                             
HUP SENG INDUSTRIES BERHAD (226098-P)              
(Incorporated in Malaysia)                                                           
EXPLANATORY NOTES TO THE INTERIM FINANCIAL STATEMENTS
FOR THE FINANCIAL QUARTER ENDED 30 SEPTEMBER 2005

1. Basis of Preparation 

The interim financial statements are unaudited and have been prepared in accordance with the requirements of FRS 134: 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 2004. 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 2004.

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 2004. 

2. Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year 31 December 2004 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 period ended 30 September 2005 except for the inclusion of the effect of the acquisition of In-Comix Food Industries Sdn. Bhd. in the interim financial statements. 


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
 
There was no dividend paid for the current financial period to date. 

 

8. Segmental Information

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


	
	Current quarter ended
30 September 2005 
	
	9 months 
cumulative to date

	
	
	
	

	
	
	
	Segment
	
	
	
	Segment

	
	Revenue
	
	results
	
	Revenue
	
	results

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

	Malaysia
	36,363
	
	2,575
	
	110,097
	
	7,102

	Overseas
	14,931
	
	936
	
	31,388
	
	1,656

	
	51,294
	
	3,511
	
	141,485
	
	8,758

	Other income
	
	
	79
	
	
	
	509

	Unallocated expenses
	
	
	(593)
	
	
	
	(1,760)

	Taxation
	
	
	(1,078)
	
	
	
	(2,299)

	Net profit 
	
	
	1,919
	
	
	
	5,208


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 2004.

10. Subsequent Events

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


11. Changes in Composition of the Group

During the current quarter the Company acquired a company, In-Comix Food Industries Sdn. Bhd., a company incorporated in Malaysia and principally involved in the manufacturing and wholesaling of food products. This acquisition was completed on 12 July 2005. Therefore, the results of operations and cash flows of In-Comix Food Industries Sdn. Bhd. after that date have been included in consolidated financial statements. Similarly, the assets and liabilities of In-Comix Food Industries Sdn. Bhd. and the resulting goodwill arising on the acquisition have been recognised in consolidated balance sheet. 




The amount in respect of this acquisition that have been included in the interim financial statements are as follows:

	
	3 months ended

	
	30 September 2005

	
	RM’000

	
	

	Revenue
	5,436

	
	

	Profit before taxation
	150

	
	

	Cash flow
	

	Cash flow from operating activities
	(798)

	Cash flow from  investing activities
	101

	Cash flow from financing activities
	421

	
	

	
	As at 
30.09.2005

	
	RM’000

	Property, plant and equipment
	8,538

	Inventories
	6,166

	Goodwill  
	14,057

	Trade and other receivables
	5,491

	Cash and bank balances
	2

	Trade and other payables
	(5,970)

	Borrowings
	(5,650)

	Deferred tax liabilities
	(394)

	Less: Minority interests
	-

	Group’s  share of net assets
	22,240

	
	

	The fair values of the assets acquired and liabilities assumed from the acquisition of the subsidiary were as follows:
	

	
	 As at

	
	12.07.2005

	
	RM’000

	Property, plant and equipment
	8,801

	Inventories
	4,869

	Trade and other receivables
	8,177

	Cash and bank balances
	278

	Trade and other payables
	(6,379)

	Borrowings
	(7,194)

	Deferred tax liabilities
	(394)

	Fair values of total net assets
	8,158

	Less: Minority interests
	-

	Group’s  share of net assets
	8,158

	Goodwill 
	14,057

	Cost of acquisition
	22,215

	
	

	
	RM’000

	Cash outflow arising on acquisition:
	

	Purchase consideration satisfied by cash
	19,646

	Costs attributable to the acquisition, paid in cash
	215

	
	19,861

	Cash and cash equivalents of subsidiary acquired
	(278)

	Net cash outflow of the Group 
	19,583

	Add : Retention sum
	2,354

	Total
	21,937


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 2004.
 
 

13. Capital commitments

The amount of commitments are as follows:

	
	RM’000

	Approved and contracted for:
	

	Purchase of plant and equipment
	3,684

	
	

	Approved but not contracted for:
	

	Purchase of property
	1,350

	
	5,034


14. Significant Related Party Transactions


	
	Current
 quarter ended
	9 months cumulative to date

	
	    30.09.2005
	    30.09.2005

	
	        RM
	

	Rental of premises payable to:
	
	

	-Hup Seng Brothers Holding Sdn. Bhd. (“HSBH”) Note(a)
	32,850
	98,550

	-Tiong Bee Industries Sdn. Bhd.(“TBI”) Note (b)
	13,500
	40,500

	
	
	


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 30 September 2005 increased to RM51,294,000 from RM48,978,000 in the quarter ended 30 September 2004 while the profit before taxation has decreased to RM2,997,000 as compared with the preceding corresponding quarter of RM3,789,000  mainly due to higher promotional expenses and other operating costs including fuel costs during the current quarter. 
 
Revenue for the nine months ended 30 September 2005 has increased to RM141,485,000  as compared with the preceding year corresponding period of RM139,993,000 while the profit before tax has decreased to RM7,507,000 when compared with the preceding year corresponding period of RM8,998,000. Higher promotional expenses and escalating fuel costs result in drop of profit before taxation.

16. Comment of Material Change in Profit Before Taxation.

Group’s revenue has increased to RM51,294,000 in the current quarter ended 30 September 2005 as compared to RM47,692,000 in the preceding quarter.

Profit before tax for the current quarter has decreased to RM2,997,000 as compared to RM3,124,000  in the preceding quarter. 

17. Commentary of Prospects
 
The domestic economy is expected to sustain its positive growth for the remaining part of this year but probably at a slower momentum. The Group is hopeful to enjoy synergy benefits arising from the acquisition of In-Comix. This is expected to strengthen the Group’s competitive edge and enable the Group to explore wider business opportunities within the food industry. Hence, the Board is optimistic that the Group will remain profitable. 



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
	
	9 months
 cumulative to date

	
	30.09.2005
	30.09.2004
	
	30.09.2005
	30.09.2004

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	Income Tax 
	
	
	
	
	

	-Current year 
	1,148
	1,127
	
	2,043
	2,746

	-Deferred Taxation
	(70)
	(134)
	
	256
	(183)

	
	1,078
	993
	
	2,299
	2,563

	
	
	
	
	
	

	Major components of tax expenses
	
	
	

	
	
	
	

	
	Current
 quarter
 ended
	9 months cumulative to date 
	

	
	30.09.2005
	    30.09.2005
	

	
	RM’000
	    RM’000
	

	Current tax expense
	1,148
	2,043
	

	Deferred tax expenses
	(70)
	256
	

	
	1,078
	2,299
	

	
	
	
	

	Profit before taxation
	2,997
	7,507
	

	
	
	
	

	Tax at the statutory income tax rate of 28%
	840
	2,102
	

	Add/(Less):
	
	
	

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

	  of chargeable income for qualified
	
	
	

	   Small & medium enterprise
	(11)
	(32)
	

	- Expenses with double deduction 
	(65)
	(124)
	

	- Utilisation of reinvestment allowances
	-
	(8)
	

	- Expenses not deductible for tax purposes
	40
	122
	

	- Restriction in deduction of expenses for investment
	
	
	

	   Holding company
	169
	361
	

	-(Over)/under provision of current tax expense in prior year
	105
	(92)
	

	-Deferred tax relates to prior year
	-
	(30)
	

	Tax expense 
	1,078
	2,299
	

	Effective tax rate
	35.9 %
	30.6 %
	

	
	
	
	

	
	
	
	

	
	
	
	


20. Sale of Unquoted Investments and Properties

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


21. Quoted Securities

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


22. Corporate Proposals

There were no corporate proposals announced but not completed not earlier than seven (7) days from 17 November 2005.

23. Borrowings and Debt Securities


	
	As at

	
	30.09.2005

	
	RM’000

	Short Term Borrowings:
	

	Secured
	5,650


24. Off Balance Sheet Financial Instruments

There were no financial instruments with off balance sheet risk not earlier than seven (7) days from 17 November 2005.


25. Changes in Material Litigation

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


26. Dividend Payable

The Board of Directors declared an interim dividend of 10% less 28% tax amounting to RM4,320,000 (Year 2004: interim dividend of 10% less 28% tax and special dividend of 10% less 28% tax amounting to RM8,640,000) for the financial year ending 31 December, 2005.
The entitlement to dividend and payment date will be determined at a later date by the Board of Directors. 


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
	9 months
cumulative to date

	
	30.09.2005
	30.09.2005

	
	RM
	RM

	Net profit for the period (RM’000)
	1,919
	5,208

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

	Basic earnings per share (sen)
	3.20
	8.68


(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 17 November 2005.


By Order of the Board

Woo Ying Pun
Leong Siew Foong
Company Secretaries
Johor Bahru

Dated:  17 November 2005






