ENCORP BERHAD (506836-X)

Notes to the Interim Financial Report for the Quarter ended 31 December 2004

A1.
Basis of Preparation


The condensed financial statements for the financial period ended 31 December 2004 are unaudited and have been prepared in accordance with the requirements of Accounting Standard MASB 26, Interim Financial Reporting and paragraph 9.22 of the Bursa Malaysia Securities Berhad (“Bursa Malaysia”) Listing Requirements.

The interim financial statements should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 December 2003.


The accounting policies and methods of computation applied in the condensed financial statements of the Encorp Berhad Group (“the Group”) are consistent with those applied in the most recent annual audited financial statements for the year ended 31 December 2003, except for the adoption of MASB 31, Accounting for Government Grants and Disclosure of Government Assistance and MASB 32, Property Development Activities. The adoption of MASB 31 and 32 have not given rise to any adjustments to the opening balances of retained profits of the prior and the current period or to the changes in comparatives.
A2.
Auditors’ Report On Preceding Annual Financial Statements


The Auditors’ Report of the Company’s most recent annual financial statements for the year ended 31 December 2003 was not subject to any qualification.

A3.
Seasonal or Cyclical Factors of Operations


The Group’s operations are not materially affected by any seasonal or cyclical factors.

A4.
Unusual Items Due to their Nature, Size or Incidences


There were no unusual items affecting the nature and amount of assets, liabilities, equity, net income and cash flows of the Group during the financial period under review. 

A5.
Changes in Estimates


There were no changes in estimates of amounts reported in the current quarter or changes in estimates of amounts reported in prior financial years that have had a material effect in the current quarter.

A6.
Debt and Equity Securities


There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities for the current financial period ended 31 December 2004 except for the following: -

	
	Current Period

Ended 

31.12.04

RM’000

	
	

	Repayment of Bai Bithaman Ajil Notes
	129,697

	
	


 A7.
Dividends Paid


No dividends were paid during the current financial period under review.

A8.
Segmental Reporting

The Group’s financial information by industry segments as at 31 December 2004 is as follows: -
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* This segment refers to the concessionaire to build and transfer teachers' quarters to the Government of Malaysia.
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* This segment refers to the concessionaire to build and transfer teachers' quarters to the Government of Malaysia.


No geographical segmental information is presented as the Group operates principally within Malaysia.

A9.
Valuation of Property, Plant and Equipment


There were no valuation for property, plant and equipment of the Group.

A10.
Material Events Subsequent to the Balance Sheet Date


There were no material events subsequent to the end of the current quarter. 

A11.
Changes in the Composition of the Group

The Company had on 17 September 2004 sought and obtained the shareholders’ approval on its  proposals 

-
to acquire the entire 10 million ordinary shares of RM1 each in Encorp Must Sdn Bhd (EMSB) from Encorp Group Sdn Bhd (EGSB) for RM45.96 million and

-
to dispose of 40,802,040 ordinary shares of RM1 each in Great Wall Plastic Industries Bhd (GWPI) representing 51% equity interest to Megastart Sdn Bhd (Megastart) for RM45 million

These proposals were completed on the 28 October 2004.


There were no other changes in the composition of the Group during the financial period under review, including business combination, acquisition or disposal of subsidiary and long-term investment, restructuring and discontinuing operations.

A12.
Changes in Contingent Liabilities


















There were no changes in contingent liabilities reported since the last annual balance sheet as at 31 December 2003 except for corporate guarantees provided by the Group to the contractors of the teachers’ quarters project for RM31.8m in relation to design guarantees to the Government. 

A13.
Capital Commitments


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

B1.
Review of Performance of the Company and its Principal Subsidiaries

The Group achieved revenue of RM557.2 million and recorded a pre-tax loss of RM3.0 million for the current period ended 31 December 2004. The revenue was mainly attributable to the concession income and annuity interest income arising from the handover of teachers’ quarters together with the revenue generated from sales of plastic film packaging products.  The pre-tax loss is attributable to the delay in the approval of the additional works’ claims made by the Company on the Government of Malaysia.  The performance is expected to improve once these claims are approved. 

B2.
Comparison with Immediate Preceding Quarter


For the current quarter under review, the Group recorded a loss before tax of RM2.3 million as compared to the profit before tax of RM0.59 million recorded in the immediate preceding quarter. The decline in the current quarter result was mainly attributed to the cost incurred to issue Encorp Systembilt Sdn Bhd’s Tranche 4 Bai Bithaman Ajil Notes, which was issued on 30 December 2004.                                                                                  

B3.
Current Year Prospect

The Group’s result will continue to be contributed from the income of the teachers’ quarters concession project.  With the recent acquisition of EMSB, the Group’s focus will be on property development where the revenue and profit contribution from this sector is expected to be material in the next few years. The disposal of 51% interest in GWPI has resulted in GWPI becoming an associate company and the Group expects to continue to earn dividend income from the company. 

The performance of the concession subsidiary company is contingent upon the timely approval of additional works claims made by the Company on the Government of Malaysia. 


Long term trade receivables

Included in long term trade receivables are two outstanding contractual claims amounting to RM274 million relating to the teachers’ quarters concession project undertaken by a subsidiary. The claims are made in line with the terms of the privatisation agreement.

B4.
Variance from Forecast Profit and Profit Guarantee

Not applicable for the current quarter ended 31 December 2004.

B5.
Taxation
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The effective tax rate is higher than the statutory tax rate principally due to certain expenses, which are not deductible for tax purpose and non-availability of group relief for losses incurred by certain subsidiary companies.  

B6.
Disposal of Unquoted Investments and Properties


Except as disclosed in A11 and a piece of land which was compulsorily acquired by the Government, there was no disposal of investments and properties for the current financial period under review.

B7.
Purchase or Disposal of Quoted Securities


There was no purchase and disposal of quoted securities for the current financial period under review.

B8.
Status of Corporate Proposals

(a) Proposed Acquisition of EMSB and Proposed Disposal of GWPI

The Company had on 28 October 2003 announced that it proposed to acquire 100% equity interest in Encorp Must Sdn Bhd (“EMSB”) from Encorp Group Sdn Bhd for a purchase consideration of RM45.96 million and to dispose 51% equity interest in Great Wall Plastic Industries Berhad to Megastart Sdn Bhd for a consideration of RM45.00 million.


The Company had on 18 March 2004 received all the relevant approvals from the authorities.  The shareholders approval was obtained on the 17 September 2004 and the entire exercise had been completed on the 28 October 2004.

(b) Proposed Private Placement

On 13 February 2004 and 29 April 2004, the Company announced its proposal to implement a private placement of up to 22,995,953 new ordinary shares of RM1 each in the Company, representing up to 10% of the existing issued and paid-up capital of the Company (“Proposed Private Placement”), to placees to be identified at an issue price to be determined later.

On 13 May 2004, the Company had further announced that the application to the relevant authorities for the proposed placement will be made within three (3) months from 13 May 2004.

The Securities Commission (“SC”) had via its letter dated 30 July 2004, which was received on 5 August 2004, approved the Proposed Private Placement subject to fulfilment of certain conditions.  The SC (on behalf of the Foreign Investment Committee (“FIC”)) had also approved the Proposed Placement under the Guidelines for the Regulation of Acquisition of Assets, Mergers and Takeovers 1974 on the same date. The EPU via their letter dated 12 November 2004 had conditionally approved the proposed placement. 

The Company had submitted an application to the SC, which on 31 January 2005 has granted the Company an extension of time of 6 months up to 30 July 2005 to implement the proposed private placement.

The Proposed Private Placement is still pending the following approvals: -



(i)
The Bursa Malaysia for the listing and quotation for the Placement Shares; and

(ii) Any other authorities and/or parties, where applicable

(c)  Proposed ESSB BAIDS Issue

The Company had on 11 August 2004 announced that its wholly owned subsidiary, Encorp Systembilt Sdn Bhd (“ESSB”) proposed to undertake a financing exercise via the issuance of up to RM683.3 million nominal value Bai Bithaman Ajil Notes (“Proposed ESSB BAIDS Issue”).  

The proposed ESSB BAIDS Issue is over a tenure of 22 years from the date of issuance.  The profit rate for the ESSB BAIDS will be 0% per annum from the date of issuance and 8.0% per annum from Year 15 onwards until maturity.  The proposed ESSB BAIDS Issue will not be listed on the Kuala Lumpur Stock Exchange.

The Proposed ESSB BAIDS Issue is intended to be subscribed by Encorp Berhad (“Encorp” or “the Company”).  Encorp will fund the subcription via, inter-alia, a bridging loan facility from United Overseas Bank (Malaysia) Bhd and the collateral for this facility will be via a charge over the Proposed ESSB BAIDS Issue. The Proposed ESSB BAIDS Issue has been approved by the Securities Commission on 25 October 2004.

The first series of the ESSB BAIDS with a nominal value of RM625 million was successfully issued to Encorp on the 30 December 2004.

B9.
Group Borrowings



The Group’s borrowings as at 31 December 2004 comprise: -


	

	As at 

31.12.04

RM’000

	Short term borrowings – payable within 12 months
	

	Bankers acceptance
	-  

	Hire purchase payables
	                  148

	Bai Bithaman Ajil Notes – secured
	129,650

	Term loan 
	-

	
	129,798

	
	

	Long term borrowings – payable after 12 months
	

	
	

	Hire purchase payables
	412

	Bai Bithaman Ajil Notes – secured

Term loan 
	959,835

           160,000

	
	1,120,247

	
	

	Total borrowings
	1,250,045

	
	


B10.
Off Balance Sheet Financial Instruments

There were no financial instruments with off balance sheet risk at the date of this report.

B11.
Changes in Material Litigation


There is a claim by a third party against two subsidiary companies for loss and damage arising from a trespass into its land arising from works that is carried out for the Government of Malaysia.  As at to date of this report, there are no changes in the status of this matter.

B12.
Dividends 


No dividend has been recommended during the current financial period under review.

B13.
Earnings per Share
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Diluted

The assumed conversion of the unexercised share options into new ordinary shares of RM1 each of the Company has an anti-dilutive effect on the earnings per share of the Group for the current financial year.

By Order of the Board 

ENCORP BERHAD

Darmawatti Dahari

Chua Siew Chuan

Company Secretaries

28 February 2005
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												Current quarter ended				Current         Year ended

												31 Dec 04				31 Dec 04
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