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Notes to INTERIM FINANCIAL STATEMENTS 
FOR THE third quarter ENDED 30 SEPTEMBER 2010
1.
BASIS OF PREPARATION


The interim financial statements are unaudited and have been prepared in accordance with FRS 134: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Securities.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the financial year ended 31 December 2009. The interim financial statements should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2009.
2.
AUDITOR’S REPORT ON PRECEDING FINANCIAL STATEMENTS


The auditor’s report on the financial statements of the Group and the Company for the financial year ended 31 December 2009 was not subject to any qualification.

3.
SEASONAL OR CYCLICAL FACTORS 

The manufacture and export of examination gloves remain the flagship business of the Group and generally, this industry is not subject to seasonal or cyclical type of activity.

4.
UNUSUAL ITEMS AFFECTING FINANCIAL STATEMENTS


There were no unusual items affecting assets, liabilities, equity, net income or cash flows because of their nature, size or incidence.
5.
MATERIAL CHANGES IN ACCOUNTING estimates

There were no material changes in estimates that have a material effect in the current financial quarter.

6.
DEBT AND EQUITY SECURITIES
Share Buy-back:

During the current quarter, the Company purchased 353,500 ordinary shares of RM0.50 each from Bursa Malaysia Securities Berhad, for a total consideration of RM1.22 million. The shares are now maintained as Treasury Shares.
7.   DIVIDENDS PAID

A first interim tax exempt dividend of 2.5 sen per ordinary share of RM0.50 each in respect of the current financial year was paid on 5 July 2010.
A second interim tax exempt dividend of 2.5 sen per ordinary share of RM0.50 each in respect of the current financial year was paid on 5 October 2010.
8. SEGMENTAL  REPORTING

The Group is principally engaged in the manufacturing and sales of examination gloves.  Accordingly, the Group does not have other segment which is to be disclosed under the requirements of Financial Reporting Standard “FRS 114”.
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9.
VALUATIONS OF PROPERTY, PLANT AND EQUIPMENT


The valuations of property, plant and equipment have been brought forward without amendment from the annual audited financial statements for the year ended 31 December 2009.

10.
EVENTS SUBSEQUENT TO THE END OF INTERIM PERIOD
There were no material events subsequent to the end of the current quarter ended 30 September 2010 that have not been reflected in the financial statements for the interim period. 
11.
CHANGES IN THE COMPOSITION OF THE GROUP

There was no change in the composition of the Group during the current financial quarter.
12.
CONTINGENT LIABILITIES OR CONTINGENT ASSETS

Contingent Liabilities
                                                                                                                As at                      As at  

(i) Corporate Guarantee granted to a subsidiary company:            30.09.2010            31.12.2009
                                                                                                                     RM’000                  RM’000
      

( a )  Corporate guarantee for unsecured banking facilities             150,775                 42,750   

       
( b )  Corporate guarantee for secured banking facilities                   15,500                 67,500    

       
( c )  Corporate guarantee in respect of supplier’s credit                     2,000                   2,150    

(ii) On 24th September 2010, the Director General of the Inland Revenue Board issued a notice of additional tax payable to our subsidiary company, Latexx Manufacturing Sdn. Bhd. “LMSB”, arising from a reassessment of tax liability for the year of assessment 2000. The additional tax plus penalty was RM6,615,529.41.

The Director General has ruled that LMSB had not complied with one of the conditions as stipulated in the pioneer status certificate issued by the Ministry of International Trade and Industry by exporting examination gloves through Latexx Partners Berhad, “LPB”, a parent company that holds 100% shareholding in LMSB.

The Board of Directors is of the opinion that LMSB had complied with all the conditions as stipulated and all goods manufactured by LMSB were ultimately exported. A notice of appeal was filed on 20th October 2010 to the Special Commissioners of Tax to reverse the decision of the Director General of the Inland Revenue Board. The Special Commissioners are yet to set a date for hearing of our appeal.
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13.
CAPITAL COMMITMENTS


The amount of commitments for the purchase of property, plant and equipment not provided for in the interim financial statements as at 30 September 2010 is as follows:











          RM’000

Approved Capital Expenditure:






 Non-contracted for:

   Plant and machineries






            43,500










           ======
14.
SIGNIFICANT RELATED PARTY TRANSACTIONS











9 months ended











    30.09.2010











       RM’000

Purchases of latex concentrate from a related company

- Gunung Resources Sdn. Bhd.





        46,118










         =====

Mr. Low Bok Tek is deemed to have substantial shareholding in Latexx Manufacturing Sdn. Bhd. and a director of Gunung Resources Sdn. Bhd.

All the above transactions were carried out on terms and conditions not materially different from those obtainable in transactions with unrelated parties and in the ordinary course of business of the Group.
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15.
REVIEW OF PERFORMANCE

	
	3 Months Ended
	9 Months Ended

	
	3Q10
	3Q09
	Variance
	9M10
	9M09
	Variance

	
	RM ‘000
	RM ‘000
	%
	RM ‘000
	RM ‘000
	%

	Revenue
	129,878
	80,839
	60.7
	390,532
	225,587
	73.1

	PBT
	20,168
	14,276
	41.3
	67,531
	34,832
	93.9

	PAT
	17,625
	14,274
	23.5
	59,891
	34,827
	72.0


The Group recorded revenue of RM129.88 million for 3Q10, a 60.7% growth from the same quarter a year ago. For the current quarter the Group achieved profit before tax of RM20.17 million, an increase of 41.3% from RM14.28 million in the same quarter last year.  Profit after tax came in at RM17.63 million, an increase of 23.5% from RM14.27 million in the same quarter last year.  

For the current year to date, the Group’s revenue increased 73.1% to RM390.53 million from RM225.59 million in the corresponding period last year.  Profit before tax and profit after tax comparing to the same period last year has increased by 93.9% and 72.0% respectively to RM67.53 million and RM59.89 million.

The increase in the Group’s revenue and improvement in the net profit of the current year was mainly due to the increase in overall sales volume, driven by the strong demand of gloves and the Group’s expanded capacity from 4.5 billion pieces per annum to 7.0 billion pieces per annum.  The stronger performance was also attributed by measures taken to improve the effectiveness and efficiency in operation control; as well as intensified and aggressive marketing strategy.

The financial results of the Group since FY 2008 are tabulated below:
	Financial Year
	2008
	2009
	9M10

	
	RM ‘000
	RM ‘000
	RM ‘000

	Revenue
	223,255
	328,473
	390,532

	EBITDA
	24,050
	66,804
	79,709

	EBITDA margin
	10.8%
	20.3%
	20.4%

	PBT
	15,199
	51,781
	67,531

	PBT margin
	6.8%
	15.8%
	17.3%

	PAT
	15,191
	51,317
	59,891

	PAT margin
	6.8%
	15.6%
	15.3%


16.
COMPARISON WITH PRECEDING QUARTER’S RESULT

For the current quarter, the Group’s revenue registered was RM129.88 million, 3.4% lower compare with RM134.48 million in the preceding quarter.   Profit before tax was 16.4% lower at RM20.17 million compared to RM24.12 million recorded in the preceding quarter, and profit after tax was 18.2% lower at RM17.63 million compared to RM21.55 million in the preceding quarter. The decline in the Group’s revenue and profit were principally due to the persistently high latex prices and weakening of US dollar that affected the Group’s profit margin.
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The financial results of the Group compared to preceding quarter are tabulated below:
	Financial Year
	2010
	

	
	Q2
	Q3
	Inc/(Dec)

	
	RM ‘000
	RM ‘000
	%

	Revenue
	134,483
	129,878
	(3.4)

	EBITDA
	28,193
	24,494
	(13.1)

	EBITDA margin
	21.0%
	18.9%
	(2.1)

	PBT
	24,115
	20,168
	(16.4)

	PBT margin
	17.9%
	15.5%
	(2.4)

	PAT
	21,551
	17,625
	(18.2)

	PAT margin
	16.0%
	13.6%
	(2.4)


17.  PROSPECTS
Latexx’s vision is to become a glove manufacturer of preferred choice by being reliable, dynamic, humane and practicing the highest standards of work and business ethics. Latexx emphasis on uncompromised quality products, competitive pricing and excellent services, that leads to be an approved Original Equipment Manufacture (OEM) for many renowned Multi-National Companies.

Glove Demand Still Strong & Growing

The demand growth for gloves has remained healthy although the concern for H1N1 has faded.  Upon normalising, the demand for gloves still grows at 10% to 12% annually which indicates a remarkable upside for any industry. Over the years, growing hygiene awareness and increased healthcare spending have made gloves a necessity in the healthcare sector, especially, in developed economies, thus making the industry resilient even when economy is slowing down.

Strategic Market Positioning with Thin Nitrile Gloves in the Non-medical Sector

Although not new to the glove industry, the sustained high level of latex prices is still the biggest challenge faced by all glove makers.  Keeping abreast with the changing industry landscape, the Group has since adopted a few contingency strategies to adapt itself to the environment.  Besides continuing to place more focus on the premium product segment that is relatively more resilient, the Group has also started offering a range of thinner, good quality and more price competitive nitrile gloves to both the medical and non-medical sector.  This has been successfully done so through the advancing of the Group’s in-house nitrile production technology and intensified marketing efforts.  
Currently, almost 90% of the Group’s sales is to the medical sector, hence, the Group is aiming to enlarge its revenue base by venturing into the non-medical sector, i.e. the food and industrial segment.  The Group projected its range of thin version and value priced nitrile gloves will be able to effectively substitute the lower end NR powdered gloves in the food and industrial market segment.
Given that latex price is currently at its record high, i.e. RM8.28 per kg as quoted at the Malaysia Rubber Board at noon of  9 November 2010, the prices of the Group’s thin nitrile glove of 2.5 gram and 3.0 gram are relatively lower than the 5 gram NR powdered glove.  The Group further foresees that the latex price in the future will be lingering on the increasing trend, hence, the Group is with great confidence that the sales of its range of thin version nitrile gloves will increase substantially and significantly boost the revenue and profitability of the Group by 2011.
First-mover Advantage of the NR Powder-Free Gloves with Unquantifiable Protein Level

The company also has strategically positioned itself in the premium natural rubber (NR) gloves segment, with the launching of the first-in-the world NR powder-free gloves with unquantifiable protein level. This premium product range is currently the most effective solution to the threats of protein allergy for glove users.  The joint venture with Budev B.V. and Total Glove Company Sdn. Bhd., having set-up in 8 January 2010 to market and distribute natural latex examination and surgical gloves with unquantifiable protein level under the exclusive rights granted on 8 March 2010, is in 
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progress and target to meet the commercialization schedule on time.  The joint venture is aimed to achieve all the milestones set out in the project schedule, and targeted to be commercialized by the fourth quarter of 2010.

The joint venture has enabled the Group to venture into a new era of technology and potentially reaping the first mover advantage with this unique position through the development of a new range of innovative and highly demand products with unquantifiable protein level. Based on the initial market response that the Group managed to obtain at this stage, the market is responding well and 
the Group strongly believes that these value-added natural latex gloves are able to create a demand and be widely accepted by the market and industry globally. 

Incremental Capacity under Current Expansion Plan Delivered In Accordance to Schedule

The construction of an additional production plant adjacent to existing production facilities has been completed. The commissioning of glove production lines was done in accordance to schedule. Nine double formers and two single formers glove production lines were commissioned and have since started operation. The commissioning of the remaining glove production lines is in progress. It is expected to increase the total capacity to 9 billion pieces per annum by 2011.

Outlook

In summary, we strongly believe that with the company’s ability to pass-on costs to customers, coupled with our strategies to focus on the premium segments in both nitrile and natural rubber, we are able to cope with the temporary headwinds and move on to advance our market presence. The Group continues to see a strong performance in its business for the remaining quarter of the year.  The Board expects the demand for the Group’s products and services to improve further in the forth quarter and the business of the Group for the remaining period to the end of the financial year to remain strong. Nevertheless, Latexx will continuously strive to produce the highest quality of gloves through the adoption of the latest techniques, technology and to train and motivate our employees for the enhancement of efficiency and productivity and pursue to be caring organization through our commitment to the well being of environment and community. 

18. PROFIT FORECAST
      Not applicable as no profit forecast was published.

19.
TAXATION

	
	Current Quarter

3 months ended

30.09.2010

RM’000 
	Year To Date 

9 months ended

30.09.2010        

RM’000

	Income tax expense

Deferred tax expense
                                                                                                                    

Total
	    32
2,511
----------

2,543
======
	    98
7,542
----------

7,640
======


The effective tax rate for current quarter and cumulative year todate is lower than the statutory income tax rate mainly due to utilisation of capital and reinvestment allowances.

20.
SALE OF UNQUOTED INVESTMENTS AND PROPERTIES


There was no sale of unquoted investments and properties for the financial quarter under review. 
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21.
PURCHASE OR SALE OF QUOTED INVESTMENTS

There was no purchase or sale of quoted investments during the financial quarter under review other than the purchase of 353,500 ordinary shares under Share Buy-back.
22.
STATUS OF CORPORATE PROPOSALS 
There is no corporate proposal previously announced that were not completed as at the date of this announcement.
23.
Group Borrowings

Group borrowings as at 30 September 2010, all of which are denominated in Ringgit Malaysia

	
	Secured
	Unsecured
	Total
	
	        Payable
	

	
	RM’000
	RM’000
	RM’000
	
	
	RM’000

	
	
	
	
	
	Within 12 months
	36,634

	Trade facilities
	18,783
	  
	18,783
	
	After 12 months
	49,990    

	Term loan
	22,087
	

	22,087
	
	
	

	Hire Purchase/ Lease Creditors
	45,754
	
[image: image1]
	45,754
	
	
	

	Total
	86,624
	
	86,624

	
	Total
	86,624


Secured borrowings are collateralized by the following: -

· Legal charge over the specific machineries of a subsidiary company; and

· Corporate guarantee of the Company

24.
FINANCIAL INSTRUMENTS WITH OFF BALANCE SHEET RISK

The Group did not enter into any contracts involving off balance sheet risk as at the date of this announcement.  
25.
MATERIAL LITIGATION
There was no material litigation pending as at the date of this announcement.
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26.
EARNINGS PER SHARE
a) Basic earnings per share are calculated by dividing the net profit for the period by the weighted average number of ordinary shares in issue during the period.

	
	Current Quarter

3 months ended
30.09.10
	Year To Date

9 months ended
30.09.10

	Net profit attributable to equity holders of the Parent (RM’000)
	17,625
	59,891

	Weighted average number of ordinary  shares in issue (‘000)
	215,095
	208,274

	Basic earnings per share (sen)   
	8.19
	28.76


b) Diluted earnings per share are calculated by dividing the net profit for the period by the weighted average number of ordinary shares in issue during the period have been adjusted for the dilutive effects of all potential ordinary shares.

	
	Current Quarter

3 months ended
30.09.10
	Year To Date

9 months ended
30.09.10

	Net profit attributable to equity holders of the Parent (RM’000)
	17,625
	59,891

	Weighted average number of ordinary  shares in issue (‘000)
	215,095
	208,274

	Effects of dilutive potential ordinary shares on conversion of warrants (‘000)
	44,611
	44,611

	Adjusted weighted average number of ordinary shares in issue and issuable (‘000)
	259,706
	252,885

	Basic earnings per share (sen)   
	6.79
	23.68


5

PAGE  
6

