	PSC INDUSTRIES BERHAD

(Company No.: 11106-V)



NOTES TO THE UNAUDITED FINANCIAL STATEMENTS
FOR THE 1ST QUARTER ENDED 31 MARCH 2007
SELECTED EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT – FRS 134

	1
	Basis of Preparation

The interim financial report has been prepared in accordance with Financial Reporting Standard 134 (“FRS”) and Chapter 9 part K of the Listing Requirements of Bursa Malaysia Securities Berhad. 

The interim financial report is to be read in conjunction with the audited financial statements for the year ended 31 December 2006. 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 financial year ended 31 December 2006.
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2
	Changes in Accounting Policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2006 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for financial period beginning 1 January 2007.

FRS 117

Leases

FRS 124

Related Party Disclosures

Amendment to FRS 119 2004
Employee Benefits – Actuarial Gains and Losses, Group Plans and Disclosures

The adoption of FRS 124, and FRS 119 2004 does not have significant financial impact on the Group.  

The principal effects of the changes in accounting policies resulting from the adoption of the new/revised FRS is as follows:

FRS 117: Leases

Prior to 1 January 2007, leasehold land held for own use was classified as property, plant and equipment and was stated at cost less accumulated depreciation and impairment losses.  The adoption of the revised FRS 117 has resulted in a change in the accounting policy relating to the classification of leases of land and buildings. Leases of land and buildings are classified as operating or finance leases in the same way as leases of other assets and the land and buildings elements of a lease of land and building are considered separately for the purpose of lease classification. Leasehold land held for own use is now classified as operating lease and where necessary, the minimum lease payments or the up-front payments made are allocated between the land and the buildings elements in proportion to the relative fair values for leasehold interests in the land element and buildings element of the lease at the inception of the lease. The up-front payment represents prepaid lease payments and are amortised on a straight-line basis over the lease term.

Changes in Accounting Policies (cont’d)

The Group has applied the change in accounting policy in respect of leasehold land in accordance with the transitional provisions of FRS 117. At 1 January 2007, the unamortised amount of leasehold land is retained as the surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions. The reclassification of leasehold land as prepaid lease payments has been accounted for retrospectively and as disclosed below, certain comparatives have been restated. The effects on the consolidated balance sheet as at 31 December 2006 is set out below. There were no effect on the consolidated income statement for the year ended 31 December 2006.



	
	



 As previously

         

                      As 





         reported

Adjustments                 restated

                                                                RM’000                   RM’000                        RM’000
Property, plant and equipment                  49,601                 (12,743)                           36,858

Prepaid land lease payments                            -                    12,743                            12,743
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	Declaration of audit qualification

The auditor's report of the preceding annual financial statements of the Company and of the Group
was not subjected to any qualification.
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	Seasonal or cyclical factors

The business operations of the Group are not materially affected by any seasonal or cyclical factors.
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	Items of unusual nature, size, or incidence

There were no other items affecting the assets, liabilities, equity, net income or cash flows of the Group that are unusual because of their nature, size, or incidence for the current financial quarter ended 31 March 2007.
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	Changes in estimates of amounts

There were no material changes in estimates in respect of amounts reported in the prior interim period of the current financial period or that of prior financial years.


	7
	Details of Issuances and Repayment of Debt

There were no issuances or repayment of debts and equity securities, share buy-backs,
share cancellations, shares held as treasury shares and resale of treasury shares during the
current financial quarter ended 31 March 2007.
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	Dividends paid

There was no dividend paid for the current financial quarter ended 31 March 2007.
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	Reporting By Business Segment

	
	Turnover
	Profit/(loss)

	
	
	Before Taxation

	
	RM '000


	RM '000



	Trading

	1,325
	210

	Construction and shipbuilding

	6,575
	(229)

	Investment Properties

	1,164
	662

	Shiprepair and maintenance related activities

	5,626
	998

	
	
	

	Other operations

	55
	(703)

	
	14,745
	938

	Intersegment elimination


	(55)
	(55)

	
	14,690
	883

	Unallocated expenses


	-
	(59)

	
	
	824

	Interest income


	-
	236

	Finance cost


	-
	(594)

	
	14,690
	466
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	Valuation of property, plant, and equipment

The valuation of property, plant, and equipment have been brought forward, without amendment from the
annual financial statements for the financial year ended 31 December 2006.
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	Material events subsequent to the reporting period

On 30 August 2006, Bursa Malaysia Securities Berhad had granted an extension of five (5) months till 31 December 2006 for the Company to submit its Regularisation Plan in relation to its PN 17 status, to the authorities.

On 17 October 2006, the High Court of Malaya had granted an order pursuant to Sections 176(1) and 176(10) of the Companies Act, 1965 upon application made by the Company and its subsidiary company, Penang Shipbuilding & Construction Sdn Bhd (“PSCSB"). Pursuant to the Order:

i) The Company may proceed to convene various meetings of its members and both the Company and PSCSB may proceed to convene meetings of certain creditors of both the companies for the purpose of considering and if thought fit, approving (with or without modification) the proposed schemes of arrangement pursuant to section 176(1) of the Companies Act, 1965; and

ii) All further proceedings in any action, or proceedings against the company and “PSCSB”, including but not limited to winding up, execution and arbitration proceedings already commenced against them, are restrained and stayed for a period of 9 months effective 17 October 2006 up to 16 July 2007. 

On 6 November 2006, the Company had announced that its wholly owned subsidiary, PSC Asset Holdings Sdn Bhd had entered into a Sales & Purchase agreement with Boustead Holdings Berhad, a substantial shareholder of the Company, to dispose of three lots of land, all in Town of Georgetown, North East District, State of Pulau Pinang, together with buildings erected thereon, known as Menara PSCI for a cash consideration of RM54 million (“Proposed Disposal”). 

The Proposed Disposal was completed on 27 April 2007.

Material events subsequent to the reporting period (cont’d)

On 15 December 2006, the Company had announced that it proposed to implement proposed restructuring scheme which will involve the following:-

(a) Proposed capital reconstruction comprising the proposed share capital reduction, proposed share capital consolidation  and proposed share premium account reduction.

(b) Proposed settlement of liabilities due and owing by the Company and PSCSB to their respective creditors; and

(c) Proposed renounceable rights issue of new ordinary shares of RM1.00 each in the Company.

(Collectively the “Proposed Restructuring Scheme”)

The Proposed Restructuring Scheme is conditional upon the Proposed Disposal.

Further explanation on the Proposed Restructuring Scheme is set out in the announcement dated 15 December 2006. The Proposed Restructuring Scheme is subject to approvals from relevant Authorities.

On 21 December 2006, the Company had submitted its Proposed Restructuring Scheme to the Securities Commission.  

Subsequent to 31 December 2006, the relevant approvals for the Proposed Restructuring Scheme have been obtained except for:

· the confirmation for the High Court of Malaya for the Proposed capital Reduction and the Proposed Share Premium Account Cancellation pursuant to Section 64 and 60 of the Act, as well as the requisite sanction of the High Court of Malaya for the Proposed Debt Settlement pursuant to section 176 of the Act ; and

· Bursa Securities Malaysia Berhad for the listing and quotation for the Settlement Shares and Rights Shares to be issued pursuant to the Proposed Restructuring Scheme on the Main Board of Bursa Securities Malaysia Berhad.

On 19 March 2007, The Securities Commission had approved the Proposed Disposal and Proposed Restructuring Scheme subject to the following conditions:

(i)  the Company should rectify and obtain approval for the unapproved structure together with the certificate of fitness within 12 months from the date of the SC’s approval for the Proposed Disposal and Proposed Restructuring Scheme;

(ii)  the Company should make quarterly announcement to Bursa Malaysia on the status of such rectification or application; and

(iii)
the Company and Affin Investment  should update the SC on the status of such rectification or application when the quarterly announcement is made;

-  Affin Investment and the Company should inform the SC upon completion of the Proposed Disposal and Proposed Restructuring Scheme; and

- Affin Investment and the Company should fully comply with the relevant requirements in the Policies and Guidelines on the Issue/ Offer of Securities pertaining to the implementation of the Proposals.

The SC , vide the same letter, approved the Proposed Restruturing Scheme under the Guidelines on the Acquisition of Interests, mergers and Take –over by Local and Foreign Interests.

On 26 March 2007, the Scheme Creditors of the Company and PSCSB and Shareholders of the Company had approved all the resolutions set out in the Notices of the Court-Convened Meeting and Extraordinary General Meeting dated 1 March 2007.

Material events subsequent to the reporting period (cont’d)

On 14 May 2007, the Petition filed by the Company and PSCSB for the sanction of the High Court of Malaya in respect of the Proposed Debt Settlement pursuant to section 176(3) of the Companies Act 1965 has been allowed.

On 23 May 2007, the Petition filed by the Company for the sanction of the High Court of Malaya in respect of the Proposed Share Premium Account Cancellation and Proposed Share Capital Reduction pursuant to Sections 60 and 64 of the Companies Act 1965 respectively has been allowed.

There were no other material events subsequent to the end of the financial period that have not been reflected in this interim financial report.
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	Changes in the Composition of the Group

On 16 March 2007, The Company announced that it has disposed of its entire equity interest in wholly–owned sub-subsidiary, namely Frigate-In –Support Sdn Bhd for a cash consideration of RM2.00.

There were no changes in the composition of the Group for the current financial quarter ended 31 December 2006.
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	Contingent Liabilities

There were no material changes in contingent liabilities since the last annual balance sheet date.


ADDITIONAL INFORMATION AS REQUIRED BY BMSB LISTING REQUIREMENTS
(PART A OF APPENDIX 9B)
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	Review of Performance

There has been no significant change in the Group’s turnover as work for the construction of ships is at its initial stage. However, the losses has reduced mainly due to no finance costs being provided for bank borrowings which are under the Proposed Restructuring Scheme. 

 

	15
	Comment on Financial Results (current quarter compared with the preceding quarter)

The improvement in the current quarter is mainly due to no impairment of property, plant and equipment, provision in relation to land and provision for costs on proposed restructuring scheme, of which was provided for in the last quarter. 
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	Commentary On Prospects

The Group is in its final stage of completion of capital restructuring and going forward intends to focus on the offshore fabrication and shipbuilding market and dockyard services. Within this sector, the Board is reasonably confident, subject to the securing of additional orders, of producing positive results for the financial year as a whole.
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	Variance of Actual Profit from Forecast Profit 

Not Applicable. 
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	Taxation

	
	INDIVIDUAL QUARTER
	CUMULATIVE QUARTER

	
	31/12/2006
	31/12/2005
	31/12/2006
	31/12/2005

	
	RM '000
	RM '000
	RM '000
	RM '000

	Current Taxation
	(522)
	(261)
	(522)
	(261)

	
	(522)
	(261)
	(522)
	(261)

	Although the Group made a slight pre-tax profit, the Group taxation is higher than the pre-tax profit as a result of profits made by certain Group companies which cannot be offset against losses incurred by certain Group companies.
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	Sale of Investment and/or Properties

Except as disclosed in note 11, there were no other sale of investments and/or properties for the current financial quarter ended 31 March 2007.
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	Quoted Securities

There were no purchase or disposal of quoted securities for the current financial quarter ended 31 March 2007.
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	Status of Corporate Proposals

As per note 11, on 21 December 2006, the Company had made the application to the Securities Commission on the Proposed Restructuring Scheme.  

Approvals obtained in relation to the Proposed Restructuring Scheme is as disclosed in Note 11.
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	Group Borrowings and Debt Securities

Total Group Borrowings as at 31 March 2007 are as follows:-



	
	Foreign Currency

(‘000)
	RM ‘000

	Long Term Borrowings:

Secured

Short Term Borrowings:

Secured

     Unsecured


	-

USD2.6

-

USD38

Cedis3,890,000

-


	166

9

509,796

132

1,390

78,789

	TOTAL
	
	590,282
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	Off Balance Sheet Financial Instruments

There were no material off balance sheet financial instruments during the current financial quarter ended 31 March 2007
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	Material Litigation

The Company, its subsidiary companies, Penang Shipbuilding & Construction Sdn Bhd ("PSCSB") and PSC Asset Holdings Sdn Bhd ("PSC Asset") have received demands from the following financial institutions:-



	
	Company
	Financial Institutions/creditors
	Amount 
	Remarks

	a.
	PSCI 
	Affin Bank Berhad
	RM146,200,000
	Judgement obtained. 

	b.
	PSCSB
	Affin Bank Berhad
	RM262,400,000
	Judgement obtained. Appeal on  judgement dismissed..

	b.
	PSCSB
	Danaharta Urus Sdn Bhd


	RM67,612,662
	Banker withdrawn summary judgement.

	c.
	PSC Asset
	OCBC Bank (M) Bhd
	RM41,383,173
	Judgement obtained. Appeal on judgement had been adjourned for mention on 14 May 2007 pending settlement. 

	d.
	PSCSB
	OCBC Bank (M) Bhd
	RM31,324,914
	Judgement obtained. Pending appeal on judgement. 

	e.
	PSCI
	Danaharta Managers Sdn Bhd
	RM39,802,687
	Judgement overturned. Pending appeal on judgement by banker. 

	f.
	PSCI & PSCSB 
	Bank Islam Malaysia Bhd
	RM27,624,427
	Judgement obtained. Pending appeal on judgement.

	h.
	PSCI 
	Affin-ACF Finance Berhad
	RM5,439,395
	Judgement obtained. 

	i.
	PSCI 
	Bumiputra Commerce Bank Bhd
	RM4,343,478
	Judgement obtained. 

	j.
	PSCI 
	Ambank
	RM3,157,432
	Judgement obtained. 

	k.
	PSCI & PSCSB
	Ambank
	RM7,576,023
	Judgement obtained. Pending appeal on judgement.

	l.
	PSC
	Tetuan Thanggaya Khoo & Co.
	RM4,000,000
	Pending hearing.


	
	With the exception of Tetuan Thanggaya Khoo & Co whose claims are pending hearing in the Courts, all the above bankers are scheme creditors as disclosed in Note 11.

Other than the above, there are also other litigation matters which in the opinion of the Board of Directors are immaterial. 
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	Dividend

There was no dividend declared or recommended for the current financial quarter ended 31 March 2007.
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	Earnings Per Share

The basic earnings per share for the quarter has been calculated based on the Group's net loss attributable to equity holders respectively for the financial period of RM317,000 over the number of ordinary shares of 174,083,348 in issue.
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