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MALAYSIA BUILDING SOCIETY BERHAD (Company No. 9417-K)
         

EXPLANATORY NOTES FOR FINANCIAL 

QUARTER ENDED 30TH SEPTEMBER 2003

MASB 26 -  DISCLOSURE REQUIREMENTS PER PARAGRAPH 16
A1. 
Accounting Policies and Method of Computation

The interim report is prepared in accordance with MASB 26, Interim Financial Reporting and paragraph 9.22 of the Kuala Lumpur Stock Exchange Listing Requirements, and should be read in conjunction with the Group’s financial statements for the financial year ended 31st December 2002.

The same accounting policies and methods of computation are followed in the interim financial statements as compared with the financial statements for the year ended 31st December 2002, except for the adoption of MASB 25 to MASB 29, which became effective from 1st January 2003. The adoption of MASB 27, MASB 28 and MASB 29 have not given rise to any adjustments to the opening balances of accumulated losses of the prior year and the current period or to changes in comparatives. The changes and effects of adopting MASB 25 which resulted in prior year adjustments are as follows :   

(a)     Change in Accounting Policies

MASB 25, Income Taxes

The Group has recognized the deferred tax liability in a subsidiary arising from the revaluation of a property previously carried out by the subsidiary prior to its acquisition by the Group.  The recognition of the deferred tax liability has resulted in Goodwill arising from Consolidation. Goodwill is written off to income statement in the year of acquisition.     

                      The Group has also recognised the resulting deferred tax liability from a fair value adjustment arising from an acquisition of a subsidiary in 1985. The recognition of the deferred tax liability has resulted in Goodwill arising from Consolidation. Goodwill is written off to income statement in the year of acquisition.  

(b)      Prior Year Adjustments

The changes in accounting policies have been applied retrospectively and comparatives have been restated. The effects of changes in accounting    policies are as follows:


2003


RM ‘000

Effects on accumulated loss:





At 1st January, as previously stated
(815,508)

Effects of adopting MASB 25
(1,798)




At 1st January, as restated
(817,306)


Third Quarter
Cumulative


Current Quarter

30/9/2003

RM’000
Preceding

Year Quarter

30/9/2002

RM’000
Current

Year to Date

30/9/2003

RM’000
Preceding

Year to Date

30/9/2002

RM’000







Effects on net loss

    for the period :      

 
 


Net loss before 

    changes in 

    accounting policies   
(10,481)
(11,937)
(45,651)
(63,957)

Effects of adopting

    MASB 25
              18
              18
              55
              55













Net loss for the period
(10,463)
(11,919)
(45,596)
(63,902)







Comparatives amounts as at 31st December 2002 have been restated as follows :


Previously Stated

Adjustments

Restated


RM ‘000
RM ‘000
RM ‘000

Deferred tax liabilities
25,670
1,798
27,468

A2.
Audit Report of Preceding Financial Year Ended 31st December 2002

            The audit report on the financial statements of the preceding year was not qualified. 

A3.
  Seasonality and Cyclicality of Operation 


  The Group’s operations have not been affected by any seasonal or cyclical factors. 

A4.
Exceptional or Unusual Items

There were no items of exceptional or unusual nature that affects the assets, liabilities, equity, net income or cash flows of the Group.

A5.
   Changes in Estimates of Amounts Reported Previously

            There were no changes in estimates of amounts reported in prior interim periods of the current financial year to date or changes in estimates of amounts reported in prior financial years that may have a material effect in the current interim period, except for the change in estimates on specific provisions made for bad and doubtful debts in regards to end-financing.

            With effect from September 2003, the Group has changed its specific provision estimates to 20%, 50% and 100% over shortfall for accounts in arrears for more than 6 months to 9 months, more than 9 months to 12 months and more than 12 months respectively, in line with the Garis Panduan 3 : Non-Performing Loans & Provision for Bad and Doubtful Debts of Bank Negara Malaysia .  

            Previously, the Group made 50% and 100% specific provision over shortfall for accounts in arrears for more than 3 months to 6 months and more than 6 months respectively.

            The effect of the change in this accounting estimates on financial statements is a decrease in provision for bad and doubtful debts by RM2.46 million and a decrease in the Group’s current quarter loss before taxation by RM2.46 million.

A6.
Debts and Equity Securities


             There were no issuances and repayment of debt and equity securities, share buy‑backs, share cancellations, shares held as treasury shares and resale of treasury shares for the current financial period to date, except for the allotment and issue of 140 million and 25 million Redeemable Convertible Preference Shares of RM1.00 each at RM2.00 per share by the Company to Employees Provident Fund Board and Permodalan Nasional Berhad respectively on 22nd August 2003.

A7.
Dividend Paid

No dividend has been paid for the current financial period to date (2002 : NIL).  

A8.
   Segmental Information on Revenue and Results

Financing
Property 

Development
Letting of Real Property
Others
Eliminations
Consolidated


RM’000
RM’000
RM 000
RM’000
RM’000
RM’000

3 months ended 

30th September 2003







External sales
    36,264
108
      1,623
-
            2,845
40,840

Intersegment sales
        877
-
      1,254
-
(2,131)
-









Total revenue
    37,141
108
      2,877
-
               714
40,840









Segment results
(6,532)
(11,477)
(4,578)
(90)
          12,178
(10,499)

Unallocated income

    (net of cost)




-









Loss from operations




(10,499)









3 months ended

30th September 2002







External sales
45,071
10
1,613
            -
24,176
70,870

Intersegment sales
3,840
-
1,302
-
(5,142)
-









Total revenue
48,911
10
2,915
            -
19,034
70,870









Segment result
(6,233)
206,875
(35,871)
(158)
(176,735)
(12,122)

Unallocated income

   (net of cost)




                    -









Loss from operations




(12,122)


Financing
Property 

Development
Letting of Real Property
Others
Eliminations
Consolidated


RM’000
RM’000
RM’000
RM’000
RM’000
RM’000

9 months ended 

30th September 2003







External sales
100,144
81
4,861
-
           8,264
        113,350

Intersegment sales
    1,462
-
3,772
-
(5,234)
                    -









Total revenue
101,606
81
8,633
-
            3,030
        113,350









Segment results
(32,053)
(36,723)
(13,292)
48
          36,351
(45,669)

Unallocated income

    (net of cost)




                    -









Loss from operations




(46,669)









9 months ended

30th September 2002







External sales
113,789
13,164
4,844
367
41,230
173,394

Intersegment sales
10,638
-
4,055
-
(14,693)
-









Total revenue
124,427
13,164
8,899
367
26,837
173,394









Segment result
(52,802)
162,136
(45,261)
(334)
(127,696)
(63,957)

Unallocated income

   (net of cost)




                    -









Loss from operations




(63,957)










Segmental reporting is not analysed by geographical locations due to the fact that the   Group’s activities are pre-dominantly in Malaysia.


A9.

Valuation of Property, Plant and Equipment



Property, plant and equipment are stated at cost less accumulated depreciation and   impairment losses.  

 A10.

Subsequent Events



As at the date of this report, there was no material event occurring subsequent to the end of the last financial period that have not been reflected in the financial statements for the interim period.

 A11.    Changes in the Composition of the Group 


    There were no major changes in the composition of the Group for the current      financial period to date.

 A12.

Contingent Liabilities

A. In a civil suit taken out by the Company for the recovery of loan facilities and the payment of interest, the borrowers and guarantors have filed a counter-claim based upon an allegation that the Company had breached the Loan Agreement by recalling the said loan facilities. The quantum under the counter-claim amounts to RM592.03 million being the claim for loss of profit from the Defendants’ project.

The Company has filed an appeal against the decision by the Deputy Registrar to allow the borrowers and guarantors to amend their Defence and Counter Claim which was scheduled to be heard on 17th September 2003 and it has been postponed to 2nd December 2003.  

The Hearing for the borrowers and guarantors application to strike out various paragraphs in the Company’s Reply to the Borrower’s Amended Defence and Counterclaim which was fixed on 20th February 2003 was heard by the Court on said date and the Hearing of the said application was fixed on 21st July 2003 but the matter was adjourned. The Company will be advised by the solicitors on the next date for the Hearing of this application.

In respect of the Company’s application to foreclose the property pledged to the Company as security for the loan facilities, the Hearing of the application on 21st August 2003 was postponed to a date which is yet to be fixed by the Court. However, the parties have agreed to an amicable settlement where a settlement agreement had been executed.

B.
Two claims were brought against the Company by two of the Company’s borrowers to the amount of RM400.31 million and RM1.48 million respectively on alleged breaches of contract by the Company for failure to disburse and/or termination of the loan facilities.

In respect of the former claim, the borrower’s Appeal against the decision to dismiss their application for Summary Judgement has been fixed on 13th February 2004.  

            In respect of the latter claim of RM1.48 million, the borrower has not as yet set the matter down for trial. 

C.
A claim for damages of RM2.54 million was brought against the Company by a contractor of a development project, premised upon an alleged breach of assurance by the Company to release loan advances directly to the contractor who is not the borrower. 

The contractor’s application for summary judgement has been dismissed. The matter has since been transferred from the Kota Bahru High Court to the Kuala Lumpur High Court. 
The contractor’s application to consolidate this suit with another suit filed at Kota Bahru High Court fixed on 19th June 2003 has been postponed to 18th February 2004. 

D. The owner pledged a piece of land by way of third party charge as security for a bridging loan granted by the Company to a Developer. The Company has commenced foreclosure action in respect of the Charge.

On 2nd April 2003, the Court allowed the owner’s application to amend their Statement of Claim. The Company has filed a Notice of Appeal against the decision of the Court. The Hearing of the Appeal on 21st August 2003 has been postponed to 13th January 2004. 

In respect of the foreclosure proceeding, the auction has been fixed on 28th October 2003 but was aborted by Land Office due to no bidders. The Company will be advised by the solicitors on the next auction date.

E.
A claim for damages amounting to RM134.408 million has been filed against the Company by a developer for the loss and/or loss of profits following the Company’s cancellation of the term loan and the bridging loan facilities. 

The case management for the matter on 15th July 2003 has been adjourned to 19th February 2004.

F. The Company has filed a suit against its borrowers and guarantors for    amongst others, dishonestly assisting the Company’s former Chief Executive Officer, acting in breach of his fiduciary duties to the Company in relation to a Joint Venture Project. The Company has sought a Declaration that the Loan Agreement and Joint Venture Agreement entered into between the Plaintiff and the Defendants are void and of no effect, claimed damages amounting to RM59.449 million from all Defendants, together with general damages, interest and other costs.

The 3rd and 4th Defendants, have in their counter claim sought damages amounting to RM185.1 million for alleged breach of the Joint Venture Agreement, estimated general damages of RM750 million, the amount of which is to be determined by the Court and an indemnity as to all costs, damages payable to the Government and sub-contractors. 

The Company has filed its Reply and Defence to the Defence and Counterclaim on 30th October 2003.

G     As at 30th September 2003, the Group and the Company have obligations to    secure due performance by third parties amounting to RM322 million.

The Directors after obtaining advice from the Company’s solicitors, are of the opinion that the Company has good cases in respect of claims A, B, C, D, E, and F against the Company as such no provision has been made in the financial statements. 

A13.
Inventories of Completed Properties – Reversal of Write Down

The Group has reversed a write down of RM0.392 million in respect of inventories of completed properties for the current financial period.

A14.  
Acquisition/disposal of Property, Plant and Equipment

          
9 months ended 30/9/2003


RM’000

Acquisition
8

Disposal
10,422




A15.  Significant Related Party Transactions



Third Quarter

Cumulative



Current Quarter

30/9/2003

RM’000

Preceding

Year Quarter

30/9/2002

RM’000

Current

Year to Date

30/9/2003

RM’000

Preceding

Year to Date

30/9/2002

RM’000











Transactions with

  Employees Provident

  Fund Board, holding 

  body 









Interest on loans

11,965
   
13,152

37,685

39,080

Rental paid

91

91

271
273
318

Agency fees received

10

14
44
31

44











KLSE LISTING REQUIREMENTS – DISCLOSURE REQUIREMENTS AS PART A OF APPENDIX 9B

B1.
Comparison with the Preceding Quarter’s Results

The Group recorded a loss before taxation of RM10.499 million for the third quarter of 2003 compared to a loss before taxation of RM16.443 million for the second quarter of 2003.  The lower loss was mainly due to higher revenue and lower interest costs in the third quarter.

B2.
Review of Performance
The Group’s loss before taxation for the nine (9) months ended 30th September 2003 of RM45.699 million was lower compared to the previous corresponding period in 2002 of RM63.957 million. This is mainly due to lower provision for impairment loss of property, plant and equipment and other operating expenses as well as higher reversal of loan loss provisions in 2003, partially set off by lower revenue.

B3.

Prospect


Barring unforeseen circumstances, the performance of the Company and the Group is expected to improve for the financial year ending 31st December 2003.  The Company will refocus on its core mortgage related retail businesses and continue to emphasise on loan recovery.

B4.


Variance from Profit Forecast and Profit Guarantee

This is not the Company’s final quarter reporting and there is no profit forecast or profit guarantee issued for the financial year ending 31st December 2003.

B5.
Taxation



Third Quarter

Cumulative



Current Quarter

30/9/2003

RM’000

Preceding

Year Quarter

30/9/2002

RM’000

Current

Year to Date

30/9/2003

RM’000

Preceding

Year to Date

30/9/2002

RM’000











   Current year taxation

             -

(185)

           -

-

   Deferred taxation   

      (reversal of 

       temporary

       difference)

(36)
-
(18)

(73)

(55)

   Under / (over)  

    provisions in

    prior years

-

-

-
)
-























(36)

(203)
(
(73)

(55)











Since there is no tax charge for the Group and the Company, the effective tax rate is irrelevant.

B6.
Profit/(loss) on Sale of Unquoted Investments and/or Properties


There were no profit/(loss) on sale of investments or properties for the current quarter and financial period to date except for the loss detailed below.

There was a loss of RM0.078 million for the disposal of a piece of property during the financial period by the Group. 

B7.

Purchase and Sale of Quoted Securities

There were no dealings in quoted securities for the current financial period to date. 

The Group was granted, under a loan restructuring arrangement, quoted Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) in lieu of the interest for the period 1999 to 2004 on a term loan. 

Irredeemable Convertible Unsecured Loan Stocks (“ICULS”)
       RM’000




At nominal value and cost
        16,359




At carrying value
             NIL




At market value
            NIL

The Group was also granted 4,907,685 quoted detachable warrants 2000/2005. As at 30th September 2003, the market value of the quoted warrants was RM270,000.

B8.
Status of Corporate Proposals

There were no corporate proposals announced but not completed. 

B9.
Borrowings and Debts  

         
Borrowings and debts securities at 30th September 2003 for the Group are given   below:- 


RM’000

Short term borrowings 


   Secured
26,829

   Unsecured 
1,183,469








1,210,298




Long term borrowings 


   Secured
996,450

   Unsecured
-







   
996,450




All borrowings and debts securities are in Ringgit Malaysia.

B10.

Off Balance Sheet Financial Instruments


The Group does not have any off balance sheet financial instruments.  

B11.
   Material Litigation


   The details of the pending material litigation are as per note A12 above.

B12.
Dividends Declared

No dividend has been declared for the current financial period to date (2002 : NIL).

B13.
Loss Per Share

Basic loss per share is calculated by dividing the net loss attributable to shareholders for the financial period by the number of ordinary shares in issue during the financial period.



Third Quarter

Cumulative



Current Quarter

30/9/2003



Preceding

Year Quarter

30/9/2002



Current

Year to Date

30/9/2003



Preceding

Year to Date

30/9/2002













Net loss attributable 

 to shareholders (RM’000)

10,463

11,937

45,596

63,902





















Number of ordinary 

 shares (‘000)

337,856

337,856

337,856

337,856





















Basic loss per share

 (sen) 

3.10

3.53

13.50

18.91

B14.
Authorisation For Issue

The interim report was authorised for issue by the Board of Directors in accordance with a resolution of the Directors on 21st November 2003.

BY ORDER OF THE BOARD

Aishah Hashim

COMPANY SECRETARY

Kuala Lumpur

21st November 2003

10

