for a period of ten (10) years commencing from the completion date of the proposed disposals. The above proposals are hereinafter referred to as the Proposed Sale and Leaseback of Blocks A and B of South City Plaza. 

The Proposed Sale and Leaseback of SEGi College and Proposed Sale and Leaseback of Blocks A and B of South City Plaza are hereinafter collectively referred to as the Proposed Sale and Leaseback.

11.
Changes in composition of the Group

There were no changes in the composition of the Group for the period ended 31 December 2005 except as follows: 


i. On 18 February 2005, the Company through its wholly-owned subsidiary, SEG International Group Sdn Bhd acquired 2 ordinary shares of RM1.00 each, representing 100% equity interest in SEGi Methods Sdn Bhd (formerly known as Vibrant Forum Sdn Bhd) at RM1.00 per share; 

ii. On 22 March 2005, the Company through its wholly-owned subsidiary, SEG International Group Sdn Bhd acquired 2 ordinary shares of RM1.00 each, representing 100% equity interest in SEGi Latihan Sdn Bhd at RM1.00 per share;

iii. On 1 April 2005, the Company through its wholly-owned subsidiary Berrington Bay Corporation Sdn Bhd acquired 100,000 ordinary shares of RM1.00 each, representing the balance 40% equity interest in IFPA Resources Sdn Bhd for a total purchase consideration of RM220,000;

iv. On 18 April 2005, the Company acquired 10,000 ordinary shares of RM1.00 each, representing the balance 5% equity interest in Varia Gaya Sdn Bhd for a total purchase consideration of RM20,000; 

v. On 1 June 2005, the Company through its wholly-owned subsidiary SEG International Group Sdn Bhd acquired 70 ordinary shares of RM1.00 each, representing 70% equity interest in SEGi Youth Training Sdn Bhd (formerly known as I-Training Network Sdn Bhd) at RM1.00 per share; 


vi. On 5 October 2005, the Company through its wholly-owned subsidiary SEG International Group Sdn Bhd acquired 2 ordinary shares of RM1.00 each, representing 100% equity interest in SEGi Skills Development & Placement Sdn Bhd at RM1.00 per share; and


vii. On 5 December 2005, the Company through its wholly-owned subsidiary Berrington Bay Corporation Sdn Bhd acquired the balance 2% equity interest in IBMS Resources Sdn Bhd for a total consideration of RM528,000.


12.
Changes in contingent liabilities or contingent assets

There were no material contingent liabilities or contingent assets of the Group as at 31 December 2005.



B. 
DISCLOSURE REQUIREMENTS AS PER KLSE LISTING 
 
REQUIREMENTS.


1. Review of performance


For the year under review, the Group recorded a drop in revenue which resulted in the drop in profits. The decline in results in 2005 was mainly due to the following:


· Overall weakness in the private education industry since early 2004 which has a spill-over effect to the current year. This spill-over effect has become less evident in the later half of 2005; 


· The number of graduating students in 2005 exceeded the new enrolments due to the exceptionally high number of new enrolments in 2001/2002, where these students have graduated in 2005. This has affected the results of the earlier quarters and has therefore affected the full year’s results. The number of graduating students has since stabilised; and


· Loss on disposal of certain properties. 


2.
Variation of results against preceding quarter

For the quarter under review, the Group recorded a loss before tax of RM281,000 compared to a pre-tax profit of RM1.1 million for the previous quarter. The drop in profits is in line with the general trend of the Group whereby the fourth quarter is generally the weakest quarter in the year.
 


3.
Current year prospects


In order to maintain its competitiveness and profitability, the Group has recently taken the following measures to strengthen its position:

· Rationalisation of the Group structure and disposal of colleges/centres which are not profitable; 

· Effective cost cutting measures and a re-branding exercise whereby the colleges in the Group are now commonly named SEGi College;

· Launched 17 new 3+0 undergraduate programmes in collaboration with Australia and United Kingdom universities in January 2006;

· Embarking on new courses in niche areas such as tourism, project management, nursing, hospitality management and games technology;

· Entering into various training and management agreements to conduct training programmes for organisational clients;




· Relocating its Subang Jaya college to a stand-alone building with full campus facilities. This has enhanced the new student intake of the Group, especially its full-time and foreign students; and

· Disposal of certain properties which will reduce the gearing and interest costs of the Group.


With these concrete measures taken, the Group expects to see improvement in its performance in the current year.

4.
Profit forecast



 
Not applicable.

5.
Tax Expenses
 

	
	Current quarter ended
	Cumulative quarter ended

	
	31 December 2005
	31 December 2005

	
	(RM’000)
	(RM’000)

	Current tax expense
	
	

	- current
	1,155
	1,409

	- prior year
	(135)
	(135)

	
	1,020
	1,274

	
	
	

	Deferred tax expense
	
	

	- current
	(306)
	(306)

	- prior year
	54
	54

	
	(252)
	(252)

	
	
	

	Total
	768
	1,022


6.
Unquoted investments and properties


 
For the financial year to-date, the Company and Group disposed the following properties:

In the previous quarters,
a. the Company disposed four units of office lots in Cheras Business Centre, Kuala Lumpur for a total consideration of RM434,000. This resulted in a gain on disposal of RM19,000;


b. the Company disposed 3 units of 4-storey shophouses in Plaza Mahkota, Melaka for a total consideration of RM1,225,000, resulting in a loss on disposal of RM389,000;


c. Prestige Front Sdn Bhd, a wholly owned subsidiary of the Company disposed two units of 4-storey shop offices at Jalan Klang Lama, Kuala Lumpur for a total consideration of RM1,200,000. This resulted in a loss on disposal of RM574,000; 


In the current quarter,

d. the Company disposed three units of office lots in Cheras Business Centre, Kuala Lumpur for a total consideration of RM343,000. This resulted in a gain on disposal of RM23,000;


e. SEG Equity Sdn Bhd, a wholly owned subsidiary of the Company disposed a freehold land located in Sungai Penaga, Mukim Damansara for a total consideration of RM4,170,000, resulting in a loss on disposal of RM22,000.


There were no sales of unquoted investments in the current quarter.



7.
Quoted investments

There were no sales or purchases of quoted investments in the current quarter.


Investment in quoted securities as at 31 December 2005:

	
	Cost
	Book value
	Market Value

	
	(RM’000)
	(RM’000)
	(RM’000)

	Total quoted securities
	3,260
	3,260
	625

	Less : Diminution in value
	-
	(176)
	-

	Balance as at 31 December 2005
	3,260
	3,084
	625


8.
Status of corporate proposal announced
a) On 17 October 2005, the Company and its wholly-owned subsidiaries, SEG Equity Sdn Bhd, Systematic NVQ Consultants Sdn Bhd, Systematic Computer Centre Sdn Bhd and Organizational Resources Sdn Bhd (“ORSB”) (hereinafter referred to as “Vendors”) entered into a Share Sale Agreement to dispose of all the shares owned by the Vendors in the following subsidiary companies for a sale consideration of RM4,450,000 - 

i) Varia Gaya Sdn Bhd

ii) Systematic Secretarial Centre Sdn Bhd

iii) Maktab Cambridge Sdn Bhd

iv) Mutu Unggul Sdn Bhd

v) ORSB Centre for Professional Education Sdn Bhd

b)   On 21 September 2005, ORSB entered into a Sale of Business Agreement to dispose of its business centres in Miri and Bukit Mertajam for a sale consideration of RM2,750,000.


The proposed disposals as listed above were completed on 15 December 2005.



9.
Borrowing and debt securities
 


	
	31 December 2005

	
	(RM’000)

	Current
	

	- Secured
	18,893

	- Unsecured
	1,725

	
	20,618

	Non-current
	

	- Secured
	47,178

	- Unsecured
	60,000

	
	107,178

	
	

	
	127,796




 
The above borrowings are denominated in Ringgit Malaysia.

10.
Off balance sheet financial instruments


There were no financial instruments with off balance sheet risk as at 

24 February 2006.

11.
Changes in material litigation

There are no pending material litigations as at 24 February 2006 except as follows:

On 31 May 2005, Shaw Commercial Institution Sdn Bhd (“Shaw”), a wholly-owned subsidiary of the Company, received a writ and statement of claim filed by Wismuda Sdn Bhd (‘Wismuda”) for the sale by Wismuda to Shaw of the property held under the issue document of title Geran 43527, Lot No. 13, Pekan Subang Jaya, Selangor to be set aside. The receiver for Wismuda who executed the sale and purchase agreement has been named as the first defendant and Shaw as the second defendant. This matter is now at the stage of case management.

Shaw has also since the receipt of the writ and statement of claim filed an application to strike out the above claim on the basis that the claim discloses no reasonable cause of action, or is scandalous, frivolous or vexatious, or it is otherwise an abuse of the process of the court. The decision for the said application is fixed to be delivered on 1 March 2006.


12.
Dividend


 
As at 31 December 2005, no dividend has been declared for the financial year under review.

The Board of Directors is recommending a first and final dividend of 2% less tax for the financial year ended 31 December 2005, subject to the approval of shareholders at the forthcoming Annual General Meeting.

13. Earnings per share

The basic and diluted earnings per share have been calculated based on the consolidated net profit for the period and on the weighted average number of ordinary shares in issue during the period. 


Basic earnings per share
	

	Current Quarter Ended
	Comparative Quarter Ended
	 Cumulative to-date
	Cumulative to-date

	
	31/12/2005
	31/12/2004
	31/12/2005
	31/12/2004

	
	(RM’000)
	(RM’000)
	(RM’000)
	(RM’000)

	Earnings

     Net (loss)/profit for the     
     period
	(1,004)
	(38)
	227
	9,321

	
	(‘000)
	(‘000)
	(‘000)
	(‘000)

	Weighted average number of ordinary shares
	88,510
	88,046
	88,865
	84,095

	 Basic (loss) /earnings per share (sen)
	(1.13)
	(0.04)
	0.26
	11.08


Diluted earnings per share


	
	Current Quarter Ended
	Current Quarter Ended
	 Cumulative to-date
	 Cumulative to-date

	
	31/12/2005
	31/12/2004
	31/12/2005
	31/12/2004

	
	(RM’000)
	(RM’000)
	(RM’000)
	(RM’000)

	Earnings

     Net (loss)/profit for the period 
	(1,004)
	(38)
	227
	9,321

	
	(‘000)
	(‘000)
	(‘000)
	(‘000)

	Weighted average number of 
   ordinary shares

Effect of share options


	88,510

-
	88,046

1,098
	88,865

464
	84,095

876

	Weighted average number of   
   ordinary shares (diluted)
	88,510
	89,144
	89,329
	84,971

	Diluted earnings per share (sen)
	(1.13)
	(0.04)
	0.25
	10.97
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