SUNCHIRIN INDUSTRIES (MALAYSIA) BERHAD



(Company No. 157215-V)

(Incorporated in Malaysia)
Interim financial report for the second quarter ended 30 June 2006

The figures have not been audited.


The Directors have pleasure in announcing the following:-

CONDENSED CONSOLIDATED INCOME STATEMENTS













INDIVIDUAL QUARTER
CUMULATIVE QUARTER






Current 

Comparative
6 months
6 months









Quarter

Quarter

Cumulative
Cumulative 







Ended

Ended

To Date

To Date







NOTE
30/06/2006
30/06/2005
30/06/2006
30/06/2005






RM’000

RM’000

RM’000

RM’000

Revenue





     28,497
     28,310
    58,283
  55,483
Operating expenses



    (28,332)
    (27,410)
  (59,211)
 (53,016)

Other operating income/(expense)


          377
          297
         987      
       539       
Profit/(loss) from operations


          542
       1,197
          59

    3,006
Finance costs


  

        (255)
         (117)
       (368)
      (195)
Share of profit/(loss) of associated company

          (98)
            72       
       (144)                     121
       
Profit/(loss) before tax



          189
       1,152
       (453)
    2,932
Taxation




    B5
          127 
            96
        295

         (4)       
Profit/(loss) after tax



         316
       1,248
      (158)
    2,928
Minority interest




            -

             -
           
            -

          -
       
Net profit/(loss) for the period


         316
       1,248
      (158)
    2,928       







Attributable to:

Equity holders of the parent


         316
       1,248
       (158)
    2,928
       
Earnings per share attributable to equity 
           

     



     


holders of the parent:

(a)
Basic (Sen)



        0.77     
          3.05    
      (0.39)                   7.15


Weighted average number of ordinary
    40,957
      40,956
    40,957
  40,956



shares in issue  (’000)


(b)
Fully Diluted (Sen)

  
        0.77 
          N/A
        N/A
      N/A




Weighted average number of ordinary
     41,132
          N/A                    N/A 
      N/A


shares in issue (’000)
N/A - not applicable
The Condensed Consolidated Income Statements should be read in conjunction with the Annual Audited Financial Report of the Group for the year ended 31 December 2005.
CONDENSED CONSOLIDATED BALANCE SHEET








AS AT END OF CURRENT
    AS AT PRECEDING









           QUARTER

FINANCIAL YEAR END








NOTE
           30/06/2006

           31/12/2005









RM’000



RM’000

ASSETS
Non Current Assets


Property, plant and equipment

     A9

  50,396



  47,012

Investment in associated company


    3,353



    3,607




Unquoted investments, at cost 

     B6

    5,000



    5,000              









  58,749



  55,619              
Current Assets


Inventories



           

  25,858



  32,487

Trade receivables




  28,834



  30,851

Others-receivables, sundries & prepayments

    2,786



    2,266


Tax recoverable




       212



       149



Short term deposits




       871



       855



Cash and bank balances



    3,596
 


    3,081              









  62,157



  69,689              
TOTAL ASSETS





120,906



125,308              
EQUITY AND LIABILITIES

Equity attributable to equity holders of the parent


Share capital



     A6

  40,957



 40,956


Share premium




    7,162



   7,162


Statutory reserve




       738



      738

Exchange reserve




       218
  
 

     (469)  



Retained profits




  38,096



 39,729             
Total equity






  87,171



 88,116             
Non-current liabilities


Hire purchase payables



        64



        86



Long term borrowings




        - 



   1,425


Deferred taxation




      721



   1,117             
  








      785



   2,628             
Current Liabilities


Trade payables




  14,979



 19,323

Other payables




    6,673



   5,668

Amount due to an associated company


         58



      680

Short term borrowings
     
    B9      
    9,765

  

   8,893

Provision for taxation




       -  



        -             

Others – dividend payable



    1,475  


        -                 







  32,950



 34,564
            
Total liabilities





  33,735



 37,192              
TOTAL EQUITY AND LIABILITIES                                      120,906



125,308             
Net assets per share attributable to 

    equity holders of the parent (RM)

 
      2.13



     2.15              
The Condensed Consolidated Balance Sheets should be read in conjunction with the Annual Audited Financial Report of the Group for the year ended 31 December 2005.

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY








Attributable to equity holders of the parent










 


 Non-distributable
        Distributable










        Exchange









Share 
   Share
        Fluctuation
 Statutory      Retained









Capital
   Premium    Reserve        Reserve        Profits
     Total








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

 
6 months ended 30/06/2006
Balance at 1 January 2006

   
   40,956
        7,162           (469)
      738              39,729
        88,116
Appropriation for statutory reserve

          -
            -
                 -
         -

 -  
              - 

Net loss not recognised in income statement:


- currency translation difference

          -
            -
               687               -
                -
             687
Issue of shares:

- rights issue




          -
            -
                 -
        -
                -
               -

- share issue expenses


          -               -
                 -
        -
                -
               -

- ESOS





            1             -
                 -
        -
                -
                 1   

Net profit/(loss) for the financial period
          -
            -
                 -
        -
              (158)                 (158)
Dividend payable



          -
            -
                 -
        -
           (1,475)
        (1,475)







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

Balance at 30 June 2006


   40,957
        7,162             218
      738              38,096
        87,171







======================================================
6 months ended 30/06/2005
Balance at 1 January 2005

   
   40,956       7,162
509
        -
           32,373
       81,000
Appropriation for statutory reserve

          -
            -
                 -                  -                      -                         -

Net gain not recognised in income statement:


- currency translation difference

          -
           -
          (1,012)               -  
                -
       (1,012)
Issue of shares:

- rights issue




          -
           -
                 -
        -

  -                         -

- share issue expenses


          -              -
                 -
        -
                -
              -
- ESOS





          -              -
                 -
        -
                -   
              -   

Net profit/(loss) for the financial period
          -
           -
                 -
        -
            2,928
         2,928
Dividend payable



          -
           -
                 -
        -
           (1,032)
        (1,032)







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

Balance at 30 June 2005


   40,956
      7,162           (503)
        -
          34,269
       81,884







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

The Condensed Consolidated Statements of Changes in Equity should be read in conjunction with the Annual Audited Financial Report of the Group for the year ended 31 December 2005.

CONDENSED CONSOLIDATED CASH FLOW STATEMENTS









6 Months

6 Months
 










Ended


Ended
 





    




30/06/2006

30/06/2005











RM’000


RM’000



Net profit/(loss) before tax




        (453)

      2,932
   

Adjustment for non-cash flow:-

Non-cash items





      3,265

      2,757      

     

Non-operating items (which are investing /financing)
         
         144         

          -









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

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

Operating profit before changes in working capital

       2,956
  
      5,689
Changes in working capital






- Net change in current assets



      8,126

    (6,521)

- Net change in current liabilities


     (4,318) 

    (1,067)










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

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

Net cash flow from operating activities


      6,764

    (1,899)










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

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

Investing activities


- Equity investments




           -

           
          -




- Other investments




    (5,719)

    (2,984)










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

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










    (5,719)

    (2,984)










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

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



Financing activities


- Transactions with owners as owners


           -


          -

- Bank borrowings




        (604)

      2,382

- Debt securities issued



           -


          -











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

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










        (604)

      2,382









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

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

Net change in cash & cash equivalents


          441 

    (2,501)
Currency translation differences



           90

       (199)    


Cash & cash equivalents at beginning of year

      3,936
  
      8,195









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

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

Cash & cash equivalents at end of period


      4,467

      5,495

     










========

========

The Condensed Consolidated Cash Flow Statements should be read in conjunction with the Annual Audited Financial Report of the Group for the year ended 31 December 2005.
A.      NOTES TO THE INTERIM FINANCIAL REPORT ON CONSOLIDATED RESULTS

A1.    Basis of Preparation


The interim financial report is unaudited and has been prepared in accordance with FRS 134, “Interim Financial  Reporting” issued by the Malaysian Accounting Standards Board (“MASB”) and paragraph 9.22 and Appendix 9B of the Bursa Malaysia Securities Berhad ("Bursa Malaysia") Listing Requirements, and should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 December 2005.

The accounting policies and methods of computation followed in this interim financial report are the same as compared with the financial statement for the year ended 31 December 2005 except for the adoption of all the 18 new and revised Financial Reporting Standards (“FRS”) issued by the MASB that are relevant to the Group’s operations effective from the financial period beginning 1 January 2006.  In addition, the Group has elected to adopt FRS117 and 124 in advance of their effective date of 1 October 2006.  The other remaining FRS139 covering Financials Instruments: Measurement and Recognition has been deferred until further notice.
The adoption of these new and revised FRS does not have any significant financial impact on the Group.  The principle effects of the changes in accounting policies resulting from the adoption of the new and revised FRSs are discussed below: 
a)   FRS 2: Share-based Payment

The adoption of FRS 2 has resulted in a change in accounting policy for staff costs of the Group arising from share options granted by Sunchirin Industries (Malaysia) Berhad to employees (including executive directors) of the Group.

Prior to 1 January 2006, no compensation expense was recognised in the income statement for share options granted to employees of the Group.  Upon the adoption of FRS 2, where the Group pays for services of its employees using share options, the fair value of the transaction is recognised as an expense in the income statement over the vesting periods of the grants, with a corresponding increase in equity.  The total amount to be recognised as compensation expense is determined by reference to the fair value of the share option at the date of the grant and the number of share options to be vested by vesting date. At balance sheet date, the Group revises its estimate of the number of share options that are expected to vest by the vesting date.  Any  revision of this estimate is included  in  the  income  statement and  a  corresponding  adjustment to  equity  over the remaining vesting period.

Under the transitional provisions of FRS 2, this FRS will apply to share options which were granted after 31 December 2004 and which had not yet vested on 1 January 2006.  The adoption of this FRS has not resulted in any financial impact to the Group as there were no new share options granted by the Group after 31 December 2004 which remain unvested on 1 January 2006. 
b)  FRS 116: Property, Plant and Equipment
FRS 116 requires the review of the residual value and remaining useful life of an item of property and equipment at least at each financial year end. The group had revised the residual values of plant and machinery, equipment and motor vehicles with effect from 1 January 2006. The revision is accounted for as change of accounting estimates. 

A2.
   Audit Report of Preceding Annual Financial Statements

   The audit report of the Group’s most recent annual audited financial statements for the year ended 31 December 2005 was not qualified.

A3.
   Explanatory Comments about the Seasonality or Cyclicality of Operations

   The Group’s operation is not dependent on any seasonality or cyclicality of its operation.

A4.
   Unusual Items

   There were no exceptional/extraordinary items affecting the assets, liabilities, equity, net income or cash flows for the current quarter and financial period ended 30 June 2006.

A5.    Changes in Estimates

   There were no changes in estimates of amounts reported in prior interim periods of the current financial year or changes in estimates of amounts reported in prior financial years that have a material effect in the interim period.

A6.
  Changes in Share Capital and Debt Securities

   There were no issuances, cancellations, repurchases, resale and repayments of either debt or equity securities for the period under review.

A7. 
   Dividend Paid


There was no dividend paid during the financial quarter ended 30 June 2006.
A8.
  Segmental Reporting
The Group operates in a single industry segment and as such, no segment information in respect of analysis by activity has been provided.  The analysis of Group operation by geographical location is as follows:-









      Cumulative

   Cumulative Profit/









Operating Revenue
(Loss) before taxation
Assets Employed








     
        RM’000

           RM’000

      RM’000



   
Malaysia


          30,584

              (2,947) 

        69,255

Thailand                                   
          27,578


 3,212            
        45,782



India




 121


  (574)

          2,516


   
Group's share of associated

N/A


  (144)

          3,353




   

company result










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









          58,283
            
  
  (453)

      120,906 


  
     


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

A9.
  Valuations of Property, Plant and Equipment

  The Group did not carry out any valuation on its property, plant and equipment.

A10.  Material Events Subsequent to the End of the Period

   No material event has arisen on the interval between the end of the current quarter and the date of this release to affect substantially the results of the Group and Company as at 22 August 2006, the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report.

A11.  Changes in the Composition of the Group
There were no changes to the composition of the Group since the last quarter.
A12.  Commitments and Contingent Liabilities

   The Group has entered into a number of agreements in the course of business.  Details of the commitments and contingent liabilities as at 22 August 2006 (latest practicable date which is not earlier than 7 days from the date of issue of this interim report) are as follows:-


















Company
Group











RM’000

RM’000




Capital Commitments






Authorised and contracted for

         888
     3,360



Authorised but not contracted for

      5,919
     5,919











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




Contingent Liabilities


    13,284*
          -










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


*  The Company has issued the following guarantees for its subsidiary to secure banking facilities:-


i.   A corporate guarantee of THB60.0 million for its Thai subsidiary, Sunchirin Industry (Thailand) Ltd.


ii.  A corporate guarantee of USD1.0 million for its local subsidiary, Sunchirin Corporation Sdn. Bhd.



iii. A bank guarantee of USD1.05 million for its Indian subsidiary, Sunchirin Autoparts India Pvt Ltd.
B.     ADDITIONAL INFORMATION REQUIRED BY THE BMSB LISTING REQUIREMENTS
B1.
   Review of the Performance


   The Group’s turnover for the quarter under review was slightly higher at RM28.50 million compared to RM28.13 million in the corresponding period last year.  However, the Group only recorded a profit before tax of RM0.19 million in the current quarter compared to a profit before tax of RM1.15 million for the corresponding period last year.  Lower margin was registered as higher material cost contributed to higher cost of production.  The higher price of fuel and hike in interest rate did not only contributed to a higher cost but also had a negative effect on demand.  The Malaysian operation registered a loss as the domestic market turned soft and the Indonesian market saw a significant drop in demand.  The Indian operation saw a delayed in production and hence only recorded a small turnover.  However, the Thai operation maintained its revenue growth.  The associated company in China also suffered a decline in revenue and registered a loss.

B2.    Explanatory Comments on Any Material Change in the Profit Before Taxation for the Quarter Reported on as Compared with the Immediate Preceding Quarter.

   The Group’s turnover for the quarter under review was lower at RM28.50 million compared to RM29.79 million the previous quarter.  The Group registered a profit before tax of RM0.19 million compared to a loss before tax of RM0.64 million previously.  The decline in performance for the Group was mainly due to lower sales registered by the Malaysian operation, start-up cost of the Indian operation and higher material cost.  The Malaysian operation had incurred an employee severance cost amounting to RM0.30 million during the current quarter.  The associated company in China also contributed a loss of RM0.098 million during the review quarter.  
B3.
   Prospects for the Current Financial Year 

   The Group continues to operate in a very competitive environment with highly volatile movement in material prices and foreign exchange rate.  However, the Thai operation is expected to maintain its production and will continue to show satisfactory performance.  The India operation has started its production, but it is not expected to have any positive impact on the Group’s profitability.  As for the associated company in China, the Group expects a turn around.  
B4.
   Explanatory Notes for Variance of Actual Profit from Forecast Profit

   There were no profits forecast or profit guarantee issued during the financial period to-date.

B5.
   Taxation


   Taxation comprised the following:-








INDIVIDUAL QUARTER
CUMULATIVE QUARTER








        3 months ended 

         6 months ended








30/06/2006
30/06/2005
30/06/2006
30/06/2005
    





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

    Current year's taxation 

-
 Malaysian income tax - current

               3  
             2
              5
         139
-  Malaysian income tax - prior year 

            
-
             -  
             -          
            -

-
 Foreign income tax

    
             47
           37
            96
           75
    -
 Transfer from deferred taxation account
          (177)                  (135)
         (396)
        (210)








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








          (127)  
         (96)
         (295)
             4






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

As the Malaysian operation for the current quarter and financial year to date resulted in losses, no provision of taxation is required to be made except for the provision of interest income from short term deposits placement.  The Group through its local subsidiary, Sunchirin Corporation Sdn Bhd, had obtained the Operational Headquarters status with a 10 years tax waiver effective from 1 January 2006.  The subsidiary in Thailand is exempted from tax for a period of 7 years with effect from 5 June 2000.  Withholding tax of 15% was paid in Thailand in respect of interest and royalty income arising from the loans and technical assistance extended to the Thai subsidiary.  

B6.
   Profits/(losses) on Sale of Unquoted Investment and/or Properties

   There were no sales of investment and/or properties for the period ended 30 June 2006.

B7.
   Quoted Investments

   (a)  There were no purchases or sales of quoted securities for the current quarter and financial year-to-date.


   (b)  There were no investments in quoted shares for the current quarter and financial year-to-date.

B8.
   Status of Corporate Proposals
There were no corporate proposals announced as at 22 August 2006 (latest practicable date which is not earlier than 7 days from the date of issue of this interim report) other than the following:-


   The Company had implemented an Employees’ Share Option Scheme (“the ESOS”) for the benefit of eligible employees and executive directors of the Company.  The Option period is for 5 calendar years commencing from 2 December 2002 and expiring on 1 December 2007.  The movements of the share options granted under the ESOS during the reporting quarter are as follows:-










                                No. of share options                                      









Balance at        Granted      Exercised      Lapsed       Balance at







 1.1.2006



             30.06.2006


First option at option price of RM1.00

 2,883,000
  -
    1,000
         124,000
 2,758,000 



Second option at option price of RM1.02
    247,000
  -                   -                 2,000    
    245,000



Third option at option price of RM1.00
    127,000
  -                   -                 2,000
    125,000


Fourth option at option price of RM1.00
      30,000
  -
        -
  
 -
      30,000









 3,287,000              - 
    1,000          128,000
 3,158,000

   Assuming full exercise of the unexercised share options as at 30 June 2006, the additional number of ordinary shares of the Company to be issued under the ESOS would be 3,158,000.
B9.
  Group Borrowings 


  Total borrowings as at 30 June 2006 were as follows:-























Company
Group

Included in the borrowings are amounts


  Bank borrowings (Unsecured)
RM’000

RM’000

denominated in foreign currency 













FC'000


  Classified as current liabilities

  Repayable within 12 months:




 Bankers’ Acceptances

     3,510

   3,510

N/A



  Revolving credit


     1,000 
   3,281 

THB23,800


 Overdraft



          -

      218

INR2,733
 Term Loan - Offshore

     2,756
  
   2,756

USD750








     7,266
 
   9,765  

  Classified as non-current liabilities

   Repayable after 12 months:




 Term Loan - Offshore

          -
 
         - 


B10.  Financial Instruments with Off Balance Sheet Risk

   The Group enters into short-term foreign exchange contracts to hedge its exposure to currency fluctuations affecting certain foreign currency denominated trade payables and receivables.  The Financial instruments are viewed as risk management tools by the Group and are not used for trading or speculative purposes.  


   There is no outstanding financial instrument with off balance sheet risk as at 22 August 2006, the latest practicable date which is not earlier than 7 days from the date of issue of this interim report. 


   There are no cash requirements on these contracts and the Group only uses forward foreign currency contracts as a   hedging instrument on a certain portion of the Group’s purchases from foreign exchange rate movement.

   All foreign currency translation gain and losses are measured for the interim financial reporting by the same principle as at financial year ended 31 December 2005.

B11.  Material Litigation

   There was no material litigation as at 22 August 2006, the latest practicable date which is not earlier than 7 days from the date of issue of this interim report.

B12.   Dividend


The Board does not recommend any interim dividend for the current quarter.  The dividend declared and approved for the current financial year-to-date is the first and final dividend of 5.0 sen (2004: 3.5 sen, paid on 15 August 2005) per ordinary share less income tax at 28% in respect of the financial year ended 31 December 2005.  This dividend was paid on 14 August 2006.

B13.  Earnings Per Ordinary Share









   Current Quarter

Year-To-Date










            2006

        2006
Earnings








Net profit/(loss) for the year (RM’000)


                316

         (158)      
Weighted average number of shares
(a)   Basic

   Weighted average number of ordinary shares in issue (’000)
           40,957

       40,957      
(b) Fully Diluted

       Weighted average number of ordinary shares in issue (’000)             40,957

       40,957      


   ESOS:





   Weighted average number of unissued shares

             3,159

         N/A*

   Weighted average number of shares that would have been



    
   Issued at fair value




           (2,984)

         N/A*       

   Adjusted weighted average number of ordinary shares for



   Calculating diluted earnings per ordinary share

           41,132

      40,957          


Basic earnings/(loss) per share (sen)



              0.77

        (0.39)     
Diluted earnings per share (sen)



              0.77

          N/A*    
*  The weighted average number of ordinary shares under ESOS of 3,158,000 was not included in the calculation of diluted earnings per share because they are antidilutive for the financial year-to-date. 

By Order of the Board

Ng Yim Kong

Lim Kau Chia

Company Secretaries

Shah Alam 

29 August 2006
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