THE STORE CORPORATION BERHAD (Company No: 252670-P)

(Incorporation in Malaysia)
NOTES TO INTERIM FINANCIAL REPORT

A1.   
Basis of preparation

The interim financial report of the Group is unaudited and has been prepared in accordance with Financial Reporting Standard (“FRS”) 1342004, Interim Financial Reporting, and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad. The report should be read in conjunction with the audited financial statements of the Group for the financial year ended 30 September 2006.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the annual audited financial statements for the financial year ended 30 September 2006 except for the adoption of the following new or revised FRSs which became effective for financial periods beginning on and after 1 January 2006 / 1 October 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 117
Leases

FRS 124
Related Party Disclosures

FRS 127
Consolidation 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 138
Intangible Assets

FRS 140
Investment Properties

The adoption of the new or revised FRSs does not have any significant financial impact on the Group other than for the effects of FRS 3, FRS 101 and FRS 140. The principal effects of the changes in accounting policies resulting from the adoption of these new or revised FRSs by the Group are as follows:
(a)
FRS 3: Business Combinations
The adoption of FRS 3 has resulted in the Group ceasing annual goodwill amortisation and recognition of “negative goodwill” immediately in the income statement.

Goodwill is carried at cost less impairment losses and is now tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognised in income statement and subsequent reversal is not allowed. Previously, goodwill was amortised on a straight line basis over a period of 10 years. 
Accordingly, the balance unamortized goodwill with a carrying value of RM11,311,000 as at 1 October 2006 shall henceforth continue to be carried forward without amortisation but will be subject to impairment testing. This change in accounting policy has been applied prospectively and as such there is no restatement of comparative amounts.

The negative goodwill which represents the excess of fair value of the net assets acquired over the consideration paid in a business combination, after reassessment, is now recognised immediately in the income statement as it arises. Previously, this was taken up as reserve on consolidation and was stated at cost less accumulative amortisation.

The reserve on consolidation of RM8,175,000 as at 1 October 2006 have been derecognised with a corresponding adjustments to unappropriated profit.

The aforesaid changes in accounting policies has increased the Group’s profit after tax for the three months ended 31 March 2007 attributable to a reduction of net amortisation charges of RM229,900.
(b)
FRS 101: Presentation of Financial Statements
The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net results of associates and other disclosures. In the consolidated balance sheet, minority interest is now presented within equity. In the consolidated income statement, minority interest is presented as an allocation of the profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and minority interest.

The presentation of the Group’s financial statements of the current period is based on the revised requirements of FRS 101, with comparatives restated to conform to the current period’s presentation.
(c)
FRS 140: Investment Properties
The adoption of the new FRS 140 has resulted in a change in accounting policy for investment properties. Investment properties are now stated at fair value. Gains or losses arising from changes in the fair values of investment properties are recognised in profit/loss in the period in which they arise. Prior 1 October 2006, investment properties were stated at cost less accumulated depreciation and any impairment losses.
A2.   
Auditors’ Report

There were no qualification on auditors’ report of the audited financial statements for the financial year ended 30 September 2006.
A3.   
Seasonal or Cyclical Factors

The business operations of the Group are generally affected by the major festive seasons.
A4.   
Unusual Items Affecting Assets, Liabilities, Equity, Net Income or Cashflow

There were no items affecting assets, liabilities, equity, net income or cash flows that are unusual because of their nature, size or incidence for the period ended 31 March 2007 except for the net gain of RM250,000 arising from disposal of 475,400 treasury shares as disclosed in A6 and statement of changes in equity.
A5.  
Changes in estimates of amounts reported in prior interim periods of the current financial year or in prior financial years.

There was no material changes in estimates of accounts reported in prior interim period of the current financial year or in prior financial years.

A6.   
Issuances and Repayments of Debt and Equity Securities

During the current financial quarter, a total of 115,400 treasury shares were sold through the open market for an aggregate net proceeds of RM350,000 resulting in a net gain of RM69,000.
The number of treasury shares held in hand as at 31 March 2007 are as follows:

	
	Number of shares
	Amount

RM’000

	Balance as at 1 October 2006
	1,285,000
	3,144

	
	
	

	Increase in treasury shares
	1,000
	3

	
	
	

	Disposal of treasury shares
	(475,400)
	(1,160)

	
	
	

	Total treasury shares as at 31 March 2007
	810,600
	1,987


The repurchased transactions were financed by internally generated funds. The repurchased shares are held as treasury shares in accordance with the requirements of Section 67A of the Companies Act, 1965.
Other than the above, there were no other issuances and repayments of debt and equity securities, share buy-back, share cancellations, shares held as treasury shares and resale of treasury shares by the Company for the current financial quarter and period ended          31 March 2007.
A7.      Dividends Paid

A first and final dividend of 7% less 27% tax amounting to RM3.43 million in respect of financial year ended 30 September 2006 (30.9.2005 : 6% less 28% tax of RM2.87 million) would be paid on 20 June 2007.  The dividend in respect of financial year ended 30 September 2006 was payable in respect of all ordinary shares in issue at the date of the financial statements, excluding those ordinary shares held as treasury shares under share buy-back.
A8. 
Segmental Report

No segmental analysis is prepared as the Group is primarily engaged in retail operations in Malaysia.
A9.     
Property, Plant and Equipment

Property, plant and equipment are stated at historical cost / valuation less accumulated depreciation and impairment losses.
During the period, the Group carried out a revaluation on its freehold land and buildings giving rise to a surplus of RM56.38 million. This resulted to a revaluation reserve of RM40.60 million and deferred tax of RM15.78 million.
This represents a change in the accounting policy whereby the Group will carry out a regular valuation of its freehold land and building.

There were no other material acquisition and disposal of property, plant and equipment by the Group during the financial quarter and period ended 31 March 2007.
A10.    
Material Events Subsequent to the End of the Interim Period

i)
On 20 April 2007, The Board of Directors of The Store Corporation Berhad (“TStore” or the “Company”) is pleased to announce that the Company is proposing to undertake a private placement of up to 6,850,000 new ordinary shares of RM1.00 each in TStore representing approximately 10% of the existing issued and paid-up share capital of TStore.

ii)
The Board of Directors of The Store Corporation Berhad is pleased to announce that its wholly-owned subsidiary Pacific Hypermarket & Departmental Store Sdn Bhd had on 27 April 2007 entered into Sale and Purchase Agreements with LKD Management Sdn Bhd to acquire retail spaces known as Unit 1-888, Unit 2-888 and Unit 2.26 in Batu Pahat Mall for a total cash consideration of RM59,358,140.

iii)
On 14 May 2007, The Board of Directors of The Store Corporation Berhad (“TStore Corp”) is pleased to announce an internal reorganisation and rebranding exercise involving the convention of all outlets presently operating under Fajar Retail Enterprise Sdn Bhd (“Fajar”) into The Store (Malaysia) Sdn Bhd (“TStore Malaysia”)outlets, effective from 16 May 2007.


Fajar is a wholly-owned subsidiary of Larut Matang Supermarket Holdings Berhad, which in turn has TStore Corp as its ultimate holding company. TStore Malaysia is also a wholly-owned subsidiary of TStore Corp. Fajar is principally involved in the operation of supermarkets and departmental stores. At present, Fajar is operating fourteen (14) outlets in Perak, Selangor, Malacca, Johore and Kuala Lumpur.
The Reorganisation is undertaken to facilitate central planning and control, in order to achieve greater management efficiency. The Reorganisation is also intended to optimize the utilisation of financial and human resources through economies of scale and to minimize the duplication of functions. The rebranding of the outlets will also better reflect the ownership of the outlets, and to streamline the outlets' identity under the TStore name.

The Reorganisation does not have any effect on the issued and paid up capital of the Company, nor does it have any material effect on the net assets, earnings per share or gearing of the TStore group of companies, or on the shareholdings of the Company's substantial shareholders.

No approval for the Reorganisation is required from the shareholders of TStore Corp or from the Securities Commission. To the best knowledge of the Company, none of the directors or major shareholders of the Company and/or persons connected to them has any interest, direct or indirect, in the Reorganisation. After consideration of all aspects of the Reorganisation, the Board is of the opinion that it is in the best interests of TStore Corp.

Other than the above, there are no material events subsequent to the end of the financial quarter and period ended 31 March 2007 that have not been reflected in the financial statements as at the date of this report.

A11.
Changes in the Composition of the Group

There were no changes in the composition of the Group for the current financial quarter and period ended 31 March 2007 except for the followings:
On 13 October 2006, the Company acquired 5,811,391 ordinary shares of RM1.00 each in Larut Matang Supermarket Holdings Berhad (Larut Matang), which constituted 54.74% of Larut Matang’s issued share capital, for a revised total cash consideration of RM39,372,139.00. With the completion, Larut Matang has become a wholly-owned subsidiary of The Store.

A12.
Contingent Assets or Liabilities

There are no material contingent assets or liabilities as at the date of this report.

A13. 
Capital Commitments

As at 31 March 2007, the Group has no material capital commitments in respect of property, plant and equipment 

NOTES TO BURSA MALAYSIA’S LISTING REQUIREMENTS

B1. 
Review of Performance of the Company and its Principal Subsidiaries

Group revenue for the 6 months financial period under review was RM1,058.18 million as compare to RM865.79 million in the previous correspondence period, an increase of 22.22%. Profit before tax has increased by 55.59% from RM32.90 million to RM51.19 million. The Group sales and profitability have continued to increase with contribution from Larut Matang, new outlets and improvement in other income which include the recognition of negative goodwill of RM15.75 million arising from the acquisition of Larut Matang.
The results for the current financial year have not been affected by any transaction or event of a material or unusual nature which has arisen between 30 September 2006 and the date of this announcement.

B2.
Material Changes in the Quarterly Results Compared to the Results of the Preceding Quarter

Group revenue for the financial quarter under review was RM505.89 million, a drop of 8.40% as compared with the preceding quarter revenue of RM552.29 million. Profit before tax for the current quarter was RM27.10 million, an increase of 12.45% as compared with RM24.10 million recorded in the preceding quarter. The drop in revenue was mainly due to one (1) major festival i.e. Chinese New Year in the quarter under review, as compare to three (3) major festivals i.e. Deepavali, Hari Raya and Christmas in the preceding quarter. The increase in profit before tax was mainly attributable to the recognition of the negative goodwill of RM15.75 million. 
B3.     
Prospects for Current Financial Year

The local retail environment is expected to remain challenging and competitive.  However, with the current steady economic growth and continual aggressive promotional activities by the Group, barring unforeseen circumstances, the Group expects to achieve a satisfactory performance for the financial year ending 30 September 2007.
B4.
Variance of Actual Profit from Forecast Profit


The Group did not issue any profit forecast nor profit guarantee during the current financial year to date.
B5.      Taxation


Taxation comprises:
	
	
	
	
	6 months ended
31 March 2007

	
	
	
	
	RM`000

	Tax Expense :

- Current year
Deferred Tax :

- Current year 


	
	
	
	10,517
   (400)
------------

10,117
=======




The Company’s effective tax rate is higher the statutory tax rate as certain expenses are not deductible for tax purposes.
B6.     Profits on Sale of investments and/or Properties

There were no profits on sale of investments and/or properties for the current financial quarter and period ended 31 March 2007.
.
B7.     Quoted Securities
a) There were no material purchases and disposals of quoted securities of the Group for the current financial quarter and period ended 31 March 2007.
b) Total investments in quoted securities of the Group as at 31 March 2007, are as follows:-
	
	RM`000

	At cost

Less : Provision for diminution in value
	12
(5)

	At book value
	             7

	Market value
	11


B8.
Status of Corporate Proposals
There were no corporate proposals announced by the Group but not completed as at       31 March 2007.
B9.     Group Borrowings

Total group borrowings as at 31 March 2007 are as follows: -

	
	
	    RM’000

	Long term borrowings

Secured 


	
	

	Medium Term Notes (“MTN”)
Term Loans

   Total outstanding balances

   Repayments due within the next 12 months
	
	150,000
---------------
  5,639
  (1,147)

	
	
	--------------

	                     
	
	  4,492

	
	
	--------------

	Hire purchase and Finance lease liabilities 
	
	

	   Total outstanding balances
	
	   2,837

	   Repayments due within the next 12 months
	
	   (1,927)

	
	
	--------------

	
	
	    910

	
	
	--------------

	Total
	
	155,402

	
	
	=======

	
	
	

	
	
	RM’000

	Short term borrowings
	
	

	
	
	

	Secured:
	
	

	   Commercial Papers

   Long term loans (current portion)

   Bankers acceptance
	
	39,832
1,147
4,371

	Unsecured:

   Bank Overdrafts

Total :
	
	--------------

45,350
359
-------------

45,709

	
	
	=======



All borrowings are in Malaysian Ringgit.
B10.   
Off Balance Sheet Financial Instruments

The Group has not entered into any financial instruments with off balance sheet risk as at the date of this report.

B11.    
Material Litigation

1.
Summit Parade Sdn Bhd (“Summit”) issued a letter of demand dated 5 August 2002 on The Store and its subsidiary, The Store (Malaysia) Sdn Bhd (collectively known as the “Defendants”), claiming for allegedly unpaid rental amounting to RM4,669,628. This sum is disputed by the Defendants and the Defendants have instituted proceedings against Summit in the Kuala Lumpur High Court via Originating Summons No. D7-24-283-2002 seeking for, inter alia, a declaration whether the amount claimed by Summit is due and payable by the Defendants and for an order to restrain Summit from filing, presenting, advertising and/or gazetting winding up proceedings against the Defendants. The matter has been heard on 2nd and 3rd March 2004 and on 12th March 2004, the High Court has dismissed the Defendants’ Originating Summon on the ground that there are several disputes as to the facts of the case and as such it is not suitable to be decided in an originating summons action. The High Court has nevertheless, granted the Defendants liberty to refile the claim against Summit in a writ action. 

In view of the court’s direction, Summit has served on the Defendants a Writ 23-72-2004 dated 2nd July 2004 filed in the Muar High Court claiming for, inter alia, alleged unpaid rental to date amounting to RM5,143,762. The Defendants has replied with the Defence and Counterclaim, whereby the sum claimed is disputed by the Defendants. The Defendant is counter-claiming for damages, of which the quantum is to be assessed by the court, for breach of tenancy agreement by Summit. The matter is now fixed for further continued trial on 20 July 2007.
Pending the disposal of the said Originating Summons, Summit has via Batu Pahat Sessions Court Summons No. D-54-10-2002 obtained a distress order against the Defendants for RM719,103 as the alleged outstanding rental. Subsequently, the Defendants had via Originating Summons No. S-24-3403-2002 obtained an injunction against Summit and/or its agent from proceeding further in respect of the distress proceeding. On 31st January 2003, the Defendants filed an application in the Batu Pahat Sessions Court to set aside the distress order. As there is a pending case in the High Court, the Sessions Court does not wish to proceed until the settlement of the High Court case. The matter has been fixed for further mention on 14 December 2006. On 14 December 2006, the Court decided to put this matter into abeyance pending the disposal of the aforesaid High Court matter and that no mention date will be issued therein. 
Based on the professional advice, the Board is of the opinion that there is a reasonable prospect of success in this case.

2.
ZKP Development Sdn Bhd (“ZKP”) issued a letter of demand dated 5th August 2002 on The Store and its subsidiary, The Store (Malaysia) Sdn Bhd (collectively known as the “Defendants”), claiming for allegedly unpaid rental amounting to RM4,675,886.33. This sum was disputed by the Defendants and the Defendants had instituted proceedings against ZKP in the Kuala Lumpur High Court via Originating Summons No. S-24-3404-2002 seeking for, inter alia, a declaration on whether the amount claimed by ZKP is due and payable by the Defendants and for an order to restrain ZKP from proceeding further in this matter and/or distress proceedings.  The Penang High Court had granted ZKP’s application to transfer the case to the Penang High Court. 
At the Penang High Court, ZKP has applied for summary judgment against the Defendants, which has been dismissed by the Court on 12th August 2005. ZKP is appealing against the decision, which was also dismissed by the court, however ZKP has appealed against the decision to the Court of Appeal. The case has now been fixed on 18 July 2007 for hearing and the on our part has been fixed on        30 July 2007 for mention.
Based on the professional advice, the Board is of the opinion that there is a reasonable prospect of success in this case.

B12.   
Dividend

No interim dividend has been recommended by the Board for the financial period ended    31 March 2007.
B13.
Earnings Per Share

Basic earnings per share is calculated by dividing the Group’s net profit for the period by the weighted average number of ordinary shares in issue during the period, disclosed as follows:-



6 months

ended    


31 March 2007

(i)
Net profit for 


          the year
 



(RM’000)



41,073

(ii)    Weighted average



number of ordinary



shares in issue (‘000)



67,693


Basic earnings per share (sen)
60.7
The weighted average number of ordinary share in issue has been adjusted to take into consideration the treasury shares as at 31 March 2007. As such, the computation of the basic earnings per share has also been adjusted accordingly. The Company does not have any dilutive potential ordinary shares outstanding as at 31 March 2007.  Accordingly, no diluted earnings per share are presented.

