NAM FATT CORPORATION BERHAD

(Company No. 44548-H)

Notes To Second Quarter Financial Report Ended 30 June 2004
1.
Accounting policies and methods of computation
The quarterly financial report is unaudited and has been prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 of the Bursa Malaysia Listing Requirement.

The Condensed Financial Statements should be read in conjunction with the Group’s audited annual financial statements for the year ended 31 December 2003.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the audited annual financial statements for the year ended 31 December 2003, except for the adoption of MASB 32 “Property Development Activities”, which prescribes the accounting treatment for revenue and costs associated with property development activities. The standard also addresses the classification of land held for future development by property development entities.

For the quarter ended 31 March 2004, the adoption of MASB 32 was accounted for retrospectively in accordance with MASB 3 “Net Profit or Loss for The Period, Fundamental Errors and Changes in Accounting Policies” due to the materiality of the resultant financial effect.

In the second quarter, the Property Division undertook an operational review of the estimated revenue and costs on its property development activities. As a result of this review, the financial effect arising from the adoption of MASB 32 is considered immaterial and accordingly, has been accounted for in the current financial period. Correspondingly, the prior year adjustment reported in the immediate preceding quarter is no longer required and has hence been restated in the current financial quarter.

The change in basis has no significant impact on the financial statements of the Group for the current financial period.

2.
Audit report of preceding financial year financial statements

The auditors’ report on the Group’s annual financial statements for the year ended 31 December 2003 was not subject to any qualification. However, the auditors’ report on the financial statements of a subsidiary company was qualified in respect of the appropriateness of presenting its financial statements on a going concern basis.

3. Seasonal or cyclical factors
The business operations of the Group are not affected by any seasonal and cyclical factors.

4. Nature and amount of unusual items 

There were no extraordinary items for the current interim period under review.

5. Material changes in estimates of amounts reported
There were no changes in the estimates of amounts reported previously, which have material effect in the current quarter and financial year-to-date.

6. Changes in debts and equity securities

There was no issuance, cancellation, repurchases, resale and repayments of debt and equity securities during the current financial year-to-date, except for the issuance of 7,425,440 ordinary shares of RM1.00 each arising from conversion of ICULS-A.

7. Dividends

No dividend has been proposed for the current financial year-to-date.

8. Segmental reporting for business segments and geographical segments
The Group’s financial information by industry and geographical segments as at 30 June 2004 are as follows:
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9. Valuations of property, plant and equipment


The valuations of property, plant and equipment have been brought forward without any amendments from the previous annual audited financial statements.

10. Material events subsequent to the end of the current quarter
There are no material events subsequent to the end of the current quarter that have an impact on the financial statements of the Group.
11. Changes in the Composition of the Group

There were no changes in the composition of the Group for the current financial year-to-date. 

12. Changes in Contingent Liabilities
The changes in contingent liabilities of the Company and the Group since the date of the last annual balance sheet to the date of this report (other than material litigation disclosed in Note 15) are as follows:
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13. Breakdown of tax charge and explanation on variance between effective and statutory tax rate for the current quarter and financial year-to-date


Income tax expense comprises the following:
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The effective tax rate for the Group is higher than the statutory tax rate as group relief for losses incurred by certain subsidiary companies is not available.

14. Profits / (Losses) on sale of unquoted investments or properties
There were no disposals of unquoted investments or properties during the current quarter and financial year-to-date.

15. Quoted investments

a) Details of the purchase and sale of quoted investment and the loss arising therefrom are as follows:
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	Add :
	Allowance for diminution in value of quoted investments no longer required
	
	205
	
	
	205
	

	Net gain on disposal 
	
	197
	
	
	197
	


b) Quoted investments as at 30 June 2004:

	
	RM’000

	- At cost
	3,806

	- At carrying value
	1,960

	- At market value
	3,425


16. Status of Corporate Proposals

	a)
	On 10 December 2003, the Company entered into a conditional Sales and Purchase Agreement (the “SPA”) with Light Flair Sdn. Bhd. (the “Purchaser”) to dispose the issued and paid up share capital of Vickers Hoskins (M) Sdn Bhd, a wholly-owned subsidiary company of the Company, comprising 9,200,000 ordinary shares of RM1.00 each to the Purchaser for a total cash consideration of RM68,000,000.

On 10 February 2004, the proposed disposal was approved by the shareholders of the Company at the Extraordinary General Meeting.

The disposal has been completed subsequent to the end of the current financial quarter and this has been duly announced by the Company on 28 July 2004.



	b)
	On 8 April 2004, the Company announced that Swissma (S) Pte Ltd (“Swissma (S)”), a wholly-owned subsidiary company of the Company has convened a Meeting of Creditors in Singapore on 6 April 2004 to consider the Scheme of Arrangement and Compromise (“Scheme”) pursuant to an Order of the High Court of the Republic of Singapore under Section 210 of the Companies Act of Singapore.

The Scheme involved the proposed payment of SGD0.23  to a dollar of debt due to each Scheme Creditor of Swissma (S), which shall be paid within three (3) months from the date when court sanction is obtained. The Scheme was approved without modification by the required majority under Section 210 of the Companies Act of Singapore.

The Scheme has been sanctioned by the High Court of Singapore on 12 April 2004.

The Scheme has been fully completed subsequent to the end of the current financial quarter.


17. Group borrowings
Particulars of the Group’s borrowings as at 30 June 2004 are as follows:
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All the borrowings are denominated in Ringgit Malaysia. 

18. Off balance sheet financial instruments 

There were no financial instruments with off balance sheet risk at a date not earlier than 7 days from the date of issue of this report.

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

(i) The Company 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 the Company as the sub-contractor to undertake the procurement of raw materials and their fabrication into steel structures for the Satellite “A” Central Hub at the Kuala Lumpur International Airport Package II Project. The Company 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 the Company.

As reported previously, subsequent to the hearings on 12 April 2000 and 28 July 2000 the Company has asked the Arbitrator to strike-off the counterclaim by Tomoe for the aggregate amount of approximately RM7.9 million and dismiss the Arbitration with costs.

Update Since Last Quarter

The arbitration process is still on-going. There has been no development since the preceding quarter.

(ii) Tai-Chong Electric Manufacturing Sdn Bhd (“TCEM”), a subsidiary of the Company, was served with a Writ of Summons by APL Logistics Hong Kong Ltd (“APL”) together with American Lines Ltd (“ALL”) seeking an indemnity for the sum of USD763,117. APL and ALL alleged that one of the terms of the Forwarder Cargo Receipt issued by APL to TCEM stipulated that TCEM would indemnify and keep APL indemnified from and against all liability loss or damage incurred under the terms of the Forwarder Cargo Receipt. The said indemnity arose pursuant to a judgment passed by the Wuhan Maritime Court (“Court’) in favour of Yangzhou Merylite Lamp Manufacturing Co Ltd (“YML”), a contract manufacturer of TCEM, in relation to a claim made by YML against APL and ALL.  

TCEM has filed an application to strike-out the Statement of Claim of APL and ALL, and APL and ALL have also filed an application to strike out the Defence of TCEM (collectively referred to as the Striking-out Applications”). The Striking-out Applications were fixed for hearing on 11 March 2003. On 8 March 2003, APL and ALL filed an application to amend the Statement of Claim (‘Amendment Application”) and the Court fixed the hearing of the Amendment Application on 26 March 2003 which was subsequently adjourned to 22 May 2003. Hearing was held on 22 May 2003 and the court reserved its decision to 5 June 2003. On 5 June 2003, the Senior Registrar made an order allowing the Amendment Application. On 10 June 2003, TCEM filed a Notice of Appeal to the Judge in Chambers to appeal against the granting of the Amendment Application (‘Notice of Appeal’). The Notice of Appeal is fixed for hearing on 8 January 2004. Todate the Amended Statement of Claim has not been served on TCEM’s solicitors.

The hearing of the Striking-out Applications has been adjourned to 29 July 2004, pending the disposal of the Notice of Appeal, which has been fixed on 5 July 2004.The Pre-Trial Case Management has been mentioned for hearing on 5 July 2004.

Update Since The Previous Quarter

The Notice of Appeal has been fixed for clarification/decision on 6 October 2004 while the pre-trial case management has been held in abeyance.

The legal counsel of TCEM is of the opinion that, TCEM stands a good chance in succeeding in their application to strike out the Statement of Claim of APL and ALL. The Directors, in consultation with the Group’s legal counsel are of the view that no provision is required to be made in respect of the claims by APL and ALL.
20. Capital Commitments

There was no material capital commitment as at the date of this announcement.

21. Material Changes in the quarterly results compared to the immediate preceding quarter

There was no material variance between the pre-tax profit reported for the current quarter and the immediate preceding quarter.

22. Review of performance of the Group

For the current financial quarter, the Group reported total turnover and pre-tax profit of RM178 million and RM7 million respectively, representing an increase in turnover of RM22 million and reduction in pre-tax profit of RM48 million, as compared to the preceding year’s corresponding quarter.

For the current financial year-to-date, the Group achieved total turnover of RM304 million and pre-tax profit of RM15 million, representing an increase in turnover of RM31 million and reduction in pre-tax profit of RM47 million, as compared to the preceding year’s corresponding period.

The increases in turnover for both the current quarter and financial year-to-date over the preceding year’s corresponding periods were mainly attributable to additional turnover recognised by the Construction Division as a result of higher volume of work from existing and new contracts secured. The pre-tax profit reported for both the preceding year’s corresponding financial quarter and financial year-to-date are higher than the pre-tax profit for the current year due to a one-off recognition of waiver of Scheme Borrowings amounting to RM47 million in the preceding year (pursuant to the completion of the Debt Restructuring Scheme). 

23. Commentary on the prospects for the current financial year or next financial year
The Group’s outstanding order book, as at close of current quarter, stands at RM1.5 billion, mainly contributed by the Construction Division.

Based on existing level of order book and positive operating environment, the Directors are of the opinion that, barring unforeseen circumstances, the Group will be able to achieve satisfactory operating performance for the financial year 2004.

24. Explanatory note for forecast profit and profit guarantee
The Group did not issue any profit forecast or profit guarantee for the current financial year-to-date.

25. Earnings Per Share
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				As at		Changes		As at

				31.12.03		during the period		30.06.04

				RM'000		RM'000		RM'000

		Company (Unsecured)

		Guarantees given to third parties in respect of joint ventures		5,431		(2,183)		3,248

		Guarantees given to financial institutions and finance companies in respect of credit facilities granted to subsidiary companies		3,894		10,315		14,209

				9,325		8,132		17,457

		Group (Unsecured)

		Guarantees given to third parties in respect of joint ventures		5,758		1,480		7,238

				5,758		1,480		7,238
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		Analysis by industry :

								Engineering and Construction		Property		Leisure		Manufacturing		Elimination		Consolidated

								RM'000		RM'000		RM'000		RM'000		RM'000		RM'000

		Revenue

		External Sales						201,389		35,572		5,575		61,881		- 0		304,417

		Inter-Segment Sales						113,468		- 0		36		19,083		(132,587)		- 0

		Total Revenue						314,857		35,572		5,611		80,964		(132,587)		304,417

								66%		10%		2%		22%

		Results

		Segment results						6,217		9,550		746		5,945		(187)		22,271

		Corporate office expenses																(2,568)

		Profit from operations																19,703

		Income from other investments																1,149

		Finance costs																(5,953)

		Share of net result of associated companies						(51)		- 0		- 0		- 0		- 0		(51)

		Profit before tax																14,848

		Income tax expense																(4,755)

		Profit after tax																10,093

		Other Information

		Capital additions						624		28		183		201				1,036

		Depreciation and amortisation						5,883		1,187		249		594				7,913

		Consolidated Balance Sheet Assets

		Segment assets						391,526		445,284		109,921		198,666				1,145,397

		Investment in associated companies						(1,608)				1,689						81

		Corporate office assets																15,749

		Consolidated total assets																1,161,227

		Consolidated total assets																1,106,259

		Liabilities

		Segment liabilities						134,568		109,825		117,445		137,183				499,021

		Corporate office liabilities																126,171

		Consolidated total liabilities																625,192

		Analysis by geographical areas:

								Malaysia		China		Others				Eliminations		Consolidated total

								RM'000		RM'000		RM'000				RM'000		RM'000

		Sales Revenue						267,771		5,221		31,425				- 0		304,417

		Carrying amount of segment assets						944,563		91,215		125,449				- 0		1,161,227

		Capital additions						1,036		- 0		- 0				- 0		1,036
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		The amounts used in the Earnings Per Share calculations are reconciled as follows:

				Current				Current				YTD

				quarter				year-to-date

				30.06.04				30.06.04				30.9.02

				RM'000				RM'000				RM'000

		Net profit for the period		3,304				9,776				9,960

		Less : After tax effect of interests on unconverted ICULS-A		(943)				(1,892)

		Adjusted profit for computation of basic EPS		2,361				7,884

		Add : After tax effect of interests savings on assumed conversion		943				1,892

		of potential ordinary shares

		Adjusted profit for the period		3,304				9,776				9,960

				'000				'000				'000

		Weighted average number of shares for the basic EPS calculation		171,372				171,372				97,340

		Shares issuable on assumed conversion of:

		- Irredeemable convertible unsecured loan stocks A		190,257				190,257				- 0

		- Irredeemable convertible unsecured loan stocks B		10,064				10,064

		Weighted average number of shares for the diluted EPS calculation		371,693				371,693				97,340

		Basic Earnings Per Share(sen)		1.38				4.60				10.23

		Fully Diluted  Earnings Per Share(sen)		0.89				2.63				N/A
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				Individual Quarter						Cumulative Quarters

				Current year quarter		Preceding year corresponding quarter				Current year-to-date				Preceding year corresponding period

				30/06/04		30/06/03				30/06/04				30/06/03

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

		Malaysian income tax		(2,515)		(4,124)		(2,815)		(5,330)		(2,771)		(6,895)

		Foreign income tax		-		-		-		-		-		-

				(2,515)		(4,124)		(2,815)		(5,330)		(2,771)		(6,895)

		Malaysian income tax over / (under) provision in previous years		(1,138)		(192)		2,098		960		-		(192)

		Deferred taxation		(107)		14		(278)		(385)		(198)		(184)

		Share of tax of associated companies		-		(72)						-		(72)

				(3,760)		(4,374)				(4,755)				(7,343)
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				Total borrowings as at 30/06/04				Total borrowings at 31/3/02

		Short term borrowings		RM'000				RM'000

		Term loan - secured		20,000

		Bank overdrafts - unsecured		1,975				76,770

		Hire purchase and lease creditors		888				921

		- secured

		Total short term borrowings		22,863				-

		Long term borrowings

		Term loan - secured		260,046				17,444

		Hire purchase and lease creditors		1,711				267

		- secured

		Total long term borrowings		261,757				-

		Total borrowings		284,620				-






