LIPO CORPORATION BERHAD ( Company No.491485-V )

A. NOTES TO THE FINANCIAL REPORT

FOR THE SECOND FINANCIAL QUARTER ENDED 31 DECEMBER 2006
1. Accounting policies and methods of computation

The interim financial report, which is unaudited and has been prepared in accordance with FRS134, ‘Interim Financial Reporting’ and Chapter 9, Appendix 9B of the Listing Requirement of the Bursa Malaysia Securities Berhad, and should be read in conjunction with the Group’s annual audited financial statements for the year ended 30 June 2006.

The interim financial report has been prepared based on accounting policies and methods of computation that are consistent with those adopted in the preparation of annual audited financial statements for the year ended 30 June 2006 except for the adoption of the following new/revised  FRS for the Group’s financial period beginning 1 July 2006 :-
FRS    2 
Shares-Based Payment

FRS    3 
Business Combinations

FRS    5
Non Current Assets Held for Sale 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 117 
Leases

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements
FRS 132
Financial Instruments : Disclosure and Presentation

FRS 133
Earning Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

The adoption of the above standards does not have any significant impact on the Group except the following :-
a) FRS 3  Business Combination
FRS 3 ‘Business Combination’ required goodwill acquired in a business combination to be carried at cost less any accumulated impairment losses and prohibits the amortization of goodwill. Under FRS 136 ‘Impairment of Assets’, periodic impairment reviews are required if there is indications that goodwill might be impaired. Previously, the Group carried the goodwill in its balance sheet at cost less accumulated amortization and accumulated impairment losses. Amortization was charged over the estimated useful life of goodwill of twenty five years.
In accordance with the transitional rules of FRS 3, the Group has applied the revised accounting policy for goodwill prospectively from the beginning of the first annual period beginning of the financial period on 1 July 2006. The Group therefore discontinued amortising the goodwill and tested the goodwill for impairment in accordance with FRS 136. As the revised accounting policy has been applied prospectively, the change has had no impact on the amount reported for financial year 2006 or prior period.
No amortization has been charged in the current quarter and year to date ended 31 December 2006. The impairment loss provided for the first quarter and year to date ended 31 December 2006 amounted RM95,127. The amortization charge for the corresponding quarter and year to date ended 31 December 2005 amounted RM1,714 and RM3,428 respectively.
Under FRS 3, negative goodwill which represents the excess in fair value of the net identifiable assets acquired over the cost of the acquisition. In accordance with the  transitional provisions of FRS 3, the negative goodwill of RM84,384 was derecognized by way of an adjustment to the opening retained earning. Comparative figure are not adjusted. 
b) FRS 101 Presentation of Financial Statements

The adoption of the revised FRS 101 has effected the presentation of minority interest and other disclosures. Minority interests are now presented within the total equity in the consolidation balance sheet and as an allocation from net profit for the period in the consolidated income statement. The movement of minority interests is now presented in the consolidated statement of changes in equity.
The presentation of the comparative financial statements of the Group have been restated to conform with the current period’s presentation.
c) FRS 117  Leases

With the early adoption of FRS117, the leasehold land is accounted for as being held under an operating lease. Prior to 1 July 2006, leasehold land was classified as property, plant & equipment and was stated at cost less accumulated depreciation. The classification of the leasehold land as prepaid lease payments has been accounted for retrospectively in accordance with FRS117, and should not be subject to revaluation. The unamortized amount of such leasehold land was retained as the surrogate carrying amount of ‘Prepaid Lease Payments’ to be amortized over the remaining lease term.
2. Audit report of preceding annual financial statement

The Group’s audited financial statements for the year ended 30 June 2006 were reported without any qualification.

3. Seasonal or cyclical operations

The performance of the Group is generally dependent on the performance of the global electronics industry.

4. Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size or incidence

There were no unusual items during the reporting quarter which affecting assets, liabilities, equity, net income or cashflow of the Group. 

5. Nature and amount of changes in estimates of amount reported in prior interim periods of the current financial year, which give a material effect in the current interim period

There were no significant changes in estimates of amounts reported in prior interim periods of the current financial year or prior years, that have a material affect in the current quarter.

6. Issuances, cancellations, repurchases, resale and repayments of debt and equity security

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity security during the reporting quarter.
7. Dividends 

No interim dividend has been declared for the current quarter and financial year-to-date (31 December 2005 : Nil)
8. Group segment reporting 

Business Segments
For management purposes, the Group is organized into the following operating divisions :

· investment holding (includes management services)

· manufacture of precision machined components and parts, precision stamping parts, metal products attribute from machining and precision plating and surface treatment.

	For Six  Months Ended 31/12/06
	Investment holding

(RM’000)
	Manufacturing

(RM’000)
	Total

(RM’000)
	Eliminations

(RM’000)
	Consolidated

Amount

(RM’000)

	REVENUE
	
	
	
	
	

	External sales
	199
	22,284
	22,483
	-
	22,483

	Inter-segment sales
	708
	766
	1,474
	(1,474)
	-

	Total revenue
	907
	23,050
	23,957
	(1,474)
	22,483

	RESULTS
	
	
	
	
	

	Segmental results
	328
	5,447
	5,775
	
	5,775

	Elimination
	(709)
	(1,924)
	(2,633)
	
	(2,633)

	Profit from operations
	(381)
	3,523
	3,142
	
	3,142

	Income from investment
	
	
	
	
	23

	Finance costs
	
	
	
	
	(21)

	Impairment loss of goodwill
	
	
	
	
	(95)

	Profit before tax
	
	
	
	
	3,049

	Tax expenses
	
	
	
	
	(531)

	Profit after tax
	
	
	
	
	2,518

	Minority Interests 
	
	
	
	
	(38)

	Net profit After Tax & Minority Interests
	
	
	
	
	2,480


	Current Period

Ended 31/12/06

	Investment holding

(RM’000)
	Manufacturing

(RM’000)
	Total

(RM’000)
	Eliminations

(RM’000)
	Consolidated

Amount

(RM’000)

	Assets
	
	
	
	
	

	Segmental assets
	12,788
	52,544
	65,332
	-
	65,332

	Income tax assets
	344
	-
	344
	-
	344

	Consolidated total assets
	
	
	
	
	65,676

	
	
	
	
	
	

	Liabilities
	
	
	
	
	

	Segmental liabilities
	147
	5,464
	5,611
	-
	5,611

	Income tax liabilities
	-
	2,453
	2,453
	-
	2,453

	Consolidated total liabilities
	
	
	
	
	8,064

	
	
	
	
	
	

	Other Information
	
	
	
	
	

	Capital expenditure
	3
	1,070
	1,073
	-
	1,073

	Depreciation and amortization
	2
	2,136
	2,138
	-
	2,138



Geographical Segments
The Group’s business is managed on a worldwide basis, and operates in three principal geographical areas of the world. The Group’s home country is Malaysia, and the Group also operates in Thailand and China.
9. Valuation of property, plant and equipment

The valuation of property, plant and equipment have been brought forward without any amendment from the previous annual report.

10. Subsequent Events

There were no material events subsequent to the end of the reporting financial period.

11. Changes in composition of the Group

There were no changes in the composition of the Group in the current quarter.
12. Changes in contingent liabilities or contingent assets

The contingent liabilities of Lipo Corporation Berhad has been reduced to RM1.60 million as at 31 December 2006 ( 30 June 2006 – RM2.19 million ), being corporate guarantee given to financial institute for banking facilities granted to its subsidiaries.

B. ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA SECURITIES BERHAD’S LISTING REQUIREMENT

1. Review of performance

Compared with the corresponding quarter last year, the Group’s revenue increased to RM12.83 million or 22.30% from RM10.49 million and the Group’s profit before taxation increased to RM2.15 million as compared to profit before taxation of RM0.96 million. The improvement in performance was attributable to increase in sales revenue and the favourable performance by the components,  metal stamping and sheet metal division. Higher margin recorded was due to the more favourable sales mix for the quarter.
For the six months ended 31 December 2006, the Group recorded a revenue of RM22.48 million, representing an increase of RM3.69 million or an increase of 19.67% from the preceding year corresponding period. The Group registered a pre-tax profit of RM3.04 million as compared to pre-tax profit of RM1.44 million as registered in the preceding year corresponding period. The favourable result reported was mainly attributed to the improvement in revenue recorded and more favourable sales mix.

2. Comparison with preceding quarter’s result

For the quarter under review, the Group recorded revenue of RM12.83 million, representing an increase of RM3.17 million or 32.91% from the preceding quarter. However, the Group recorded a higher pre-tax profit of RM2.15 million in the current quarter as compared to the pre-tax profit of RM0.79 million as registered in the preceding quarter due to the improvement in revenue recorded and more favourable sales mix.

3. Current year prospects

Barring any unforeseen circumstances, the Board expects the group’s performance to remain positive in the remaining quarters of the financial year.
4. Variance on forecast profit/ profit guarantee

No profit guarantee / forecast was issued during the period.
5. Taxation

Taxation comprises the following :-





        INDIVIDUAL PERIOD                  CUMULATIVE PERIOD
	Group
	Current Year

2nd Quarter Ended

31/12/2006
RM’000
	Preceding Year

Corresponding

Quarter Ended

31/12/2005
RM’000
	Current Year

To Date

31/12/2006

RM’000
	Preceding Year

Corresponding

Period Ended

31/12/2005

RM’000

	Current year
	                (167)
	(271)
	                (281)
	(295

	Deferred tax 
	(200)
	-
	(250)
	-

	
	(367)
	(271)
	(531)
	(295)

	(Under) / over provision in prior years
	-
	-
	-
	-

	Total 
	(367)
	(271)
	(531)
	(295)


The effective rate for the period is lower than the statutory tax rate due to the utilisation of reinvestment allowances and unabsorbed capital allowance.
6. Profit on sale of investments or properties

There were no profits on the sale of investments and properties for the current quarter and financial year-to-date.
7. Purchases and sales of quoted securities

There were no purchase or disposal of quoted securities for the current quarter and financial year-to-date. 
8. Status of corporate proposals

There was no corporate proposal announced as at the date of this interim report but pending completion.
9. Group Borrowing

	
	As At End Of 

 Current Quarter Ended

31/12/2006
RM’000
	As At End Of

Preceding Year Corresponding Period Ended

31/12/2005
RM’000

	Short Term – secured
	-
	850

	Long Term – secured
	-
	-

	Total 
	-
	850


There were no foreign borrowings as at the date of this report.

10.  Financial instruments with off balance sheet risk

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

There were no material litigation pending at the date of this report.

12. Dividend 

The Board of Directors does not recommend any dividend for the current quarter and financial year-to- date (30 June 2006 : Nil).

13. Earnings Per Share

(a) Basic earnings per share

                   INDIVIDUAL PERIOD
      CUMULATIVE PERIOD
	Basic
	Current Year

Quarter 

Ended

31/12/2006
RM’000
	Preceding 

Year

Corresponding

Quarter ended

31/12/2005
RM’000
	Current Year

To Date

31/12/2006

RM’000
	Preceding 

Year

Corresponding

Period Ended

31/12/2005

RM’000

	Net profit for the period
	1,772
	668
	2,480
	1,115

	Weighted average No. of ordinary shares (’000)
	50,356
	50,356
	50,356
	50,356

	Basic earnings per share attributable to the equity holders of the Company (sen)
	3.52
	1.33
	4.92
	2.21


b) Diluted earnings per share
The diluted earnings per ordinary share in individual and accumulative period ended 31 December 2006 is not shown as the effect of the assumed conversion of ESOS options to ordinary shares would be anti-dilutive.
14. Authorisation for issuance of the interim financial statements

On 06 February 2007, the Board of Directors authorized the issuance of these interim financial statements.

