HUP SENG INDUSTRIES BERHAD (226098-P)              
(Incorporated in Malaysia)                                                           
EXPLANATORY NOTES TO THE INTERIM FINANCIAL STATEMENTS
FOR THE FINANCIAL QUARTER ENDED 30 JUNE 2007

1. Basis of Preparation 

The interim financial statements are unaudited and have been prepared in accordance with the reporting requirements outlined in the Financial Reporting Standards (“FRS”) 134 –“Interim Financial Reporting” issued by the Malaysian Accounting Standards Board (“MASB”) and Paragraph 9.22 of the Bursa Malaysia Securities Berhad (“Bursa”) Listing Requirements and should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 December 2006.These explanatory notes attached to the 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 the Group since the financial year ended 31 December 2006.



2. Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year 31 December 2006 was not qualified.

3. Comments About Seasonal or Cyclical Factors

The Group’s business operations are normally affected by seasonal factors occurring in certain periods of the financial year, such as Hari Raya Puasa, Chinese New Year, etc.

4. Unusual Items Due to their Nature, Size or Incidence

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows for the cumulative financial period ended 30 June 2007.
 

5. Changes in Estimates

There were no changes in estimates that have had a material effect in the current quarter results.

6. Debt and Equity Securities

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the financial period to date.


7. Dividends Paid
 
There was no dividend paid for the current financial period to date.    




                                                                                                                                                                                                                                                                                                                                                                                                                      
8. Segmental Information

Segmental information is presented on the basis of geographical segments; segment revenue is based on the geographical location of customer.

	
	Quarter ended
	
	6 months cumulative to date

	
	30.06.2007
	
	30.06.2006
	
	30.06.2007
	
	30.06.2006

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

	Revenue
	
	
	
	
	
	
	

	Malaysia
	37,983
	
	37,292
	
	74,501
	
	69,895

	Overseas
	13,218
	
	10,640
	
	24,437
	
	19,647

	
	51,201
	
	47,932
	
	98,938
	
	89,542

	
	
	
	
	
	
	
	

	Segment results
	
	
	
	
	
	
	

	Malaysia
	2,013
	
	3,112
	
	4,793
	
	5,478

	Overseas
	115
	
	741
	
	127
	
	1,688

	
	2,128
	
	3,853
	
	4,920
	
	7,166

	Other income
	56
	
	34
	
	118
	
	63

	Unallocated expenses
	(589)
	
	(644)
	
	(1,181)
	
	(1,197)

	Finance cost
	(1)
	
	-
	
	(5)
	
	(1)

	Income tax expenses
	(738)
	
	(729)
	
	(990)
	
	(1,395)

	Profit for the period 
	856
	
	2,514
	
	2,862
	
	4,636


9. Carrying Amount of Revalued Assets

The valuations of property, plant and equipment have been brought forward without amendment from the financial statements for the year ended 31 December 2006. 

10. Subsequent Events

There were no material events subsequent to the end of the current quarter. 


11. Changes in Composition of the Group

There were no changes in the composition of the Group for the current quarter and financial year to date. 


12. Changes in Contingent Liabilities and Contingent Assets

The Group has no contingent liabilities or contingent assets since the last annual balance sheet as at 31 December 2006. 






 

13. Capital commitments

The amount of commitments are as follows:

	
	RM’000

	Approved and contracted for:
	

	Purchase of plant and equipment
	1,247

	         Purchase of leasehold property
	1,620

	
	2,867

	
	


14. Significant Related Party Transactions



	
	Current
 quarter ended 30.06.2007
	6 months cumulative to date 30.06.2007
	

	
	RM
	RM
	Relationship

	Related parties
	
	
	

	Rental of premises payable to:
	
	
	

	Hup Seng Brothers Holdings Sdn. Bhd.
	36,300
	72,600
	Certain directors of the Company and subsidiaries are also directors and shareholders of Hup Seng Brothers Holdings Sdn. Bhd.

	
	
	
	

	-Tiong Bee Industries Sdn. Bhd.  
	15,000
	30,000
	Certain directors of the Company are also directors of Tiong Bee Industries Sdn. Bhd.

	Purchase of packing materials from:
	             
	
	

	-Tomypak Holdings Berhad  
	           593,604
	      1,166,900    
	A director of the subsidiary is also substantial shareholder of Tomypak Holdings Berhad and shareholder of Hup Seng Industries Berhad.

	
	
	
	
	
	
	


15. Performance Review

The Group’s revenue for the current quarter ended 30 June 2007 increased to RM51,201,000 from RM47,932,000 in the quarter ended 30 June 2006 while the profit before tax has decreased to RM1,594,000 from RM3,243,000  for the respective periods. The result for the current quarter is adversely affected by higher costs of certain raw materials.  

Revenue for the six months ended 30 June 2007 has increased to RM98,938,000  as compared with the preceding year corresponding period of RM89,542,000 while the profit before tax has decreased to RM3,852,000 when compared with the preceding year corresponding period of RM6,031,000. The increase in prices of certain raw materials during the first half of the year depressed the profit performance.


16. Comment of Material Change in Profit Before Taxation

Group’s revenue has increased to RM51,201,000 in the current quarter ended 31 March 2007 as compared to RM47,737,000  in the preceding quarter. 

Profit before tax for the current quarter has decreased to RM1,594,000 as compared to RM2,258,000 in the preceding quarter. Profit in the preceding quarter is higher mainly due to a write back of provision for tax penalty amounting to RM833,270.

17. Commentary of Prospects
 
Though anecdotal evidence does appear to suggest a general strengthening in consumer confidence attributable, in part, to the country’s firm economic outlook and expected multiplier effect from the Ninth Malaysia Plan, operating environment is expected to remain highly competitive. The Group will raise prices, cull unprofitable products, and speed up production and distribution rationalization to prepare for a lasting rise in commodity and energy prices. 

18. Profit Forecast or Profit Guarantee

The disclosure requirements for explanatory notes for the variance of actual profit after tax and minority interest and forecast profit after tax and minority interest and for the shortfall in profit guarantee are not applicable.

19. Income Tax Expense


	
	Quarter ended
	
	6 months
 cumulative to date

	
	30.06.2007
	30.06.2006
	
	30.06.2007
	30.06.2006

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	Income Tax 
	
	
	
	
	

	
	
	
	
	
	

	-Current year 
	497
	565
	
	853
	1,218

	-Deferred Taxation
	241
	164
	
	137
	177

	
	738
	729
	
	990
	1,395


	Major components of tax expenses 
	
	Current
	6 months

	
	
	Quarter ended
	C cumulative to date

	
	
	30.06.2007
	30.06.2007

	
	
	RM’000
	RM’000

	Current tax expense
	
	497
	853  

	Deferred tax expenses
	
	241
	137  

	
	
	738 
	990  

	
	
	
	

	Profit before taxation
	
	1,594  
	3,852  

	
	
	
	

	Tax at the statutory income tax rate of 27%
	
	430  
	1,040  

	Add/(Less):
	
	
	

	- Effect of preferential tax rate of 20%  
	
	
	

	   on chargeable income for qualified
	
	 
	 

	   small & medium enterprise
	
	 (12) 
	(26) 

	- Effect of changes in tax rates
	
	           40   
	-  

	- Income not subject to tax
	
	 -   
	(225)

	- Effect of expenses with double deduction 
	
	(11)
	   (94)

	- Effect of utilisation of reinvestment allowance
	
	 -   
	(89)

	- Expenses not deductible for tax purposes
	
	 88 
	181

	- Under provision for deferred tax expenses in prior year
	
	  203 
	203

	Income tax expenses 
	
	738
	990

	Effective tax rate
	
	46.3%
	25.7%

	
	
	
	

	
	


20. Sale of Unquoted Investments and Properties

There were no sale of unquoted investments and properties for the current quarter and financial period to date.


21. Quoted Securities

There were no purchase and sale of quoted securities for the current quarter and financial period to date.


22. Corporate Proposals

There were no corporate proposals announced but not completed not earlier than seven (7) days from 15 August 2007.

23. Borrowings and Debt Securities

There were no group borrowings and debt securities as at the end of the reporting period.



       

24. Off Balance Sheet Financial Instruments

There were no financial instruments with off balance sheet risk not earlier than seven (7) days from 15 August 2007.

25. Changes in Material Litigation

There were no material litigation not earlier than seven (7) days from 15 August 2007.



26. Dividend Payable

The Board of Directors do not recommend the payment of any dividend for the financial quarter under review.


27. Earnings Per Share

(a) Basic

Basic earnings per share is calculated by dividing the net profit for the period by the weighted average number of ordinary shares in issue during the period. 


	
	Current quarter
ended
	6 months cumulative to date 

	
	30.06.2007
	30.06.2007

	
	RM
	RM

	Net profit for the period (RM’000)
	856
	  2,862 

	Weighted average number of ordinary shares in issue (‘000)
	60,000
	60,000

	Basic earnings per share (sen)
	1.43
	4.77


(b) Diluted
 
No diluted earnings per share is calculated as there is no potential dilutive ordinary shares.



28. Authorisation for Issue

The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution of the directors on 15 August 2007.







By Order of the Board

Woo Ying Pun
Leong Siew Foong
Company Secretaries
Johor Bahru

Dated: 15 August 2007






