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NAM FATT CORPORATION BERHAD

(Company No. 44548-H)

Notes To The Interim Financial Report – Second Quarter Ended 30 June 2005
1.
Basis of preparation
The interim financial report is unaudited and has been prepared in accordance with FRS 134 (formerly known as MASB 26) “Interim Financial Reporting” and paragraph 9.22 of the Bursa Malaysia Listing Requirement.

The interim financial report should be read in conjunction with the Group’s audited annual financial statements for the year ended 31 December 2004.

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 2004.

2.
Auditors’ report on preceding annual financial statements 

The auditors’ report on the Group’s annual financial statements for the year ended 31 December 2004 was not subject to any qualification. 

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 unusual item affecting assets, liabilities, equity, net income, or cash flows during the current quarter and financial year-to-date other than the change in the Group composition as disclosed in Note 11.

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 were no issuance, cancellation, repurchases, resale and repayments of debt and equity securities during the current financial year-to-date, except for the issuance of 5,828,000 ordinary shares of RM1.00 each arising from the 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 2005 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 other 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 other changes in the composition of the Group as at the end of the current financial period except for the following:

(a) On the 31 March 2005, the Company announced that its wholly-owned subsidiary, Nam Fatt Investment (Hong Kong) Limited (“NFI”), has subscribed for 51,000 ordinary shares at par value of HKD1.00 each in Ascent Capital International Limited (“ACIL”), representing 51% of the entire issued and paid-up share capital of ACIL.

ACIL is a private limited company incorporated under the Companies Ordinance of Hong Kong with both authorised and issued and paid-up share capital of HKD100,000 divided into 100,000 ordinary shares of HKD 1.00 each. The principal activities of ACIL is investment holding.  
(b) On 20 April 2005, the Company announced that its 51% owned subsidiary company, Ascent Capital International Limited (“ACIL”), has acquired 1 ordinary share of HKD 1.00 representing the entire issued and paid-up share capital of Dian Chi Development Limited (“DCDL”) from Manseco Limited for total cash consideration of HKD 1.00. Subsequently, ACIL has subscribed for another 99,999 ordinary share of HKD 1.00 each in DCDL at par. DCDL is an investment holding company incorporated under the Companies Ordinance of Hong Kong, with total authorised and issued and paid-up share capital of HKD 100,000 divided into 100,000 ordinary shares of HKD 1.00 each. 

On the same date, the Company also announced the incorporation of Kunming NamFatt Dianchi Development Co., Ltd. (“KNDDCL”) in the People’s Republic of China to pursue opportunities in the construction of wetland in Kunming City, China. The registered capital of KNDDCL is USD 4,000,000, to be contributed by DCDL and Kunming J&L Holding Group Co., Ltd., an independent third party, in the ratio of 85 : 15 respectively.

Accordingly, both DCDL and KNDDCL became subsidiary companies of the Company and have been included in the interim financial report of the Group for the current financial quarter.

The changes in Group composition did not result in any material impact on the assets, liabilities, equity, net income, or cash flows of the Group as at the end of the current reporting period.

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 of the Group for the current quarter is higher than the statutory tax rate due to certain expenses which are not deductible for tax purposes coupled with foreign income tax rate which is higher than the Malaysian statutory tax rate. 

The effective tax rate of the Group for the current financial year-to-date is lower than the statutory tax rate due to overprovision of income tax arising from tax finalisation for prior years which has been agreed by the Inland Revenue Board.

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

There were no purchase or sale of quoted investments for the current quarter and financial year-to-date.


The cost value and market value of quoted investments held as at the end of the current financial quarter is immaterial.

16. Status of corporate proposals

There were no other corporate proposals announced but not completed as at a date not earlier than 7 days from the date of issue of this report, except for the following:

(a) Nam Fatt-Muhibbah Joint Venture Sdn Bhd (“NFMJV”), a 51% owned subsidiary company of the Company, has been placed under member’s voluntary liquidation pursuant to the passing of a special resolution by the shareholders of NFMJV in the Extraordinary General Meeting held on 30 August 2004, and

(b) Nam Fatt-Muhibbah (Marine) JV Sdn Bhd (“NFMMJV”), a 51% owned subsidiary company of the Company, has been placed under member’s voluntary liquidation pursuant to the passing of a special resolution by the shareholders of NFMMJV in the Extraordinary General Meeting held on 8 December 2004.

Both the members’ voluntary liquidations are still on-going and are not expected to have a material impact on the financial results of the Group.

17. Group borrowings
Particulars of the Group’s borrowings as at 30 June 2005 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 Company and Tomoe have mutually agreed to withdraw the arbitration with each party bearing its own costs.
(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 America President Lines Ltd (“ALL”) seeking an indemnity for the sum of USD763,117 with interest thereon at the rate of 8% per annum from the filing of the action until full settlement and cost. 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 in China (“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.  

The Re-Amended Statement of Claim was served by APL and ALL on 31 March 2005. In the Re-Amended Statement of Claim, the claims by APL and ALL are based on the written instructions given by TCEM to APL and ALL to release cargo to the consignee.

Update Since The Previous Quarter

To-date, the Shah Alam High Court has yet to fix a new date for pre-trial case management.

The legal counsel of TCEM is of the opinion that TCEM has a reasonable chance of defending the claim based on the Re-Amended Statement of Claim. 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.

(iii) P&N Construction Sdn Bhd (“P&N”), a subsidiary of the Company, commenced a civil suit against Bukit Cahaya Country Resorts (In Liquidation) (“BCCR”) on 28 November 2003 for RM29,672,447.06 together with interest at the rate of 8% to 14.3% per annum from 1 November 2003 until realisation which is due and outstanding under the Construction Contract which was entered into between P&N and BCCR for construction of an 18-hole golf course. P&N also claims the following relief:-
(a) RM20,946,250.33 being accrued interest as at 31 October 2003 (“Accrued Interest”); and

(b) Damages in lieu of and/or addition to specific performance of the agreement to create a fixed charge over a specific piece of land.

The claim in the above suit is also being addressed in BCCR’s liquidation through P&N’s proof of debt which was lodged on 11 March 2004.
At present, there is a pending interlocutory application by P&N for summary relief, to enter judgment against BCCR for inter alia, RM29,672,447.06 and RM20,946,250.33 as at 31 October 2003 being the Accrued Interest together with further interest thereon. As BCCR was wound up on 22 July 2003, the above suit is stayed and a mention date has been fixed on 30 August 2005 pending the outcome of P&N’s claim in BCCR’s liquidation. Full allowance for doubtful debt of RM29,672,447.06 has been made and interest income of RM20,946,250.33 has been prudently not recognised in its financial statements.

The legal counsel of P&N is of the opinion that P&N’s claim in the above suit is largely dependent on the liquidation of BCCR and the liquidators’ treatment of P&N’s proof of debt.
21. Capital commitments

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

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

The Group has posted a higher pre-tax profit of RM14.8 million in the current quarter as compared to RM13.6 million in the immediate preceding quarter, representing an increase of 8.8%.
While pre-tax profit for the current quarter was consistent with that of the immediate preceding quarter, post-tax profit for the immediate preceding quarter was RM13.6 million as compared to RM8.7 million in the current quarter due to the overprovision of income tax amounting to RM5.4 million in the preceding quarter arising from tax finalisation for prior years which have been agreed by the Inland Revenue Board.
22. Review of performance of the Group

For the current financial quarter and financial year-to-date, the Group reported turnover of RM207.9 million and RM405.7 million respectively as compared to RM133.4 million and RM259.5 million in the preceding corresponding periods.
Pre-tax profit of the Group for the current financial quarter and financial year-to-date were RM14.8 million and RM28.4 million respectively as compared to RM3.3 million and RM10.1 million in the preceding corresponding periods, representing a significant increase of 348% and 181% respectively.

The significant increase in pre-tax profit was due to higher contribution from the Construction Division resulting from higher volume of construction activities for new projects which commenced in the 3rd quarter of 2004.
23. Commentary on the prospects for the current financial year or next financial year
Barring unforeseen circumstances, the Group expects to record an encouraging operating performance for 2005, backed by its strong order book totalling RM1 billion as at the end of the current quarter. 

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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Sheet1

		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						359,524		27,287		5,328		13,615		- 0		405,753

		Inter-Segment Sales						79,908		600		48		10,171		(90,727)		- 0

		Total Revenue						439,432		27,887		5,376		23,786		(90,727)		405,753

								66%		10%		2%		22%

		Results

		Segment results						29,139		4,488		421		986		(160)		34,874

		Corporate office expenses																(2,683)

		Profit from operations																32,191

		Income from other investments																954

		Finance costs																(4,718)

		Share of net result of associated companies						(26)		- 0		- 0		- 0		- 0		(26)

		Profit before tax																28,401

		Income tax credit																(6,076)

		Profit after tax																22,325

		Other Information

		Capital additions						1,430		136		189		3				1,758

		Depreciation and amortisation						5,713		138		1,342		192				7,385

		Consolidated Balance Sheet Assets

		Segment assets						450,918		485,025		105,251		28,736				1,069,931

		Investment in associated companies						(1,574)				1,689						115

								449,344		485,025		106,940		28,736				1,070,046

		Corporate office assets																19,774

		Consolidated total assets																1,089,820

		Consolidated total assets																1,106,259

		Liabilities

		Segment liabilities						163,938		147,603		112,081		11,962				435,584

		Corporate office liabilities																71,843

		Consolidated total liabilities																507,427

		Net Segment Assets/(Liabilities)

		Segment assets/(liabilities)						285,407		337,422		(5,141)		16,774				634,462

		Corporate office liabilities																(52,069)

		Net segment assets																582,393

		Analysis by geographical areas:

								Malaysia		Sudan		China		Others		Eliminations		Consolidated total

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

		Sales Revenue						257,963		136,746		6,133		4,911		- 0		405,753

		Carrying amount of segment assets						840,626		35,747		84,770		128,677		- 0		1,089,820

		Capital additions						500		1,258		- 0		- 0		- 0		1,758
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Sheet1

				Individual Quarter						Cumulative Quarters

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

				30/06/05		30/06/04				30/06/05				30/06/04

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

		Malaysian income tax - current year		2,435		2,515		3,597		6,032		2,815		5,330

		Foreign income tax - current year		2,941		-		1,615		4,556		-		-

				5,376		2,515		(5,212)		10,588		(2,815)		5,330

		Malaysian income tax (over) / under provision in previous years		-		1,138		(5,114)		(5,114)		(2,098)		(960)

		Foreign income tax (over) / under provision in previous years		-				-		-				-

		Deferred taxation		722		107		(120)		602		278		385

		Share of tax of associated companies		-		-		-				-

				6,098		3,760		22		6,076		(995)		4,755
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Sheet1

				Total borrowings as at 30/06/05				Total borrowings at 31/3/02

		Short term borrowings		RM'000				RM'000

		Term loan - secured		20,000

		Project Bridging Loan - secured		2,450

		Bank overdrafts - unsecured		2,860				76,770

		Hire purchase and lease creditors		1,068				921

		- secured

		Total short term borrowings		26,378				-

		Long term borrowings

		Term loan - secured		198,032				17,444

		Hire purchase and lease creditors		981				267

		- secured

		Total long term borrowings		199,013				-

		Total borrowings		225,391				-
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Sheet1

		The amounts used in the Earnings Per Share calculations are reconciled as follows:

				Current quarter				Current				YTD

								year-to-date

				30.06.05				30.06.05				30.9.02

				RM'000				RM'000				RM'000

		Net profit for the period		5,647				17,483				9,960

		Less : After tax effect of interest on unconverted ICULS-A		(558)				(1,145)

		Adjusted profit for computation of basic EPS		5,089				16,338

		Add : After tax effect of interest savings on assumed conversion		558				1,145

		of potential ordinary shares

		Adjusted profit for the period		5,647				17,483				9,960

				'000				'000				'000

		Weighted average number of shares for the basic EPS calculation		201,236				201,236				97,340

		Shares issuable on assumed conversion of:

		- Irredeemable convertible unsecured loan stocks A		160,395				160,395				- 0

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

		Weighted average number of shares for the diluted EPS calculation		371,695				371,695				97,340

		Basic Earnings Per Share(sen)		2.53				8.12				10.23

		Fully Diluted  Earnings Per Share(sen)		1.52				4.70				N/A
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				As at		Changes		As at

				31.12.04		during the period		30.06.05

				RM'000		RM'000		RM'000

		Company (Unsecured)

		Guarantees given to third parties in respect of joint ventures		54,627		12,200		66,827

		Guarantees given to financial institutions and finance companies in respect of credit facilities granted to subsidiary companies		27,667		(2,362)		25,305

				82,294		9,838		92,132

		Group (Unsecured)

		Guarantees given to third parties in respect of joint ventures		6,308		(1,726)		4,582

				6,308		(1,726)		4,582






