ZECON ENGINEERING BERHAD

NOTES TO THE INTERIM  FINANCIAL REPORT FOR THE  QUARTER ENDED 31 DECEMBER 2003

1. Basis of preparation

The interim financial report is unaudited and has been prepared in accordance with the requirements of MASB 26, Interim Financial Reporting and Paragraph 9.22 of the Listing Requirements of the Malaysia Securities Exchange Berhad.

The interim financial report should be read in conjunction with the audited financial statements for the year ended 31 December 2002. 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 the Group since the financial year ended 31 December 2002.


The accounting policies and methods of computation used in the preparation of the quarterly financial report are consistent with those adopted in the audited financial statements for the financial year ended 31 December 2002 except for the adoption of MASB 25, 27, 28 and 29 which became effective from 1 January 2003. 

The adoption of MASB 27 and 28 have not given rise to any adjustments to the opening balances of retained profits of the prior year and the current period or to changes in comparatives.

The changes and effects of adopting MASB 25 and 29 which resulted in prior year adjustments are as follows:-

(a) Change in Accounting Policies
(i)
 MASB 25: Income Taxes


Previously deferred tax liabilities were provided for all material timing differences and where the timing differences gave rise to deferred tax benefits, these tax benefits were not recognized. This policy has been changed to give recognition to all taxable temporary differences. Deferred tax assets will be recognized when there is a probability of deferred tax benefits.

(ii) MASB 29 : Employee Benefits


The adoption of MASB 29 resulted in the Group making provisions for obligations in respect of employee benefits in the form of gratuities and accumulated compensated absences.  The obligations were not provided for prior to the adoption of MASB 29.

(b) Prior Year Adjustments

The change in accounting policies have been applied retrospectively and comparatives have been restated. The effects of the change in accounting policy are as follows:-

	
	2003

	
	RM’000

	Effect on retained profit :
	

	                                                                                                                                                                                                                              A  At 1 January
	27,840

	Effects of adopting MASB 25

Effects of adopting MASB 29
	16

(1,423)

	At 1 January as restated
	26,433

	
	

	Effect on net profit for the year :
	

	Net profit before change in
	

	accounting policy
	5,597

	Effects of adopting MASB 25

Effects of adopting MASB 29
	3

(828)

	Net profit for the period
	4,772
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Comparative amounts as at 31 December 2002 have been restated as follows:

	
	Previously
	
	

	
	Stated
	Adjustments
	As Restated

	
	RM’000
	RM’000
	RM’000

	Deferred  tax liabilities 
	838
	253
	1,091

	Revaluation reserve

Employee benefits obligation
	962

0
	(269)

1,423
	693

1,423


2 Auditors’ report on preceding annual financial statements

The Group’s financial statements for the year ended 31 December 2002 were reported on without any qualification.

3 Seasonal or cyclical factors

The Group’s performance in the current quarter and financial year-to-date was not affected by any seasonal or cyclical factors.

4 Unusual items

There were no unusual items affecting assets, liabilities, equity, net income or cash flows during the quarter and financial year-to-date.

5 Changes in estimates

There were no significant changes in the estimates of amounts reported in prior quarters which have a material impact on the current financial statements.

6 Debt and equity securities

Except for the issuance of 170,000 ordinary shares of RM1.00 each pursuant to the Company’s Employees’ Share Option Scheme at an option price of RM2.34 per share for the current quarter under review, there were no other issuances and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the current financial year-to-date.

7 Dividends paid
During the quarter and financial year-to-date, the Company did not pay any dividend.
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8. Segmental Reporting

	
	Construction
	Trading
	Property

Development

	Others
	Eliminations
	Total

	
	
	
	
	
	
	

	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000

	REVENUE
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	External sales
	153,372
	
	700
	
	0
	
	0
	
	
	
	

	Inter-segment sales
	19,279
	
	0
	
	0
	
	0
	
	(19,279)
	
	

	Total Revenue
	172,651
	
	700
	
	0
	
	0
	
	(19,279)
	
	154,072

	
	
	
	
	
	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Segment operating profit/(loss)
	1,157
	
	(305)
	
	(25)
	
	(12)
	
	
	
	815

	Unallocated expenses
	
	
	
	
	
	
	
	
	
	
	(54)

	Operating profit
	
	
	
	
	
	
	
	
	
	
	761      

	Interest expense
	
	
	
	
	
	
	
	
	
	
	(2,300)

	Interest income
	
	
	
	
	
	
	
	
	
	
	3,218

	Share of profit of associates
	
	
	(10)
	
	
	
	
	
	
	
	     (10) 

	Share of profit from joint venture
	5,074
	
	
	
	
	
	
	
	
	
	5,074

	Profit before taxation
	
	
	
	
	
	
	
	
	
	
	6,743

	Income taxes
	
	
	
	
	
	
	
	
	
	
	(2,053)

	Profit after taxation
	
	
	
	
	
	
	
	
	
	
	4,690

	Minority interests
	
	
	
	
	
	
	
	
	
	
	82

	Net profit
	
	
	
	
	
	
	
	
	
	
	4,772


9. Carrying amount of revalued assets

There were no changes to the revalued amount of property, plant and equipment brought forward to the financial year-to-date.

10. Subsequent events

There were no material events subsequent to the end of the current quarter which have not been reflected in the interim financial statements.

11. Changes in the composition of the group


On 29 January 2003, Zecon Properties Sdn. Bhd. (‘ZPSB’), a wholly-owned subsidiary of the company, completed the acquisition of the entire issued and paid-up share capital of Zecon Australia Pty. Ltd., comprising 1,000 ordinary shares of AUD1.00 each, for a purchase consideration of AUD1,000. 

Subsequently, on 27 October 2003 ZPSB acquired 100,000 ordinary shares of RM1.00 each representing 100% of the total issued and paid-up capital in IR Concept (M) sdn Bhd for a consideration of RM2.00.
12. 
Changes in contingent liabilities and contingent assets

The Group does not have any contingent liabilities or assets as at the end of current quarter and financial year-to-date.
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13
Capital commitments


The were no capital commitments during the quarter and financial year-to-date.

14
Review of performance of the company and its principal subsidiaries

During the year ended 31 December 2003, the Group has shown better results compared to the  previous year due to higher revenue generated from the construction sector.  This has resulted in a profit before tax of RM6.743 million for the year ended 31 December 2003 as compared to a profit before tax of RM5.698 million for the  corresponding year ended 31 December 2002.

15 Material changes in the quarterly results


For the fourth quarter ended 31 December 2003, the Group recorded a profit before tax of RM4.761 million as compared to the profit before tax of RM1.14 million reported in the third quarter ended 30 September, 2003.  The higher profit achieved was mainly due to higher revenue generated from the construction sector. 
16 Current year Prospects


The fourth quarter results has shown significant improvement due to higher revenue generated from the construction sector.  This sector is expected to remain as the major contributor to the Group’s earnings.
17
(a)
Variance of Actual Profit from Forecast Profit



Not applicable.

(b) Profit Guarantee

Not applicable.

18
Taxation



                 RM’000

	Current period provision

	806

	Deferred taxation
	(194)

	Share of tax on - joint venture profit
	1,421

	                       - Associated companies
	     20

	
	2,053



The taxation of the Group for the period is disproportionate to the results mainly due to the absence of group relief for losses suffered by certain subsidiaries and certain expenses disallowed for tax purposes.

19 Sale of unquoted investment and/or properties

There were no sales of unquoted investments or properties during the quarter and financial year-to-date.
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20
Purchase or disposal of quoted securities

(a) Purchases and disposals of Quoted Securities


There were no purchases or disposals of quoted securities for the current quarter and financial year-to-date.

(b) Total investment in quoted securities as at 31 December 2003 were as follows:

	 
	RM’000

	(i)   At cost
	2,159

	      Provision for diminution in value
	0

	(ii)  At book value
	2,159

	
	

	(iii)   At market value
	1,283


21 Status of corporate proposals

On 25 March 2003, Zecon Properties Sdn Bhd (ZPSB), a wholly-owned subsidiary of the Zecon Engineering Berhad (Zecon or the Company)  entered into several Conditional Share Sale Agreements (SSAs) with the respective shareholders of Zalpoint Corporation Sdn Bhd (ZCSB), Zalpoint Petra Jaya Sdn Bhd (ZPJSB), Zalpoint Tanah Putih Sdn Bhd (ZTPSB) and Zalpoint Demak Jaya Sdn Bhd (ZDJSB) for the acquisition of the entire equity interest in these companies (Proposed Acquisitions).  

The Proposed Acquisition of the abovementioned companies is conditional upon the following:

(i) outcome of the due diligence review to be conducted;

(ii) approval of the Foreign Investment Committee;

(iii) approval of the Company’s shareholders; and

(iv) approval of any other relevant authorities.

The Proposed Acquisition of ZPJSB, ZTPSB and ZDJSB is also conditional upon the Proposed Acquisitions of ZCSB.


On 24 July 2003, the Company announced to the Malaysia Securities Exchange Berhad on the extension of time for another two (2) months from the date of announcement to submit the Proposed Acquisitions to the Foreign Investment Committee and all other relevant authorities as the Company is in the process of finalizing the financial and legal due diligence reports. 

On 23 September 2003, the Company announced that the submission on the Proposed acquisitions was delayed as the parties concerned are still in the midst of re-negotiating the terms to the proposed acquisition. Further announcement will be made once the terms are finalized.


On 15 December 2003, all parties to the SSA dated 25 March 2003 entered into for the Proposed Acquisitions, mutually entered into rescission agreements to rescind the abovementioned SSAs and on the same date Zecon and ZPSB entered into new SSAs to acquire ZCSB, ZPJSB, ZTPSB and ZDJSB as detailed below:

          a)   Zecon entered into a Conditional Share Sale Agreement (CSSA) with the respective shareholders of ZCSB, for the acquisition of the entire equity interests in ZCSB for a consideration of RM45 million to be satisfied by way of RM5.5 million cash and the balance of RM39.5 million via issuance of 9,587,300 new ordinary shares of RM1.00 each in the Company at an issue price of RM4.12 per share; and  
b) ZPSB entered into CSSA with the respective shareholders of ZPJSB, ZTPSB and ZDJSB for a consideration of RM2.00 each for the Proposed Acquisitions.
The Company is in the midst of preparing submission to the relevant authorities.
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22. Group borrowings and debt securities

	Short term borrowings

	RM’000

	Unsecured (denominated in Ringgit Malaysia)
	87,521


23
Off  Balance Sheet financial instruments


The Group does not have any financial instruments with off Balance Sheet risk as at the date of this announcement.

24
Material litigation


There are no pending material litigations as at the date of this announcement.

25 Earnings per share

	
	Individual quarter ended

	
	31.12.2003
	
	31.12.2002

	Earnings
	
	
	

	Net profit for the quarter (RM)
	3,379,448
	
	6,785,000

	
	
	
	

	Weighted average number of ordinary shares
	
	
	

	
	
	
	

	Issued ordinary shares at beginning of the period
	44,866,000
	
	44,519,000

	Effect of shares issued during the quarter ended
	
	
	

	         31 December 2003.
	129,667
	
	21,000

	Weighted average number of ordinary shares
	44,995,667
	
	44,540,000

	Effect of share options
	327,600
	
	272,182

	Weighted average number of ordinary shares (diluted)
	45,323,267
	
	44,812,182

	Basic (sen)
	7.51
	
	15.23

	Diluted (sen)
	7.46
	
	15.14

	
	

	
	Cumulative year to date

	
	31.12.2003
	
	31.12.2002

	Earnings 
	
	
	

	Net profit/(loss) for the year (RM)
	4,772,448
	
	4,053,248

	
	
	
	

	Weighted average number of ordinary shares
	
	
	

	
	
	
	

	Issued ordinary shares at beginning of the period
	44,550,000
	
	42,000,000

	Effect of shares issued during the quarter ended
	
	
	

	         31 December2003
	239,667
	
	2,058,400

	Weighted average number of ordinary shares 
	44,789,667
	
	44,058,400

	Effect of share options
	198,284
	
	489,593

	Weighted average number of ordinary shares (diluted)
	44,987,951
	
	44,547,993

	Basic (sen)
	10.66
	
	9.20

	Diluted (sen)
	10.61
	
	9.10
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26 Authorisation for Issue

The interim financial statements were authorised for issue by the Board of Directors pursuant to the  Meeting held on 25 February 2004.
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