NAM FATT CORPORATION BERHAD
(Company No. 44548-H)

Notes To Second Quarter Report Ended 30 June 2000
1.
Accounting Policies
The second quarter financial statements of Nam Fatt Corporation Berhad (“NFCB”) have been prepared using accounting policies, methods of computation and basis of consolidation consistent with the most recent annual financial statements ended 31 December 1999 and complies with approved accounting standards issued and adopted by the Malaysian Accounting Standards Board.

2.
Exceptional Items
There were no exceptional items in the profit and loss account for the quarter under review.

3.
Extraordinary items
There were no extraordinary items for the quarter under review.

4.
Taxation


Taxation comprises the following:


Individual Period
Cumulative Period


Current quarter ended 30/6/00
Previous quarter ended 30/6/99
Current YTD quarter ended 30/6/00
Previous YTD quarter

ended 30/6/99


RM’000
RM’000
RM’000
RM’000







Malaysian taxation
(4,378)
1,608
(8,703)
-

Foreign taxation
-
-
-
-


(4,378)
1,608
(8,703)
-







Malaysian taxation over / (under) provision in previous years
-
52
1,174
52

Deferred taxation
-
-
-
-


(4,378)


1,660
(7,029)


52

The Group’s tax charge shows an effective rate that is higher than the statutory tax rate of Malaysia due to the unavailability of group relief for losses incurred by the holding company and certain subsidiaries.

5.
Pre-acquisition Profits
There were no pre-acquisition profits for the current financial period under review.
6.
Profit on Sale of Investments and Properties
There were no disposals of investments or properties during the current financial period under review.

7.
Quoted Securities
There were no purchases or disposals of quoted securities for the current financial period under review.

8.
Changes in the Composition of the Group
There were no changes in the composition of the Group for the current financial period under review. On 2 August 2000, ASIM (Sarawak) Sdn. Bhd. (“ASIM(S)”), a subsidiary of NFCB acquired the remaining 30% of the issued and paid share capital of Asdaya Roll-Forming Sdn. Bhd., a subsidiary of ASIM(S), comprising of 30,000 ordinary shares of RM1.00 each for cash consideration of RM80,000.

9. Status of Corporate Proposals

As previously announced to the Kuala Lumpur Stock Exchange ("KLSE"), Commerce International Merchant Bankers Berhad (“CIMB”) on behalf of NFCB, has on 20 March 2000, submitted the following revised Loans Restructuring Scheme (“Revised Proposal”) to the Securities Commission ("SC") to enable NFCB and six of its subsidiaries, namely Tai-Chong Electric Manufacturing Sdn. Bhd. ("TCEM"), Maddusalat Berhad ("Maddusalat"), Associated Steel Industries (M) Sdn. Bhd. ("ASIM"), Nam Fatt Fabricators Sdn. Bhd. ("NFFSB"), P&N Construction Sdn. Bhd. ("P&N") and Nam Fatt Marketing Sdn. Bhd. ("NFM"), to proceed with their debt-restructuring scheme with their bankers under the framework of the Corporate Debt Restructuring Committee.

The Revised Proposal is in furtherance of our appeal to the SC on 7 December 1999 for reconsideration of certain terms and conditions of the SC's approval of the first Loan Restructuring Scheme that was submitted on 9 September 1999. 

On 11 May 2000, the SC approved the Revised Proposal with certain conditions, which had previously announced to KLSE. The Revised Proposal to be implemented by NFCB is as follows:

(i) Proposed Issue of RM312.268 million nominal value of 5-year 4% to 6.5% secured redeemable bonds (“Bonds”) and the conversion of RM312.268 million of bank borrowings into the Bonds to be issued on a Ringgit to Ringgit basis;

(ii) Proposed Issue of up to RM245.876 million nominal value of 5-year 3% irredeemable convertible unsecured loan stocks (ICULS-A) and the conversion of RM207.804 million of the remaining bank borrowings and bank guarantees (if they crystallised) of up to RM38.072 million into the ICULS-A to be issued on a Ringgit to Ringgit basis; 

(iii) Proposed Rights Issues of up to 123,527,338 of RM0.35 nominal value 4.5-year zero-coupon irredeemable convertible unsecured loan stocks (“ICULS-B”) comprising up to 352,935,252 units of ICULS-B on the basis of eighteen (18) ICULS-B for every five (5) existing ordinary shares held (“Proposed Rights Issue of ICULS-B”).

NFCB has obtained the approvals of the Bank Regulation Department of BNM (4 April 2000), and MITI and FIC (both on 9 May 2000) for the Proposed Loans Restructuring Scheme and Proposed Rights Issue of ICULS-B. 

NFCB has decided to fix the conversion price of the ICULS-A and ICULS-B at RM1.75 per NFCB share. This represents a discount of 9.33% from the weighted average market price of NFCB shares for five (5) market days preceding the price-fixing date of 15 May 2000 of RM1.93. 

NFCB is presently in consultation with CIMB and the KLSE to finalise the Circular to Shareholders for an Extraordinary General Meeting to be convened at a date to be determined to approve the Revised Proposal. 

10.
Seasonal or Cyclical Factors
The Group’s overall business is generally affected by festive seasons between the end of December and February, which result in fewer productive days. The weather also plays a crucial part in determining the performance of the Group as the progress of construction, which forms a significant portion of the Group’s activities, depends heavily on fair weather conditions. Nevertheless, these factors have not significantly affected the results of the quarter under review.

11.
Debt and Equity Securities
There were no issuance and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the current financial period under review.

12.
Bank Borrowings
The Group’s bank borrowings as at 30 June 2000 comprise:


Ringgit denominated 

borrowings
USD denominated borrowings
Total borrowings at 30/6/00

Total borrowings at 30/6/99

Short term borrowings
RM’000
RM’000
RM’000

RM’000

Revolving credit - secured
10,900
-
10,900

10,900

Revolving credit - unsecured
198,111
-
198,111

198,085

Term loan - secured 
121,125
50,888
172,013

192,515

Murabahah financial scheme - secured 
17,206
-
17,206

18,030


347,342
50,888
398,230

419,530








Bank overdrafts - secured 
5,882
-
5,882

5,323

Bank overdrafts - unsecured
75,820
-
75,820

68,213


81,702
-
81,702

73,536








Hire purchase creditors-secured  
1,062
-
1,062

2,805

Total short term borrowings


430,106
50,888
480,994

495,871

Long term borrowings






Term loan – secured
61,109
-
61,109

92,149

Bridging loan – secured
16,743
-
16,743

17,414


77,852
-
77,852

109,563








Hire purchase creditors – secured
11
-
11

22

Total long term borrowings


77,863
-
77,863

109,585








Total borrowings
507,969
50,888
558,857

605,456

The total borrowings as at 30 June 1999 have been included above merely as comparison only.

13.
Contingent Liabilities 

Contingent liabilities of the Company and Group as at 30 June 2000 are as follows:


Company
Group


RM’000
RM’000

Unsecured



Performance guarantee given to third parties in respect of joint ventures
16,982
16,982

Guarantees given to financial institutions and finance companies in respect of credit facilities granted to subsidiary companies
49,212
-

Potential liability arising from on-going arbitration with a trade debtor (refer to Note 15 (ii))
3,400
3,400


69,594


20,382

14.
Off Balance Sheet Financial Instruments 

There were no financial instruments with off balance sheet risk for the current financial period under review.

15.
Material Litigation
Save for the following, neither NFCB nor its subsidiaries are engaged in any material litigation, either as plaintiff or defendant, and the Directors of NFCB do not have any knowledge of any proceedings, pending or threatened against NFCB and its subsidiaries or of any facts likely to give rise to any proceedings which might adversely and materially affect the position or business of NFCB and its subsidiaries:

(i)
Nam Fatt-Muhibbah (Marine) JV Sdn. Bhd. (“NFMJV”), a subsidiary of NFCB, has taken legal action against Century Textiles and Industries Ltd. (“Century Textiles”) on 16 November 1992 seeking compensation for damages sustained to a construction site at West Port, Port Klang when a vessel owned by Century Textiles collided into the said construction site on 12 November 1992. Judgement was obtained on 30 September 1994 in relation to compensation for the damages, but the quantum to be awarded to NFMJV has stayed pending the hearing of a limitation action brought by Century Textiles for a degree to limit their liability to the sum of approximately RM1.2 million under the provision of Section 360 of the Merchant Shipping Ordinance, 1952. The hearing for the limitation action, which was previously fixed for hearing from 12 to 14 June 2000, has been postponed to 12 to 14 February 2001. In the event that Century Textiles succeeds, the compensation for damages to NFMJV will be adjudged at RM1.2 million without interests and costs. However, in the event that Century Textiles fails, NFMJV will thereafter be entitled to assess their damages.

Prior to such assessment, the compensation for damages to NFMJV is valued at approximately RM6.0 million. Based on legal advice obtained, the Directors of NFMJV are of the view that the company has a valid claim in respect of the above and the likelihood of the success of the limitation action brought by Century Textiles is dependant on evidence adduced at trial. NFMJV is currently exploring the possibility of an out of court settlement.

(ii)
NFCB has made a claim before an arbitrator against Tomoe Corporation Kuala Lumpur (“Tomoe”) for the value of work done pursuant to a contract dated 26 November 1996 entered into between the parties, wherein Tomoe appointed NFCB as the sub-contractor to undertake the procurement of raw material and their fabrication into steel structures for the Satellite “A” Central Hub at the Kuala Lumpur International Airport Package II Project. NFCB is claiming against Tomoe for an amount of approximately RM4.5 million together with interest thereon until payment, and the cost of the arbitration incurred by NFCB.

Tomoe has filed its defence and counterclaim for an aggregate amount of approximately RM7.9 million together with interest and costs for alleged failure by NFCB to complete the said sub-contract works, for the cost of engaging other contractors to complete the said sub-contract works and for damages due to the delay in completion. 

The parties have filed their respective list of documents and hearings have been set from 17 to 21 April 2000, 24 to 28 April 2000, 15 to 19 May 2000 and 22 to 26 May 2000. On 11 April 2000, NFCB was informed by its solicitors that Tomoe only has a branch office in Malaysia and its only assets are office furniture and equipment, which are insufficient to satisfy in full the amount owing to NFCB. As such, NFCB has proposed that Tomoe be ordered to secure the amount of NFCB’s claim before arbitration proceedings can commence.

At a preliminary hearing on 12 April 2000, both parties have agreed to revert to the Arbitrator within two weeks whether Arbitrator can hear the application for the security. Tomoe has requested for an extension of time to reply and has since not responded. On 28 July 2000, NFCB has asked the Arbitrator to strike-off the counterclaim by Tomoe and dismiss the Arbitration with costs.

(iii)
On 27 January 1999, Megasteel Sdn. Bhd. (“Megasteel”) through Pakatan Runding Yusof Sdn. Bhd., consultant for Megasteel, deducted a sum of RM7.1 million from NFCB, being the cost of overdrawn materials, repair cost and liquidated and ascertained damages for project works under a contract undertaken by NFCB for the Megasteel Integrated Flat Steel Product Plant in Kuala Langat, Selangor Darul Ehsan (“Megasteel Project”). On 22 February 1999, NFCB contested the full amount of the claims to JOPP Builders Sdn. Bhd., the managing contractor of the Megasteel Project as NFCB is of the view that the wastages arose as a result of failure by Megasteel to provide NFCB with the materials of the required size. NFCB has also claimed against Megasteel for a sum of RM4.4 million, being additional cost incurred to complete the Megasteel Project due to the delay arising from Megasteel’s failure to provide NFCB with materials of the correct size.

Both parties have subsequently agreed to withdraw their claims. 

(iv)  Tai-Chong Electric Manufacturing Sdn Bhd (“TCEM”), a subsidiary of NFCB, was issued a letter of demand and a statutory notice under Section 218(2)(b) of the Companies Act, 1965 on 30 March 1999 and 11 June 1999 respectively by APL-NOL (Malaysia) Sdn. Bhd. (“APL”) wherein APL had claimed for a sum of Renminbi 2,101,047 (equivalent to approximately RM965,000) from TCEM pursuant to a letter of indemnity given by TCEM for the release of a shipment of goods for export without the production of the original bill of lading. Based on the legal advice obtained, the Directors of TCEM are of the opinion that APL have a good claim against TCEM since a claim was made against APL by the shipper in the People’s Republic of China for the release of goods without production of the original bill of lading. 

TCEM has negotiated with APL for a settlement of the claim and on 4 May 2000, APL has agreed to accept a sum of USD211,048.20 and legal cost of USD10,000 (equivalent to approximately RM840,000) as full and final settlement of its claim. On 8 June 2000, TCEM and APL-NOL have entered into a Settlement Agreement concluding their agreement to the settlement amount.

(v)
Agenda Istimewa Sdn Bhd (“AI”), a subsidiary of NFCB, was issued a letter of demand on 6 April 1999 by 17 third party land owners for losses suffered as a result of damages to property, plantations and fish ponds arising from failure to procure special drainage systems in the Kesuma Lakes site to enable water and mud from the project site to channel out to an appropriate outlet and thus, causing a mud flood to the claimants’ properties. The letter of demand did not specify the quantum of damage sought and as at the date hereof, AI is not aware of any impending court action by the claimants. This matter has been referred to the AI’s insurers.

(v)  Agenda Istimewa Sdn Bhd was served a notice of demand on 30 July 1999 by a creditor, Ret-Ser Engineering Agency, for the balance of payment of RM1.093 million in respect of certain construction and completion of earthwork done for the development project at Kesuma Lakes. The creditor has on 24 January 2000 agreed to proceed for arbitration proceedings and is currently in the process of appointing an arbitrator.

16.
Segmental Reporting
The Group’s financial information by industry and geographical segments as at 30 June 2000 is as follows:


Turnover
Profit/(loss) before taxation
Gross assets employed

 
RM’000
RM’000
RM’000

Analysis by industry:




Engineering and Construction
196,815
16,063
408,360

Property
40,538
9,187
397,418

Leisure
4,259
1,400
156,345

Manufacturing
47,246
3,551
125,803

Corporate

(17,829)
42,153






Associated companies’ portion 
-
-
-






Intra-group transactions
(110,162)
-
-







178,696
12,372
1,130,079

Analysis by geographical areas:




Malaysia 
276,542
14,576
845,666

Overseas
12,317
(2,204)
284,413






Associated companies’ portion
-
-
-






Intra-group transactions
(110,162)
-
-







178,696
12,372
1,130,079

17.
Material Change in the Reported Quarter’s Profit Before Taxation as Compared to the Preceding Quarter
There is no significant change in the profit before taxation for the quarter reported on as compared with the preceding quarter.

18.
Review of Performance of the Group
For the first half year under review, the Group achieved a turnover of RM178.7 million and profit after taxation and minority interests of RM6.0 million. The turnover and profit after taxation and minority interests recorded in the previous year's first half period were RM205.2 million and RM8.1 million. The lower turnover recorded in this first half year was due to lower recognition of work done on current projects in hand as compared to the previous corresponding period. A higher profit after taxation and minority interests was recorded in the previous corresponding period as it was a tax-exempt year.

In the opinion of the Directors, no transaction or event of a material and unusual nature has arisen which would affect substantially the results of the Group from the end of the current reporting period to the date of this announcement.

19.
Prospects for the Current Financial Year
The Directors are optimistic that the Group's performance will be maintained for the next financial quarter.

20.
Forecast Profit and Profit Guarantee
(a) A profit forecast was prepared for the Proposed Loans Restructuring Scheme mentioned in Note 9. The forecast profit after taxation and minority interests for the year ending 31 December 2000 is RM9.129 million. 

(b) NFCB and its subsidiaries have not given any profit guarantee to any parties.

21.
Dividend
No dividend has been recommended during the quarter under review. No dividend was declared or recommended in the previous corresponding period. 

22. Reserves
The Group’s reserves as at 30 June 2000 are as follows:


RM’000
RM’000

Non-distributable



Share premium
328,761


Provision to write off goodwill on consolidation
(292,019)
36,742





Others

538





Distributable



Retained profits

118,303







155,583



The directors, as a matter of prudence, have in 1998 proposed to write off the goodwill and reserves arising on consolidation against the share premium account. Accordingly, the provision to write off the purchased goodwill is presented above as a set-off against the share premium account as it is the intention of the Company to write off the provision against the share premium account pursuant to Section 64(1) of the Companies Act, 1965.

The proposed reduction of the share premium account is subject to the approval of the shareholders of the Company at an Extraordinary General Meeting to be convened later and thereafter the sanction of the High Court of Malaya. The Company is in the process of making an application on the above to the relevant authorities. The Kuala Lumpur Stock Exchange in the meantime has on 20 June 2000 given its comments on the draft shareholders' circular.

