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 Bursa Malaysia Securities Berhad (“BMSB”).

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2003.  There was no qualification in the audited financial statements for the year ended 31 December 2003.

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 2003 except for the following:

MASB 32 was adopted for the first time during the financial year ended 31 December 2004 and the adoption of MASB 32 has not given rise to any adjustments to the opening balances of retained profits of the prior and current year.

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 except for the following:

	
	Current quarter
	
	Current year

	
	RM’000
	
	RM’000

	Impairment loss on unquoted investment
	-
	
	1,000


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.

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.

A6
Dividend paid

A first and final dividend amounting to RM2,669,748 in respect of financial year ended 31 December 2003 was paid on 13 August 2004.

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

	
	12 months ended

31 December
	12 months ended

31 December

	
	2004
	2003
	2004
	2003

	
	RM’000
	RM’000
	RM’000
	RM’000

	Investment 
	5,774
	5,629
	3,821
	4,402

	Construction
	84,262
	163,419
	4,197
	7,021

	Manufacturing
	45,785
	48,642
	3,204
	4,624

	Property development 
	14,621
	10,798
	1,144
	660

	
	150,442
	228,488
	12,366
	16,707

	
	
	
	
	

	Inter-segment elimination
	(9,889)
	(12,750)
	(5,200)
	(5,100)

	
	140,553
	215,738
	7,166
	11,606

	Unallocated expenses
	-
	-
	-
	-

	Group’s share of associate results
	-
	-
	342
	 520

	
	140,553
	215,738
	7,508
	12,127


A8
Material subsequent events

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

On 8 December 2004, the Company had announced the proposed investment through its wholly owned subsidiary company DKLS Energy Sdn Bhd (“DESB”) in a concessionary company in China, YongYu that is involved in the development of hydropower resources in the valley of Xiluo River situated in the north of PuGe County, south of ZhaoJue County, East of XiChang City and west of BuTu County.

On 17 January 2005, DESB subscribed for USD1.82 million (equivalent RM6.918 million) in YongYu’s registered capital which represent 30% of its registered capital.

A9
Changes in composition of the Group

On 13 January 2004, the Company acquired the entire issued and paid up share capital of RM2.00 in DKLS Management Sdn Bhd (“DMSB”) comprising two ordinary shares of RM1.00 for a total cash consideration of RM2.00 making DMSB a wholly owned subsidiary of the Company.

On 7 December 2004, the Company acquired the entire issued and paid up share capital of RM2.00 in DKLS Energy Sdn Bhd (“DESB”) comprising two ordinary shares of RM1.00 for a total cash consideration of RM2.00 making DESB a wholly owned subsidiary of the Company.

A10
Changes in contingent liabilities

The guarantees given to financial institutions for facilities granted to subsidiaries were increased from RM103,291,600 as at 31 December 2003 to RM113,692,526 as at 31 December 2004.

The guarantees given to third parties for credit facilities granted to subsidiaries were increased from RM10,970,000 as at 31 December 2003 to RM11,763,820 as at 31 December 2004.

A11
Capital commitments

	
	31 December 2004

	
	RM’000

	Property, plant and equipment
	

	Approved and contracted for
	612

	
	

	Approved but not contracted for
	882


Additional information required by the BMSB’s Listing Requirements

B1
Review of performance

The Group recorded a pre-tax profit of RM7.51 million on a revenue of RM140.55 million for the current financial year as compared to a pre-tax profit of RM12.13 million on a revenue of RM215.74 million for the preceding financial year. The lower profit was due to lower turnover achieved and also the provision for impairment loss on unquoted investment of RM1.0 million  and bad debts written off of RM0.6 million during the financial year.

B2
Variance of results against preceding quarter

The Group registered a revenue of RM28.74 million for the current quarter as compared to a revenue of RM29.33 million for the immediate preceding quarter, a decrease of 2.01%.  The Group recorded a pre-tax profit of RM1.50 million for the current quarter, as compared to a pre-tax profit of RM1.89 million the immediate preceding quarter, a decrease of 20.6%. Despite a better contribution from the development project which overall yield higher profit margin, the profit margin has decreased due to the lower revenue and bad debts written off of RM0.6 million. 

B3
Current year prospects

The directors expect the Group’s operating environment to remain challenging and competitive.  Barring any unforeseen circumstances, the directors are of the opinion that the Group shall at least maintain its performance in the financial year 2004 for the year 2005.

B4
Profit forecast

Not applicable as no profit forecast was published.

B5
Tax expense 

	
	
	12 months ended 31 December

	
	
	
	2004
	2003

	
	
	
	RM’000
	RM’000

	Current tax expense
	
	
	3,003
	3,225

	Deferred taxation
	
	
	269
	258

	Under provision for taxation in respect of prior years
	
	
	(98)
	150

	Under provision of deferred tax in respect of prior years
	
	
	(45)
	210

	Real property gains tax
	
	
	3
	1

	Share of taxation of associated company
	
	
	57
	50

	
	
	
	3,189
	3,894


The effective tax rate can be reconciled as follows:-

	
	RM’000
	RM’000

	Profit before taxation
	7,508
	12,127

	Taxation expense for the year
	
	

	Tax at the current income tax rate of 28%
	2,102
	3,396

	Effective tax rate
	
	

	Tax effect of non-qualifying differences 
	1,804
	727

	Tax effect on non taxable  income
	-
	(92)

	Tax effect of gain on disposal of non-qualifying assets
	(98)
	-

	Tax effect on utilization of reinvestment allowance
	(371)
	(397)

	Tax effect on differential between domestic and foreign tax rate 
	(72)
	(96)

	Tax effect on deferred tax assets not recognised
	4
	3

	Tax effect on differential in domestic tax rate 
	(40)
	(8)

	
	3,329
	3,533


B6
Unquoted investments and properties


There were no sales of unquoted investments and/or properties for the current financial year except that on 12 May 2004, DKLS Construction Sdn Bhd disposed off a piece of land in Mukim Cenderiang to DKLS Quarry & Premix Sdn Bhd for RM250,000 and on 14 May 2004, DKLS Quarry & Premix Sdn Bhd disposed off one unit shopoffice in Manjung for RM290,000.

B7

Quoted investments

There were no purchases or disposals of quoted securities during the current financial year.

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

	
	
	
	
	31 December 2004

	
	
	
	
	RM’000

	Quoted investment, at cost
	
	
	
	31

	Quoted investment, at carrying value
	
	
	
	31

	Market value of quoted investment
	
	
	
	36


B8
Status of corporate proposal announced

There were no corporate proposals announced and not completed as at the latest practicable date.

B9
Borrowing and debt securities

	
	31 December 2004

	
	RM’000

	Short term borrowings
	

	Banker acceptance (secured)
	6,298

	Bank overdraft (secured)
	8,741

	Term Loan (secured)
	473

	Hire purchase creditors (current portion)
	1,599

	
	17,111

	Long term borrowings
	

	Term Loan (secured)
	989

	Hire purchase creditors
	224

	
	18,324



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

There are no pending material litigation as at the date of this report.

B12
Dividend


The directors are pleased to recommend the payment of first and final dividend for the shareholders’ approval at the forthcoming Annual General Meeting as follows:
(a) A first and final dividend of 3% less 28% income tax.

(b)
(i)
Amount per share : 2.16 sen (net) per share.

(ii) Previous corresponding period : 2.88 sen (net) per share.
(iii) Total dividend for the current financial year : 2.16 sen (net). [2003 : 2.88 sen (net) per share]
(c) Date of payment will be determined at a later date.

(d)
Date of entitlement will be determined at a later date.

B13
Basic earnings per share

Basic earnings per share

	

	Current quarter
	Current year to-date

	
	RM
	RM

	Net profit attributable to ordinary shareholders
	  79,496
	4,803,808

	
	
	

	
	
	

	Weighted average number of ordinary shares
	
	

	
	
	

	Issued ordinary shares at beginning of the year
	92,699,600
	92,699,600

	Effect of shares issued 
	-
	-

	Weighted average number of ordinary shares
	92,699,600
	92,699,600



Diluted earnings per share

	
	
	

	Weighted average number of ordinary shares (diluted)
	
	

	
	
	

	Weighted average number of ordinary shares
	92,699,600
	92,699,600

	Effect of warrants 
	*
	*

	Weighted average number of ordinary shares (diluted)
	92,699,600
	92,699,600



* - 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-owned subsidiary of the Company, in the ordinary course of business has caused certain financial institutions to issue Performance Bond guarantees amounting to RM28.8 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:  24 February 2005
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