GEORGE KENT (MALAYSIA) BERHAD

Notes to the interim financial report

1. Basis of Preparation

The unaudited interim financial report has been prepared in compliance with MASB 26, Interim Financial Reporting and Chapter 9, Part A of Appendix 9B of the Listing Requirements of Kuala Lumpur Stock Exchange.


The same accounting policies and methods of computation are followed in the interim financial report as compared with the Annual Report for the year ended 31 January 2002 except that debenture in an associated company of RM2,792,000 has been reclassified from Investments to Associated Companies in the Balance Sheet.  The comparative figure has also been restated.

The following notes explain the 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 January 2002.

2.
Prior Period / Year Adjustments

There are no changes in estimates of amounts reported for the prior interim period of the current financial year or for the prior financial year.

3.
Interest costs written back    

The interest costs written back of RM6.3 million in the preceding quarter arose from a debt settlement with a creditor.  

4.
Taxation

 
The taxation is as follows: -


3 months ended 
9 months ended


31 October 

2002
31 October

2002


RM’000
RM’000

Taxation based on the results for the year
(207)
(786)

Over/(under) provision for prior years
-
-

Deferred taxation
-
-

Share of taxation of associated cos.  
(73)
(137)

Total                                                                                                                             
(280)
(923)

     
The disproportionate taxation charge of the Group is principally due to the absence of group relief for losses suffered by the Company and certain subsidiaries.

5.
Earnings per Share

a)
Basic earnings per share

The calculation of basic earnings per share for the quarter and period are based on net loss of RM225,000 and net profit of RM2.7 million respectively and weighted average number of ordinary shares of 84.4 million.

b) Diluted earnings per share

The calculation of diluted earnings per share for the quarter and period is based on net loss of RM225,000 and net profit of RM2.7 million respectively and weighted average number of ordinary shares of 101.3 million.

c) Weighted average number of ordinary shares 

The reconciliation between the weighted average number of ordinary shares above is as follows: -

No. of issued ordinary shares
84,405,583

No. of warrants as at 31 October 2002
16,844,417




No. of ordinary shares (diluted)
101,250,000

6.
Sale of Unquoted Investments and Properties

The sale of assets for RM5.5 million by GK-Hardie Sdn Bhd (“GKH”), a wholly-owned subsidiary of the Company, was completed on 30 April 2002.  The sale generated a gain of RM78,000.


There were no other sale of unquoted investments and properties.

7.
Quoted Securities
(a) The total purchase consideration and sale proceeds of quoted securities and profit/loss arising therefrom are as follows :-



3 months ended 

31 October 

2002
9 months ended 

31 October 

2002


RM’000
RM’000





Total purchases
Nil
Nil

Total disposals
Nil
1,301

Total profit/(loss) on disposal
Nil
Nil

(b) The investment in quoted securities as at 31 October 2002 is as follows: -


RM’000




Investment at cost
70,752

Investment at book value 
28,071

Investment at market value 
7,831

8.
Changes in Composition of the Group

There were no changes in the composition of the Group in the period.

9.
Status of Corporate Proposals
(a) On 7 June 2002, the Company announced that it did not intend to proceed with the proposed issuance of up to 16.8 million replacement warrants to replace up to 16.8 million existing warrants currently held by warrant holders on the basis of one replacement warrant for one existing warrant.  

(b) On 19 June 2002, the Company received approval from the Securities Commission (“SC”) for a further extension of time to 1 January 2003 to complete the proposed establishment of a new Employee Share Option Scheme.  On 11 December 2002, the Company submitted an application to SC for a further extension of time to 30 June 2003.

(c) The applications to SC, Ministry of International Trade and Industry (“MITI”) and Foreign Investment Committee (“FIC”) in relation to the debt restructuring scheme of the Company, GKE and GKH were submitted on 20 August 2002.  The addendum to each of these applications, arising from a variation in the price of the Company’s shares to be used to determine the number of the shares to be issued under the debt restructuring scheme, were submitted on 17 September 2002.  MITI approved the application and addendum application on 30 September 2002 and 18 October 2002 respectively, subject to the approvals of SC and FIC.  FIC’s approval was obtained on 18 November 2002.

10.
Debt and Equity Securities

There were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities.


The Company intends to achieve the minimum issued and paid up share capital of RM60.0 million, as required by the Listing Requirements of the KLSE, via its proposed debt restructuring scheme.

11.
Property, Plant and Equipment

The valuations of property have been brought forward, without amendment, from the previous Annual Report.

12.
Group Borrowings and Debt Securities

The short-term borrowings are as follows: -


31 October 2002


RM’000




Secured
156,803

Unsecured
11,363




Total
168,166

13. Changes in Contingent Liabilities or Contingent Assets
The contingent liability for default bank interest, assuming the proposed debt restructuring scheme is not completed, increased from RM700,000 at 31 January 2002 to RM1.3 million at 31 October 2002.

14. Capital Commitments

31 October 2002





RM’000

Contracted but not provided for in the financial statements: -


Subscription for debentures in associated company, PNG (Water) Limited
4,690

15. Significant Related Party Transactions

9 months ended


31 October 2002


RM’000

Management fees payable to an associate investor
920

Sales to an associated company
26,307

Sales to associate investor’s subsidiaries
497

Purchase from an associated company
558

Purchase from associate investor’s subsidiaries
237

16. Off Balance Sheet Financial Instruments

The Group does not have any off balance sheet financial instruments.

17.
Material Litigations
a) The Company has an ongoing suit against Bumi Kejuruteraan Sdn Bhd (“BKSB”) and two individuals as guarantors to recover RM10.9 million for goods supplied and accrued interest.  BKSB filed a defence and a counterclaim for RM11.2 million.  The Company was advised by its solicitors that it has a good claim against BKSB and that the counterclaim has no merits.  Subsequently, the Company was notified that BKSB had been wound-up and the two guarantors had been adjudicated bankrupt.  The Company’s application to continue litigation against BKSB was approved by the High Court.  The mention date is fixed for 9 January 2003.

b) The winding-up petition filed by the Company against Gopeng Construction Sdn Bhd to claim RM1.2 million in respect of certain progress claims has been adjourned by the Court to 21 February 2003.

18.
Segment Reporting

The analysis by geographical locations is as follows: -


9 months ended 31 October 2002





Revenue
Profit

before taxation


RM’000
RM’000

Malaysia
70,417
967

Overseas
3,964
2,741

Total
74,381
3,808

19.
Material Changes in the Profit Before Taxation Compared With the Preceding Quarter

There was no material change in the profit before taxation for the quarter as compared with the immediate preceding quarter.

20.
Review of Performance


In the quarter under review, the Group generated profit from operations of RM3.2 million on a revenue of RM28.6 million, compared to the preceding year’s corresponding quarter profit of RM1.6 million on a revenue of RM29.7 million.  This resulted in a lower net loss for the quarter of RM225,000 compared to the preceding year’s corresponding quarter net loss of RM1.9 million.


In the 9 months to 31 October 2002, the Group generated profit from operations of RM6.2 million on revenue of RM74.4 million, compared to the preceding year’s corresponding period profit of RM12.9 million on revenue of RM166.8 million.  The lower revenue and profit were due to lower project billings.  The results for the current period included an interest cost write back of RM6.3 million arising from a debt settlement with a creditor.  The net profit for the period was RM2.7 million compared to the preceding year’s corresponding period profit of RM1.2 million.

21.
Material Events Subsequent to the End of the Quarter

There were no material events subsequent to the end of the quarter that have not been reflected in the interim financial statement.

22.

Current Year Prospects

The Group will continue to focus on its core activities of manufacturing, water infrastructure projects and industrial marketing.  The manufacturing division has performed strongly whilst market conditions for the Group’s diversified technical products and services remain competitive.

The Group anticipates that the debt restructuring scheme and the recapitalisation plan will be implemented early next year.  The substantial reduction of the debt burden and the increase in the capital base will place the Group on a sound financial footing.  It will then be in a good position to capitalise on rebuilding value in its core businesses.


Whilst market conditions will likely be challenging for the rest of the year, the Board is cautiously optimistic of an improved performance.

23.
Seasonal or Cyclical Factors

The Group’s business operations were not affected by any significant seasonal or cyclical factors in the quarter.

24.
Variances from Profit Forecasts or Profit Guarantee

Not applicable.

25. Dividends


The Company did not declare or pay any dividends.

By Order of the Board

Teh Yong Fah

Secretary

17 December 2002
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