MBM RESOURCES BERHAD                                           

( 284496 – V )


A - EXPLANATORY NOTES PURSUANT TO FRS 1342004
    ( 1 )
Basis of Preparation

The interim financial report is unaudited and has been prepared in accordance with FRS 1342004 :  Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad and should be read in conjunction with the audited financial statements for the year ended 31 December 2005.

The significant accounting policies and method of computation adopted are consistent with those adopted in the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new or revised Financial Reporting Standards (“FRS”) where applicable to the Company, effective for the financial period beginning 1 January 2006 :

FRS 2                    Share-based Payment

FRS 3

Business Combinations

FRS 5

Non-current Assets held for Sales and Discontinued Operations

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 Effect of Changes in Foreign Exchange Rates

FRS 127

Consolidated and Separate Financial Statements

FRS 128

Investments in Associates

FRS 131

Interests in Joint Ventures

FRS 132

Financial Instruments: Disclosure and Presentation

FRS 133

Earnings Per Share

FRS 136

Impairment of Assets

FRS 138

Intangible Assets

FRS 140

Investment Property

In addition to the above, the Group has also taken the option of early adoption of FRS 117 Leases for the financial period beginning 1 January 2006.

The adoption of FRS 102, 108, 110, 116, 121, 127, 128, 131, 132, 133, 136 and 140 do not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are discussed below:-
a) FRS 2: Share-based Payment

This FRS requires an entity to recognise share-based payment transactions in its financial statements, including transactions with employees or other parties to be settled in cash, other assets, or equity instruments of the entity or entity’s parent or another entity in the same group as the entity.

The Company operates an equity-settled, share-based compensation plan for the eligible employees of the Group, namely the MBM Resources Berhad Employee Share Options Scheme (“ESOS”). Prior to 1 January 2006, no compensation expense was recognised in profit or loss for share options granted. With the adoption of FRS 2, the compensation expense relating to share options is recognised in profit or loss over the vesting periods of the grants with a corresponding increase in equity.

Under the transitional provisions of FRS 2, this FRS must be applied to share options that were granted after 31 December 2004 and had not yet vested on 1 January 2006. Share options granted under the above ESOS during financial year 2005 has been fully vested and as such, no impact to the financial statements.

For the current quarter under review, no share option under the ESOS is granted to employees of the Group.
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b) FRS 3: Business Combinations

The adoption of this new FRS has resulted in the Group ceasing annual goodwill amortisation. Goodwill is carried at cost less accumulated 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 profit or loss and subsequent reversal is not allowed. Prior to 1 January 2006, goodwill was amortised on a straight-line basis over the shorter of its estimated useful life or 25 years. This change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006. The transitional provisions of FRS 3, however, have required the Group to eliminate at 1 January 2006 the carrying amount of the accumulated amortisation of RM1,068,000 against the carrying amount of goodwill. The carrying amount of goodwill as at 1 January 2006 of RM13,946,000 ceased to be amortised. This has the effect of reducing the amortisation charges in the current quarter and year to date  by RM136,000 and RM272,000. 

Under FRS 3, any excess of the Group’s interest in the net fair value of acquirees’ identifiable assets, liabilities and contingent liabilities over cost of acquisitions (previously referred to as “negative goodwill”), after reassessment, is now recognised immediately in profit or loss. Prior to 1 January 2006, negative goodwill was amortised over the shorter of its estimated useful life or 25 years. In such cases, it was recognised in profit or loss as those expected losses were incurred. In accordance with the transitional provisions of FRS 3, the negative goodwill as at 1 January 2006 of RM10,095,000 was derecognised with a corresponding increase in retained earnings.  

c) FRS 5: Non-current Assets Held for Sale and Discontinued Operations

An item is classified as held for sale if its carrying amount will be recovered principally through a sale transaction rather than through continuing use. The carrying amount of the asset held for sale is recognized at the lower of carrying amount and fair value less costs to sell. 

d) FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, 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. 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 to minority interest.

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation as disclosed in Note 3.

e) FRS 117: Leases

The adoption of the revised FRS 117 has resulted in a retrospective change in the accounting policy relating to the classification of leasehold land. The up-front payments made for the leasehold land represents prepaid lease payments and are amortised on a straight-line basis over the lease term. A lease of land and building is apportioned into a lease of land and a lease of building in proportion to the relative fair values of the leasehold interests in the land element and the building element of the lease at the inception of the lease. Prior to 1 January 2006, leasehold land was classified as property, plant and equipment and was stated at cost/valuation less accumulated depreciation and impairment losses. 
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e )
FRS 117 : Leases ( contd.)
Upon the adoption of the revised FRS 117 at 1 January 2006, the unamortised revalued amount of leasehold land is retained as the surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions of FRS 117. The reclassification of leasehold land as prepaid lease payments has been accounted for retrospectively and as disclosed in Note 3, certain comparative amounts as at 31 December 2005 have been restated.

   ( 3 )
Comparatives


The following comparative amounts have been restated due to the adoption of new and revised FRSs :

	
	
	Adjustment
	

	
	Previously 
	FRS 101
	FRS 117
	

	
	stated
	(Note 2(d))
	(Note 2(e))
	Restated

	
	RM’000
	RM’000
	RM’000
	RM’000

	At 31 December 2005
	
	
	
	

	
	
	
	
	

	Property,Plant & Equipment
	168,033
	
	( 30,213 )
	137,820

	Prepaid lease payments
	-
	
	30,213
	30,213

	
	
	
	
	

	3 months ended 30 June 2005
	
	
	
	

	
	
	
	
	

	Operating expenses
	(229,838)
	229,838
	
	-

	Cost of sales
	-
	(217,565)
	
	(217,565)

	Administrative expenses
	-
	(5,575)
	
	(5,575)

	Selling and marketing expenses
	-
	(5,633)
	
	(5,633)

	Other expenses
	-
	(1,066)
	
	(1,066)

	Profit before tax
	21,058
	(2,217)
	
	18,841

	
	
	
	
	

	6 months ended 30 June 2005
	
	
	
	

	
	
	
	
	

	Operating expenses
	(430,251)
	430,251
	
	-

	Cost of sales
	-
	(402,542)
	
	(402,542)

	Administrative expenses
	-
	(12,734)
	
	(12,734)

	Selling and marketing expenses
	-
	(12,119)
	
	(12,119)

	Other expenses
	-
	(2,856)
	
	(2,856)

	Profit before tax
	38,842
	(4,727)
	
	34,115


    ( 4 )
Auditors’ Report of Preceding Annual Financial Statements


The auditors’ report on the financial statements of the Group and the Company for the year ended 31 December 2005 was not qualified.

    ( 5 )
Seasonal or Cyclical Factor


The main activity of the Group is in the distributorship of motor vehicles and is therefore dependent on the economy of the country.

    ( 6 )
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 financial period under review except as disclosed in Note 1.

    ( 7)
Changes in Estimates

There were no changes in estimates of amounts reported in prior financial years that have a material effect in the current period.
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 ( 8 )
Debts and Equity Securities


There were no issuances and repayment of debt securities, share buy-backs, share cancellation, shares held as treasury shares and resale of treasury shares for the financial period under review except for the following :-

Employee Share Option Scheme ( “ESOS”)

During the quarter ended 30 June 2006, pursuant to the Company’s ESOS the issued and paid-up capital of the Company was increased from RM235,637,667 to RM236,670,667 as a result of the exercise and allotment of 1,033,000 option shares of par value RM1.00 each as follows: 

	Option price per share
	No of  shares issued
	Cash Proceeds

	RM
	
	RM

	2.54
	310,000
	787,400

	2.43
	723,000
	1,756,890

	
	1,033,000
	2,544,290


Total number of unexercised share options as at 30 June 2006 was 8,837,000. 
( 9 )
Dividends Paid


The company did not pay any dividend during the quarter.  
( 10 )
Valuation of Property, Plant and Equipment 

 
The valuation of property, plant and equipment have been brought forward without amendment from the financial statements for the year ended 31 December 2005.


 ( 11 )
Segmental Reporting

	

	Period Ended 

30 June 2006

	
	Segment

Revenue
	Segment

Result

	
	RM’000
	RM’000

	Distribution &  Trading of motor vehicles & related activities 
	542,910
	25,407

	Manufacturing of automotive parts, trucks & vehicles body building and related activities
	46,316
	4,424

	Others
	21,555
	16,651



	
	610,781
	46,482

	Elimination
	(21,984)
	(21,076)

	
	
	









   588,797
  25,406


    ( 12 )
Subsequent Material Events 

There were no material events subsequent to the end of the current quarter except for the following :-

Issue of Shares

Subsequent to 30 June 2006, the company issued 282,000 and 669,000 ordinary shares of RM1.00 for cash pursuant to the Company’s ESOS at exercise prices of RM2.54 and RM2.43 per ordinary share respectively.

After taking into account these new shares, the paid-up capital of the company was increased to 

RM 237,621,667. 
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    ( 13 )
Changes in Composition of Group
During the quarter ended 30 June 2006, the company completed the acquisition of 42% equity interest of Hino Motors ( Malaysia) Sdn. Bhd and 100% owned subsidiary, Inai Benua Sdn.Bhd. The date of completion of both acquisitions was 25 May 2006.

    ( 14 )
Changes in Contingent Liabilities and Contingent Assets


As at the date of this report, the Company or the Group does not have any contingent liabilities or contingent assets and none has arisen since the last annual balance sheet date.

    ( 15 )
Capital Commitment


The amount of commitments for the purchase of property, plant and equipment not provided for in the interim financial statements as at 30 June 2006 is as follows : 

                                                                               RM’ 000


       Approved and contracted for      -        5,941                             

    ( 16 )
Review of Performance
Group revenue for the second quarter of 2006 was RM 317.4 million, as compared with RM 238.4 million for the same quarter of 2005, an increase of 33.1%. Group operating profit before taxation for the second quarter of 2006 was RM 37.0 million as compared with RM 18.8 million achieved in the second quarter of 2005, an increase of 96.4%.

Similarly, Group revenue for the year to date was RM 588.8 million, as compared with RM 442.3 million for the same period of 2005, an increase of 33.1%. Group profit before taxation for the year to date was RM 65.1 million as compared with RM 34.1 million achieved in the same period of 2005, an increase of 90.7%.

MBMR’s increase in Group profit before taxation for the current quarter and year to date was mainly due to overall better performance of operating subsidiaries and associate companies as compared to the preceding year’s corresponding period. 

     ( 17 )Comments on Material Change in Quarterly Profits Before Taxation

The Group’s profit before taxation for the current quarter ending 30 June 2006 is RM 37.0 million as compared to the preceding quarter of RM 28.1 million, an increase of 27.2% as compared to the preceding quarter. The increase in profit was mainly due to higher unit sales of operating subsidiaries and contribution from our associated companies. 

     ( 18 )Current  Year Prospect 

The performance of the Group is expected to be satisfactory in view of the anticipated higher contribution from our associated companies and manufacturing subsidiaries. 

     ( 19 )Variance from Profit Forecast and Profit Guarantee


The Company did not issue any profit forecast or profit guarantee for the year.
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     ( 20 )Taxation

	
	Current Quarter
	Year to date

	
	30/6/2006
	30/6/2006

	
	RM’000
	RM’000

	Current year’s provision                                                     
	4,002
	6,799

	Add / ( less ): Under / ( over ) provision in prior years
	-
	-

	
	4,002
	6,799

	Deferred taxation
	-
	-

	
	4,002
	6,799



           Effective tax rate




     29.6%                    29.5% 
            

The effective rate of taxation of the Group for the current quarter and year to date is higher at 29.6% and 29.5% than the statutory rate of taxation at 28% is due to expenses of certain subsidiaries not deductible for tax purposes. 

(21) Profit/(Loss) on Sales of Unquoted Investments and Properties

There are no sales of unquoted investments or properties for the current financial period.
     (22) Quoted Investments


During the period under review, the Company disposed of quoted investment in unit trust with carrying amount of RM12,559,194 for a cash consideration of RM12,836,455 which gave rise to a gain of RM277,261.00

There are no purchases of quoted securities for the current financial period.

     (23) Corporate Developments

    
The Company has made the following announcements to Bursa Malaysia:- 
                    ( i )
24 February 2006  -    The Company has entered into a Sale and Purchase Agreement with Med-Bumikar Mara Sdn. Bhd ( MBMSB ) and Arah Seraya Sdn.Bhd. ( ASSB ) to acquire 42.0% equity interest  in Hino Malaysia Sdn.Bhd ( HMM ) comprising 6,300,000 ordinary shares of RM1 each and 100% equity in Inai Benua Sdn.Bhd comprising 2 ordinary shares of RM1 each for a total consideration of RM25,830,000. The Agreement was completed on 

25 May 2006.

     (24)
Group Borrowings and Debt Securities


Group borrowings and debt securities as at the end of the reporting period :-

	
	Short Term Borrowings

RM ’000
	Long Term Borrowings

RM ’000

	Denominated in Malaysian Currency
	
	

	          Secured
	8,876
	10,176

	          Unsecured
	53,881


	40,000



	
	62,757
	50,176
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(25)
Financial Instruments with Off Balance Sheet Risk

a. As at the date of this announcement, the Group has the following foreign currency contract outstanding:

	Currency
	Contracted Amounts
	Equivalent in RM
	Expiry Date

	Yen
	518,635,610
	16,620,197
	1 Sept – 22 Sept 2006


    (  i )
The foreign currency contract is a forward contract of short term nature. There is no financial instruments with off balance sheet risk, and the Group does not calculate the difference between the contracted rates and the spot rates and therefore does not take up the difference in the income statement.

    ( ii )
The foreign currency contracts are entered into to hedge the Group’s purchases denominated in foreign currency. The contracted rates will be used to convert the Malaysian Ringgit to foreign currency.

    ( iii )
Forward foreign exchange contracts are used to firm the  exchange rate for payments in foreign currency. The maturity period for each contract depends on the payments date agreed with the suppliers. The hedging immunises the Group from market or other risks such that the values of the underlying liabilities are fixed. Besides a small fee, there are no other cash requirements for these contracts.

( The accounting policies adopted are consistent with those adopted in the audited financial statements for the year ended 31 December 2005.)

    (26)
Material Litigation


There is no material litigation as at the date of this reporting.

    (27)
Dividend


The Board is pleased to declare an interim gross dividend of 9.0 sen per share less taxation 28.0% amounting to approximately RM15,347,884 for the year ending 31 December 2006, to be paid on a date to be announced later. ( 2nd Qtr 2005 – Interim gross dividend 9.0 sen per share less taxation 28.0% for the year ending 31st December 2005).
    (28)  Earnings Per Share

Basic earnings per share for the second quarter of 2006 and period ended 30th June 2006 is calculated by dividing the net profit attributable to the shareholders of RM 27,989,000 and RM49,961,000 by the weighted average number of 235,534,000 ordinary shares in issue as at 30 June 2006. 

( Comparative basic earnings per share for the second quarter of 2005 and period ended 30 June 2005  was calculated by dividing the net profit attributable to the shareholders of  RM 13,011,000 and RM24,931,000 by the weighted average number of  234,765,000 ordinary shares  )  

Diluted earnings per share for the second quarter of 2006 and period ended 30 June 2006 is calculated by dividing the net profit attributable to the shareholders of RM 27,989,000 and RM49,961,000 by the weighted average number of ordinary shares in issue and issuable of 244,371,000 as at 30 June 2006. 

(Comparative diluted earnings per share for the first quarter of 2005 were not computed as the Company had no potential ordinary shares as at 30 June 2005).

	
	No of  Ordinary Shares of

RM1.00 each

	
	30 June 2006
	30 June 2005 

	Weighted average number of ordinary shares as at 
	235,534,000
	234,765,000

	Adjustment for assumed exercise of ESOS
	8,837,000
	-

	Adjusted weighted average number of ordinary shares in issue and issuable
	244,371,000
	234,765,000


BY ORDER OF THE BOARD

MBM RESOURCES BERHAD

SHAHRIZAT OTHMAN

COMPANY SECRETARY

KUALA LUMPUR                                                                          

DATED : 25 AUGUST 2006
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