YUNG KONG GALVANISING INDUSTRIES BERHAD   (Company No. 032939-U)
AUDITED QUARTERLY REPORT ON CONSOLIDATED RESULTS FOR THE FINANCIAL QUARTER ENDED 31 DECEMBER 2005
NOTES TO THE ACCOUNTS:-

	1
	Accounting policies and methods of computation

	
	

	
	The interim financial report has been prepared in accordance with MASB 26 Interim Financial Reporting and Chapter 9 part K of the Listing Requirement of Bursa Malaysia Securities Berhad (“Bursa”).  The accounting policies and methods of computation are consistent with those adopted in the previous quarter.

	
	

	2
	Declaration of audit qualification

	
	

	
	The preceding annual financial statements of the Group were reported on without any qualification.

	
	

	3
	Seasonality or Cyclicality of interim operations

	
	

	
	The Group’s operations are not subject to seasonal or cyclical factors.

	
	

	4
	Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size or incidence

	
	

	
	The 65% owned subsidiary company Star Shine Marketing Sdn Bhd (“SSM”) has on 23 December 2005 entered into a Sale and Purchase Agreement with a private company to acquire a piece of vacant freehold land held under Geran 52371 Lot No 6472, Mukim of Kapar, District of Klang, Selangor Darul Ehsan with an area of approximately 3.6953 hectare for a cash consideration of RM4,600,000.  SSM has paid 10% of the consideration upon execution of the agreement and the balance 90% is to be settled within three months from the date of the agreement.  This transaction is expected to complete by June 2006.

	
	

	5
	Nature and amount of changes in estimates of amounts reported in prior interim periods of the current financial year, which give a material effect in the current interim period

	
	

	
	There were no changes in estimates of amounts reported in prior interim periods of the current financial year.

	
	

	6
	Issuances, cancellations, repurchases, resale and repayments of debt and equity securities

	
	

	
	There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities during the interim period under review.  The Group’s 5-year Employee Share Option Scheme has expired on 28 November 2005.

	
	

	7
	Dividends

	
	

	
	There was no dividend paid during the interim period under review.

	
	

	8
	Segmental reporting

	
	

	
	Segmental reporting is not necessary as the Group is principally involved in manufacturing and sale of steel related products in Malaysia.

	
	

	9
	Valuation of property, plant and equipment

	
	

	
	The valuation of land and buildings was brought forward without amendment from the previous annual report.

	
	

	10
	Material events subsequent to the end of the interim period

	
	

	
	There were no material events subsequent to the end of the interim period.

	
	

	11
	Changes in composition of the Group

	
	

	
	On 3 October 2005, the Company acquired the remaining 30% of equity stake in Integrated Coil Coating Industries Sdn Bhd (“ICCI”) making ICCI a 100% owned subsidiary of YKGI.  Currently the company has two 100% owned subsidiary.

	
	

	12
	Changes in contingent liabilities or contingent assets

	
	

	
	There are no contingent liabilities or assets for the current financial year to date.

	
	

	13
	Review of performance

	
	

	
	Turnover of the quarter under review increased marginally by 5% to RM69 million when compared to the corresponding period in the previous year.  Total turnover for the year was RM287 million, 6.8% higher than previous year of RM269 million.   Pretax profit for the financial year was RM1.23 million.

	
	

	14
	Variation of results against preceding quarter

	
	

	
	For the quarter under review, the Group recorded a pretax loss of RM2.521 million, as compared to pretax loss of RM1.367 million in the previous quarter.  The increase in the loss was resulted from high priced inventories and the sluggish domestic and regional steel market.

	
	

	15
	Current year prospects

	
	

	
	The Board does not expect significant improvement in the immediate future.  However, with the pending announcement of the 9th Malaysian Plan which is anticipated to be favourable in the construction sector, and barring unforeseen circumstances, the Board foresees a better prospect of steel consumption from the second half of the year 2006.

	
	

	16
	Profit forecast

	
	

	
	Not applicable as no profit forecast was published.

	
	


	17
	Tax expense

	
	The taxation is derived as below:
	Current Quarter

RM
	Financial

Year-To-Date

RM

	
	Current tax expense
	
	

	
	-  current
	(128,462)
	279,580

	
	-  prior years
	(162,533)
	(162,533)

	
	
	 (290,995)
	117,047

	
	Deferred tax expense
	
	

	
	-  current
	(657,680)
	 51,000

	
	-  prior years
	(27,000)
	(51,000)

	
	Total
	(975,675)
	  117,047

	
	Effective tax rate (current year)
	38.70%
	9.50%

	
	The effective tax rate for the reversal of provision for taxation in the current financial period is much higher than statutory tax rate of 28% mainly due to reversal of over provision of taxation in prior years.

	
	

	
	The effective tax rate for the current financial year is lower than the statutory tax rate of 28% due to non-taxable income and reversal of over provision of taxation in prior years.

	
	

	18
	Unquoted investments and properties

	
	

	
	There were no sales of unquoted investments and properties during the period under review.

	
	

	19
	Quoted investments

	
	

	
	There were no purchases or sales of quoted investments during the quarter under review.

Investment in quoted securities as at 31 December 2005:

	
	
	

	
	
	RM
	

	
	Total investments at cost
	42,200
	

	
	Total investments at carrying value/book value (after provision for diminution in value)
	23,515
	

	
	Total investments at market value at end of reporting period 
	23,515
	   

	
	


	20
	Status of corporate proposal announced

	
	

	(a)
	1. On 14 May 2004, the Company (“YKGI”) announced the following proposals:

	
	

	
	(i) proposed renounceable rights issue of up to a maximum of 22,394,167 new ordinary shares of RM1.00 each in YKGI (“Rights Shares”) on the basis of one (1) Rights Share for every three (3) existing ordinary shares of RM1.00 each in YKGI (“YKGI Shares”) held, at an issue price of RM1.00 per Rights Share (“Proposed Rights Issue”); and

(ii) proposed restricted issue of up to a maximum of 7,395,000 new YKGI Shares (“Restricted Issue Shares”) to the substantial shareholders of YKGI, namely Yung Kong Co Bhd and Marubeni-Itochu Steel Inc. (“MISI”) and investors to be identified later, at an issue price to be determined later (“Proposal Restricted Issue”).

(hereafter collectively referred to as the “Proposals”)

	
	

	
	On 16 July 2004, the Company further announced that the YKGI shares proposed to be allotted to MISI under the Proposed Restricted Issue shall now be allotted to MISI’s associated company, Marubeni-Itochu Steel (M) Sdn Bhd.

	
	

	
	The Company received letter from the Ministry of International Trade and Industry (MITI) dated 8 September 2004 stating that MITI has no objections to the abovementioned Proposals.  Approval from the Securities Commission (“SC”) has been granted on 30 May 2005.

	
	

	
	Shareholders in an Extraordinary General Meeting held on 18 November 2004 had approved the abovementioned Proposals.  

In accordance to SC’s Policies and Guideline on Issue/Offer of Securities, the implementation of the Proposals should be completed within six months from the date of the SC’s approval letter, ie on or before 29 November 2005.  However, YKGI Shares has been trading at below its par value since early September 2005 due to the uncertainty over the stock market and economic conditions.  This has posed difficulty for the Company to procure underwriters for the Proposed Rights Issue.  As such, the Company had on 15 November 2005 applied to SC for an extension of time of six months for possible completion of the abovementioned Proposals, and approval from SC has been granted on 24 November 2005.

	
	

	
	

	(b)
	There were no proceeds raised from any previous corporate proposal and the current proposals are still pending completion.

	
	


	21
	Borrowing and debt securities

	
	

	
	
	Short Term Borrowing

RM’000
	Long Term Borrowing

RM’000

	
	Denominated in Ringgit Malaysia

Secured
	      8,332
	  3,362 

	
	Unsecured
	  151,962
	89,378

	
	Denominated in US Dollar

Unsecured
	      3,608
	-

	
	Total
	  163,902
	92,740

	
	

	22
	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.

	
	

	23
	Changes in material litigation

	
	

	
	There are no changes in material litigation during the period under review.

	
	

	24
	Proposed Dividend

	
	

	
	The directors recommend a first and final dividend of 1% tax exempt per share (2004:  3% tax exempt per share) for the financial year ended 31 December 2005.

	
	

	25
	Earnings per share

	
	

	
	
	Quarter ended 31 Dec
	Period ended 31 Dec

	
	
	2005
	2004
	2005
	2004

	
	
	‘000
	‘000
	‘000
	‘000

	
	Basic earnings per share
	
	
	
	

	
	Net profit/(loss) attributable to ordinary shareholders (RM’000)
	(1,513)
	1,438
	620
	10,106

	
	
	
	
	
	

	
	Number of ordinary shares in 

  issue as at beginning of period
	65,178.3
	64,549.5
	64,579.0
	63,398.0

	
	Effect of shares issued in the  

  Period
	0.0
	29.5
	491.0
	885.7

	
	Weighted average number of 

  ordinary shares in issue
	65,178.3
	64,579.0
	65,070.0
	64,283.7

	
	
	
	
	
	

	
	Basic earnings/(loss) per ordinary share  (sen)
	(2.32)
	2.23
	0.95
	15.72

	
	
	
	
	
	

	
	Diluted earnings per share
	
	
	
	

	
	
	
	
	
	

	
	Net profit/(loss) attributable to ordinary shareholders (RM’000)
	(1,513)
	1,438
	  620
	10,106

	
	
	
	
	
	

	
	Weighted average number of 

  ordinary shares in issue
	65,178.3
	64,579.0
	65,070.0
	64,283.7

	
	Adjustment for share options
	-
	328.8
	-
	    297.8

	
	Adjusted weighted average 

  number of ordinary shares for  

  calculating diluted earnings per 

  ordinary share
	65,178.3
	64,907.8
	65,070.0
	64,581.5

	
	
	
	
	
	

	
	Diluted earnings/(loss) per ordinary share (sen)
	(2.32)
	2.22
	0.95
	15.65
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