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Company Description

Khong Guan Limited, an investment holding company, trades in wheat flour and other edible products
primarily in Singapore and Malaysia. It operates through three segments: Trading of Wheat Flour and
Consumer Goods, Investment Trading, and Investment Holding. The company is involved in the
wholesale of wheat flour, general goods, biscuits, consumer goods, and related products, as well as
animal feed. In addition, it trades in shares listed in Singapore and Malaysia. The company was formerly
known as Khong Guan Flour Milling Limited and changed its name to Khong Guan Limited in November
2016. Khong Guan Limited was incorporated in 1960 and is based in Singapore.

(Source: http://www.sgx.com/wps/portal/sgxweb/home/company_disclosure/stockfacts?code=K03)
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1. As noted in the Chairman’s statement (pages 6 and 7 of the annual report), the group’s
net profit after tax slipped from $1.488 million to $1.242 million “due to the increase in cost
of wheat grains and challenging market conditions for wheat flour”. In particular, the
developments in the year included:

(i)

(ii)

(Trading) Tong Guan Food Products Sdn Bhd ("TGF"): Revenue was fairly stable
even though it experienced a reduction in the quota of subsidized cooking oil and
the loss of a major agency. Going forward, sales at TGF would likely improve after
securing several new agencies

(Trading) Swee Hin Chan Co Sdn Bhd ("SHC"): Revenue increased by almost 30%,
driven by the increase in the sale of starches and animal feed, but profit margin
experienced a squeeze due to challenging market conditions. SHC will be exploring
new overseas export markets

(Manufacturing) United Malayan Flour (1996) Sdn Bhd (“UMF”): Revenue was fairly
stable at $80-81 million for the past two years although the group’s share of results
of associates dropped from $1.84 million to $0.89 million in the financial year. The
reasons given were the increase in the cost of raw materials and market
competition

(Investment property) 2 MacTaggart Road: With the redevelopment of the heritage
building completed, the temporary occupation permit has been obtained and it was
disclosed that two tenants have been secured.

Would management help shareholders understand the key value drivers of
the trading operations (for each of the two trading subsidiaries) and of the
associate (which is carrying out manufacturing)?

Please also elaborate further on the main products/brands/agencies and
the profiles of its key customers.

(iii) Specifically for UMF, what is the impact of the new oat mill on the group’s

capacity and on the cost structure? What is UMF’s overall strategy to
capture more value for shareholders given that margins are being
squeezed by rising raw material costs and intense market competition?

(iv) What are the key overseas markets that are being explored by SHC? What

)

is the market entry strategy? How would the group be able to compete
against the incumbents as it expands to new markets?

Given that the development at 2 MacTaggart Road has been completed and
the group will be progressively leasing out the available space, has
management estimated the return on investment achieved with the
redevelopment? Has the board considered if the company would be in a
position to increase its dividends as the group generates steady cash flow
from the asset?

2. The “Recoverability of receivables and reasonableness of allowance for impairment” is a
key audit matter (KAM) highlighted by the Independent Auditor in their Report on the
Audit of the Financial Statements (page 30). Key audit matters are those matters that, in
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the professional judgement of the Independent Auditor, were of most significance in the
audit of the financial statements of the current period.

As noted in the KAM, as at 31 July 2018, the group has trade receivables (before
impairment) and allowance on impairment amounting to $11.72 million and $0.511 million
respectively.

The allowance for doubtful receivables (recognised)/written back in the past 5 years were
$5,764 in 2014, $(19,239) in 2015, $(8,453) in 2016, $(440,732) in 2017 and $(53,477) in
2018.

The large increase in doubtful receivables in 2017 was due to the allowance made by SHC
with regard to the receivables due from the subsidiaries of Eka Noodles Berhad (“EKA
Group”). As disclosed in the key audit matter in the 2017 annual report, EKA Group is a
listed company on Bursa Malaysia and it had, on 30 August 2016, been designated as a
PN17 company and the High Courts of Malaysia had also granted an order to EKA Group to
hold a meeting with its creditors and members of EKA Group.

(i) Can management provide an update on the status of EKA and on the
collectability of the outstanding receivables from EKA? What are the
subsidiary’s efforts in collecting these outstanding debt given that the EKA
is going through a restructuring where the unsecured creditors will get a
haircut of up to 82.5% and the balance settled in new shares?

As at 31 July 2018, out of the total trade receivables, aging of trade receivables that are past
due but not impaired amounted to $3,107,898 (2017: $2,059,121), of which $550,563
(2017: $126,414) has aged over 90 days. The aging analysis is shown on page 73 of the
annual report and reproduced below:

Ageing of receivables which are past due but not impaired:

GROUP COMPANY
2018 2017 2018 2017
$ $ $ $
Less than 30 days 1,891,240 792,667 96,024 82,567
31 to 60 days 499,802 368,604 — 116,616
61 to 90 days 166,293 771,436 — 52,604
More than 90 days 550,563 126,414 —_ 2,928
3,107,898 2,059,121 96,024 254,715

(Source: Company annual report)

While the group’s consolidated revenue increased by 7% in 2018, trade receivables past
due but not impaired increased from $2.06 million as at 31 July 2017 to $3.11 million at the
end of the current financial year. More importantly, trade receivables past due by more
than 90 days but not impaired has jumped from $126,414 to $550,563.
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(ii) Can management show a more meaningful analysis by providing an upper
limit to the aging (with the appropriate breakdown)?

(ili) What are the specific reason(s) for the sharp increase in trade receivables
past due by more than 90 days but not impaired?

(iv) What is the process by management to evaluate the collectability of these
long outstanding debts?

(v)  As the group is looking to expand to new overseas markets, would it be
timely for the audit committee to review the robustness of the group’s
credit evaluation policies and framework, especially for customers new to
the group?

3. Currently, the board comprises 3 executive directors and 3 independent directors. Mr
Chew Soo Lin is the executive chairman while Mr Chew Soo Eng is an executive director
and Managing director. Mr Daniel Chew is the third executive director, whose present
assignment includes procurement of raw materials, shipping freights and logistics for
production planning.

The profiles of the directors could be found on pages 24 and 25 of the annual report.

In the Corporate Governance report, under Principle 3 (Role of chairman and managing
director), the company has stated the following (page 13):

The roles and responsibilities of the Chairman and the Managing Director are distinct
and separate. This is to ensure appropriate balance of power and accountability in
decision making. The Managing Director is the most senior executive in the Company
and bears responsibility for the Company’s business, while the Chairman is responsible
for the leadership of the Board. The Chairman schedules Board meetings and sets
Board agenda in consultation with the Managing Director. The Chairman ensures that
all Board members are provided with complete, adequate and timely information.

(i) Would the board further clarify if Mr Chew Soo Lin, as executive chairman,
has roles and responsibilities in the day-to-day operations of the group?

(ii) For the benefit of new and old shareholders, would the nominating
committee provide shareholders with better clarity on the division of
responsibilities (as executive directors) between the executive chairman
and the managing director?

(iii) In addition, what is the division of responsibilities between the Managing
director and the third executive director, Mr Daniel Chew?

A copy of the questions for the Annual Report for the financial year ended 31 July 2017 and
31 July 2016 could be found here:

https://sias.org.sg/qa-on-annual-reports/?company=Khong%20Guan%20Ltd
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The company’s response could be found here:

2017:
https://sias.org.sg/media/qareport/1512961896_KGL-SIAS-Reply.pdf




