LIQUA HEALTH CORPORATION BERHAD (“LHCB”)

(Company No : 523162-P)

NOTES TO THE INTERIM FINANCIAL REPORT

FOR THE QUARTER ENDED 31 DECEMBER 2005


A. DISCLOSURE REQUIREMENTS AS PER FRS 134
1. Basis of Preparation


On 1 January 2006, the new set of financial reporting standards (“FRS”) becomes effective in Malaysia. This new implementation, tagged by some quarters as the tsunami of financial reporting, is expected to significantly impact the reporting of financial position and results of many Malaysian Companies and without exception the Company. As such, a review has been performed on the relevant tangible and intangible assets to what is considered as prudent fair values in compliance with the prescribed rules and spirit of the FRS.
Liqua Health Chain Sdn Bhd which was previously recognised as an associate company of the Group, has been consolidated as a subsidiary company in the current quarter due to the Group’s significant control of its operations.

The interim financial report is unaudited and has been prepared in compliance with FRS 134, Interim Financial Reporting and Paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”).

2. Audit Report of Preceding Annual Financial Statements

There were no audit qualifications on the annual financial statements for the financial year ended 31 December 2004.

3. Seasonal or Cyclical Factors

The principal business operations of the Group are not significantly affected by any seasonal or cyclical factors. 

4. Unusual Items affecting Assets, Liabilities, Equity, Net Income or Cash Flows

Included in Trade and Other Receivables is an amount due from director. This item resulted from the consolidation of the accounts of a subsidiary. The amount due from director for which a written commitment to repay has been made, existed prior to the acquisition of the subsidiary.
5. Material Changes in Estimates

There were no material changes in the nature and amount of estimates used in prior financial years.

6. Debts and Equity Securities

There was n
o new issue of debts and equity securities during the financial quarter ended 31 December 2005.
A.
DISCLOSURE REQUIREMENTS AS PER FRS 134 (CONT’D)
7. Dividend Paid

No dividend was paid during the current financial quarter under review. 

8. Segmental Information

	
	3 months

ended

31.12.2005
RM’000


	12 months

ended

31.12.2005


RM’000

	Segment Revenue


	
	

	Multi-Level Marketing 
	5,279
	28,840

	General trading
	4,677
	8,176

	Others
	52
	269

	Total revenue including inter-segment sales
	10,008
	37,285

	Elimination of inter-segment sales
	(1,811)
	(2,028)

	Total Revenue
	8,197
	35,257


	
	3 months

ended

31.12.2005

RM’000





	12 months

ended

31.12.2005

RM’000




	Segment Results


	
	

	Multi-Level Marketing
	(4,750)
	(5,846)

	General trading
	620
	777

	Others
	(3,112)
	(3,441)

	
	(7,242)
	(8,510)

	Consolidation adjustments
	(374)
	(276)

	Loss from operations
	(7,616)
	(8,786)


9. Valuation of Property, Plant and Equipment

The Company does not have any property, plant and equipment.

The valuation of property, plant and equipment has been brought forward without amendment from the previous annual financial statements of the subsidiaries for the financial year ended 31 December 2004.

A.
DISCLOSURE REQUIREMENTS AS PER FRS 134 (CONT’D)
10. Changes in The Composition of The Group

There were no changes in the composition of the Group during the current financial quarter.





11. Events subsequent to the End of the Period

There were no material events affecting the earnings of the Group subsequent to the end of the quarter under review.


12. Changes in Contingent Liabilities and Contingent Assets

There were no material contingent liabilities or contingent assets as at the date of this announcement, other than as disclosed in Note B11.

13. Capital Commitments

There are no material commitments incurred which may impact on the profits or the net asset value of the group upon becoming enforceable, except for the acquisition of 2 units of 4-storey shop offices amounting to RM 6.4 million previously announced.
B.
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES
1. Review of Performance
The Group’s sales revenue showed a decrease of 40% for the quarter under review as compared to the corresponding quarter in the preceding year. This is mainly due to reduced activity by the group’s direct sales networks, the impact of which is slightly offset by sales revenue from the Group’s other subsidiary companies.
The Group’s operational results dropped by 33,213% in the current quarter, as compared to the corresponding quarter of the preceding year. This is mainly due to the write off of non marketable and slow moving stocks in the current quarter, as well as a drop in sales revenue without a corresponding reduction in operational costs due to the need to continue covering fixed running overheads of the Group.
The Group registered a loss before taxation of RM 87.431 million for the quarter under review (after impairment of assets amounting to RM 78.461 million and amortisation of goodwill amounting to RM 1.216 million) as compared to a loss before taxation of RM 0.958 million for the corresponding quarter in the preceding year. Again, the increased loss before taxation resulted from factors outlined in the previous paragraphs.
2. Material Changes in the Quarterly Results Compared to the Results of the Preceding Quarter
The Group’s sales revenue increased by 5%, compared to the preceding quarter. However the Group’s operational results declined by 596% compared to the preceding quarter, due mainly to the write off of non marketable and slow moving stocks in the current quarter amounting to RM 3.391 million.
3. Current Year (2006) Overview

The Group posted an operating loss of RM 8.786 million on the back of Revenues of RM 35.257 million after the writing off of non marketable and slow moving stocks totaling RM 3.391 million at the subsidiary level and before accounting for the impairment of goodwill amounting to RM 78.461 million. Group loss after taxes, impairment of intangible assets, other write offs and minority interest amounted to RM 92.342 million for the year 2005.

The Group expects its direct selling activities to remain at the same level until the end of 2006. Positive results from the other trading activities of the Group’s subsidiary companies are expected, providing slight improvements to the operational results of the Group.


4. Variances from Profit Forecasts and Profit Guarantee
Not Applicable for the quarter under review.

B.  
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES
 (CONT’D)      


5. Taxation
The breakdown of tax charges for the current quarter and financial period to date are as follows:

	Tax charge
	Current Quarter 

RM’000
	Year to Date 

RM’000

	Current taxation
	146
	195


The effective tax rate for the financial year is higher than the statutory tax rate principally due to certain expenses which are not deductible for tax purposes



	
	

	


	
	
	

	
	
	

	
	
	

	
	
	



6. 

7. Purchase and Disposal of Quoted Securities
There was no purchase or disposal of quoted securities by the Group for the current quarter under review and financial period to date.

Investments in quoted unit trusts as at end of the reporting period are as follows:-

	
	RM’000

	At cost
	1,000

	At carrying value
	934

	At market value
	808


8. Status of Corporate Proposal

The Proposed Private Placement has lapsed on 15 December 2005 as previous announced. Therefore, the Group does not have any pending corporate proposal for the period under review.
9. Borrowings and Debt Securities
The Group’s borrowings as at 31 December 2005 are as follows:-

	
	As at 

31.12.2005
RM’000



	Short Term Borrowings:
	

	Secured
	304

	Unsecured
	                  -

	Total
	304

	
	

	Long Term Borrowings:
	

	Secured
	720

	Unsecured
	-

	Total
	720



The Group does not have any borrowings denominated in foreign currencies. 

B.
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES (CONT’D)
10. Off Balance Sheet Financial Instruments

There were no financial instruments with off balance sheet risk as at the date of this             announcement.


11. 

12. Material Litigations

A claim has been filed against Liqua Health Marketing (M) Sdn Bhd (“Liqua”) by ESCV Resources Holdings Sdn. Bhd. (“ESCV”) for an amount of RM40.0 million as damages for the purported breach of certain agreements entered between ESCV and a director of the Company, acting on behalf of the then shareholders of Liqua, for a proposed corporate exercise involving S.T. Holdings Berhad (“STHB”) whereby it was proposed for Liqua to be injected into STHB and subsequently for the listing of Liqua in place of STHB, which was previously listed on the Kuala Lumpur Stock Exchange. The above agreements were subsequently terminated by the then shareholders of Liqua, due to, amongst others, the non-performance of ESCV. Liqua’s solicitors on 5 June 2003 filed a conditional appearance and on 3 July 2003 filed an application to the High Court to strike out ESCV’s suit.
On 6 April 2004, the Senior Assistant Registrar has dismissed Liquas Summons in Chambers to strike out ESCV’s suit. Liqua has now to file and serve the Statement of Defence on ESCV and will also file an appeal against the decision of the Senior Assistant Registrar.


At a hearing on 20 April 2004, the Honourable Judge has dismissed ESCV’s application for an inter-parte Injunction with costs and damages to be assessed by the Court and allowed Liqua’s application to set aside the interim Injunction Order granted on 12 November 2003 with costs.
No provision has been made for this claim as the directors, based on solicitors’ opinion, are of the view that the claim is unlikely to be successful, in view of the fact that Liqua was not a party to the above agreements entered into with ESCV.

Nevertheless, the promoters of the Company (LHCB), Liqua (M) Sdn. Bhd. and Align Matrix Sdn. Bhd., had on 7 April 2003 given an indemnity to keep Liqua and LHCB fully indemnified against all losses, damages, liabilities, costs, actions, proceedings, charges and expenses whatsoever which Liqua and/or LHCB may sustain or incur arising from the claim.
13. Dividend
No dividend has been recommended for the quarter under review. No dividend was declared or recommended for the financial year ended 31 December 2004.

B.
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES (CONT’D)
(b) 





14. Earnings Per Share 

The basic earnings per share is calculated by dividing the net loss for the period by the weighted average number of ordinary shares in issue during the period, excluding treasury shares held by the Company.
	
	
	

	
	
	

	
	
	

	
	
	

	
	
	2005
	2004
	2005
	2004

	
	
	Current
	Corresponding
	
	

	
	
	quarter ended 31
	quarter ended 31
	
	Corresponding

	
	
	December
	December
	Year to date
	year

	a)
	Loss (RM’000)
	
	
	
	

	
	- Basic
	(87,697)
	(1,349)
	(92,342)
	(1,815)

	
	
	
	
	
	

	
	- Diluted
	NA
	NA
	NA
	NA

	
	
	
	
	
	

	b)
	Weighted average number of ordinary shares in issue (’000)
	
	
	
	

	
	- Basic
	*266,340
	*268,205
	*266,340
	*268,205

	
	
	
	
	
	

	
	- Diluted
	NA
	NA
	NA
	NA

	
	
	
	
	
	

	c)
	Loss per ordinary share (sen)
	
	
	
	

	
	- Basic
	(32.93)
	(0.51)
	(34.67)
	(0.68)

	
	
	
	
	
	

	
	- Diluted
	NA
	NA
	NA
	NA


* Net of Treasury Shares : 22,270,500 ordinary shares of RM0.50 each.
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