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1. BASIS OF PREPARATION

The interim financial statements are unaudited and have been prepared in accordance with MASB 26, Interim Financial Reporting and Paragraph 9.22 and Appendix 9B of the Malaysia Securities Exchange Berhad (MSEB) requirement.

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 become 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. The changes and effects of adopting MASB 25 and MASB 29, which resulted in prior year adjustments, are as follows:

(a) Changes in Accounting Policies

(i) MASB25: Income Taxes

Under MASB 25, the Group has commenced recognition of deferred tax assets for all deductible temporary differences and tax credits, when it is probable that sufficient taxable profit will be available against which the deductible temporary differences can be utilized.  Previously, deferred tax assets were not recognized unless there was reasonable expectation of their realization.

(ii) MASB29: Employee Benefits

The adoption of MASB29 resulted in the Group making provisions for the obligations in respect of short term employee benefits in the form of accumulated compensated absences.  These obligations were not provided for prior to the adoption of MASB 29.
(b) Prior Year Adjustments

The changes in accounting policies have been accounted for retrospectively and the effects on prior years have been taken up as prior year adjustments in the financial statements.  The changes have resulted in the adjustment to the Goodwill of the Group as the net assets of the companies acquired has increased as a result of the prior year adjustments to the deferred tax and short term accumulating compensated absences. The effects of the changes in accounting policies are as follows:


Effects on Goodwill:

	
	
	
	

	
	
	
	As previously reported

RM’000
	
	Effects of adopting  MASB 25 & MASB 29

RM’000
	
	As restated

RM’000

	
	
	
	
	
	
	
	

	As of May 27, 2003

  Goodwill


	
	
	1,340
	
	(997)


	
	343


Effects on net profit for the period:

	
	3 months ended

31/12/2003

RM’000
	
	27/05/2003 to

31/12/2003

RM’000

	Net profit before changes in accounting policies
	688
	
	1,645

	
	
	
	

	Effects of adopting MASB 25
	276
	
	276

	Effects of adopting MASB 29
	(67)
	
	(67)

	Decrease in goodwill amortisation
	39
	
	39

	
	
	
	

	
	248
	
	248

	
	
	
	

	Net profit for the period
	936
	
	1,893

	
	
	
	


2. AUDITORS’ REPORT ON PRECEDING ANNUAL FINANCIAL STATEMENTS

There was no qualification on the Group’s preceding annual financial statements for the year ended 31 December 2002.

3. COMMENTS ABOUT SEASONAL OR CYCLICAL FACTORS

The business of the Group was affected significantly by seasonality pattern and cyclical factors, with which approximately 98% of the group revenue was generated through export sales while approximately 2% was contributed by the domestic sales.

During the current year to date ended 31 December 2003, the Group recorded better sales performance of RM23.946 million as compared with previous result of RM11.166 million as at 30 September 2003. The significant growth in revenue was due to higher export delivery for overseas customers during high season periods like Christmas, New Year, and Spring Season. The peak shipment period was from October 2003 to December 2003, which would subsequently determine the Group’s sales revenues and profits in this financial year under review.

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 year ended 31 December 2003.

5. CHANGE IN ESTIMATES

During the financial year, the Group has extended the amortisation period for goodwill arising from the acquisition of its wholly owned subsidiary companies by APP Industries Berhad on 27 May 2003, from 5 years to 15 years, for the period under review. 

The rationale for the change was in line with the prevailing economic conditions of the industry in which the subsidiaries operate and the future economic benefits which were expected to flow to the Group.

6.
DEBT AND EQUITY SECURITIES

There were no issuances, cancellations, repurchases, resale and repayment of debts and equity securities except that the Company had transacted the followings pursuant to the listing of the Company on the Second Board of the MSEB on 06 August 2003:

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 Rights Issue to fully settle the long term loans of the bank borrowings on 30 September 2003 as stipulated in the main conditions imposed by Securities Commission via its letter dated 25 October 2002 as stated in the Prospectus dated 27 June 2003.

7.
DIVIDENDS PAID


No dividend was declared or paid for this financial quarter ended 31 December 2003.

8.

SEGMENTAL INFORMATION

	Segment Revenue
	3 months ended

31/12/2003

RM’000
	
	27/05/2003 to

31/12/2003

RM’000

	
	
	
	

	Investment Holdings
	33
	
	77

	Trading 
	11,588
	
	20,701

	Manufacturing
	4,783
	
	11,407

	
	
	
	

	
	16,404
	
	32,185

	Eliminations
	(3,624)
	
	(8,239)

	
	
	
	

	Group Revenue
	12,780
	
	23,946

	
	
	
	


	Segment Result
	3 months ended

31/12/2003

RM’000
	
	27/05/2003 to

31/12/2003

RM’000

	
	
	
	

	Profit / (Loss) 
	
	
	

	- Investment Holdings
	(115)
	
	(118)

	- Trading 
	4,026
	
	4,743

	- Manufacturing
	854
	
	1,528

	
	
	
	

	
	4,765
	
	6,153

	Eliminations
	(3,598)
	
	(3,621)

	
	
	
	

	
	1,167
	
	2,532

	Unallocated Corporate Expenses
	(6)
	
	(13)

	
	
	
	

	Profit from operations
	1,161
	
	2,519

	
	
	
	


9.
CARRYING AMOUNT OF REVALUED ASSETS

The valuations of property, plant and equipment and investment properties had been brought forward without amendments from the previous quarter financial statements for the period ended 30 September 2003.

10.
SUBSEQUENT EVENTS

There had been no material events subsequent to the financial period end requiring adjustment or disclosure in this quarter financial results.

11.

CHANGES IN COMPOSITION OF THE GROUP

There were no changes in the composition of the Group during the financial period under review.

12. CHANGES IN CONTINGENT LIABILITIES AND CONTINGENT ASSETS

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

13. CAPITAL COMMITMENTS

The Directors were not aware of any material capital commitments, which if enforced, 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 MSEB. During the current year to date financial result under review, the Group recorded revenue of RM23.946 million. However, the revenue of the Group for the current quarter ended 31 December 2003 was RM12.780 million as compared with RM8.887 million in the previous quarter ended 30 September 2003.

Asian Pottery (Penang) Sdn. Bhd., a wholly owned subsidiary, involved in major trading and export activities, was the main profit contributor of the Group. The other four wholly owned subsidiaries, which are principally in manufacturing i.e., Asian Earthernware Sdn. Bhd., Asian Pottery Manufacturers Sdn. Bhd., Oriwina Sdn. Bhd. and Asian Porcelain Sdn. Bhd also contributed to the Group’s profits.  Whereas, Asiarise Holdings Sdn. Bhd., Leaderco Sdn. Bhd. and Metrocraft Sdn. Bhd., remained dormant entities to-date. The Directors are expected to re-activate these dormant subsidiaries in the year 2004.

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 31 December 2003 showed unaudited revenue of RM49.556 million while the profit before tax was RM5.590 million, thus reflecting more realistic figures of the entire business revenue and profits for the year. For the purpose of this interim financial reporting, only the post acquisition results were reported.

15.
COMMENTARY ON MATERIAL CHANGE IN PROFIT BEFORE TAXATION

The Group achieved profit from ordinary activities before taxation of RM1.060 million in the current financial quarter, an increase of RM63,000 or 6% as compared to RM997,000 for the previous financial quarter. Higher sales revenue in export market during peak season and ample liquidity generated from the IPO proceeds received mainly contributed to the improvement in the results.
The Group’s total accumulated profit before tax for the period from 27 May 2003 to 31 December 31, 2003 was RM2.235 million as compared to RM1.175 million as at 30 September 2003. 

16.
COMMENTARY ON PROSPECTS

The Directors are of the opinion that the performance of the Group for the next financial year in 2004 should improve further, barring any unforeseen circumstances.

Going forward into year 2004, the Group’s outlook is optimistic on account of the following:

· The continued emphasis on comprehensive product development, coupled with the upgrading of the marketing team, shall enable APP to stay in the forefront of exclusive product lines and ranges.  This shall in turn secure the desired price structures and profit margins;

· With SARS no longer posing an immediate threat and the hostility in Iraq already subdued, APP’s customers are expected to return to Asia for their annual purchasing trips;

· Due to the various uncertainties in the year 2003, many of APP’s customers had adopted a “wait and see” attitude towards sealing major deals. The drastic decrease in purchasing activities over the last year had resulted in lower inventory stockpiles.  Hence, APP may experience a peak in the purchasing activities of its customers in the year 2004. 

17. PROFIT FORECAST OR PROFIT GUARANTEE

In conjunction with the IPO exercise on the Second Board of the MSEB, the Directors had forecasted the Group’s revenue and after tax profit for the financial year ending 31 December 2003 to be RM58.637 million and RM7.303 million respectively.

The Group registered a post acquisition unaudited sales revenue of RM23.946 million and after tax profit of RM1.893 million from 27 May 2003 to 31 December 2003. Nevertheless the Group’s unaudited proforma revenue showed RM49.556 million and after tax profit of RM4.000 million from 1 January 2003 to 31 December 2003, reflecting a more realistic comparison against the forecasted Group’s revenue and after tax profit figures.

The decrease in actual Group revenue and after tax profit as compared with its forecast figures were mainly due to the following events:

a) The forecast for the target turnover and profit margin for year ended 31 December 2003 were made in 2002, during which market conditions were positive and optimistic. To the best of APP’s knowledge, the financial forecasts were based upon the following rationale:

· The Group had successfully explored the viability of the “Sand Stone” new product range and plan to officially launch this new series in the 2nd Quarter 2003, with the expectation that it would contribute 10% of the turnover and hence profit margin;

· The new market in North America including Canada, which had enjoyed a healthy growth over the years, was also expected to grow by 10%;

· The Group had benefited from the relatively stable petroleum and fuel prices critical for its manufacturing operations, as a result of a relatively peaceful period globally, arising from the positive outcomes in the fight against global terrorism. 

b) The Group’s revenue and profit margin for the proforma first quarter and post-listing in the 2nd quarter of 2003 were within forecast, due to the reasons mentioned in para (a) above.  Furthermore, there were some orders, which were sealed in the year 2002, thus enabling the Group to deliver the orders on schedule and on demand.

c) In year 2003, global peace and economic stability were disrupted by uncertainties on several fronts:

· The outbreak of Severe Acute Respiratory Syndrome (SARS) in Asia since March 2003 had caused many of the major customers and their Chief Merchandisers to cancel their usual preview and purchasing trips to Asia. Rather unfortunately, the outbreak coincided with the months of March 2003 through May 2003, which, were the best buying season in the lawn and garden pottery industry where they could peruse new designs, trends, and the perceptions of merchandisers for the coming season. The collision of timing had seriously jeopardized the Official Launching and Preview Schedules of the “Sand Stone” projects and the subsequent promotion program for the 2nd half year 2003. Under such circumstances, the Group was forced to postpone the launching of the “Sand Stone” programs to year 2004;

· With the onset of war in Iraq, consumer confidence in the traditional pottery market in Europe as well as in the new North American market was badly shaken;

· Due to the above factors, the industry had been negatively impacted across the board, all over the Asia Pacific region. In particular, manufacturers in Vietnam, perhaps due to insufficient resources and financial soundness to brave the situation, had chosen to voluntarily drive prices downward in a state of panic, in order to regain lost turnover. This started a domino effect within the industry; as a result, some of the common customers had capitalized on the situation and demanded similar decrease in product pricing during negotiations;

· The 2003 Spring and Summer seasons in Europe had experienced abnormal weather patterns, with several areas experiencing unusual amounts of rainfall in spring that resulted in massive floods, while there were also unforeseen drought and heat wave over the summer months. This had a direct adverse impact on gardening interests;

· The Group had an obligation to retain its established customer base, and hence was pressured into relenting in the price war by readjusting its price structure in order to stay competitive; this had significantly eroded the reported profit margins.

d) On the production side, there had been a drastic increase in production costs. The major problem was due to the substantial increase in fuel prices like petroleum, diesel and LPG gas following the Iraq war and uncertainties in the Persian Gulf. Fuel is one of the major costs of production in the pottery industry. The Group therefore were adversely affected, resulting in marked decrease in profit margins in its financial results.

As no profit guarantee was required, the disclosure requirements for explanatory notes for the shortfall in profit guarantee were not applicable. 
18. TAXATION

	
	3 months ended

31/12/2003

RM’000
	
	27/05/2003 to

31/12/2003

RM’000

	
	
	
	

	Tax expense for the period
	124
	
	342

	
	
	
	

	
	
	
	



The Group’s subsidiary companies were eligible for the tax incentives, which were enacted by the Government for small and medium scale companies with paid-up capital of RM2.5 million and below.  Such companies were subject to income tax at the rate of 20% on chargeable income of up to RM100,000 with effect from the year of assessment 2003. For chargeable income in excess of these amounts, the corporate income tax rate was 28%. 

The Group’s tax expenses for period ended 31 December 2003 reflected an effective tax rate, which was lower than the statutory income tax rate. This was due mainly to the subsidiary companies utilizing available reinvestment allowances, in addition to the tax rate of 20% on the first RM100,000 chargeable income.

19.
SALE OF UNQUOTED INVESTMENTS AND PROPERTIES

There were no disposals of unquoted investments and properties during the financial period under review.

20.
QUOTED SECURITIES

The Group did not deal in any quoted investments in this quarter.

21.
CORPORATE PROPOSALS

a.
Status of Corporate Proposals

There were no corporate proposals announced but not completed as at 31 December 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 rights issue of RM4,545,000 were utilised according to the main conditions imposed by Securities Commission via its letter dated 25 October 2002 as stated in the Prospectus dated 27 June 2003.  The Group had accordingly utilised the proceeds in the following manner:

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 MSEB;
3. However, the Group had yet to utilise the proceeds of RM2.103 million for its proposed expansion plans. This was due to:

· The Group was still sourcing to acquire a reasonable freehold land and building for its new corporate building office and  the new Home  &  Garden  Center for Asian Pottery Manufacturers Sdn. Bhd;

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

· Asian Porcelain Sdn. Bhd. had not utilised the proceeds to purchase new machinery, equipment and tools. Thus, the proceeds available would be utilised for future business expansion.
22.
BORROWINGS AND DEBT SECURITIES

	
	As At

31/12/2003

	
	RM’000

	
	

	Secured Short-term Borrowings:
	

	
	

	Bills payable
	550

	Bank overdrafts
	1,432

	Hire-purchases
	278

	
	

	
	2,260

	
	

	Secured Long-term Borrowing:
	

	
	

	Hire-purchases 
	335

	
	

	Total Group’s Outstanding As At 31 December 2003
	2,571

	
	


All of the above borrowings are denominated in Ringgit Malaysia.
23.
OFF BALANCE SHEET FINANCIAL INSTRUMENTS 

The Group did not have any financial instruments with off balance sheet risk as at 31 December 2003 except for foreign exchange facility with a bank.  This facility remained unutilized. 

24. CHANGES IN MATERIAL LITIGATION

The Directors were not aware of any material litigations which, if enforced, may have material impact on the profit or net asset value of the Group.

25.
DIVIDEND PAYABLE

There were no dividends proposed or paid for this quarter under review.

26. EARNINGS PER SHARE

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

	
	3 months ended

31/12/2003
	27 /05/2003

to
31/12/2003

	
	
	

	
	
	

	Net profit for the period (RM’000)


	936
	1,893

	Weighted average number of ordinary shares in issue (‘000)


	80,000
	47,083

	Basis earnings per share (sen)
	1.170
	4.021

	
	
	


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 Board of Directors’ meeting on 18 February 2004.

28.
COMPARATIVE FIGURES

As this is the first year of interim financial statements, no comparative figures were presented. 
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