C.I. HOLDINGS BERHAD

(37918 A)

(Incorporated in Malaysia)

NOTES TO THE FINANCIAL STATEMENTS

for the quarter ended 30 June 2002


1. Accounting Policies

The quarterly financial statements have been prepared based on the same accounting policies and methods of computation used in the preparation of the Group’s annual audited accounts for the year ended 30 June 2001.

2. Exceptional Items

	
	Individual Quarter
	
	Cumulative Quarter

	
	Current Year

Quarter
	Preceding Year

 Quarter
	
	Current Year To Date
	Preceding Year To

 Date

	
	30.06.2002
	30.06.2001
	
	30.06.2002
	30.06.2001

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	
	
	
	
	
	

	Exceptional items comprise the followings:
	
	
	
	
	

	
	
	
	
	
	

	i) Professional fee incurred for the corporate exercise of the company which was aborted on 15th April 2002 save and except for the Mawar Acquisition
	-
	-
	
	(1,654)
	-

	ii)Provision for loss arising from a subsequent change in the sale proceeds on the disposal of C.I. Readymix Sdn Bhd, a former subsidiary company
	(1,454)
	-
	
	(1,454)
	-

	iii) Loss on disposal of shares in subsidiary company
	-
	(666)
	
	-
	(666)

	iv) Gain on legal settlement
	-
	21
	
	-
	1,121

	
	(1,454)
	(645)
	
	(3,108)
	455


3. Extraordinary Items

There were no extraordinary items for the quarter under review.

4. Taxation

Taxation comprises:-

	
	
	Individual Quarter
	
	Cumulative Quarter

	
	
	Current Year

Quarter
	
	Preceding Year

 Quarter
	
	Current Year To Date
	
	Preceding Year To

 Date

	
	
	30.06.2002
	
	30.06.2001
	
	30.06.2002
	
	30.06.2001

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

	
	
	
	
	
	
	
	
	

	Current taxation
	
	(356)
	
	352
	
	(615)
	
	(15)

	Overprovision in 
	
	
	
	
	
	
	
	

	   prior years
	
	-
	
	-
	
	-
	
	-

	Deferred taxation
	
	(178)
	
	466
	
	(178)
	
	466

	
	
	(534)
	
	818


	
	(793)
	
	451

	
	
	
	
	
	
	
	
	

	Share of associated
	
	
	
	
	
	
	
	

	  company tax
	
	(2,426)
	
	(1,718)
	
	(8,991)
	
	(5,869)

	
	
	(2,960)
	
	(900)
	
	(9,784)
	
	(5,418)

	
	
	
	
	
	
	
	
	


The current taxation were provided in respect of the profit of certain subsidiaries within the Group and the Company reflect an effective tax rate which is higher than the statutory tax rate due mainly to certain expenses which are not allowable for tax purposes. 

5. Profits/(Losses) on Sale of Unquoted Investments and/or Property

There were no disposals of unquoted investments and/or properties for the quarter under review.

6. Quoted Securities

(a) There were no purchases or disposals of quoted securities for the current quarter under review.

(b) Total investment in quoted securities as at 30 June 2002 represents the investment in an associated company as follows:-

	
	
	
	RM’000

	
	
	
	

	(i)
	At cost 
	
	451,083

	(ii)
	At carrying value/book value
	
	474,934

	(iii)
	At market value
	
	255,718


6. Quoted Securities (cont’d)

As the difference in market value and carrying value of RM219.216 million is not expected to be of a permanent nature, no provision for diminution in value has been made in the accounts.

7. Changes in the Composition of the Group

There were no changes in the composition of the Group for the quarter under review.

8.   Status of Corporate Exercise

(a) On 27 September 2000, the Company had completed the acquisition of Mawar Seroja Sdn Bhd which had beneficial ownership of 57 million ordinary shares of RM1.00 each in KFC Holdings (Malaysia) Bhd for an aggregate amount of RM450 million (hereinafter refer to as the “Mawar Acquisition”). In conjunction with the Mawar Acquisition, the Company had announced the following corporate exercise:-

(i) Proposed bonus issue of 114,755,670 new ordinary shares of RM1.00 each in the Company on the basis of two (2) new ordinary shares of RM1.00 each for each existing share held in the Company to be wholly capitalized out of retained profits;

(ii) Proposed issue by the Company of RM200 million nominal value of 5-year 1% redeemable bank guaranteed unsecured bonds with 100,179,753 detachable warrants at 100% of the nominal value of the bonds on a “bought deal” basis;

(iii) Proposed issue for cash by the Company of 28.226 million new ordinary shares of RM1.00 each at an issue price of RM2.48 per share; and

(iv) Proposed restricted offer for sale by the primary subscriber(s) to the Bonds of the rights to the provisional allotment of 100,179,753 Warrants on a non-renounceable basis to entitled shareholders of the Company on the basis to entitled shareholders of the Company on the basis of one (1) Warrant for every two (2) ordinary shares held.

(hereinafter collectively known as the “Proposals”)

On 15 April 2002, the Company aborted the above Proposals. The Board is contemplating a new proposal which will include a refinancing of the Mawar Acquisition, the details of which will be announced upon finalisation.  

8.   Status of Corporate Exercise (con’t)

Based on a letter from the Securities Commission (“SC”), the Company announced on 24 July 2002 that the SC were unable to consider the Mawar Acquisition as the Company has yet to resolve the issues pertaining to compliance with the terms of the Master Franchise Outlet Agreement, which amongst others, included the consent from Kentucky Fried Chicken International Holdings, Inc (“KFCI”) that it has no objection to the Company being a substantial shareholder of KFC Holdings (M) Berhad (“KFC”). In this regard, the SC returned the application.

The SC has taken note of the Company’s opinion that KFCI has indirectly recognised the Company as the substantial shareholder of KFC as KFCI has requested the Company to agree to certain franchising terms which were stipulated in the agreement with Kentucky Fried Chicken Management Pte Ltd and Pizza Hut Singapore Pte Ltd. These agreements relate to KFC’s Singapore operations, the details of which were announced by the Company on 3 June 2002.

Notwithstanding the above, the SC is of the opinion that the said indirect confirmation without direct valid document is not acceptable for the purpose.

In this regard, the Company is taking continuing steps to obtain the appropriate documentation as required by the SC for resubmission.

Other than the above, the Group has not announced any corporate proposals which have not been completed as at the date of this report.

(b) The Board of Directors is deliberating on the appropriate option to meet the KLSE Listing Requirement to have a minimum issued and paid-up capital of RM60 million comprising ordinary shares of RM1.00 each.

     9.  Issuances and Repayments of Debt and Equity Securities
There were no issuances or repayments of debt and equity securities, share buy-backs, share cancellations, share held as treasury shares and resale of treasury shares for the current quarter under review.

10. Group Borrowings
      Total Group Borrowings as at 30 June 2002 were as follows: -

	 
	Secured
	
	Unsecured
	
	Total

	         
	RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	

	Short Term Borrowings
	18,648
	
	10,601
	
	29,249

	Long Term Borrowing
	198,000
	
	-
	
	198,000

	
	216,648
	
	10,607
	
	227,249


There was no bank borrowing denominated in foreign currencies as at 30 June 2002.

11. Contingent Liabilities

As at 30 June 2002, contingent liabilities consist of the following:-

(a) A former employee of the company had obtained a High Court Judgement in September 1998 against the company for the issue of 250,000 new shares of the company under an Employee Share Option Scheme (ESOS) to be allotted at an issued price of RM1.38 per share. The Company has appealed against the judgement. The former employee has cross appealed to the Appellate Court for damages in excess of RM2.5 million to be paid in cash in lieu of the 250,000 new shares. In addition, he is also claiming reimbursement of legal fees of RM60,000.  No provision has been made in the accounts for the damages and legal fees.

(b) Corporate Guarantee                                   

	
	As at 30.06.2002
	
	As at

 30.6.2001

	
	RM’000
	
	RM’000

	Guarantees given to financial
	
	
	

	institutions in respect of banking
	
	
	

	facilities granted to subsidiary
	
	
	

	companies
	227,249
	
	230,491


 (c) On 1 June 2002, the Company and C.I. Enterprise Sdn Bhd, a wholly-owned subsidiary of the Company were induced to enter into the Shareholder’s Agreements and a Letter of Undertaking issued by the Company both dated 1 June 2002 in relation to the Franchise Agreements between :-

(i) Kentucky Fried Chicken International Holdings, Inc and Kentucky Fried Chicken Management Pte Ltd;

(ii) Pizza Hut International, LLC and Pizza Hut Singapore Pte Ltd; and

(iii) Pizza Hut International, LLC, Kentucky Fried Chicken International Holdings, Inc., Taco Bell Corp and Pizza Hut Singapore Pte Ltd.

      Due to the nature of the terms and conditions of the Shareholder’s Agreements and the Letter of Undertaking there is a contingent liability, which cannot be quantified presently, on the Group unless and until there is a breach of the Franchise Agreement(s) and /or the Shareholder’s Agreement(s) and/or the Letter of Undertaking or in the event the Franchisor(s) exercise any of its rights pursuant to the Franchise Agreement(s) or take action to enforce any of its rights and remedies under the Shareholder’s Agreement(s).

    12.   Off Balance Sheet Risk Financial Instruments

The Group does not have any financial instruments with off Balance Sheet risk as at 30 June 2002.

13.   Material Litigation
(a) A former employee of the company had obtained a High Court Judgement in September 1998 against the company for the issue of 250,000 new shares of the company under an Employee Share Option Scheme (ESOS) to be allotted at an issued price of RM1.38 per share. The Company has appealed against the judgement. The former employee has cross appealed to the Appellate Court for damages in excess of RM2.5 million to be paid in cash in lieu of the 250,000 new shares. In addition, he is also claiming reimbursement of legal fees of RM60,000. The appeal is still pending. 

The Directors of the company are of the opinion that the company has a valid defence against the case.

(b) A financial institution had taken legal action against a subsidiary of the Group for a sum of RM1.24 million assigned by a contractor (“Assigned Sum”) of the subsidiary to the financial institution. In addition, the financial institution is also claiming against the subsidiary interest at 8% per annum on the Assigned Sum chargeable from 10 October 2000 to the date of full settlement. 

      The subsidiary’s application to strike off the case is still pending.

14. Segmental Information

The analysis of the Group’s operations for the current quarter ended 30 June 2002 is as follows: -

	
	
	
	
	Profit (Loss) Before
	
	Total Assets

	
	
	Revenue
	
	Taxation
	
	Employed

	
	
	RM’000
	
	RM’000
	
	RM’000

	Manufacture and sale of   
	
	
	
	
	
	

	
	building and construction
	
	
	
	
	
	

	
	related products
	
	6,941
	
	(8,003)
	
	82,820

	Engineering division
	
	463
	
	84
	
	575

	Financial services
	
	(35)
	
	(506)
	
	37,269

	
	
	7,369
	
	(8,425)
	
	120,664

	Associated company
	
	-
	
	7,837
	
	474,934

	
	
	
	7,369
	
	(588)
	
	595,598


No geographical segmental information is presented as the Group operates principally within Malaysia.

15. Material Changes in the Loss Before Tax For The Current Quarter Reported on as Compared With The Immediate Preceding Quarter          

For the current quarter, the Group recorded a revenue of RM7.37 million and loss before tax of RM0.59 million, as compared to a revenue of RM5.63 million and loss before tax of RM3.67 million, an improvement mainly attributable to higher share of profit from the associated company, write-back of provisions and higher turnover of tapware products.

16. Review of Performance of The Group

The Group’s revenue for the current financial year-to-date recorded a decrease of 67% as compared to preceding year corresponding period. The decline was mainly caused by the exclusion of results of the readymix division which was disposed off in January 2001. With the disposal of the readymix division, the loss has been reduced by more than RM2.0 million.

The Group reported a loss before tax of RM8.15 million as compared to RM10.91      million in the preceding year corresponding period. The loss before tax for the current year was mainly due to increase in finance cost and the exceptional items incurred referred to in Note 2.

The associated company continued to contribute positively towards the results of the Group.

17. Material Events Subsequent To End of Period

There were no material events subsequent to the end of the current financial period ended 30 June 2002 that have not been reflected in the financial statement for the said period as at date of this report. 

18. Seasonal or Cyclical Factors

The Group’s business operations were not significantly affected by any seasonal and cyclical factors.

19. Current Year Prospects

Barring any unforeseen circumstances, the Board remains cautiously optimistic about the Group’s results for the financial year ending 30th June 2003.

20. Variance From Forecast Profit And Profit Guarantee

This is not applicable as the Group did not issue any profit forecast.

21. Dividend

The Board of Directors recommends a first and final dividend of 0.7%, less income tax (preceding year: 0.5% tax exempt) on ordinary shares of RM1.00 each for approval of the shareholders at the forthcoming Annual General Meeting. This amount has not been recognized as a liability at the balance sheet date.

