ENG KAH CORPORATION BERHAD

Company No. 435649-H


Part A - Explanatory Notes Pursuant to FRS 134 
1. Basis of Preparation

This interim report is prepared in accordance with FRS 134 “Interim Financial Reporting” and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad, and should be read in conjunction with the Group's financial statements for the financial year ended 31 December 2011.

The accounting policies and presentation adopted for the interim financial report are consistent with those adopted for the annual financial statements for the financial year ended 31 December 2011, except for the adoption of the following revised Financial Reporting Standards (“FRSs”):


FRSs/Interpretations






        Effective date
Amendments to FRS 132 - Classification of Rights Issues
1 March 2010

FRS 1 - First-time Adoption of Financial Reporting Standards (Revised)
 1 July 2010

FRS 3 - Business Combinations (Revised)
1 July 2010

FRS 127 - Consolidated and Separate Financial Statements (Revised)
1 July 2010

Amendments to FRS 2 - Share-based Payments
1 July 2010

Amendments to FRS 5 - Non-current Assets Held for Sale 

                                           and Discontinued Operations
1 July 2010

Amendments to FRS 138 - Intangible Assets
             1 July 2010

IC Interpretation 9 - Reassessment of Embedded Derivatives 

                                   (Amendments to IC Interpretation 9)
 1 July 2010

IC Interpretation 12 - Service Concession Arrangements
             1 July 2010

IC Interpretation 16 - Hedges of a Net Investment in a Foreign Operation
1 July 2010

IC Interpretation 17 - Distributions of Non-cash Assets to Owners
1 July 2010

Amendments to FRS 1 - Limited Exemption from Comparative 

                                          FRS 7 Disclosures for First-time Adopters
1 January 2011

Amendments to FRS 1 - Additional Exemptions for First-time Adopters
1 January 2011

Amendments to FRS 2 - Group Cash-settle Share based 

                                          Payment Transactions
1 January 2011

Amendments to FRS 3 - Business Combination
1 January 2011

Amendments to FRS 7 - Improving Disclosures about 

                                          Financial Instruments
1 January 2011

Amendments to FRS 101 - Presentation of Financial Statements
1 January 2011

Amendments to FRS 121 - The Effect of Changes in Foreign 

                                              Exchange Rates
1 January 2011

Amendments to FRS 128 - Investments in Associates
1 January 2011

Amendments to FRS 131 - Interests in Joint Ventures
1 January 2011

Amendments to FRS 132 - Financial Instruments: Presentation
1 January 2011

Amendments to FRS 134 - Interim Financial Reporting
1 January 2011

Amendments to FRS 139 - Financial Instruments: Recognition 

                                               and Measurement
1 January 2011

IC Interpretation 4 - Determining Whether an Arrangement 

                                               contains a Lease
1 January 2011

IC Interpretation 13 - Customer Loyalty Programmes
1 January 2011

IC Interpretation 18 - Transfer of Assets from Customers
1 January 2011

The adoption of the above standards, amendments and interpretations do not have any material impact on the financial statements of the Group.




Malaysian Financial Reporting Standards (MFRS)

On 19 November2011, the Malaysian Accounting Standards Board (MASB) issued a new MASB approved accounting framework, the Malaysian Financial Reporting Standards (MFRS Framework). 
The MFRS Framework is to be applied by all Entities Other Than Private Entities for annual periods beginning on or after 1 January 2012, with the exception of entities that are within the scope of MFRS141 Agriculture (MFRS141) and IC Interpretation 15 Agreements for Construction of Real Estate (IC15), including its parent, significant investor and venturer.
The Group will be required to prepare financial statements using the MFRS Framework in its first MFRS financial statements for the year ending 31 December 2012. In presenting its first MFRS financial statements, the Group will be required to restate the financial position as at 1 January 2012 to amounts reflecting the application of MFRS Framework.
The Group has started a preliminary assessment of the differences between FRS and accounting standards under the MFRS Framework and is in the process of assessing the financial effects of the differences. Accordingly, the financial position as disclosed in these financial statements for the year ended 31 December 2011 could be different if prepared under the MFRS Framework.
The Group expects to be in a position to fully comply with the requirements of the MFRS Framework for the financial year ending 31 December 2012. 

2.
Auditors’ Report of Preceding Annual Financial Statements


The auditors’ report on the financial statements for the financial year ended 31 December 2010 was not qualified.

3.
Seasonality or Cyclicality of Operations 

Generally, the sales of the Group’s products are higher in the second half of the financial year due to majority of the festive seasons fall within this period.

4.
Items of Unusual Nature


There were no unusual items affecting assets, liabilities, equity, net income or cash flows during the financial year under review.

5.
Changes in Accounting Estimates


There were no changes in estimates of amounts reported in the prior financial year that have a material effect in the current quarter and financial year results.
6.
Changes in Debt and Equity Securities 

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities during the financial year ended 31 December 2011.
7. 
Dividends paid
The following dividends were paid and payable during the financial year ended 31 December 2011:

In respect of the financial year ended 31 December 2010:
· Final single-tier dividend of 7.5 sen per share amounting to RM4,637,100 paid on 26 August 2011.
In respect of the financial year ended 31 December 2011:
· First interim single-tier dividend of 5 sen per share amounting to RM3,091,400 paid on 8 July 2011,
· Second interim single-tier dividend of 5 sen per share amounting to RM3,091,400 paid on 10 October 2011, and
· Third interim single-tier dividend of 5 sen per share amounting to RM3,091,400 paid on 18 January 2012.
8.
Segmental Information

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

	



	12 Months 
ended

31.12.11
(RM’000)
	
	12 Months ended 
31.12.10
(RM’000)

	Segment Revenue
	
	
	

	Personal care
	84,779
	
	84,406

	Household
	13,522
	
	15,256

	Investment holding
	14,920
	
	11,440

	Total revenue including inter segment sales
	113,221
	
	111,102

	Elimination of inter-segment sales
	(17,676)
	
	(13,751)

	Total revenue excluding inter segment sales
	95,545
	
	  97,351

	Interest income
	37
	
	48

	
	95,582
	
	97,399


	



	12 Months

ended

31.12.11

(RM’000)
	
	12 Months ended

31.12.10

(RM’000)

	Segment Results 
	
	
	

	Personal care
	14,092
	
	13,811

	Household
	1,085
	
	1,207

	Investment holding
	15,810
	
	12,028

	Total results 
	30,987
	
	27,046

	Elimination 
	(14,920)
	
	  ( 11,496)

	Results excluding inter segment sales
	16,067
	
	15,550

	Interest expense                                                                 
	(3)
	  
	           (11)

	Interest income
	405
	
	     223

	Profit before taxation 
	16,469
	
	         15,762

	Taxation                                                                    
	(3,213)
	
	      (3,752)

	Profit for the period
	13,256
	
	12,010


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 financial year ended 31 December 2011.
10. 
Subsequent Events 


Save as disclosed below, there was no other material events subsequent to the current financial year ended 31 December 2011: 

On 27 January 2012, the Company has entered into a Principal Points of Agreement for Joint Venture with Cosway (China) Co. Limited (“Cosway China”), a company incorporated in China, to acquire 30% equity interest in a wholly-owned subsidiary of Cosway China, namely Guangzhou Cosway Cosmetic Manufacture Co. Ltd. (the JVC”). The acquisition and registration of the transfer of the thirty per centum (30%) of the equity in the JVC will be subject to obtaining the necessary approvals of the Regulatory Authorities of the People’s Republic of China. 
11.
Changes in Composition of the Group

There were no changes in the composition of the Group for the financial year under review other than disclosed below:
On 13 October 2011, the Company has announced that it is in the process of incorporating a new subsidiary in Indonesia to be known as P.T. Eng Kah for market expansion purposes. As at the date of this report, the incorporation is yet to complete.
12.
Changes in Contingent Liabilities and Contingent Assets 
There were no contingent assets or contingent liabilities since the end of the last annual reporting period.
13.
Capital Commitments 

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











RM’000



 Contracted but not provided for:


· Property, plant and equipment
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Part B: Explanatory Notes Pursuant To Appendix 9B of The Listing Requirements Of Bursa Malaysia Securities Berhad

1.
Review of Performance 
	
	Individual Quarter

3 Months Ended
	
	Cumulative Quarter

12 Months Ended

	
	(Unaudited)

31.12.11
RM'000
	(Unaudited)

31.12.10
RM'000
	
	(Unaudited)

31.12.11
RM'000
	(Audited)

31.12.10
RM'000

	Revenue
	25,043
	27,800
	
	95,582
	97,399

	Profit before taxation
	2,961
	4,286
	
	16,469
	15,762

	Profit after taxation
	2,499
	3,214
	
	13,256
	12,010


.Comparison With Corresponding Quarter In The Previous Year

The Group’s Profit After Taxation (“PAT”) for the reporting quarter was RM2.499 million as compared with RM3.214 million of the preceding year corresponding quarter, a decrease of approximately 22.25%.


Generally, impact of seasonality on the demand for the Group’s products is not that significant.  The achieved turnover for the reporting quarter was RM25.043 million as compared to RM27.800 million recorded for the preceding year corresponding quarter.  The decrease in turnover was mainly due to rescheduling of delivery dates by some customers. The turnover was also slightly affected after the implementation of more stringent credit control policy of the Group.

The Group manufactures a wide range of personal care products as well as household products.  During the financial year under review, the demand for personal care was increased by approximately 0.44% whereas the demand for household products was decreased by around 11.37% as compared to the previous financial year.  The slight change was fairly usual in terms of the manufacturing activities of the Group.
During the quarter under review, the Profit Before Taxation (“PBT”) margin was approximately 11.82% as compared to 15.42% of the previous year corresponding quarter.  The lower PBT margin was mainly due to additional cost incurred for product trial run and product testing as well as quality control pertaining to new product development for customers.  Furthermore, additional expenses also incurred for developing new markets, which was necessary to support the Group’s marketing strategy for market development purposes.
 Financial Year To Date

The Group’s PAT for the financial year to date was increased by RM1.246 million to RM13.256 million as compared to the corresponding year to date. The higher PAT achieved was mainly due to the change in product mix as new products had been developed and marketed to customers in addition to existing products.  New customer has also been secured and had contributed to the increase in PAT of the Group.

.


2.
Comparison with immediate preceding quarter's results
The Group recorded a PBT of RM2.499 million for the reporting quarter ended 31 December 2011 as compared to RM3.951 million of the preceding quarter ended 30 September 2011, a decrease of approximately 36.75%.

The turnover for the reporting quarter was RM25.043 million as compared to RM22.122 million of the preceding quarter.  The increase in turnover was mainly due to higher orders placed by existing and new customers during the reporting quarter compared with the preceding quarter.

During the quarter under review, the PBT margin was approximately 11.82% as compared to 17.86% of the previous quarter.  The lower PBT margin was mainly due to additional cost incurred for product trial run and product testing as well as quality control pertaining to new product development for customers, and additional expenses was also incurred for developing new markets.  In addition, as part of the Group’s marketing strategy, more competitive pricing to support customers who are penetrating into new markets, as a result, the PBT margin was affected but barring unforeseen circumstances, the impact was short-term.

3.
Commentary of Prospects

The Company had on the 27th January 2012 entered into Principal Points Of Agreement For Joint Venture with Cosway (China) Co. Limited (“Cosway China”).  In agreement with Cosway China, the Company has agreed to acquire thirty per centum (30%) of the equity in the Joint Venture Company (“JVC”). The acquisition and registration of the transfer of the thirty per centum (30%) of the equity in the JVC will be subject to obtaining the necessary approvals of the Regulatory Authorities of the People’s Republic of China.  The joint venture business is expected to contribute positively to the future earnings of the Group.

Generally, the market conditions of the industry are relatively stable. As the Group manufactures a wide range of products, the changes in product mix may impact on profit margin of the Group.

With the additional production capacity from the Group’s second manufacturing plant in Penang, the Group’s strategy is more focus on Multi-National Corporations (“MNC”) to expand and diversify its customer base.  It is part of the Group’s on going marketing strategies to continue meeting with potential new customers.

Barring unforeseen circumstances, the Group’s performance is expected to be satisfactory for the financial year ending 31 December 2012. 


4.
Profit forecast variance


There was no profit forecast made in any public documents.
5.
Profits from operations

	
	Individual Quarter

3 Months Ended
	
	Cumulative Quarter

12 Months Ended

	
	(Unaudited)

31.12.11
RM'000
	(Unaudited)

31.12.10
RM'000
	
	(Unaudited)

31.12.11
RM'000
	(Audited)
31.12.10
RM'000

	Share-based compensation pursuant to ESOS
	-
	(45)
	
	(5)
	2

	Bad debts
	6
	-
	
	6
	7

	Depreciation
	688
	745
	
	2,734
	2,768

	Gain on disposal of property, plant and equipment
	(10)
	-
	
	                (9)
	-

	Impairment loss on receivables
	31
	-
	
	131
	100

	Property, plant and equipment written off
	-
	-
	
	13
	-

	Net realised (gain)/loss on
                  
    
   foreign exchange
	(61)
	(242)
	
	(390)
	(361)

	Interest income
	(141)
	(70)
	
	(407)
	(223)


6.
Taxation
	
	Individual Quarter

3 Months Ended
	
	Cumulative Quarter

12 Months Ended

	
	(Unaudited)

31.12.11
RM'000
	(Unaudited)

31.12.10
RM'000
	
	(Unaudited)

31.12.11
RM'000
	(Audited)

31.12.10
RM'000

	Taxation comprise the following: 
	
	
	
	
	

	Based on results for the period/year
	
	
	
	
	

	- Current tax
	(364)
	(1,359)
	
	(3,240)
	(3,896)

	- Deferred tax
	3
	4
	
	      185
	55

	
	(361)
	(1,355)
	
	(3,055)
	(3,841)

	(Under)/Over provision in prior year
	
	
	
	
	

	- Current tax
	     (149)                                                                                                                                
	79                         
	
	 (149)
	79                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                     

	- Deferred tax
	           48
	204
	
	              (9)
	10

	
	(101)
	283
	
	 (158)
	89

	
	(462)
	(1,072)
	
	(3,213)     
	(3,752)


The Group’s effective tax rate for the current quarter and cumulative quarter ended 31 December 2011 was lower than the statutory tax rate of 25% due to entitlement of double deduction claimed during the period. 
7.
Corporate Proposal


There were no corporate proposals announced or not completed as at the date of this report.
8.
Borrowings and Debt Securities


Secured

Group borrowings
RM’000

Short term:


Finance lease liability
55

9.
Material 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 the  EKE for the TSB 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, Messrs Ghazi & Lim, is of the opinion that EKE has a "good chance of winning" the abovementioned suit. 

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;

(v) incentives amount of RM30,000.00;

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

(v)
costs.
The solicitors acting for EKE in the above-mentioned proceeding, Messrs Ghazi & Lim, is of the opinion that EKE has a good chance in defending the said counter-claim.

In view that the total value of the Plaintiff’s claim is now beyond the monetary jurisdiction of the Session Court, the Court of Appeal had on 11 January 2010 ordered that this matter be transferred to the High Court of Malaya in Penang for hearing.
This matter is now registered in the High Court of Malaya in Penang as Civil Suit No. 22-843-2010 and is now pending a case management date to be fixed.
 (b)
Kheng Bee Construction Sdn. Bhd. ("Contractor") has instituted a civil suit under Shah Alam High Court (“SAHC”) Summons No. MT3-22-434-2001 against the Company 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 Eng Kah Enterprise (KL) Sdn. Bhd. (“EKL”), a related company'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 EKL that it 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 EKL, Messrs Tan Chuah Shuaib & Co has filed a Statement of Defence and counter-claim against the Contractor whereunder the Company has counter-claimed for RM318,000 being the agreed liquidated damages payable by the Contractor for late completion of the Project.


The SAHC on 29 May 2009 allowed the Contractor’s claim with costs.

On 22 June 2009, a Notice of Appeal was filed at SAHC and on 13 July 2009 duly registered vide Appeal No.: B-02(IM)-1223-09 at the Court of Appeal.

On 20 July 2009, the Solicitors obtained Grounds of Judgment/Decision from SAHC.

On 14 August 2009, the Solicitors filed the Appeal Records to the Court of Appeal and served the same to the Contractor’s Solicitors on 17 August 2009.


On 9 December 2009, an Application for Stay of Execution was filed by EKL.


On 10 January 2010, the Application for Stay was heard and the Court has ordered for the Judgement Sum to be deposited with the Plaintiff’s Solicitors as Stakeholder by 25 February 2010, for which EKL has duly complied on 24 February 2010, pending the hearing and disposal of the Appeal to the Court of Appeal.


On 14 April 2010, the Solicitors Messrs Shearn Delamore & Co has taken over conduct of the Appeal. The Court of Appeal has fixed 28 February 2012 for hearing.
10.
Dividends
At the forthcoming Annual General Meeting, a final single-tier dividend of 7.5 sen per share amounting to RM4,637,100 in respect of financial year ended 31 December 2011 will be proposed for shareholder’s approval.  The financial statements for the current financial year shall not reflect these proposed dividends.  Such dividends, if approved by the shareholders’ will be accounted for in equity as an appropriation of retained profits in the financial year ending 31 December 2012.
11.
Earnings Per Share 

Basis of calculation of earnings per share


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

3 Months Ended
	Cumulative Quarter

12 Months Ended

	
	31.12.11
	31.12.10
	31.12.11
	31.12.10

	Profit after taxation 

Attributable to owners of the parent (RM’000)
	2,499
	3,214
	13,256
	12,010

	
	
	
	
	

	Weighted average number of ordinary shares of RM1.00 each in issue (’000)
	61,828
	61,828
	61,828
	61,828

	
	
	
	
	

	Basic earnings per share (sen)
	4.04
	5.20
	21.44
	19.42


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

3 Months Ended
	Cumulative Quarter

12 Months Ended

	
	31.12.11
	31.12.10
	31.12.11
	31.12.10

	Profit after taxation

Attributable to owners of the parent (RM’000)
	2,499
	3,214
	13,256
	12,010

	
	
	
	
	

	Weighted average number of ordinary shares of RM1.00 each in issue after taking into account the effect of share options (’000)
	62,580
	62,100
	62,303
	-

	
	
	
	
	

	Diluted earnings per share (sen) 
	3.99
	5.18
	21.28
	*-


* During the period, diluted earnings per share has not been computed as the effect of the share options under ESOS is anti-dilutive in nature. 

12. 
Realised and unrealised profits 
	



	31.12.11

(RM’000)
	
	31.12.10

(RM’000)

	Total retained profits of the Company 
	
	
	

	    and its subsidiaries
	
	
	

	· Realised
	42,659
	
	43,493

	· Unrealised
	(2,962)
	
	(3,139)

	
	39,697
	
	40,354

	Less : Consolidation adjustments 
	(26,248)
	
	(26,250)

	
	13,449
	
	14,104


EKC - 14

