BANENG HOLDINGS BERHAD

(Company No: 307139-w)

(Incorporated in Malaysia)

A.  Explanatory Notes to the Interim Financial Report Pursuant To MASB 26

1. Basis of Preparation

The interim financial report is unaudited and has been prepared in accordance with MASB26, Interim Financial Reporting and Paragraph 9.22 of the Kuala Lumpur Stock Exchange ("KLSE")  Listing Requirements.

The interim financial report 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 report 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 report as compared with the financial statements for the year ended 31 December 2002, except for the adoption of MASB 25, which became effective from 1 January 2003.  The adoption of MASB 25 have resulted in prior year adjustment, and the comparative amounts as at 31 December 2002 have been restated as follows:

	
	Previously
	
	As

	
	Stated
	Adjustment
	Restated

	
	RM'000
	RM'000
	RM'000

	
	
	
	

	Reserve on consolidation
	       37,165 
	(588)
	
36,577 

	Deferred taxation
	         2,809 
	588 
	          3,397 


2. Audit report of the preceding Annual Financial Statements

The auditors' report of the preceding annual financial statements was not subject to any qualification.

3. Seasonal or cyclical Factors

The Group performance is not affected by any major seasonal or cyclical fluctuations.

4. Unusual items affecting the assets, liabilities, equity, net income or cash flows

There were no unusual items affecting assets, liabilities, equity, net income and cash flows for the current quarter and financial year to date.

5. Material changes in estimates

There are no material changes in estimates for the current quarter and financial year-to-date
6. Material Debt and Equity Securities

There are no issuances, cancellations, repurchases, resale and repayments of debts and equity securities for the current quarter and financial year-to-date.

7. Dividends paid
There are no dividends paid for the current quarter.

8. Segmental Information


Analysis by geographical location:

	
	12 months ended

	
	31 Dec 2003

	
	RM'000

	Revenue
	

	Malaysia
	     207,679 

	Brunei
	       62,932 

	Singapore
	         1,972 

	
	     272,583 

	Profit before taxation
	

	Malaysia
	         2,904 

	Brunei
	         2,324 

	Singapore
	              20 

	
	         5,248 


No segmental reporting by activity is prepared as the Group is principally involved in the textiles and apparels industry.

9. Valuations of Property, Plant and Equipment

There was no revaluation of property, plant and equipment as reported in the annual financial statement for the year ended 31 December 2002.

10.
Subsequent Events

There are no material events subsequent to the end of the period reported that have not been reflected in this quarterly report except for the followings:-

As announced on 14 November 2003, the wholly-owned subsidiaries, Baneng Industries Sdn. Bhd. and Maxlin Garments Sdn. Bhd., proposed to acquire 3 pieces of land with buildings erected  for a cash consideration of RM9.95 million and RM6.2 million respectively

The shareholders have approved on this proposal in the Extraordinary General Meeting held on 10 February 2004.

11.
Changes in composition of the Group
There were no changes in the composition of the Group during the current quarter.

12.
Contingent liabilities and contingent assets
As at the date of this report, the contingent liabilities were made-up of corporate guarantees issued by the Company to financial institutions for credit facilities granted to subsidiaries amounting to RM60.79 million.

13. Capital Commitments

There were no capital commitments as at the end of the current financial quarter.

B.  EXPLANATORY NOTES PURSUANT TO THE KLSE LISTING REQUIRMENTS

1. Review of performance
The turnover of the Group for the current quarter of RM54.355 million is approximately 46.8% lower than RM102.105 million of the comparative quarter. The significant drop in turnover of the Group for current quarter has resulted in the net loss of RM3.359 million as compared to the net profit in comparative quarter of RM4.072 million.  This is mainly due to the drop in performance of the fabric division within the Group.  

2. Comparison with Preceding Quarter's Results
The pretax loss for the current quarter was RM2.508 million as compared to pretax profit of RM2.261 million recorded in the immediate preceding quarter. The loss in this quarter is mainly due to the effect of the negative performance from the fabric division as its revenue for current quarter is unable to cover the overhead.  This is the direct impact of stiff pricing competition from the entry of low-cost producer in fabric supply from China.
3. Prospects
The Group’s vertical chain setup has assisted in overcoming the impact caused by the emerging globalisation of world market.  Nonetheless, the apparel division of the Group remains competitive with those emerging low cost countries in terms of quality and efficiency.    The Group’s focus for year 2004 will be continuous expansion in the apparel division with acquisition of capacity in overseas to spread the geographical business risk and capitalised on its strength.  The Company strongly believes that this strategy will enable the Group to adapt quickly to the continuous changing global condition of its customers.  At the same time, this will in turns help in the internal consumption of in-house fabric, which would overcome the fabric division’s direct external competition on prices especially with China’s new entrance to WTO in 2003.  With the acquisition of additional two more garment production capacities as disclosed in Note 8, the Board of Directors are cautiously optimistic on the performance of the apparel division for year 2004.  

The Company is prudent on the competitiveness of fabric division in the international market.  As such, the focus of the operation has shifted to concentration in the apparel division for year 2004.

4.  Variances from profit forecast and profit guarantee
Not applicable

5. Tax expense

	
	12 months Ended

	
	31 Dec 2003

	
	RM'000

	Tax Expense

	 - Current period provision
	              921 

	 - Transfer to deferred taxation
	              397 

	
	

	
	           1,318 

	
	

	Effective tax rate
	
25.1%


The effective tax rate of the Group is lower than the statutory tax rate mainly due to availability of tax incentive for certain subsidiaries in Malaysia and pioneer status granted to a foreign subsidiary.

6. Profits/(losses) on Sale of Unquoted Investments and/or Properties

There was no sale of unquoted investments and/or properties for the current financial quarter and financial year-to-date.

7. Quoted Securities Other than Securities in Existing Subsidiaries and Associated Company

There were no purchases or sales of quoted securities for the current financial quarter and financial year to date.

The investment in quoted securities as at the reporting period:

	 
	  
	RM'000

	(i)
	At cost
	4

	(ii)
	At carrying value/book value
	4

	(iii)
	At market value
	3


8. Status of Corporate Proposals

Corporate proposal announced but not yet completed at the date of this report is as listed below:

As announced on 21 November 2003,  Maxlin Garments Sdn. Bhd. has proposed to acquire one thousand Maloti (M1000.00) divided into one thousand (1000) shares of one Loti (M1.00) representing the entire equity in Baneng Lesotho (Proprietary) Limited, an entity incorporated in Kingdom of Lesotho

As announced on 29 December 2003, the Company has entered into a sale and purchase agreement to acquire 70% equity interest in Seri Azhimu Jaya Garments & Textiles (B) Sdn Bhd, a company involved in the manufacturing of apparels, textile and garments in Brunei, comprising 1.4 million ordinary shares of Brunei Dollar One each for a total cash consideration of RM19.6 million.

In addition, the Board of Directors has proposed to undertake internal reorganisation involving the followings:-

a.) transfer of 100% equity interest in Maxlin Garments Sdn Bhd comprising 6.5 million ordinary shares of RM1.00 each currently held by Baneng Industries Sdn Bhd to the Company.

b.) Transfer of operating assets belonging to Baneng Trading Sdn Bhd to Baneng Industries Sdn Bhd.

9. Group Borrowings and Debt Securities
Group Borrowings as at 31 December 2003 were:-

	 
	 
	 
	 
	
	Short Term
	
	Long Term
	
	Total

	 
	 
	 
	 
	
	RM'000
	
	RM'000
	
	RM'000

	Secured - in local currencies
	 
	
	 
	
	 
	
	 

	- Bank Overdrafts
	
	 
	
	            1,187 
	
	                 -   
	
	            1,187 

	- Trust receipts
	
	 
	
	             6,928 
	
	                 -   
	
	            6,928 

	- Bankers acceptance
	
	 
	
	         147,101 
	
	                 -   
	
	        147,101 

	- Export credit refinance
	
	 
	
	           17,526 
	
	                 -   
	
	          17,526 

	- Term loans
	
	 
	
	           11,134 
	
	         20,008 
	
	          31,142 

	- Hire purchases
	
	 
	
	             2,023 
	
	           1,656 
	
	            3,679 

	 
	
	
	 
	
	 
	
	 
	
	 

	Secured - in foreign currencies*
	
	 
	
	 
	
	 

	- Trust receipts (in Brunei dollars)
	
	             6,593 
	
	                 -   
	
	            6,593 

	- Hire purchases (in Singapore/Brunei dollars)
	
	                128 
	
	              102 
	
	               230 

	 
	
	
	 
	
	 
	
	 
	
	 

	Total
	 
	 
	 
	
	         192,620
	
	         21,766 
	
	        214,386 


10. Off Balance Sheet Financial Instruments
As at the date of this report, the Group has entered into the following outstanding foreign currency contracts to hedge against confirmed export proceeds in foreign currencies:-

	Type
	Currency
	 Contract Amount 
	  Amount in RM 

	
	
	 '000 
	 '000 

	Foreign Exchange Sell Contract
	USD
	           1,231
	
4,684 


The Group does not foresee any significant credit and market risks as the rates are fixed at the time when the contracts are entered into.  There is no cash requirement for the above hedging instruments.

11. Changes in material litigation
There are no pending material litigations as at the date of this quarterly report.

12. Dividends
The Company does not propose any interim dividend in respect of the current financial quarter.

13. Earnings per share
	
	
	
	 
	Preceding
	Current
	Preceding

	
	
	
	Current
	corresponding
	year
	corresponding

	
	
	
	quarter
	quarter
	to date
	year to date

	
	
	
	31 Dec 2003
	31 Dec 2002
	31 Dec 2003
	31 Dec 2002

	Net profit (RM'000)
	
	            (3,359)
	             4,072 
	           2,884 
	          16,214 

	Weighted average number of 
	
	
	
	

	  ordinary shares ('000)
	
	          60,000 
	           60,000 
	         60,000 
	          56,250 

	Basic earnings per share (sen)
	              (5.60)
	               6.79 
	             4.81 
	28.88


There is no diluted earnings per share as the Company does not have any dilutive potential ordinary shares.   The preceding corresponding year to date EPS  is calculated based on the weighted average number of share of 56.25 million ordinary shares.

