DENKO INDUSTRIAL CORPORATION BERHAD

QUARTERLY REPORTS – QUARTER ENDED 30/09/2003

(A) SELECTED EXPLANATORY NOTES –MASB 26 PARAGRAHP 16

(a) Accounting Policies 
The interim financial report has been prepared in accordance with MASB 26 Interim Financial Reporting. The same accounting policies and methods of computation are followed in the interim financial statements as compared with the annual financial statement for the year ended 31 March 2003.

(b) Qualification on the Financial Statements 

There were no qualifications on audit report of the preceding annual financial statements.

(c) Seasonal or Cyclical Factors 

Demand for industrial division usually slowing down towards the end of the year, while demand for garment division increase during festive seasons.

(d) Nature and Amount of Exceptional Items 

Other than those stated in the notes, there were no other items that affecting the assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size or incidence.

(e) Nature and Amount of Changes in Estimates 

There were no significant changes in estimates of amounts reported in prior interim periods of the current financial year or in prior financial years.

(f) Debt and Equity Securities 

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

(g) Dividend
There was no dividend paid for the 2nd quarter ended 30th September 2003.

(h) Segmental Reporting – 6 months ended 30/09/2003:-


Turnover

RM’000
Profit before tax

RM’000
Assets Employed

RM’000

Manufacture and sales of consumer and industrial products
        13,703
            (3,029)
            33,304

Investment holding and others
          6,189
             4,093
            12,860

Inter Group Sales
         (3,117)
           (2,503) 
                     0

Total
        16,775
           (1,439)
            46,164

(i) Valuations of Property, Plant and Equipment 

All the freehold and leasehold land and buildings of the Group were revalued by the directors of the Company on 31 March 2001 based on valuations carried out by the independent professional valuers on the market value basis.

(j) Subsequent Events 

There were no material events subsequent to the end of the 2nd quarter.

(k) Changes in the Composition of the Group 

There were no changes in the composition of the enterprise during the interim period, including business combinations, acquisition or disposal of subsidiaries and long-term investments, restructuring and discontinuing operations.

(l) The details of contingent liabilities:

Corporate Guarantee of RM53,383,040.00 given to financial institutions for facilities granted to subsidiaries.

(B) 
EXPLANATORY NOTES OF KLSE REVISED LISTING REQUIREMENTS
(1)
Review of Current Quarter Performance

Packaging Division

Revenue from the packaging division for the 2nd quarter ended 30/09/2003 decreased to RM3,394,058 as compared to previous quarter ended 30/06/02003 which recorded RM3,456,648. This division incurred a Loss before tax of RM9,683 as compared to Loss before tax of RM149,829 for previous quarter.   

Garment Division

Revenue from Garment Division for the 2nd quarter ended 30/09/2003 decreased to RM2,877,743 compared to RM3,027,363 in previous quarter ended 30/06/2003. This division incurred Loss before tax of RM225,150 in this quarter as compared to Loss before tax of RM121,806 in previous quarter.

Infrastructure Division

Revenue from Infrastructure Division for the 2nd quarter ended 30/09/2003 decreased to RM149,956 compared to RM240,171 in previous quarter ended 30/06/2003. The Loss before tax was RM758,175 in this quarter ended as compared to Loss before tax of RM1,568,032 in previous quarter. 

Sewage/Services Division

Revenue from Sewage Division for the 2nd quarter ended 30/09/2003 decreased to RM1,253,901 compared to RM1,410,367 in previous quarter ended 30/06/2003. The Profit before tax was RM175,134 in this quarter as compared to Loss before tax of RM513,019 in previous quarter ended 30/06/2003.

Investment Holdings & Others

For the current quarter ended 30/09/2003, the Investments Holdings division recorded a Profit before tax of RM2,523,541 mainly the recovered of investments which had been written off in financial year ended 31/03/1999 amounted to RM3,320,000.

(2) 
Comparison with Immediate Preceding Quarter’s Results 
There was no material change in the profit before taxation for the quarter reported on as compared with the immediate preceding quarter other than disclosed in Note 1 above.

(3)
Current Year Prospects 

On 5 June 2002, the Company announced the undertaking of the new proposed debt and capital restructuring scheme as disclose in Note 8 below. With the implementation of the proposals the Group will be well positioned to achieve a complete recovery. Simultaneously, the Group continues to formulate, implement and monitor the progress of operation units and believe that Denko Group will emerge stronger and more resilient upon successful realization of the restructuring scheme

(4)
Profit Forecast 

Not applicable, as no profit forecast was published.

(5)
Taxation:

         RM’000

Based on results for the year to date


Nil

Under / (over) provision in respect of prior years

Nil

Transfer to / (from) Deferred Taxation


Nil


Nil








==

(6)
Sale of Investments and/or Properties 

On 24 December 2002 Denko Industrial Corporation Berhad entered into a conditional Sale and purchase Agreement with Flagate Ventures Sdn Bhd for the disposal of 51% equity interest in Teknik Datasaab Sdn Bhd for a cash consideration of RM800,000. 

On 25 July 2003, the Company announced that the SC vide its letter dated 22 July 2003, approved an application by the Company on 4 April 2003 to seek a waiver from the SC from having to obtain the SC’s approval for the proposed disposal of Teknik Datasaab Sdn. Bhd.. However, the SC’s approval is subject to the condition that the Company is required to take the necessary steps to recover the outstanding profit guarantee of RM3,000,000 from the Vendors and/or Thangarajoo a/l Vyran.

On 15 October 2003, the Company announced that Denko and FVSB, had on 15 October 2003 entered into a supplemental agreement to extend the Approval Period to 23 December 2003.

(7)
Quoted Securities 

a) Purchase and Sale of Quoted Securities:


Total Purchases
Nil


Total Disposals
Nil


Total Profit / Loss on Disposal
Nil

b) Investment in quoted shares as at 30/09/2003:


Total investments at cost
Nil


Total investments at carrying value/book value


 (after provision for diminution in value)
Nil


Total investment at market value as at 30/09/2003
Nil

(8)
Status of Corporate Proposals 

The Securities Commission  (“SC”) had vide a letter dated 4 April 2002 approved the Company’s application for an extension of time for a six (6) months period, up to 15 October 2002 to implement the proposed acquisition of a 99.9% equity interest in Xylog group of companies.

On 5 June 2002, the Company announced the abortment of the abovementioned proposed acquisition due to the weak market price of the Company’s shares which rendered the renounceable rights issue of shares with warrants attached as well as the capital reconstruction scheme no longer feasible and a new scheme was formulated as detailed as below.

On 5 June 2002, the Company announced the undertaking of the following proposed debt and capital restructuring scheme:-

(i) Proposed capital reconstruction which involves the reduction of the issued share capital of the Company and the proposed part cancellation of the share premium account of the Company (“Proposed Capital Reconstruction”);

(ii) Proposed acquisitions of income generating companies for a total purchase consideration of RM76,005,000 to be satisfied by the issuance of 76,005,000 new ordinary shares of RM1.00 each in the Company at an issue price of RM1.00 per share (“Proposed Acquisitions”);

(iii) Proposed settlement of debts amounting to RM35,880,470 as at 31 December 2001 through the issuance of:-

· up to 5,443,033 nominal amount of five (5) year 5% Redeemable Convertible Secured Loan    Stock of RM1.00 each at 100% of the nominal value together with the issue of up to 1,088,607 free detachable warrants;

· up to 20,480,206 two (2) year 5% cumulative Irredeemable Convertible Preference Shares  (“ICPS”) of RM1.00 each in Denko at an issue price of RM1.00 per ICPS together with the issue of up to 4,096,041 free detachable warrants;

· up to RM8,777,231 nominal amount of three (3) year zero coupon Irredeemable Convertible Unsecured Loan Stocks at 100% of the nominal value together with the issue of up to 1,755,446 free detachable warrants; and

· up to RM1,180,000 nominal amount of debts will be settled through the set-off of assets.



(Collectively referred to as the “Proposed Debt Restructuring”)

(iv) Proposed renounceable two-call rights issue of up to 5,481,977 new ordinary shares of RM1.00 each at an issue price of RM1.00 per share (“Rights Share”) with up to 5,481,977 free detachable warrants to the existing shareholders of Denko on the basis of one (1) Rights Share and one (1) warrant for every two (2) existing Denko Shares held after the Proposed Capital Reconstruction (“Proposed Two-Call Rights Issue”);

(v) Proposed liquidation of two subsidiary companies, Trimate Industries Sdn. Bhd. and Giantmate Industries Sdn. Bhd. (“Proposed Liquidation”); 

(vi) Proposed amendments to the Memorandum and Articles of Association of Denko ("Proposed Amendments"); and

(vii) Proposed increase in the authorised share capital of Denko from RM100,000,000 comprising 100,000,000 ordinary shares of RM1.00 each to RM200,000,000 comprising 200,000,000 ordinary shares of RM1.00 each (“Proposed Increase in Authorised Share Capital”)

On 27 November 2002, on behalf of Denko, Public Merchant Bank Berhad announced that the Securities Commission ("SC") had, vide its letter dated 26 November 2002, which was received on 27 November 2002, approved Denko's application for pre-fixing the conversion price of the redeemable convertible secured loan stocks and irredeemable convertible unsecured loan stocks to be issued pursuant to the PCDRS prior to obtaining SC's approval on the PCDRS.

On 18 December 2002, on behalf of Denko, Public Merchant Bank Berhad announced that the Foreign Investment Committee ("FIC") had, vide its letter dated 21 November 2002 (which was received on 18 December 2002), approved the PCDRS. The said FIC's approval is subject to Denko's equity structure to be reviewed by FIC, three (3) years from the date of the said approval letter.

On 23 December 2002, on behalf of Denko, Public Merchant Bank Berhad announced that the Securities Commission ("SC") had vide its letter dated 20 December 2002 which was received on 23 December 2002, approved Denko's application for pre-fixing the exercise price of Warrants at RM1.00 for each new ordinary shares of Denko prior to the SC's approved on the PCDRS.


On 30 December 2002, on behalf of Denko, Public Merchant Bank Berhad announced that the Securities Commission ("SC") had vide its letter dated 23 December 2002, which was received on 26 December 2002, approved the Proposed Corporate and Debt Restructuring Exercise as proposed subject to certain conditions.

On 14 January 2003, on behalf of Denko, Public Merchant Bank Berhad announced that the Ministry of International Trade and Industry Malaysia ("MITI") had, vide its letter dated 10 January 2003 (which was received on 13 January 2003), approved the PCDRS. The said MITI's approval is subject to certain conditions.

On 21 January 2003, on behalf of Denko, Public Merchant Bank Berhad announced that the application on behalf of Yong Boon Cheong for a waiver from his obligation to undertake a mandatory general offer for the remaining voting shares in Denko pursuant to Practice Note 2.9.3 of the Malaysian Code on Take-Overs and Mergers 1998 ("Waiver"), has been approved by the Securities Commission ("SC") vide its letter dated 20 January 2003. The SC had approved the Waiver after taking note that following the implementation of all the proposals under the PCDRS, the shareholdings of Yong Boon Cheong will be reduced from 34.92% to 20.81% upon full conversion of all the redeemable convertible secured loan stocks, irredeemable convertible preference shares and irredeemable convertible unsecured loan stocks to be issued by Denko. In relation thereto, PMBB and Yong Boon Cheong is to take note of the following matters:

 (a) The Waiver is only in relation to the shareholding of Yong Boon Cheong in Denko of 34.92% following the proposed acquisition of Winsheng Plastic Industry Sdn. Bhd.,

(b) In relation to the 34.92% equity interest held in Denko, any increase in shareholding of more than 2% of the voting shares in Denko by Yong Boon Cheong will give rise to a new mandatory general offer obligation by Yong Boon Cheong; and

(c) Any increase of more than 33% of the voting shares in Denko by Yong Boon Cheong after his shareholdings are reduced to less than 33% following, among others, the implementation of other proposals under the PCDRS, will also give rise to a new mandatory general offer obligation by Yong Boon Cheong.


On 22 January 2003, on behalf of Denko, Public Merchant Bank Berhad announced that the Board of Directors of Denko had on 22 January 2003 decided not to proceed with the proposed acquisition of 992,000 ordinary shares of RM1.00 each, representing the entire equity interest in Yame Food & Confectionery Sdn. Bhd.

In addition, PMBB, on behalf of Denko, announced that Denko and the vendors of Winsheng Plastic Industry Sdn Bhd, Aliran Mujarab Sdn Bhd, Lean Teik Soon Sdn Bhd and Eromax Industries Sdn Bhd having deliberated on the conditions imposed by the Securities Commission ("SC") vide its approval letter dated 23 December 2002 ("Approval Letter") in relation to the PCDRS, had accepted the terms and conditions imposed by the SC save and except for the condition as stipulated in paragraph 3(i) of the Approval Letter, which they would appeal to the SC to vary. In this respect, PMBB will accordingly submit the said appeal to the SC, the details of which will be announced upon SC's approval being obtained. 

On 4 April 2003, Public Merchant Bank Berhad on behalf of Denko, announced that Denko and the vendors of the Acquiree Companies had on 4 April 2003 entered into various second supplemental SPAs to extend the Cut-Off Date for a further nine (9) months, expiring on 4 September 2003.

In addition, the vendors of Winsheng and LTSSB had in the second supplemental SPAs also agreed to amend the financial years for which the profit guarantees are provided, to be co-terminuos with that of Denko.


On 6 May 2003, on behalf of Denko, PMBB announced that the SC had vide its letter dated


30 April 2003, which we received on 5 May 2003, approved the following: 

(i) The revision to the PCDRS which involves the abortment of the proposed acquisition of the entire equity interest in Yame, comprising 992,000 ordinary shares of RM1.00 each from Chan Kok Hui, Chung Hun Siang and Teh Teik Eng for a total purchase consideration of RM9,333,000 to be satisfied by the issuance of 9,333,000 new ordinary shares of RM1.00 each in Denko at an issue price of RM1.00 per share; and

(ii) In the event the audited profit after taxation ("PAT") of Winsheng Plastic Industry Sdn Bhd ("Winsheng"), Aliran Mujarab Sdn Bhd ("AMSB"), Lean Teik Soon Sdn Bhd ("LTSSB") and Eromax Industries Sdn Bhd ("Eromax") (collectively referred to as "Acquiree Companies") for the financial year/period ended 31 March 2003 is less than the PAT disclosed to the SC ("PAT Shortfall"), the vendors of the Acquiree Companies must repay in cash the PAT Shortfall to Denko within thirty (30) days after the accounts of Winsheng, AMSB, LTSSB and Eromax are audited or upon the completion of the PCDRS, which ever is later.

On 9 May 2003, on behalf of the Board of Denko, Public Merchant Bank Berhad announced that the Company and its scheme lenders, namely Danaharta Managers Sdn Bhd, HSBC Bank Malysia Berhad, Affin Bank Berhad, AmBank Berhad, AmFinance Berhad and Utama Merchant Bank Berhad, had mutually agreed to extend the cut-off date for obtaining all the relevant approvals required for the implementation of the PCDRS for a further period of six (6) months, expiring on 30 August 2003. 

In relation thereto, PMBB, on behalf of Denko, announced that BNM had vide its letter dated 9 May 2003, which we received on 12 May 2003, approved the proposed issuance and holding of the irredeemable convertible preference shares and irredeemable convertible unsecured loan stocks together with free detachable warrants for up to five (5) years, via the PCDRS to the Scheme Lenders.

On 15 October 2003, the Company announced that Denko and the vendors of the Acquiree Companies had on 29 September 2003 entered into various third supplemental SPAs to extend the Cut-Off Date to31 December 2003.

On 12 November 2003, the Company announced the summary of the findings of the investigative audit.

(9)

Group borrowings & debt securities as at 30/09/2003:

Type of borrowing
Secured RM’000
Unsecured RM’000
Total

RM’000

Bank Overdraft
   7,552
 0
  7,552

Bills Payable & Bankers Acceptance
   3,176
 0
  3,176

Revolving Loans
   5,000
 4,500
  9,500

Term Loan – payable < 12 months
 23,778
 3,000
26,778

Long Term – payable > 12 months
   2,350
 0
  2,350

Total
 41,856
 7,500
49,356

(10)
Off Balance Sheet Financial Instruments 

There were no financial instruments with off balance sheet risk as at the date of issue of quarterly report.

(11)
Details of pending material litigation:-

(i)
Utama Merchant Bank Berhad Vs Denko Industrial Corporation Berhad & Another

Kuala Lumpur High Court Civil Suit No. D5-22-904-2001


A writ of summons and statement of claims dated 25 May 2001 was filed by Utama Merchant Bank Berhad against Denko as the first defendant, in respect of banking facilities granted by the Bank and guaranteed by the second defendant for a sum of RM3,128,817.65 (i.e. principal outstanding RM3, 000,000.00 and interest outstanding of RM128, 817.65) together with continuing interest, allegedly due from default in payment. The Bank has obtained Summary Judgement on 17 June 2002 and the Defendants have filed an Appeal to the Judge. The hearing date of the Appeal was adjourned to 14 January 2004 for mention pending the outcome of the Proposed Corporate and Debt Restructuring Scheme ("PCDRS").



(ii)
HSBC Bank Malaysia Berhad Vs Denko Industrial Corporation Berhad

Kuala Lumpur High Court Civil Suit No. D9-22-2259-2000


An amended writ of summons and statement of claims dated 7 December 2000 was filed by HSBC Bank Malaysia Berhad against Denko for a sum of RM5,840,494.38 (i.e. principal outstanding RM4,500,000 and interest outstanding of RM1,340,494.38) together with continuing interest, allegedly due from default in payment for revolving credit facilities extended to Denko. The Bank has filed an application for Summary Judgement and the Court has directed the parties to file written submission. The matter was heard on 8 August 2002 and the Court had fixed 6 March 2003 for decision. The matter was subsequently adjourned to 5 January 2004 for mention pending the outcome of the PCDRS.

 

(iii)
PricewaterhouseCoopers Vs Denko Industrial Corporation Berhad

Kuala Lumpur Sessions Court Suit No. 3-52-2067-02


A writ of summons and statement of claim had been served to Denko Industrial Corporation Berhad on 5 March 2002, filed by PricewaterhouseCoopers for a sum of RM96,700.00, allegedly due from default in payment for professional fees. The Plaintiff's Order 26A Application was allowed by the Court. The matter has been resolved out of court.



(iv)
Arab-Malaysian Finance Berhad Vs Trimate Industries Sdn Bhd & 3 Others

Ipoh High Court No. 3 Civil Suit No. 22-206-2001


A writ of summons dated 22 October 2001 and statement of claim dated 27 September 2001 was filed by Arab-Malaysian Bank Berhad against Trimate and 3 others for a total sum of RM1,657,072.08 and continuing interest, allegedly due from default in payment for hire purchase facilities under 8 hire purchase agreements  extended to Trimate and was secured against corporate guarantee  by Denko. The Defendants have filed application to separate the actions into individual suits. The hearing date of the application has been adjourned to 31 December 2003.



(v)
Fagerdala Singapore Pte Ltd Vs  Denko-HLB Sdn Bhd

Singapore High Court Case No. S1241/2001/C


A writ of summons and statement of claim dated 28 September 2001 was filed by Fagerdala Singapore Pte Ltd against Denko-HLB for a sum of S$731,252.49 (RM1,552,734.16 equivalent assuming an exchange rate of RM1.00 : S$2.123), being the price of goods sold and delivered to Denko-HLB. The Plaintiff has obtained Summary Judgement against the Defendant for the sum of S$731,108.94 together with continuing interest and costs fixed at S$12,000. Plaintiff has registered the judgement in Penang High Court. Defendant filed an Application for extension of time to make an application to set aside of the registration of the foreign judgement and for Order that no execution shall issue pending disposal of Application. Winding-up petition was served on Denko-HLB on 16 October 2002. On 29 October 2002 Denko-HLB obtained Order for extension of time to file Application to set aside registration of foreign judgement and for an Order that no execution shall issue pending disposal of Application. Denko-HLB filed a Notice of Motion under the Winding-Up proceedings to strike out the Petition. The Motion was fixed for hearing on 11 December 2002. Denko-HLB also filed the Application to set aside the registration of the foreign judgement. Judgement of strike out the petition has been reserved on 17 March 2003 after written submission had been forwarded to the Court by 18 February 2003. On the other hand, application to set aside the registration of foreign judgement has been adjourned to 3 February 2004 for hearing.

 

(vi)
Kerajaan Malaysia Vs Skiva Marketing Sdn Bhd

Kuala Lumpur High Court Civil Suit No. S1-21-157-2002 




 A writ of summons dated 25 March 2002 and statement of claim dated 6 September 2001 was filed by Kerajaan Malaysia (Lembaga Hasil Dalam Negeri) against Skiva Marketing for a sum of RM505,405.59 and continuing interest, allegedly due from default in payment of tax for year of assessment 1993 and 1997. Skiva Marketing does not intend to challenge the case and will allow the Plaintiff to obtain a summary judgement. No hearing date has been fixed. 



(vii)
Kerajaan Malaysia Vs Skiva Holdings Sdn Bhd

Kuala Lumpur High Court Civil Suit No. S2-21-184-2001 




A writ of summons dated 22 October 2001 and statement of claim dated 5 September 2001 was filed by Kerajaan Malaysia (Lembaga Hasil Dalam Negeri) against Skiva Holdings for a sum of RM1,455,340.68 and continuing interest, for non payment of tax for year of assessment 1991,1992, 1993 and 1997. Consent judgement was made on 31 July 2002 and the company has negotiated with the Plaintiff to settle in 13 instalments. Today a total of 11 instalments have been paid.



(viii)
Arab-Malaysian Bank Berhad Vs Skiva Holdings Sdn Bhd and Denko

Kuala Lumpur High Court Civil Suit No. D6-22-1518-2001




A writ of summons and statement of claim dated 23 August 2001 was filed by Arab-Malaysian Bank Berhad. The Bank is claiming the sum of RM1,447,473.55 together with continuing interest against Skiva Holdings, as the first Defendant, in respect of banking facilities granted by the Bank and guaranteed by the second Defendant. Plaintiff's Summary Judgement Application has been adjourned to 13 January 2004 for mention pending the outcome of the PCDRS. 



(ix)
Lembaga Kumpulan Wang Simpanan Pekerja ("KWSP") Vs Skiva Holdings Sdn Bhd

Kuala Lumpur Session Court, summons No. 452-10508-03




A summons and statement of claim was filed by KWSP against Skiva Holdings Sdn Bhd and two directors, for a sum of RM149,324, allegedly due to failure to submit the KWSP contributions for the period of March 2000 to June 2001. Monthly instalment has been negotiated and the arrears is expected to be fully settled by November 2003.



(x)
KWSP Vs Skiva Marketing Sdn Bhd

Kuala Lumpur High Court, Suit No. S5-21-243-03




A writ of summons and statement of claim was filed by KWSP against Skiva Marketing Sdn Bhd and two directors, for a sum of RM294,700, allegedly due to failure to submit the KWSP contributions for the period of January 2001 to June 2001. Monthly instalment has been negotiated.



(xi)
Affin Bank Berhad Vs Giantmate Industries Sdn Bhd & 3 others

Kuala Lumpur High Court, Suit No. S5-22-1394-2003




A suit was filed by Affin Bank Berhad against Giantmate Industries Sdn Bhd and 3 others for the sum of RM6,052,816 and continuing interest, allegedly due from default in payment for banking facilities extended to Giantmate Industries Sdn Bhd. No hearing date has been fixed.



(12)
Dividend 
The Directors do not recommend any interim dividend.

(13)
Basic Earnings Per Share 

The basic loss per ordinary share for the current quarter has been calculated based on the consolidated loss after taxation and minority interest of RM1,438,588 divided by the number of ordinary shares in issue during the financial period of 43,855,815.  
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