Engtex Group Berhad (Company No: 536693-X)


Quarterly Report on consolidated results 

For the Fourth Quarter ended 31 December 2006
(The figures have not been audited)

Condensed Consolidated Balance Sheet 

As at 31 December 2006


Restated


    As at
     As at 


       
      31 December
31 December

 
Note 
     2006
              2005
ASSETS  

RM’000
        RM’000    
	Non-current assets
	
	
	

	Property, plant and equipment                                              A10
	92,168
	
	93,136

	Investment properties
	2,134
	
	2,175

	Prepaid lease payments
	14,089
	
	14,540

	Other investments                                                                 B7
	41
	
	34

	Deferred tax assets

1,396
1,426
	 914
	
	1,698

	Loans and receivables  
	1,299
	
	3,374

	
	110,645
	
	114,957


	Current assets
	
	
	

	Inventories

9

692,123
	118,113
	
	79,920

	Trade and other receivables

	152,689
	
	111,775

	Cash and bank balances

	6,222
	
	3,590

	
	277,024
	
	195,285

	Total assets
	387,669
	
	310,242


	EQUITY AND LIABILITIES 
	
	
	

	Equity attributable to equity holders of the parent
	
	
	

	Share capital
	82,500
	
	82,500

	Share premium
	15,339
	
	15,339

	Treasury shares                                                                     A7
	(535)
	
	-

	Retained profits
	47,893
	
	35,634

	
	145,197
	
	133,473

	Minority shareholders’ interest
	2,649
	
	1,156

	Total equity
	147,846
	
	134,629

	Negative goodwill
	     -
	
	4,883

	Non-current liabilities
	
	
	

	Borrowings                                                                            B9
	10,121
	
	14,882

	Deferred tax liabilities
	3,532
	
	2,747

	 
	13,653
	
	17,629

	Current liabilities
	
	
	

	Trade and other payables

	55,023
	
	43,895

	Borrowings
 B9
	168,847
	
	108,798

	Taxation
	2,300
	
	                  408

	
	
	
	

	
	226,170
	
	153,101

	Total equity and liabilities
	387,669
	
	310,242


The Condensed Consolidated Balance Sheet should be read in conjunction with the audited financial statements for the year ended 31 December 2005 and the accompanying explanatory notes attached to the interim financial statements.
Condensed Consolidated Income Statement

For the year ended 31 December 2006
	
	
	
	
	Individual Quarter
	Cumulative Quarter

	
	
	
	
	Current 

year 

quarter
	Restated

Preceding year corresponding quarter
	Current year 

To-date
	Restated

Preceding year corresponding period

	
	
	
	
	31/12/2006
	31/12/2005
	31/12/2006
	31/12/2005

	
	
	
	
	 RM'000
	 RM'000
	 RM'000
	 RM'000

	
	
	
	
	
	
	
	

	
	
	
	Revenue
	109,481
	85,814
	451,183
	355,322

	
	
	
	Cost of sales
	(93,430)
	(77,951)
	(395,138)
	(314,941)

	
	
	
	
	
	
	
	

	
	
	
	Gross profit
	16,051
	7,863
	56,045
	40,381

	
	
	
	Other operating income
	284
	517
	992
	1,771

	
	
	
	Operating expenses
	(9,803)
	(7,449)
	(33,506)
	(27,474)

	
	
	
	Interest expense
	           (2,122)
	           (1,607)
	(7,788)
	           (6,025)

	
	
	
	Share of profits of 

    associated company
	-
	-
	-
	-

	
	
	
	Profit before taxation
	4,410
	(676)
	15,743
	8,653

	
	
	
	Tax expense
	(2,495)
	(753)
	(6,783)
	(2,909)

	
	
	
	
	
	
	
	

	
	
	
	Profit for the period
	  1,915
	(1,429)
	         8,960
	5,744

	
	
	
	
	
	
	
	

	
	
	
	Attributable to:


	
	
	
	 

	
	
	
	Equity holders of the parent
	1,121
	(1,059)
	8,564
	5,800

	
	
	
	Minority interests
	794
	(370)
	396
	(56)

	
	
	
	
	      1,915
	      (1,429)
	8,960
	      5,744

	
	
	
	Basic earnings/(loss) per ordinary shares (sen) (Refer Note B13)
	1.4
	(1.3)
	10.4
	7.0

	
	
	
	
	
	
	
	

	
	
	
	Diluted earnings per ordinary shares (sen)                   
	N/A
	N/A
	N/A
	N/A


The Condensed Consolidated Income Statement should be read in conjunction with the audited financial statements for the year ended 31 December 2005 and the accompanying explanatory notes attached to the interim financial statements.

Condensed Consolidated Statement Of Changes In Equity 

For the year ended 31 December 2006

                 Attributable to equity holders of the parent 
  Minority  
Total


         interests 
equity


Non-
distributable
   Distributable

                  Share
Share
Treasury
Retained




Note
capital
premium
shares  
profits 
Subtotal


  
RM’000
RM’000      RM’000 
 RM’000
RM’000
RM’000 
RM’000
At 1 January 2006
    82,500
    15,339
-
35,634
133,473
1,156
134,629

Effect of adopting: 

- FRS 3
A1 (a)
-
-
-
4,883
4,883
-
4,883

Profit for the period
-
-
-
8,564         8,564
396
8,960

___
_____________________________________________________________

Total recognised income 
    and expense for the year
-
-
-
8,564
8,564            396
8,960



____
____________________________________________________________

Acquisition of subsidiaries

-
-
-
-
-
1,097
1,097
Purchase of treasury shares     A7 
-
-
(535)
-
(535)
-
(535)

Dividends

-
-
-
(1,188)
(1,188)
 -
           (1,188)


________________________________________________________________

At 31 December 2006
   
82,500
15,339
(535)
47,893     145,197
 2,649 
147,846


=========================================================

At 1 January 2005
82,500 
15,339
-
32,804
130,643
1,916
132,559
Net profit for the period
       -
-
-
5,800
5,800
(56)
5,744


________________________________________________________________
Total recognised income 
    and expense for the year 
-
-
-
5,800
5,800
(56)
5,744




________________________________________________________________

   Acquisition of subsidiaries

-
-
-
-
-
(704)
(704)
Dividends

-
-
-
(2,970)
 (2,970)
       -
(2,970)

________________________________________________________________
At 31 December 2005
82,500
15,339
-
35,634
    133,473
1,156
134,629


===
======================================================
The Condensed Consolidated Statement of Changes in Equity should be read in conjunction with the audited financial statements for the year ended 31 December 2005 and the accompanying explanatory notes attached to the interim financial statements.

Condensed Consolidated Cash Flow Statement 

For the year ended 31 December 2006
Restated




   Preceding year


  Current
  corresponding

  year to-date
period




                      31 December
          31 December




2006
2005




  RM’000
         RM’000      

Cash flows from operating activities 

    
Profit before taxation 
15,743
8,653


Adjustments for:



Amortisation of negative goodwill
-
(840)



Allowance for diminution in value of investment
-
35



Goodwill on consolidation written off
35
-



Amortisation of prepaid lease payments
464
-



Depreciation
8,487
8,594



Gain on disposal of property, plant and equipment
8
(78)



Plant and equipment written off
1,525
8



Gain on dilution of equity interest in a subsidiary
-
(89)



Interest expense
7,788
6,025



Dividend income
-
(3)



Interest income
(92)
(63)




_________
_________


Operating profit before working capital changes 
33,958
22,242


(Increase)/decrease in working capital:



Inventories
(35,477)
22,545



Trade and other receivables
(38,102)
(15,385)



Trade and other payables
8,735
(5,774)




_________
_________


Cash (used in)/generated from operations
(30,886)
23,628


Income taxes paid 
(3,298)
(5,489)


Interest paid
(1,630)
(1,368)



_________
_________


Net cash (used in)/generated from operating activities 
(35,814)
16,771




-------------
--------------

Cash flows from investing activities


Interest received

92
63


Dividend income

-
3


Proceeds from disposal of property, plant and equipment

174
4,730

 
Payment of lease expenses

(12)
-

Purchase of property, plant and equipment

(6,947)
(8,570)


Purchase of quoted securities

(7)
(13)


Acquisition of subsidiaries

(703)
(1,433)




_________
_________


Net cash used in investing activities 
(7,403)
(5,220)




--------------
--------------



  

   Preceding year


Current
  corresponding

  year to-date
period



                      31 December
          31 December





2006
2005




      RM’000
         RM’000      

Cash flows from financing activities 


Proceeds from term loan and other borrowings
54,610
3,400


Decrease in pledge fixed deposits placed with licensed bank
-
140


Acquisition of share by minority shareholders
890
500


Proceeds from issuance of shares to minority shareholders 
-
200



Repayment of loan and other borrowings
(4,398)
(11,312)


Payment of hire purchase liabilities
(2,662)
(3,418))


Interest paid
(6,159)
(4,657)


Dividend paid to minority shareholders
(35)
(34)


Dividend paid
(1,188)
(2,970)


Repurchase of shares
(535)
-




________
________


Net cash generated from/(used in) financing activities 
40,523
(18,151)




------------
------------

Net decrease in cash and cash equivalents 
(2,694)
(6,600)

Acquisition of subsidiaries
(579)
-
Cash and cash equivalents at beginning of period 
(14,590)
(7,990)




_________
_________

Cash and cash equivalents at end of period

(17,863)
(14,590)




========
========
Notes: 

Cash and cash equivalents comprise:



Cash and bank balances
6,222
3,590



Bank overdrafts
(24,085)
(18,180)




_________
_________





(17,863)
(14,590)




=======
=======
The Condensed Consolidated Cash Flow Statement should be read in conjunction with the audited financial statements for the year ended 31 December 2005 and the accompanying explanatory notes attached to the interim financial statements.

Notes to the interim financial report for the financial quarter ended 31 December 2006
A. Compliance with Financial Reporting Standards (“FRS”) 134 Paragraph 16

A1.
Basis of preparation 

The interim financial report is unaudited and has been prepared in compliance with FRS 134- Interim Financial Reporting issued by the Malaysian Accounting Standards Board (“MASB”) and Chapter 9 Part K of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia”). The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2005. 

The accounting policies and methods of computation followed by the Group in this interim financial report are consistent with those adopted in the financial statements of the Group for the year ended 31 December 2005 except for the adoption of new and amended Financial Reporting Standards and other interpretations (hereinafter referred to as “FRS”) effective for the financial period commencing 1 January 2006.  The Group has also taken an early adoption of FRS 117: Leases and FRS 124: Related Party Disclosures for the financial period commencing 1 January 2006. 
         The principal effects of the changes in accounting policies resulting from adoption of applicable new/revised FRS are discussed below:

(a)
FRS 3:  Business Combinations 

Previously, negative goodwill was amortised over 10 years from date of recognition.  The adoption of transitional provisions of FRS 3 has resulted in the negative goodwill of RM4,883,346 as at 1 January 2006 being derecognised with a corresponding increase in retained profits.  Comparatives are not adjusted.
(b)
FRS 101: Presentation of Financial Statements

The adoption of revised FRS 101 has affected the presentation of minority interests and other disclosures.  Minority interests are now presented within total equity in the consolidated balance sheet and as an allocation from the net profit for the period in the consolidated income statement.  FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interests.  The comparative figures are restated to conform with the current period’s presentation. 

(c)
FRS 117: Leases

Previously, the leasehold land was classified as property, plant and equipment and was stated at cost less accumulated depreciation and impairment losses.  The adoption of the revised FRS 117 has resulted in a retrospective change in the accounting policy relating to the classification of leasehold land.  The upfront payments made for the leasehold land represents prepaid lease payments and are amortised on a straight-line basis over the lease term.  
(d) FRS 140: Investment Property

The adoption of this new FRS has resulted in a change in accounting policy for investment properties.  Properties that are held to earn rentals or for capital appreciation purposes are reclassified out from Property, Plant and Equipment to Investment Properties.  Investment properties are stated at cost less accumulated depreciation and accumulated impairment losses.  Freehold land is not depreciated.  FRS 108 requires comparative information to be restated when adopting the cost model.
A2.
Comparatives

The following comparative amounts as at 31 December 2005 have been restated and reclassified due to adoption of new and revised FRSs:

	
	Previously stated
	       Adjustment
	

	At 31 December 2005
	
	FRS 117
	FRS 140
	Restated

	
	RM’000
	RM’000
	RM’000
	RM’000

	Property, plant and equipment
	109,851
	-
	(16,715)
	93,136

	Investment properties
	-
	
	2,175
	2,175

	Prepaid lease payment
	-
	14,540
	-
	14,540


A3.
Qualification of Audit Report

The audit reports of the Group’s preceding annual financial statements were reported without qualification.  

A4.
Seasonal or cyclical factors

The business of the Group was not affected by any significant seasonal or cyclical factors in the current quarter.
A5.
Unusual items affecting assets, liabilities, equity, net income or cash flows 

The business of the Group was not affected by any significant unusual items affecting assets, liabilities, equity, net income or cash flows in the current quarter.
A6.
Material changes in estimates 

There were no material changes in estimates used in reporting the current quarter as compared to the financial statements of the Group for the year ended 31 December 2005.

A7. 
Debt and Equity Securities

On 25 May 2006, the shareholders of the Company granted their approval for the Company’s plan to repurchase its own ordinary shares.  During the current quarter, the Company repurchased 222,500 of its issued ordinary shares from the open market at an average price of RM0.97 per share.  The total consideration paid for the repurchase including transaction costs was RM217,528.85. During the current financial year-to-date, a total of 534,800 ordinary shares were repurchased from the open market at an average price of RM1.00 per share for a total cash consideration of RM534,581.60. The repurchased transaction was financed by internally generated funds. The shares repurchased are being held as treasury shares in accordance with Section 67A of the Companies Act 1965.
Other than the above, there were no issuance, cancellations, repurchases, resale and repayments of debt and equity securities for the current quarter and financial year-to-date.
A8. 
Dividend paid

No dividend was paid during the current quarter.  
A9.
Segment information

Segment information was presented in respect of the Group’s business segment.  Inter-segment pricing was determined based on a negotiated basis.

	Business segments


	Wholesale & distribution

RM’000
	Manufacturing & services

RM’000
	Investment holding 

RM’000
	Elimination

RM’000
	Consolidated

RM’000

	Revenue from external customer
	325,998
	125,185
	-
	-
	451,183

	Inter-segment revenue
	145,712
	63,313
	4,600
	(213,625)
	-

	Total revenue
	471,710
	188,498
	4,600
	(213,625)
	451,183

	Segment result
	24,258
	1,246
	4,305
	(6,370)
	23,439

	Unallocated income

· Interest income
	
	
	
	
	92

	Operating profit
	
	
	
	
	23,531

	Interest expense
	
	
	
	
	(7,788)

	Profit before tax
	
	
	
	
	15,743

	Tax expense
	
	
	
	
	(6,783)

	Profit for the period
	
	
	
	
	8,960

	Attributable to:
	
	
	
	
	

	Equity holders of the parent
	
	
	
	          8,564

	Minority interests
	
	
	
	
	        396

	
	
	
	
	
	          8,960

	Segment assets
	301,198
	186,502
	101,081
	(202,025)
	386,756

	Unallocated assets
	-
	459
	-
	     455
	914

	
	301,198
	186,961
	101,081
	  (201,570)
	387,670

	Segment liabilities
	(202,680)
	(158,951)
	(166)
	125,506
	(236,291)

	Unallocated liabilities
	(396)
	(2,894)
	-
	(242)
	(3,532)

	
	(203,076)
	(161,845)
	(166)
	125,264
	(239,823)

	Capital expenditure
	4,498
	4,283
	-
	-
	8,781

	Depreciation and amortisation
	2,209
	6,742
	-
	-
	8,951

	Other non-cash 

      expense
	(16)
	1,533
	-
	35 
	1,552


A10. 
Valuation of property, plant and equipment 

The Group states its property, plant and equipment at cost less accumulated depreciation and accumulated impairment losses, and does not adopt a policy to revalue its property, plant and equipment.

A11. Subsequent Events


Subsequent to year end, the Company repurchased 393,200 of its issued ordinary shares from the open market at an average price of RM1.19 per share.  The total consideration paid for the repurchase was RM468,819.79 and was financed by internally generated fund.

Other than the above, there was no material subsequent event since 31 December 2006 until 20 February 2007, being the date not earlier than 7 days from the date of this announcement that will affect the financial results of the financial period under review.
A12.
Changes in the composition of the Group

On 28 December 2006, the Company subscribed for the entire 5,000,000 new ordinary shares of RM1.00 each in Engtex Ductile Iron Pipe Industry Sdn Bhd (“EDIP”) at par by way of capitalisation of amount owing to the Company by EDIP.  As a result of the subscription, the shareholding in EDIP by the Company was increased from 85% to 90%.

Other than the above, there was no significant change in the composition of the Group for the current quarter under review.
A13.
Changes in contingent liabilities 

The changes in contingent liabilities of the Company since 31 December 2005 until 20 February 2007, being the date not earlier than 7 days from the date of this announcement were as follows:
	
	RM’000

	Corporate guarantees to financial institutions for banking facilities granted to its subsidiaries
	34,849

	Corporate guarantees to suppliers for credit facilities granted to its subsidiaries
	9,700

	
	44,549


B. Compliance with Bursa Malaysia Listing Requirement (Part A of Appendix 9B)

B1.
Review of performance
	
	Current year 

to-date

31/12/06
RM’000
	Preceding year

corresponding  

period

31/12/05 

RM’000

	Revenue
	451,183
	355,322

	Profit before taxation 
	15,743
	8.653


The increase in revenue and profit before taxation as compared to corresponding period ended 31 December 2005 was mainly due to the general increase in selling prices of metal-related trading products and increase in sales volume for certain manufactured steel products.  

B2.
Comparison with preceding quarter’s results 

	
	Current quarter 

31/12/06
RM’000
	Preceding quarter

30/9/06 

RM’000

	Revenue
	109,481 
	122,452 

	Profit before taxation 
	4,410
	5,149 


The decrease in revenue and profit before taxation as compared to the preceding quarter ended 30 September 2006 were mainly due to the softer market demand for certain metal-related trading products and manufactured steel products, and the impairment loss on certain plant and equipment of a subsidiary of approximately RM1.47 million. 
B3.
Prospects


The Group will continue focusing on expanding its existing product range within the pipes, valves and fittings, plumbing materials, general hardware and steel related products, and engineering tools and enhancing its wholesale and distribution division and manufacturing division in line with the Integrated One-Stop Distribution Centre concept.  

The Directors do take cognizance that the delay in the implementation of water project may affect the performance of the Group.  
The Directors will continue to monitor and take appropriate steps to address the uncertainty of the timing of water projects and increase the capacity of the manufacturing activities.  Barring any unforeseen circumstances, the Directors anticipate that the performance of the Group for the financial year ending 31 December 2007 will remain challenging.

B4.
Profit Forecast and/or Profit Guarantee

Not applicable as no profit forecast was published. 

B5.
Taxation

	
	Current year 

quarter

31/12/06
RM’000
	Current  

year to date

31/12/06 

RM’000

	Current tax expense 
	1,291
	5,202

	Deferred tax liability - current

                                  - underprovided 

Deferred tax assets                                           
	419
-
785
	419
377
785

	
	2,495
	6,783

	Tax expense based on statutory income tax rate  of 28%
	1,235
	4,408

	Tax effect of expenses that are not deductible in determining taxable profit:
	
	

	Depreciation of non-qualifying assets

Other non-deductible expenses

Effect of change in tax rate
	107
(244)
 (25)
	429
193
 (200)

	Utilisation of tax credits
	380
	(342)

	Deferred tax assets not recognised during the period
	1,042
	1,918

	Tax expense for the period                            
	2,495
	6,406


B6.
Sale of Unquoted Investments and/or Properties

(a) There was no sale of property nor profit/(loss) arising therefrom for the current quarter and financial year-to-date.

(b) There was no sale of unquoted investment nor profit/(loss) arising therefrom for the current quarter and financial year-to-date.  

B7.
Investment in Quoted Securities

(a) Total purchases or disposals of quoted securities and profit/(loss) arising therefrom for the current quarter and financial year-to-date are as follows :-
	
	Current quarter 

31/12/06
RM’000
	Current year to date

31/12/06
RM’000

	(i)   Total  purchases
	7
	41

	(ii)  Total disposals
	-
	-

	(iii) Profit/(Loss) on disposals
	-
	-


(b) The investment in quoted securities as at 31 December 2006 is as follows:

	
	
	RM’000

	At cost/carrying value
	
	41

	At market value
	
	72


B8.
Status of Corporate Proposals Announced

Employees’ Share Option Scheme (“ESOS”)

The Company’s ESOS scheme covers a duration of five years effective from 1 September 2004.  To-date, no offers have been granted to eligible directors and employees of the Group.  
B9.
Group Borrowings and Debt Securities 

The Group’s borrowings as at 31 December 2006, which were denominated in Ringgit Malaysia, were as follows:

	
	Secured
	Unsecured
	Total

	Short term
	RM’000
	RM’000
	RM’000

	Bank overdraft
	12,221
	11,864
	24,085

	Revolving credit
	3,000
	4,000
	7,000

	Bills payable 
	42,638
	88,917
	131,555

	Term loans
	3,406
	-
	3,406

	Hire purchase liabilities
	-
	2,801
	2,801

	
	61,265
	107,582
	168,847

	
	
	
	

	Long term
	
	
	

	Term loans
	7,989
	-
	7,989

	Hire purchase liabilities
	-
	2,132
	             2,132

	
	7,989
	2,132
	10,121


B10.
Off Balance Sheet Financial Instruments 


During the financial year-to-date, the Group did not enter into any contracts involving off balance sheet financial instruments.

B11.
Changes in Material Litigation



There was no impending material litigation as at 20 February 2007, being the date not earlier than 7 days from the date of this announcement.

B12.
Dividend declared

The Directors recommend a final dividend of 2% less 27% tax totalling RM1,196,691.92 in respect of the year ended 31 December 2006, which is subject to the approval by the shareholders at the forthcoming Annual General Meeting.  This proposed dividend has not been included in the financial statements.  

B13.
Basic and diluted earnings per share


The calculation of basic earnings per share for the current quarter and year ended                    31 December 2006 are based on the net profit attributable to equity holders of the parent of RM1.121 million and RM8.564 million respectively and the weighted average number of ordinary shares in issue as follows:
Weighted average number of ordinary shares
	
	Current quarter 

31/12/06


	Current year to date

31/12/06

	Issued ordinary shares at beginning of the period
	82,500,000
	82,500,000

	Effects of shares repurchased  
	(358,009)
	(157,047)

	Weighted average number of ordinary shares
	82,141,991
	82,342,953


The calculation of basic (loss)/earnings per share in the preceding year corresponding quarter and period ended 31 December 2005 were based on the preceding year’s quarter net loss of RM1.059 million and the year-to-date net profits attributable to equity holders of the parent of RM5.800 million respectively and the number of ordinary shares in issue of 82,500,000. 

B14.
Capital commitment

	
	
	31 December 

2006
RM’000



Property, plant and equipment 


Contracted but not provided for in the financial statements
     
6,856

 
 
    
========
B15. Related party transactions


Significant related party transactions with companies in which certain Directors have interest for the year ended 31 December 2006 were as follows:

    
   
              RM’000

Sales



      (3,245)   


Purchases

   
1,003



Rental expense payable

1,250






   =======


These transactions have been entered into in the normal course of business and have been established under negotiated terms.

B16. Provision of financial assistance

The amount of financial assistance provided by the Company and its subsidiaries pursuant to paragraph 8.23(1) of the Listing Requirements is as follows: 

	
	31 December
2006
RM’000
	31 December 2005
RM’000

	Corporate guarantees to financial institutions for banking facilities granted to its non wholly-owned subsidiaries
	99,226
	86,517

	Corporate guarantees to suppliers for credit facilities granted to its non wholly-owned subsidiaries
	3,250
	1,750

	
	102,476
	88,267


The above financial assistance does not have a material financial impact on the Group.
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