
LATEXX PARTNERS BERHAD (86100-V)

Unaudited consolidated balance sheet of the Group as at

31 December 1999



As at End of Current Quarter 31.12.1999
As at Preceding Corresponding Quarter 31.12.1998



RM’000
RM’000

1
Fixed Assets
94,839
108,060

2
Investment in Associated Companies
-
-

3
Long Term Investments
1,198
1,198

4
Goodwill on consolidation
681
1,113

5
Deferred expenditure
675
610

6
Current Assets




Stocks
57,778
31,873


Trade Debtors
24,401
55,386


Short Term Investments
-
-


Other debtors, deposits and prepayments
6,707
7,702


Fixed deposits
40
504


Cash
13,326
2,790



102,252
98,255

7
Current Liabilities




Short Term Borrowings
48,113
49,166


Trade Creditors
13,324
12,880


Other creditors and accruals
19,455
15,675


Provision for Taxation
-
1,751


Provision for Dividend
1,835
1,600



82,727
81,072

8
Net Current Assets
19,525
17,183



------------
------------



116,918
128,164



======
======

9
Shareholders’ Funds




Share capital
73,381
72,577


Share Premium
862
-


Revaluation Reserves
-
-


Capital Reserves
(281)
(2,466)


Retained profits
28,556
36,417



------------
------------



102,518
106,528

10
Minority interests
(182)
5,414

11
Long Term Borrowings
14,582
16,222

12
Other Long Term Liabilities
-
-



------------
------------



116,918
128,164



======
======

13
Net tangible assets
101,162
104,805

14
Net tangible assets per share   (sen)
1.38
1.44

III
Notes

1. Accounting Policies and Method of Computation

The same accounting policies and methods of computation used in the preparation of the financial statements of the year ended 31 December 1998 have been applied in the preparation of the quarterly financial statements under review.

2. Exceptional Items

The exceptional items for the cumulative period mainly comprise the following: -

· Gain on disposal of 51 % equity in a chemical trading subsidiary

RM 3.4 million

· Exchange loss due to forward hedging of receivables


RM 16.8 million

Receivables of export sales were usually hedged by entering into forward exchange rate contracts.  Such hedging practice was adopted traditionally to address exposure of the Group’s trade to material fluctuation in exchange rate.  However, those contracts locked in before the currency turmoil, is now causing the Group to realize substantial exchange loss, when the exchange rate from US Dollar to ringgit is pegged higher.  As at the year end of 31 December 1999, the Group has made full provision for all such exchange losses.

3. Extraordinary Items

In the opinion of the Directors, there were no material items, transactions or events that are distinct from the ordinary course of business of the Group that have affected the Group’s results and operations substantially, during the period under review.

4. Taxation

No tax provision is made for the period under review, as both core units of the Group, i.e. Latexx Partners Berhad (“Latexx”) and MRG Industries Sdn Bhd (“MRG”), are companies granted tax incentive under the Promotion Investment Act, 1986 as pioneer status companies.  Their adjusted incomes are entirely exempted from income tax until 31 January 2001 and 30 September 2002 respectively.  In addition, it is also a fiscal policy that, all companies’ incomes for the basis year ended in the calendar year of 1999 will be exempted from income tax.

5. Pre-Acquisition Profits

There was no pre-acquisition profit included in the operating profit for the quarter under review.

6. Sale of Investment and/or Properties

There was no sale of investment or properties during the quarter under review.

7. Investment in Quoted Shares

There was no purchase or disposal of quoted securities during the period under review.  The Group’s investment in quoted shares as at 30 September 1999 is as follows: -


RM’000

At cost
5,294

At carrying value
1,198

At market value
1,198

8. Changes in the Composition of the Group

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

9. Status of Corporate Proposals

On 22 September 1999, the Company announced that, it has received requests from the vendors of MRG, a wholly owned subsidiary acquired by the Company in 1998, to vary certain terms and conditions relating to profit warranty provided for MRG’s performance (“Proposed Variation”), and the Board’s decision to initiate the Proposed Variation.  A submission on the Proposed Variation has been made to the Securities Commission (“SC”) on 15 October 1999.  In responding to advice by the SC to seek prior approval of shareholders, the Company held an Extraordinary General Meeting (“EGM”) on 16 February 2000 for this purpose, for which the shareholders’ approval for the Proposed Variation had been obtained.  The Company will resubmit its application to SC for the Proposed Variation in due course.

At the same time, the Company is also granting share options under an Employees’ Share Option Scheme (“ESOS”) approved by the shareholders in 1998, to its Managing Director.  The Managing Director, who has yet to be granted such option is now eligible, in accordance with the ESOS Bye-Laws, to be granted options to subscribe up to 500,000 ordinary shares of RM 1.00 each in the Company.  Via a separate resolution, the Company has obtained the shareholders’ approval for this grant at the EGM on 16 February 2000. 

On 11 May and 27 August 1999, the Company had made announcements in respect of its intention to seek a transfer to the Main Board of the Kuala Lumpur Stock Exchange.  The Company is currently seeking guidance and indulgence from the Securities Commission on certain requirements via its corporate adviser.  The Company will, if permissible, implement this proposal soonest. 

10. Seasonality or Cyclicality of Operations

The manufacture and export of examination gloves remain the Group’s flagship business.  As reported in our preceding quarterly statement, the industry of manufacturing and exporting of examination gloves remain competitive during the period under review.  Despite the Group’s edge of high product quality and standards, its pricing is still to certain extent driven by market supply and demand.  Oversupplies of gloves in the market and price undercutting have caused prices for all grades of examination gloves to drop very significantly, since 1998.  

The Directors are of the opinion that, the price undercutting is bottoming out whilst some players have shut down.  The Group is emerging out of the downturn positively following its appointment as the sole supplier of examination gloves by Maxxim Medical, Inc for the latter’s supplies to Novation Group Inc, a bulk buyer of medical products in USA (more details in notes 18 and 19 below).

Certain new products developed by the Group in 1998, such as the coloured gloves have gain well acceptance from the market in 1999.  Besides, its newly innovated polymer coating process, which enables powder-free chlorination tasks to be carried out more efficiently, has contributed to the Group profit margin, in terms of overhead and labor costs savings. Continuous innovation and product development will be the emphasis and key to greater business prospect for the Group in the future.

11. Issuance and Repayment of Debt and Equity Securities

The Company has an on-going Employees’ Share Option Scheme implemented in November 1998, for which the exercise of options by employees has increased the share capital of the Company in manner as follows: -

Share capital
RM’000

As at 31.12.1998
72,577

As at 30.09.1999
72,590

As at 31.12.1999
73,381

12. Group Borrowings

Group borrowings as at 31 December 1999 :-


Secured
Unsecured
Total





RM’000
RM’000
RM’000

Payable
RM’000

Bank overdraft
793
2,335
3,128

Within 12 months
48,113

Revolving credit
-
2,000
2,000

After 12 months
14,582

Trade facilities
11,829
25,515
37,344




Term loan
7,825
7,797
15,622




Hire purchase
4,601
-
4,601





-------------
-------------
-------------


-------------


25,048
37,647
62,695


62,695


=======
=======
=======


=======

Secured borrowings are collateralized by the following: -

· Legal charge over a subsidiary company’s freehold and leasehold properties

· Fixed and floating charges over all present and future assets of the subsidiary

· Corporate guarantee by the Company

All borrowings are denominated in Ringgit Malaysia.

13. Contingent Liabilities

In the opinion of the Directors, there are no contingent liabilities as at 31 December 1999 to the date of this announcement.

14. Off Balance Sheet Financial Instruments

On 15 November 1999, the Company has entered into a Conditional Second Supplemental Agreement with certain vendors of MRG to initiate the Proposed Variation, as mentioned in note 9 above.  With the shareholders’ approval obtained on 16 February 2000, the consummation of this agreement is now conditional to the approval of the SC.

The effects of forward hedging contracts reported under this section in the preceding quarter’s report have been fully provided in the profit & loss account for in the quarter under review.  

15. Material Litigation

The Company is among the 37 defendants named in a purported class action filed in September 1997 in the United States of America.  The case alleged that users of various natural rubber latex products, including medical gloves made and sold by the Company and other manufacturers and distributors, suffered allergic reactions to the products.  The Company intends to vigorously defend against these actions.  Since the case has not proceeded to a hearing on the merits, the Company is unable to evaluate the extent of any potential liability.  It is crucial for the plaintiff’s lawyer to prove which manufacturer’s gloves were actually in the boxes of latex gloves used by the plaintiffs.  The Directors are of the opinion that, the possibility of the Company incurring a liability in this lawsuit is remote.

16. Segment Information

The information for each of the Group’s industry segments for the period ended and as at 31 December 1999, is as follows: -


Turnover
Profit/(Loss) before tax 
Assets Employed


RM’000
RM’000
RM’000

Manufacturing and sales of examination gloves
85,836
5,755
198,289

Trading in chemical
18,733
2,397
NIL


-------------
-------------
-------------


104,569
8,152
198,289




=======

Exceptional items




Exchange loss due to forward hedging of receivables 
(16,818)
(16,818)


Gain from disposal of chemical trading subsidiary
NA
3,429



-------------
-------------



87,751
(5,237)



=======
=======


17. Comparison with Preceding Quarter’s Results

Group profit/(loss) before tax & MI
RM’000




3rd quarter ended on 30.09.1999
(3,694)

4th quarter ended on 31.12.1999
(7,874)




Variance
(4,180)

The Group has during the 4th quarter under review, made full provision of all exchange loss arising from receivable forward hedging contracts, amounting to some RM 9.3 million.  The relatively larger amount of exchange loss for the 4th quarter has caused the Group to realize an additional loss of RM 4.18 million.  

18. Review of Performance

The effects of rock bottom market prices of examination gloves were continuously felt in the 4th quarter of 1999.  As reported in our preceding quarterly report, the Group had in 1999 deeply affected by falling prices, as result of price undercutting in the industry and shortcomings in forward hedging of receivables.   The Group lost out the opportunity to realize much of its revenues at the prevailing pegged exchange rate of RM 3.80 : USD 1.00, as it has substantial brought forward hedging contracts locked in before the economic crisis.  

In the quarter under review, the Group realized all its remaining forward hedging contracts by making full provision for all exchange losses amounted to some RM 9.3 million.   This provision will enable the Group to account all its revenues in Year 2000 at the pegged exchange rate.

In operation wise, the Group had spent an effective year in 1999 to nurture fruitful business tie-up with certain principal buyers.  Attributable to much of these efforts, the Group has in January 2000 been appointed by Maxxim Medical Inc, one of the largest glove distributors in the USA, as its sole supplier of examination gloves for the latter’s supplies to Novation Group, Inc., a bulk buyer of medical products in USA.

In addition, some of the Group’s new products developed in 1998/1999, like the coloured gloves were well received by the market in 1999.  Newly innovated in-house polymer coating process has enabled the Group to make higher profit margins during the quarter, from overhead and labor costs savings.   

19. Current Year Prospects

Starting afresh with all forward hedging contracts realized in the financial year of 1999, the Group will be able to realize its US Dollar revenues at the prevailing pegged exchange rate of RM 3.80 to USD 1.00.  

Following the appointment by Maxxim Medical Inc., as its sole supplier of examination gloves for supplies to Novation Group Inc., the Group will indirectly benefit from a large long-term contract awarded by Novation Group Inc.  New products and processes churned out by the Group in 1998/1999 have enhanced the Group’s operations in 1999 and are expected to contribute more positively in Year 2000.

The Board is positive that, the Group will emerge out of the downturn in the current year, with much better financial performance.  

20. Variance on Forecast Profit/profit guarantee

(a) Variance of actual profit  from forecast profit

There was no profit forecast made for the financial period under review.

(b) Shortfall in profit warranty

In respect of the acquisition of 60% equity interests in MRG in 1997, the vendors have provided profit warranty on the pre-tax profits of MRG for 3 financial years ended/ending 31 March 1998, 1999 and 2000.  Due to unforeseen market circumstances, i.e. price undercutting and loss of opportunity to capture higher exchange from US Dollar because substantial receivables were hedged forward at pre crisis exchange rate, MRG was not able to perform as projected for the financial year ended 31 March 1999.  Arising from these circumstances, there was a shortfall of actual profit achieved from the profit guaranteed of MRG for the year ended 31 March 1999, of some RM 1.8 million, i.e. the subject matter of the Proposed Variation mentioned in note 9 and 14 above.

21. Dividends

(a) A first and final ordinary dividend has been recommended.

(b) Amount per share


: 2.5 sen (tax exempt)

(c) Date payable 


: to be notified in due course

(d) Interim Dividend was

: None

(e) Annual Dividend per share

:

Ordinary : 2.5 sen (tax exempt)
Preceding year : 8.0 sen (tax exempt)

Preference : Not applicable


(f) 
Total annual dividend 


Current Year ended 31.12.1999
Preceding Year ended 31.12.1998 


RM’000
RM’000

Ordinary
1,835
1,600

Preference
-
-


---------
---------


1,835
1,600


=====
=====

The dividend amount above of approximately RM 1,835,000 was determined based on the issued share capital of the Company as at 31 December 1999.  Considering that the Company has an ongoing Employees’ Share Option Scheme, the dividend amount for the year will be calculated again based on the issued share capital of the Company as at the book closure date and the dividend per share recommended above.

22. Year 2000 (“Y2K”)  Compliance

The Group’s operations resumed as usual in January 2000 and accordingly, there was no Y2K problem.

By Order of the Board

Ong Wei Yeang

Secretary

Kuala Lumpur

Date: 28 Feb 2000
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