DENKO INDUSTRIAL CORPORATION BERHAD
(Company No: 190155-M)

(Incorporated In Malaysia)
QUARTERLY REPORTS ON CONSOLIDATED RESULTS FOR THE QUARTER ENDED
30 SEPTEMBER 2004

THE FIGURES HAVE NOT BEEN AUDITED

NOTES TO CONDENSED ACCOUNTS
(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 statements for the year ended 31 March 2004.

(b) Qualification on the Financial Statements 
The auditors’ report on the financial statements for the year ended 31 March 2004 was not qualified.

(c) Seasonal or Cyclical Factors 

Demand for industrial division usually slowing down towards the end of the year, while demand for trading and garment division increase during festive seasons.
(d) Nature and Amount of Exceptional Items 

There were no 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 issuances, cancellation, repurchases, resale and repayment of debt and equity securities for the current financial period todate.

(g) Dividend
There was no dividend paid for the 2nd quarter ended 30th September 2004.

(h) Segmental Reporting – 6 months ended 30/09/2004:-


Segment revenue

RM’000
Segment results

RM’000

Manufacture and sales of consumer and industrial products
        63,840
963

Investment holding and others
             454
(717)

Inter Group Sales
         (1,724)
-

Total
    62,570
246
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(i) Valuations of Property, Plant and Equipment 

The freehold and leasehold land and buildings of the Group were revalued by the directors of the Company on 31 March 2001, 31 October 2001 and 30 August 2002 based on valuations carried out by the independent professional valuers on open market value basis.

(j) Subsequent Events 
(i) 
On 8 October 2004, Skiva Holdings Sdn. Bhd., a wholly owned subsidiary of Denko Industrial Corporation Bhd had been served a writ of summons and statement of claim, both dated 19 August 2004, filed by LFE Engineering Sdn. Bhd. (formerly known as Loong Fuat Electrical Engineering Sdn. Bhd.) (Company No. 25875-K) in KL Session Court Suit No. 8-52-20089-04 for the sum of RM120,086.61 due to default in rental payment. Denko does not expect any material financial and operational impact arising from the above suit.
(ii)
On 12 October 2004, Skiva Marketing Sdn. Bhd. (“SMSB”), a wholly owned subsidiary of Denko Industrial Corporation Berhad have received a winding-up petition (KL High Court Winding-up No. D8-28-663-2004) dated 21 September 2004 filed by Messrs. K.B. Chua & Co acting for Dickson Wong (M) Sdn. Bhd. Under the petition, Dickson Wong (M) Sdn. Bhd. claimed a sum of  RM277,927.07 for goods sold and delivered and service rendered to SMSB.




If the winding-up petition is successful, the Groups audited basic earnings per share for the financial year ended 31 March 2004 will increase from 1.74 sen to 5.75 sen. It will also increase the audited net tangible assets per share as at 31 March 2004 from 48.55 sen to 51.24 sen.

       However, Denko does not expect any material impact on the operations of the Group.


(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 RM59,389,500.00 given to financial institutions and suppliers for facilities granted to subsidiaries and a company in which a Director has interest.
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(B) EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD


(1)
Review of Current Quarter Performance

Packaging Division

Revenue from the packaging division for the 2nd quarter ended 30/09/2004 reduced to RM3,797,534 as compared to previous quarter ended 30/06/2004 which recorded RM5,791,438. This was mainly due to low demand from its customers. In tandem with the lower turnover, this division incurred a loss before tax of RM109,569 as compared to profit before tax of RM161,186 in previous quarter ended 30/06/2004.

Garment Division

Revenue from Garment Division for the 2nd quarter ended 30/09/2004 was rather consistent with previous quarter with RM2,549,799 as compared to RM2,502,855 for previous quarter ended 30/06/2004. However, loss before tax increased to RM313,562 as compared to RM77,080 for previous quarter .The said deterioration was mainly due to lower profit margin from garments sold at discount during the National Mega Sales Carnival  in 2nd  quarter ended 30/09/2004. 
Trading Division

There was a marginal decrease in the revenue for the 2nd quarter ended 30/09/2004 which recorded RM5,113,194 as compared to RM5,277,327 for previous quarter ended 30/06/2004. However, it generated profit before tax of RM203,128 as compared to loss before tax of RM128,173 for previous quarter mainly due to clearance of old stocks at lower price in previous quarter ended 30/06/2004 whereas new stock was sold in current quarter.
Moulding Division

Revenue from moulding division for the 2nd quarter ended 30/09/2004 increased to RM18,966,468 as compared to previous quarter ended 30/06/2004 which recorded RM18,518,207. However, the division generated profit before tax of RM75,184 as compared to loss before tax of RM433,529 for previous quarter mainly due to increase sales of moulding which has higher profit margin.
Investment Holdings & Others

Revenue from the investment holdings and others division for the 2nd quarter ended 30/09/2004 recorded RM19,500 as compared to previous quarter ended 30/06/2004 which recorded RM33,500. The division registered a loss before tax of RM188,659 as compared to loss before tax of RM668,066 in previous quarter ended 30/6/2004 due to overprovision of interest on irredeemable convertible preference shares (ICPS) and interest on convertible unsecured loan stocks (ICULS) amounting to RM728,257 adjusted in current quarter.
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(2)   Comparison with Immediate Preceding Quarter’s Results

There was no material change in the loss 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 

With the completion of the proposed corporate and debt restructuring scheme, the Group will be well positioned to achieve a complete recovery. Simultaneously, the Group will continues to formulate, implement and monitor the progress of operation units and believe that Denko Group will emerge stronger and more resilient upon successful realisation of the restructuring scheme.

(4)
Profit Forecast 

Not applicable, as no profit forecast was published.
(5) Taxation:


3 months

6 months



ended

ended



30.9.2004

30.9.2004



RM'000

RM'000







Income tax:





Malaysia income tax 

122

278







The effective tax rates for the periods presented above are higher than the statutory tax rate principally due to losses of certain subsidiaries which cannot be set off against profits made by other subsidiaries, and certain expenses which are not deductible for tax purposes.


(6)
Sale of Unquoted Investments and/or Properties 

There were no sales of unquoted investments and properties.

(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 30/09/2004:


Total investments at cost
2,800


Total investments at carrying value/book value

(After provision for diminution in value)
2,800


Total investment at market value as at 30/09/2004
3,525
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(8) Status of Corporate Proposals 

There were no corporate proposals announced but not completed as at the date of this announcement except for the following:
(i)
On 10 Septeember 2004, Public Merchant Bank Berhad on behalf of Denko Industrial Corporation Bhd, announced that the Company has decided to abort the proposed two-call rights issue in view of the current market sentiment and the weak market price of the Denko Shares.

 (9)
Group borrowings & debt securities as at 30/09/2004:

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

RM’000

Bank Overdraft
   9,672
           0
   9,672

Bills Payable & Bankers Acceptance
   16,712
           0
   16,712

Term Loan – payable < 12 months
     6,300
           0
     6,300

Long Term – payable > 12 months
   17,080
           0
   17,080

Total
   49,764
           0
   49,764

Included in the long term borrowings are 5,433,033 5% 5-year Redeemable Convertible Secured Loan Stocks 2004/2009 at a nominal value of RM1 each, with a carrying value of RM4,706,068.
(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.

DENKO INDUSTRIAL CORPORATION BERHAD

(Company No: 190155-M)

(Incorporated In Malaysia)

QUARTERLY REPORTS ON CONSOLIDATED RESULTS FOR THE QUARTER ENDED

30 SEPTEMBER 2004

THE FIGURES HAVE NOT BEEN AUDITED

NOTES TO CONDENSED ACCOUNTS

(11) Details of pending material litigation:-

(i)
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 Industrial Corporation Bhd 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 Industrial Corporation Bhd. The Bank has filed an application for Summary Judgement and the Court had earlier fixed 6 March 2003 for decision after written submission by the parties but the matter was subsequently adjourned for mention pending the outcome of the PCDRS which was completed on 15 March 2004 when the Bank received the agreed consideration in settlement of the claim. The matter is fixed for mention on 12 December 2004. The defendant will seek a withdrawal of the suit by the plaintiff due to the finalisation and implementation of the debt restructuring scheme.
       (ii)
Fagerdala Singapore Pte Ltd Vs  Denko-HLB Sdn Bhd

Singapore High Court Case No. S1241/2001/C

Penang High Court OS MT3-24-1099-2002

Penang High Court Winding-Up Petition No. 28-114-2002

Kuala Lumpur High Court Suit No. S7-22-1665-2003

Fagerdala Singapore Pte Ltd ("Fagerdala") had filed a claim of S$771,352 together with continuing interest against Denko-HLB Sdn Bhd ("DHLB") for sale of goods. The plaintiff had obtained summary foreign judgement against DHLB on 20 May 2002 and later obtained an ex-parte order on 8 July 2002 to register the foreign judgment vide Penang High Court Originating Summons MT3-24-1099-2002, which was served on DHLB on 25 July 2002. DHLB had filed an application on 20 November 2002 to set aside the registration of the foreign judgment. The defendant has filed an appeal to the Court of Appeal against the dismissal. The defendant has also filed a Motion to stay all further proceedings and the Motion is pending.
The plaintiff had also registered a winding-up petition dated 30 September 2002 against DHLB vide Penang High Court Winding-Up Petition No. 28-114-2002 which was served on DHLB on 16 October 2002. The matter was originally fixed for hearing on 25 February 2003. However, DHLB filed a Notice of Motion on 14 November 2002 to strike out the winding-up petition and the Notice was heard on 11 December 2002. The plaintiff's winding-up Petition against DHLB was struck off on 28 March 2003.

DHLB then, on 16 April 2004, served a writ of summons and statement of claim on Fagerdala (under the KLHC suit) alleging that Fagerdala had maliciously and without reasonable cause filed the winding-up proceedings. DHLB seeks RM1,061,169.39 as general damages with interest. Fagerdala has filed their defence denying the allegations. Case management for this matter is fixed on 15 March 2005.
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(iii)
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. Installments to be negotiated.


(iv)
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 Sdn Bhd (‘SHSB’) 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 installments. Today a total of 12 installments have been paid. The final installment of RM1,004,615.74 has not been paid yet. SHSB has tried to negotiate but Kerajaan Malaysia insisted that final instalment must be settled in six instalment. Without any financial assistance coupled with the cessation of business, the proposed settlement to Kerajaan Malaysia is beyond the affordability of SHSB.     
A Notice of Demand dated 18th May 2004 was filed by Kerajaan Malaysia for the amount of RM1,148,119.32 inclusive interest of  8% per annum calculated up to 10th May 2004.

The plaintiff has also registered a winding-up petition dated 25 November 2004 against SHSB via KL High Court Winding-up Petition No D6-21-151-2004 for the same amount of RM1,148,119.32
Denko Industrial Corporation Bhd does not expect any material adverse impact on the operation of the group as the expenses and investment in SHSB have been provided for and/ or fully written-off in the consolidated accounts. The expected losses, if any, arising, from the winding-up proceedings are legal cost and fees arising from handling the case. The taxes in arrears have been provided for in the accounts save and except for interest.

The management of SHSB will negotiate an amicable settlement and to have the winding-up petition withdrawn and should the winding-up proceedings continue, the management of SHSB will instruct their solicitor not to object to the winding-up petition.











(v)

(vi)
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Arab-Malaysia bank Berhad Vs Skiva Holding 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-Malaysia 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. The Bank has filed an Application for summary judgement. The Application has been fixed for mention on several occasions pending the outcome of the PCDRS, which was completed on 15 March 2004 when the Bank received the agreed   consideration 
In settlement of the claim. The Application has been fixed for mention on several occasions pending the outcome of the debt restructuring scheme. The matter is fixed for mention on 8th February 2005. The defendant will seek a withdrawal of the suit by the plaintiff due to the finalisation and implementation of the debt restructuring scheme.
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 installment has been negotiated.


(vii)
Eon Finance Bhd Vs Denko Industrial Corporation Berhad

Mahkamah Sesyen Di Seremban Dalam Negeri Sembilan Darul Khusus Summon No. 52-1088-2004






A writ of summons and statement of claim was filed by Eon Finance Bhd against Denko Industrial Corporation Bhd ("Denko") for a sum of RM57,669 and continuing interest, allegedly due to default in payment under a hire purchase of motor vehicle. The motor vehicle was assigned for use to Skiva Holdings Sdn Bhd, who subsequently made an arrangement on behalf of Denko with a used car dealer with the intention to dispose. The arrangement was such that ownership of the motor vehicle would remain with Denko while the used car dealer would take possession of the motor vehicle for display purposes. It was also agreed that the used car dealer would continue with the monthly installment to the finance company until such time a prospective buyer is found. Prior to completion of the sale, the motor vehicle was stolen and the used car dealer has since defaulted in his payment to the finance company. A stolen motor vehicle report was duly lodged with the police and would seek redress from the used car dealer.
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(viii)
(ix)
LFE Engineering Sdn Bhd Vs Skiva Holdings Sdn Bhd

Kuala Lumpur High Court Civil Suit No 8-52-20089-04
A writ of summons and statement of claim dated 19 August 2004 was filed by LFE Engineering Sdn Bhd (formerly known as Loong Fuat Electrical Engineering Sdn Bhd) against Skiva Holdings Sdn Bhd(‘SHSB’) for a sum of RM120,086.61, due to default in rental payment. 

The expected claims include arrear rental amounting to RM88,200, accrued rental for the month of July 2004 amounting to RM7,350, penalty for late payment amounting to RM25,256.61 up to 6 August 2004 and 2 % per month with effect from 7 August 2004 up to the date of judgement, rental at rate of double the monthly rental for the month of August, handover of vacant possession of the premises,  interest charge at a rate of 8% per annum commencing from the date of judgement until the full settlement date , cost of the aforesaid legal suit and such further and other relief that Honourable Court deems fit and just. 

Denko Industrial Corporation Berhad (‘Denko’) does not expect any material financial and operational impact arising from the above suit and SHSB is expected to negotiate with the plaintiff for an amicable settlement. 

Dickson Wong (M) Sd Bhd Vs Skiva Marketing Sdn Bhd

Kuala Lumpur High Court Winding-Up Petition No. D-28-663-04
Messrs. K.B. Chua & Co acting for Dickson Wong (M) Sdn Bhd had filed a winding-up petition dated 21 September 2004 against Skiva Marketing Sdn Bhd(‘SMSB’). Dickson Wong (M) Sdn Bhd claimed a sum of RM277,927.07 for goods sold and delivered and service rendered to SMSB under the winding-up petition. 

Denko Industrial Corporation Berhad (‘Denko’) does not expect any material impact on the operations of the Group as the expenses and investment in Skiva Marketing Sdn Bhd (“SMSB”) have been provided for and/or fully written-off. Save for the corporate guarantee provided by Denko that may be called upon by SMSB bankers of RM2,510,000. The expected losses, if any, arising from the winding-up proceeding are legal cost and fees arising from defending the case.

The management of SMSB is in the process of negotiating an amicable settlement and to have the winding-up petition withdrawn; and should the winding-up proceedings continue, the management of SMSB will defend and apply to strike off the winding-up petition.
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(12)
Dividend 
The Directors do not recommend any interim dividend.

(13)
Basic Loss Per Share 

The basic loss  per  share  of  the Group  is  calculated by dividing the net loss of the financial period by the weighted  average number of ordinary shares of RM1.00 as follows:-






3 months ended

30 September 2004

RM’000
6 months ended

30 September 2004

RM’000



RM

RM





Net loss for the period (RM’000)
(A)
455

1,757











Weighted average number of ordinary  shares in issue (‘000)
(B)
73,269

73,269











Basic loss per share (sen)
(A/B)
0.62

2.4



Diluted Loss per Share















The diluted loss per share of the Group is calculated by dividing the net loss for the financial period by the weighted average number of ordinary shares, ICPS, ICULS, RCSLS and Warrants  in issue.













3 months ended

30 September 2004

RM’000
6 months ended

30 September 2004

RM’000



RM



RM



Net loss for the period (RM’000)
(A)
387

1,621











Weighted average number of ordinary shares in issue  (‘000)
(B)
73,269

73,269











Weighted average number of ICPS in issue (‘000)
(C)
20,391

20,391











Weighted average number of ICULS in issue (‘000)
(D)
8,739

8,739











Weighted average number of RCSLS in issue (‘000)
(E)
737

737











Weighted average number of Warrant in issue (‘000)
(F)
6,915

6,915











Weighted average number of shares in issue (‘000)
(G)
110,051

110,051











Diluted loss per share (sen)
(A/G)
0.35

1.47
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