DENKO INDUSTRIAL CORPORATION BERHAD

(Company No: 190155-M)

(Incorporated In Malaysia)

QUARTERLY REPORTS ON CONSOLIDATED RESULTS FOR THE QUARTER ENDED

30 JUNE 2005

THE FIGURES HAVE NOT BEEN AUDITED

NOTES TO CONDENSED ACCOUNTS

(A) SELECTED EXPLANATORY NOTES PURSUANT TO FINANCIAL REPORTING STANDARDS (FRS) 134 (FORMERLY KNOWN AS MASB 26), INTERIM FINANCIAL REPORTING
(a) Accounting Policies 
The interim financial report is unaudited and has been prepared in accordance with Financial Reporting Standards (FRS) 134 (formerly known as MASB 26), Interim Financial Reporting and Chapter 9 Part K paragraph 22 of the Bursa Securities Malaysia Berhad (“BMSB”). The same accounting policies and methods of computation are followed in the interim financial statements as compared with the audited financial statements of the Group for the year ended 31 March 2005.

(b) Qualification on the Financial Statements 
The auditors’ report on the financial statements for the year ended 31 March 2005 was not qualified.

(c) Seasonal or Cyclical Factors 

Demand for industrial division usually slows down towards the end of the year, while demand for trading increases during festive seasons.

(d) Nature and Amount of Extraordinary or Exceptional Items 

There were no extraordinary or exceptional items for the financial quarter under review. 

(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, cancellation, repurchase, resale and repayment of debt and equity securities for the current financial period.

(g) Dividend Paid
There was no dividend paid for the 1st quarter ended 30th June 2005.
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(h) Segmental Reporting –3 months ended 30 June 2005:-

	
	Continuing Operations
RM’000
	Discontinuing Operations
RM’000
	Total

Operations
RM’000

	Segment – Revenue
	
	
	

	Manufacture and sales of consumer and industrial products
	24,014
	-
	24,014

	Investment holding and others
	195
	-
	195

	Inter Group Sales
	(490)
	-
	(490)

	Total – Segment Revenue
	23,719
	-
	23,719

	Segment – Profit Before Tax
	
	
	

	Manufacture and sales of consumer and industrial products
	7
	(208)
	(201)

	Investment holding and others
	 89
	-
	89

	Inter Group Sales
	-
	-
	-

	Total – Segment Results
	96
	(208)
	(112)

	Segment – Assets


	
	
	

	Manufacture and sales of consumer and industrial products
	52,579
	5,130
	57,709

	Investment holding and others
	79,332
	-
	79,332

	Inter Group Sales
	-
	-
	-

	Total – Segment Assets
	131,911
	5,130
	137,041


(i) Valuations of Property, Plant and Equipment 

The valuations of freehold and leasehold land and buildings of the Group were brought forward, without amendment from the previous revaluations on 31 March 2001, 31 October 2001 and 30 August 2002 which were carried out by the independent professional valuers on open market value basis.

(j) Material Subsequent Events 

There were no material events subsequent to the end of the current quarter that have not been reflected in the financial report for the financial quarter ended 30 June 2005.

(k) Changes in the Composition of the Group 

There was no change in the composition of the other segments during the current quarter, including business combinations, acquisition or disposal of subsidiaries and long-term investments, restructuring and discontinuing operations.

(l) Changes in Contingent liabilities and Contingent assets 

Corporate Guarantee of RM37,233,067 (total limit of RM78,728,740) given to financial institutions and suppliers for facilities granted to subsidiaries. 

Corporate Guarantee of RM139,661 (total limit of RM1,312,500) given by a subsidiary company to a machinery supplier on behalf of a related party. 
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(m) Capital Commitments 

There was no capital commitment during the reporting quarter.

(n) Significant Related Parties Transactions  

	
	
	
	3 Months ended

30 June  2005

	Sub contractor fee paid /payables to
	
	RM

	
	
	
	

	Brandplus  Sdn Bhd
	
	836,437

	Mirror Plastic Sdn Bhd
	
	245,969

	Concoldmold Technology Sdn Bhd
	
	49,800

	Rental paid to Yong Boon Leong
	
	27,000


The terms, conditions and prices of the above transactions are not materially different from those obtainable in transactions with unrelated parties.

(B) EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

(1)
Review of Current Quarter Performance

Packaging Division

In the 1st quarter ended 30 June 2005, the revenue for packaging division reduced to RM3,445,835 as compared to the same quarter of the last year which recorded RM5,791,438. The 41% reduction in sales was due to a drop in demand for electronic and electrical products.

The packaging division’s profit before tax for current quarter increased to RM248,310 from RM161,186 that was obtained in the quarter ended 30 June 2004. The increase in profit was due to cost savings from efficient operations. 

Garment Division

There was no revenue in garment division which has ceased operation since February 2005. In the same quarter of the preceding year, the revenue for this division was RM2,502,855.

In the current quarter, the garment division’s loss before tax of RM208,000 was higher than the loss of RM77,080 incurred in the quarter ended 30 June 2004. The increase in net loss was due to fixed overhead and expenses.

Trading Division

In the 1st quarter ended 30 June 2005, the revenue for trading division was RM4,335,801 which was 18% lower as compared to RM5,277,327  in the quarter ended 30 June 2004. The decrease in revenue was due to increasing competition.

For the current quarter, the trading division incurred a loss before tax of RM135,959 which was higher than the loss of RM128,173 in the same quarter of last year. The higher loss before tax was due to higher overhead expenses.
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Moulding Division

Revenue from moulding division for the 1st quarter ended 30 June 2005 was reduced to RM15,937,085 as compared to the same quarter of previous year which recorded RM18,518,207. It was due to decrease in demand from customers.

In the current quarter, moulding division’s net loss before tax of RM105,322 was better as compared to the loss of RM433,529 incurred in the quarter ended 30 June 2004. It was due to cost savings from efficient operations in this division.

Investment Holdings & Others

There was no revenue from the investment holdings and other divisions for the 1st quarter ended 30 June 2005. It was due to the loss of rental income for this division. In the same quarter of previous year, the revenue for this division was RM33,500.

 In the current quarter, the investment holdings and other divisions registered a net profit before tax of RM88,842 as compared to the net loss of RM667,994 in the quarter ended 30 June 2005. It was because of certain expenses being written-back in the quarter under review.

(2)
Comparison with Immediate Preceding Quarter’s Results

Packaging Division

In the current quarter, the revenue increased to RM3,445,835 as compared to the preceding quarter which recorded RM1,312,385. The improved revenue was mainly due to seasonal uptrend and increase in demand from customers.

The packaging division’s net profit before tax amounting RM248,310 improved from the preceding quarter which registered a net loss of RM2,381,001. The main contribution to the net profit was due to increase in the revenue and production efficiency. 

Garment Division

In the preceding quarter, the revenue was RM1,781,621 which is attributable to the sales of Skiva brand and stocks and thereon this division has ceased operation.

For this division, the net loss before tax decreased to RM208,000 as compared to the preceding quarter which registered a loss of RM1,633,477. It was due to minimal operating activity and overheads. 
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Trading Division

The revenue reduced to RM4,335,801 from RM8,440,777 recorded in the preceding quarter. It was mainly due to seasonal factor. 

As compared to the preceding quarter which registered a net profit of RM2,195,070,  the trading division incurred a net loss before tax of RM135,959 in the current quarter. It was due to higher overhead expenses.

Moulding Division

The revenue decreased to RM15,937,085 from RM25,329,249 achieved in the previous quarter. It was due to decrease in demand from customers.

The moulding division incurred a lower net loss of RM105,322 as compared to the preceding quarter’s loss of RM406,374. It was mainly due to cost savings from efficient operations in this division.

Investment Holdings & Others

In the current quarter, there was no revenue from the investment holdings & others division which recorded RM117,000 in the preceding quarter. It was due to loss of rental income for this division.

The division’s net profit before tax decreased to RM88,842 as compared to the preceding quarter which registered RM295,902. It was due to fixed overhead expenses in the quarter under review.

 (3)
Current Year Prospects 

The Group’s business activities remain challenging with the current uncertain global market conditions. The Group has to further improve its core businesses by implementing cost cutting measures to further enhance productivity and efficiency.

(4)
Profit Forecast 

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

	
	INDIVIDUAL QUARTER
	
	CUMULATIVE QUARTER

	
	3 months ended

30.06.2005
	3 months ended

30.06.2004
	
	3 months ended

30.06.2005
	3 months ended

30.06.2004

	
	RM'000
	RM'000
	
	RM'000
	RM'000

	Income tax:
	
	
	
	
	

	Malaysia income tax 
	573
	156
	
	573
	156


Despite having a loss before taxation, there is a tax charge for the Group mainly due to losses of certain subsidiaries which cannot be set off against taxable profits made by other subsidiaries, as the group tax relief is not available, and certain expenses that are not deductible for tax purposes.

(6)
Sale of Unquoted Investments and/or Properties 

There were no sales of unquoted investments and properties in the current quarter under review.

(7)
Quoted Securities 










          RM
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 30/06/2005:


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 30/06/2005
3,420

(8) Status of Corporate Proposals 

There were no corporate proposals announced or not completed as at the date of this announcement.
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 (9)
Group borrowings & debt securities as at 30/06/2005:

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

RM’000

	Bank Overdraft
	  9,467
	           0
	   9,467

	Bills Payable & Bankers Acceptance
	  8,955
	           0
	   8,955

	Short Term – payable < 12 months
	   13,414 
	           0
	     13,414

	Hire Purchase – payable < 12 months
	2,053
	0
	2,053

	Long Term – payable > 12 months
	   15,985
	           0
	   15,985

	Hire Purchase – payable > 12 months
	2,245
	0
	2,245

	Total
	  52,119
	           0
	  52,119


Included in the group borrowings are 5,443,033 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 (RM544,303 - short term and RM 4,161,765 - long term).
(10)
Off Balance Sheet Financial Instruments 

There were no financial instruments with off balance sheet risk as at the date of this announcement.  
(11)
Details of pending material litigation:

(i)       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


Court of Appeal Civil Appeal No: P-02-1098-2004

Fagerdala Singapore Pte Ltd (“Fagerdala) obtained Summary Judgment in the sum of SGD771,352 and interest thereon against Denko-HLB Sdn Bhd (“DHLB”) in Singapore on 20 May 2002. Fagerdala obtained a Court Order in Malaysia on 8 July 2002 to register the judgment in Malaysia. DHLB then filed an application on 20 November 2002 to set aside the registration of the said Order but the application was dismissed on 30 September 2004. DHLB has filed an appeal to the Court of Appeal against the decision and the matter is now pending in the Court of Appeal. An application by DHLB to stay all further proceedings was also dismissed by the Court on 24 May 2005.

Fargedala commenced winding up proceedings against DHLB on 30 September 2002. DHLB filed an application to strike out the said proceedings and the court ordered that the winding up proceedings be struck off on 28 March 2003. 
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(i) Fagerdala Singapore Pte Ltd Vs  Denko-HLB Sdn Bhd (continue)

DHLB then filed suits under KLHCSN S7-22-1665-2003 against Fargedala for malicious prosecution of winding up and claims damages in the sum of RM1,061,169.39 and interest thereon. The matter is now fixed for case management on 29 August 2005.

(ii)
Kerajaan  Malaysia Vs Skiva Marketing Sdn Bhd


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

A statement of claim dated 6 September 2001 and a writ of summons dated 25 March 2002 were filed by the Government of Malaysia (Inland Revenue Board) 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 judgment. No hearing date has been fixed. However, the Company wishes to negotiate the instalments plan.

(iii)
Kerajaan Malaysia Vs Skiva Holdings Sdn Bhd

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


KL High Court Winding-up No.D6-21-51-2004

Skiva Holdings Sdn Bhd (“SHSB”) received a Writ of Summons and Statement of Claim on 12 December 2001. As SHSB had no intention to contest the case, consent judgment was obtained on 31 July 2002. 

Subsequently repayment plan was negotiated and IRB allowed arrears to be settled in 13 instalments. SHSB settled the first 12 instalments amounting to RM480,000 but defaulted on the last instalment of RM1,000,615.74.  SHSB tried to negotiate but IRB insisted that the sum of last instalment must be settled in six instalments. Without financial assistance coupled with the cessation of business, the proposed settlement to IRB was beyond the affordability of SHSB. No material adverse impact is expected as DICB has already provided for and/or fully written off the expenses and investment in the consolidated financial statements. The expected losses will be the legal cost arising from the winding-up proceedings.

On 18 May 2004, SHSB received a Notice of Demand pursuant to S218 (2) (a) of the Companies’ Act 1965 for the amount of RM1,148,119.32. The winding-up petition dated 25 November 2004 was received.

On 5 July 2005, SHSB received a Court Order (KL High Court Winding-up No.D6-21-51-2004) in respect of Winding-up petition filed by Government of Malaysia. Announcement was made on 8 July 2005 and the Board is not expected to take any further action.
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(iv)
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. An announcement was made on 11 October 2004.

Plaintiff has obtained Judgment and is entitled to commence execution proceedings at any time, including Winding-up proceedings.

(v)
Beau Industries  Sdn Bhd Vs Skiva Marketing Sdn Bhd (1st defendant)

Beau Industries Sdn Bhd Vs Denko Industrial Corporation Berhad (2nd defendant)

Kuala Lumpur High Court Suit No. D5-22-397-2005

On 23 February 2005, a Notice of Demand was served by the Plaintiff for RM991,175.25 in respect of goods sold and delivered. 

A writ of summons was served on the Company on 24 May 2005. An announcement to Bursa Securities was made on 25 May 2005. The Company’s solicitor has filed the defence and is expecting Plaintiff to file application for Summary Judgment.

On 9 June 2005, a meeting was held to negotiate the payment scheme. It was mutually agreed that the outstanding sum will be settled by 10 instalments with effect from 30 September 2005 to 30 June 2006

(vi)    Tan & Tan Realty Sdn Bhd vs Denko Industrial Corporation Sdn Bhd

A Notice of Demand was filed by the Plaintiff on 26th January 2005 for the outstanding amount RM237,020 being amount due for rental, parking fees, maintenance charges and access card replacement. On 29 March 2005, the Company’s solicitor requested a grace period of 2 months to verify and reconcile the Statement of Accounts.

On 15 July 2005, a meeting was held to negotiate the payment scheme. It was mutually agreed that the outstanding sum of RM119,647 will be settled by 7 monthly instalments with effect from 31 July 2005 to 31 December 2005.

(vii) Benih Utama Sdn Bhd  vs Denko Industrial Corporation Bhd
On 28 May 2005, a Statutory Notice of Demand pursuant to Section 218(2)(a) was served, claiming an outstanding sum of RM131,567.45 as professional fee to source for a financier to fund the Right Issue. However the whole transaction was aborted. Announcement to Bursa Securities was made on 30 May 2005. The Company’s solicitor requested a grace period to verify and reconcile the Statement of Accounts. 
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(viii) Duchess Marketing Sdn Bhd  vs Skiva Marketing Sdn Bhd
Kuala Lumpur High Court Suit No. 10-52-6548-2005
On 23 February 2005, a Notice of Demand was served by the Plaintiff for RM132,448 in respect of goods sold and delivered.

A writ of summon was received from the Plaintiff on 24 May 2005. An announcement to Bursa Securities was made on 26 May 2005. The Company’s solicitor was instructed to request for a grace period to complete verification of the alleged sum.

(ix) Mount Resource Sdn Bhd  vs Skiva Marketing Sdn Bhd
Kuala Lumpur Session Court Suit No. 5-52-8637-2005
On 22 march 2005, a Notice of Demand was served by the Plaintiff for RM75,385.50 in respect of goods sold and delivered.

A writ of summon was received from the Plaintiff and announcement to Bursa Securities has been made on 20 June 2005. The Court has adjourned the matter to 27 October 2005 for further mention.

(x) Superb Strike Enterprise  vs Skiva Marketing Sdn Bhd
Kuala Lumpur Session Court Suit No. 7-52-8911-2005
On 22 March 2005, a Notice of Demand was served by the Plaintiff for RM40,247.44 in respect of goods sold and delivered.

A writ of summon was received from the Plaintiff and announcement to Bursa Securities has been made on 10 June 2005. The Court adjourned the matter to 16 September 2005 for further mention. 

(xi) Bestex Lingerie Enterprise Sdn Bhd  vs Skiva Holdings Sdn Bhd
On 23 February 2005, a Notice of Demand was served by the Plaintiff for RM135,464.40 in respect of goods sold and delivered. An announcement to Bursa Securities was made on 3 March 2005.

(xii) RHB Bank Bhd. vs Alran Mujarab  Sdn Bhd
On 17 August 2005,   a Notice of Demand was served by the Plaintiff claiming an arrears of RM284,274.63, calculated as at 8 August 2005.  An announcement to Bursa Securities was made on 18 August 2005. The Company’s solicitor is currently addressing this matter.
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(12)
Dividend Payable 
The Directors do not recommend any interim dividend in the current quarter.

(13)
Basic Loss Per Share 

The basic 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 of RM1.00 as follows:-

	
	
	INDIVIDUAL

QUARTER
	
	CUMULATIVE

QUARTER

	
	
	3months ended

30 June 2005

RM’000
	3 months ended

30 June 2004

RM’000
	
	3months ended

30 June 2005

RM’000
	3 months ended

30 June 2004

RM’000

	Net loss for the period 
	(A)
	(685)
	(1,302)
	
	(685)
	(1,302)

	
	
	
	
	
	
	

	Weighted average number of ordinary  shares in issue (‘000)
	(B)
	73,706
	73,269
	
	73,706
	73,269

	
	
	
	
	
	
	

	Basic loss per share (sen)
	(A/B)
	(0.93)
	(1.78)
	
	(0.93)
	(1.78)


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. For current quarter, there is an anti-dilutive effect on the conversion of ICPS, ICULS and RCSLS to ordinary shares.

	
	
	INDIVIDUAL

QUARTER
	
	CUMULATIVE

QUARTER

	
	
	3months ended

30 June 2005

RM’000
	3 months ended

30 June 2004

RM’000
	
	3months ended

30 June 2005

RM’000
	3 months ended

30 June 2004

RM’000

	
	
	
	
	
	
	

	Adjusted Net loss for the period 
	(A)
	(508)
	(871)
	
	(508)
	(871)

	
	
	
	
	
	
	

	Weighted average number of ordinary shares in issue  (‘000)
	(B)
	73,706
	73,269
	
	73,706
	73,269

	
	
	
	
	
	
	

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

	
	
	
	
	
	
	

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

	
	
	
	
	
	
	

	Weighted average number of RCSLS in issue (‘000)
	(E)
	5,443
	737
	
	5,443
	737

	
	
	
	
	
	
	

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

	Adjusted weighted average number of shares in issue (‘000)
	(G)
	115,194
	110,051
	
	115,194
	110,051

	
	
	
	
	
	
	

	Diluted loss per share (sen)
	(A/G)
	(0.44)
	(0.79)
	
	(0.44)
	(0.79)
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