HUP SENG INDUSTRIES BERHAD (226098-P)             
(Incorporated in Malaysia)
EXPLANATORY NOTES TO THE INTERIM FINANCIAL STATEMENTS
FOR THE FINANCIAL QUARTER ENDED 30 JUNE 2003


1. Basis of Preparation 

The interim financial statements are unaudited and have been prepared in accordance with the requirements of MASB 26: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of the Kuala Lumpur Stock Exchange (“KLSE”).

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2002. These explanatory notes attached to the interim financial statements provide an explanation of 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 December 2002.

The same accounting policies and methods of computation are followed in the interim financial statements as compared with the financial statements for the year ended 31 December 2002, except for the adoption of MASB 25 to MASB 29, which became effective from 1 January 2003. Other than MASB 25, the adoption of MASB 27 to 29 have not given rise to any adjustments to the opening balances of retained profit of the prior year and the current period or to changes in comparatives. The changes and effects of adopting MASB 25 which resulted in prior year adjustments are as follows:

(a). Change in Accounting Policies

Under MASB 25, deferred tax liabilities are recognised for all taxable temporary differences. Previously, deferred tax liabilities were provided for on account of timing differences only to the extent that a tax liability was expected to materialise in the foreseeable future. In addition, the Group and the Company have commenced recognition of deferred tax assets for all deductible temporary differences, when it is probable that sufficient taxable profit will be available against which the deductible temporary differences can be utilised. Previously, deferred tax assets was not recognised unless there was reasonable expectation of their realisation.

(b). Prior Year Adjustments

The changes in the accounting policies have been applied retrospectively and comparatives have been restated. The effects of changes in accounting policies are as follows: 

	
	Year 2003
	Year 2002

	
	RM’000
	RM’000

	Effects on retained profits
	
	

	At 1 January, as previously stated
	40,093
	31,329

	Effects of adopting MASB 25
	(1,692)
	(1,734)

	At 1 January , as restated
	38,401
	29,595

	
	
	


	
	3 months ended
	
	6months ended

	
	30.06.2003
	30.06.2002
	
	30.06.2003
	30.06.2002

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	Effects on net profit for the period: 
	
	
	
	
	

	Net profit before changes in 
	
	
	
	
	

	Accounting policies
	7,281
	4,101
	
	8,387
	6,505

	Effects of adopting MASB 25
	11
	11
	
	21
	21

	Net profit for the period
	7,292
	4,112
	
	8,408
	6,526

	
	
	
	
	
	



Comparatives amounts as at 31 December 2002 have been restated as follows:


	
	Previously
	
	

	
	Stated
	Adjustment
	Restated

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	Deferred tax liabilities
	5,264
	1,692
	6,956


2. Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year 31 December 2002 was not qualified.


3. Comments About Seasonal or Cyclical Factors

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


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

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows during the financial period ended 30 June 2003 except for the item disclosed under Note 5.


5. Changes in Estimates

In accordance with generally accepted accounting principles, the Group reviews the recovery of trade receivables on a case-to-case basis rather than on an overall basis. Accordingly, general allowance for doubtful debts amounting to RM3.455 million was released for the financial period under review.
  

6. Debt and Equity Securities

There were no issuances, cancellations, repurchases, resale and repayments 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. Dividends Paid
 
The Company paid a final dividend comprising of 6% tax exempt on 26 June 2003, amounting to RM3,600,000 for financial year ended 31 December 2002.
 

8. Segmental Information

As the Group operates principally within one business segment and one geographical segment, segmental information is not presented.


9. Carrying Amount of Revalued Assets

The valuations of property, plant and equipment have been brought forward without amendment from the financial statements for the year ended 31 December 2002.


10. Subsequent Events

There were no material events subsequent to the end of the current quarter. 
 

11. Changes in 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 and Contingent Assets

The Group has no contingent liabilities or contingent assets since the last annual balance sheet as at 31 December 2002.


13. Significant Related Party Transactions


	
	3 months ended
	6 months ended

	
	 30.06.2003
	    30.06.2003

	
	RM
	RM

	Rental of premises payable to:
	
	

	-Hup Seng Brothers Holding Sdn. Bhd. (“HSBH”) Note(a)
	
31,050
	
60,750

	-Tiong Bee Industries Sdn. Bhd.(“TBI”) Note (b)
	12,000
	24,000

	Purchase of spare parts from Thong Eng Hardware Pte Ltd. (“THE”) Note(c)
	
-
	
1,004


The above transactions have been entered into in 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).



	The brother of the Director of the Company, namely Teo Lee Teck is a director of THE.


14. Performance Review

Revenue for the second financial quarter ended 30 June 2003 has increased by about 9% as compared with the preceding year corresponding quarter, while the profit before tax has increased by about 91% for the respective period. The improvement in the performance for the financial period ended 30 June 2003 was mainly due to stronger customers’ off take prior to the impending price increase of biscuits. In addition, the release of allowance for doubtful debts as discussed under Note 5 improved substantially the reported profit before tax.

Revenue for the six months ended 30 June 2003 has increased by about 8 % as compared with the preceding year corresponding period, while the profit before tax has increased by about 38% for the respective period. Similarly, stronger revenue was mainly attributable to higher off takes by customers in the second quarter and improvement in reported profit resulted from the release of allowance for doubtful debts.



15. Comment of Material Change in Profit Before Taxation.

Group’s revenue increased by about 16% to RM46.217 million in the second financial quarter ended 30 June 2003 as compared to RM39.728 million in the preceding quarter.

Profit before tax for the current period increased significantly to RM9.239 million as compared to RM1.431 million in the preceding quarter. The increase is mainly due to higher sales achieved and release of allowance for doubtful debts.







16. Commentary of Prospects

The Board of Directors is optimistic that the revenue for 2003 will probably be higher than last year. The Company will continue to place strong emphasis on marketing and sales strategy and had budgeted for a higher expenditure this year. 

The Board would continue to monitor the costs of raw materials to response accordingly in order that margins would remain to be satisfactory.


17. Profit Forecast or Profit Guarantee

The disclosure requirements for explanatory notes for the variance of actual profit after tax and minority interest and shortfall in profit guarantee are not applicable.


18. Taxation


	
	3 months ended
	
	6 months ended

	
	30.06.2003
	30.06.2002
	
	30.06.2003
	30.06.2002

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	Income Tax 
	
	
	
	
	

	
	
	
	
	
	

	-Current year 
	1,376
	727
	
	1,691
	1,250

	-Prior Year
	-
	-
	
	-
	-

	
	
	
	
	
	

	Deferred Taxation
	
	
	
	
	

	
	
	
	
	
	

	-Current year
	
	
	
	
	

	 Charged
	617
	-
	
	651
	-

	 (Released)
	(46)
	(11)
	
	(80)
	(21)

	-Prior year
	-
	-
	
	-
	-

	
	1,947
	716
	
	2,262
	1,229

	
	
	
	
	
	


	Major components of tax expenses                                                             
	
  
	
	

	
	3 months
ended
	6 months ended
	

	
	 30.06.2003
	    30.06.2003
	

	
	  RM’000
	  RM’000
	

	
	
	
	

	Current tax expense
	1,376
	1,691
	

	Deferred tax expenses
	571
	571
	

	
	1,947
	2,262
	

	
	
	
	

	Profit before taxation
	9,239
	10,670
	

	Tax at the statutory income tax rate of 28%
	2,587
	2,988
	(A)

	
	
	
	

	Add/(Less):
	
	
	

	- Reinvestment allowance
	(178)
	(275)
	(B)

	- Deferred tax assets previously not accounted for  
	(964)
	(964)
	(C)

	- Tax effects of non deductible items 
	502
	513
	(D)

	
	
	
	

	Tax expense (A)+(B)+(C)+(D)
	1,947
	2,262
	

	Effective tax rate
	21 %
	21 %
	


19. Sale of Unquoted Investments and Properties

There were no sale of unquoted investments and 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). Status of Corporate Proposals

There were no corporate proposals announced but not completed as at 26 August 2003.

(b). Status of Utilisation of proceeds
 

In an announcement made on 17 June 2003 to the Kuala Lumpur Stock Exchange, the Board of directors has decided on the redeployment of unutilised proceeds as follows: 





	Description
	As stated in the Company's Prospectus dated 25 September, 2000
	Amount utilised 
as at
 31 March, 2003
	Unutilised Proceeds
 as at
 31 March, 2003
	Revision to the utilisation of the Unutilised
Proceeds on 17 June,
2003
	Percentage of revised amount when compared to the total utilisation of proceeds as originally proposed

	
	RM'000
	RM'000
	RM'000
	RM'000
	%

	Purchase of new oven, mixers and packaging units
	18,117
	18,087
	30
	-
	0.09

	Factory expansion and to increase warehouse capacity at branches
	2,243
	2,210
	33
	-
	0.10

	Purchase of lorries and motor vehicles
	848
	105
	743
	-
	2.31

	Working capital
	9,090
	4,430
	4,660
	5,550
	14.52

	Listing expenses
	1,800
	1,716
	84
	-
	0.26
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	Total
	32,098
	26,548
	5,550
	5,550
	17.29



The rationale for the Redeployment of Unutilised Proceeds is that the Company does not foresee the need to acquire additional lorries and motor vehicle or new oven, mixers and packaging units in view of the global economic scenario and external risk that may affect our Malaysian economy which has a direct impact on the business of Hup Seng.

Subsequent to the announcement, an amount of RM0.931 million was utilised during the second quarter as working capital. The unutilised working capital as at 30 June 2003 amounting to RM4.619 million is placed under short-term deposit. 


22. 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 26 August 2003.


24. Changes in Material Litigation

There were no material litigation as at 26 August 2003.


 




25. Dividend Payable
 
An interim ordinary dividend has not been declared for the financial period ended 30 June 2003.
 
In the corresponding financial period ended 30 June 2002, no ordinary dividend has been declared.


26. Earnings Per Share

(a). Basic

Basic earnings per share is calculated by dividing the net profit for the period by the weighted average number of ordinary shares in issue during the period. 


	
	3 months
ended
	6 months ended

	
	30.06.2003
	 30.06.2003

	
	RM
	RM

	
	
	

	Net profit for the period (RM’000)
	7,292
	8,408

	Weighted average number of ordinary shares issue (‘000)
	60,000

	60,000

	Basic earnings per share (sen)
	12.15
	14.01


(b). Diluted
 
No diluted earnings per share is calculated as there is no potential dilutive ordinary shares.

27. Authorisation for Issue

The interim financial statements were authorised for issue by the Broad of Directors in accordance with a resolution of the directors on 26 August 2003.

By Order of the Board

Leong Oi Wah
Leong Siew Foong
Company Secretary
Johor Bahru
26 August 2003

