ZECON ENGINEERING BERHAD

NOTES TO THE INTERIM  FINANCIAL REPORT FOR THE  QUARTER ENDED 30 JUNE 2004

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 2003. 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 2003.


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 2003. 
2. Auditors’ report on preceding annual financial statements

The Group’s financial statements for the year ended 31 December 2003 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 458,000 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
	87,826
	
	30
	
	677
	
	0
	
	
	
	

	Inter-segment sales
	0
	
	0
	
	0
	
	0
	
	0
	
	

	Total Revenue
	87,826
	
	30
	
	677
	
	0
	
	0
	
	88,533

	
	
	
	
	
	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Segment operating profit/(loss)
	(326)
	
	(71)
	
	(90)
	
	(14)
	
	
	
	(501)

	Unallocated expenses
	
	
	
	
	
	
	
	
	
	
	(27)

	Operating profit
	
	
	
	
	
	
	
	
	
	
	(528)      

	Interest expense
	
	
	
	
	
	
	
	
	
	
	(3,216)

	Interest income
	
	
	
	
	
	
	
	
	
	
	98

	Share of profit of associates
	
	
	33
	
	
	
	
	
	
	
	         33 

	Share of profit from joint venture
	4,102
	
	
	
	
	
	
	
	
	
	4,102

	Profit before taxation
	
	
	
	
	
	
	
	
	
	
	489

	Income taxes
	
	
	
	
	
	
	
	
	
	
	(176)

	Profit after taxation
	
	
	
	
	
	
	
	
	
	
	313

	Minority interests
	
	
	
	
	
	
	
	
	
	
	10

	Net profit
	
	
	
	
	
	
	
	
	
	
	323


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


On 09 July 2004, Zecon Properties Sdn Bhd (“ZPSB”) and Zecon Mutiara Sdn Bhd (“ZMSB”), the wholly-owned subsidiaries of the Company have each subscribed for one (1) ordinary share of RM1.00 each representing 100% of the total issued and paid up capital in Zecon Designtech Sdn Bhd for a consideration of RM2.00.

On 15 July, 2004, the Company subscribed for fifty-one (51) ordinary shares of RM1.00 each representing 51% of the total issued and paid up capital in Zecon-Esec Engineering Sdn Bhd for a consideration of RM51.00.
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11. Changes in the composition of the group

On 15 January 2004, the Company disposed its entire investment of 30% in Tripile Sdn Bhd to Mr. Lim Boon Hua for a total consideration of BS1.00.


On 03 February 2004, Castcrete Industries Sdn Bhd , an associate of the Company was struck off from the register by the Companies Commission of Malaysia.

On 15 March 2004, Zecon Properties Sdn. Bhd. (‘ZPSB’), a wholly-owned subsidiary of the Company, acquired two (2) ordinary shares of RM1.00 each representing 100% of the total issued and paid-up capital in ZPM Satu sdn Bhd for a consideration of RM2.00.


On 02 April 2004, a 50:50 jointly controlled entity known as N S Water-Zecon JV Sdn Bhd  was formed between the Company and N S Water Konsortium Sdn Bhd.


On 19 May 2004, the Company disposed off its 51% owned subisidiary, Zecon Geotechnique Sdn Bhd for a total consideration of RM2.00 and on the same day, Zecon Geotechnical Services Sdn Bhd, a wholly-owned subsidiary of the Company, disposed off its wholly-owned subsidiary company, PS Sealand Geotechnics Sdn Bhd for a total consideration of RM2.00. 


On 18 June 2004, the Company acquired one (1) share of US$1.00 per share representing 100% of the total issued and paid up capital in Capital Galaxy Assets Limited (“CGAL”) for a consideration of US$1.00.  Subsequently, CGAL changed its name to Zecon International Limited.
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.

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 quarter ended 30 June 2004, the Group has shown a lower profit before tax (“PBT”) compared to the corresponding period last year due to higher finance cost incurred.  This has resulted in a PBT of RM487,084 for the period ended 30 June 2004 as compared to PBT of RM1,982,672 for the corresponding period ended June 2003. 
15. Material changes in the quarterly results


For the second quarter ended 30 June 2004, the Group recorded a PBT of RM487,084 as compared to PBT of RM164,123 in first quarter ended 31 March 2004.  The higher profit was mainly due to higher revenue generated from construction sector.
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16. Current year Prospects


The second quarter results has shown improvement due to higher revenue generated from the construction sector. This positive trend is expected to continue in the subsequent quarters as the current jobs are progressing steadily over the period.
17.
(a)
Variance of Actual Profit from Forecast Profit



Not applicable.

(b) Profit Guarantee

Not applicable.

18.
Taxation



                 RM’000

	Current period provision

	139

	Deferred taxation
	         28

	Share of tax in associated companies
	9

	
	176



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.

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
	(600)

	(ii)  At book value
	1,559

	
	

	(iii)   At market value
	1,322
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21. Status of corporate proposals

I)
Proposed acquisition of Zalpoint Corporation Sdn Bhd 

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  

c) ZPSB entered into CSSA with the respective shareholders of ZPJSB, ZTPSB and ZDJSB for a consideration of RM2.00 each for the Proposed Acquisitions.


On 22 March 2004, the Company entered into a conditional Supplemental SSA with the shareholders of ZCSB (“Supplemental SSA”) to adjust the issue price of the Company’s shares to be issued for the balance of the purchase consideration totaling RM39.5 million for the Proposed Acquisition of ZCSB.


On 14 April 2004, the Company further announced that the abovementioned application would be delayed until 31 May 2004.

The abovementioned application has been submitted to the relevant authorities on 31 May 2004 and the Company is awaiting for authorities’ decisions.
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21. Status of corporate proposals (Cont’d)

II)
Proposed Bonus Issue

On 22 March 2004, the Company announced its proposal to implement a bonus issue of approximately 27,720,000 new ordinary shares of RM1 each to be credited as fully paid to its shareholders on the basis of three (3) shares for every five (5) existing shares held on entitlement date (“Proposed Bonus Issue”).

III)
Proposed increase in authorised share capital and amendments to the Memorandum of Association

In conjunction with the Proposed Bonus Issue, the Company is proposing to increase its authorised share capital from RM50,000,000 to RM500,000,000 shares, comprising 500,000,000 ordinary shares of RM1 each.  In view thereof, the Company is proposing to amend its existing Memorandum of Association to reflect the increase in authorised share capital.

The Circular to Shareholders for items II and III above was issued on 13 July 2004 and the Extraordinary General Meeting will be held on 05 August, 2004
22. Group borrowings and debt securities

	Short term borrowings

	RM’000

	Unsecured (denominated in Ringgit Malaysia)
	111,635


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.

6
ZECON ENGINEERING BERHAD

NOTES TO THE INTERIM  FINANCIAL REPORT FOR THE  QUARTER ENDED 30 JUNE 2004

25. Earnings per share

	
	Individual quarter ended

	
	30.06.2004
	
	30.06.2003

	Earnings
	
	
	

	Net profit for the quarter (RM)
	232,999
	
	1,326,332

	
	
	
	

	Weighted average number of ordinary shares
	
	
	

	
	
	
	

	Issued ordinary shares at beginning of the period
	45,494,000
	
	44,550,000

	Effect of shares issued during the quarter ended
	
	
	

	         30 June 2004.
	0
	
	254,333

	Weighted average number of ordinary shares
	45,494,000
	
	44,804,333

	Effect of share options
	122,821
	
	237,627

	Weighted average number of ordinary shares (diluted)
	45,616,821
	
	45,041,960

	Basic (sen)
	0.51
	
	2.96

	Diluted (sen)
	0.51
	
	2.94

	
	

	
	Cumulative year to date

	
	30.06.2004
	
	30.06.2003

	Earnings 
	
	
	

	Net profit/(loss) for the year (RM)
	321,999
	
	1,393,332

	
	
	
	

	Weighted average number of ordinary shares
	
	
	

	
	
	
	

	Issued ordinary shares at beginning of the period
	45,036,000
	
	44,550,000

	Effect of shares issued during the period ended
	
	
	

	         June 2004
	333,667
	
	249,083

	Weighted average number of ordinary shares 
	45,369,667
	
	44,799,083

	Effect of share options
	138,505
	
	186,374

	Weighted average number of ordinary shares (diluted)
	45,508,172
	
	44,985,457

	Basic (sen)
	0.71
	
	3.11

	Diluted (sen)
	0.71
	
	3.10


26. Authorisation for Issue

The interim financial statements were authorised for issue by the Board of Directors pursuant to the  Meeting held on 05 August 2004.
===
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