HUNZA CONSOLIDATION BERHAD (297020-W)

QUARTERLY REPORT FOR THE PERIOD ENDED 30 JUNE 2007

Notes to the Interim Financial Statements: -             

A. Explanatory Notes to the Interim Financial Statements as required by FRS134

A1.
Basis of preparation

The interim financial statements of the Group for the quarter ended 30 June 2007 are unaudited and have been prepared in accordance with the requirements of FRS134: Interim Financial Reporting.

The interim financial statements should be read in conjunction with the audited financial statements of Hunza Consolidation Berhad Group (“the Group”) for the year ended 31 December 2006. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions so as to give a true and fair view of the state of affairs of the Group as of 30 June 2007 and of its results and cash flows for the period ended on that date.

A2.
Annual Audit Report

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

A3.
Changes in Accounting Policies
The significant accounting policies and methods of computation adopted by the Group in the interim financial statements are consistent with those of the audited financial statements for the year ended 31 December 2006.

A4.
Seasonality or cyclicality of operations
The Group’s performance is not significantly affected by any seasonal or cyclical factor for the financial year under review. 

A5.
Unusual items due to their nature, size or incidence

There were no unusual items affecting assets, liabilities, equity, net income or cash flows because of their nature, size, or incidence for the financial period under review, except for the following items:-










RM’000

Write back for diminution in value of investments in quoted shares

       376











  --------

A6.
Changes in estimates
There were no material changes in the estimates for the financial period under review.

A7.
Issuance, cancellations, repurchases resales and repayment of debt and equity securities

There were no issuance and repayment of debts and equity securities, share buy-backs, shares held and resale as of treasury shares during the financial period to date except as follows: 

The details of the treasury shares held as at 30.06.2007 are as follows:

	
	
	Number of shares

	Balance of treasury shares as at 1.1.2007
	
	433,400

	Shares bought back during the period
	
	      100

	
	
	________

	Balance of treasury shares as at 30.06.2007
	
	433,500

	
	
	========


As at 30 June 2007, all the above ordinary shares bought back are held as treasury shares in accordance with the requirements of Section 67A of the Companies Act, 1965. The prices paid for the shares ranged from RM0.40 to RM1.95 per share.

Subsequent to 30 June 2007, the Group has not bought back any ordinary shares.

As at 30 June 2007, a total of 1,923,000 share options had been allotted to employees of the Group under the Employee Share Option Scheme  (“ESOS”) since the inception of this scheme in September 2003. Further, 

as at 30 June 2007, a total of 1,471,000 share options of RM1 each under ESOS that had been granted to employees of the Group remain unexercised.

Subsequent to 30 June 2007, the Group has granted 55,000 share options under ESOS to employees and no ESOS has been exercised. The ESOS expires on January 2008 and the exercise price is RM1 being the par value (as market prices were below par when ESOS were granted in batches).

The Board is of the opinion that due to the short period till expiry and the market price of the shares, the probability of the ESOS being exercised is low. As such, there is no need to fair value such ESOS.

A8.
Dividend
No dividend was paid during the period under review. 

A9.       Segmental information

Please see B1 for segmental reporting.

A10.
Valuations of property, plant and equipment 

There has been no revaluation of property, plant and equipment for the financial period under review.

A11.
Assets held for sale 
a)Tung Hai Fishing Sdn Bhd (“THF”), a wholly owned subsidiary of the Company, had on 28 September 2006 entered into a sale and purchase agreement (“SPA”) with Widegrowth Marine Products Sdn Bhd (“WMP”) for the disposal of the property and equipment for a total consideration of RM3.5 million to be satisfied entirely by cash. The sales consideration amount was based on willing buyer willing seller that was agreeable to both parties. The said property located in Sandakan, Sabah is a factory building erected on leasehold land lots number L077902277 and L077902268 and comprises the factory processing area, coldroom and a three storey office building with a total build up area of 30,468 sq.ft. It is also for town lease number TL077574264 land that is presently under the sea and the jetty that was erected on the site. Equipment included in the said transaction mainly are an “Individually Quick Frozen” machine, compressor, icemaker and other machinery accessories for the processing of prawns.

The above Proposed Disposal had been completed subsequent to the end of quarter 2 as announced on 9 July 2007.

b)Sin Wan Fatt Marine Products Sdn Bhd (‘SWF”), a wholly owned subsidiary of the Company, had agreed to accept the compensation offer from Land and Surveys Department , Sabah on 8 June 2007 for the lands acquisition on town lease number: TL077554593 and TL077554600, district of Sandakan for a total consideration approximating RM1.18 million.

As at the date of this report, the transaction is pending inter-alia the withdrawal of caveats filed by a lending bank, for which the amounts outstanding arising from the banking facilities have been duly settled.

A12.
Material post balance sheet events

There was no material event subsequent to the balance sheet date that has not been reflected in these financial statements.

A13.
Changes in the composition of the Group


There was no business combination, acquisition or disposal of subsidiaries and long term investments, restructuring or discontinuing operations during the current financial year with the exception of an announcement on 26 May 2006 to enter into a business venture with Karli Boenjamin (“KB”) and Andri Boenjamin (“AB”) to subscribe shares representing 70% of PT Tradisi Kemas Industri (“PTTK”) entire equity interest with KB and AB holding the remaining 30%. Currently PTTK is still in the process of inter-alia, setting up the factory and yet to commence operation. As at the date of this report, HCB has made partial remittance towards the total investment amount. See our announcement dated 26 May 2006 for more details.

A14.
Changes in contingent liabilities or contingent assets


There has been no liability that the Group is contingently liable to since the last annual balance sheet date.

B. Additional information required by the listing requirements of Bursa Malaysia Securities Berhad

B1.
  Performance review of the Group

	
	
	
	Current
	
	Corresponding
	
	Current
	
	Corresponding

	
	
	
	Quarter
	
	Quarter
	
	period to date
	
	period to date

	
	
	
	Ended
	
	ended
	
	ended
	
	Ended

	
	
	
	30.6.2007
	
	30.6.2006
	
	30.6.2007
	
	30.6.2006

	
	
	
	RM '000
	
	RM '000
	
	RM '000
	
	RM '000

	Turnover
	
	
	
	
	
	
	
	
	

	
	Packaging
	
	8,235
	
	8,904
	
	16,650
	
	17,735

	
	Others
	#
	  520
	
	   409
	
	  1,046
	
	    800

	
	
	
	8,755
	
	9,313
	
	17,696
	
	18,535

	
	Elimination
	
	   (240)
	
	   (120)
	
	     (601)
	
	    (278)

	
	Total
	
	8,515
	
	9,193
	
	17,095
	
	18,257

	
	
	
	
	
	
	
	
	
	

	Profit/(Loss) before taxation
	
	
	
	
	
	
	
	
	

	
	Packaging
	
	  (697)
	
	363
	
	(1,130)
	
	  587

	
	Others
	
	   (540)
	
	(501)
	
	  (758)
	
	(1,260)

	
	
	
	(1,237)
	
	(138)
	
	(1,888)
	
	   (673)

	
	Elimination
	
	    14
	
	(72)
	
	    10
	
	     18

	
	Total
	
	(1,223)
	
	(210)
	
	(1,878)
	
	    (655)



# Certain figures have been restated to conform to audited financial statements ended 31 December 2006.

a)  For packaging division, the market condition remains sluggish. The excess capacity in this industry has resulted in keen pressure on selling prices. Apart from these, under utilized production capacity has also led to unabsorbed operation cost, hence the packaging division suffered losses.  

b)
For others division, the performance has suffered less losses mainly due to the improvement in overall market prices of quoted shares (held as investments) and the reduction in depreciation combined with decreased operation expenses. 

B2.
Comparison with immediate preceding quarter’s results

The Group registered a pre tax loss of RM1.223 million for the quarter ended 30 June 2007 as compared to RM0.654 million loss in the preceding quarter. The packaging division’s performance continues to be soft as mentioned in B1 (a) above. For others, stronger share prices (held as investments) at end of quarter 1 mainly contributed to less losses in that quarter as compared to quarter 2.

B3.
Prospects 


The Board takes cognizance of the above results (B1 and B2) and is formulating new strategic plans with the objective to turnaround the Group. The Board and management shall continue to review and analyse potential business ventures which will be profitable to the Group performance. 

B4.
Variance of actual profit from forecast profit and shortfall in the profit guarantee

Not applicable. 

B5.
Taxation

	The taxation for the Group comprises :
	
	
	
	
	
	
	 Current 
	
	Current

	
	
	
	
	
	
	
	 quarter 
	
	period to date

	
	
	
	
	
	
	
	 ended 
	
	ended

	
	
	
	
	
	
	
	30.6.2007
	
	30.6.2007

	
	
	
	
	
	
	
	RM'000
	
	RM'000

	a)
	Current
	
	
	
	
	
	(72)
	
	(169)

	b)
	Deferred 
	
	
	
	
	
	409
	
	602

	
	
	
	
	
	
	
	337
	
	433


The current tax provision for the period ended todate is made due to taxable income of certain subsidiary companies within the Group which are not allowed for set off against tax losses of other subsidiary companies.

The deferred tax write back is attributed mainly to the effect of exemption on real property gain tax (previously provided for arising from surplus in revaluation) and the reversal of temporary differences.

B6.
Sale of unquoted investments and/or properties


There was no significant sale of unquoted investments and/or properties for the current financial period under review.

B7.
Particulars of purchases and disposals of quoted securities


Total investment in quoted securities as at 30 June 2007 is as follows:

	
	
	
	
	
	
	
	
	RM'000

	Total investments at cost
	
	
	
	
	
	
	
	1,357

	Total investments at carrying value/book value
	
	
	
	
	
	
	
	852

	Total investments at market value as at 30.6.2007
	
	
	
	
	
	
	
	852


B8.
Status of corporate proposals announced but not yet completed


There was no corporate proposal announced but not yet completed by the Group.

B9.
Group borrowings as at 30.06.2007 (all denominated in RM’000)

	Short term borrowings 
	
	
	
	
	Secured

	
	Bank Overdraft 
	
	
	
	5,942

	
	Banker Acceptance
	
	
	
	5,893

	
	Share Margin Financing
	
	
	
	    768

	
	Long-term loan due within one year 
	
	
	
	    895

	
	Short term loan
	
	
	
	      62

	
	Hire-purchase Creditors due within one year 
	
	
	
	      49

	
	
	
	
	
	13,609

	Long term borrowings due within 1 to 2 years
	
	
	
	
	

	
	Long-term Loan 
	
	
	
	    59

	
	Short term loan
	
	
	
	1,351

	
	Hire-purchase Creditors 
	
	
	
	    52

	
	
	
	
	
	1,462

	Long term borrowings due within 2 to 5 years
	
	
	
	
	

	
	Long-term Loan 
	
	
	
	    193

	
	Short term loan
	
	
	
	10,244

	
	Hire-purchase Creditors 
	
	
	
	    122

	
	
	
	
	
	10,559

	Long term borrowings due later than 5 years
	
	
	
	
	

	
	Long-term Loan 
	
	
	
	277

	
	
	
	
	
	277


The borrowings of the Group obtained from local licensed banks bear interests at rates ranging from 1.15% to 2% per annum above the lending banks’ base lending rates. All borrowings are denominated in Ringgit Malaysia.


The secured bank borrowings of the Group are guaranteed by the Company, a director of the Company and a former director of the Company and are secured either singly or collectively, as follows:

a) Legal charges over certain landed properties of the Group and the Company;

b) Debentures incorporating fixed and floating charges over all assets of certain subsidiary companies;

c) A negative pledges on all assets of certain subsidiary companies.

d) A pledge of certain of the Company’s investment in quoted shares;

e) A pledge of the Company’s fixed deposits with a licensed bank; and/or

f) Simple deposit of properties of a subsidiary company.

B10     
Off Balance Sheet Financial Instruments 

The Group has no off balance sheet financial instruments as at 30 June 2007.

B11      
Litigation

a) A claim amounting to RM447,402.80 had been filed against Tung Hai Fishing Sendirian Berhad, (“THF”) a wholly owned subsidiary of Hunza Consolidation Berhad by a trade creditor, Hock Hai Hin Seafood Trading Sdn. Bhd. (“HHH”). On 7 September 2005, HHH’s claim against THF was dismissed by Sandakan High Court. However, HHH on 20 September 2005, filed a notice against the said judgement with the Court of Appeal. Based on legal input, the claimant has a slim chance of success of this appeal.

b) On 5 June 2002, the Company received a copy of the Writ of Summons dated 24 May 2002 filed against Tan Boo Nam (“1st Defendant”) and Sin Wan Fatt Marine Products Sdn Bhd (“SWF”), a subsidiary of HCB, by Tan Ah Nai, Tan Kooi Lan and Tan Kooi Choo (collectively referred to as “the Plaintiffs”). SWF purchased a piece of land held under E.M.R No. 4394 and known as Lot No. 3527, Mukim Kuala Kurau, Daerah Krian, Perak (“Land”) from the 1st Defendant via a sale and purchase agreement dated 25 July 1995. The land was subsequently transferred and registered on 24 May 1996 in the name of SWF, free from all encumbrances. The plaintiffs alleged that they have interests over a certain portion of the Land by virtue of private arrangements entered into between them and the 1st Defendant.

Neither the Company nor SWF has any prior knowledge and awareness of all the alleged private arrangements between the 1st Defendant and the Plaintiffs as the entering of such private arrangements and the alleged interests of the Plaintiffs were not disclosed in the searches conducted on the Land at the relevant land office.

In addition, the 1st Defendant has filed an application for leave to claim against SWF on 12 July 2005 for the following:

· in effect partitioning or subdivision of the Land and for SWF to effect the transfer of the portion occupied by the Plaintiffs to them; and 

· to indemnify the 1st Defendant for damage and losses incurred by him.

SWF has filed an objection to the above application. The Registrar has allowed on 21 April 2006 the 1st Defendant leave to amend the Defence and to counter claim against SWF. On 13 September 2006, the court decided against SWF’s appeal in the Registrar’s leave to the 1st Defendant to amend defence and counter claim. In defence, SWF has counter claimed that the company had no notice of the private arrangement and claim against the defendant for indemnity for any loss caused by the Plaintiff’s actions. The pre-trial case management and hearing which was on 23 February 2007 pending filling of Summary Judgement application by Plaintiffs, is now postponed to 18 September 2007.

The solicitors are of the opinion that SWF has a good defence against the alleged claim and that SWF’s proprietory interest in the Land indefeasible by virtue of Section 340 of the NationLand Code. Further, the dispute arising from the private arrangements in respect of the Land is entirely between the 1st Defendant and the Plaintiffs as SWF is not privy thereto.

B12.      Dividend Declared 

The Board of Directors does not declare any dividend for the financial period under review.

B13.
Loss per share


Basic


Basic loss per share is calculated by dividing loss attributable to ordinary equity holders of the parent entity by the weighted average number of ordinary shares outstanding during the period.

	
	
	
	
	
	
	
	Current
	
	Current

	
	
	
	
	
	
	
	quarter
	
	period to date

	
	
	
	
	
	
	
	ended
	
	ended

	
	
	
	
	
	
	
	30.6.2007
	
	30.6.2007

	
	
	
	
	
	
	
	
	
	

	Loss attributable to ordinary equity holders of the parent (RM'000)
	
	
	
	
	
	
	(886)
	
	(1,444)

	
	
	
	
	
	
	
	
	
	

	Weighted average number of ordinary shares outstanding
	
	
	
	
	
	
	49,621,335
	
	49,621,335

	
	
	
	
	
	
	
	
	
	

	Basic loss per share (sen)
	
	
	
	
	
	
	(1.78)
	
	(2.91)

	
	
	
	
	
	
	
	
	
	

	Diluted
	
	
	
	
	
	
	N/A
	
	N/A


Diluted loss per share is not shown, as the effect of the conversion of the employees’ share options to ordinary shares would be anti-dilutive.

B14.
Cash and cash equivalents 

	
	
	
	
	
	As at
	
	As at

	
	
	
	
	
	30.6.2007
	
	30.6.2006

	
	
	
	
	
	RM'000
	
	RM'000

	Cash and Bank Balances
	
	
	
	
	   434
	
	    405

	Bank overdrafts
	
	
	
	
	(5,942)
	
	(12,475)

	
	
	
	
	
	(5,508)
	
	(12,070)


B15.
Fixed deposits



Fixed deposits are pledged to a bank for loan extended to the Company.

By order of the Board

Ong Eng Choon

Tay Phaik Huat

Secretaries

Penang

Date:
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