MALAYSIA STEEL WORKS (KL) BHD

(Company No. 7878-V)

SELECTED EXPLANATORY NOTES PURSUANT TO PARA 16, MASB 26 INTERIM FINANCIAL REPORTING FOR THE QUARTER ENDED 31ST DECEMBER 2005

A1.
Accounting Policies and Methods of Computation

The interim financial report has been prepared in accordance with MASB 26 Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”).  The same accounting policies and methods of computation are followed in the interim financial statements as compared with the audited financial statements for the year ended 31st December 2004. (the most recent annual financial statements).

A2.
Qualification of Financial Statements

The financial statements for the financial year ended 31st December 2004 was not qualified.

A3.
Seasonal or Cyclical factors

The operation of the Company was affected by the festive season during the quarter under review. 

A4.
Extraordinary items

There are no extraordinary items during the financial period under review.

A5.
Changes in Estimates

There have been no changes in the estimates of amount for the period under review.

A6.
Debts and Equity Securities

There were no issuance, cancellation, repurchase, resale and repayment of debts and equity securities for the current quarter under review.

A7.
Dividends
There was no dividend declared or paid by the company during the quarter under review.

A8.
Primary report format – Business segment


The Company has only one primary business segment which is the manufacturing of steel bars and steel billets. As such, the segment revenue and results are disclosed in the condensed income statement.

A9.
Valuation 

Other than those mentioned in the previous quarter, the valuations of the property, plant and equipment have been brought forward without any amendment from the previous audited financial statement.

A10.
Material subsequent events

There are no material subsequent events since the date of this announcement.

A11.
Changes in the composition of the company

Other than those mentioned in the previous quarter, there were no other changes in the composition of the Group during the quarter under review. 

A12.
Changes in contingent liabilities

The following are pending litigation in respect of claims instituted against the company:-

(i) Claim of RM1.23 million for the balance of the purchase price for goods sold.  The company has filed a defence and counter claim for damages of RM1.31 million.  The solicitors of the company are of the opinion that the company has a fair chance to succeed in the counter claim.

(ii) Arbitration for letter of demand against the company for RM2.44 million is now pending instructions from the arbitrator on the filings of claims and counter claims. To-date, the claims and counter claims has been filed and the hearing has been fixed on 16th March 2006.  The solicitors are of the opinion that the chances of succeeding in the claim proper are good.

(iii) Claims of RM7.56 million for goods sold and delivered.  The solicitors of the company are of the opinion that the claim made against the company would not have a fair chance to succeed in court as there were no agreements whatsoever nor even any prior demand or claim made against the Company previously.

A13.
Related Party Transactions

Significant transaction with the related party is as follows:

	Purchase of goods from:
	
	12 months ended 31/12/05

RM’000

	
	
	

	Soon Seng Co (Selangor) Sdn Bhd
	Enterprise in which substantial interest is owned by a substantial shareholder of the Company.
	6,567

	
	
	


A14.
Capital Commitment

An amount of RM8.0 million from the gross proceeds raised in the listing exercise will be utilised for the purchase of plant and machinery in line with the Company’s expansion plan.

PART B:- 
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES

B1.
Review of performance

The Company reported a profit before tax and turnover of RM3.9 million and RM74.3 million for the current quarter as compared to RM5.5 million and RM53.8 million for the previous year corresponding quarter respectively. The increase in turnover is mainly due to higher sales volume. The profit before tax for the current quarter under review is lower mainly attributed to the lower margin as the result of lower global steel prices.

B2.
Comparisons with immediate preceding quarter’s results

The Company revenue for the current quarter decreased by RM16.0 million to RM74.3 million, as compared to RM90.3 million in the immediate preceding quarter mainly due to lower sales volume. The Company recorded a lower profit before tax of RM3.9 million as compared to RM9.2 million in the immediate preceding quarter mainly due to lower margin.

B3.
Prospects

In anticipation of the traditional festive seasons in the first quarter, the Board anticipates the markets to be more challenging. As for the overseas markets, the Company will continue its effort to export its steel billets to Asian countries via its appointed agents and identify new markets for its products. 

However, the Company would still remain focus on the ways to improve efficiency and productivity.

B4.
Profit forecast

The Company has achieved an unaudited revenue of RM306.4 million and profit before tax of RM23.3 million as compared to the forecasted revenue and profit before tax stated in the prospectus dated 17th January 2005 of RM254.5 million and RM25.6 million respectively. The variance of 9.0% in profit before tax as compared to the forecasted result is mainly due to lower operating margin achieved and higher finance cost during the financial year.

B5.
Taxation

There is no tax expense during the current quarter as the Company has sufficient reinvestment allowances and unabsorbed capital allowances available to be utilised to offset against future profits.

B6.
Sale of unquoted investments and/or properties

There was no sale of any unquoted investments and/or properties during the current period under review.

B7.
Purchase or disposal of quoted securities

There was no purchase or disposal of any quoted securities during the current period under review.

B8.
(a) Status of corporate proposal

Increase in the paid-up share capital of Malaysia Steel Works (KL) Bhd 

The issue and paid-up share capital of the Company had been increased on 31st January 2005 by the new issue of 23,297,000 new ordinary shares of RM0.50 each at an issue price of RM1.30 per ordinary share to the Malaysian Public, eligible employees, customers and Directors of the Company in conjunction with the listing of the Company on the Main Board of the Bursa Malaysia on 7th February 2005.

 
(b) Status of utilisation of proceeds raised


The proceeds raised by the Company from its flotation exercise have been utilised in the following manner during the quarter under review.

	
	Total Proceeds
	Utilised
	Unutilised

	
	(RM’000)
	(RM’000)
	(RM’000)

	
	
	
	

	Repayment of borrowings
	17,456
	17,456
	-

	Capital expenditure 
	8,000
	3,250
	4,477

	Listing expenses
	2,500
	2,500
	-

	Working Capital
	2,330
	2,330
	-

	
	
	
	

	Total
	30,286
	25,586
	4,477


B9.
Borrowings

	
	
	
	
	30/12/05

	
	
	
	
	RM'000

	Unsecured:-
	
	
	
	

	Long term borrowings
	
	
	
	50,000

	
	
	
	
	

	Secured:-
	
	
	

	Short term borrowings
	
	
	
	78,460

	Long term borrowings
	
	
	23,238

	
	
	
	
	

	Total borrowings
	
	
	
	151,698

	
	
	
	
	

	The above borrowings are denominated in Ringgit Malaysia

	
	
	
	
	


B10.
Off balance sheet financial statement

The company does not have any off balance sheet financial instruments as at the date of this quarterly report.

B11.
Material litigation

The material litigation pending during the first quarter of 31st December 2005 are as per disclosed in the followings:-

(i) Claim of RM1.23 million for the balance of the purchase price for goods sold.  The company has filed a defence and counter claim for damages for RM1.31 million. The solicitors of the company are of the opinion that the company has a fair chance to succeed in the counter claim.

(ii) Arbitration for letter of demand against the company for RM2.44 million is now pending instructions from the arbitrator on the filings of claims and counter claims. To-date, the claims and counter claims has been filed and the hearing has been fixed on 16h March 2006. The solicitors are of the opinion that the chances of succeeding in the claim proper are good.

(iii) Claims of RM7.56 million for goods sold and delivered.  The solicitors of the company are of the opinion that the claim made against the company would not have a fair chance to succeed in court as there were no agreements whatsoever nor even any prior demand or claim made against the Company previously.

(iv) Claim made against an insurance company for damages for the amount of RM2.0 million to RM4.0 million and unliquidated damages caused to a transformer utilized at the Bukit Raja Plant as a result of a fire.  The court has fixed for the next case management hearing on 21st June 2005. On 21st June 2005, the court fixed the next case management on 14th November 2005 on which date the mention date was subsequently fixed for hearing on 13th March 2006. The solicitors are of the opinion that the company has a fair chance to succeed in the claim.

B12.
Dividend

No dividend has been proposed, paid or declared by the company during the current quarter under review.

B13.
Earnings per share


(a) 
Basic earnings per share
The basic earnings per share of the company is calculated by dividing the net profit for the weighted average number of ordinary share in issuing during the period.

	
	
	
	
	
	Current Year
	
	Current Year

	
	
	
	
	
	Quarter
	
	To-date

	
	
	
	
	
	Ended
	
	Ended

	
	
	
	
	
	
	
	

	Net profit attributable to ordinary shareholder (RM'000)
	3,954
	
	             23,314

	
	
	
	
	
	
	
	

	Weighted average number of ordinary shares in issue ('000)
	131,085
	
	            131,085 

	
	
	
	
	
	
	
	

	Basic Earnings Per Share (sen)
	
	
	 3.02
	
	17.79 

	
	
	
	
	
	
	
	


* 
After taking into consideration the new issue during the period.

(b)
Diluted earnings per share

There is no dilution of any shares during the period. Accordingly, the earnings per share calculation is the same as that of Basic earnings per share.

By order of the Board
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