UNITED CHEMICAL INDUSTRIES BERHAD (5990-P)

Notes on the quarterly report – 30th September 2006 


A. EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT

A1
General Information


United Chemical Industries Berhad ("UCI"), a company incorporated and domiciled in Malaysia, is a public company limited by shares, and is listed on the Second Board of Bursa Malaysia Securities Berhad (“Bursa Malaysia”).

Its registered office is located at 6th Floor, Wisma Wan Mohamed, Jalan Panglima Bukit Gantang Wahab, 30000 Ipoh, Perak Darul Ridzuan. The principal place of business of the Company is located at Level 6, KUB.com, Jalan Yap Kwan Seng, 50450 Kuala Lumpur.


UCI is an investment holding company which was previously involved in the manufacture and sale of polypropylene and polyethylene woven bags together with its allied products. Its subsidiary company was previously involved in the manufacture and sale of geotextile fabrics together with its allied products.


The Company and its subsidiary company, Geotextiles (M) Sdn Bhd ceased manufacturing operations with effect from 1 April 2003.

A2
Basis of Preparation


Arising from the cessation of the principal activities of the Company and its subsidiary company (collectively "the Group") on 1 April 2003 and the intention to dispose of all the principal operation assets of the Company and its subsidiary company without intention to resume business operations and the net deficiency in shareholders' funds of the Company and the Group as at 31 December 2005, the preparation of the financial statements on the going concern basis as at 31 December 2005 is no longer appropriate.


As such, adjustments have been made to the financial statements of the Company and the Group to reduce the carrying value of assets to their estimated recoverable amounts, to provide for losses and liabilities that might arise as a result of the cessation and to reclassify property, plant and equipment and other non-current assets and non-current liabilities as current assets and current liabilities respectively. Correspondingly the unaudited financial statements for this quarter were also prepared on the same basis.


The preparation of the financial statements requires the Directors to make estimates and assumptions that affect the amounts of assets and liabilities at the date of the financial statements and the results reported for this quarter. Actual results and amounts of assets and liabilities could differ from those estimates. 


The interim financial report is unaudited and comply with applicable approved accounting standards in Malaysia and the provisions of the Companies’ Act, 1965, and has been prepared in accordance with Financial Reporting Standard (FRS) 134, Interim Financial Reporting (formerly known as MASB 26) and should be read in conjunction with the Group's annual audited financial statements for the year ended 31 Dec 2005.
The accounting policies, methods of computation and basis of consolidation adopted by the Group in this unaudited financial report are consistent with those used in the preparation of the audited financial statements for the financial year ended 31 December 2005, except that the Group has adopted the new/revised Financial Reporting Standards (“FRS”) effective for financial periods beginning on or after 1 January 2006:

	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 Estimates and Errors

	FRS 110
	Events after the 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
	Investments in Associates

	FRS 131
	Interests in Joint Ventures

	FRS 132
	Financial Instrument: Disclosure and Presentation

	FRS 133
	Earnings Per Share

	FRS 136
	Impairment of Assets

	FRS 138
	Intangible Assets

	FRS 140
	Investment Property


The adoption of new/revised FRSs do 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 are discussed below:

(a)
FRS 101: Presentation of Financial Statements

The adoption of the revised FRS has effected the presentation of minority interest, share of net after-tax results of associates and other disclosure. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparative restated to conform with the current period’s presentation.

A3
Auditors’ Report of Preceding Annual Financial Statements


In the audit report of the Group's most recent annual audited financial statements for the year ended 31 December 2005, the auditors have expressed their opinion that:-

a)
the financial statements are properly drawn up in accordance with the provisions of the Companies’ Act, 1965 and applicable approved Accounting Standards in Malaysia so as to give a true and fair view of:-

i)
the matters required by Section 169 of the Companies Act, 1965 to be dealt with in the financial statements of the Group and of the Company;

ii)
the state of affairs of the Group and of the Company at 31 December 2005 and of the results of the operations and cash flows of the Group and of the Company for the year ended on that date;
and

b) the accounting and other records and the registers required by the Companies’ Act, 1965 to be kept by the Company and its subsidiary company have been properly kept in accordance with the said Act.
The audit report on the financial statements of the subsidiary company was not subject to any qualification and did not include any adverse comment made under Subsection (3) of Section 174 of the Companies Act, 1965.

The bases of preparation of the audited financial statements are as follows:-

(a) Arising from the cessation of the principal activities of the Company and its subsidiary company (collectively "the Group") on 1 April 2003 and the intention to dispose of all the principal operating assets of the Company and its subsidiary company without intention to resume business operations and the net deficiency in shareholders' fund of the Company and the Group as at 31 December 2005, the preparation of the financial statements on the going concern basis as at 31 December 2005 is no longer appropriate.

(b) As such, adjustments have been made to the financial statements of the Company and the Group to reduce the carrying value of assets to their estimated recoverable amounts, to provide for losses and liabilities that might arise as a result of the cessation and to reclassify property, plant and equipment and other non-current assets and non-current liabilities as current assets and current liabilities respectively. Correspondingly, the unaudited financial statements for this quarter were also prepared on the same basis.
(c) The preparation of the financial statements requires the Directors to make estimates and assumptions that affect the amounts of assets and liabilities at the date of the financial statements and the results reported for the financial year. Actual results and amounts of assets and liabilities could differ from those estimates.
A4
Seasonal or Cyclical Factors


These are not applicable as UCI has ceased its business operations effective from 1 April 2003.

A5
Unusual Items Due to their Nature, Size or Incidence


There were no unusual items affecting assets, liabilities, equity, net income or cash flows during the financial period.

A6
Material Changes in Estimates

There were no material changes in estimates, which would materially affect the results of the current financial period.
A7
Changes in Debt and Equity Securities

On 25 May 2006, the Company completed its capital reduction exercise in accordance with the Proposed Capital Reduction as set out in Note B8 below, via the cancellation of RM0.57 from the par value of each share to reduce the par value to RM0.43 per share and the subsequent consolidation of approximately every 2.326 ordinary shares of RM0.43 each into one (1) ordinary share of RM1.00 each in UCI. With the completion of the capital reduction and share consolidation, UCI’s issued and paid-up capital now stands at RM7,955,000 comprising 7,955,000 ordinary shares of RM1.00 each. Save for the above, there were no other issuances, cancellation, repurchases, resale and repayments of debt and equity securities during the financial period.
A8
Dividens

There were no dividends paid or declared during the financial period.

A9
Segment Revenue and Results


No segment analysis has been prepared in view of cessation of the manufacturing operations with effect from 1 April 2003.
A10
Property, Plant and Equipment and Depreciation


Arising from the cessation of the operations on 1 April 2003 of the Company and its subsidiary company and the intention to dispose of all the principal operating assets of the Company and its subsidiary company without intention to resume business operation and the net deficiency in shareholders' funds of the Company and the Group as at 31 December 2005 all property, plant and equipment have been reclassified to current assets at their carrying amount as at 31 December 2005. Property, plant and equipment classified under current assets are stated at the lower of their carrying amount and anticipated realisable value in subsequent financial years pending their disposal. Consequentially, the same basis was adopted to ascertain the valuation of all property, plant and equipment as at 31 December 2005. No depreciation charges were therefore provided for all these classes of assets.
A11
Events subsequent to the balance sheet date  


There were no material events subsequent to the end of the financial period under review save and except for those disclosed in Note B8.
A12   Changes in the Composition of the Group


There is no change in the composition of the Company/Group for the financial period under review.

A13
Changes in Contingent Liabilities and Contingent Assets


There have been no changes in contingent liabilities since the last audited balance sheet as at 31 December 2005.
A14
Capital Commitments

There were no capital commitments for the financial period under review.
B
ADDITIONAL INFORMATION REQUIRED BY BURSA MALAYSIA’S LISTING REQUIREMENTS

B1
Review of Performance

The Group did not record any revenue in this quarter, which was the same situation as the preceding year's corresponding quarter, due to the lack of any income generating activities following the Group’s cessation of the manufacturing operations with effect from 1 April 2003. For the quarter ended 30 September 2006, the Group recorded a loss before taxation of RM2.16 million as compared to a loss before taxation of RM1.87 million recorded in the previous corresponding quarter. The losses were mainly attributable to interest charges on borrowings still being accrued at the higher default rates totalling RM1.96 million, compared to RM1.77 million in the previous corresponding quarter. The other operating income was derived from the rental of the Group’s factory premises in Seberang Prai to a third party.
B2
Material Change in the Quarterly Results


For the period under review, the losses increased by 16% compared to the previous corresponding quarter due to higher administration expenses incurred after the Company settled its outstanding assessment on its property to the local authority in Seberang Prai and the continuing accrual of finance charges at the default rates as the debt settlement will not yet crystallise until completion of the corporate restructuring exercise.
B3
Current Year Prospects

The Group has ceased its manufacturing operations and under the proposed corporate restructuring exercise, the listing status will be assumed by a new company, which will have a core business of property development and related activities. The Company had applied for an extension of time until 31 December 2006 to complete the implementation of its corporate restructuring exercise and the outcome of this application is still pending the approval from the Securities Commission.

B4
Variance from Profit Forecast/Profit Guarantee


Not applicable.

B5
Taxation

There is no provision for taxation made for the period under review.
B6
Profit/Loss on the Sale of Unquoted Investments and/or Properties


There was no sale of unquoted investments and/or properties for the financial period under review.
B7
Particulars of Purchase or Disposal Quoted Securities


There was no purchase or disposal of quoted securities for the financial period under review.
B8
Status of Corporate Proposals Announced but Not Completed
The Company has completed a large part of its on-going corporate restructuring exercise to date following the approval by the Securities Commission (“SC”) on 31 December 2003 as follows:-

· Capital reduction and share consolidation (“Consolidated Shares”) and share exchange whereby the Consolidated Shares were exchanged for new shares in Majuperak Holdings Berhad (“MHB”), which was completed on 25 May 2006 and UCI is now a wholly-owned subsidiary of MHB;

· Approval-in-principal for the listing of and quotation for the new securities to be issued by MHB from Bursa Malaysia Securities Berhad (“Bursa Malaysia”), pursuant to the corporate restructuring exercise; and
· The private placement of MHB shares via the issuance of new shares by MHB and the offering of shares by Perbadanan Kemajuan Negeri Perak (“PKNP”), the white knight of UCI, to meet the public shareholding spread as required by Bursa Malaysia was completed on 22 September 2006.
On 26 September 2006, UCI, PKNP and MHB have mutually extended the completion of date of the Corporate Restructuring Agreement, which governs the corporate restructuring exercise, to 29 December 2006. Following this on 12 October 2006, Alliance Investment Bank Berhad, on behalf of the Company, sought further extension of time from the SC to enable UCI and Majuperak Holdings Berhad ("MHB") to complete the implementation of the corporate restructuring exercise of UCI ("Extension Application"). The SC is currently reviewing the Extension Application and an announcement will be made upon receipt of their decision.
Upon approval by Bursa Malaysia, the relevant authorities, the creditors of UCI, the shareholders of UCI and the implementation of the Updated Proposed Restructuring Exercise, UCI would be able to meet the minimum share capital requirement of RM 60 million for a listing on the Main Board of Bursa Malaysia as required by the SC.

B9
Group Borrowings and Debt Securities

The total Group borrowings as at 30 September 2006 are as follows:-

	
	Notes

	RM ('000)

	SECURED
	
	

	
	Long term borrowings:
	
	

	
	   Term Loan 
	(a)
	1,238 

	
	   Revolving Loan 
	(a)
	2,497 

	
	   Syndicated Term Loan 
	(b)
	59,150

	
	
	
	

	
	
	
	62,885 sum(d3:d10) 

	
	
	
	

	UNSECURED
	
	

	
	Long term borrowings:
	
	

	
	   Term Loan
	
	6,340 

	
	   Revolving Credit 
	
	1,917 

	
	
	
	

	
	Short term borrowings:
	
	

	
	   Bank Overdraft
	
	862 

	
	
	
	

	
	
	
	9,119

	
	
	
	

	
	Total Borrowings
	
	72,004


NOTES :-
(a) The Term Loan and Revolving Credit facilities granted by SME Bank Berhad (formerly known as Bank Industri & Teknologi Malaysia Berhad) were secured on a debenture by way of 1st fixed charge on the machineries and equipment of UCI financed by the bank and a debenture by way of fixed and floating charge over the present and future assets of the Company.

(b) The Syndicated Term Loan facility granted by Affin Merchant Bank Berhad was secured on a debenture by way of 1st charge over all the present and future assets of the Company.

B10
Off Balance Sheet Financial Instrument


There were no off balance sheet financial instruments for the financial period under review.

B11
Material Litigations
Save as disclosed below, UCI and its subsidiary company are not in any material litigations, either as plaintiff or defendant, and the Directors of UCI have no knowledge of any proceedings, pending or threatened, against UCI and/or its subsidiary company or of any fact likely to give rise to any proceedings which might materially and adversely affect the position or business of UCI and/or its subsidiary company.

UCI Against Third Parties

(a) UCI - vs. - Sungei Wang Properties Sdn Bhd (Claim for Refund of Deposit)

A Demand Letter was sent on 14 September 2001 to Sungei Wang Properties Sdn Bhd ("SWP") for the recovery of RM 35,300,000.00 due to UCI from SWP as a result of the termination of the Sale & Purchase and Supplemental Sale & Purchase Agreement entered into for the acquisition of the entire paid up capital of Hongkew Holdings (M) Sdn Bhd. The extracted Writ of Summon was served on SWP on 25 February 2002. SWP had on 13 March 2002 filed its defence on the Writ of Summons and also a counterclaim of RM 45,000,000.00. UCI had filed its reply and the defence on the counterclaim on 8 April 2002 and applied for Summary Judgement on UCI’s claim and the striking out of SWP’s counter-claim.

Both of these applications by UCI have been dismissed by the court at its hearing on 20 December 2002. Subsequently, UCI has filed in a Notice of Appeal and on 25 March 2005, the High Court of Malaya dismissed UCI’s appeal and deemed that there are issues to be tried on both parties’ applications. On 22 April 2005, UCI’s solicitor filed an appeal to the Court of Appeal against the decision by the High Court of Malaya

(b) UCI - vs. - RBI Rubber Base Industries Sdn Bhd

A claim against RBI Rubber Base Industries Sdn Bhd (“RBI”) for debts of RM 189,942.29. UCI’s lawyer recorded the terms of settlement in court and approved by RBI in court on 19 November 2002. To date RM 50,000.00 has been received.

(c) UCI - vs. - Konome Polymer (M) Sdn Bhd

A claim against Konome Polymer (M) Sdn Bhd for debts of RM 311,057.32. UCI has filed Writ Summons & Statement of Claim on 20 September 2002. Konome Polymer (M) Sdn Bhd has filed a counter-claim amounting to RM 579,750.00. Case Management has been fixed on 16 Jan 2007.
Third Parties Against UCI

(a) SA Architects Sdn Bhd - vs. – UCI

A claim from SA Architects Sdn Bhd amounting to RM 116,943.75 for professional fee for the proposed development of UCI's Seberang Jaya land. UCI has initiated its defence of this claim and also seeking an agreement with the plaintiff to settle the case out of court. The plaintiff has applied to amend their statement of claim, which was allowed by the Kuala Lumpur Session Court on 29 October 2003. On 22 November 2006, further mention date has been fixed on 6 February 2007.
(b) Third Party Notice Action By Eng Poh Hong @ Wong Choon Ming  - vs. – UCI

UCI was served with a Third Party Notice and Writ of Summons on 14 January 2002 by the defendant, Mr Eng Poh Hong @ Wong Choon Ming in relation to a claim by United Overseas Bank (Malaysia) Berhad against himself of the sum of RM 2,011,054.46 for settlement of outstanding overdraft and revolving credit facilities. The defendant of this matter is being sued in his capacity as the guarantor for the said facilities taken by UCI. The case has been mentioned on 21 May 2002 in court and the court has dismissed on the same date the application by Mr Eng Poh Hong to strike out the case brought against him by the bank. UCI will proceed with its defence under the Third Party Notice.

(c) Sungei Wang Properties Sdn Bhd - vs. - UCI (Claim for Rental)

SWP has initiated action to claim for rental due to them of RM 295,750.00 for the period from 1 July 2000 until 31 August 2001. During the period from 1 November 1996 until 31 August 2001, UCI had occupied 6,800 sq. ft. of office space on the West Wing, 20th floor, Plaza Permata, 50400 Kuala Lumpur which was rented from SWP for a total rental amount of RM22,750 per month. On 21 December 2005, the Plaintiff’s solicitors did not attend the mention, and they have now written to the Court to acquire the status, after which they will inform UCI’s solicitor, Messrs Rusnah Loh Ng & Co,.accordingly.
B12
Earnings Per Share

	
	Individual quarter
	
	Cumulative quarter

	
	ended 
30-Sep-2006
	ended 
30-Sep-2005
	
	ended 
30-Sep-2006
	ended 
30-Sep-2005

	Basic losses per share
	
	
	
	
	

	Loss for the period (RM’000)
	2,155
	1,866
	
	5,614
	5,709

	Weighted average number of shares in issue (‘000)
	7,955
	18,500
	
	13,556*
	18,500

	Basic losses per share (sen)
	27.09
	10.09
	
	41.41
	30.09

	
	
	
	
	
	

	Diluted losses per share #
	n/a
	n/a
	
	n/a
	n/a


Note:-

*
On 25 May 2006, the Company completed its capital reduction and share consolidation exercise via the cancellation of RM0.57 from the par value of each share to reduce the par value to RM0.43 per share and the subsequent consolidation of approximately every 2.326 ordinary shares of RM0.43 each into one (1) ordinary share of RM1.00 each in UCI. With the completion of the capital reduction and share consolidation, UCI’s issued and paid-up capital now stands at RM7,955,000 comprising 7,955,000 ordinary shares of RM1.00 each. The weighted average number of shares in issue for the period was calculated based on the two different paid-up capitals of the Company and the number of days these applied throughout the period.
#
The Group has no potential share capital increase via outstanding share option scheme or instruments convertible into new ordinary shares, therefore diluted losses per share has not been presented.
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