ENG KAH CORPORATION BERHAD

Company No. 435649-H

SELECTED EXPLANATORY NOTES


1. Basis of preparation

The interim financial statements are unaudited and have been prepared in compliance with FRS 134 Interim Financial Reporting and Chapter 9 part K of the Listing Requirements of the 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 2006. 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 (hereinafter referred to as the “Group”) since the financial year ended 31 December 2006.

The same accounting policies and methods of computation are followed in the interim financial statements as compared with the financial statements for the financial year ended 31 December 2006.
2.
Audit Report


The auditors’ report on the financial statements for the year ended 31 December 2006 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 
There were no issuances, cancellation, repurchase, resale and repayment of debt and equity securities during the current quarter.

7.
Dividends  

Other than disclosed below, no other dividends have been declared or paid by the Company for the current quarter ended 30 June 2007:

(i)
A final dividend of 8 sen less tax and a special dividend of 5 sen less tax for the financial year ended 31 December 2006, has been approved by shareholders at the Annual General Meeting of the Company duly held on 28 June 2007 and paid on 31 July 2007;

(ii)
A first interim dividend of 5 sen per share less income tax of 27% amounting to RM2,256,722 in respect of the financial year ending 31 December 2007 and was paid on 30 June 2007; and

(iii)
A second interim dividend of 5 sen per share less income tax of 27% amounting to RM2,256,722 in respect of the financial year ending 31 December 2007 will be made payable at a later date.

8.
Segmental Reporting 


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

	
	
	
	
	
	
	6 months

	
	
	
	
	
	
	quarter

	
	
	Personal
	
	Investment
	
	ended

	
	
	care
	Household
	holding
	Elimination
	30.6.07

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

	
	
	
	
	
	
	

	Revenue from external customers
	23,401
	7,439
	-
	-
	30,840

	Inter-segment revenue
	110
	-
	4,932
	(5,042)
	-

	
	
	23,511
	7,439
	4,932
	(5,042)
	30,840

	Interest income
	
	
	
	
	65

	Total revenue
	
	
	
	
	
	30,905

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Segment results
	5,192
	1,137
	5,326
	(5,351)
	6,304

	Interest expense
	
	
	
	
	(9)

	Interest income
	
	
	
	
	381

	Profit before taxation
	
	
	
	
	6,676

	Taxation
	
	
	
	
	
	(1,169)

	Net profit for the period
	
	
	
	
	5,507


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 2006.

10. 
Subsequent Events 

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

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 RM36.54 million to banks facilities granted by financial institutions to its subsidiaries.

13.
Capital Commitments 

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

	
	
	
	
	RM'000

	
	
	
	
	

	Contracted but not provided for: 
	
	
	1,398

	Property, plant and equipment
	
	
	


14.
Review of Performance

The Group’s profit after taxation (“PAT”) for the preceding year corresponding quarter was RM3.666 million as compared with RM3.208 million of the reporting quarter. The decrease of 12.5% was mainly attributed to the renovation work for production expansion purposes in Penang’s manufacturing plants which was completed in the early part of the second quarter 2007, wherein the manufacturing activities for relatively higher profit margin products were affected.

15.
Comment on material change in profit before taxation vs preceding quarter

The Group recorded a profit before taxation of RM3.545 million for the reporting quarter ended 30 June 2007 as compared with RM3.131 million of the preceding quarter ended 31 March 2007.  The increase of 13.22% was mainly attributed to the gradual increase in capacity as the renovation work for production expansion purposes in Penang’s manufacturing plants was completed in the early part of the second quarter 2007.

The Group registered a profit after taxation of RM3.208 million for the reporting quarter ended 30 June 2007 as compared with RM2.299 million of the preceding quarter ended 31 March 2007, an increase of 39.54%.
16.
Commentary of Prospects


Barring unforeseen circumstances, the Group’s performance for the financial year-end 31 December 2007 is expected to be satisfactory.

17.
Profit forecast variance


Not applicable.

18. 
Taxation

	
	
	
	
	Current Year
	
	Current Year

	
	
	
	
	Quarter
	
	To Date

	
	
	
	
	30.6.07
	
	30.6.07

	
	
	
	
	RM'000
	
	RM'000

	Taxation comprise the following: 
	
	
	
	

	Based on profit for the period
	
	
	
	

	- Current tax
	
	
	(381)
	
	     (1,079)

	- Deferred tax
	
	
	         44
	
	(19)

	
	
	
	
	(337)
	
	(1,098)

	Under provision of deferred tax in              prior year
	
	-
	
	          (71)

	
	
	
	
	(337) 
	
	(1,169)

	
	
	
	
	
	
	

	Reconciliation of tax expense: 
	
	
	

	
	
	
	
	
	
	

	Income tax of Malaysian statutory tax rate of 27%
	(926)
	
	    (1,802)

	Effects of: 
	
	
	

	- Income not subject to tax
	    48 
	
	          57

	- Double deduction of expenses
	363
	
	        385

	- Expenses not deductible for tax purposes
	(43)
	
	       (128)

	- Reduced tax rate on first RM500,000 chargeable income
	22
	
	          70

	- Annual crystallisation of deferred tax on revaluation      surplus
	         5
	
	         9                                                                                                                

	- Changes in tax rates on opening balance 

    of deferred tax 
	71
	
	          71

	- Utilisation of reinvestment allowance
	123
	
	      240

	Under provision in prior year
	          
	-
	                      
	         (71)

	
	
	
	
	(337)
	
	    (1,169)  


19.
Unquoted Investments/Properties


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

20.
Purchase or Disposal of Quoted Securities 
(a)
There were no purchases or disposals of quoted securities for the current quarter under review.

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

21.
Corporate Proposal


There was no corporate proposal being carried out during the period under review.

22.
Group Borrowings and Debt Securities

	
	
	Secured
	
	Unsecured
	
	Total

	Group borrowings
	RM'000
	
	RM'000
	
	RM'000

	
	
	
	
	
	
	

	Short term
	
	
	
	
	
	

	Hire purchase payables
	55 
	
	                   - 
	
	55

	
	
	
	
	
	
	

	Long term
	
	
	
	
	
	

	Hire purchase payables
	22
	
	                   - 
	
	22

	
	
	
	
	
	
	

	Total
	
	77
	
	                   - 
	
	77


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.

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. (“TSB”) (as Defendant) vide Georgetown Sessions Court (2) Summons No: 52-1140-1997 claiming for the following:

(i) RM188,256.30 as at 21 August 1990 being the unpaid purchase price 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 damages for stock purchased and kept by EKE for TSB’s use; and

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

The solicitors acting for EKE for the above proceeding, 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. 

TSB has on 28 January 1991 filed a counter-claim against EKE under Georgetown Sessions Court Summons No: 52-1140-1997 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-mentioned proceeding, is of the opinion that EKE has a “good chance in defending the said counter-claim” by TSB.

In the meantime, the solicitors acting for EKE have on 26 December 2001 commenced proceeding in the High Court of Malaya in Penang vide Originating Summons No. 24-2219-2001 (“the OS”) for, inter-alia, an order that this subject matter in Georgetown Sessions Court Summons No. 52-1140-1997 be transferred to the High Court from the jurisdiction of the Sessions Court. However, the High Court had on 30 June 2004 dismissed EKE’s application for transfer.

EKE’s solicitors have on 28 July 2004 filed an appeal in Court of Appeal vide CA Civil Appeal No. P-021-796-2004 against the said decision of the High Court and the matter is now pending hearing of appeal date to be fixed by the Court of Appeal. 

In the meantime, the Georgetown Sessions Court (2) Summons No. 52-1140-1997 matter is now fixed for mention pending the outcome of EKE’s above-mentioned appeal before 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" and/or “Third Party”), 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, 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.

On 1 February 2005, the court has fixed 26 September 2005 for case management hearing to enable all parties to file documents.

The solicitors for the contractor and the Company had on 29 November 2005 filled the Agreed and Non-Agreed and Non-Agreed Bundle of Documents and the agreed facts and the issues to be tried.

On 29 November 2005, the court has fixed 20 and 21 November 2006 as the hearing dates.

On 20 and 21 November 2006, the hearing was conducted but part heard. The court has informed that the Hearing date fixed for 7 and 8 March 2007 has been changed to 10 and 11 May 2007.

On 10 May 2007, the Contractor submitted an additional Bundle of Documents, the court then fixed 3 and 4 October 2007 for Hearing to enable EKE to furnish Cross Examine the Contractor on the same.

The solicitors are 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
	
	Cumulative Current Year

	
	
	
	
	Quarter
	
	To Date

	
	
	
	
	30.6.07
	
	30.6.07

	
	
	
	
	
	
	

	Net profit for the period (RM'000)
	
	3,208
	
	5,507

	
	
	
	
	
	
	

	Weighted average number of ordinary shares of RM1.00 each in issue
	
	61,828
	
	61,542

	
	
	
	
	
	
	

	Basic Earnings Per Share based on
	
	
	
	

	   weighted average number of ordinary shares
	
	
	

	   of RM1.00 each in issue (sen)
	
	
	5.19
	
	8.95

	
	
	
	
	
	
	


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

	
	
	
	
	Individual
	
	Cumulative

	
	
	
	
	Current Year
	
	Current Year

	
	
	
	
	Quarter
	
	To Date

	
	
	
	
	30.6.07
	
	30.6.07

	
	
	
	
	
	
	

	Net profit for the period (RM'000)
	
	3,208
	
	5,507

	
	
	
	
	
	
	

	Weighted average number of ordinary   shares of RM1.00 each in issue after
	
	
	
	

	    taking into account the effect of share 
	
	
	

	    options and bonus issue
	62,965
	
	62,700

	
	
	
	
	
	
	

	Diluted Earnings Per Share (sen)
	
	5.09
	
	8.78


26.
Other Information

The Company has been granted an extension of six months until 8 December 2007 to comply with the 1,000 minimum public shareholders’ holding not less than 100 shares as provided under the paragraph 8.15(1) of the Listing Requirements of the Bursa Malaysia Securities Berhad.

As at 15 August 2007, the Company has 588 public shareholders with 32.62% being held in the hands of public.

In addition to the Company’s implementation of an on-going Employees Share Option Scheme, expiring 2008, the Company has explored and will continue to explore into various plans to rectify the shortfall of the number of public shareholders facing by the Company. 
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