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Central Industrial Corporation Berhad (12186-K)

Notes to the condensed consolidated interim financial statement for the twelve months ended 31 December 2010

Notes to the condensed consolidated interim financial statements for the twelve months ended 31 December 2010

1.
Basis of Preparation
The interim financial statements are unaudited and have been prepared in accordance with the requirements of Financial Reporting Standards (FRS) 134, Interim Financial Reporting, issued by the Malaysian Accounting Standards Board (“MASB”) and Paragraph 9.22 of the Main Market Listing Requirements of Bursa Securities Malaysia Berhad. 
The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2009. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the year ended 31 December 2009.
2.
Significant Accounting Policies
The accounting policies and methods of computation adopted for the interim financial report are consistent with those adopted for the Group’s annual audited financial statements for the year ended 31 December 2009. At the date of authorisation of the interim financial statements, the following new FRSs, Amendments to FRSs and Interpretations were issued but not yet effective and have not been applied by the Group and its subsidiaries, which are:

FRS, Amendments to FRS and Interpretations                Effective for financial periods beginning on or after 
Amendment to FRS 132: Classification of Right Issues



             1March 2010

FRS 1: First-time Adoption of Financial Reporting Standards



   1 July 2010

FRS 3: Business Combination







   1 July 2010

FRS 138: Intangible Assets







   1 July 2010

Amendment to FRS 5: Non-current Assets held for Sales and Discontinued 

Operations






   1 July 2010

Amendment to FRS 127: Consolidated and Separate Financial Statements

   1 July 2010

IC Interpretations 12: Service Concession Agreements




   1 July 2010

IC Interpretations 15: Agreement for the Constructions of Real Estate


   1 July 2010

IC Interpretations 16: Hedges of a Net Investment in a Foreign Operation


   1 July 2010

IC Interpretations 17: Distributions of Non-cash Assets to Owners


   1 July 2010

Amendment to IC Interpretations 9: Reassessment of Embedded Derivatives

   1 July 2010

Amendment to FRS 1: Limited Exemption from Comparative FRS7 Disclosures and
                                     Additional Exemption for First-time Adopters

           1 January 2011

Amendment to FRS 2: Share-bases Payment 




           1 January 2011

Amendment to FRS 7: Improving Disclosures about Financial Instruments
           1 January 2011

IC Interpretation 4: Determining whether an Arrangement contains a Lease
           1 January 2011

IC Interpretation 18: Transfer of Assets from Customers



           1 January 2011

Technical Release 3: Guidance on Disclosures of Transition to IFRSs

           1 January 2011

Technical Release i-4: Shariah Compliance Sales Contracts


           1 January 2011

The new FRSs, Revised FRSs, Amendment to FRSs and Interpretations above are expected to have no significant impact on financial statements of the Group and its subsidiaries for the current year upon their initial application.

The accounting policies and methods of computation adopted for the interim financial report are consistent with those adopted for the Group’s annual audited financial statements for the year ended 31 December 2009, except for the adoption of the following new Financial Reporting Standards (“FRSs”) and Issues Committee Interpretations (“IC Interpretations”) effective for financial periods beginning on or after 1 January 2010.
FRS 7: Financial Instruments: Disclosures



FRS 8: Operating Segments
FRS 101: Presentation of Financial Statements (Revised 2010)

FRS 123: Borrowing Costs (Revised 2010)
FRS 139: Financial Instruments: Recognition and Measurement. 
Amendment to FRS 1: First-time Adoption of Financial Reporting Standard and FRS 127 Consolidated and Separate Financial Statements: Cost of an Investment in Subsidiary, Jointly Controlled Entity or Associate
Amendment to FRS 2: Share-based Payment: Vesting Conditions and Cancellations
Amendment to FRS 108: Accounting Policies, Changes in Accounting Estimates and Errors
Amendment to FRS 116: Property, Plant and Equipment

Amendment to FRS 117: Leases
Amendment to FRS 132: Financial Instruments: Presentation

Amendment to FRS 134: Interim Financial Reporting

Amendment to FRS 139: Financial Instruments: Recognition and Measurement

IC Interpretation 9: Reassessment of Embedded Derivatives

IC Interpretation 10: Interim Financial Reporting and Impairment

IC Interpretation 11: Group and Treasury Share Transactions

The adoption of the above FRSs, Amendment to FRSs and IC Interpretations did not have any material impact on the financial results of the Group except for the following: 

FRS 7 Financial Instruments: Disclosures

FRS 7 requires disclosure of information about the significant of financial instruments for the Group’s financial position and performance, the nature and extent of risks arising from financial instruments, and the objectives, policies and the processes of managing capital. This Standard is considered to result in increased disclosures, both quantitative and qualitative of the Group’s exposure to risks, enhanced disclosure regarding components of the Group’s financial position and performance, and possible changes to the way of presenting certain items in the financial statements. 
FRS 8 Operating Segments

FRS 8 which replaces FRS 114(2004) Segment Reporting, requires identification and reporting segments based on internal reports that are regularly review by the Group’s chief operating decision maker in order to allocate resources to the segments and to access their performance. Currently the Group presents segments information in respect of its geographical and business segments (see Note 9). As a result, following to the adoption of FRS 8 will not have any significant impact on the financial statements of the Group.
FRS 101Presentation of Financial Statements (Revised)

FRS introduces changes in the format and content of the financial statements including revised titles for financial statement. Prior to adoption of the revised FRS 101, the components of the financial statements presented consisted of a balance sheet, income statement, statement of changes in equity, cash flow statement and notes to the financial statements.  With the adoption of the revised FRS 101, the components of the interim financial statements presented consist of statement of financial position, statement of comprehensive income, statement of changes in equity, statement of cash flows and notes to the financial statements.

The revised FRS 101 separates owner and non-owner changes in equity. Therefore, the statement of changes in equity will now include only details of transactions with owners. All non-owner changes in equity are presented as a single line labelled as total comprehensive income which presenting all items of the income and expense recognised in the income statement, either in one single statement, or in two linked statements. In addition, a statement of financial position is required at the beginning of the earliest comparative period following a change in accounting policy, the correction of an error or the reclassification of items in the financial statements. 
This revised FRS does not have any impact on the financial position and results of the Group as the revised Standard affects only the presentation of the financial statements.

FRS 117 Leases

The amendments clarify that the classification of lease of land and require entities with existing leases of land and buildings to reassess the classification of the land as finance or operating lease. Leasehold land which is substance is a financial lease will be reclassified as property, plant and equipment. The adoption of these amendments will result in change in accounting policy which will be applied retrospectively in accordance with the transitional provisions. 
With the adoption of the Amendment to FRS 117, the Group has reassessed and determined that certain leasehold land of the Group which is in substance financial leases and has reclassified the leasehold land to property, plant and equipment. The reclassification has no effect to the profit or loss of the current financial period ended 31 December 2010 or the comparative prior financial period. The effect of the reclassification to the comparative of the consolidated statement of financial position as of 31 December 2009 has been restated as follows:
	
	As previously reported as at 31 Dec 2009

RM’000
	Effects of Amendment to FRS 117

RM’000


	As restated as at 31 Dec 2009

RM’000

	Prepaid lease payments
	2,010
	(2,010)
	-

	Property, plant and equipment
	21,108
	2,010
	23,118


FRS 123 Borrowing Costs (Revised)
The revised Standard eliminates the option available under the previous version of FRS 123 to recognize all borrowing costs immediately as an expense. The Group and its subsidiaries shall capitalise borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying asset as part of the cost of that asset.
FRS 123 Consolidated and Separate Financial Statements 

The amendment requires the effects of all transactions with non-controlling interests to be recorded in equity if there is no change in control and these transactions will no longer result in goodwill or gains and losses. The Standard also specifies the accounting when the company has lost the control. Any remaining interest in the entity is remeasured to fair value, and gain or loss is recognised in statement of comprehensive income. 
FRS 139 Financial Instruments: Recognition and Measurement

FRS 139 establishes principles for recognising and measuring financial assets, financial liabilities and some contracts to buy and sell non-financial items as well as the requirement for the application of hedge accounting. Requirement for presenting information about financial instruments are in FRS 132: Financial Instruments: Presentation and requirements for disclosing information about financial instruments are in FRS 7: Financial Instruments: Disclosures.

In accordance with FRS 139, the recognition and measurement requirements are applied prospectively from 1 January 2010. Prior to the adoption of FRS 139, derivative contracts were recognized in the financial statement on the settlement dates. With the adoption of FRS 139, the derivative contracts will be at contract dates as financial assets or financial liabilities and the measurement of such contracts would be at fair value through profit & loss. Forward foreign currency exchange contracts of the Group have been measured at fair value and the changes in the fair value are recognized in the statement of comprehensive income. 

In accordance with the transitional provision of FRS 139, the above changes are applied prospectively and the comparatives as at 31 December 2009 not restated. The fair value adjustments arising from remeasurement of financial instruments are immaterial to the financial position and result of the Group. Thus no adjustment has been made to the opening balance of the balance sheet as at 1 January 2010.

2.
Auditors’ Report 

The audited report of the preceding annual financial statements was not qualified.
3. 
Valuations of Property, Plant & Equipment
Property, plant and equipment are stated at cost or valuation less accumulated depreciation and accumulated impairment losses. The Group did not carry out any revaluation exercise on its landed properties for the period under review. 
The valuations of property, plant and equipment have been brought forward without any amendment from the previous audited financial statements.
4.
Seasonal or Cyclical Factors 

The business nature of the Group is not materially affected by any seasonal or cyclical factors.

5
Exceptional or unusual items
There were no exceptional or unusual items affecting assets, liabilities, equity, net income or cash flow of the Group for the current quarter under review.
6.
Changes in Estimates
There were no changes in estimates that have a material effect in the current interim results.
7.
Debts and Equity Securities

There were no issuances, cancellation, repurchases, resale or repayments of debt or equity securities for the current quarter under review and financial year to date.
8.
Dividends Paid & Proposed
No dividend was paid in respect of the current quarter ended 31 December 2010.

A final dividend of 1.5% less tax of 25% amounting to RM515,255 in respect of the previous              financial year was paid on 13 September 2010.

9.
Segment Reporting
The Group’s primary business segment is principally engaged in the manufacturing and trading of self-adhesive tapes and label stocks. The analysis of geographical and business segment of the Group is stated as follows: -
	
	Quarter ended 31 December
	
	Year to date ended 31 December

	
	2010
	
	2009
	
	2010
	
	2009

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

	Segment revenue
	
	
	
	
	
	
	

	Malaysia
	13,994
	
	12,475
	
	58,453
	
	55,648

	Overseas
	  2,038
	
	  2,342
	
	  7,262
	
	  6,638

	
	16,032
	
	14,817
	
	65,715
	
	62,286

	
	
	
	
	
	
	
	

	Segment results
	
	
	
	
	
	
	

	Malaysia
	(621)
	
	  148
	
	 2,336
	
	      447

	Overseas
	  (97)
	
	  355
	
	    161
	
	      576

	
	 (718)
	
	         503
	
	       2,497
	
	        1,023

	
	
	
	
	
	
	
	


The directors are of the opinion that all inter segment transfers have been entered into in the normal course of business and have been established on terms and conditions that are not materially different from that obtainable in transactions with unrelated parties. Those transfers are eliminated on consolidation.

10.
Subsequent Events  


There were no subsequent events up to the date of this interim report that have not been reflected in these interim financial statements.  
11.
Changes in the Composition of the Group
There are no changes in the composition of the Group for the current quarter under review and financial year to date.
12.
Contingent Liabilities or Contingent Assets
There were no contingent liabilities or contingent assets that may have material effect on the net assets, profits or financial position of the Group for the current quarter under review.
13.
Capital Commitments
There are no capital commitments for the current quarter under review.

14.
Significant Related Party Transactions
There were no significant related party transactions during the current reporting period.
15.

Review of Performance 


For the current quarter under review, the Group recorded a 8.2% increase in its revenue from RM14.8 million in the preceding year corresponding quarter to RM16.0million in the current quarter but incurred losses of RM0.718 million in the current quarter as compared to profit before tax of RM0.5 million in the preceding year corresponding quarter. The decrease in profit before tax was mainly due to higher operating costs and provision for doubtful debts of RM0.666 million.
The Group has recorded revenue of RM65.7million and the profit before tax of RM2.497million for the twelve month ended 31 December 2010, representing improvement of 5.5% and 144.1% respectively as compared to revenue in previous year corresponding period of RM62.2 million and profit before tax of RM1.0 million. The increase in the revenue for the three months ended 31 December 2010 was mainly due to higher sales recorded while losses incurred for the same period was due to higher operating costs incurred and provision for doubtful debts.
             The increase in the revenue and profit before tax for the twelve months ended 31 December             2010 were mainly due to:-
(i) Improved sales and higher selling prices; and

(ii) Gain on disposal of a factory land and building of approximately RM2 million.

16.
Material Changes in results with immediate preceding quarter
The comparison of the Group revenue and profit before tax for the current quarter and preceding quarter are summarised as follows:-

     Quarter ended
     Quarter ended
    

31 December 2010
 30 September 2010 
         Variance
          RM’000 

         RM’000
     
RM’000
 %

             Revenue

           16,032                           16,419                      387              (2.36%)
Profit before tax

(718)

             503

(1,221)
        (242.7%)
The Group’s revenue has dropped slightly as compared to that recorded in preceding quarter. This was due to lower sales recorded. The Group incurred losses in the current quarter as compared to the profit before tax of RM0.503 million in the preceding quarter due to higher operating costs incurred and provision for doubtful debts of RM0.666 million.
17.
Commentary of  Prospects
The management is optimistic that the current financial year will generate better and higher profits. The Group’s strategy is to continue focusing on its export market, product and service quality, stricter cost control and savings as well as streamlining its supply chain.
18.
Profit Forecast or Profit Guarantee
Not applicable as no profit forecast or guarantee was published.
19.
Taxation

The Group’s tax charge comprises: 
	
	Quarter ended 
31 December
	Year to date ended 
     31 December

	
	RM’000
	RM’000



	(Loss)/Profit before taxation
	(718)
	2,497

	
	
	

	Tax at the statutory income tax rate of 25%
	-
	624

	                                                                   
	
	

	Add/(Less):
	
	

	· Effect of expenses with double deduction 
	-
	(5)

	· Effect of utilization of previously unrecognized Capital Allowance 
	274
	259

	· Effects of other income not subject to tax 
	(10)
	(548)

              

	
	
	

	Income tax expense 
	264
	330

	Effective tax rate
	-
	13.2%


The Group derived income tax expense from rental income and deferred tax liability recognized in the current quarter. The effective tax rate for the Group in the financial year to date is lower than the statutory tax rate primarily due to non-taxable income and availability of the tax incentive being available for use to offset against the statutory income of the Group.
20.
Unquoted Investments and Properties
There was no purchase or sale of unquoted investments and properties in the current quarter under review. However, during the financial year, the Group has disposed a property with a gain of approximately RM2 million.
21.
Quoted Securities
There was no purchase or sale of quoted securities during the current quarter under review.  
22.
Corporate Proposals
There were no corporate proposals announced in the current quarter under review and up to the date of this interim report.
23.
Borrowings
All the borrowings are denominated in Ringgit Malaysia and recognized in profit or loss in the year in which they are incurred.

 
Particulars of the Group‘s borrowings as at 31 December 2010 are as follows: -

	
	2010
	
	2009

	
	RM’000
	
	RM’000

	Unsecured Borrowings
	
	
	

	 Bank Overdraft 
	   148
	
	      -

	 Banker’s Acceptance 
	5,315
	
	6,344

	
	5,463
	
	6,344

	
	
	
	


24.
Derivatives Financial Instruments
a)    Derivatives

The Group has entered into some forward foreign exchange currencies contracts to hedge foreign exchange risks associated with sales transactions. As at end of the current quarter under review, the details of the open foreign exchange forward contracts are as follows:

	Type of Derivatives
	Amount in original currency
	Contract / Notional Rate
	Contract / Notional Value
	Fair Value (favorable)

	Forward foreign exchange currencies contracts

- Less than 1 year


	USD 

261,667
	3.109
	RM

813,597
	RM

797,179


The derivatives have been recorded on the Consolidated Statement of Financial Position for this reporting period in compliance with FRS 139 as set out in Note 1. 


The above instruments are executed with financial institutions in Malaysia and as such credit and counter parties risks are minimal. There are no transaction costs at the inception of these contracts. The Group is exposed to minimal cash flow risk in view of its healthy cash position.

b)    Gains / (losses) arising from fair value changes in financial liabilities

The gains arising from the fair value changes amounted to RM16,418 has been recognised in the financial statements of the Group for the quarter under review.
25.
Material Litigation



The Group has not engaged in any litigation which has a material effect on the financial position of the Group for the quarter under review and financial year to date.
26.
Realised and Unrealised Profits


The determination of realised and unrealised profits or losses is based on the Guidance of Special Matter No. 1, Determination of Realised and Unrealised Profits or Losses in the Context of Disclosure Pursuant to Bursa Malaysia Securities Berhad Listing Requirements, issued by the Malaysian Institute of Accountants on 20 December 2010.



The disclosure of realised and unrealised profits or losses is made solely for complying with the disclosure requirements as stipulated in the directive of Bursa Malaysia Securities Berhad  and is not made for any other purposes. 



The breakdown of retained profits of the Group as at the reporting date, into realised and unrealised profits or losses, pursuant to the directive, is as follows:








          Quarter ended 

       Quarter ended 








      31 December 2010  

   30 September 2010









RM’000 


RM’000


Total retained profits of the Group 




            - Realised gain                       


   14,191

               15,031

- Unrealised gain /(loss)


                   (167)

                    (25)








   14,024


  15,006

The unrealised profits of the Group and the Company as disclosed above includes translation gains and losses on monetary items denominated in a currency other than the functional currency and foreign exchange contracts, as translation gains and losses are incurred in the ordinary course of business of the Group and the Company, and are hence deemed as realised.

27.
Dividends Payable 

I)
a)
The Board of Directors has recommended a final Dividend of 1.5 sen less tax at 25% for the financial period year ended 31 December 2010. 

b)
Amount per share – 1.5 sen less 25% tax.

c)
Previous corresponding period – a final dividend of 1.5 sen less 25% tax.

d)
Date payable – 13 September 2011
e)
In respect of the deposited securities, entitlement to dividends will be determined on the basis of the record of depositors at a date to be determined later; and
II)
The total dividend for the current financial year – 1.5 sen less 25 % tax.

28.
Earnings Per Share 

Basic earnings per ordinary share are calculated based on the Group’s net profit attributable to equity holders of the Company and the weighted average number of ordinary shares in issue during the current quarter and the financial year to date. 
Diluted earnings per ordinary share is the same as the basic earnings per ordinary share as the effect of anti-dilutive potential ordinary shares are ignored in calculating diluted earnings per ordinary share in accordance with FRS 133 on Earnings per Share.
	
	Quarter ended 

31 December
	Year to date ended 31 December

	
	RM’000
	RM’000


	Basic
Profit attributable to the owner of the company
	(982)
	2,167

	Weighted average number of ordinary shares in issue 
	45,780
	     45,780

	Basic earnings per ordinary share (sen)
	(2.15)
	4.73

	
	
	

	Diluted
   Diluted earnings per ordinary share (sen)
	(2.15)
	             4.73


29.

Authorisation for Issue
The interim financial statements and the accompanying notes were authorized for issue by the Board of Directors in accordance with a resolution of the directors passed on 28 February 2011.
By order of the Board,

Central Industrial Corporation Berhad

Fong Phoi Shan

Company Secretary
Date: 28 February 2011
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