HUP SENG INDUSTRIES BERHAD (226098-P)              
(Incorporated in Malaysia)                                                           
EXPLANATORY NOTES TO THE INTERIM FINANCIAL STATEMENTS
FOR THE FINANCIAL QUARTER ENDED 31 DECEMBER 2004


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 Bursa Malaysia Securities Berhad.

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2003. 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 2003.

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 2003. 

2. Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year 31 December 2003 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, Chinese New Year, etc.


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

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows for the cumulative financial year ended 31 December 2004.


5. Changes in Estimates

There were no changes in estimates that have had a material effect in the current quarter results.
  

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 period to date.


7. Dividends Paid
 
Dividends declared on 29 April 2004 in respect of year ended 31 December 2003 being final dividend of 10% less 28% taxation on 60,000,000 ordinary shares, amounting to RM4,320,000 were paid on 28 June 2004.

Dividends declared on 6 December 2004 in respect of year ended 31 December 2004, being interim dividend of 10% less 28% tax and a special interim dividend of 10% less 28% tax, amounting to RM8,640,000 were paid on 30 December 2004.

 

8. Segmental Information

Segmental information is presented on the basis of geographical segments, segment revenue is based on the geographical location of customer.


	
	Quarter ended
31 December 2004
	
	Year ended
31 December 2004

	
	
	
	

	
	
	
	Segment
	
	
	
	Segment

	
	Revenue
	
	results
	
	Revenue
	
	results

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

	Malaysia
	36,343
	
	1,467
	
	151,972
	
	10,768

	Overseas
	10,146
	
	(322)
	
	34,510
	
	191

	
	46,489
	
	1,145
	
	186,482
	
	10,959

	Other income
	
	
	290
	
	
	
	1,172

	Unallocated expenses
	
	
	(634)
	
	
	
	(2,332)

	Taxation
	
	
	(672)
	
	
	
	(3,235)

	Net profit 
	
	
	129
	
	
	
	6,564


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 2003.

On 20 December 2004, all landed properties in the Group were revalued by Encik Abdul Khalid Bin Abdul Rahman, a partner with Colliers Jordan Lee & Jaafar (JH) Sdn. Bhd. and also a member of the Institution of Surveyors, Malaysia. Valuations were made on the basis of open market values.  At 31 December 2004, the net book values of these properties were adjusted to reflect the revaluation and the resultant surpluses amounting to RM695,000 were credited to revaluation reserve, while a revaluation decrease of RM174,000 was recognized as an expense in the income statement.

The carrying amount of land and buildings that would have been included in the financial statements had the land and buildings been carried at cost less accumulated depreciation amounts to RM 23,952,172 (2003: RM23,908,618). 

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 year 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 2003.

13. Capital commitments

The amount of commitments for the purchase of property, plant and equipment not provided for in the interim financial statements as at 31 December 2004 is as follows: 

	
	RM’000

	Approved and contracted for
	  679

	Approved but not contracted for
	1,350

	
	2,029


14. Significant Related Party Transactions


	
	Current
 quarter ended
	12 months cumulative to date

	
	    31.12.2004
	    31.12.2004

	
	RM
	RM

	Rental of premises payable to:
	
	

	-Hup Seng Brothers Holding Sdn. Bhd. (“HSBH”) Note(a)
	32,850
	131,400

	-Tiong Bee Industries Sdn. Bhd.(“TBI”) Note (b)
	13,500
	54,000


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


	
	

	
	


15. Performance Review

The Group’s revenue for the current quarter ended 31 December 2004 increased to RM 46,489,000 from RM44,060,000 in the quarter ended 31 December 2003 while the profit before taxation has decreased to RM801,000 from RM3,733,000 for the respective periods. The weak results is mainly due to higher costs of certain raw materials and escalating operating costs. 

Revenue for the twelve months ended 31 December 2004 has increased to RM186,482,000  as compared with the preceding year corresponding period of RM175,812,000 while the profit before tax has decreased to RM9,799,000 when compared with the preceding year corresponding period of RM19,775,000. This is partly due to reversal of certain allowance in the preceding year.  The increase in prices of certain raw materials and fuel oil during the year has also resulted in falling profit before tax.


16. Comment of Material Change in Profit Before Taxation.

Group’s revenue has decreased to RM46,489,000 in the current quarter ended 31 December 2004 as compared to RM48,978,000 in the preceding quarter.

Profit before tax for the current period decreased to RM801,000 as compared to RM3,789,000  in the preceding quarter. The decrease in profit is a twin effect of lower sales and higher advertisement and promotion expenses incurred during the current quarter. 


17. Commentary of Prospects
 
The Board will continue to strive hard to ensure that satisfactory results are achieved in the coming year by improving sales volume with more effective promotional and marketing plan. 


18. Profit Forecast or Profit Guarantee

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






19. Taxation


	
	Quarter ended
	
	12 months cumulative to date

	
	31.12.2004
	31.12.2003
	
	31.12.2004
	31.12.2003

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	Income Tax 
	
	
	
	
	

	
	
	
	
	
	

	-Current year 
	225
	862
	
	2,971
	3,586

	-Deferred Taxation
	447
	297
	
	264
	1,398

	
	672
	1,159
	
	3,235
	4,984

	 
                                                         
	
	
	

	Major components of tax expenses
	
	
	

	
	Current
 quarter
 ended
	12 months cumulative to date 
	

	
	    31.12.2004
	    31.12.2004
	

	
	  RM’000
	  RM’000
	

	
	
	
	

	Current tax expense
	225
	2,971
	

	Deferred tax expenses
	447
	264
	

	
	672
	3,235
	

	
	
	
	

	Profit before taxation
	801
	9,799
	

	
	
	
	

	Tax at the statutory income tax rate of 28%
	224
	2,744
	

	Add/(Less):
	
	
	

	- Effect of tax rate of 20% on first RM500,000 
	
	
	

	  of chargeable income for qualified
	
	
	

	   Small & medium enterprise
	(9)
	(40)
	

	- Expenses with double deduction 
	(75)
	(172)
	

	- Income not subject to tax
	(66)
	(82)
	

	- Expenses not deductible for tax purposes
	149
	190
	

	- Restriction in deduction of expenses for investment
	
	
	

	   Holding company
	449
	540
	

	-Under provision of current tax expense in prior year
	-
	55
	

	Tax expense 
	672
	3,235
	

	Effective tax rate
	83.90 %
	33.01 %
	

	
	
	
	

	
	
	
	


20. Sale of Unquoted Investments and Properties

There were no sale of unquoted investments and properties for the current quarter and financial year to date.




21. Quoted Securities

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


22. Corporate Proposals

There were no corporate proposals announced but not completed not earlier than seven (7) days from 22 February 2005. 

23. Borrowings and Debt Securities

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


24. Off Balance Sheet Financial Instruments

There were no financial instruments with off balance sheet risk not earlier than seven (7) days from 22 February 2005.


25. Changes in Material Litigation

There were no material litigation not earlier than seven (7) days from 22 February 2005.


26. Dividend Payable

The Board of Directors do not recommend the payment of any dividend for the financial quarter under review. 


27. 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. 

	
	Current quarter
ended
	12 months
cumulative to date

	
	31.12.2004
	31.12.2004

	
	RM
	RM

	Net profit for the period (RM’000)
	129
	6,564

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

	Basic earnings per share (sen)
	0.22
	10.94


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



28. Authorisation for Issue

The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution of the directors on 22 February 2005.


By Order of the Board

Leong Oi Wah
Leong Siew Foong
Company Secretaries
Johor Bahru

Dated:  22  February 2005







