GEORGE KENT (MALAYSIA) BERHAD

Notes to the interim financial report

A.
EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT - MASB 26

A1.
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 Malaysia Securities Exchange Berhad (“MSEB”). 


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 taxation credit of RM186,000 (2002 : RM911,000) in the quarter and a taxation charge of RM555,000 (2002 : RM49,000) for the year in the Income Statement and a prior year adjustment net credit of RM1,325,000 (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 RM1,011,000 (2002 : RM1,032,000) for unutilised annual leave in the Statement of Changes in Equity and a write back of RM88,000 in the quarter and year under review in the Income Statement.


MASB 27 Borrowing Costs


MASB 28 Discontinuing Operations


MASB 30 Accounting and Reporting by Retirement Benefit Plans


The applications 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.

A2.
Auditors’ Report on Preceding Financial Statements
The auditors’ report for the year ended 31 January 2003 was not qualified.

A3.
Seasonality or Cyclical Operations
The Group’s business operations were not affected by seasonal factors in the quarter.

A4.
Unusual Items Due to their Nature, Size or Incidence


Termination benefits of RM596,000 paid to employees arising from a Voluntary Separation Scheme was charged to the Income Statement for the year ended 31 January 2004. 

As a result of the completion of the Group’s debt restructuring, a net gain of RM5.675 million was recognised in the Income Statement for the year under review.  This net gain included waiver of debts and interests by the Group’s lenders, ICULS interest charge, loss on disposal of shares (which the Group’s lenders held as securities) and restructuring expenses.  Issue expenses of RM2.151 million relating to the issue of new shares and ICULS were set off against the share premium account.  The other financial effects of the debt restructuring were the increase in equity of RM70.226 million due to the issuance of the new shares and ICULS and the reduction in bank borrowings and short term investments of RM95.403 million and RM21.838 million, respectively.

Save as disclosed, there were no other unusual items affecting assets, liabilities, equity, net income or cash flows.

A5.
Prior Period / Year Adjustments

The prior year adjustments are stated in Note A1. There are no other changes in estimates of amounts reported for the prior interim period or for the corresponding quarter of the preceding year.

A6.
Debt and Equity Securities
a)
Debt Restructuring
Pursuant to the terms of the debt restructuring scheme, the Company issued 73,687,043 new shares of RM0.50 each.  The Company also issued 10 year ICULS of RM33,382,000 at a nominal value of RM0.50 each which comprised RM29,270,550 as principal sum and RM4,111,450 as interest for 10 years at a coupon rate of 2% per annum on the principal sum discounted to the net present value at a discount rate of 7% per annum.  The holder of the ICULS may exercise rights to surrender the ICULS for conversion into fully paid-up new GKM Shares commencing from the fifth (5th) anniversary of the date of the issue of the ICULS and thereafter on 31 October and 30 April of each year.  The ICULS shall be convertible into new GKM shares on the basis of RM0.50 nominal value of the ICULS to be surrendered and converted to one(1) new GKM Shares.  The 73,687,043 new shares and RM33,382,000 nominal value of ICULS were allotted on 30 September 2003 and listed on the MSEB on 8 October 2003. The issued and paid up share capital of the Company was increased to RM79,046,313 comprising of 158,092,626 shares of RM0.50 each.  The Company’s present share capital meets the minimum share capital of RM60,000,000 as required by the Listing Requirements of MSEB.         

b)
Employee Share Option Scheme (“ESOS”)
The 1st tranche of the ESOS amounting to 1,022,000 shares of par value RM0.50 each was offered to 345 employees at an issue price of RM0.82 on 29 October 2003.  A total of 335,000 shares was subscribed by employees as at 31 January 2004.  This further increased the issued and paid up share capital by RM167,500 to RM79,213,813 comprising 158,427,626 shares of RM0.50 each.  The share premium account was also increased by RM107,200 to RM2,056,198.

c)
There were no other issuances and repayment of debts and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the financial year ended 31 January 2004.

A7.
Dividend Paid

The Company did not declare or pay any dividends.

A8.
Segmental Information

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


Year ended 31 January 2004











Malaysia

Overseas

Eliminations

Consolidated


RM’000

RM’000

RM’000

RM’000

Revenue








  External Sales
97,736

8,065

-

105,801

  Inter-segment sales
-

-

-

-

  Total revenue
97,736

8,065

-

105,801










Results








  Segment results
6,092

5,098

59

11,249

  Finance costs, net






(8,953)

  Net gain/(expenses) from debt    restructuring






5,675

  Share of profit in associates






1,275

  Taxation






(2,582)

  Profit after taxation






6,664

  Minority Interest






53

  Profit for the year






6,717

A9.
Carrying Amount of Revalued Assets
The valuations of property, plant and equipment have been brought forward without amendment from the previous annual financial statements.

A10.
Subsequent Events

There are no items, transactions or events of a material and unusual nature that have arisen since the end of the quarter under review to the date of this announcement and which would substantially affect the financial results of the Group for the year ended 31 January 2004.

A11.
Changes in Composition of the Group

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

A12.
Changes in Contingent Liabilities and Contingent Assets


The contingent liability for default bank interest of RM2.3 million as at 31 January 2003 is no longer relevant due to the successful completion of the debt-restructuring scheme.

A13.
Capital Commitments


31 January 2004


RM’000

Contracted but not provided for in the financial statements: -


Subscription for debentures in associate, PNG Water Limited
6,380

A14.
Significant Related Party Transactions


Year ended


31 January 2004


RM’000

Management fees paid to Johan Holdings Bhd during its tenure as  associate investor


875

Sales to an associate, Pakar Sains Sdn Bhd


39,142

Sales to George Kent (Singapore) Pte Ltd 


532

Purchases from an associate, Pakar Sains Sdn Bhd


1,634

Purchase of air tickets from Diners World Travel (M) Sdn Bhd


241

Rental of storage space to Natures Farm (Health Farm) Sdn Bhd


76

Share registration charges paid to Johan Management Services Sdn Bhd


34

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.
B.
EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF MSEB  

B1.
Performance Review

In the quarter under review, the Group recorded improved profit from operations of RM3.3 million compared to the preceding year’s corresponding quarter profit of RM2.1 million. Revenue was lower at RM26.4 million compared to RM37.1 million previously.  The net profit for the current quarter was RM2.6 million compared to the preceding year’s corresponding quarter net loss of RM691,000.  The turnaround in net profit was due to better margins and lower operating and finance costs. 


In the year under review, the Group recorded higher profit from operations of RM11.2 million compared to the previous year’s profit of RM7.4 million. Revenue was RM105.8 million compared to the previous year’s revenue of RM111.4 million. The reduced revenue was due to lower sales of manufactured goods and oil & gas equipment.  The increased profit from operations was due to improved margins and lower operating costs. The net profit for the year under review was RM6.7 million compared to the previous year’s net profit of RM1.1 million. 

B2.
Material Change in Profit Before Taxation


The material change in the profit before taxation for the quarter as compared with the immediate preceding quarter was due mainly due to the adjustments in Note A4.

B3.
Current Year Prospects

For the current year, the Group will continue to focus on its core businesses of manufacturing and the supply of equipment and contract services to the water infrastructure industry. The manufacturing division is expected to continue to perform strongly whilst market conditions for the Group’s technical products and services remain competitive.

The Group completed the debt-restructuring scheme and the recapitalisation plan in the third quarter of the financial year under review.  This substantial reduction of the debt burden and the increase in the capital base has placed the Group on a sound financial footing to build on its core businesses.


Barring unforeseen circumstances, the Board expects another good year.                             

B4.
Profit Forecast or Profit Guarantee



There were no profit forecast or profit guarantee published.

B5.
Taxation                    


3 months ended

31 January 2004
Year ended

31 January 2004


RM’000
RM’000

Taxation based on the results for the quarter/year: 



In Malaysia 



- Current
(1)
20

- Over/(under) provision for prior years
-
-

Deferred taxation
(186)
555

Outside Malaysia



- Current
551
1,656

- Over/(under) provision for prior years
-
-

Share of taxation of associates
66
351


430
2,582

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 RM1,982,000  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 the unabsorbed tax losses and capital allowances brought forward in the Company and 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 for the period are as follows: -  


RM’000

Accounting profit before tax
9,246

Tax at statutory income tax rate of 28%
2,589

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


  Depreciation
1,057

  Entertainment
31

  Others
18

Deferred tax expenses relating to origination and reversal of temporary differences
555

Tax rate difference in foreign country
74

Interest write back not taxable
(1,742)




Tax expenses
2,582

B6.
Sale of Unquoted Investments and Properties


There were no sales of unquoted investments and properties.

B7.
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 January 2004

Year ended 

31 January 2004


RM’000

RM’000






Total purchases
Nil

264

Total disposals
Nil

20,546

Total profit/(loss) on disposal
Nil

Nil



(b) The investment in quoted securities as at 31 January 2004 is as follows: -


RM’000




Investment at cost
5,446

Investment at book value 
1,056

Investment at market value 
1,056

Investments amounting to RM20,546,000 was disposed to the lenders of GK Equities Sdn Bhd (“GKE”) upon the completion of the debt restructuring.

The total purchase of investments of RM264,000 arose from the receipt of quoted securities from debtors in settlement of trade debts.

B8.
Corporate Proposals

As a result of the implementation of the debt-restructuring schemes, the bank borrowings of the Group were restructured as follows: -

(i)
RM38.955 million of syndicated term loan facility to be repaid over 6 years;

(ii)
RM38.955 million of revolving working capital facilities for a period of 6 years;

(iii)
RM29.271 million was converted to ICULS in the Company;

(iv)
RM36.843 million was converted to 73,687,043 new shares of RM0.50 each in the Company;

(v) RM5.309 million cash settlement to the lender of GK-Hardie Sdn Bhd via proceeds from disposal of assets;

(vi) RM21.838 million discharged from the proceeds of the sale of shares which the GKE’s lenders held as security; and 

(vii) RM2.142 million was waived.

The ESOS was implemented as per Note A6(b).

B9.
Borrowings and Debt Securities
The total borrowings amounting to RM42.8 million as at 31 January 2004 are secured. All of the borrowings are denominated in Ringgit Malaysia.

B10.
Off Balance Sheet Financial Instruments


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

B11.
Changes in Material Litigation
There are no material litigations.

B12.
Dividends Payable

The Company did not declare or pay any dividends.

B13.
Earnings per Share
a) Basic earnings per share


3 months ended

31 January 2004
Year

 ended

31 January 2004





Net profit attributable to ordinary shareholders
RM2,622,000
RM6,717,000





Number of ordinary shares in issue as at 1 February 2003
84,405,583
84,405,583

Effect of shares issued in the quarter/ year
25,033,406
25,033,406

ESOS share issued in the quarter/ year
85,356
85,356

Weighted average number of ordinary shares in issue
109,524,345
109,524,345





Basic earnings per ordinary share (sen)
2.39
6.13

b) Diluted earnings per share


3 months ended

31 January 2004
Year

 ended

31 January 2004





Net profit attributable to ordinary shareholders
RM2,622,000
RM6,717,000





Weighted average number of ordinary shares in issue
109,524,345
109,524,345

Weighted average number of ICULS unissued shares
22,681,468
22,681,468

Weighted average number of ICULS that would have

   been issued at fair value
(9,571,137)
(9,571,137)

Weighted average number of ESOS unissued shares
178,808
178,808

Weighted average number of ESOS that would have

   been issued at fair value
(123,744)
(123,744)

Adjusted weighted average number of ordinary shares for 

   calculating Diluted earnings per ordinary share
122,689,740
122,689,740





Diluted earnings per ordinary share (sen)
2.14
5.47

The diluted earnings per share for the preceding corresponding quarter and year are not disclosed as they are anti-dilutive.

B14.
Authorisation of Issue
The interim financial statement was authorised for issue by the Board of Directors in accordance with a resolution of the directors on 24 March 2004.

By Order of the Board

Teh Yong Fah

Secretary

30 March 2004
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