HEXZA CORPORATION BERHAD (8705-K)            


Quarterly report on consolidated results for the second financial quarter ended 31 July 2006


A

NOTES TO THE INTERIM FINANCIAL REPORT

A1.
Accounting policies and method of computation

The interim financial report has been prepared in accordance with Financial Reporting Standard (FRS) 134 “Interim Financial Reporting” and Chapter 9 Part K of the Listing Requirements of Bursa Malaysia Securities Berhad. 

The quarterly financial statements under review have been prepared based on the same accounting policies and methods of computation as compared with those adopted for the financial statements for the year ended 31st January 2006 except for the adoption of the 18 new and revised Financial Reporting Standards (FRS) which are effective during the financial year. 

The significant effects of the changes in accounting policies resulting from the adoption of new and revised FRSs are as follows:

(a)
FRS 3 – Business Combination
The adoption of the new FRS 3 has resulted in the Group ceasing annual amortisation of goodwill.   Goodwill is carried at cost less accumulated impairment losses and is subjected to impairment test at least annually, in accordance to FRS 136, Impairment of Assets.  Any impairment loss is recognised to the Income Statement and subsequent reversal is not allowed.  Prior to the adoption of this new FRS, goodwill was amortised on a systematic basis following an assessment of the economic useful life of the assets of 25 years.  In accordance with the transitional provisions, the restated carrying amount of goodwill as at 1 February 2006 of RM2,129,365 (refer (c) below) has ceased to be amortised.   The effect of this non-provision has resulted in an increase of profit by RM71,390 for the financial year todate.
In addition, FRS 3 also requires negative goodwill to be recognized in the Income Statement immediately and the recognition of negative goodwill in the Balance Sheet is prohibited.  The negative goodwill which had arisen in prior years is to be adjusted to the opening retained profits.  Prior to the adoption of this new FRS, the Group has taken up the negative goodwill as reserves on consolidation under Equity.  The transitional provisions of the Standard require the restated carrying amount of the reserve on consolidation amounting to RM734,999 (after  the reclassification of RM64,000 to identifiable intangible assets) at 1 February 2006 to be adjusted against the opening retained profits.   The restatement of the comparative amounts as at 31 January 2006 are summarised in (c) below.
(b)
FRS 101 - Presentation of Financial Statements
The adoption of the revised FRS 101 has affected the presentation of minority interests, share of net after-tax results of associates and other disclosures.  In the consolidated Income Statement, minority interests are presented as an allocation of the total profit or loss for the period and in the consolidated Balance Sheet, minority interests are now presented within the total equity.  A similar requirement is also applicable to the Statement of Changes in Equity.  In addition, on the face of the Statement of Changes in Equity, total recognised income and expenses for the period have to be separately allocated between the equity holders of the parent and minority interests.
(c)
Restatement of comparative amounts

The adoption of new and revised FRSs has given rise to material changes and effects, which resulted in prior year adjustments as follows: 

	
	At 31 January 2006

	
	As previously reported
	Effects of change in policy
	As restated

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	Identifiable intangible assets
	2,193
	(64)
	2,129

	Retained profits
	61,544
	           735
	62,279

	Reserves on consolidation
	799
	(799)
	-

	
	
	
	


A2.

Qualification of audit report
The audited financial statements for the preceding financial year ended 31st January 2006 was not subject to any qualification.

A3.

Seasonal or cyclical factors



There are no seasonal or cyclical factors affecting the interim operations.

A4.
Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size, or incidence

There are no items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size or incidence for the current year to date.

A5.

Changes in estimates of amounts reported in prior interim periods of the current financial year or in prior financial years

There were no material changes in the amount of estimates reported in prior financial years that have a material effect in the current interim period.
A6.
Issuances, cancellations, repurchases, resale and repayments of debt and equity securities

There are no issuances, cancellations, repurchases, resale and repayments of debt and equity securities for the current year to date.
A7.

Dividend paid

 
There was no dividend paid during the quarter under review.
A First and Final Dividend of 4.0% less income tax amounting to RM1,850,252 in respect of the financial year ended 31st January 2006 has been paid on 30th August 2006.

A8.

Segment revenue and segment result

Information on business segments for the current financial year to date is as follows:-

	
	
	Manufacturing
	Investment
	Others
	Eliminations
	Consolidated

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

	REVENUE
	
	
	
	
	

	External sales 
	72,632
	1,192
	1,684
	-
	75,508

	Inter-segment sales
	722
	-
	-
	(722)
	-

	
	Total revenue
	73,354
	1,192
	1,684
	(722)
	75,508

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	RESULT
	
	
	
	
	

	Operating profit
	7,450
	1,469
	291
	-
	9,210

	Interest expense
	
	
	
	
	(198)

	Interest income
	
	
	
	
	257

	Income tax expense
	
	
	
	
	(1,244)

	
	Profit after taxation
	
	
	
	
	8,025

	
	
	
	
	
	
	


A9.
Valuations of property, plant and equipment


The valuations of property, plant and equipment have been brought forward, without amendment from the previous annual financial statements.

A10.
Material subsequent event


There are no material events subsequent to the end of period reported on to the date of this report which have not been reflected in the financial statement for the quarter ended 31st July 2006.
A11.
Change in composition of the Group


There are no changes in the composition of the Group for the current financial year to date including business combination, acquisition or disposal of subsidiaries and long term investments, restructuring and discontinuing operations except for Summit Imaging Technologies Sdn. Bhd., an associated company of the Company which has been placed under members’ voluntary liquidation on 24 February 2006.  
A12.
Contingent liabilities or contingent assets


There is no change in contingent liabilities or contingent assets since the last annual balance sheet date to the date of this report.

A13.
Capital commitments

	The Group has the following capital commitments as at 31st July 2006:

	

	
	RM’000
	

	
	
	

	Approved but not contracted for
	11
	

	
	
	

	Contracted but not provided for
	992
	

	
	
	

	
	1,003
	


B
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD
B1.

Review of performance

The Group achieved a revenue of RM75.51 million as compared to RM67.91 million in the previous financial year, an improvement of 11.2%, while profit before tax of RM9.27 million is marginally lower by 0.7% as compared to RM9.33 million previously.  The performance was affected by higher raw material costs with consequential pressure on margin.
B2.

Comparison with immediate preceding quarter’s results


Revenue for the quarter at RM41.78 million was 23.9% higher as compared to RM33.72 million in the immediate preceding quarter.    The corresponding profit before tax at RM5.37 million was 37.7% higher than RM3.90 million previously.  The improved results for the quarter were due to higher capacity utilisation and higher sales.
B3.
Prospects


The Board is of the opinion that the overall performance of the Group for the current financial year will be comparable to that of the previous year, if not better.
B4.
Comparison with profit forecast



This note is not applicable.

B5.
Income Tax



Taxation comprises:-

	

	Individual period
	
	Cumulative period

	
	Current year quarter  

31/7/2006
	
	Preceding year corresponding quarter 

31/7/2005
	
	Current year to date  

31/7/2006
	
	Preceding year corresponding period 

31/7/2005

	
	
	
	
	
	
	
	

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

	Estimated current Malaysian taxation
	770
	
	635
	
	1,329
	
	1,747

	Deferred taxation
	(295)
	
	588
	
	37
	
	339

	
	475
	
	1,223
	
	1,366
	
	2,086

	
	
	
	
	
	
	
	

	Over provision   
	
	
	
	
	
	
	

	  in prior years
	(106)
	
	-
	
	(122)
	
	-

	Real Property
	
	
	
	
	
	
	

	  Gain Tax
	
	
	56
	
	
	
	56

	
	369
	
	1,279
	
	1,244
	
	2,142

	
	
	
	
	
	
	
	


The effective tax rate of the Group for the year to date is lower than the statutory income tax rate due mainly to the availability of reinvestment allowances.
B6.
Sale of unquoted investments and/or properties

There is no sale of unquoted investment or properties for the period under review.  

B7.
Purchase or disposal of quoted securities

(a)
There was no purchase or disposal of quoted securities in the quarter under review.
(b) Investments in quoted securities as at 31st July 2006 are as follows:-

	
	
	RM’000

	
	
	

	(i)
	Total investments at cost
	12,940

	
	
	

	(ii)
	Total investment at carrying value 
	12,859

	
	
	

	(iii)
	Total investments at market value 
	12,859


B8.

Status of Corporate proposals

There are no corporate proposals announced as at the date of this report.

B9.

Group borrowings and debt securities

Group borrowings as at 31st July 2006 consist of the following:

	


	RM’000

	Bankers’ acceptances
	2,442

	Term loan
	1,788

	
	4,230

	Less: Amount due within 12 months
	(3,142)

	Non-current portion
	1,088


The term loan is denominated in Ringgit Malaysia and the Group have no debt securities as at 31st July 2006.
B10.
Off balance sheet financial instruments
There is no financial instrument with off balance sheet risk as at the date of this report that might materially affect the position or business of the Group.
B11.
Changes in material litigation

There were no changes in material litigation since the last annual balance sheet date.

B12.
Dividend

No interim dividend has been declared.
B13.
Earnings per share

(a)
The basic earnings per ordinary share of RM0.50 each are calculated as follows:

	
	Individual period
	
	Cumulative period

	
	Current year quarter  

31/7/2006
	
	Preceding year corresponding quarter 

31/7/2005
	
	Current year to date  

31/7/2006
	
	Preceding year corresponding period 

31/7/2005

	Net profit attributable to ordinary shareholders
	
	
	
	
	
	
	

	(RM’000)
	4,832
	
	4,420
	
	7,770
	
	6,817

	
	
	
	
	
	
	
	

	Basic earnings per share
	
	
	
	
	
	

	Weighted average number of ordinary shares of RM0.50 each
	128,489,691
	
	128,489,691
	
	128,489,691
	
	128,489,691

	
	
	
	
	
	
	
	

	Basic earnings per ordinary share of RM0.50 each (sen)
	3.76
	
	3.44
	
	6.05
	
	5.31



b)
Diluted earnings per share

The fully diluted earnings per ordinary share of the Company in the second quarter of the current financial year has not been presented as the average fair value of the shares of the Company is lower than the exercise price for the conversion of options under the Executive Share Option Scheme to ordinary shares.   The effect would be anti-dilutive to the earnings per ordinary share.
By Order of the Board,

Ms CHONG YOKE SENG 

COMPANY SECRETARY
21 September 2006
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