SMIS Corporation Berhad

(Company No. 491857-V)

(Incorporated in Malaysia)

and its subsidiaries

A
Notes to Interim Financial Report On Consolidated Results For the Fourth Quarter Ended 31 December 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 recognised 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 12 month period ended 31 December 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 changes in equity
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 11% decline in 2006. Passenger car sales were 366,738 units for the year ended 31 December 2006, as compared to 410,892 units in the previous year. 

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; 
b) an increase in the investment in a subsidiary as disclosed in A13;
c) the recognition of impairment losses on the plant and equipment of a subsidiary amounting to approximately RM2,462,598 as disclosed in the interim financial statements; and
d) the Company’s purchase of its own shares (“share buyback”) comprising a total of 455,100 ordinary shares of RM1.00 each during the period between 3 October 2006 and 27 December 2006, as disclosed in note A8.
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
During the quarter under review, the Company purchased a total of 455,100 ordinary shares of RM1.00 each from the open market for a total consideration of RM232,349. The buy-back transactions were financed by internally generated funds. The share purchased are held as treasury shares.

	Month
	No. of shares purchased and retained as treasury shares
	Lowest price paid (RM)
	Highest price paid (RM)
	Average price paid (RM)
	Total consideration paid (RM)

	September 2006
	32,700
	0.420
	0.425
	0.425
	13,893

	October - December 2006
	455,100
	0.420
	0.640
	0.511
	232,349


Aside from the above, 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 12 month period ended 31 December 2006:



Automotive   
Machinery    Battery

Business segments

Parts

   Parts       Products*
Eliminations
Consolidated




RM’000
        RM’000      RM’000
RM’000
RM’000


Revenue from


   external customers
  
58,871
18,289
8
(24)
77,144
 




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


Segment results

3,877
1,106
(4,177)    
-
806


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

Unallocated expenses




(292)


-------







514

Financing costs




(144)

Interest income




285


-------


Profit before taxation




655
Tax expense
(968) 


-------


Profit for the period




(313)






====





Automotive   
Machinery    Battery


Business segments

Parts

   Parts       Products*
Eliminations
Consolidated




RM’000
RM’000
RM’000
RM’000
RM’000

Segment assets

48,734
22,769
122
(1,545) 
70,080  


_______________________________________

Unallocated assets




7,427






-----------

Total assets




77,507






======



Segment liabilities

11,208
1,925
181
(1,545)
11,769   


_______________________________________

Unallocated liabilities





873






----------


Total liabilities





12,642






=====

Capital expenditure
   
3,095
317
509
-
3,921




Depreciation
3,376
437
657

-
4,470

Impairment losses
-
-
2,463

-
2,463

Gain on disposal of property, plant 


and equipment

1
19

-

-
20
*
In September 2006, a subsidiary commenced operations. It’s principal activity is the manufacture and trade of lithium polymer batteries of all descriptions.
A10
Segmental reporting (continued)

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 31 December 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
Capital commitments

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



31.12.2006
31.12.2005


RM’000
RM’000
Plant and equipment


Contracted but not provided for in 


the financial statements
   349
474


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

Revenue was down by 19% for the 3 months ended 31 December 2006, in comparison to the previous corresponding period.

Despite the general slow down in the automotive industry, the Group posted a revenue increase of 25% in its Automotive segment for the year. However; its Machinery segment posted a reduction of 23% in its Machinery segment for the year.
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.


Aside from the above, impairment losses amounting to approximately RM1,199,531 were recognised in respect of certain plant and equipment of a certain subsidiary as disclosed in Note A10.

B3.
Next financial year’s prospects


MAA forecast the overall vehicle sales to grow in 2007 to 500,000 units from actual sold in year 2006 of 490,768 units.

The Group expects its performance to be stable in view of the marginal growth mentioned above.
B4.
Variance of actual profit from profit forecast


Not applicable to the Group.
B5.
Taxation

Taxation comprises:


For the quarter ended
For the cumulative 12 

31.12.2006
month period ended 31.12.06

RM’000
RM’000

Income tax
91
719
Deferred tax
249
249

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


340
968


===
====

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


There was no purchase or disposal of quoted securities during the quarter under review except for the share buy-back as disclosed in Note A8 above.
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 31 December 2006 are as follows:

RM’000
RM’000
Bank overdraft

821
Hire purchase liabilities
49
Less: Interest in suspense
(1)


----------


48


----------


869


=====


Hire purchase liabilities:
Repayable within the next 12 months
48

=====

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
12 month period ended


31.12.2006
31.12.2006


RM’000
RM’000


Loss for the period 
(1,760)
(313)

Loss attributable to minority interest
(654)
(992)

______

    ______


(Loss)/profit for the period attributable to 



Shareholders of the Company
(1,106)
679



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


Weighted average number of



ordinary shares
44,533
44,732



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


Basic (loss)/earnings per share (sen)
(2.48)
1.52


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