SMIS Corporation Berhad

(Company No. 491857-V)

(Incorporated in Malaysia)

and its subsidiaries

A
Notes to Interim Financial Report On Consolidated Results For the Second Quarter Ended 30 June 2006


A1
Basis of preparation
This interim financial report has been prepared in accordance with the applicable disclosure provisions of the Listing Requirements of the Bursa Malaysia Securities Berhad, including compliance with Financial Reporting Standard (FRS) 1342004, Interim Financial Reporting, issued by the Malaysian Accounting Standards Board (MASB) and should be read in conjunction with the Group’s audited financial statements for the year ended 31 December 2005.  

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 2005.

A2
Changes in accounting policies
The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised FRSs issued by MASB that are effective for the Group’s financial results with effect from 1 January 2006:

FRS 1 
First-time Adoption of Financial Reporting Standards

FRS 2
Share-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 Accounting Estimates and Errors

FRS 110
Events after Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements

FRS 128
Investment in Associates

FRS 131
Interest 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 early adopted the following new/revised FRSs for the financial period beginning 1 January 2006:
FRS 117
Leases
FRS 124
Related Party Disclosures

The adoption of FRS 2, 5, 102, 108, 110, 116, 121, 124, 127, 128, 131, 132, 133, 136,138 and 140 has no material impact on the Group’s interim financial report. 

The principal effects of the changes in accounting policies resulting from the adoption of the new and revised FRS are disclosed as follows:

(a) FRS 3: Business Combinations and FRS: 136 Impairment of Assets

With effect from 1 January 2006, the Group no longer amortises positive goodwill. Such goodwill is tested annually for impairment, including in the year of its initial recognition, as well as when there are indications of impairment. Impairment losses are recognised when the carrying amount of the cash generating unit to which the goodwill has been allocated exceeds its recoverable amount. Impairment loss is recognized in the income statement and subsequent reversal is not allowed. 

The new policy in respect of positive goodwill has been applied prospectively in accordance with the transitional arrangement under FRS 3. As a result, comparative amounts have not been restated, the cumulative amount of amortisation as of 1 January 2006 has been offset against the cost of the goodwill and no amortisation charge for goodwill has been recognised in the income statement for the 6 month period ended 30 June 2006. 
Negative goodwill which represents the excess in fair value of the net assets acquired in a business combination over the consideration paid is now recognised immediately to the income statement. Prior to 1 January 2006, negative goodwill was amortised on a straight-line basis over a maximum of 5 years from the date of acquisition. In accordance with the transitional arrangement under FRS 3, negative goodwill of RM2.968 million as at 1 January 2006 were reclassified to retained earnings as at 1 January 2006. 
The adoption of this FRS has resulted in an increase in the opening retained profits as at 1 January 2006 of RM2.968 million. 

(b) FRS 101: Presentation of Financial Statements and FRS 127:
 Consolidated and Separate Financial Statements

With effect from 1 January 2006, minority interests at the balance sheet date are presented in the consolidated balance sheet within equity, separately from the equity attributable to the equity holders of the parent, and minority interests in the results of the Group for the period are presented on the face of the consolidated income statement as an allocation of the total profit or loss for the period between the minority interests and the equity holders of the parent, in order to comply with FRS 101 and FRS 127.
The presentation of minority interests in the consolidated balance sheet, income statement and statement of changes in equity for the comparative period has been restated accordingly.
(c) FRS 117: Leases
Prior to 1 January 2006, leasehold interest in land held for own use classified as property, plant and equipment were stated at cost less accumulated depreciation and accumulated impairment losses. 
The adoption of 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 interest in land held for own use is accounted for as being held under an operating lease with the unamortised carrying amount classified as prepaid lease payments. Such prepaid lease payments are amortised on a straight line basis over the remaining lease term of the land. 
The adoption of this FRS had no material impact on the financial statements and the presentation of leases has been restated accordingly.
A3
Comparatives

The following comparatives have been restated to reflect the change in accounting policies as explained in A2.


As previously

As




stated
FRS 117
restated 





RM’000
RM’000
RM’000



Balance sheet

At 31 December 2005




Property, plant and equipment
33,615
(2,118)
31,497

Prepaid lease payments
-
2,118
2,118



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



As previously

As




stated
FRS 3
restated 





RM’000
RM’000
RM’000



Statement of equity changes

At 1 January 2006
Reserves
12,028
2,968
14,996
Negative goodwill
2,968
(2,968)
-   



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

A4
Auditors’ report on preceding annual financial statements
The auditors’ report on the financial statements for the year ended 31 December 2005 was not subject to any qualifications.

A5
Seasonal or cyclical factors

As reported by the Malaysian Automotive Association (“MAA”), the passenger car sector recorded a 7% decline in sales in the first half of 2006 as compared to the corresponding period in 2005. Passenger car sales were 184,725 units for the period ended 30 June 2006, as compared to 199,554 units in the previous corresponding period. 

Despite a reduction in the registration of vehicles as reported by MAA, the Group has recorded an increase in revenue compared to the previous corresponding period. This is attributable to improvements in export sales as well as the commencement of mass-production since the first quarter of 2006, for a new product line.
However, despite buoyant sales, high raw material costs, in particular petro-chemical and metal based products, continued to place pressure on operating results.
A6
Unusual nature and amount of items affecting assets, liabilities, equity, net income and cash flows

There were no unusual nature and amount of items, which affected the assets, liabilities, equity, net income and cash flows of the Group during the quarter under review, except for the following:

a) changes in accounting policies as disclosed in A2; and
b) an increase in the investment in a subsidiary as disclosed in A13.

A7
Material changes in estimates of amounts reported in prior periods in current financial year or prior financial years which have material effect in the current interim period

There were no material changes in estimates during the quarter under review.

A8
Debts and equity securities
There were no new debts and equity securities issued during the quarter.
A9
Dividends

There were no dividends paid during the quarter under review.
A10
Segmental reporting

Segmental analysis of the results and assets employed for 6 month period ended 30 June 2006:



Automotive
Machinery




parts
parts
Eliminations
Consolidated




RM’000
RM’000
RM’000
RM’000


Business segments


Revenue from


   external customers
  
31,650
9,785
-   
41,435


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


Segment results

1,658
829
-
2,487

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


Unallocated expenses




(871)



--------







1,616

Financing costs




(125)


Interest income




121


--------


Profit before taxation




1,612
Tax expense
 (448)


--------


Profit for the period




1,164






=====


A10
Segmental reporting (continued)




Automotive
Machinery




parts
parts
Eliminations
Consolidated




RM’000
RM’000
RM’000
RM’000


Segment assets

52,401
23,103
-    
75,504


    
       ________________________________

Unallocated assets*




9,951






-----------

Total assets




85,455






======



Segment liabilities

16,646
1,512
-
18,158

     
________________________________



Unallocated liabilities




709


----------


Total liabilities




18,867


=====

Capital expenditure
   
1,100
243
-   
1,343


Depreciation*
1,535
201
-
1,736



Gain on disposal of property, plant 


and equipment

(1)
(3)
-
(4)
*
Depreciation charge of RM343,000 incurred by a subsidiary which had not commenced operations as of 30 June 2006, are included in unallocated assets.
No segmental reporting has been prepared for geographical segments as the Group’s activities are predominantly carried out in Malaysia.

A11
Statement on the effect on interim results concerning valuation of property, plant and equipment brought forward without amendment from the previous annual financial statements.

There were no valuations of property, plant and equipment performed or brought forward from the previous financial year.

A12
Material events

In the opinion of the Directors, there are no items, transactions or events of a material and unusual nature, which have arisen, which would substantially affect the results of the Group for the period between 30 June 2006 and the date of this announcement.
A13
Changes in the composition of the Group
On 10 May 2006, the Company subscribed for an additional 1,500,000 new Ordinary Shares of RM1.00 each at par in the share capital of Cleon Technology Sdn. Bhd. (“Cleon”), thereby increasing the shareholding of the Company in Cleon from 2,475,000 Ordinary Shares of RM.100 each to 3,975,000 Ordinary Shares of RM1.00 each, representing 66.25% of the total enlarged and issued share capital of Cleon.

The increase in the Company’s effective interest in Cleon from 55% to 66.25% resulted in a change in share of net assets amounting to RM255,000.



There were no other changes in the composition of the Group during the current quarter.

A14
Contingent assets and contingent liabilities


There were no contingent assets and contingent liabilities for the current quarter.

A15
Trade and other payables
Included in trade and other payables as at 30 June 2006 is an amount of approximately RM1.9 million, received from a customer, which has yet to be recognised in the income statement as it is pending further clarification from the customer.
A16
Capital commitments

The capital commitments of the Group for the quarter under review is as follows:-



30.6.2006
31.12.2005


RM’000
RM’000
Plant and equipment


Contracted but not provided for in 


the financial statements
79
474


=======
=======
B1.
Review of performance

Revenue recorded a growth of 9% for the 3 month period ended 30 June 2006, in comparison to the previous corresponding period. Both sectors, i.e. Automotive and Machinery posted strong growth in revenue for the first 6 months of 2006 with Automotive and Machinery recording a growth of 17% and 15% respectively.
Growth in the Automotive segment was attributable to improvements in export sales as well as the commencement of mass-production of a new product line since the first quarter of 2006. However, the cost of raw materials (petro-chemical and metal based) continued to be high.
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 financial year’s prospects


MAA has revised its forecast sales for 2006 downwards, from 565,000 units to 520,000 – representing an shrinkage of 6% compared to actual units sold in 2005 of 551,042 units. Despite the slow sales experienced in the first quarter of 2006, MAA is of the opinion that the slump is cyclical, and are hopeful that the decline in sales will stabilise by the end of 2006.

In light of the above, the Group expects its performance to be stable given the encouraging increase in export sales and the current performance of the new product line.
B4.
Variance of actual profit from profit forecast


Not applicable to the Group.
B5.
Taxation

Taxation comprises:


For the quarter ended
For the cumulative 6 

30.6.2006
month period ended 30.6.06

RM’000
RM’000

Income tax expense
195
448

===
====

B6.
Unquoted investments and properties

There were no profits on sale of properties as there were no disposals of properties during the current quarter. 
B7.
Quoted investments


Not applicable to the Group.

B8.
Status of corporate proposals announced


There were no new corporate proposals announced but not completed as of the date of this report.

B9.
Group borrowings and debt securities

The Group’s borrowings as at 30 June 2006 are as follows:

RM’000
RM’000
Bank overdraft

677

Hire purchase liabilities
86
Less: Interest in suspense
(3)


----------


83


----------


760



=====


Hire purchase liabilities:
Repayable within the next 12 months
71
Repayable more than the next 12 months 
12

______


83

=====

B10.
Financial instruments with off balance sheet risks

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

B11.
Material litigation

There are no pending material litigations as at the date of this quarterly report.

B12.
Dividend

There were no dividends paid during the quarter under review.

B13.
Basic earnings per ordinary share


The calculation of basic earnings per ordinary share for the quarter and for the cumulative quarter is based on the following:



For the
For the cumulative
quarter ended
6 month period ended


30.6.2006
30.6.2006


RM’000
RM’000


Profit for the period 
377
1,164

Loss/(Profit) attributable to minority interest
40
(14)


______

    ______


Profit for the period attributable to 



Shareholders of the Company
417
1,150



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


Weighted average number of



ordinary shares
44,800
44,800




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


Basic earnings per share (sen)
0.93
2.57


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