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APP INDUSTRIES BERHAD (Company No: 504718-U)          
UNAUDITED INTERIM REPORT FOR THE PERIOD ENDED 30 SEPTEMBER 2003.

DISCLOSURE NOTES AS REQUIRED UNDER MASB

1. BASIS OF PREPARATION

The interim financial statements are unaudited and have been prepared in accordance with the requirements of MASB 26: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of the Kuala Lumpur Stock Exchange (“KLSE”).

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2002. 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 the Group since the financial year ended 31 December 2002.

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 2002, except for the adoption of MASB 25 to MASB 29, which became effective from 1 January 2003. The adoption of MASB 27 and MASB 28 have not given rise to any adjustments to the opening balances of retained profits of the prior year and the current period or to changes in the comparatives.  

2. AUDITORS’ REPORT ON PRECEDING ANNUAL FINANCIAL STATEMENTS

The auditors’ report on the annual financial statements for the year ended 31 December 2002 was not subject to any qualifications.

3. COMMENTS ABOUT SEASONAL OR CYCLICAL FACTORS

The revenue of the Group depends on its 98% export orientated activities where seasonality pattern plays a significant role and trend of its overall performances. The domestic market has only contributed marginally 2%. The Group’s sales had surged to RM11.17 million in this financial quarter result from 27 May 2003 to 30 September 2003 as compared to RM2.28 million from previous financial quarter result from 27 May 2003 to 30 June 2003.

The growth in revenue was mainly contributed by improvement in export delivery for the overseas customers in the current interim financial reporting. However, the Group has anticipated peak revenue period and hence will increase its shipment of goods for the coming festivities seasons from October 2003 onwards. The seasonal and cyclically pattern of shipment and overseas order will subsequently determine the Group’s revenue and profit trend in this financial year reporting.

4. UNUSUAL ITEMS DUE TO THEIR NATURE , SIZE OR INCIDENCE

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows during the financial period ended 30 September 2003.

5. CHANGE IN ESTIMATES

During the financial year, the goodwill on consolidation arises from the acquisition of its wholly owned subsidiary companies by APP Industries Berhad on 27 May 2003. As such, the Group has extended the amortisation period for goodwill from 5 years to 15 years for the period under review. The rationale for the change is in view of the prevailing economic conditions of the industry in which the subsidiaries operate and the future economic benefits are expected to flow to the Group.

The change of amortisation period has resulted in the decrease in amorisation expenses of RM14,894 per month.

6.
DEBT AND EQUITY SECURITIES

There were no issuances, cancellations, repurchases, resale and repayment of debts and equity securities except the following:

a.  the issuance of 54,855,902 new ordinary shares of RM0.50 each in APP Industries Berhad at an issue price of RM0.675 per ordinary share in exchange of 100% equity interest in Asian Pottery (Penang) Sdn. Bhd.;

b. the issuance of 808,784 new ordinary shares of RM0.50 each in APP Industries Berhad at an issue price of RM0.675 per ordinary share in exchange of 28% equity interest in Asian Earthernware Sdn. Bhd.;

c. the issuance of 1,691,251 new ordinary shares of RM0.50 each in APP Industries Berhad at an issue price of RM0.675 per ordinary share in exchange of 42.5% equity interest in Asian Pottery Manufacturers Sdn. Bhd.;

d. the issuance of 8,764,001 new ordinary shares of RM0.50 each in APP Industries Berhad at an issue price of RM0.675 per ordinary share in exchange of 80% equity interest in Asian Porcelain Sdn. Bhd.;

e. the issuance of 5,679,108 new ordinary shares of RM0.50 each in APP Industries Berhad at an issue price of RM0.675 per ordinary share in exchange of 100% equity interest in Oriwina Sdn. Bhd.; and

f. the rights issue of 3,750,950 new ordinary shares of RM0.50 each in APP Industries Berhad at an issue price of RM0.50 per ordinary share on the basis of approximately 1 new ordinary share for every 20 existing ordinary shares held.

g. the partial utilisation of the proceeds of the Public Issue and Right Issue to fully settle the long term loans of the bank borrowings on 30 September 2003 as stipulated the main conditions imposed by Securities Commission via its letter dated 25 October 2002 in the Prospectus dated 27 June 2003.

7.
DIVIDENDS PAID

There were no dividends declared or paid during the quarter ended 30 September 2003.

8. SEGMENTAL INFORMATION

	
	3 months ended

30/09/2003

RM’000
	27/05/2003 to

30/09/2003

RM’000

	Segment Revenue
	
	

	- Investment Holdings
	44
	44

	- Trading 
	7,293
	9,113

	- Manufacturing
	5,093
	6,624

	
	12,430
	15,781

	Eliminations
	   (3,543)
	   (4,615)

	Group Revenue
	8,887
	11,166


	

	3 months ended

30/09/2003

RM’000
	27/05/2003 to

30/09/2003

RM’000

	Segment Result

Profit / (Loss) 
	
	

	- Investment Holdings
	(2)
	(3)

	- Trading 
	642
	718

	- Manufacturing
	493
	673

	
	1,133
	1,388

	Unallocated Corporate Expenses 
	(7)
	(30)

	Profit from operations
	1,126
	1,358


9. CARRYING AMOUNT OF REVALUED ASSETS

The valuations of property, plant and equipment and investment properties have been brought forward without amendment from the previous interim financial statements for the period ended 30 June 2003.

10.
SUBSEQUENT EVENTS

There were no material events subsequent to the end of the current quarter except as reported in the previous interim financial statements for the period ended 30 June 2003.

11.
CHANGES IN COMPOSITION OF THE GROUP

There were no changes in the composition of the Group for the current quarter except as reported in the previous interim financial statements for the period ended 30 June 2003.

12. CHANGES IN CONTINGENT LIABILITIES AND CONTINGENT ASSETS

The Directors are not aware of any material contingent liabilities or contingent assets which, upon enforceable, may have material impact on the profit or net asset value of the Group.

13. CAPITAL COMMITMENTS

The Directors are not aware of any material capital commitments which, upon enforceable, may have material impact on the profit or net asset value of the Group.

14.
PERFORMANCE REVIEW

The Group’s financial performance started on 27 May 2003 after the full acquisition of its subsidiary companies prior to the listing in KLSE.  For the current interim results under review, the Group reported a healthy growth with revenue for the current financial year period from 27 May 2003 to 30 September 2003 was RM11.166 million. The revenue of the Group for the current quarter ended 30 September 2003 was RM8.887 million as compared with the previous quarter ended 30 June 2003 was RM2.278 million.

Nevertheless, the cumulative profit before taxation for the current quarter ended 30 September 2003 reported was RM1.175 million comparative with the previous quarter ended 30 June 2003 was RM0.179 million. The current quarter under review reported was RM0.997 million better than the previous quarter of RM0.179 million. 

The improved results in revenue and profit were mainly derived from Asian Pottery (Penang) Sdn. Bhd., a wholly owned subsidiary, which involves in trading activities. The remaining results were contributed by manufacturing subsidiaries such as Asian Earthernware Sdn. Bhd., Asian Pottery Manufacturers Sdn. Bhd., Oriwina Sdn. Bhd. and Asian Porcelain Sdn. Bhd. The other subsidiaries such as Asiarise Holdings Sdn. Bhd., Leaderco Sdn. Bhd. and Metrocraft Sdn. Bhd., which are not active, are involved property investment. The contribution from the manufacturing segment was sustained during the current quarter in line with the steady rate of global economic growth. 

The recognition of improvement in trading segment is significant and expected to grow in the next final quarter for year 2003. During the current period under review, there were no comparative figures as the acquisitions were completed on May 27, 2003. The proforma sales revenue results of the Group from 1 January 2003 to 30 September 2003 showed unaudited revenue of RM36.78 million while the profit before tax was RM4.56 million, reflects more realistic figures of the entire business revenue and profits for the nine months period. For the purpose of this interim financial reporting, only the post acquisition results are reported.

15.
COMMENTARY ON MATERIAL CHANGE IN PROFIT BEFORE TAXATION

The Group’s profit before taxation for the current quarter ended 30 September 2003 of RM997,000 represents an increase of RM818,000 or 457% from the previous quarter ended 30 June 2003 of RM179,000. This was mainly attributed by an increased of sales revenue and higher delivery of goods for overseas market during the peak period as compared with the previous quarter with low season.

The Group’s total accumulated profit before tax for the current year as at 30 September 2003 was RM1.175 million 

16.
COMMENTARY ON PROSPECTS

Overall Group’s revenue recorded a better growth result, which was driven by prompt shipment and delivery of goods to its overseas customers. The Board expects the revenue for the coming quarter to improve better in meeting the revenue and profit target barring any unforeseen circumstances.

The global economy is projected to continue to improve for year 2003. The Group is looking positively to strengthen its export market based on the measure taken to develop more new type of products and introduce new designs each year.

The delivery of goods in the last quarter of the year is high due to the nature of the seasonal pattern and peak festivities. However, the domestic market and new home and garden center are expected to contribute positively on revenue in future.

17. PROFIT FORECAST OR PROFIT GUARANTEE

The disclosure requirements for explanatory notes for the variance of actual profit after tax and shortfall in profit guarantee are not applicable.

18.
TAXATION

	
	Quarter ended 

30/092003

	
	RM’000

	
	

	Tax expense for the period
	            218


The Group’s tax expenses for the current quarter ended 30 September 2003 was RM207,000 as compared with the previous quarter of RM11,000 on 30 June 2003. Thus, the accumulated taxation was RM218,000 during the quarter ended 30 September 2003.

The Group’s tax expenses for period ended 30 September 2003 reflect an effective tax rates, which are lower than the statutory income tax rate. Nevertheless, certain of its subsidiary companies’ expenses are not allowable as deductions for income tax expenses due to full utilization of income tax incentives.

19.
SALE OF UNQUOTED INVESTMENTS AND PROPERTIES

There were no sale of unquoted investments and properties during the quarter ended 30 September 2003.

20.
QUOTED SECURITIES

There were no purchase or disposal of quoted securities during the quarter ended 30 September 2003. 
21.
CORPORATE PROPOSALS

a.
Status of Corporate Proposals

There were no corporate proposals announced but not completed as at 30 September 2003 except for the corporate proposals announced in previous quarter ended 30 June 2003.

b.
Status of Utilisation of Proceeds

The estimated total gross proceeds from the public issue and right issue of RM4,545,000 were utilised according to the main conditions imposed by Securities Commission via its letter dated 25 October 2002 in the Prospectus dated 27 June 2003. Therefore the Group has utilised the proceeds as follows:

1. Full repayment of long term loans of bank borrowings undertaken by the Group;

2. Full repayment of the expenses incidental to the listing of the Company on the Second Board of the KLSE;

3. The Group has yet to utilise the proceeds of RM2.103 million for its proposed expansion plans. This is because of the following reasons:

· The Group is still sourcing to acquire a reasonable building and freehold lands for its new corporate building for APP Industries Berhad and new home and garden center for Asian Pottery Manufacturers Sdn. Bhd;

· The Group had utilised its internal funds to finance the purchase of new micro-kilns for Asian Earthernware Sdn. Bhd. and Oriwina Sdn. Bhd. Thus, the proceeds available will be utilised for future micro-kilns expansion plans;

· Asian Porcelain Sdn. Bhd. has yet to utilise the proceeds to purchase new machinery, equipment and tools. Thus, the proceeds available will be utilised for future business expansion.

22.
BORROWINGS AND DEBT SECURITIES

	
	As At

30/09/2003

	
	RM’000

	
	

	Secured Short-term Borrowings:
	

	Bills payable
	305

	Bank overdrafts
	1,653

	Hire-purchases
	245

	
	2,203

	Secured Long-term Borrowing:
	

	Term loans*
	(8)

	Hire-purchases 
	237

	
	229

	Total Group’s Outstanding As At 30 September 2003
	        2,432 

	
	


(*) The overpayment of bank borrowings will be refunded. 

All of the above borrowings are denominated in Ringgit Malaysia.

23.
OFF BALANCE SHEET FINANCIAL INSTRUMENTS 

The Group does not have any financial instruments with off balance sheet risk as at 30 September 2003 except for the foreign exchange contract, which is still a banking facility not yet utilised.

24. CHANGES IN MATERIAL LITIGATION

The Directors are not aware of any material litigations which, upon enforceable, may have material impact on the profit or net asset value of the Group.

25.
DIVIDEND PAYABLE

There was no dividend proposed or paid for this quarter under review.

26. EARNINGS PER SHARE

The basic earnings per ordinary share of the Group is calculated based on the number of ordinary shares should be the weighted number of ordinary shares outstanding during the period.

	
	3 months ended

30/09/2003
	27 /05/2003

to
30 /09/2003

	
	
	

	
	
	

	Net profit for the period (RM’000)
	790
	957

	Weighted average number of ordinary shares in issue (‘000)
	79,033
	35,990

	Basis earnings per share (sen)
	1.000
	2.659

	
	
	


No diluted earnings per share are presented.

27.
AUTHORISATION FOR ISSUE


The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution of the directors on 17 November 2003.

28.
COMPARATIVE FIGURES

This is the first year of interim financial statements. Thus, no comparative figures are presented.
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