ENG KAH CORPORATION BERHAD 

(Company No. 435649-H)

Interim Financial Report: 4th quarter ended 31 December 2002


Quarterly Report on Consolidated Results for the Fourth Quarter Ended 31 December 2002.

The figures have not been audited.

CONDENSED CONSOLIDATED INCOME STATEMENTS

FOR THE QUARTER ENDED 31 DECEMBER 2002

	
	 INDIVIDUAL QUARTER 
	
	 CUMULATIVE QUARTER 

	
	 CURRENT YEAR 
	
	 PRECEDING YEAR 
	
	 CURRENT YEAR 
	
	 PRECEDING YEAR 

	
	 QUARTER 
	
	CORRESPONDING  
	
	 TO DATE 
	
	CORRESPONDING  

	
	
	
	QUARTER
	
	
	
	PERIOD

	
	31.12.2002
	
	31.12.2002
	
	31.12.2002
	
	31.12.2001

	
	 RM'000 
	
	 RM'000 
	
	 RM'000 
	
	 RM'000 

	
	
	
	
	
	
	
	

	Revenue
	      14,670 
	
	 -
	
	         46,833 
	
	 - 

	
	
	
	
	
	
	
	

	Operating expenses
	   (10,955)
	
	 - 
	
	         (35,729)
	
	 - 

	
	
	
	
	
	
	
	

	Other operating income
	       227 
	
	 - 
	
	           450 
	
	 - 

	
	
	
	
	
	
	
	

	Profit from operations
	     3,942 
	
	 -
	
	 11,554 
	
	 - 

	
	
	
	
	
	
	
	

	Finance costs
	       (47)
	
	 - 
	
	          (459)
	
	 - 

	
	
	
	
	
	
	
	

	Investing results
	               - 
	
	 - 
	
	           2,234 
	
	 - 

	
	
	
	
	
	
	
	

	Profit before taxation
	       3,895 
	
	 - 
	
	          13,329 
	
	 - 

	
	
	
	
	
	
	
	

	Taxation
	       (593)
	
	 - 
	
	      (2,847)
	
	 - 

	
	
	
	
	
	
	
	

	Profit after taxation
	       3,302 
	
	 - 
	
	            10,482 
	
	 - 

	
	
	
	
	
	
	
	

	Minority interest
	          - 
	
	 - 
	
	       (180)
	
	 - 

	
	
	
	
	
	
	
	

	Pre-acquisition profits
	             - 
	
	 - 
	
	 (3,797)
	
	 - 

	
	
	
	
	
	
	
	

	Net profit for the period
	    3,302 
	
	 - 
	
	        6,505 
	
	 - 

	
	
	
	
	
	
	
	

	Basic earnings per share
	     8.26 
	
	 - 
	
	         26.48 
	
	 - 


No comparative figures are available as this is the fourth quarterly report.

The Condensed Consolidated Income Statements should be read in conjunction with the Annual Financial Report for the year ended 31 December 2001.
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Quarterly Report on Consolidated Results for the Fourth Quarter Ended 31 December 2002.

The figures have not been audited.

CONDENSED CONSOLIDATED BALANCE SHEETS

AS AT 31 DECEMBER 2002

	
	
	
	AS AT

	
	AS AT END
	
	PRECEDING

	
	OF CURRENT
	
	FINANCIAL

	
	QUARTER
	
	YEAR END

	
	31.12.2002
	
	31.12.2001

	
	RM'000
	
	RM'000

	
	
	
	

	Property, plant and equipment
	      23,699 
	
	                  - 

	
	
	
	

	Goodwill
	         30 
	
	               - 

	
	
	
	

	Current assets
	
	
	

	Inventories
	      8,680 
	
	             - 

	Debtors
	     18,365 
	
	                  - 

	Fixed deposits pledged for bank borrowings
	484 
	
	 

	Cash and cash equivalents
	19,454 
	
	                - 

	
	     46,983 
	
	         - 

	
	 
	
	 

	Current liabilities
	 
	
	 

	Trade and other creditors
	   7,758 
	
	                  - 

	Short term borrowings
	    4,981 
	
	              - 

	Provision for taxation
	  897 
	
	              - 

	
	    13,636 
	
	              - 

	
	
	
	

	Net current assets
	     33,347 
	
	             - 

	
	
	
	

	
	      57,076 
	
	          - 

	
	
	
	

	Share capital
	    40,000 
	
	                - 

	Share premium
	    4,255 
	
	                  - 

	Reserve on consolidation
	     4,378 
	
	-

	Retained profits
	   6,492 
	
	               - 

	Shareholders' fund
	      55,125 
	
	                - 

	Long term liabilities
	   629 
	
	            - 

	Deferred taxation
	      1,322 
	
	                 - 

	
	
	
	

	
	  57,076 
	
	             - 

	
	
	
	

	Net tangible assets per share (RM)
	      1.38 
	
	            - 


Comparative figures for the preceding year are not available as this is the fourth quarterly report.

The Condensed Consolidated Balance Sheets should be read in conjunction with the Annual Financial Report for the year ended 31 December 2001.
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Quarterly Report on Consolidated Results for the Fourth Quarter Ended 31 December 2002.

The figures have not been audited.

CONDENSED CONSOLIDATED CASH FLOW STATEMENTS

FOR THE QUARTER ENDED 31 DECEMBER 2002

	
	 CUMMULATIVE 
	
	 PRECEDING YEAR 

	
	 CURRENT YEAR 
	
	 CORRESPONDING  

	
	 QUARTER 
	
	PERIOD

	
	31.12.2002
	
	31.12.2001

	
	 RM'000 
	
	 RM'000 

	
	
	
	

	Cash flows from operating activities
	
	
	

	Profit before taxation
	       13,329 
	
	       - 

	Adjustments for :
	
	
	

	- Non-cash items
	    978 
	
	               - 

	- Non-operating items
	   (4,913)
	
	              - 

	Operating profit before working capital changes
	       9,394 
	
	                 - 

	Inventories
	    (127)
	
	                  - 

	Debtors
	  (3,784)
	
	                 - 

	Creditors
	        886 
	
	                   - 

	Cash generated from operations
	       6,369 
	
	                    - 

	Interest paid
	    (267)
	
	               - 

	Taxation paid
	 (1,731)
	
	                 - 

	Net cash from operating activities
	        4,371 
	
	                  - 

	
	
	
	

	Cash flows from investing activities
	
	
	

	Cash flow on acquisition of subsidiary companies,
	 
	
	 

	    net of cash acquired
	       3,384 
	
	                       - 

	Interest received
	         190 
	
	              - 

	Purchase of property, plant and equipment
	       (507)
	
	                   - 

	Proceeds from disposal of property, plant and equipment
	        28 
	
	                - 

	
	
	
	

	Net cash from investing activities
	        3,095 
	
	                 - 

	
	
	
	

	Cash flows from financing activities
	
	
	

	Issuance of shares
	       17,436 
	
	                   - 

	Payment of listing expenses
	               (1,918)
	
	                       - 

	Payment of hire purchase creditors
	    (367)
	
	                         - 

	Repayment of bank borrowings
	   (3,163)
	
	              - 

	
	
	
	

	Net cash from financing activities
	    11,988 
	
	                - 

	
	
	
	

	Cash and cash equivalents at end
	 19,454 
	
	            - 


Comparative figures for the preceding year quarter are not available as this is the fourth quarterly report.

The Condensed Consolidated Cash Flow Statements should be read in conjunction with the Annual Financial Report for the year ended 31 December 2001.
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Quarterly Report on Consolidated Results for the Fourth Quarter Ended 31 December 2002.

The figures have not been audited.

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE QUARTER ENDED 31 December 2002

	
	 Share 
	
	 Share 
	
	 Reserve on 
	
	 Retained 
	
	

	
	 capital 
	
	 premium 
	
	 consolidation 
	
	 profits 
	
	Total

	
	 RM'000 
	
	 RM'000 
	
	 RM'000 
	
	 RM'000 
	
	 RM'000 

	
	
	
	
	
	
	
	
	
	

	12 month quarter ended 31 December 2002
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Balance at 1.1.2002
	 * 
	
	      - 
	
	                   - 
	
	     (13)
	
	      (13)

	
	
	
	
	
	
	
	
	
	

	Issuance of shares
	    40,000 
	
	 6,173 
	
	       4,608 
	
	      - 
	
	  50,781 

	
	
	
	
	
	
	
	
	
	

	Listing expenses
	            - 
	
	    (1,918)
	
	            - 
	
	      - 
	
	    (1,918)

	
	
	
	
	
	
	
	
	
	

	Amortisation
	-
	
	-
	
	        (230)
	
	-
	
	(230)

	
	
	
	
	
	
	
	
	
	

	Net profit for the period
	              - 
	
	       - 
	
	-
	
	       6,505 
	
	        6,505 

	
	
	
	
	
	
	
	
	
	

	Balance at 31.12.2002
	       40,000 
	
	 4,255 
	
	           4,378 
	
	       6,492 
	
	       55,125 

	
	
	
	
	
	
	
	
	
	

	* Represents RM2
	
	
	
	
	
	
	
	
	


	
	
	
	
	
	
	
	
	
	

	12 month quarter ended 31 December 2001
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Balance at 1.1.2001
	*
	
	      - 
	
	                   - 
	
	-
	
	-

	
	
	
	
	
	
	
	
	
	

	Issuance of shares
	-
	
	-
	
	-
	
	      - 
	
	-

	
	
	
	
	
	
	
	
	
	

	Listing expenses
	            - 
	
	-
	
	            - 
	
	      - 
	
	-

	
	
	
	
	
	
	
	
	
	

	Amortisation
	-
	
	-
	
	-
	
	-
	
	-

	
	
	
	
	
	
	
	
	
	

	Net profit for the period
	              - 
	
	       - 
	
	-
	
	-
	
	-

	
	
	
	
	
	
	
	
	
	

	Balance at 31.12.2001
	-
	
	-
	
	-
	
	-
	
	-

	
	
	
	
	
	
	
	
	
	

	* Represents RM2
	
	
	
	
	
	
	
	
	


Comparative figures for the preceding year quarter are not available as this is the fourth quarterly report.

The Condensed Consolidated Statement of Changes in Equity should be read in conjunction with the Annual Financial Report for the year ended 31 December 2001.
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Selected Explanatory Notes

1. Accounting policies and method of computation

The quarterly financial statements have been prepared under the same accounting policies and methods of computation as compared to the annual financial statements for the year ended 31 December 2001 and comply with MASB 26 Interim Financial Reporting and Chapter 9 part K of the Listing Requirements of the Kuala Lumpur Stock Exchange. 

2. Auditors’ report

The auditors’ report of the preceding annual financial statements was not subjected to any qualification.

3. Comment on seasonality or cyclicality of operation

Eng Kah Corporation Berhad (“ENGKAH” or “Company”) and its wholly-owned subsidiary companies, Eng Kah Enterprise Sdn. Bhd. (“EKE”), Eng Kah Enterprise (KL) Sdn. Bhd. (“EKL”) and Eng Kah (H.K.) Limited (“EHK”), hereinafter referred to as the (“Group”), does not experience any cyclical sales fluctuation although the sales for the Group's products are higher in the second half of the year due to higher demand for the Group's products during festive seasons.

4.        Exceptional items

There was no exceptional item for the current year to date under review.

5.
Estimates


There were no changes to the estimates that have been used in the preparation of the current financial statements.

6.
Issuance or repayment of debt/equity securities

The increased in the Company’s issued and fully paid-up share capital following the Group’s listing on the Second Board of the Kuala Lumpur Stock Exchange were as follows:

	Date 

of

 allotment
	Consideration
	Number of ordinary shares of RM1.00 each allotted

	
	
	

	30 April 2002


	Allotment in consideration for the acquisition of 100% equity interest in EKE
	25,745,175



	
	
	

	30 April 2002


	Allotment in consideration for the acquisition of 45% equity interest in EKL
	1,887,401



	
	
	

	19 June 2002


	Rights issue on the basis of approximately 22.978 new ordinary shares for every 100 ordinary shares held at an issue price of RM1.04 each
	6,349,422



	
	
	

	25 July 2002
	Public issue at an issue price of RM1.80 each
	6,018,000

	
	
	

	
	
	39,999,998
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There were no other cancellation, repurchase, resale and repayment of debt and equity securities during the current quarter.

7.
Dividends

No interim dividends have been declared or paid by the Company for the current quarter ended 31 December 2002.

The Board recommends the payment of a first and final dividend of 8 sen per share less tax, amounting to RM2,304,000 for the financial year ended 31 December 2002.

8.
Segmental results


The Group’s operating businesses are organized according to the nature of activities, namely the manufacturing of skin care, cosmetic, perfumery, household and toiletries products and investment holding. Inter-group transactions and pricing arrangements where applicable are determined on a commercial basis. 

The results by segments for the financial period ended 31 December 2002 were as follows:

	
	Revenue

RM’000
	Profit before taxation

RM’000

	Investment holding                                            
	131
	50

	Manufacturing of skin care, cosmetic, perfumery, household and toiletries products     
	46,702
	13,279*

	
	
	

	
	46,833
	13,329

	
	
	


* 
Inclusive of other income of RM2.2 million from EKE arising from the gain on disposal of investment in EKL.

9.
Valuation of property, plant and equipment


There were no changes in the valuation of property, plant and equipment since the last annual financial statements. 

10.
Subsequent events


In the opinion of the Directors, no material events have arisen between the end of the reporting quarter and the date of this announcement.

11.
Changes in the composition of the Group

There was no change in the composition of the Group for the current year to date save as follows: 

In conjunction with the admission to the Official List and the listing of and quotation for the entire issued and paid-up share capital of ENGKAH on the Second Board of the Kuala Lumpur Stock Exchange (“KLSE”), the following restructuring was undertaken: -

(i) 
Acquisition of the entire issued and paid-up share capital of EKE comprising 2,399,997 ordinary shares of RM1.00 each for a purchase consideration of RM26,774,982, satisfied by the issuance of 25,745,175 new ordinary shares of RM1.00 each in ENGKAH at an issue price of approximately RM1.04 per share. 
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(ii)
Acquisition of the entire issued and paid-up share capital of EKL comprising 1,000,000 ordinary shares of RM1.00 each for a purchase consideration of RM4,361,994, satisfied by a cash consideration of RM2,399,097 and the issuance of 1,887,401 new ordinary shares of RM1.00 each in ENGKAH at an issue price of approximately RM1.04 per share. 

(iii)
Acquisition of the entire issued and paid-up share capital of EHK comprising 1,000 ordinary shares of HK$1.00 each for a cash consideration of RM1.00.

The acquisitions referred to above were completed on 30 April 2002.


The acquisitions had the following effect on the Group:

	
	
	RM’000

	

	Property, plant and equipment
	
	    23,953 

	Current assets
	
	      29,293 

	Current liabilities
	
	     (11,611)

	Long term liability
	
	     (4,245)

	Deferred taxation
	
	     (1,676)

	Share of net assets acquired
	
	    35,714 

	Negative goodwill on consolidation
	
	     (4,577)

	Total purchase consideration
	
	    31,137 


12.
Contingent liabilities and contingent assets


As at the date of this report, the Company issued a corporate guarantee of RM10 million for banking facilities granted by a financial institution to EKE.

13.
Capital commitments


The outstanding capital commitments at the end of the current quarter are as follows:










RM’000

Property, plant and equipment





Contracted but not provided for in the 

financial statements




       615
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Additional Disclosures In Compliance With The KLSE’s Listing Requirements

1.
Operations review


The Group’s Profit Before Taxation for the fourth quarter ended 31 December 2002 was recorded at RM3.895 million as compared with RM2.82 million in the third quarter ended 30 September 2002.  The increase of 38.12% was mainly attributed to the improvement in revenue/turnover as well as the increase in the turnover of the higher profit margin’s products for the reporting quarter.


Generally, the second half of the year is a busier period compared with the first half of the year due to festive seasons.  As such, the revenue/turnover for the fourth quarter is higher as compared with the third quarter.

2.
Comment on material change in profit before taxation vs. preceding quarter


The Group reported a higher Profit Before Taxation for the fourth quarter ended 31 December 2002 as compared with the third quarter ended 30 September 2002 mainly due to the higher revenue/turnover as a result of the expected increase in demand for the Group’s products in the second half of the year as well as the increase in the turnover of the higher profit margin’s products.

3.
Prospect


Barring any unforeseen circumstances, the Group’s performance for the financial year ending 31 December 2003 is expected to be satisfactory.
4.        Profit forecast variance


The twelve (12) months profit before tax of the Group for the financial year ended 31 December 2002 was better than as compared to the forecasted figure as stated in the Prospectus of the Company dated 28 June 2002.  However, the profit after tax of RM10.482 million for the financial year ended 31 December 2002 was slightly lower than the forecasted amount of RM10.622 million, a variance of 1.32%.  The variance was mainly due to the re-scheduling of the expansion programme and hence the expected reinvestment allowance was not available for the financial year ended 31 December 2002.

5.
Tax expense

Taxation comprises the following

	Particulars
	Current year quarter

31.12.2002

RM’000
	Current year to date

31.12.2002

RM’000

	
	
	

	Based on results for the period: 
	
	

	Current taxation
	1,025
	3,089

	Transfer to deferred taxation
	(268)
	(78)

	Overprovision


	(164)
	(164)

	Tax expense
	593
	2,847


The effective tax rate of the Group for the current year quarter is lower than the statutory tax rate mainly due to the reversal of deferred taxation.
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The effective tax rate of the Group for the current year to date is lower than the statutory tax rate mainly due to the gain arising from the disposal of investment in EKL by EKE, which is not subject to income tax and to certain subsidiary companies’ claim for reinvestment allowance under the Income Tax Act, 1967.
6.        Sale of unquoted investments and/or properties

There were no sale of unquoted investments and properties for the current quarter under review.

7.
Purchase and sale of quoted securities

(a) There were no purchases or disposals of quoted securities for the current quarter under review.

(b) There were no investments in quoted securities as at the end of the reporting period.

8.
Status of corporate proposals

The entire issued and paid-up share capital of the Company comprising 40,000,000 ordinary shares of RM1 each was listed on the Second Board of the Kuala Lumpur Stock Exchange on 9 August 2002. With this, all of its corporate proposals were duly completed.

As at 31 December 2002, the total gross proceeds arising from the rights and public issues amounting to RM17,435,799 have been utilised as follows:

RM’000
	
	Proposed Utilisation 
	Amount

Utilised 
	Balance Unutilised 

	
	
	
	

	Repayment of bank borrowings
	5,780
	5,780                         
	-

	Purchase of machineries
	2,500
	-
	2,500

	Working capital
	7,856                          
	7,856
	-

	Listing expenses
	1,300
	1,918                                   
	-      

	
	17,436
	15,554
	2,500


The Company has made an announcement on 11 February 2003 that the balance of unutilized proceeds amounting to RM2.5 million is expected to be utilized by November 2003.

9.
Group borrowings and debt securities

	Group Borrowings
	Secured

RM’000
	Unsecured

RM’000
	Total

RM’000

	
	
	
	

	Short term borrowings
	
	
	

	
	
	
	

	Hire purchase creditors
	204
	-
	204

	Bankers’ acceptance
	4,777
	-
	4,777

	Sub-total
	4,981
	-
	4,981

	
	
	
	

	Long term borrowings
	
	
	

	
	
	
	

	Hire purchase creditors
	629
	-
	629

	Sub-total
	629
	-
	629

	Total Borrowings
	5,610
	-
	5,610


The above Group borrowings are denominated in Ringgit Malaysia.
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10.
Off balance sheet financial instruments

The Group does not have any financial instruments with off balance sheet risk as at the date of this report. 
11.
Pending material/related litigations

Save as disclosed below, the material/related litigations pending since 31 December 2002 up to the date of this report, neither ENGKAH nor any of its subsidiary companies are engaged in any material/related litigation, either as plaintiff or defendant and the Directors of ENGKAH are not aware of any proceedings pending or threatened against the Company or its subsidiary companies or of any facts likely to give rise to any proceedings which might materially or adversely affect the position of the Group.

Material litigation

(a)
A pending civil proceeding instituted by EKE (as plaintiff) against Tontonku Sdn. Bhd. (as Defendant) under Civil Suit No: 52-1140-97, Penang Session Court whereunder EKE has made the following claims: -

(i)
RM188,256.30 as at 21 August 1990 being the unpaid for goods sold and delivered;

(ii)
interest of RM14,137.04 as at 15 July 1990;

(iii)
further interests to accrue at the rate of two (2) per centum per mensem from 16 July 1990 until full settlement;

(iv)
RM296,288.52 as at 17 September 1990 being special damage for stock purchased and kept by EKE for the Defendant's use; and

(v)
interest on the said RM296,288.52 at the rate 8.0% per month from the date of filing of the Summons until full settlement.

The solicitors acting for EKE for the above proceeding, Messrs Tang Khye Kian & Co., is of the opinion that EKE has a "good chance of winning" the abovementioned suit. The case is now pending the administrative transfer from the jurisdiction of the Sessions Court to that if the High Court.

(b)
Kheng Bee Construction Sdn. Bhd. ("Contractor") has instituted a civil suit under Shah Alam High Court Summons No. MT3-22-434-2001 against EKE for a sum of RM296,350.40, being the balance payment of the contract price arising from a construction contract made in July 1997 for certain extension and renovation works in EKL's factory premise at No. 14A, Kawasan MIEL, Jalan Modal 23/2, Shah Alam, Selangor ("the Project").

The consultant, Draften Design Management (M) Sdn. Bhd. ("Consultant"), for the Project has advised EKE that EKE is entitled to claim liquidated damages in a sum of RM318,000 against the Contractor for the failure and delay on the part of the Contractor in completing the Project within the stipulated contractual period.

The solicitors acting for EKE, Messrs Chuah Teo & Co has filed a Statement of Defence and counter-claim against the Contractor whereunder EKE counter-claimed for RM318,000 being the agreed liquidated damages payable by the Contractor for late completion of the Project.
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Messrs Chuah Teo & Co has filed a Summons-in-Chambers for leave to issue a Third Party Notice against the Consultant and the Court has duly granted the same so that in the event there is a liability being established against EKE, the Consultant shall be made liable to apportion the said claim.

Messrs Chuah Teo & Co is of the opinion that EKE has a good and valid defence and is likely to succeed in the counter-claim as set-off.

Other related litigation against ENGKAH and its subsidiary companies

Tohtonku Sdn. Bhd. has filed a counter-claim against EKE under Civil Suit No: 52-1140-97, Penang Session Court referred to in note (a) above for the following;

(i)
RM146,035.34;

(ii)
general damages for breach of contract;

(iii)
incentives amount of RM30,000.00;

(iv)
interest at the rate of 8% per annum from 9 February 1990 until full settlement; and 

(v)
costs.

The solicitors acting for EKE for the above proceeding, Messrs Tang Khye Kian & Co., is of the opinion that EKE has a good defence to the counter-claim and that EKE has a good chance of success in defeating the said counter-claim by Tohtonku Sdn. Bhd.

12.      Dividend

No interim dividends have been declared or paid by the Company for the current quarter ended 31 December 2002.

The Board recommends the payment of a first and final dividend of 8 sen per share less tax, amounting to RM2,304,000 for the financial year ended 31 December 2002.

13.
Basis of calculation of earnings per share

	
	Current year quarter

31.12.2002


	Current year to date

31.12.2002



	
	
	

	Net profit (RM’000)
	3,302
	6,505

	
	
	

	Weighted average number of ordinary shares in issue (‘000)
	40,000
	24,562

	
	
	

	Basic earnings per share (sen)
	8.26
	26.48
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