GUAN CHONG BERHAD (Company No. 646226-K)
(Incorporated in Malaysia) 

Notes on the quarterly report – 31 December 2004

PART A : EXPLANATORY NOTES AS PER MASB 26

A1.
Basis of preparation 

The interim financial statements are unaudited and have been prepared in accordance with the requirements of MASB 26 : Interim Financial Reporting and Paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”).

The interim financial statements should be read in conjunction with the audited financial statements of the subsidiary companies of Guan Chong Berhad (“GCB” or the “Company”) for the financial year ended 31 December 2003. 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 GCB and its subsidiary companies (hereinafter referred to as the “Group”).

As part of the restructuring exercise in conjunction with the listing of GCB on the Main Board of the Bursa Securities, GCB acquired 100% of the issued and paid-up share capital of Guan Chong Cocoa Manufacturer Sdn. Bhd. (“GCC”), 100% of the issued and paid-up share capital of Guan Chong Trading Sdn. Bhd. (“GCT”) and 51% of the issued and paid-up share capital of Enrich Mix Sdn. Bhd. (“EM”).  These acquisitions were completed on 4 January 2005.  

Therefore, the financial results presented in this announcement are prepared based on a proforma basis and are for illustrative purposes only. 

The accounting policies and methods of computation adopted by the Group in these interim financial statements are consistent with those adopted in the annual financial statements of the subsidiary companies of GCB for the financial year ended 31 December 2003 and the prospectus dated 22 March 2005.

A2.
Auditors’ report on preceding annual financial statements

This is not applicable because the Company was only incorporated on 22 March 2004 and its first set of financial statements was drawn up to 31 December 2004. However, the preceding annual financial statements of its subsidiary companies were not qualified.

A3.
Seasonal or cyclical factors

The cocoa processing industry is, to a certain extent, subject to the seasonal pattern of the consumption of cocoa-based products within a year.
A4.
Unusual nature and amounts affecting assets, liabilities, equity, net income or cash flows

There were no items of unusual nature and amounts affecting assets, liabilities, equity, net income or cash flows during the current quarter under review.
PART A : EXPLANATORY NOTES AS PER MASB 26 – (cont’d)

A5.
Material changes in estimates 

There were no material changes in estimates of amounts reported that will have a material effect during the current quarter under review. 

A6.
Issuances and repayment of debt and equity securities
There were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities during the current quarter under review.

A7. Dividends proposed, declared or paid


(a) GCB

There was no dividend proposed, declared or paid by the Company during the current quarter under review. 

(b) Subsidiary companies

Details of dividends declared and paid by the subsidiary companies during the current quarter under review in respect of the financial year ended 31 December 2004 are as follows:

	Subsidiary company
	Issued and paid-up

share capital
	Gross dividend rate (%)
	Net dividend paid

	
	RM
	
	RM

	Guan Chong Cocoa Manufacturer Sdn. Bhd.
	12,000,000
	Special dividends comprising :-
	

	
	
	- A tax exempt dividend of 79.17%
	9,500,000

	
	
	- A dividend of 8.33% less tax at 28%
	720,000

	
	
	
	

	
	
	
	10,220,000

	
	
	
	



The above special dividends were paid on December 2004 to the existing shareholder then.
A8.
Segmental information
Segmental analysis by industry and geographical segments are not presented as the Group is principally involved in a single industry relating to processing of cocoa and producing cocoa-derived food ingredients, and all of its operations are located in Malaysia.

A9.
Valuation of property, plant and equipment

The property, plant and equipment of the Group are stated at cost less accumulated depreciation and impairment losses, if any. No revaluation of property, plant and equipment was undertaken during the current quarter under review.

PART A : EXPLANATORY NOTES AS PER MASB 26 – (cont’d)

A10. 
Material events subsequent to the end of the interim period

There were no material events subsequent to the end of the current quarter except for the following restructuring exercise undertaken by GCB in conjunction with the impending listing of the Company on the Main Board of Bursa Securities :-

(a) Acquisition of companies

(i) Acquisition of GCC

On 3 January 2005, the Company acquired the entire issued and paid-up share capital of GCC comprising 12,000,000 ordinary shares of RM 1.00 each for a total purchase consideration of RM 30,909,962 satisfied by issuance of 123,639,848 new ordinary shares of RM 0.25 each in the Company at par.

(ii) Acquisition of GCT

On 3 January 2005, the Company acquired the entire issued and paid-up share capital of GCT comprising 250,500 ordinary shares of RM 1.00 each for a total purchase consideration of RM 178,041 satisfied by issuance of 712,164 new ordinary shares of RM 0.25 each in the Company at par.

(iii) Acquisition of EM

After the acquisition of GCC, the Company acquired 51% of the issued and paid-up share capital of EM comprising 510,000 ordinary shares of RM 1.00 each from GCC for a total cash consideration of RM 556,662.


The acquisition of companies was completed on 4 January 2005.

(b) Renounceable Rights Issue

The Company undertook a Renounceable Rights Issue of 91,647,980 new ordinary shares of RM 0.25 each at par to all existing shareholders of the Company. The Rights Issue was undertook on the basis of approximately seventy four (74) new ordinary shares for every existing one hundred (100) ordinary shares in the Company held after the acquisitions.

The Rights Issue was completed on 17 February 2005.

(c) Public Issue 

The Company issued its prospectus dated 22 March 2005 for, inter alia, the issue of 24,000,000 new ordinary shares of RM 0.25 each at the issue price of RM 0.65 per ordinary shares payable in full on application by way of placement to bumiputera investors approved by the Ministry of International Trade and Industry, placement to selected investors, Malaysian public, and to the eligible directors, employees and business associates of the Company and its subsidiary companies.

At the date of this announcement, the listing of the Company on the Main Board of Bursa Securities has not been completed.

PART A : EXPLANATORY NOTES AS PER MASB 26 – (cont’d)

A11.
Changes in the composition of the Group

There were no changes in the composition of the Group during the current quarter under review.
A12.
Contingent liabilities 

At the end of the current quarter, the Board of Directors of GCB are not aware of any material contingent liabilities incurred by the Group which, upon becoming enforceable, may have a material impact on the financial position of the Group
A13.
Commitments
(a) Lease commitments

At the end of the current quarter, the Group has the following outstanding land lease rental commitments:-

	
	Proforma Group

	
	RM’000

	Authorised and contracted for
	3,323


(b) Capital commitments

At the end of the current quarter, capital expenditure contracted but not provided for of the Group are as follows :- 

	
	Proforma Group

	
	RM’000

	Authorised and contracted for :
	

	Property, plant and equipment
	591


A14.
Significant related party transactions



(a) 
Related party relationship


SMC Food 21 Pte. Ltd. 
– 
An affiliated company or a company in which certain directors of EM, Mr Cheng Liang Chye and Mr Cheng Liang Kheng have financial interest.

PART A : EXPLANATORY NOTES AS PER MASB 26 – (cont’d)

A14.
Significant related party transactions – (cont’d)
(b) 
Related party transactions

	
	Current Quarter Ended

	
	31 December 2004

	
	Proforma Group

	
	RM’000

	SMC Food 21 Pte. Ltd.
	

	- Sales of goods
	1,997

	
	


The above transactions have been entered into in the normal course of business and have been undertaken on agreed terms and prices that are not materially different from those obtainable in transactions with its unrelated parties.

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

B1.
Review of performance

The Group achieved revenue of RM 92.26 million and profit before tax of RM 4.31 million on a proforma basis for the current quarter under review. There were no material factors affecting the earnings and/or revenue of the Group and the Company for the current quarter under review. No comparison is made with the corresponding period in the previous financial year as this is the first set of consolidated quarterly report (prepared on a proforma basis) released by the Group.
B2.
Variation of results against preceding quarter
The interim financial statements for the fourth quarter ended 31 December 2004 is the first quarterly consolidated results announced by GCB, hence, no preceding quarter’s results are available for comparison.
B3.
Commentary of prospects

Barring any unforeseen circumstances, the Board of Directors of GCB opine that the Group will be able to achieve its forecasted financial results for the financial year ending 31 December 2005 (as set out in GCB’s prospectus dated 22 March 2005).

PART B : ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD – (cont’d)

B4.
Variance of actual and profit estimate 

The Group has not provided any quarterly profit forecast and therefore no variance information is available for presentation. However, the actual profit after tax and minority interest (“PAT after MI”) of RM 13.61 million for the financial year ended 31 December 2004 is 1.42% higher than the estimated PAT after MI of RM 13.42 million on a proforma basis (as set out in GCB’s prospectus dated 22 March 2005).

B5.
Tax expense

	
	Current Quarter Ended

	
	31 December 2004

	
	Proforma Group

	
	RM’000

	Income tax
	203

	Deferred tax
	574

	
	

	Total
	777

	
	


The effective tax rate of the Group for the current quarter under review was lower than the statutory tax rate attributed to the availability of tax incentives in GCC and EM.
B6.
Unquoted investments and/or properties

The Group has not disposed of any unquoted investments and/or properties during the current quarter under review.
B7.
Quoted and marketable investments

There was no purchase or disposal of quoted and marketable securities during the current quarter under review.

B8.
Status of corporate proposals

At the date of this announcement, the listing of GCB on the Main Board of the Bursa Securities has not been completed.

PART B : ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD – (cont’d)

B9.
Group borrowings

The Group’s borrowings at the end of the current quarter are as follows:

	
	Proforma Group

	
	RM’000

	Short term borrowings
	74,947

	Long term borrowings
	17,912

	
	

	Total Borrowings
	92,859

	
	


B10.
Off balance sheet financial instruments

The Group entered into forward foreign exchange contracts to limit the exposure to potential changes in foreign currency exchange rates with respect to the Group’s foreign currency denominated estimated receipts. 

Total off balance sheet forward foreign exchange sales contracts outstanding at the end of the current quarter in Ringgit equivalent was RM 62 million. The maturity period of these contracts ranged from January 2005 to March 2005.

There is minimal credit risk because these contracts were entered into with reputable banks.  All gains and losses arising from forward foreign exchange contracts are dealt with through the Income Statement upon maturity.

B11.
Material litigation

The Group does not have any material litigation at the date of this announcement, save as those set out in GCB’s prospectus dated 22 March 2005.
PART B : ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD – (cont’d)

B12.
Proforma earnings per share

(a) Basic earnings per share

The proforma basic earnings per share for the current quarter under review and cumulative year to-date are computed as follow :-

	
	Proforma Group

	
	Current Quarter Ended
	Current Year 

To-Date Ended

	
	31 December 2004
	31 December 2004

	Profit after tax and minority interest (RM’000)
	3,467
	13,607

	
	
	

	Total number of ordinary shares of RM 0.25 each assumed to be in issue (‘000)
	124,352*
	124,352*

	
	
	

	Total enlarged number of ordinary shares of RM 0.25 each in issue after the listing of GCB on the Main Board of Bursa Securities (‘000)
	240,000
	240,000

	
	
	

	Proforma basic earnings per share (sen)
	2.79
	10.94

	- based on total number of ordinary shares of RM 0.25 each assumed to be in issue 
	
	

	
	
	

	Proforma basic earnings per share (sen)
	1.44
	5.67

	- based on the total enlarged number of ordinary shares of RM 0.25 each in issue after the listing of GCB on the Main Board of Bursa Securities
	
	


* Representing number of ordinary shares after the acquisition of companies as set out in Note A10(a).

(b) Diluted earnings per share

There is no diluted earnings per share as the Company does not have any convertible financial instruments at the end of the current quarter. 

BY ORDER OF THE BOARD

Tay Hoe Lian

Managing Director

Dated : 05.04.2005
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