SMIS Corporation Berhad

(Company No. 491857-V)

(Incorporated in Malaysia)

and its subsidiaries

A
Notes To Interim Financial Report On Consolidated Results For


The Third Quarter Ended 30th September 2002


A1.
Accounting policies

This interim financial report is unaudited and has been prepared in compliance with MASB 26, Interim Financial Reporting. 

The proforma financial statements as at 31 December 2001 had been prepared based on the audited financial statements of SMIS Corporation Berhad, Grand Carpet Industries Sdn Bhd, Sanyco Grand Industries Sdn Bhd and Machinery & Industrial Supplies Sdn Bhd as at 31 December 2001 and are provided for illustrative purpose only to show the effects of the Restructuring Scheme, as disclosed in Note A3 below, on the assumption that the restructuring scheme had been effected on 31 December 2001.

The accounting policies and methods of computation adopted by the Group in this report are consistent with those adopted in the financial statements for the year ended 31 December 2001.

The following notes explain the events and transactions that are significant to gain an understanding of the changes in the financial position and performance of the Group since the financial year ended 31 December 2001.

A2.
Property, Plant and Equipment
At the end of this quarter, the Group has acquired plant and machinery amounting to RM4.6 million for the purpose of upgrading and expanding the manufacturing facilities of Grand Carpet Industries Sdn Bhd and Sanyco Grand Industries Sdn Bhd.

A3.
Changes in the composition of the Company


During the quarter ended 31 March 2002, as part of the restructuring and listing exercise of the Company on the Second Board of the Kuala Lumpur Stock Exchange, which was approved by the relevant authorities, the Company completed the following transactions:

(a) Acquisition of 1,164,978 ordinary shares of RM1.00 each in Grand Carpet Industries Sdn Bhd (“GCI”), representing 75.83% of the issued and paid-up capital of GCI, for a purchase consideration of RM17,166,219 satisfied by an issuance of 14,801,000 new ordinary shares of RM1.00 each in SMIS at an issue price of approximately RM1.16 per share credited as fully paid-up, and acquisition of 371,324 ordinary shares of RM1.00 each representing 24.17% of the issued and paid-up capital of GCI for a cash consideration of RM5,471,548 to be settled at a later date.
The total purchase consideration of RM22,637,767 for the acquisition of GCI was arrived at on a willing-buyer willing-seller basis based on the net tangible assets (“NTA”) of GCI and its subsidiary as at 31 December 1999 of RM22,637,767.
(b) Acquisition of 2,450,000 ordinary shares of RM1.00 each in Sanyco Grand Industries Sdn Bhd (“Sanyco”), representing 49.00% of the issued and paid-up capital of Sanyco, for a purchase consideration of RM4,036,821 satisfied by an issuance of 3,480,000 new ordinary shares of RM1.00 each in SMIS at an issue price of approximately RM1.16 per share credited as fully paid-up, and acquisition of 2,550,000 ordinary shares of RM1.00 each representing 51.00% of the issued and paid-up capital of Sanyco for a cash consideration of RM4,201,589 to be settled at a later date.  The total purchase consideration of RM8,238,410 for the acquisition of Sanyco was arrived at on a willing-buyer willing-seller basis based on the NTA of Sanyco as at 31 December 1999 of RM8,238,410.

(c)
Acquisition of 7,210,000 ordinary shares of RM1.00 each in Machinery & Industrial Supplies Sdn Bhd (“MIS”), representing the entire equity interest therein, for a purchase consideration of RM22,225,297 satisfied by an issuance of 19,149,000 new ordinary shares of RM1.00 each in SMIS at an issue price of approximately RM1.16 per share credited as fully paid-up.

The purchase consideration of RM22,225,297 for the acquisition of MIS was arrived on a willing-buyer willing-seller basis based on the NTA of MIS and its associate as at 31 December 1999 of RM22,225,297.

The Securities Commission had approved the payment of special tax exempt dividends of RM3,500,000 by GCI, RM500,000 by Sanyco and RM900,000 by MIS totaling RM4,900,000 to the existing ultimate shareholders of GCI, Sanyco and MIS prior to the restructuring scheme as stated above.


Effect of acquisition


The acquisition has the following effect on the Group


30 September 2002


RM’000




Property, plant and equipment
24,081




Current assets
53,033

Current liabilities
(11,745)

Long term liabilities
(1,846)




Net assets
63,523




Goodwill on consolidation
4,185

Reserve arising on consolidation
(13,444)




Net reserve on acquisition
(9,259)




Purchase consideration
54,264

Cash acquired
(5,528)




Net cash outflow
48,736

4.
Dividend

The directors do not recommend any dividend to be paid for the quarter ended 30 September 2002.

A5.
Seasonal or cyclical factors

Revenue is normally higher in the second half of the financial year. However, due to declining sales currently experienced in the automotive industry sector, revenue declined in the 3rd quarter of 2002 as  compared to the previous two quarters.

A6.
Segmental reporting

Segmental analysis of the results and assets employed for 9 month period ended 30 September 2002



Investment
Automotive
Machinery



holding
parts
parts
Eliminations
Consolidated



RM’000
RM’000
RM’000
RM’000
RM’000


Business segments


Revenue from


   external customers
-   
44,012
12,767
-   
56,779


Inter-segment revenue
-   
-   
36
(36)
-   






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



-   
44,012
12,803
(36)
56,779



=================================================


Segment results
(47)
6,720
701
1,235
8,609


Finance costs




(148)



----------


Profit before tax




8,461



=====


Segment assets
55,360
52,548
25,763
(55,457)
78,214


Segment liabilities
5,720
7,375
1,615
(5,984)
8,726


Unallocated liabilities




2,174



----------


Total liabilities




10,900



=====


Capital expenditure
9
5,304
116
-   
5,429


Depreciation and
-   
1,597
270
(1,235)
632



amortisation

No segmental reporting has been prepared for geographical segments as the Group’s activities are predominantly carried out in Malaysia.

A7.
Capital commitments

There are no capital commitments during the quarter under review.

A8.
Contingent liabilities


There were no contingent liabilities during the quarter under review.

A9.
Debts and equity security


See note B9 of KLSE Listing Requirement Report.

A10.
Related party transactions


Significant transaction with companies in which Directors have interest in are as follows:-




9 month period




ended




30 September 2002




RM’000


Sales


Imej Ria Sdn Bhd
3,196


JIS System (M) Sdn Bhd
1,141


GC Marketing Sdn Bhd
915



----------



5,252



=====


Purchases


JIS System (M) Sdn Bhd
62



=====

A11.
Events subsequent to balance sheet date


On 16 October 2002, SMIS had acquired 3 ordinary shares of RM1 each representing the entire issued share capital of Sugihara Grand Industries Sdn Bhd (“Sugihara”) resulting in Sugihara being a wholly-owned subsidiary of SMIS. Sugihara is currently a dormant company but its intended principal activity is to develop, manufacture and sell automotive interior products and components.


On 21 October 2002, SMIS has entered into a joint venture agreement with Sugihara Hosei Kogyo Co., Ltd and Shinso Corporation for the purpose of engaging in business of developing, manufacturing and selling automotive interior products. The parties involved will form a joint venture company to develop, manufacture and sell automotive interior products and components for the Japan and Asean market and any other business incidental to the joint venture company core business. SMIS will have an equity interest of 60% or RM2,520,000 in the joint venture company. 


This joint venture will not have a material effect on the issued and paid up capital, consolidated net tangible assets and consolidated earnings of SMIS as at 31 December 2002. In the long term, the joint venture company is expected to contribute positively to the future earnings of SMIS Group.


The proposed joint venture is subject to approvals being obtained from the Ministry of International Trade and Industry and other relevant authorities.
B1.
Review of performance

For the quarter under review, the Group recorded revenue and pre-tax profits of RM19.29 million and RM2.73 million respectively compared to the previous quarter which recorded revenue and pre-tax profits of RM21.08 million and RM3.50 million respectively.


The decrease in revenue and pre-tax profits for the third quarter is mainly due to slower sales experienced by the automotive industry sector during the third quarter of 2002.

B2.
Material change in the quarterly results compared to preceding quarter’s results


Factors contributing to material changes in the results for the current quarter as compared to the results of the preceding quarter are set out in Note B1.

B3.
Current year prospects

The Directors of SMIS expect the Group to achieve growth in its core businesses, due to:

a) The demand for automobiles, which will lead to a demand for the Group’s products; and

b) The continuing success of the national car project in the domestic and export car markets, which will augur well for the Group’s products.


In view of the above, the Directors of SMIS expect the Group’s prospect to be reasonably good.

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


Not applicable.
B5.
Taxation

Taxation comprises:


Quarter ended
Period to date ended


30.09.2002
30.09.2002


RM’000
RM’000

Current tax expense
569
2,083

Less: Overprovision from prior year
(94)
(94)


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


475
1,989


======
======

The Group’s effective tax rate is lower than the prima facie tax rate for the quarter under review and for the period to date mainly due to amortisation of reserve on consolidation.

B6.
Unquoted investments and properties

There were no profits on sale of properties as there were no disposals of properties during the period under review.

B7.
Quoted investments


Not applicable to the Group.

B8.
(a)
Status of corporate proposals announced

Pursuant to the Company’s Prospectus dated 13 March 2002, the Company completed the listing of and the quotation for its enlarged share capital of 44,800,000 ordinary shares of RM1.00 each on the Second Board of the Kuala Lumpur Stock Exchange on 16 April 2002 after a public issue of 7,360,000 new ordinary shares of RM1.00 each at public issue price of RM1.15 per share, thereby increasing the issue and paid up share capital to RM44,800,000 comprising 44,800,000 ordinary shares of RM1.00 each.

The Public Issue Shares of 7,360,000 new ordinary shares of RM1.00 each comprises:

(i) 3,740,000 new ordinary shares of RM1.00 each available for application at an issue price of RM1.15 per ordinary share payable in full on application; and

(ii) 3,620,000 new ordinary shares of RM1.00 each by way of private placement to identified investors at an issue price of RM1.15 per ordinary share payable in full on application.

(b)
Status on utilisation proceeds
The total gross proceeds of RM8,464,000 from the Public Issue will be utilised over a period of two (2) years from 2002 to 2003. On 27 August 2002, the Board of Directors had approved the proposed variation of the utilization of Public Issue Proceeds. The revised utilization of the Public Issue will be utilized in the following manner and the utilization of Public Issue as at 30 September 2002 are as follows :-



Approved Utilisation
Proposed Variation
Amount Utilised



RM’000
RM’000
RM’000

(i)
Repayment of bank borrowings

1,357

1,284

1,284

(ii)
Capital expenditure

3,604

3,014

3,014

(iii)
Working capital

935

1,956

1,956

(iv)
Estimated listing expenses

2,568

2,210

2,210


Total

8,464

8,464

8,464

The rationale for the proposed variation are:-

(i)
Repayment of bank borrowings

Early bank repayments gave rise to surplus of RM73,000 in interest savings,



(ii)
Capital Expenditure



The Board of Directors had conducted a total review of the requirements for plant and machinery using latest technology and state of the art equipment for a fully integrated carpet manufacturing line. This resulted in major capital expenditure savings and the purchases for two machines (ultrasonic cleaning line and universal tensile testing) which was previously budgeted for but subsequently cancelled as there are no need for such machines presently.


(iii)
Estimated Listing Expenses



The amount of RM358,000 represents an over-budget in the estimated listing expenses.


No shareholders’ approval was sought as changes in utilization is below the 25% threshold set by Securities Commission as disclosed in the Company’s Prospectus. However, appropriate disclosure would be made to shareholders.


Securities Commission approval is not required as the proposed variation is for the core business of Group.

B9.
Issuances and repayment of debt and equity securities

Apart from the issuance of equity security pursuant to the listing exercise as explained in Note B8(a), there were no issuance and repayment of Debt and Equity Securities, share buy- backs, share cancellations, shares held as treasure shares and resale of treasury shares for the current financial year to date.

B10.
Group borrowings and debt securities

Group borrowings (all denominated in Malaysian currency) at 30 September 2002 are as follows:


Secured

RM’000

Repayable within twelve months


Trust Receipts

465

Hire purchase

23

Subtotal

488




Repayable after twelve months
     Nil

Subtotal

Nil

Grand total

488

B11.
Financial instruments with off balance sheet risks

There were no financial instruments with off balance sheet risks during the quarter under review.

B12.
Material litigation

There was no pending material litigation as at date of this quarterly report.

B13.
Basic earnings per share


The calculation of basic earnings per share for the quarter is based on the net profit attributable to ordinary shareholders of RM2,256,000 and the weighted average number of ordinary shares outstanding during the quarter of 37,719,000.


Weighted average number of ordinary shares


Issued ordinary shares at beginning of period
10,000


Effect of shares issued in January 2002
33,180,000


Effect of shares issued in April 2002
4,529,000



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


Weighted average number of ordinary shares
37,719,000



========

B14.
Material events

In the opinion of the Directors, there were no item, transaction or event of a material and unusual nature which has arisen which would substantially affect the results of the Group and the Company for the period between 30 September 2002 and the date of this report.
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