ENG KAH CORPORATION BERHAD 

(Company No. 435649-H)

Interim Financial Statements: 2nd Quarter ended 30 June 2004


SELECTED EXPLANATORY NOTES

1. Accounting policies and Methods of Computation

The interim financial statements are unaudited and have been prepared in compliance with MASB 26 Interim Financial Reporting and Chapter 9 part K of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia”). 

The interim financial statements 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 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”) since the financial year ended 31 December 2003.

The same accounting policies and methods of computation are followed in the interim financial statements as compared with the financial statements for the year ended 31 December 2003. 

2. Audit Report

The auditors’ report on the financial statements for the year ended 31 December 2003 was not qualified.

3. Seasonality or Cyclicality 

Generally, 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 the festive seasons.

4.        Exceptional items

There were no exceptional items for the current period 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


Save as below, there were no issuances, cancellation, repurchase, resale and repayment of debt and equity securities during the current quarter:

	Date of

allotment
	Consideration
	Number of

ordinary shares

of RM1.00

each allotted

	
	
	

	2.6.04
	Employee Share Option Scheme issued at RM3.52  per share
	169,900


7.
Dividends


Other than the first and final dividend of RM2,313,786 (8 sen per share less income tax of 28%) in respect of the financial year ended 31 December 2003 as proposed in the directors’ report in the financial statements for the year ended 31 December 2003 by the Company which was approved by the shareholders in the Annual General Meeting held on 28 June 2004 and will be paid on 30 July 2004, no other dividends have been declared or paid by the Company for the current quarter ended 30 June 2004.
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8.       Segmental Reporting

Segmental information is presented in respect of the Group’s business segments. 

	
	Personal

care
	Household
	Investment

holding
	Elimination
	6 month quarter ended

30.6.04

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

	
	
	
	
	
	

	Revenue from external customers
	23,431
	4,342
	-
	          -
	27,773

	Inter-segment revenue
	133
	           -
	-
	(133)
	          -

	
	23,564
	4,342
	-
	(133)
	27,773

	Interest income
	
	
	
	
	104

	Total revenue
	
	
	
	
	  27,877

	
	
	
	
	
	

	Segment results
	6,061
	751
	193
	(82)
	6,923

	Interest expense
	
	
	
	
	(26)

	Interest income
	
	
	
	
	282

	Profit before taxation
	
	
	
	   7,179

	Taxation
	
	
	
	
	        (1,729)

	Profit after taxation
	
	
	
	
	5,450

	Minority interest
	
	
	
	
	-

	Net profit for the period
	
	
	
	5,450


9.
Valuation of Property, Plant and Equipment


There were no changes in the valuation of property, plant and equipment since the last audited financial statements for the year ended 31 December 2003. 

10.
Subsequent Events


Save as disclosed below, in the opinion of Directors, no material events have arisen between the end of the reporting quarter and the date of this announcement: -

On 19 February 2004, EKE entered into a Sale and Purchase Agreement with Widetech (Malaysia) Berhad to acquire a two and a three storey office and factory building located at Plot 97, Hala Kampung Jawa 2, Kawasan Perindustrian Bayan Lepas, 11900 Penang, a property situated next to the existing factory of EKE.

11.
Change In The Composition of The Group

There was no change in the composition of the Group for the current quarter. 

12.
Contingent Liabilities and Contingent Assets


As at the date of this report, the Company has issued a total corporate guarantee of RM33.34 million for banking facilities granted by financial institutions to EKE and EKL.

13.      Capital Commitments


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

                                                                                                                         RM’000


Contracted but not provided for:

           Property, plant and equipment



            5,375          
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14.
Review of Performance
The Group’s profit before taxation for the preceding year corresponding quarter was RM3.309 million as compared with RM4.023 million of the reporting quarter, the increase of approximately 21.58% was mainly attributed to the improvement in revenue, changed of products mix as well as the increase in the turnover of products, which can command higher profit margin for the reporting quarter.            

15.

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

The Group reported a higher profit before taxation of RM4.023 million for the reporting quarter ended 30 June 2004 as compared with RM3.156 million of the preceding quarter ended 31 March 2004.

Generally, the second half of the year is a busier period compared with the first half of the year due to festive seasons.  However, the Group is of the opinion that the demand has gradually pick up in the second quarter.

16.

Commentary Of Prospects

Barring unforeseen circumstances, the Group’s performance for the financial year ending 31 December 2004 is expected to be satisfactory.
17.     
Profit forecast variance

          
Not applicable.

18.    
Taxation
	
	Current Year Quarter

30.6.04

RM’000
	Current Year To Date

30.6.04

RM’000

	Taxation comprise the following:
	
	

	
	
	

	Based on results for the period 
	
	

	- Current taxation
	1,078
	1,779

	- Deferred taxation
	(13)
	(47)

	
	1,065
	1,732

	(Over)/under provision in prior year
	
	

	- Current taxation
	(25)
	(25)

	- Deferred taxation
	22
	22

	Tax expense
	1,062
	1,729


Reconciliation of statutory tax rate to effective tax rate:

	
	Current Year Quarter

30.6.04

RM’000
	Current Year To Date

30.6.04

RM’000

	
	
	

	Taxation of Malaysian statutory tax rate of 28%
	1,126
	2,010

	Expenses not deductible for tax purposes
	51
	64

	Utilisation of reinvestment allowance
	(112)
	(262)

	Reduced tax rate on first RM500,000 chargeable income
	-
	(80)

	(Over)/under provision in prior year
	(3)
	(3)

	Tax expense
	1,062
	1,729
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19.      Unquoted Investments /Properties

There were no sale of unquoted investments and properties for the current quarter under review save as follows:

	
	Current Year Quarter

30.6.04

RM’000
	Current Year To Date

30.6.04

RM’000

	
	
	

	Gain on disposal of leasehold apartment
	0
	0


20.
Purchase or Disposal of Quoted Securities

(a) There were no purchases or disposals of quoted securities for the current quarter under review save as disclosed below:

	
	Current Year Quarter

30.6.04

RM’000
	Current Year To Date

30.6.04

RM’000

	
	
	

	Sale proceeds 
	294
	294

	Gain/(loss) on sale of Malaysian unit trusts
	28
	28


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

21.      Corporate Proposal

There was no any corporate proposal being carried out during the period under review.
22.
Group Borrowings and Debt Securities

	Group Borrowings
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	
	
	
	
	
	

	Short term 
	
	
	
	
	

	Hire purchase creditors
	257
	
	-
	
	257

	Sub-total
	257
	
	-
	
	257

	
	
	
	
	
	

	Long term 
	
	
	
	
	

	Hire purchase creditors
	501
	
	-
	
	501

	Sub-total
	501
	
	-
	
	501

	
	
	
	
	
	

	Total
	758
	
	-
	
	758


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 report. 
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24.
Pending material/related litigations

(a)
A pending civil proceeding instituted by the subsidiary company, Eng Kah Enterprise Sdn. Bhd. (“EKE”) (as plaintiff) against Tohtonku Sdn. Bhd. (as Defendant) under Civil Suit No: 52-1140-1997, 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 2% per month 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 Ghazi & Lim, is of the opinion that EKE has a "good chance of winning" the abovementioned suit. The case is pending the outcome of High Court Originating Summons.

Tohtonku Sdn. Bhd. has filed a counter-claim against EKE under Civil Suit No: 52-1140-1997, 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 Ghazi & Lim, is of the opinion that EKE has a good defence to the counter-claim and that EKE has a good chance in defending the said counter-claim by Tohtonku Sdn. Bhd.

Messrs Ghazi & Lim have filed an Originating Summons in the Penang High Court for, inter-alia, an order that this matter be transferred to the High Court from the jurisdiction of the sessions Court. The case is now pending the appeal to the Court of Appeal.

(b)
Kheng Bee Construction Sdn. Bhd. ("Contractor") has instituted a civil suit under Shah Alam High Court Summons No. MT3-22-434-2001 against the subsidiary company, 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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24.
Pending material/related litigations (Con’t)

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.

The Consultant had, vide their solicitors, Messrs Tengku Azlina, Rao, Low & Associates filed its statement of Defence for Third Party and the Court has fixed 12 December 2003 as the next date for the case management.

On 12 December 2003, the court has fixed 14 September 2004 as the new date for case management.

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.

25.

Basis of calculation of earnings per share

The basic earnings per share for the quarter and cumulative year to date are computed as follows:

	
	Individual

Current Year Quarter

30.6.04
	
	Cumulative

Current Year

To Date

30.6.04

	
	
	
	

	Net profit for the period  (RM’000)
	2,961
	
	   5,450

	
	
	
	

	Weighted average number of ordinary shares of RM1.00 each in issue 
	40,065
	
	40,037

	
	
	
	

	Basic Earnings Per Share based on

weighted average number of ordinary shares

of RM1.00 each in issue (sen)
	7.39
	
	13.61



The diluted earnings per share for the quarter and cumulative year to date are computed as follows:

	
	
	
	

	Net profit for the period  (RM’000)
	2,961
	
	   5,450

	
	
	
	

	Weighted average number of ordinary shares of RM1.00 each in issue after taking into account the effect of share options
	40,569
	
	40,237

	
	
	
	

	Diluted Earnings Per Share (sen)
	7.30
	
	13.54
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