Shangri-La Hotels (Malaysia) Berhad 

(10889-U)

(Incorporated in Malaysia)

ANNOUNCEMENT OF UNAUDITED CONSOLIDATED RESULTS

FOR THE SECOND QUARTER AND HALF YEAR ENDED 30 JUNE 2006


Notes PURSUANT TO FINANCIAL REPORTING STANDARD 134 (“frs 134”)

A1 
Accounting Policies 


The financial statements of the Group for the current reporting period have been prepared in accordance with FRS 134 - Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of the Bursa Malaysia Securities Berhad (“Bursa Malaysia”), and should be read in conjunction with the Group’s financial statements for the year ended 31 December 2005.


The Group has applied the same accounting policies and methods of computation in the financial statements for the current reporting period compared with the audited financial statements of the Group for the year ended 31 December 2005 except that the Group has changed certain of its accounting policies following its adoption of the new and revised FRSs issued by the Malaysian Accounting Standards Board (“MASB”) which became effective for financial periods beginning on or after 1 January 2006.  

The Group adopted the following new and revised FRSs which are relevant to its operations with effect from 1 January 2006. 

FRS 3 
Business Combinations


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


FRS 121
The Effects of Changes in Foreign Exchange Rates


FRS 127
Consolidated and Separate Financial Statements


FRS 128
Investments in Associates


FRS 132
Financial Instruments : Disclosure and Presentation


FRS 133
Earnings Per Share


FRS 136
Impairment of Assets


FRS 140
Investment Property


Apart from the above, the Group will be adopting the revised FRSs below with effect from financial period beginning 1 January 2007.  These FRSs are applicable for financial periods beginning on or after 1 October 2006 and are not expected to have a material impact on the Group’s financial statements.


FRS 117
Leases


FRS 124
Related Party Disclosures
Notes PURSUANT TO FRS 134

A1.1
Changes in Accounting Policies Effective 1 January 2006 


The changes in accounting policies that have a significant impact on the Group’s financial statements are described below.  The implementation of FRS 116 and FRS 140 has been applied retrospectively, and FRS 3 prospectively in accordance with the provisions of the new and revised accounting standards.  

(i)
FRS 116 – Property, Plant and Equipment
The adoption of FRS 116 has resulted in a change in accounting policy for the Group’s hotel properties, freehold and leasehold land
.  
In accordance with the provisions of FRS 116, the underlying building and integral plant and machinery of a hotel property are now stated at cost less accumulated depreciation and impairment losses.  The underlying freehold land on which hotel properties are situated is also stated at cost less impairment losses.  In addition, the leasehold land of a hotel property and other leasehold land are stated at cost and amortised on a straight line basis over the period of the lease.  Hotel properties are now classified as property, plant and equipment.
Prior to 1 January 2006, the underlying building and integral plant and machinery of a hotel property were stated at valuation and no depreciation was provided.  Further, the underlying freehold land and leasehold land of a hotel property and other leasehold land were stated at valuation.  Leasehold land was not amortised except where the remaining lease period is 50 years or less.





Effect of Adopting FRS 116

The adoption of FRS 116 resulted in a decrease in the Group’s shareholders’equity at 1 January 2005 by RM499.591 million.  
Balance Sheet
As at 30.6.2006


RM’000

As at 31.12.2005


RM’000

Hotel properties

- Decrease in hotel properties

- Reclassification to property, plant and 
equipment
(460,138)

(440,288)


(452,010)

(448,416)



Property, plant and equipment

- Decrease in property, plant and equipment

- Reclassification from hotel properties
(154,531)

440,288
(154,438)

448,416

Increase in deferred tax assets
9,132
8,648

Increase in tax recoverable
4,989
4,989

Decrease in total assets
(600,548)
(592,811)





Asset revaluation reserve

- Decrease in asset revaluation reserve
- Transfer to capital reserve
(208,985)
(205,869)
(208,985)
(205,869)

Capital reserve

- Transfer from asset revaluation reserve 
205,869
205,869

Decrease in retained profits
(310,131)
(302,984)

Decrease in shareholders’ equity 
(519,116)
(511,969)

Decrease in minority interests
(22,574)
(22,081)

Decrease in total equity
(541,690)
(534,050)

Decrease in deferred tax liabilities
(59,079)
(58,982)

Increase in taxation
221
221

Decrease in total equity and liabilities
(600,548)
(592,811)

Notes PURSUANT TO FRS 134
A1.1
Changes in Accounting Policies Effective 1 January 2006 


Effect of Adopting FRS 116 – Property, Plant and Equipment (cont’d)


Income Statement

6 months ended


30.6.2006


RM’000

6 months ended


30.6.2005


RM’000

Decrease in operating profit

Decrease in profit before taxation
Decrease in taxation
Decrease in profit for the period

Decrease in profit attributable to:

Shareholders of the Company 

Minority interests
(8,221)

(8,221)

581
(7,640)

(7,147)

(493)
(7,597)

(7,832)

1,147
(6,685)

(6,191)

(494)

Decrease in basic earnings per ordinary share 


(1.62 sen)

(1.41 sen)



(ii)
FRS 140 – Investment Property


In line with FRS 140, the Group’s investment properties continue to be stated at fair value. The changes in fair values of investment properties are now recognised directly in the income statement.  Prior to 1 January 2006, such changes were taken to the asset revaluation reserve unless the total of the reserve is insufficient to cover a deficit for the same asset, in which case the amount by which the deficit exceeds the amount in the revaluation reserve was charged to the income statement.



Effect of Adopting FRS 140


The adoption of FRS 140 resulted in an increase in the Group’s shareholders’equity at 1 January 2005 by RM44.888 million.  There is no financial impact on the profit for the periods ended 30 June 2006 and 30 June 2005.
Balance Sheet

As at 30.6.2006

RM’000

As at 31.12.2005


RM’000

Investment properties

- Increase in investment properties

- Reclassification from property, plant 
equipment 
47,261


2,174
47,261


2,174

Property, plant and equipment

- Reclassification to investment properties 
(2,174)
(2,174)

Increase in total assets
47,261
47,261





Increase in retained profits
44,888
44,888

Increase in shareholders’ equity 
44,888
44,888

Increase in deferred tax liabilities
2,373
2,373

Increase in equity and liabilities
47,261
47,261

NOTES PURSUANT TO FRS 134
A1.1
Changes in Accounting Policies Effective 1 January 2006 



(iii)
FRS 3 – Business Combinations 


In accordance with FRS 3, if the fair value of the net assets acquired in a business combination exceeds the consideration paid (i.e an amount arises which would have been known as negative goodwill under the previous accounting policy), the excess is recognised immediately in the income statement as it arises.  Prior to 1 January 2006, this was shown as a separate item on the face of the Group’s consolidated balance sheet and was stated at cost.

The change in accounting policy has been applied prospectively in accordance with the transitional provisions of FRS 3, whereby the negative goodwill as at 31 December 2005 of RM2.874 million was derecognised at 1 January 2006 with a corresponding adjustment to the Group’s opening accumulated losses as at that date.





A1.2
FRS 101 – Presentation of Financial Statements
The adoption of FRS 101 has affected the presentation of minority interests, share of net after tax results of associates 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.  In addition, the movement of minority interests is now shown in the consolidated statement of changes in equity.

The current period’s presentation of the financial statements of the Group is prepared in accordance with the revised requirements of FRS 101, with the comparatives restated to conform with this financial period’s presentation. 













































































































































A2
Audit Report of the Group’s preceding annual Financial Statements 

There was no qualification in the audit report of the Group’s financial statements for the year ended 31 December 2005.

A3
Seasonal or Cyclical Factors

The business operations of the Group have not been materially affected by seasonal or cyclical factors during the financial period ended 30 June 2006.
A4
Unusual Items affecting Assets, Liabilities, Equity, Net Income or Cash Flows 


There were no unusual items affecting assets, liabilities, equity, net income or cash flows of the Group during the financial period ended 30 June 2006 other than as disclosed under Note A1.1.


A5
Material Changes in Estimates

There were no changes in estimates of amounts reported in prior interim periods or changes in estimates of amounts reported in prior financial years, which have a material effect on the financial statements for the second quarter ended 30 June 2006.
A6
Debt and Equity Securities

There were no issuance and repayment of debts and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the financial period ended 30 June 2006.
Notes PURSUANT TO FRS 134
A7
Dividends paid

A final dividend of 5 sen or 5% per share less tax at 28% for the financial year ended 31 December 2005 amounting to RM15.840 million was paid on 19 June 2006. An interim dividend of 3.0 sen or 3.0% per share less tax at 28% amounting to RM9.504 million for the year ended 31 December 2005 was paid on 17 November 2005.
A8
Segmental Reporting


The segmental analysis of the Group’s revenue and results for the financial period ended 30 June 2006 is set out below.


(All figures in RM’000)
Hotels & Resorts
Investment Properties
Others
Elimination
Consolidated Total


Segment Revenue 







Revenue from external customers
142,770
6,623
645
   -
150,038


Inter-segment revenue
-
983
1,108
(2,091)
-


Total revenue
142,770
7,606
1,753
(2,091)
150,038










Segment Results  







Operating profit
22,171
3,994
3,505
(4,351)
25,319


Interest expense
(2,675)
-
(635)
259
(3,051)


Interest income
118
169
37
(259)
65


Share of results of associates
(2,172)
-
-
-
(2,172)


Profit before taxation
17,442
4,163
2,907
(4,351)
20,161


A9
Valuation of Group’s Investment Properties

In accordance with the Group’s accounting policy, the Group’s investment properties were revalued by WM Malik & Kamaruzaman, a firm of independent professional valuers as at 31 December 2005 on an open market basis for existing use.


The valuations of the Group’s investment properties as at 30 June 2006 have been brought forward, without amendments from the valuations as at 31 December 2005.

A10
Material Events Subsequent to the End of the Current Financial Period

In the opinion of the Directors, there was no item or event of a material or unusual nature which has occurred between 30 June 2006 and the date of this report that would materially affect the results of the Group for the financial period ended 30 June 2006.
A11
Changes in the Composition of the Group

There were no changes in the composition of the Group during the financial period ended 30 June 2006.
A12
Changes in Contingent Liabilities or Contingent Assets


There have been no changes in the contingent liabilities or assets of the Group since the last annual balance sheet date as at 31 December 2005 to the date of this report.

A13
Capital Commitments

Capital commitments for property, plant and equipment and investment properties not provided for as at 30 June 2006 are as follows: -




RM’000


Authorised and contracted for

59,469


Authorised but not contracted for

30,533




90,002

Notes PURSUANT TO FRS 134
A14
Related Party Transactions
6 months ended 30.6.2006


RM’000

Transactions with subsidiaries of the ultimate holding company 

Management, marketing and reservation fees to
4,380
Shangri-La International Hotel Management Ltd and Shangri-La International

Hotel Management Pte Ltd, wholly-owned subsidiaries of Shangri-La Asia Limited.

Transactions with corporations in which Mdm Kuok Oon Kwong and Mr. Kuok Khoon Ho, 

Directors of the Company, have indirect financial interests
-
Insurance premium to Jerneh Insurance Berhad
1,044
-
Project management fees to PPB Hartabina Sdn Bhd
68
Notes Required BY the listing requirements OF BURSA MALAYSIA – PART a OF APPENDIX 9b

B1
Review of Group Results 1st Half 2006 vs 1st Half 2005


In the half year to 30 June 2006, the Group recorded revenues of RM150.038 million, an increase of RM19.575 million or 15% from RM130.463 million in the corresponding period ended 30 June 2005.


Group pre-tax profit at RM20.161 million was however, 23% lower compared with RM26.143 million in the first half of 2005, which included a significant gain of RM12.191 million arising from the sale of the Group’s 30% interest in Johdaya Karya Sdn Bhd.  Excluding this gain, the Group’s pre-tax profit for the period at RM20.161 million was up 45% compared with RM13.952 million in the first half of 2005.  The increase was primarily attributable to stronger operating performances across the Group’s hotels and resorts, as a result of healthy growth in both occupancy levels and average room rates.


Meanwhile, Rasa Sayang Resort in Penang remained closed from 1 December 2004 for a major redevelopment programme with completion due in the fourth quarter of this year.


In the 2006 first half, Shangri-La Hotel Kuala Lumpur achieved a 4% rise in total revenues to RM67.134 million, whilst pre-tax profit grew by 5% to RM12.647 million.  The hotel’s average room rate was up 5% on 2005 and occupancy for the period was 69%.


In Sabah, Rasa Ria Resort performed strongly, helped by buoyant market conditions.  The resort raised its occupancy to 80% from 73% in the previous year, and the average room rate improved by nearly 21%.  Total revenues for the period at RM29.764 million were 26% higher than in 2005, with pre-tax profit up 113% to RM7.751 million.

Golden Sands Resort in Penang also delivered a strong performance benefiting from higher leisure demand.  Occupancy at the resort was 78% versus 64% last year, with average room rate rising by 11%.  The resort generated a 32% growth in total revenues to RM25.869 million and pre-tax profit increased by 64% to RM6.818 million.


At the same time, there was good progress at Traders Hotel Penang owing to increased corporate business.  The hotel’s total revenues went up by 21% to RM17.796 million, resulting in an improved pre-tax profit of RM3.137 million.  Room occupancy at the hotel was 79%, up from 67% in 2005, and the average room rate rose by 11%.

UBN Tower and UBN Apartments, the Group’s investment properties in Kuala Lumpur produced combined rental revenues of RM7.606 million, a 12% improvement when compared with RM6.767 million in the first six months of 2005, mainly reflecting a steady increase in occupancy rates at UBN Tower during the period.

For the first half of 2006, the Group’s share of losses in associates was higher at RM2.172 million against RM1.101 million in the same period in 2005.  This was because the Group no longer equity accounted for the 30% share of profits in Johdaya Karya Sdn Bhd after it was divested in May 2005.  The net loss of RM2.172 million pertains to the Group’s share of losses in Traders Hotel Yangon, its 23.53% associate hotel in Myanmar.
Notes Required BY the listing requirements OF BURSA MALAYSIA – PART a OF APPENDIX 9b

B2
Comparison of Group Results 2nd Quarter 2006 vs 1st Quarter 2006

Group revenue for the second quarter ended 30 June 2006 was RM70.727 million, a decrease of 11% from RM79.311 million reported in the first quarter ended 31 March 2006.  In line with the lower revenue, Group profit before tax declined to RM4.467 million compared with RM15.694 million for the first three months of 2006.  The reduced performance of the Group in the second quarter of 2006 mainly reflected lower occupancy levels at the Group’s hotels and resorts, most notably at Rasa Ria Resort and Golden Sands Resort.

Room occupancy at Rasa Ria Resort for the 2006 second quarter was 71%, down from 90% in the 2006 first quarter, while occupancy at Golden Sands Resort fell from 84% to 74%, resulting in reduced business levels in both rooms and food and beverage operations.  Lower results at Shangri-La Hotel Kuala Lumpur also reflected softer corporate demand during the quarter.  The hotel’s occupancy eased to 66% against 72%, and total revenues at RM32.148 million were 8% lower than in the first quarter of 2006.  In addition, Traders Hotel Penang experienced a small drop in occupancy from 80% to 78%, with total revenues declining by 6% on the 2006 first quarter largely on account of reduced food and beverage sales.


In the second quarter of 2006, the combined rental revenues from UBN Tower and UBN Apartments showed a 7% increase to RM3.923 million compared with RM3.683 million for the first quarter ended 31 March 2006.
B3
Prospects for 2006

The overall outlook for the Group’s hotel business is expected to remain encouraging, with continuing healthy demand trends in both the leisure and business travel markets.  This should help the Group’s hotels and resorts to deliver good operating performances for the remainder of the year.

At the same time, the office property rental market in Kuala Lumpur is also anticipated to benefit further from improving levels of demand as the year progresses amidst better economic prospects.
Notes Required BY the listing requirements OF BURSA MALAYSIA – PART a OF APPENDIX 9b

B4
Variance on Profit Forecast / Profit Guarantee
Not applicable.

B5
Taxation


The tax charge of the Group for the financial period under review is as follows: -


3 months ended
6 months ended


30.6.2006
30.6.2005
30.6.2006
30.6.2005


RM’000
RM’000

(Restated)
RM’000
RM’000

(Restated)

Current taxation





-
Company and subsidiaries
1,799
1,827
4,932
3,621







Deferred taxation
681
43

1,822
981

(Over)/Under provision in prior years





-
Company and subsidiaries
-

-
-
-


2,480
1,870
6,754
4,602


The effective tax rate for the six-month period ended 30 June 2006 was 33.5%. This was higher compared with the statutory tax rate of 28% because the net losses incurred in certain companies cannot be offset against the taxable profits of other companies in the Group.
B6
Sale of Unquoted Investments and/or Properties


There were no sales of unquoted investments and/or properties during the financial period ended 30 June 2006.

B7
Quoted Securities

(a)
There were no purchases or disposals of quoted securities during the financial period ended 30 June 2006.

(b)
There were no investments in quoted securities as at 30 June 2006.

B8
Status of Corporate Proposals 

There were no corporate proposals and unutilised proceeds raised from any corporate proposals as at the date of this report.

B9
Group Borrowings and Debt Securities


The Group borrowings as at 30 June 2006 comprise the following: -



Short Term
Long Term
Total



RM’000
RM’000
RM’000








Secured

-

-

-








Unsecured
110,442*
53,268
163,710















110,442
53,268
163,710







*
Amounts drawndown include USD5.010 million from an offshore bank in Labuan.


There were no debt securities in the current financial period ended 30 June 2006.

Notes Required BY the listing requirements OF BURSA MALAYSIA – PART a OF APPENDIX 9b

B10
Off Balance Sheet Financial Instruments

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

B11
Changes in Material Litigation

There was no material litigation pending as at the date of this report.
B12
Dividend

The Directors have declared an interim dividend of 3.0 sen or 3.0% per ordinary share less tax at 28% in respect of the financial year ending 31 December 2006 (2005 interim dividend: 3.0 sen or 3.0% per ordinary share less tax at 28%), which will be paid on Friday, 17 November 2006.

NOTICE IS HEREBY GIVEN that the interim dividend will be payable to shareholders whose names appear in the Record of Depositors on Friday, 27 October 2006.

A Depositor shall qualify for entitlement to the dividend only in respect of:-

(i) Shares transferred into the Depositor's securities account before 4.00 p.m. on Friday, 27 October 2006 in respect of transfers.

(ii) Shares bought on the Bursa Malaysia Securities Berhad on a cum entitlement basis according to the Rules of the Bursa Malaysia Securities Berhad.
B13
Earnings per Share 

The basic earnings per ordinary share for the six (6) months ended 30 June 2006 has been calculated as follows: -



3 months ended
6 months ended



30.6.2006
30.6.2005

(Restated)
30.6.2006
30.6.2005

(Restated)


Profit attributable to the shareholders of the Company (RM’000)
1,130
16,199
11,078
20,815


No. of ordinary shares in issue   (‘000)
440,000
440,000
440,000
440,000


Basic Earnings Per Share (Sen)
0.26
3.68
2.52
4.73

Diluted Earnings per Share

Not applicable.

Kuala Lumpur



By Order of the Board

23 August 2006



Rozina Mohd Amin







Company Secretary

