HUP SENG INDUSTRIES BERHAD (226098-P)               
(Incorporated in Malaysia)
EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT
FOR THE FINANCIAL QUARTER ENDED 31 DECEMBER 2002


1. ACCOUNTING POLICIES

The interim financial report has been prepared in accordance with MASB 26 Interim Financial Reporting and Chapter 9 part K of the Listing Requirements of Kuala Lumpur Stock Exchange. The same accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the annual financial statements for the year ended 31 December 2001 except for the Group changed its accounting policy to accrue dividends as a liability after approval is obtained following the adoption of MASB 19.

2. AUDIT REPORT

The audited report of the preceding annual financial statements was not subjected to any qualification.


3. SEASONAL OR CYCLICAL FACTORS

The Group’s business operations are normally affected by major festive seasons occurring in certain periods of the financial year, such as Hari Raya Puasa and Chinese New Year.


4. NATURE AND AMOUNT OF UNUSUAL ITEMS

There were no unusual items for the current interim period.


5. CHANGES IN ESTIMATES

To comply with Malaysian Accounting Standards Board 20, which became operative with effect from 1 July 2001, the Company has reversed out the provisions for advertisement and promotion expenses, sales incentive, and certain administration expenses totaling RM1.346 million.

6. 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 financial year to date.


7. DIVIDEND PAID

The Company paid a final dividend comprising of 2.5% less 28% tax and 2.5% tax exempt on 15 August 2002, amounting to RM2,580,000 for financial year ended 31 December 2001.





The Company also paid an interim dividend comprising of 3.0% less 28% tax and 3.0% tax exempt on 25 November 2002, amounting to RM3,096,000 for the current financial year.

8. SEGMENTAL REPORTING

As the Group operates within one industry and one country, no segmental information is provided.


9. VALUATIONS OF PROPERTY, PLANT AND EQUIPMENT

The valuations of property, plant and equipment have been brought forward and without amendment from the previous annual financial report.


10. MATERIAL EVENTS SUBSEQUENT TO 31 DECEMBER 2002

There were no material events subsequent to 31 December 2002 that have not been reflected in the financial statement at the latest practicable date, which is not earlier than 7 days from the date of issue of this interim report.
 

11. CHANGES IN THE COMPOSITION OF THE GROUP

There were no changes in the composition of the Group for the current quarter and financial period to date. 


12. CHANGES IN CONTINGENT LIABILITIES OR CONTINGENT ASSETS

The group does not have any contingent liabilities at the latest practicable date, which is not earlier than 7 days from the date of issue of this interim report


13. SIGNIFICANT RELATED PARTY TRANSACTIONS

	
	Current quarter
	Year to date

	
	RM
	RM

	Rental of premises payable to:
	
	

	-Hup Seng Brothers Holding Sdn. Bhd. (“HSBH”) Note(a)
	
29,700
	
118,800

	-Tiong Bee Industries Sdn. Bhd.(“TBI”) Note (b)
	12,000
	48,000

	
	
	

	Purchase of raw materials and finished goods from Tongpau Food Industry (M) Sdn. Bhd. (“TPF”) Note(c)
	

12,204
	

52,299

	Purchase of plants, shrubs, flowers, etc from Lian Mong Agricultural Development Sdn. Bhd. (“LM”) Note (d)

Purchase of flowers, bouquets, etc from Sunray Florists. (“SF”) Note(e)
	

90

150
	

1,446

150




The above transactions have been entered into the normal course of business and have been established under mutually agreed terms.

Related party is an enterprise whereby significant influence can be exercised over the party through common directors and shareholders.

Note:


	(a).
	Certain Directors of the Company, namely Kuo Choo Song, Ke (Kek) Kim Soon @ Kerk Choo Soon, Keh (Kerk) Chu Koh, Kerk Chiew Siong, Teo Lee Teck and certain directors of the subsidiary companies, namely Kuo Liong Yok, Kuo Chee Ching, Kuo Chee Joo, Teo Lay Gak, Kerk Kar Han, Kuo Chee Yong are also the shareholders of HSBH.

	
	Certain Directors of the Company, namely Kuo Choo Song, Ke (Kek) Kim Soon @ Kerk Choo Soon, Keh (Kerk) Chu Koh, Kerk Chiew Siong, Kerk Chian Tung, Teo Lee Teck and a director of the subsidiary companies, namely Kuo Liong Yok are also the directors of HSBH.


	(b).
	Certain Directors of the Company, namely Kuo Choo Song, Ke (Kek) Kim Soon @ Kerk Choo Soon, Keh (Kerk) Chu Koh are also the directors of TBI.


	(c).

(d).
	The brother in law and nephews of certain Directors of the Company, namely Kuo Choo Song, Ke (Kek) Kim Soon @ Kerk Choo Soon, Keh (Kerk) Chu Koh, Kerk Chiew Siong, are the directors of TPF.

The brother in law of the Director of the Company, namely Teo Lee Teck is a director of LM.

	
	

	(e).


	The daughter in law of the Director of the Company, namely Kuo Choo Song is a partner of SF.


14. REVIEW OF PERFORMANCE

Revenue for the fourth financial quarter ended 31 December 2002 has increased by about 5% as compared with the preceding year corresponding quarter.

Revenue for the twelve months ended 31 December 2002 increased by about 2 % as compared with the preceding year.

Profit before tax for the fourth quarter ended 31 December 2002 has decreased by about 1% as compared with preceding year corresponding quarter.

However, the higher cost of certain raw materials and depreciation continued to pressure the operating margin resulting in profit before tax for twelve months ended 31 December 2002 to decrease by about 7% as compared with the preceding year.



15. MATERIAL CHANGES IN PROFIT BEFORE TAXATION FOR THE QUARTER ENDED 31 DECEMBER 2002 AS COMPARED TO THE QUARTER ENDED 
30 SEPTEMBER 2002.

In the fourth financial quarter ended 31 December 2002, Group’s revenue has decreased by about 2% to RM42.702 million as compared to RM43.450 million in the preceding quarter mainly due to Hari Raya Puasa occurring in the current quarter.

In conformity with MASB 26, certain provision for promotion expenses amounting to RM1.2 million has been reversed in the preceding quarter. Excluding the reversal of this provision, profit before tax for the current period decreased by about 17% to RM3.985 million as compared to RM4.7 million in the preceding quarter. The decrease is mainly due to lower revenue achieved and the lower recovery of overheads.


16. CURRENT YEAR PROSPECTS

Given the uncertainties surrounding the global outlook in the intermediate term, the board will place strong emphasis on marketing and sales strategy to meet the challenging demand of the market by almost doubling the budget for advertisement and promotion. 


17. VARIANCE OF ACTUAL PROFIT FROM FORECAST PROFIT AND SHORTFALL IN PROFIT GUARANTTEE

There were no profit forecasts prepared for public release and profit guarantee provided by the Group.
       

18. TAXATION

	
	Individual Quarter
	
	Cumulative Quarter

	
	Current Year Quarter
31/12/2002
RM’000
	
	Preceding Year Quarter
31/12/2001
RM’000
	
	Current Year To-Date
31/12/2002
RM’000
	
	Preceding Year Corresponding Period
31/12/2001
RM’000

	Income Tax
–Current year      
–Prior year
	997
-
	
	495
-
	
	2,305
15
	
	2,515
-

	Deferred Taxation-
Charged/(-released)
–Current year
–Prior year
	80
-
	
	359
-
	
	881
-
	
	1,875
–152

	
	1,077
	
	854
	
	3,201
	
	4,238



The effective tax rate of the Group for the current quarter is about 27%. However the effective tax rate for the financial year to date is about 18%. The rate applied is lower than the statutory rate of taxation due to the eligibility of a subsidiary company for 
certain tax incentives, which is subject to agreement with the Inland Revenue Board.


19. SALE OF INVESTMENTS AND/OR PROPERTIES

There were no material profit or loss on sale of investment and/or properties for the current quarter and financial year to date.


20. QUOTED SECURITIES

There were no profit and loss arising as the Group does not have any quoted securities.


21. CORPORATE PROPOSALS


(a).There were no other corporate proposals at the latest practicable date, which is
   not earlier than 7 days from the date of issue of this interim report.

(b). Utilisation of proceeds
 

The Company raised a total of RM32,098,000 from its listing exercise of which the funds have been utilised in the fourth quarter of financial year 2002 in the following manner:-

	Description
	Utilisation of proceeds as approved by
   SC   
 (RM’000)
	Amount utilised 
as at 
31.12.2002
(RM’000)
	Balance not utilised 

(RM’000)

	Purchase of new oven, mixers
and packaging units
	18,117
	18,038
	79

	Factory expansion and increase
warehouse capacity at branches*
	2,243
	2,210
	33

	Purchase of lorries and motor vehicles
	848
	105
	743

	Working capital
	9,090
	3,855
	5,235

	Listing expenses
	1,800
	1,716
	84

	Total
	32,098
	25,924
	6,174




Balance amount of RM6.174 million not utilised is placed under short-term deposit. 
*Note: As disclosed in our prospectus, the proposed proceeds utilisation for the factory expansion costs approximately RM1.5 million, the actual completed cost has overrun by RM146,708.16. This deviation was financed by the group’s own internally generated funds.


22. GROUP BORROWINGS AND DEBT SECURITIES

There were no group borrowings and debt securities as at the end of the reporting period.


23. OFF BALANCE SHEET FINANCIAL INSTRUMENTS

There were no financial instruments with off balance sheet risk as at the latest practicable date, which is not earlier than 7 days from the date of issue of this interim report.


24. MATERIAL LITIGATION

There were no material litigation as at the latest practicable date, which is not earlier than 7 days from the date of issue of this interim report.
   

25. DIVIDEND

A final dividend of 6% tax exempt has been proposed, amounting to RM3,600,000 (Year 2001: 2.5% tax exempt and 2.5% less 28% tax amounting RM2,580,000) for financial year ended 31 December 2002.

The total dividend per share for the financial year ended 31 December 2002 is 11.16 sen.(Year 2001: 8.60 sen ).  

The entitlement to dividend and payment date will be determined at a later date by the Board of Directors.
 

26. EARNINGS PER SHARE

The basic and diluted earnings per share are calculated based on the consolidated profit after taxation over weighted average number of 60,000,000 ordinary shares (2001: 60,000,000).


27. PRIOR YEAR ADJUSTMENTS

In prior years, the amount of dividends that were proposed and declared by the directors after the balance sheet date were included as a liability in financial statements at the balance sheet date. The Group changed its accounting policy to accrue dividends as a liability after approval is obtained following the adoption of MASB 19.

This change in accounting policy has been accounted for retrospectively and the effects on prior years have been taken up as prior year adjustments in the financial statements. The effect of the change is reflected in the Statement of Changes in Equity.




By Order of the Board

Leong Oi Wah
Leong Siew Foong
Company Secretary
Johor Bahru
Dated
20 February 2003
