SANICHI TECHNOLOGY BERHAD

Company No. 661826-K

(Incorporated in Malaysia)


A.
EXPLANATORY NOTES IN ACCORDANCE WITH FRS 134

A1.
Basis of Preparation

The unaudited condensed interim financial statements for the second quarter ended 31 December 2006 have been prepared in accordance with Financial Reporting Standards (“FRS”) No. 134 - Interim Financial Reporting (formerly known as MASB 26) issued by the Malaysian Accounting Standards Board (“MASB”) and Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”) for the MESDAQ Market (“MMLR”). The unaudited condensed interim financial statements should be read in conjunction with the audited financial statements of Sanichi Technology Berhad (“Sanichi” or "the Company") and its subsidiaries, namely Sanichi Precision Mould Sdn Bhd ("SPMSB") and Asia Pinnacle Sdn Bhd ("APSB") (collectively known as “Sanichi Group” or “the Group”), for the financial year ended ("FYE") 30 June 2006.

Changes in Accounting Policies

The accounting policies and presentations adopted by the Group for these interim condensed financial statements are consistent with the most recent audited financial statements for the financial year ended 30 June 2006 except for the adoption of the following new/revised FRS effective for financial periods beginning on or after 1 January 2006:

FRS 3

Business Combinations

FRS 101
Presentation 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

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

The following FRS has been issued and effective for the financial period beginning on or after 1 October 2006 but has not been adopted by the Company:-

FRS 117 
Leases

FRS 124
Related Party Disclosures

The directors anticipate that the adoption of FRS 117 and FRS 124 will not have a material impact on the interim financial statements.

A1.
Basis of Preparation (Cont’d)

The adoption of the above FRS does not have any significant financial impact on the Group for the current quarter under review except for the following:-

The adoption of FRS 136 has resulted in a change in the accounting policy relating to goodwill on consolidation. This adoption has resulted in the Group ceasing annual amortisation of goodwill. Instead, goodwill is tested annually for impairment or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognised in the income statements and subsequent reversal is not allowed.

Further, FRS 3 prohibits the creditation of negative goodwill and requires the release of negative goodwill to retained profit immediately. Accordingly, the balance of negative goodwill which has not been credited amounted to RM1,692,553 as at 1 July 2006 has been credited immediately to retained profit.
The following comparatives have been restated due to the adoption of FRS 3:

	
	
	As restated 

as at 

30 June 2006
	Previously stated as at 30 June 2006

	
	
	RM’000
	RM’000

	Balance sheet 

Shareholders’ equity
	
	
	

	
	
	
	

	Reserve on consolidation 
	
	-
	1,693

	Retained profit/(Accumulated loss)
	
	1,658
	(35)


A2.
Audit Report of Preceding Annual Financial Statements

The audited financial statements of the Company and its subsidiaries for the FYE 30 June 2006 were not subject to any qualification.

A3.
Seasonality or Cyclicality Factors

The Group’s operations for the current quarter under review were not significantly affected by any seasonal or cyclical factors.

A4.
Unusual Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flows

During the quarter, there were no items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature size or incidence.

A5.
Material Change in Estimates

There were no material changes in estimates of amounts reported in prior interim periods of the current financial year or in prior financial years that have a material effect on the results for the quarter under review.

A6.
Issuances, Cancellations, Repurchases, Resale and Repayments of Debt and Equity 
Securities
During the quarter, there were no issuance and repayment of debts and equity securities, share buy-backs, share cancellation, shares held as treasury shares and resale of treasury shares.

A7.
Dividend Paid 


There is no dividend paid during the quarter under review.

A8.
Segmental Reporting

The primary basis of segmental reporting of the Group is geographical segment. The Group’s result for the 6 months period to 31 December 2006 is as follows:- 

	 
	
	Segment Revenue

	
	
	RM’000

	Malaysia
	
	3,811

	Other ASEAN countries
	
	1,722

	European countries
	
	4,070

	Others
	
	2,059

	 
	
	11,662

	
	
	


Information on profit from each geographical segment is not available.

A9.
Valuation of Property, Plant and Equipment

There was no revaluation of the Group's property, plant and equipment brought forward from the previous annual audited financial statements.

 A10.
Material Events Subsequent to the End of the Quarter Under Review

Subsequent to the quarter, on 30 January 2007, SPMSB entered into a Sale and Purchase Agreement for the purchase of 60 years leasehold land containing an area measuring approximately 0.607 acre for a total purchase consideration of RM880,000.  

On 15 February 2007, the Board has approved its proposal to setup Sanichi Mould (Thailand) Co., Ltd. for expansion into Thailand. 
Save as disclosed above, there was no material event subsequent to the end of the quarter under review up to the date of this report which has not been reflected in the financial statements for the quarter under review.

A11.
Changes in the composition of the Group

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

A12.
Changes in Contingent Liabilities or Contingent Assets

There were no changes in contingent liabilities or contingent assets since the last annual balance sheet date up to the date of this report.

B.
ADDITIONAL INFORMATION REQUIRED BY MMLR (APPENDIX 9B)

B1.
Review of Group’s Results for the Current Quarter and Year-to-Date Ended 31 December 2006 

The Group’s profit after tax (“PAT”) for the quarter and 6 months period ended 31 December 2006 was RM1.441 million and RM3.055 million respectively. During the quarter, APSB has commenced its operations, which concentrates on producing advance plastic injection moulds. Revenue during the period for APSB was RM2.4 million. 

There is no comparison with the corresponding quarter results in the preceding year as this is only the first year of consolidated result of the Group to be submitted to Bursa Malaysia Securities Berhad. 

B2.
Variation of Results For the Current Quarter Ended 31 December 2006 Against Immediate Preceding Quarter 

The Group recorded an increase of 7.1% in its revenue to RM6.03 million in the second quarter ended 31 December 2006 against RM5.6 million in the first quarter  ended 30 September 2006 whilst profit before tax (“PBT”) decline by 32.7% to RM1.37 million in the second quarter ended 31 December 2006  as compared to RM2.03 million in the first quarter ended 30 September 2006.
Increase in sales during the quarter as compared to the immediate preceding quarter was mainly due to the increase in sales to Singapore. Reduction in PBT for the quarter was mainly due to the higher cost of sales as well as increase in fixed administrative expenses.
As stated in Note B1, APSB which was granted Pioneer Status for tax incentive purposes has commenced its operation. As a result of the foregoing, the Group’s effective tax rate for the quarter is lower than the immediate preceding quarter. 
B3.
Group’s Prospects for FYE 2007

Based on the performance up to the financial period ended 31 December 2006, the Group is confident that the forecasted results will be achieved. 
B4.
Variance of Profit Forecast

Sanichi had provided a consolidated profit forecast for the FYE 30 June 2007 in its prospectus dated 15 August 2006. An explanatory note on the variance between actual PAT and the forecast PAT, if any, will be provided in the Company’s announcement of its final quarter results.

B5.
Tax Expense 

Taxation comprises the following:-

	
	Individual quarter ended
	
	Cumulative quarter ended

	
	31 December 2006
	
	31 December 2005
	
	31 December 2006
	
	31 December 2005

	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000

	In respect of the     current period:-
	
	
	
	
	
	
	

	Taxation
	72
	
	n/a
	
	366
	
	n/a

	Deferred taxation
	9
	
	n/a
	
	135
	
	n/a

	 
	81
	
	n/a
	
	501
	
	n/a

	
	
	
	
	
	
	
	

	In respect of the     previous period:-
	
	
	
	
	
	
	

	Taxation
	(153)
	
	n/a
	
	(153)
	
	n/a

	Deferred taxation
	-
	
	n/a
	
	-
	
	n/a

	 
	(72)
	
	n/a
	
	348
	
	n/a


The effective tax rate of the Group’s current tax charge for the period was lower than statutory tax rate mainly due to tax incentives enjoyed by its subsidiaries, as explained by Note B2 above.
B6.
Profit on Sale of Unquoted Investments and Properties

There was no disposal of unquoted investments and properties during the quarter under review and financial year-to-date. 

B7.
Purchase and Disposal of Quoted and Marketable Securities

There was no purchase or disposal of quoted and marketable securities during the quarter under review and financial year-to-date.

B8.
Status of Corporate Proposals Announced

(i)
There were no corporate proposals announced but not completed during the quarter under review.
B8.
Status of Corporate Proposal Announced (Cont’d)

(ii)
Utilisation Of Proceeds Received From Public Issue 

As at 31 December 2006, the status of utilisation of the gross proceeds of RM15.86 million raised from the public issue of 30,499,980 new ordinary shares of RM0.10 each in Sanichi at an issue price of RM0.52 per share pursuant to the listing of Sanichi on the MESDAQ Market of Bursa Securities is as follows:

	
	
	Status of utilisation as at 31 December 2006

RM’000
	
	Timeframe for utilisation

	
	Proceeds

Raised

RM’000
	
	Amount

 not 

utilised 

RM’000
	

	Purpose
	
	
	
	

	Capital expenditure
	4,000
	1,349
	2,651
	By 7 September 2008

	Research & Development 
	2,000
	65
	1,935
	By 7 September 2008

	Repayment of bank borrowings
	4,000
	4,000
	-
	By 7 December 2006

	Working Capital
	4,160
	3,859
	301
	By 7 September 2008

	Estimated Listing Expenses
	1,700
	1,700
	-
	By 7 December 2006

	TOTAL 
	15,860
	10,973
	4,887
	


B9.
Group Borrowings and Debt Securities

The Group’s borrowings, all repayable in Ringgit Malaysia and secured, as at the end of the quarter under review are as follows:

	
	RM’000

	Short Term Borrowings
	

	Term Loans
	929

	Trade Financing
	316

	Hire Purchase Payables
	836

	
	2,081

	Long Term Borrowings
	

	Term Loans
	3,633

	Hire Purchase Payables
	764

	
	4,397

	Total
	6,478


The Group does not have any foreign borrowings and debt securities as at the date of this report.

B10.
Off Balance Sheet Financial Instruments


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

B11.
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.

B12.
Dividend Proposed



No dividend was declared or recommended for payment during the quarter under review.

B13.
Earnings Per Share (“EPS”)

Basic EPS 


	
	
	Cumulative quarter ended
	

	
	31 December

2006
	
	31 December 2005
	
	31 December

2006
	
	31 December 2005

	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000

	Profit for the period (RM’000)
	1,441
	
	n/a
	
	3,055
	
	n/a

	
	
	
	
	
	
	
	

	Weighted average number of shares in issue (‘000)
	113,500
	
	n/a
	
	103,886
	
	n/a

	
	
	
	
	
	
	
	

	Basic EPS (sen)
	1.3
	
	n/a
	
	2.9
	
	n/a


Basic EPS is calculated by dividing the net profit attributable to the ordinary equity holders of the parent by the weighted average number of ordinary shares in issue during the period.


Diluted EPS

The Group does not have any convertible securities and accordingly diluted EPS is not applicable.
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