DKLS INDUSTRIES BERHAD 

(Company No. 369472 – P)
(Incorporated In Malaysia)

Notes to the Interim Financial Report

A1
Basis of preparation

The interim financial report is unaudited and has been prepared in accordance with MASB 26, Interim Financial Reporting and Chapter 9 Part K of the Listing Requirements of the Kuala Lumpur Stock Exchange (“KLSE”).

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2002.  There was no qualification in the audited financial statements for the year ended 31 December 2002.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the year ended 31 December 2002. 

In the prior years, the Group accounted for deferred taxation under the partial basis.  In the current year, this policy has been changed to the comprehensive basis so as to comply with the Standards of MASB 25, Income Taxes.  The cumulative effect of this change in accounting policy is RM159,453 and has been applied retrospectively against the opening retained profits.  The amount attributable to the prior year is RM502,408.

A2
Seasonal or cyclical factors

The business operations of the Group were not affected by any significant seasonal or cyclical factors.

A3
Items affecting assets, liabilities, equity, net income or cash flows

There were no items affecting assets, liabilities, equity, net income or cash flows that are unusual because of their nature, size or incidence.

A4
Change in estimates

There were no changes in estimates reported in prior interim periods of the current financial year or prior financial year which have a material effect in the current financial year to-date.

A5
Debt and equity securities

There were no issuance and repayment of debt and equity securities, share buy-back, share cancellations, share held as treasury shares and resale of treasury shares for the current financial year to-date except for the following:-

The Company has issued 975,400 and 1,002,800 new ordinary shares of RM1.00 each at the issue prices of RM1.18 and RM1.23 respectively pursuant to the ESOS scheme.  Those options granted under the ESOS scheme not exercised have lapsed on 26 July 2003.

The Company has also issued 3,800,000 new ordinary shares of RM1.00 each at the issue price through a private placement at the issue price of RM1.29.

A6
Dividend paid

No dividend has been paid in the current financial year to-date.

A7
Segment information

Segment information is presented in respect of the Group’s business segment.

All inter-segment transactions have been entered into in the normal course of business and have been established under terms and conditions that are not materially different from that obtainable in transactions with unrelated parties.

Analysis by activity

	
	Revenue
	Profit/(Loss) before tax

	
	9 months ended

30 September
	9 months ended

30 September

	
	2003
	2002
	2003
	2002

	
	RM’000
	RM’000
	RM’000
	RM’000

	Investment 
	5,497
	3,355
	4,577
	2,581

	Construction
	117,892
	133,243
	6,397
	14,355

	Manufacturing
	37,310
	38,148
	3,396
	3,845

	Property development 
	8,395
	6,406
	614
	2,916

	
	169,094
	181,152
	14,984
	23,697

	
	
	
	
	

	Inter-segment elimination
	(11,017)
	(16,489)
	(5,100)
	(5,738)

	
	158,077
	164,663
	9,884
	17,959

	Unallocated expenses
	-
	-
	-
	-

	Group’s share of associate results
	-
	-
	414
	150

	
	158,077
	164,663
	10,298
	18,109


A8
Material subsequent events

There were no material events subsequent to the end of the interim period that have not been reflected in the financial statements for the current interim period except for the following :-

On 28 July 2003, the Company entered into a Sale and Purchase Agreement to acquire 10,903,530 ordinary shares of RM1.00 each (“Purchaser Shares”), representing 77.33% equity interest in an associated company, Dayadina Kiara Point Sdn Bhd (“DKP”) from the registered and beneficial owners of the Purchase Shares for a total purchase consideration of RM20,298,082 (“the Proposed Acquisition”).

The Company has also on 28 July 2003 entered into a Sub-Sale Agreement to dispose of 9,870,000 ordinary shares of RM1.00 each, representing 70% equity interest in DKP to Triple-H Auto Parts Sdn Bhd for a total consideration of RM18,374,056 (“the Proposed Disposal”).  On even date, both parties have also entered into a shareholders’ agreement to regulate the financial arrangement and management of DKP to take effect upon the completion of the Sub-Sale Agreement.

Both the Proposed Acquisition and Proposed Disposal were completed on 27 October 2003 and 11 November 2003 respectively.  With the completion of the both the proposals, the Company’s equity interest in DKP has increased from 22.67% to 30%, comprising 4,230,000 ordinary shares of RM 1.00 each in DKP.  
On 3 November 2003, the Company has issued a further 4,555,000 new ordinary shares of RM1.00 each through a private placement at the issue price of RM1.67.

A9
Changes in composition of the Group

On 25 February 2003, DKLS Construction Sdn Bhd, a wholly owned subsidiary transferred its entire ownership of 51% equity interest in Syabas Awansari Sdn Bhd (“SA”) to the Company making SA a direct subsidiary of the Company.

On 17 March 2003, the Company acquired the entire issued and paid up share capital of RM2 in Unified Way Sdn Bhd (“UW”) comprising two ordinary shares of RM 1.00 each for a total cash consideration of RM2.00 making UW a wholly owned subsidiary of the Company.  UW ceased to be a subsidiary of the Company on 29 July 2003 following the disposal of the entire interest in UW by the Company for a total cash consideration of RM2.00.

A10
Changes in contingent liabilities

The guarantees given to financial institutions for facilities granted to subsidiaries were increased from RM69,197,442 as at 31 December 2002 to RM108,006,563 as at 30 September 2003.

The guarantees given to third parties for credit facilities granted to subsidiaries were decreased from RM14,155,000 as at 31 December 2002 to RM11,020,000 as at 30 September 2003.

A11
Capital commitments

	
	30-09-03

	
	RM’000

	Property, plant and equipment
	

	Approved and contracted for
	17,777

	
	

	Approved but not contracted for
	2,183


Additional information required by the KLSE’s Listing Requirements

B1
Review of performance

The Group recorded a pre-tax profit of RM10.3 million on a revenue of RM158.1 million for the current financial year to-date as compared to a pre-tax profit of RM18.1 million on a revenue of RM164.7 million for the preceding financial year to-date.  The lower profit realised was due to lower revenue achieved and lower profit margin achieved for projects currently undertaken by the Group.  The lower profit margin was due to the competitive market in the construction industry and the increase in costs.

B2
Variance of results against preceding quarter

The Group registered a revenue of RM53.6 million for the current quarter as compared to a revenue of RM55.6 for the immediate preceding quarter, a decrease of 3.6%.  The Group recorded a pre-tax profit of RM3.3 million for the current quarter as compared to a pre-tax profit of RM4.1 for the immediate preceding quarter, a decrease of 20%.  The lower profit realised was due to increase in costs.

B3
Current year prospects

The directors expect the Group’s operating environment to remain challenging and competitive.  The directors are of the opinion that barring any unforeseen circumstances, the performance of Group for the current financial year is expected to be satisfactory.

B4
Profit forecast

Not applicable as no profit forecast was published.

B5
Tax expense 

	
	
	9 months 

ended 30 September

	
	
	
	2003
	2002

	
	
	
	RM’000
	RM’000

	Current tax expense
	
	
	2,687
	5,562

	Deferred taxation
	
	
	223
	-

	(Over)/under provision in prior years
	
	
	66
	(182)

	RPGT under provided in prior year
	
	
	1
	12

	Share of taxation of associated company
	
	
	8
	-

	
	
	
	2,985
	5,392



The effective tax rate can be reconciled as follows:-

	
	RM’000
	RM‘000

	Profit before taxation
	10,298
	10,298

	Taxation expense for the year
	
	2,910

	Tax at the current income tax rate of 28%
	2,883
	

	Effective tax rate
	
	(28.26%)

	Tax effect of non-qualifying differences 
	528
	5.13%

	Tax effect of gain on disposal of non-qualifying assets
	(63)
	(0.62%)

	Tax effect on reinvestment allowance
	(315)
	(3.06%)

	Tax effect on differential between domestic and foreign tax rate 
	(107)
	(1.04%)

	Tax effect on differential in domestic tax rate 
	(16)
	(0.15%)

	
	2,910
	28.00%


B6
Unquoted investments and properties

On 7 April 2003, DKLS Development Sdn Bhd, a wholly owned subsidiary of the Company disposed of 1 unit of bungalow at Desa Manjung Raya for a consideration of RM380,000, resulting in a gain of RM95,393.

B7

Quoted investments

There were no purchases or disposals of quoted securities during the current financial year to-date except for the following :-.
During the current quarter, DKLS Construction Sdn Bhd, a wholly owned subsidiary of the Company disposed of investment in quoted securities for a consideration of RM6,768, resulting in a gain of RM1,768.

The investments in quoted securities as at the reporting period were as follows :

	
	
	
	
	30 September 2003

	
	
	
	
	RM’000

	
	
	
	
	

	Quoted investment, at cost
	
	
	
	31

	Quoted investment, at carrying value
	
	
	
	31

	Market value of quoted investment
	
	
	
	28


B8
Status of corporate proposal announced


There were no corporate proposals announced and not completed as at the latest practicable 
date except for the following:
On 30 August 2002, the Company announced a proposed private placement exercise of up to a maximum of 12,453,680 new ordinary shares of RM1.00 each, representing not more than ten percent (10%) of the issued and paid-up share capital of the Company, to placees to be identified (“Proposed Private Placement”).  

On 18 November 2002, the Securities Commission (“SC”) approved the submission for the Proposed Private Placement by the Company. 

On 26 December 2002, the shareholders of the Company approved the Proposed Private Placement.

On 24 March 2003, the Company fixed the issue price for the first tranche of the Proposed Private Placement of 3,800,000 placement shares at RM1.29 per placement share.  On the same day, the Company entered into a placement agreement with Positif Bebas Sdn Bhd for the subscription of 3,800,000 placement shares at the issue price of RM1.29 per placement share.

On 12 May 2003, the Company obtained the approval of the SC for the extension of time of a further six months up to 17 November 2003 to complete the implementation of the Proposed Private Placement.

The proceeds received of RM4.9 million from the issuance of the first tranche of 3,800,000 placement shares at RM1.29 per placement share in respect of the Proposed Private Placement were utilised for additional working capital purposes.

On 3 November 2003, the Company fixed the issue price for the balance of the Proposed Private Placement of 4,555,000 placement shares at RM1.67 per placement share.  On the same day, the Company entered into a placement agreement with Positif Bebas Sdn Bhd and Mdm Ho Chooi Choo to subscribe for 3,000,000 and 1,555,000 placement shares respectively at the issue price of RM 1.67 per placement share.

B9
Borrowing and debt securities

	
	30-09-2003

	
	RM’000

	Short term borrowings
	

	Banker acceptance (secured)
	5,755

	Bank overdraft (secured)
	11,132

	Hire purchase creditors (current portion)
	2,977

	
	19,864

	Long term borrowings
	

	Hire purchase creditors
	1,872

	
	21,736



The above borrowings are denominated in Ringgit Malaysia.


B10
Off balance sheet financial instruments

There were no off balance sheet financial instruments entered into by the Group as at the date of this report.


B11
Changes in material litigation

DKLS Construction Sdn Bhd, a wholly owned subsidiary of the Company, had instigated a winding up petition against one of its trade debtors in relation to the recovery of debt amounting to RM1,398,160 which was dismissed with costs.  The matter was subsequently settled out of court and the debtor had paid the debt in full in October 2003.

B12
Dividend

The directors do not recommend the payment of an interim dividend in respect of the current financial year to-date.

B13
Basic earnings per share

Basic earnings per share

	

	Current quarter
	Current year to-date

	
	RM
	RM

	Net profit attributable to ordinary shareholders
	  2,489,432
	7,363,093

	
	
	

	
	
	

	Weighted average number of ordinary shares
	
	

	
	
	

	Issued ordinary shares at beginning of the quarter/year
	87,850,000
	82,366,400

	Effect of shares issued 
	240,163
	4,049,661

	Weighted average number of ordinary shares
	88,090,163
	86,416,061



Diluted earnings per share

	
	
	

	Weighted average number of ordinary shares (diluted)
	
	

	
	
	

	Weighted average number of ordinary shares
	88,090,163
	86,416,061

	Effect of warrants 
	*
	*

	Weighted average number of ordinary shares (diluted)
	88,090,163
	86,416,061



* - anti dilutive
B14
Financial assistance in the ordinary course of business
As at the end of the reporting period, DKLS Construction Sdn Bhd, a wholly-ownded subsidiary of the Company, in the ordinary course of business has caused certain financial institutions to issue Performance Bond guarantees amounting to RM28.5 million on behalf of the main contractors.  The financial assistance provided has no financial impact on the Company as a Group.

By Order of the Board

Cheai Weng Hoong

Company Secretary

Dated: 
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