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FRONTKEN CORPORATION BERHAD
(Co No: 651020-T)
(Incorporated in Malaysia)

QUARTERLY REPORT ON CONSOLIDATED RESULTS

FOR THE THIRD QUARTER ENDED 30 SEPTEMBER 2007
A
NOTES TO THE INTERIM FINANCIAL REPORT

A1.
Basis of preparation

The interim financial statements are unaudited and have been prepared in accordance with the reporting requirements outlined in the Financial Reporting Standards (“FRS”) No.134 : Interim Financial Reporting issued by the Malaysian Accounting Standards Board (“MASB”), and Paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad ("Bursa Securities") for the MESDAQ Market and should be read in conjunction with the Company’s audited financial statements for the financial year ended 31 December 2006.  

The 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 Frontken Corporation Berhad (“FCB” or “the Company”), its subsidiaries and associated companies (collectively, “the Group”) since the financial year ended 31 December 2006.

The significant accounting policies adopted are consistent with those of the audited financial statements for the financial 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
Amendments to FRS 121 - The Effects of Changes in Foreign Exchange Rates – Net Investment in a Foreign Operation

With the exception of FRS 117, the adoption of the above FRS does not have a significant financial impact on the Group.  The principal effects of the change in accounting policies resulting from the adoption of FRS 117 are discussed below:

FRS117 – 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.  Leasehold land held for own use is now classified as operating lease and the up-front payments made represents prepaid land lease payments and are amortised on a straight-line basis over the lease term. 

The Group has applied the above change in accounting policy in accordance with the transitional provisions of FRS 117 whereby the unamortised amount of leasehold land is retained as the surrogate carrying amount of prepaid lease payments.  The following comparatives were restated following the adoption of FRS 117:

	As at 31 Dec 2006
	Previously stated
	Adjustment FRS 117
	Restated

	
	RM’000
	RM’000
	RM’000

	Property, plant and equipment
	77,763
	(1,552)
	76,211

	Prepaid lease payment on leasehold land
	-
	1,552
	1,552


A2.
Audit qualification
The auditors’ report in respect of the audited financial statements of FCB for the financial year ended 31 December 2006 was not subject to any qualification.

A3.
Seasonality or cyclicality of interim operations

The Company’s business operations were not materially affected by any significant seasonal or cyclical factors during the quarter under review.

A4.
Unusual items affecting assets, liabilities, equity, net income or cash flows

Save as disclosed below, there were no items or events that arose, which affected the assets, liabilities, equity, net income or cash flows, of the Group that are unusual by reason of their nature, size or incidence during the current quarter:
The fire incidents which occurred at the Group’s plants in Kulim and Singapore resulted in the following initial losses of RM9.07 million being expensed off for the period ended 30 September 2007 and a further RM1.42 million of fire losses will be recognised as at 20 November 2007.
	
	As at 30 Sep 2007
	1 Oct 2007 to 20 Nov 2007

	
	RM’000
	RM’000

	Fixed assets written off
	  7,626
	-

	Stocks written off
	    100
	-

	Compensation for damaged customers’ goods
	    909
	-

	Post fire maintenance cost
	    432
	 1,423

	Total
	 9,067
	 1,423


Due to unexpected delay in the processing of fire insurance claim for our Kulim plant, the fire losses of RM3.36 million is only recognized in the current quarter. 

Other income comprising insurance claims received are as follows:
	
	As at 30 Sep 2007
	1 Oct 2007 to 20 Nov 2007

	
	RM’000
	RM’000

	Partial progress claim received by Frontken Malaysia
	  1,000
	-

	Partial progress claim received by Frontken Singapore
	-
	  1,729

	Total
	   1,000
	  1,729


All the assets damaged in the fire are insured.  The Group is taking the necessary steps to recover our losses from our insurers.  The insurers have yet to finalise the quantum of insurance compensation to be paid to the Group with regard to the losses.  However, we have received RM2.7 million to-date from the insurers as interim payment for our claims
A5.
Material changes in estimates

There were no changes in estimates that had a material effect on the current quarter’s results.
A6.
Issuance, cancellations, repurchases, resale and repayments of debt and equity securities

Save as disclosed below, there were no issuance and repayment of debt securities, share buy-backs, share cancellations, shares held as treasury shares or resale of treasury shares during the current quarter:
On 27 July 2007, the first tranche of 19,736,000 new ordinary shares of RM0.10 each in FCB (“Placement Shares”) were issued pursuant to the private placement which was announced on 2 April 2007 at an issue price of RM0.76 per Placement Share. 

A7.
Dividends

No dividends were paid and/or declared during the quarter under review.

A8.
Segmental information
The breakdown of the Group’s revenue and results by geographical regions for the nine months ended 30 September 2007 are set out below.  Revenue and results by geographical sales were based on the location of the Group’s subsidiaries.
	
	Current
	
	Current

	
	Quarter
	
	Year-to-date

	 
	30 Sep 07
	
	30 Sep 07

	
	RM’000
	
	RM’000

	Segment Revenue
	
	
	

	Singapore
	18,096
	
	56,455

	Malaysia
	9,643
	
	22,436

	Philippines
	(131)
	
	916

	
	27,608
	
	79,807

	Segment Results
	
	
	

	Singapore
	(3,728)
	
	3,785

	Malaysia
	(683)
	
	69

	Philippines
	2
	
	(20)

	Taiwan
	(439)
	
	(462)

	
	(4,848)
	
	3,372

	Add: Share of results of associated companies:
	
	
	

	Thailand
	6
	
	97

	Taiwan
	833
	
	1,226

	Profit before taxation
	(4,009)
	
	4,695


Disclosure of segmental information of the Group by business segment is not presented as the Group is primarily engaged in only one business segment which is the provision of surface metamorphosis technology using thermal spray  coating processes and a series of complementary processes, including mechanical and chemical engineering works.

A9.
Valuation of property, plant and equipment

The valuations of property, plant and equipment have been brought forward, without any amendment from the audited financial statements for the year ended 31 December 2006.
A10.
Material events subsequent to the end of the quarter

Save as disclosed below, there were no material events subsequent to the end of the current quarter under review up to the date of this report:

On 27 November 2007, the Company entered into a Joint Venture Agreement with Marketech International Corporation (“MIC”) for the establishment of Frontken MIC Co. Ltd (“FMIC”), a company to be incorporated in Hong Kong, which shall in turn hold the entire equity interest in Frontken MIC (Wuxi) Co. Ltd (“FMIC-W”), a company to be incorporated in China, to jointly develop, market and implement surface metamorphosis engineering business in China, specifically for semiconductor-related products and services.  FMIC shall be incorporated with a total issued and paid-up share capital of USD400,000 (equivalent to approximately RM1.3 million based on the exchange rate of USD1.00:RM3.3555 as at 26 November 2007) comprising 400,000 ordinary shares of USD1 each.  The Company and MIC shall each subscribe for the shares of FMIC at par in the following proportions:-
	Parties
	No. of shares of USD1 each
	% of share capital

	FCB
	200,001
	50% + 1 share

	MIC
	199,999
	50% - 1 share

	
	400,000
	


The total registered capital of FMIC-W shall be USD400,000 (equivalent to approximately RM1.3 million).
A11.
Changes in the Composition of the Company
Save as disclosed below, there were no changes in the composition of the Group for the financial period and 3rd quarter ended 30 September 2007:

On 9 August 2007, the Company entered into a conditional Share Purchase Agreement with Evergreen Development Corporation and Green Steel Structure Corp for the acquisition of 2,925,534 ordinary shares of NT$10 each in Ares Green Technology  Corporation (“AGTC”) representing 9.75% of the issued and paid-up share capital of AGTC for cash consideration of NT$108,244,758 (approximately RM11.4 million).  The acquisition was completed on 28 September 2007.  Following the completion of the acquisition, FCB effectively holds 42.11% equity interest in AGTC.

A12.
Contingent liabilities

The Directors are of the opinion that the Group has no contingent liabilities which, upon crystallisation would have a material impact on the financial position of the Group.

A13.
Cash and cash equivalents

	
	As at 

30 Sep 2007

	
	RM’000

	Cash at bank
	      10,287 

	Cash on hand
	            56 

	Fixed deposits
	       7,312 

	
	      17,655 

	Bank overdrafts
	      (2,783)

	
	      14,872 


A14.
Significant related party transactions

	
	Current
	Current 

	
	Quarter
	Year-to-date

	
	30 Sep 2007
	30 Sep 2007

	
	 RM’000
	 RM’000

	
	
	

	Sales from FAE to A&I
	   -
	     2

	Sales from FAE to AMT
	   11 
	    24

	Sales from FS to Chinyee 
	156
	   395

	Purchases from AMT by FAE
	  22
	     48

	Purchases from Chinyee by FS
	437
	1,151


Note: FS refers to Frontken (Singapore) Pte Ltd
	Name of Related Parties                                             
	Relationship

	A&I Engine Rebuilders Sdn Bhd (“A&I”)
	Sia Chiok Meng, a Director and deemed major shareholder of Frontken-AMT Engineering Sdn. Bhd., (“FAE”), is also a Director and major shareholder of A&I.

	AMT Engineering Sdn Bhd (“AMT”)
	AMT Engineering Sdn Bhd is a major shareholder of FAE.  Sia Chiok Meng, who is a Director and deemed major shareholder of FAE, is also a Director and major shareholder of AMT.

	Chinyee Engineering & Machinery Pte Ltd (“Chinyee”)
	Wong Hua Choon, a Director and major shareholder of FCB, and Yeo Lay Poh, a substantial shareholder of FCB, are also Directors and major shareholders of Chinyee.  Dr Tay Kiang Meng, a Director of FCB, is also a Director and shareholder of Chinyee.


The Directors are of the opinion that the above transactions entered into in the ordinary course of the business have been established on terms and conditions that are not materially different from those transactions with unrelated parties.
A15.
Capital commitments

Capital expenditure of the Group approved by the Directors but not provided for in the condensed financial statements are as follows:

	
	As at

30 Sep 2007

	
	RM’000

	Lease of Land (2nd portion) at Kulim Hi-Tech Industrial Park
	2,040

	Factory improvement 
	6,441

	Acquisition of leasehold property at 28 & 30 Gul Ave, Singapore
	8,278

	Acquisition of machinery and equipment
	9,951

	
	26,710


ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS

B1.
Review of Performance

The Group recorded unaudited revenue and profit before tax (“PBT”) of approximately RM79.81 million and RM4.70 million respectively for the nine (9) months ended 30 September 2007.

The Group’s revenue and PBT amounted to RM40.13 million and RM6.35 million respectively for the preceding corresponding period ended 30 September 2006, which only reflected the post-acquisition results for the six (6)-month period from April 2006 to September 2006.  On a proforma basis, the Group’s revenue and PBT for the nine (9) months ended 30 September 2006 were RM57.89 million and RM9.70 million respectively.

The higher revenue of RM79.81 million recorded by the Group for the 9 months ended 30 September 2007 was 38% higher than the proforma revenue for the previous corresponding period, mainly due to increasing demand for surface metamorphosis services from our existing operations in Singapore, Malaysia and the Philippines, and contributions from Metall-Treat Industries Pte Ltd (“MTI”), a wholly-owned subsidiary which was acquired in October 2006.  

However, PBT was lower for the nine (9) months ended 30 September 2007 compared to the proforma PBT for the previous corresponding period. This was mainly due to the recognition of one-off losses from the fire incidents at the Group’s plants in Kulim and Singapore (Please refer to Note A4 for details).
Excluding the net losses as a result of the fire incidents, PBT of the Group for the 9-month period ended 30 September 2007 amounted to RM12.76 million, which represents an increase of approximately 31.5% over the proforma PBT for the previous corresponding period. 

B2.
Comparison with immediate preceding quarter

	
	3rd Quarter

30 Sep 2007
	2nd Quarter

30 Jun 2007

	
	RM’000
	RM’000

	Sales
	27,608
	27,500

	Profit/(Loss) before tax
	(4,009)
	5,060


The Group recorded a marginal increase in revenue during the current quarter compared to the preceding quarter. Despite the increase in revenue, it suffered an unaudited loss before tax of approximately RM4.01 million for the 3rd quarter ended 30 September 2007. As explained in Note A4 above, the loss before tax was mainly attributable to the recognition of fire incident losses and progress claim received from the insurer of RM9.07 million and RM1.00 million respectively.  Excluding the net losses as a result of the fire incidents, the PBT of the Group was RM4.06 million for the current quarter.
B3.
Prospects for the Current Financial Year

The Group remains committed to growing its surface metamorphosis technology businesses. There is opportunity for the Group to expand its business by moving up the technology ladder. Given the Group’s engineering capability and track record in developing new technology through technical collaboration or partnership with global specialists, there is potential for the Group to leverage on its existing businesses and customer relationships to expand into other complementary services.  
During the period ended 30 September 2007, the Group completed the acquisition of 42.11% equity interest in AGTC, one of the leading service companies specializing in surface treatment and advanced precision cleaning companies in Taiwan.  The acquisition allowed the Group to tap into the mature semiconductor industry in Taiwan and provided a platform for the Group to enter the North Asian markets.
Meanwhile, the Group’s acquisition of the entire equity interest in MTI which was completed in October 2006 would begin to contribute full year earnings to the Group this year.  MTI’s established pool of customers, which comprises mainly players in the oil and gas and aerospace sectors, helps the Group to establish a stronger footing within the respective segments. 

With the recent establishment of a joint venture company to undertake surface metamorphosis engineering business for semiconductor-related products and services in Wuxi, China, and with the positive outlook on the semiconductor equipment and materials market in China, the Group is set to capture market share in China.
The Group will continue to explore geographical expansion via acquisitions, joint ventures and strategic alliances with parties who can strengthen its market position, expand its scope of services, complement its specialised skills and technology and enhance its capabilities. 
The operations of the Group will not be significantly affected by the fire incidents as the affected operations will be continuously supported by the facilities at other plants.
Barring unforeseen circumstances, the Board remains positive about the performance of the Group for the current financial year.
B4.
Variance in profit forecast

Not applicable as no profit forecast or profit guarantee has been announced or disclosed in a public document previously.
B5.
Taxation
	
	Current

3rd Quarter

30 Sep 2007
	
	Current

Year-to-date

30 Sep 2007

	
	RM’000
	
	RM’000

	Income tax
	(453)
	
	454

	Deferred tax
	(562)
	
	(78)

	
	(1,015)
	
	376


The effective tax rates of the subsidiaries are lower than the statutory tax rate mainly because of utilization of reinvestment allowance during the year. The year-to-date effective tax rates of 8.01% of the Group was lower than Malaysia statutory tax rate of 27% as the majority of the Group's profit was derived from its Singapore's operation which enjoys a lower statutory tax rate and the utilisation of reinvestment allowance by its Malaysian subsidiary.

B6.
Unquoted Investments and properties

There were no disposals of unquoted investment and properties during the current quarter and financial period under review.

B7.
Quoted and marketable securities

There were no purchases and disposals of marketable securities (other than quoted shares in existing subsidiaries and associated companies) during the current quarter.
B8.
Status of Corporate proposals

The status of corporate proposals announced but not completed as at the date of this report are as follows:
(a)
On 26 September 2007, CIMB Investment Bank Berhad announced, on behalf of the Company, that the Company proposed to implement the following:
(i)
Proposed amendments to the Articles of Association of FCB (“Proposed Amendments”);

(ii)
Proposed bonus issue of up to 209,000,000 new ordinary shares of RM0.10 each in FCB (“FCB Shares”) to be credited as fully paid up on the basis of two new FCB Shares for every five FCB Shares held at a date to be determined later (“Proposed Bonus Issue”); and

(iii)
Proposed transfer of the listing of and quotation for the enlarged issued and paid-up share capital of FCB from the MESDAQ Market to the Main Board of Bursa Securities (“Proposed Transfer”).

The above proposals are pending the approval of the authorities.
(b)
On 5 October 2007, HwangDBS Investment Bank Berhad (formerly known as Hwang-DBS Investment Bank Berhad) (formerly known as Hwang-DBS Securities Berhad) (“HwangDBS”) announced, on behalf of the Company, that the Securities Commission (“SC”) had vide its letter dated 5 October 2007 approved an extension of time of six (6) months until 11 April 2008 to complete the implementation of the private placement, subject to FCB and HwangDBS fully complying with the earlier conditions as stipulated in the SC’s letter dated 12 April 2007.
(c)
On 27 November 2007, the Company entered into a Joint Venture Agreement with MIC for the establishment of FMIC, which shall in turn hold the entire equity interest in FMIC-W, to jointly develop, market and implement surface metamorphosis engineering business in China, specifically for semiconductor-related products and services.  Further details are provided in Note A10 above.  The joint venture is not subject to the approval of the shareholders of FCB or any government authority.
B9.
Status of utilisation of proceeds

The Company raised approximately RM31.4 million from the Rights Issue and Public Issue (as defined in the Prospectus of FCB dated 22 June 2006) and approximately RM15.0 million from the private placement.  As at 19 November 2007, the status of utilisation of proceeds from the above exercises are as follows:

IPO Proceeds

	
	
	
	      Intended
	
	

	
	Proposed
	Actual
	 Timeframe for
	

	
	Utilisation
	Utilisation
	     Utilisation
	Deviation

	Purpose
	RM’000
	RM’000
	
	RM’000
	%

	
	
	
	
	
	

	Construction of plant
	6,600
	6,600
	By 10 July 2008
	-
	-

	Purchase of machinery and equipment
	9,757
	6,885
	By 10 July 2008
	2,872
	29.4

	R&D expenditure
	6,300
	  578
	By 10 July 2008
	5,722
	90.8

	Repayment of bank borrowings
	3,000
	3,000
	By 10 July 2007
	-
	-

	Working capital
	4,082
	4,082
	By 10 July 2007
	-
	-

	Estimated share issue and listing expenses
	1,700
	1,700
	By 10 Sept 2006
	-
	-

	
	31,439
	22,845
	
	8,594
	27.3


Private Placement Proceeds

	
	
	
	Intended
	
	

	
	Proposed
	Actual
	Timeframe for
	
	

	
	Utilisation
	Utilisation
	Utilisation
	Deviation

	Purpose
	RM’000
	RM’000
	
	RM’000
	%

	
	
	
	
	
	

	Viable future Investments
	26,000
	14,859
	Note (a)
	11,141
	42.9

	Working capital
	  5,075
	 -
	Note (a)
	  5,075
	  -

	Estimated share issue and related expenses
	    750
	    140
	Note (a)
	    610
	81.3

	
	
	
	
	
	

	
	(b) 31,825
	14,999
	
	16,826
	52.9


(a)
Within 18 months from the date of listing of the final tranche of placement shares.
(b)
Computed based on 47,500,000 placement shares and an indicative issue price of RM0.67 per share representing a discount of approximately 9.5% to the 5-day weighted average market price up to 30 March 2007 of RM0.74, being a market day prior to the announcement of the private placement. To date, FCB has placed out a total of 19,736,000 placement shares, at an issue price of RM0.76 per share, raising proceeds of RM14,999,360.

The Company expects that the remaining proceeds will be utilised within the stipulated timeframe.
B10.
Group borrowings

The Group’s borrowings as at 30 September 2007 are as follows:

	
	Short-term
	Long-term
	Total

	
	RM’000
	RM’000
	RM’000

	Secured
	
	
	

	Bank overdrafts
	2,783
	-
	2,783

	Hire purchase creditors
	4,438
	10,096
	14,534

	Term loans
	22,724
	30,423
	53,147

	
	29,945
	40,519
	70,464


The Group’s borrowings that are not denominated in functional currency are as follows:

	
	Short-term
	Long-term
	Total

	
	RM’000
	RM’000
	RM’000

	Currency
	
	
	

	Singapore Dollar
	16,887
	34,306
	51,193


B11.
Off balance sheet financial instruments

The Group has not entered into any contract involving off balance sheet financial instruments as at the date of this report.


B12.
Material Litigation

The Group is not engaged in any litigation or arbitration, either as plaintiff or defendant, which has a material effect on the financial position of the Company or its subsidiary companies and the Board does not know of any proceedings pending or threatened, or of any fact likely to give rise to any proceedings, which might materially and adversely affect the position or business of the Company or its subsidiary companies as at the date of this report.

B13.
Earnings/(Loss) per share (“EPS”) /(“LPS”)
(a)
Basic EPS/LPS
The calculation of the basic EPS/LPS is based on the net profit/(loss) for the financial period under review divided by the number/weighted average number of ordinary shares of RM0.10 each in issue.

	
	Current

3rd Quarter
	Preceding Corres-ponding

3rd Quarter
	Current Year-to-date
	Preceding Corres-ponding 
Year-to-date

	Profit/(Loss) attributable to ordinary shareholders  (RM'000)
	(3,338)
	2,420
	3,973
	5,001

	The number/weighted average number of   shares in issue ('000)
	489,158
	469,837
	479,771
	274,101

	Basic EPS/LPS (sen)
	(0.70)
	0.5
	0.8
	1.8


(b)
Diluted EPS
No diluted EPS has been presented as the Group does not have any dilutive potential ordinary shares in issue as at the Balance Sheet date.

B14.
Dividends 

No dividend has been declared for the current quarter ended 30 September 2007.
By order of the Board

Frontken Corporation Berhad

Wong Hua Choon

Executive Chairman / Managing Director

Kuala Lumpur

29 November 2007
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