YUNG KONG GALVANISING INDUSTRIES BERHAD   (Company No. 032939-U)
UNAUDITED QUARTERLY REPORT ON CONSOLIDATED RESULTS FOR THE FINANCIAL QUARTER ENDED 31 MARCH 2006
NOTES TO THE ACCOUNTS:-

	1
	Basis of Preparation

	
	

	
	The interim financial report has been prepared in accordance with FRS 1342004 : Interim Financial Reporting issued by the Malaysian Accounting Standards Board (“MASB”) and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa”).  

	
	

	
	The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2005.  These explanatory notes attached to the interim financial statement provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the year ended 31 December 2005.

	
	

	2
	Changes in Accounting Policies

	
	

	
	The significant accounting policies adopted in the interim financial report are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the new/revised Financial Reporting Standards (“FRS”) issued by MASB that are effective for financial period beginning 1 January 2006:

	
	

	
	FRS 2
	Share-based Payment

	
	FRS 3
	Business Combinations

	
	FRS 5
	Non-current Assets Held for Sale and Discontinued Operations

	
	FRS 101
	Presentation of Financial Statements

	
	FRS 102
	Inventories

	
	FRS 108
	Accounting Policies, Changes in Estimates and Errors

	
	FRS 110
	Events after the Balance Sheet Date

	
	FRS 116
	Property, Plant and Equipment

	
	FRS 121
	The Effects of Changes in Foreign Exchange Rates

	
	FRS 127
	Consolidated and Separate Financial Statements

	
	FRS 132
	Financial Instruments:  Disclosure and Presentation

	
	FRS 133
	Earnings Per Share

	
	FRS 136
	Impairment of Assets

	
	FRS 138
	Intangible Assets

	
	FRS 140
	Investment Property

	
	
	

	
	New/revised FRSs which would be adopted from the financial year beginning 1 January 2007 are:



	
	FRS 117
	Leases

	
	FRS 124
	Related Party Disclosures

	
	

	
	The adoption of FRS 2, 5, 108, 110, 116, 121, 127, 132 and 133 does not have significant financial impact on the Group for the current quarter under review.  The principal effects of the changes in accounting policies resulting from the adoption of the new/revised FRSs are discussed below:


	(a)
	FRS 3: Business Combinations, FRS 136: Impairment of Assets and FRS 138: Intangible Assets

	
	

	
	The new FRS 3 has resulted in consequential amendments to two other accounting standards, FRS 136 and FRS 138.

	
	

	
	Following the adoption of these new FRSs, goodwill is no longer amortised but instead is tested annually for impairment or more frequently if events or changes in circumstances indicate that it might be impaired.  Any impairment loss is recognized in profit or loss and subsequent reversal is not allowed.   

	
	

	
	The goodwill of the Group subsisting at 31 December 2005 arose from an acquisition carried out in late 2005 and was not amortised in that year.  Consequently, the adoption of the above standards has no financial impact to the Group.

	
	

	(b)
	FRS 101:  Presentation of Financial Statements

	
	

	
	The adoption of the revised FRS 101 has affected the presentation of minority interest, and other disclosures.  In the consolidated balance sheet, minority interests are now presented within total equity.  In the consolidated income statement, minority interests are presented as an allocation of the net profit or loss for the period.  A similar requirement is also applicable to the statement of changes in equity.  FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognized income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interests.

	
	

	
	The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.

	
	

	3
	Declaration of audit qualification

	
	

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

	
	

	4
	Seasonality or Cyclicality of interim operations

	
	

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

	
	

	5
	Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size or incidence

	
	

	
	There were no items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size and incidence.


	6
	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 that have had material effect in the current quarter’s results.

	
	

	7
	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.  

	
	

	8
	Dividends

	
	

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

	
	

	9
	Segmental reporting

	
	

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

	
	

	10
	Valuation of property, plant and equipment

	
	

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

	
	

	11
	Material events subsequent to the end of the interim period

	
	

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

	
	

	12
	Changes in composition of the Group

	
	

	
	There was no change in the composition of the Group for the current quarter under review.

	
	

	13
	Changes in contingent liabilities or contingent assets

	
	

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

	
	

	14
	Review of performance

	
	

	
	The Group’s total revenue for the quarter under review increased by 24% to RM77 million when compared to the corresponding period in the previous year. The improvement was due to stronger demand for the Group’s products.  Pretax loss for the financial quarter was RM5.52 million.  


	15
	Variation of results against preceding quarter

	
	

	
	For the quarter under review, the Group recorded a pretax loss of RM5.52 million, as compared to a pretax loss of RM2.52 million in the previous quarter.  The higher loss was attributable to higher cost of raw materials and lower selling price of the Group’s products.

	
	

	16
	Current year prospects

	
	

	
	The selling price of the Group’s products is expected to increase gradually with improved demands.  However, the cost of production will be on the up trend due to tight supply of cold rolled coils and the strong zinc price currently experienced.  It is anticipated that the industry business scenario can only be stabilized in later half of the year.

	
	

	17
	Profit forecast

	
	

	
	Not applicable as no profit forecast was published.

	
	

	18
	Tax expense

	
	The taxation is derived as below:
	Current Quarter

RM
	Financial

Year-To-Date

RM

	
	Current tax expense
	
	

	
	-  current
	182,500
	182,500

	
	
	 182,500
	 182,500

	
	Deferred tax expense
	
	

	
	-  current
	(1,276,000)
	(1,276,000)

	
	-  prior years
	(8,000)
	(8,000)

	
	Total
	(1,101,500)
	(1,101,500)

	
	Effective tax rate (current year)
	20.00%
	20.00%

	
	The effective tax rate in the current financial period is lower than statutory tax rate of 28% due to the reversal of deferred tax liabilities during the quarter under review following the losses incurred.

	
	

	19
	Unquoted investments and properties

	
	

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

	
	

	20
	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 
	22,795
	   

	
	

	21
	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 with 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 have 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.


	
	After considering the current market scenario, the Board of Directors has in a meeting on 5 May 2006 resolved to abort the above Proposals with immediate effect.

	
	

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

	
	

	22
	Borrowing and debt securities

	
	

	
	As at 31 March 2006
	Short Term Borrowing

RM’000
	Long Term Borrowing

RM’000

	
	Denominated in Ringgit Malaysia

Secured
	      9,714
	  3,146 

	
	Unsecured
	  143,941
	96,688

	
	Denominated in US Dollar

Unsecured
	      2,292
	-

	
	Total
	  155,947
	99,834

	
	

	23
	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.

	
	

	24
	Changes in material litigation

	
	

	
	There are no material litigations during the period under review.

	
	

	25
	Proposed Dividend

	
	

	
	The Board of Directors has not recommended any interim dividend for the financial quarter ended 31 March 2006.

	
	

	26
	Earnings per share

	
	

	
	
	Quarter ended 31 Mar
	Period ended 31 Mar

	
	
	2006
	2005
	2006
	2005

	
	
	‘000
	‘000
	‘000
	‘000

	
	Basic earnings per share
	
	
	
	

	
	Net profit/(loss) attributable to the equity holders of the parent (RM’000)
	(4,548)
	1,683
	(4,548)
	1,683

	
	
	
	
	
	

	
	Number of ordinary shares in 

  issue as at beginning of period
	65,178.3
	64,579.0
	65,178.3
	64,579.0

	
	Effect of shares issued in the  

  Period
	0.0
	186.5
	0.0
	186.5

	
	Weighted average number of 

  ordinary shares in issue
	65,178.3
	64,765.5
	65,178.3
	64,765.5

	
	
	
	
	
	

	
	Basic earnings/(loss) per ordinary share  (sen)
	(6.98)
	2.60
	(6.98)
	2.60

	
	
	
	
	
	

	
	
	Quarter ended 31 Mar
	Period ended 31 Mar

	
	
	2006
	2005
	2006
	2005

	
	
	‘000
	‘000
	‘000
	‘000

	
	Diluted earnings per share
	
	
	
	

	
	
	
	
	
	

	
	Net profit/(loss) attributable to equity holders of the parent (RM’000)
	(4,548)
	1,683
	(4,548)
	1,683

	
	
	
	
	
	

	
	Weighted average number of 

  ordinary shares in issue
	65,178.3
	64,765.5
	65,178.3
	64,765.5

	
	Adjustment for share options
	0.0
	163.3
	0.0
	163.3

	
	Adjusted weighted average 

  number of ordinary shares for  

  calculating diluted earnings per 

  ordinary share
	65,178.3
	64,928.8
	65,178.3
	64,928.8

	
	
	
	
	
	

	
	Diluted earnings/(loss) per ordinary share (sen)
	(6.98)
	2.59
	(6.98)
	2.59
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