APEX EQUITY HOLDINGS BERHAD (208232-A)

NOTES TO THE FINANCIAL STATEMENTS
                                             

FOR FINANCIAL QUARTER ENDED 31 DECEMBER 2018


Notes (In compliance with FRS 134)

1. Basis of Preparation and Group Accounting Policies
The quarterly report has been prepared in accordance with the Financial Reporting Standards 134 “Interim Financial Reporting” and Chapter 9 Part K of the Listing Requirements of Bursa Malaysia Securities Berhad.

The quarterly financial statements have been prepared based on accounting policies and method of computation consistent with those adopted in the most recent annual financial statement for the year ended 31 December 2017 except for the adoption of the following:

(i) MFRS 9 – Financial Instruments (2014) [effective 1 January 2018]

(ii) MFRS 15 – Revenue from Contracts with Customers [effective 1 January 2018]

The adoption of the abovementioned new MFRS in 2018 is expected to have no material impacts on the financial statements of the group:-

(i) MFRS 9 (IFRS 9 issued by IASB in July 2014) replaces the guidance in MFRS 139 on the classification and measurement of financial assets and financial liabilities, impairment of financial assets and on hedge accounting.
MFRS 9 contains three (3) principal classification categories for financial assets:

• Amortised Cost;

• Fair Value through Other Comprehensive Income; and

• Fair Value through Profit or Loss

The standard eliminates the existing MFRS 139 categories of Held-to Maturity, Loans and Receivables and Available-for Sale. 

MFRS 9 replaces the ‘incurred loss’ model in MFRS 139 with an expected credit loss (“ECL”) model. 

In view of strong creditworthiness of the Group’s receivable, it has concluded that the expected impacts of ECL on trade and other receivables (including related party balances) are insignificant upon the initial application of MFRS 9.
(ii) MFRS 15 establishes a single comprehensive model for revenue recognition and will supersede the current revenue recognition guidance and other related interpretations when it becomes effective.  
Based on the assessments undertaken to date, the Group has determined that the impact on its financial statements upon the initial application of MFRS 15 is insignificant as the timing and amount of revenue to be recognised for the rendering of services under the new standard are unlikely to be materially different from its current practice.

2. Condensed Financial Statements
This set of interim financial statements has been prepared on a condensed basis and should be read in conjunction with the most recent annual financial statement for the year ended 31 December 2017.

3. Audit Report
The Audit Report of the Company’s preceding annual financial statements for the year ended 31 December 2017 was not subject to any qualification.

4. Seasonal or Cyclical Factors
The Group’s business operations are not subject to any seasonal or cyclical factors.

5. Unusual Items
The group’s assets, liabilities, equity, net income or cash flows were not affected by any unusual items.

6. Material Changes in Estimates
There were no material changes in estimates of amounts reported in prior interim periods of the current financial year or in prior financial years, which have a material effect in the current interim period.

7. Capital Management, Debt and Equity Securities
There have been no issuance, cancellations, repurchase, resale and repayments of debt and equity securities during the financial period ended 31 December 2018. 

As at 31 December 2018, total shares bought back and held for treasury shares amounted to 10,923,118 shares. The share buy-back transactions were financed by internally generated funds. The shares purchased are being held as treasury shares.

The Group’s objectives of managing capital are to safeguard the Group’s ability to continue in operations as a going concern in order to provide fair returns for shareholders and to maintain an optimal capital structure to reduce the cost of capital. In order to maintain the optimal capital structure, the Group may, from time to time, adjust the dividend payout to shareholders, return capital to shareholders, issue new shares, redeem debts or sell assets to reduce debts, where necessary.

For capital management purposes, the Group considers shareholders’ equity, non-controlling interest and long-term liabilities to be the key components in the Group capital structure. The Group monitors capital on the basis of gearing ratio. The ratio is calculated as the total net liabilities to total equity. Total equity is the sum of total equity attributable to shareholders and non-controlling interests. The Group’s strategy is to maintain a low gearing ratio. The debt-to-equity ratio of the Group at the end of the reporting period is not presented as its cash and cash equivalents exceeded the total debts.

8. Dividends Paid
No dividend has been paid during the financial period.

9. Segment Analysis
The basis of segmentation is based on operating segment. The Group’s operating segments are as follows:

(i) Stock and futures broking

(ii) Building management and property investment 

(iii) Money lending and property development

(iv) Investment holdings

(v) Other segments

The segment information for the current period is as follows:

	Period ended 31 Dec 2018
	Stock and futures broking
	Building management and property investment
	Money lending and property develop-ment
	Invest-ment holdings
	Others
	Total

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

	Revenue from external customers
	37,824
	 791
	1,485
	 661
	  28
	40,789

	
	
	
	
	
	
	

	Inter-segment revenue
	0
	1,382
	0
	6,175
	0
	7,557

	
	
	
	
	
	
	

	Reportable segment profit/(loss)
	10,412
	(268)
	2,470
	(1,074)
	29
	11,569

	
	
	
	
	
	
	

	Share of loss of an associate
	
	
	
	
	
	(262)

	
	
	
	
	
	
	11,307

	
	
	
	
	
	
	

	Total segment assets
	232,578
	40,592
	70,391
	239,078
	333
	582,972

	Less: elimination
	
	
	
	
	
	(231,954)

	Group total
	
	
	
	
	
	351,018


	Period ended 31 Dec 2017
	Stock and futures broking
	Building management and property investment
	Money lending and property develop-ment
	Invest-ment holdings
	Others
	Total

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

	Revenue from external customers
	41,402
	 927
	1,844
	   0
	  54
	44,227

	
	
	
	
	
	
	

	Inter-segment revenue
	0
	1,378
	0
	6,314
	0
	7,692

	
	
	
	
	
	
	

	Reportable segment profit/(loss)
	14,388
	1,370
	2,581
	325
	  49
	18,713

	
	
	
	
	
	
	

	Share of loss of an associate
	
	
	
	
	
	(299)

	
	
	
	
	
	
	18,414

	
	
	
	
	
	
	

	Total segment assets
	357,130
	40,656
	68,153
	234,282
	302
	700,523

	Less: elimination
	
	
	
	
	
	(231,348)

	Group total
	
	
	
	
	
	469,175


10. Valuation of Property, Plant and Equipment
Valuations of property, plant and equipment have been brought forward without amendment from the previous annual financial statements.

11. Material Events Subsequent to Reporting Quarter
There were no material events subsequent to the end of the interim period that have not been reflected in the financial statements for the interim period.

12. Changes in Composition of the Group
There were no significant changes in the composition of the Company during the interim period, including business combinations, acquisition or disposal of subsidiaries and long-term investments, restructuring and discontinuing operations. 

13. Contingent Liabilities or Contingent Assets
There were no changes in contingent liabilities or contingent assets since the last annual balance sheet date.

14. Related Party Transactions
The related party transaction during the period ended 31 December 2018:

	
	
	RM’000

	Rental income and service fee from an associate company
	
	40

	Securities transactions by companies related to a major shareholder
	
	221,466

	Brokerage on securities transaction related to a major shareholder
	
	296


The Group’s key management personnel compensation for the period ended 31 December 2018 is as follows:

	Type of compensation
	Directors and key management personnel

	
	RM’000

	Short-term employee benefits
	2,669

	Post-employment benefit
	268


Additional information required by the Bursa Malaysia Securities Bhd Listing Requirements

15. Review of Group Results
The Group’s results for the current financial period ended 31 December 2018 registered lower revenue and pre-tax profit of RM40.79 million and RM11.31 million respectively as compared to RM44.23 million and RM18.42 million respectively in the corresponding period. The performance analysis (PBT) of various active segments is set out below:

	Stock and futures broking
	:
	Segment results decreased 28% to RM10.41 million as compared to RM14.39 million in the corresponding period due to lower brokerage income on lower volume of securities transactions and impairment loss on trade receivables of RM4.15 million.



	Building management and property investment
	:
	Segment results turned to a loss of RM0.27 million from profit of RM1.37 million in the corresponding period due to higher operating expenses.  

	
	
	


	Money lending/property development
	:
	Segment results decreased 4% to RM2.47 million from RM2.58 million in the corresponding period due to lower revenue from loan debtors.




	Investment holding
	:
	Segment results turned to a loss of RM1.07 million from profit of RM0.33 million in the corresponding period due to loss on changes in fair value of marketable securities and higher expenses.


16. Explanatory Comments on Any Material Change in the Profit Before taxation for the Quarter Reported on as Compared with the Immediate Preceding Quarter 
The Group recorded lower revenue and pre-tax profit of RM9.47 million and RM3.93 million respectively for the current quarter as compared to RM10.30 million and RM4.77 million respectively in the preceding quarter. The decrease in current quarter results was mainly due to lower brokerage income on lower securities transactions. 

17. Prospect

The Board anticipates that the stock market performance for the Q1 2019 would continue to be weak on the face of poor sentiments across Bursa Malaysia and regional bourses due to uncertainties on escalating trade wars and global economic slowdown. 

In view of the foregoing, the Board expects that the outlook of the Group for Q1 2019 would remain challenging.

18. Profit Forecast or Profit Guarantee

The Group has not entered into any scheme that requires it to present forecast results or guarantee any profits.

19. Taxation 
	
	Current Year Quarter
	Current Year- to-date

	
	31-Dec-2018
	31-Dec-2018

	
	RM‘000
	RM‘000

	
	
	

	Current year tax expense
	1,065
	3,082

	Previous years under/(over) provision
	-
	112

	Deferred tax 
	(82)
	(82)

	
	 983
	3,112


The effective tax rate for the financial period is higher than the statutory income tax rate due to certain expenses not allow for tax.

20. Sale of Unquoted Investments and/or Properties
There were no sales of unquoted investments or properties for the current quarter and financial year to date. 

21. Particulars of Quoted Securities (Long and Short Term)
(a) 
Summary of dealings in quoted securities for the current financial year to date for the Group except for the stockbroking subsidiary which is exempted from disclosure by the Exchange are set out below: -

	
	RM’000

	Total Purchases
	0



	Total Disposals


	2,730

	Total Profit/(Loss) on Disposal


	661


(b) Investments in quoted securities as at 31 December 2018 for the Group other than stockbroking subsidiary are as follow: -

	
	RM’000

	Total investments at cost


	-

	Total investments at carrying / book value 

 
	-

	Total investments at market value as at 31 December 2018


	-


22. Status of Corporate Proposals
The Company does not have any corporate proposals announced but not completed as at the end of the reporting period and the date of issue of the quarterly report except the followings:

(i)
Proposed merger of businesses of the Company (“Apex”) and Mercury Securities via the transfer by Mercury Securities to Apex of its stockbroking, corporate advisory and other related businesses (“Business”) together with the requisite business assets and business liabilities for a consideration of RM140.00 million, to be satisfied as follows:

(a) RM22.00 million via cash within 3 market days from the unconditional Date; 

(b) the issuance of 100,000,000 new ordinary shares in the Company (Apex Shares) at an issue price of RM0.92 per share (Consideration Shares) to Mercury Securities within 10 market days from the unconditional Date. The issue price is arrived at after taking into consideration the 5-day volume weighted average market (VWAM) price of the Company up to the market day preceding the date of the Head of Agreement of RM0.9112; The issue price of RM0.92 represents a premium of approximately 0.97% over the 5-day VWAMP of Apex Shares up to and including 20 September 2018 of RM0.9112 each. The Consideration Shares represent approximately 31% of the total enlarged issued share capital of the Company (after net of treasury shares and after completion of the Proposed Private Placement (as defined below); and
(c) RM26.00 million via cash within 10 market days from the Unconditional Date
The Company will fund part of the cash portion mentioned above by proposing to issue 20,000,000 Apex Shares (“Placement Shares”) at an issue price to be determined later (“Proposed Private Placement”). The Placement Shares represent approximately 10% of the existing issued share capital of Apex (net of treasury shares)
Conditions Precedent 

The Agreement shall be conditional upon the following being fulfilled within 4 months from the date of the Agreement (or such later date as may be mutually agreed between the Parties) (“Unconditional Date”):- 

(a)
 the approval of the shareholders of Apex for the Proposed Merger and Proposed Private Placement and Mercury Securities for the Proposed Merger being obtained; 

(b) 
the approval of Bursa Malaysia Securities Berhad (“Bursa Securities”) for the listing of and quotation for the Consideration Shares and Placement Shares being obtained; 

(c) 
the approval of the Securities Commission Malaysia (“SC”) being obtained for :-

(i) 
the change of controller of Apex under the SC’s Licensing Handbook pursuant to the Proposed Merger; 

(ii) 
the variation of the licences/permits currently held by the relevant Apex’s group of companies in order to carry out their respective businesses; and 

(iii) 
the assignment/transfer of the relevant licences/permits/accreditation currently held by Mercury Securities and/or the representatives/officers of Mercury Securities in order to carry out the Business; 

(d) 
Apex and Mercury Securities being satisfied with the respective results of the legal, operational and financial due diligence carried out in accordance with such parameters as may be mutually agreed between the Parties; 

(e) 
the vesting order from the High Court in Malaya pursuant to the Capital Markets and Services Act 2007 (“CMSA”) and such other applicable statutes and regulations to give effect to the transfer of the Business together with the Business Assets and the Business Liabilities in accordance with the Agreement being obtained by the Parties; and 

(f) 
such other conditions precedent as may be necessary to effect and complete the Proposed Merger being obtained. 

In the event any regulatory authorities impose any conditions to their approval, such conditions must be mutually acceptable by the Parties before the relevant conditions precedent are deemed to be satisfied. 

The Parties shall have the right to mutually waive in writing the requirement to comply with or otherwise obtain any of the conditions precedent mentioned above. 

The Proposed Merger is inter-conditional with the Proposed Private Placement.

23. Group Borrowings
The Group’s borrowings and debt securities as at 31 December 2018: -

	
	RM’000

	      Bank Overdraft


	5,002

	      Revolving Credit


	0

	     Total short term borrowings
	5,002

	     Long term bank loan


	0

	     Total group borrowings

     
	5,002


24. Off Balance Sheet Financial Instruments

There were no contracts involving off balance sheet risk as at the end of the reporting period and the date of issue of the quarterly report.

25. Material Litigation

There was no material litigation as at the date of issue of the quarterly report, which in the opinion of the directors would have a material adverse effect on the financial results of the Group.

26. Profit before tax is arrived at after (charging)/crediting: 

	
	Current quarter

31 December 2018
	YTD

31 December 2018

	
	RM’000
	RM’000

	
	
	

	- Interest expenses
	(9)
	(31)

	- Depreciation
	(164)
	(758)

	- Gain/(loss) on marketable securities
	(2)
	651

	- Change in fair value of marketable securities
	(5)
	(749)

	- Interest income
	3,907
	15,977

	- (Provision)/Write-back of impairment loss for receivables
	(1)
	(4,150)

	- Bad debts recovered
	 125
	168

	- Foreign exchange gain/(loss)
	(4)
	(18)

	- Dividend income
	  75
	129

	- Gain on disposal of property, plant and equipment
	-    
	128


27. Earnings per Share
The basic earnings per share have been calculated based on the following:

	
	Individual Quarter
	Cumulative Quarter

	
	Current Year Quarter
	Preceding Year Comparative Quarter
	Current Year To Date
	Preceding Year Comparative Period

	
	31-Dec-2018
	31-Dec-2017
	31-Dec-2018
	31-Dec-2017

	Net profit/(loss) attributable to equity holders of the parent (RM’000)
	
2,946
	3,152
	8,195
	14,041

	
	
	
	
	

	No of ordinary shares in issued (‘000)
	213,563
	213,563
	213,563
	213,563

	Less: treasury shares (‘000)
	(10,923)
	(10,923)
	(10,923)
	(10,923)

	Adjusted number of ordinary shares  (‘000)
	202,640
	202,640
	202,640
	202,640

	
	
	
	
	

	Basic earnings per share (Sen)
	1.45
	1.56
	4.04
	6.93


28. Dividends
No dividend has been declared during the period.

BY ORDER OF THE BOARD
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