ZECON ENGINEERING BERHAD

NOTES TO THE ACCOUNTS FOR THE QUARTER ENDED 30 SEPTEMBER 1999

1.
Accounting Policies

The quarterly financial statements have been prepared using the same accounting policies and methods of computation as compared with the most recent annual financial statement, apart from the profit recognition for construction contracts in respect of contracts not exceeding 3 years,  which have been changed from the completion method to the percentage of completion method. However, the prior year and current year results were not materially affected by this change.

2.
Exceptional Items

There were no exceptional items for the period under review.

3.
Extraordinary Items

There were no extraordinary items for the period under review.

4.
Taxation

No provision for taxation is made for the current year pursuant to the exemption provided by Section 8 of the Income Tax (Amendment) Act, 1999 and there were no deferred taxation or any adjustment  for under/over provision of  taxation in respect of prior years.

5.
Pre-acquisition Profit

There were no pre-acquisition profits or losses for the period under review.

6.
Sales of Investment and/or Properties

There were no sales of investment and properties for the period under review.

7.
Purchase or Disposal of Quoted Securities

(a) Purchase and Disposal of Quoted Securities

There were no purchases and disposals of quoted securities for the period under review.

(b) Total investments in quoted securities as at 30 September 1999 are as follows:-

RM’000



(i)
At cost

Provision for  diminution in value
1,889

-

(ii)
At book value
1,889





(iii)
At market value
2,519
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Notes (continued)

8.
Changes in the Composition of the Group

On 02 July 1999, the Company acquired two(2) fully paid-up ordinary shares of RM1.00 each in Zecon Plantation Sdn Bhd for a cash consideration of RM2.00, representing 100% of its total paid up capital.

9.
Status of Corporate proposals


Pursuant to the Profit Guarantee and Stakeholders’ Agreement (“PGSA”) dated 23 September 1997 entered between the Company, Polymight Sdn Bhd as the Guarantor and PB Trustee Services Berhad, the Guarantor convenant that the group shall achieve a profit before taxation (“PBT”) of not less than RM12.217 million for the  financial year ending 31 December 1998 and RM8.830 for each of the financial years ending 31 December 1999 and 2000, being 90% of the forecast and projected PBT, respectively.

Pursuant to the announcement made to the Kuala Lumpur Stock Exchange on 18 June 1999 and the circular to the Shareholders dated 7 September 1999, the Guarantor had proposed to the  Company to repay the  shortfall in guaranteed profit for the financial year ended 31 December 1998 by five (5) equal annual instalments  and to vary  the terms and conditions of the PGSA.  

For the financial year ended 31 December 1998, the Group’s audited PBT was RM3.17 million representing a shortfall in guaranteed profit of RM9.05 million.  The Guarantor proposed to  repay the Shortfall through five(5) equal annual instalments of RM2.15 million.  The aggregate of the instalment payments of RM10.75 million exceeds the Shortfall by RM1.7 million which is offered by the Guarantor in cognisance of the extended repayment period.

The remaining profit guarantee period is to be extended from two(2) years ending 31 December 2000 to three(3) years ending 31 December 2001.


The aggregate guaranteed PBT for the two(2) financial years ending 31 December 2000 amounting to RM17.66 million will be increased by RM981,000 resulting in a revised aggregate guaranteed PBT of RM18.64 million to be achieved over the Revised Guarantee Period.  The additional guaranteed amount of RM981,000 is offered by the Guarantor in cognisance of the extended guaranteed period.


Shareholders’ approval had been obtained for the proposed revisions through an Extraordinary General Meeting held on 28 September 1999 and  subsequently the  proposals were submitted to the Securities Commission on 25 October 1999 for approval.
10.
Seasonal or Cyclical Factors
There was no material impact on the Group’s performance due to seasonal or cyclical factors.
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Notes (continued)

11.
Issuances and Repayment of Debt and Equity Securities
There were no issuances and repayment of debt and equity securities, share buy-backs, shares cancellation, shares held as treasury shares and resale of treasury shares for the  period under review.

 12.     Group Borrowings and Debt Securities

Short term borrowings
(RM)



Secured 
Nil

Unsecured (denominated in Ringgit Malaysia)
17,600,637

13.
Contingent Liabilities

As at 30 September 1999, the contingent liabilities of the Group amounted to RM2.7 million in respect of the bankers’ guarantees issued to third parties.

14.
Off Balance Sheet Financial Instruments
The Group does not have any financial instruments with off balance sheet risk as at 30 September 1999.

 15.
Material Litigation

The Company is currently engaged in a litigation suit with Lien Hoe Construction Sdn Bhd.  The suit was filed on 5 March 1999 claiming RM3.59 million from Lien Hoe Construction Sdn Bhd for failure to settle the outstanding debt.

Judgment has been granted by the Court in favour of the Company on 27 October 1999.

16.
Segmental Reporting


 Turnover RM’000
Profit/(Loss) Before Tax

RM’000
 Total Assets Employed RM’000



Construction
43,200
2,290
81,699

Trading 
13,163
110
11,178

Quarry operations
1,965
(265)
5,024

Property development
4,479
238
9,102

Non-segment items
-
-
30


62,807
2,373
107,033

Less: Inter-company transactions
(5,834)
-
(11,754)

Associated companies
-
(95)
893


56,973
2,278
96,172
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17.
Material Changes in the Quarterly Results
No comments have been made with the preceding quarter results as there was no  quarterly announcements made previously.  

18.
Review of Performance of the Company and its Principal  Subsidiaries
For the third quarter ended 30 September 1999, the Group recorded a profit before tax of RM1.3 million. The construction division (geotechnical) achieved a commendable profit before tax of RM 1.37 million. The quarry operations incurred losses due to depressed market conditions and lower selling prices resultant from  stiff competition from other suppliers. 

19.
Current Year Prospects

With improved economic condition, the Group is confident of achieving its revised forecast results for the year.

20.
(a)
Variance of Actual Profit from Forecast Profit


Not  applicable.

(b)
Shortfall in the Profit Guarantee


Not applicable.

21.
Dividend
The Board of Directors does not recommend any interim dividend for the financial year ending 31 December 1999.
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