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 2003 except that the Group adopted the following MASB standards:-


MASB 25 Income Taxes


This was applied retrospectively.  It resulted in a charge of RM289,000 under taxation in the Income Statement and a prior year adjustment net credit of RM71,000 (2002 : RM1,374,000) in the Statement of Changes in Equity.


MASB 29 Employee Benefits


This was also applied retrospectively.  It resulted in a prior year adjustment charge of RM818,000 (2002 : RM839,000) for unutilised annual leave in the Statement of Changes in Equity. 


MASB 27 Borrowing Costs


MASB 28 Discontinuing Operations


MASB 30 Accounting and Reporting by Retirement Benefit Plans


The application of these standards have no impact on the financial statements.

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 2003.

2.
Prior Period / Year Adjustments

The prior year adjustments are stated in Note 1.  There are no other changes in estimates of amounts reported for the prior interim period or for the corresponding quarter of the preceding year.

3.
Taxation                       


3 months ended

30 April 2003


RM’000

Taxation based on the results for the quarter :


In Malaysia 


- Current
(2)

- Over/(under) provision for prior years
-

Deferred taxation
(289)

Outside Malaysia


- Current
(271)

- Over/(under) provision for prior years
-

Shares of taxation of associates
(89)


(651)

Deferred tax is recognised in respect of temporary differences between the carrying amount of assets and liabilities in the balance sheet and their tax base.  These differences arose because of tax losses, reinvestment allowance and revaluation surplus on property.

The recognition of the deferred tax asset of RM1,804,000  in a subsidiary in the Statement of Changes in Equity is based on management projections that future taxable profits will exceed profits arising from the reversal of existing taxable temporary differences.

The effective tax rate of the Group is higher than the statutory tax rate principally due to losses of certain subsidiaries which cannot be set off against taxable profits made by other subsidiaries as no group relief is available.


The reconciliation of the tax expenses with the statutory income tax rates is as follows :-


RM’000

Accounting profit before tax
(441)

Tax at statutory income tax rate of 28%
-

Tax effects of expenses that are not deductable in determining taxable profit :


  Depreciation
291

  Entertainment
10

  Others
11

Deferred tax expenses relating to origination and reversal of temporary differences
289

Tax rate difference in foreign country
50




Tax expenses
651

4.
Earnings per Share

a)
Basic earnings per share

The calculation of basic earnings per share for the quarter based on net loss of RM1,088,000 (2002 : loss of RM2,259,000) and weighted average number of ordinary shares of 84,405,583 (2002 : 84,405,583).  

b) Diluted earnings per share

The diluted earnings per share was not presented as the effect is anti-dilutive.

5.
Sale of Unquoted Investments and Properties

There were no sale of unquoted investments and properties.

6.
Quoted Securities
(a) The total purchase consideration and sale proceeds of quoted securities and profit/loss arising therefrom are as follows :-



3 months ended 

30 April 2003


RM’000




Total purchases
Nil

Total disposals
Nil

Total profit/(loss) on disposal
Nil



(b) The investment in quoted securities as at 30 April 2003 is as follows: -


RM’000




Investment at cost
70,752

Investment at book value 
27,746

Investment at market value 
8,418

7.
Changes in Composition of the Group

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

8.
Status of Corporate Proposals
(a) On 10 June 2003, the Company applied for approval from the Securities Commission (“SC”) for a further extension of time to 31 December 2003 to complete the proposed establishment of a new Employee Share Option Scheme. 

(b) The debt restructuring scheme of the Company, GKE and GKH were approved by the Ministry of International Trade and Industry on 18 October 2002, the Foreign Investment Committee on 18 November 2002 and SC on 30 December 2002. The approval of the shareholders of the Company was obtained at the Extraordinary General Meeting held on 19 June 2003.

9.
Debt and Equity Securities

There were no issuance, cancellations, repurchases, 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.

10.
Property, Plant and Equipment

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

11.
Group Borrowings and Debt Securities

The short-term borrowings are as follows: -


30 April 2003


RM’000




Secured
151,927

Unsecured
11,625




Total
163,552

12. 
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 RM2.3 million as at 31 January 2003 to RM2.8 million as at 30 April 2003.

13. Capital Commitments

30 April 2003





RM’000

Contracted but not provided for in the financial statements: -


Subscription for debentures in associate, PNG (Water) Limited
5,570

14. Significant Related Party Transactions

Quarter ended


30 April 2003


RM’000

Management fees payable to an associate investor, Johan Holdings Bhd
315

Sales to an associate, Pakar Sains Sdn Bhd
5,639

Sales to associate investor’s subsidiary, George Kent (Singapore) Pte Ltd
119

Purchase from an associate, Pakar Sains Sdn Bhd
233

Purchase from associate investor’s subsidiary, Diners World Travel (M) Sdn Bhd
50

Rental income from an associate investor’s subsidiary, Natures Farm (Health Farm) Sdn Bhd
(19)

Corporate support service fees paid to an associate investor’s subsidiary, Johan Management Services Sdn Bhd
3


6,340





The directors are of the opinion that all the transactions above have been entered into in the normal course of business and have been established on terms and conditions that are not materially different from those obtainable in transactions with unrelated parties.

15. Off Balance Sheet Financial Instruments

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

16.
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.  Subsequently, BKSB was wound-up and the two guarantors were adjudicated bankrupt.  The Company obtained leave to continue litigation against BKSB and to substitute the two individuals with the Official Assignee.  The case was heard on 16 June 2003 and the plaintiff’s claim was allowed with costs.  GKM has made full provision for the debt in previous financial years.

b) The Company filed a winding up petition against Gopeng Construction Sdn Bhd to claim RM1.2 million in respect of certain progress claims.  On 21 May 2003 the Company received a cheque for RM1.2 million as full and final settlement of the account.  GKM has withdrawn the winding up petition.

17.
Segment Reporting


The Group is organised on a world wide basis into two major geographical segments, namely Malaysia and Overseas.


Quarter ended 30 April 2003


Malaysia

Overseas

Eliminations

Consolidated


RM’000

RM’000

RM’000

RM’000

Revenue








  External Sales
24,941

1,587

-

26,528

  Inter-segment sales
-

-

-

-

  Total revenue
24,941

1,587

-

26,528










Result








  Segment results
1,336

833

59

2,228

  Finance cost, net






(2,960)

  Share of profit in associates
(5)

296



291

  Taxation






(651)

  Loss after taxation






(1,092)

  Minority Interest






4

  Loss for the year






(1,088)

18.
Material Changes in the Profit Before Taxation Compared With the Preceding Quarter

The change in the profit before taxation for the quarter as compared with the immediate preceding quarter was due to lower sales.

19.
Review of Performance


In the quarter under review, the Group generated improved profit from operations of RM2.2 million compared to the preceding year’s corresponding quarter profit of RM1.3 million.  Revenue increased to RM26.5 million from RM20.0 million.  The net loss for the quarter was RM1.1 million compared to the preceding year’s corresponding quarter net loss of RM2.3 million.  

20.
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.

21.

Current Year Prospects

This year, the Group will focus on its core business areas of manufacturing and the supply and contract to the water infrastructure industry.  It will consolidate its industrial marketing operations.  The manufacturing division is expected to continue to perform strongly whilst market conditions for the Group’s diversified technical products and services remain subdue.

The Group anticipates that the debt restructuring scheme and the recapitalisation plan will be implemented in the third quarter of this financial year.  This 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.

22.
Seasonal or Cyclical Factors

The Group’s business operations was affected by seasonal factors in the quarter.

23.
Variances from Profit Forecasts or Profit Guarantee

Not applicable.

24. 
Dividends


The Company did not declare or pay any dividends.

By Order of the Board

Teh Yong Fah

Secretary

24 June 2003
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