MBf HOLDINGS BERHAD

(5223-K)

NOTES TO THE UNAUDITED FINANCIAL REPORT FOR THE QUARTER ENDED 31 DECEMBER 2006

NOTES


A1
Basis of preparation

The interim financial report of the Group has been prepared on a going concern basis and in accordance with the requirements of FRS 134: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad.

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2005. The explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant for an understanding of the changes in the financial position and performance of the Group since the year ended 31 December 2005.

A2
Changes in Accounting Policies - Financial Reporting Standards (“FRS”)
The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised FRS effective for the financial period beginning 1 January 2006.

FRS 2

Share-based Payment 

FRS 3

Business Combinations 

FRS 5

Non-current Assets Held for Sale and Discontinued Operations

FRS 101

Presentation of Financial Statements

FRS 102

Inventories 

FRS 108

Accounting Policies, Changes in Estimates Errors

FRS 110

Events after the Balance Sheet Date 

FRS 116

Property, Plant and Equipment 

FRS 121

The Effects of Changes in Foreign Exchange Rates 

FRS 127 
Consolidated and Separate Financial Statements

FRS 128

Investments in Associates

FRS 131 
Interests in Joint Ventures

FRS 132

Financial Instruments: Disclosure and Presentation

FRS 133

Earnings Per Share

FRS 136

Impairment of Assets

FRS 138

Intangible Assets

FRS 140

Investment Property

The adoption of FRS 2, 102, 108, 110, 116, 121, 127, 128, 131, 132, 133, 136 and 138 does not have any significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are discussed below:

(a) FRS 3: Business Combinations, FRS 136: Impairment of Assets and FRS 138: Intangible Assets

The new FRS 3 has resulted in consequential amendments to two other accounting standards, FRS 136 and FRS 138.

Under FRS 3, any excess of the Group’s interest in the net fair value of its acquirees’ identifiable assets, liabilities and contingent liabilities over the cost of acquisitions (previously referred to as “negative goodwill or reserve on consolidation ”), after reassessment, is now recognised in profit or loss. Prior to 1 January 2006 negative goodwill was included in the balance sheet. In accordance with the transitional provisions of FRS 3, the negative goodwill as at 1 January 2006 of RM34,168,000 was derecognised with a corresponding decrease to the opening balance of  accumulated losses.

(b) FRS 5: Non-current Assets Held for Sale and Discontinued Operations

An asset is classified as held for sale if its carrying amount will be recovered principally through a sale transaction rather than through continuing use. Prior to reclassification as held for sale, the carrying amount of all the assets is measured in accordance with the relevant FRSs. On the onset of classification as held for sale, the asset is recognised at the lower of carrying amount and fair value less costs to sell.

(c) FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net after-tax results of associates and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interests.

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform to the current period’s presentation. 

(d) FRS 121: The Effects of Changes in Foreign Exchange Rates

Commencing 1 January 2006 the goodwill arising on the acquisition of a foreign operation and any fair value adjustments to the carrying amounts of assets and liabilities arising on the acquisition are now treated as assets and liabilities of the foreign operation and translated at the closing rate. In accordance with the transitional provisions of FRS 121, this change is applied prospectively. Goodwill acquired in business combinations prior to 1 January 2006 and fair value adjustments arising on those acquisitions are deemed to be assets and liabilities of the parent company and were translated using the exchange rate at the dates of acquisitions.

(e) FRS 140: Investment Property

Investment properties are now stated at cost less accumulated depreciation and impairment losses.  The adoption of this FRS has resulted in certain investment properties being reclassified from Property, Plant and Equipment with comparatives restated to conform to the current period’s presentation.

A3
Comparative 

The following comparative amounts have been restated due to the adoption of the new and revised FRSs:


                 
                    Adjustments



Previously stated

RM’000 
FRS 3

RM’000
FRS 140

RM’000
Restated

RM’000

At 31 December 2005





Reserve on consolidation
(8,451)
       (8,451)
         -
-

Goodwill on consolidation
     -
       25,717
        -
              25,717

Property, plant and equipment
 352,733
     -
(75,500)
            277,233

Investment property
     -
     -
     75,500
              75,500

Accumulated losses
 (479,491)
      34,168
        -
(445,323)







A4
Auditors' report on preceding annual financial statements

The auditors' report on the financial statements for the year ended 31 December 2005 was not qualified.

A5
Seasonal or cyclical factors

The operations of the Group were not materially affected by any seasonal or cyclical factors except for the plantation division in Papua New Guinea.

A6
Unusual items due to their nature, size or incidence


There were no unusual items affecting assets, liabilities, equity, net income or cash flows during the financial quarter under review other than the items below:-




RM’million

i)
Provision for commitment of a deconsolidation subsidiary
   (12.40)

ii)
Impairment of Property, plant and equipment and property held for resale
(2.36)

iii)
Negative goodwill arising on acquisition of subsidiaries 
     15.13

iv)
Write back of provision for diminution in value in investment
       7.31



7.68

A7
Changes in estimates


There were no changes in estimates that had had a material effect on the current quarter results.

A8
Pre-acquisition profits


No pre-acquisition profit was included in the above results.

A9
Debts and equities securities


There were no issuance and repayment of debt and equity securities, share buy backs, share cancellations, shares held as treasury shares and resale of treasury shares during the financial quarter under review.

A10
Dividends paid


No dividends was paid, proposed or declared during the current period under review.

A11
Segmental reporting


CURRENT 

QUARTER ENDED

31/12/2006

RM’000



CURRENT 

YEAR

 ENDED 

31/12/2006

RM’000



Segment Revenue




Card and Payment Services
       45,142

   174,843

Trading & Manufacturing
           328,306

         1,092,593

Property and Hospitality
         2,286

       9,259

Plantation 
       32,643

   195,758

Financial Services
         7,585

     26,294

Others
               3,349

              10,720


           419,311

         1,509,467






Segment Results




Card and Payment Services
       15,978

    79,413

Trading & Manufacturing
       11,844

    61,586

Property and Hospitality
            (170)

    55,278

Plantation
            549

      3,714

Financial Services
         3,302

    16,456

Others
            801

    (28,098)

Profit from operations


       32,304

  188,349

Finance costs, net

     

        
       (10,259)

    (38,070)

Share of results of associates
             71

         226

Profit before tax
      22,116

  150,505

A12
Property, plant and equipment


The valuation of land and buildings had been brought forward, without amendment from the previous audited financial statements.

A13
Subsequent events

Until the date of this report there is no event of a material and unusual nature likely to affect substantially the results of the operations of the Group for the period under review.

A14
Changes in composition of the Group


As part of the rationalisation and streamlining exercise of MBf Holdings Group the following subsidiary companies were place under:-

1) Creditors’ voluntary winding up

    Subsidiary



Date


Principal activity


a) Wisma City Sdn Bhd


13 November 2006
Dormant

b) Intanpura Sdn Bhd


13 November 2006
Dormant

c) MBf Motors Sdn Bhd


13 November 2006
Dormant

2) Members’ voluntary winding up

    Subsidiary




Date


Principal activity


a) MBf Discount Card Limited


10 November 2006
Dormant

b) MBf Discount Card International Limited
  
8 December 2006

Dormant

A15
Capital commitments


As at 31 December 2006 :-



RM’000

a)
Capital expenditure:



Contracted but not provided for
 91,957





b)
Operating expenditure:



Not later than one year
 11,928


Later than one year and not later than two years
   4,105


Later than two years and not later than five years
46,914



 62,947





A16
Contingent liabilities


Details of contingent liabilities as at 31 December 2006 :-



       RM’000

a)
  Guarantees extended in support of banking and other credit



Facilities

· Secured

· Unsecured
  8,382

88,257

b)
Others – unsecured
  1,921



     98,560

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

B1
Review of performance

The Group recorded a revenue of RM419.31 million for the current financial quarter ended 31 December 2006 compared to the previous corresponding quarter of RM431.62 million, a reduction of RM12.31 million or 2.85%.  The reduction in revenue was mainly contributed by Trading and Manufacturing Division in Fiji mitigated by an increase in revenue by the Trading and Manufacturing Division in Papua New Guinea and Card and Payment Services Division. The Group recorded a profit after tax of RM16.58 million for the current financial quarter as compared to the previous corresponding quarter of a profit of RM17.81 million, an adverse variance of RM1.23 million arising from the lower revenue. 

The Group recorded a revenue of RM1,509.47 million for the year ended 31 December 2006 compared to the previous corresponding period of RM1,424.61 million, an increase of RM84.86 million or 5.96%. The consolidated profit after tax was RM113.21 million for the year ended 31 December 2006 as compared to the previous corresponding period of a profit of RM57.33 million mainly attributed to the higher revenue and increase in the non-operating income.  The non-operating income comprised mainly the waiver of debts and interests of RM57.58 million consequent of full settlement of bank loans and negative goodwill on acquisition of subsidiaries of RM15.12 million.

B2
Variation of results against preceding quarter

For the quarter ended 31 December 2006, the Group recorded a pre-tax profit of RM22.12 million as compared to the preceding quarter of RM87.65 million, a reduction of RM65.53 million or 74.76%. Excluding the previous quarter’s waiver of debts and interests of RM57.58 million consequent to the full settlement of bank loans and one off gain arising on disposal of Mastercard Inc shares of RM10.52 million, the current quarter results increased by RM2.56 million or 13.10%, contributed mainly by the Trading Division in Papua New Guinea.

B3
Current year prospects

The Group recorded an increase in revenue of RM84.86 million or 5.96% for the year ended 31 December 2006 and the trend of growth is expected to be maintained for 2007.  The Group will continue to focus on its core businesses, namely, the Card and Payment Services in Malaysia and the Trading and Manufacturing Division in Fiji and Papua New Guinea.

B4
Variance of actual profit from forecast profit


The Company has not provided any forecast or profit guarantee in a public document.

B5
Taxation


CURRENT

QUARTER

ENDED

31/12/2006

RM’000

CURRENT

YEAR

ENDED

31/12/2006

RM’000

Taxation based on profits for the period




- Malaysian income tax
      (162)

   15,206

- Foreign tax
 11,325

   24,299

- Under provision in prior years
      (294)

     1,484


  10,869

   40,989

Deferred taxation
    (5,328)

     (3,692)


              5,541

             37,297


The disproportionate taxation charge for the Group was due principally to the losses of certain subsidiaries which cannot be set off against taxable profits made by other subsidiaries.

B6
Profits on sale of investment securities and properties


There were no sale of investment securities and properties during the current financial quarter other than the sale of quoted securities as stated in Note B7 below.

B7
Quoted Securities


 Total purchases of quoted securities for the current financial quarter were as follows:-



Quoted in Malaysia

RM’000

(i)
Total purchases 
     51

(ii)
Total disposals
7,126

(iii)
Total gain on disposals
1,258


Total investments in quoted securities as at 31 December 2006 were as follows:-



Quoted in Malaysia

RM’000
Quoted outside Malaysia

RM’000

(i)
Cost 

Provision for diminution in value 
       257

        (229)
  7,314

-

(ii)
Net book value
         28
  7,314

(iii)
Market value
         40
        18,936

B8
Status of corporate proposals


There are no outstanding proposals nor new proposals as at the date of this report.

B9



Group borrowings

(a) Redeemable Convertible Secured Loan Stocks ("RCSLS")/Secured Bonds 





  are as follows:


RM’000

RM RCSLS
23,799

RCSLS A (USD19,236,663)
71,468

RCSLS B (USD5,665,323)
16,374

Total RCSLS
     111,641

Less : Equity portion of RCSLS
 (76,736)


34,905

Secured Bonds (USD15,935,000)
56,211


       91,116



 

The salient terms of the RCSLS/Secured Bonds are as follows:








  Nominal value
   Tenure

Coupon Rate


      


  a)  RM RCSLS-2003/2008  RM1 each
   5 years
         2%





b)  RCSLS A-2003/2008
  USD1 each
   5 years*
{1st & 2nd year LIBOR + 0%






c)  RCSLS B-2003/2008
  USD1 each
   5 years*
{3rd year LIBOR + 0.5%












{4th year LIBOR + 1.0%













{5th year LIBOR + 1.5%





d)  Secured Bonds
  USD1 each
  20 years
        4.05%

* Any balance outstanding at the end of the 5th year shall be automatically extended for a  further 5 years period.

(b)  Long term borrowings

RM’000

 - Secured
122,402

 - Unsecured
  33,244


155,646

 Portion payable within one year
  (20,195)


135,451

 Hire purchase and lease payable due more than one year
  22,046

 Total
157,497

(c) Short term borrowings
Secured
RM’000

  Bank overdrafts
      110,323

  Short term loans
  35,728

  Hire purchase and lease payable due within one year
  14,585

  Portion of term loan payable within one year
  17,135

  Trust receipts and bankers' acceptances
    1,514

  Revolving loans
  50,418

  Sub-total
229,703

Unsecured


  Short term loans
  34,869

  Portion of term loan payable within one year
    3,060

  Trust receipts and bankers' acceptances
       818

  Revolving loans
       365

  Margin account
    7,200

  Sub-total
  46,312

  Total
276,015



Bank borrowings denominated in foreign currencies are as follows:-


Foreign Currency

’000

Denominated in Fijian Dollar
  77,296

Denominated in Kina
  84,868

Denominated in US Dollar
  40,837

Denominated in Pa'anga
    2,100

B10


Off balance sheet financial instruments

A subsidiary of the Group entered into forward agricultural commodity sale contracts to fix the selling price in foreign currency of a proportion of its anticipated future production.  All forward agricultural commodity sale contracts are completed by the delivery of physical future production.  At 31 December 2006, the value of forward agricultural commodity sales were RM31.34 million (Kina 26.23 million). In addition, short term forward currency exchange contracts were entered into by the said subsidiary to fix the price of purchases and the value at 31 December 2006 was RM1.58 million (Kina 1.32 million).



Forward Commodity Sales Contracts
Total

Amount

(RM’000)
 1month

or less

(RM’000)
> 1 - 3

months

(RM’000)
> 3 - 6

months

(RM’000)







Coffee forward contracts
26,583
5,836
9,386
11,361

Tea forward contracts
  4,543
3,432
   241
     870

Cocoa forward contracts
     217
         75 
   142
   -


31,343
    9,343
    9,769
    12,231







B11


  Material litigation

The material litigation as at the date of this announcement are as follows:-

(a) MBF Cards (M’sia) Sdn Bhd (“MBF Cards”) Vs GrandTech Systems Sdn Bhd (“GrandTech”) (herein refer to as MBF Cards Action) and GrandTech Vs MBF Cards (“GrandTech Action”)

The MBF Cards Action is a claim for approximately RM13.6 million for the non-fulfillment of certain representations by GrandTech, the supplier for goods used in one of MBF Cards’ credit card marketing campaigns. 

The GrandTech Action for approximately RM6.4 million was filed for the goods delivered, anticipated profit from the remaining undelivered goods and other related expenses. The Kuala Lumpur High Court had dismissed the application. GrandTech filed an appeal to the Court of Appeal on the dismissal on 20 February 2006. 

Both the actions have been consolidated and fixed for full trial on 13 and 14 August 2008.  The Board is confident that MBF Cards has a sound claim for the rescission of the agreement with GrandTech under the MBF Cards Action and a good defence for the GrandTech Action.

(b) MBfH & Four (4) Others (“Plaintiffs”) Vs MBf Leasing Sdn Bhd (“Defendant”) (“The Main Suit”)

On 10 September 2004, the Defendant served a Section 218 Notice on MBfH for amounts allegedly owing of RM10.2 million by MBf Property Services Sdn Bhd, a former subsidiary and Alamanda Development Sdn Bhd (“Alamanda”) a subsidiary which is in liquidation. The Plaintiffs, comprising MBfH, its three (3) subsidiaries, Alamanda, MBf Trading Sdn Bhd and MBf Printing Industry Sdn Bhd together with MBf Automobile Sdn Bhd, a former subsidiary, had on 15 October 2004 filed an application for an injunction  (“Main Suit”) to restrain the Defendant from presenting a winding up petition on the Plaintiffs. The injunction was granted to the Plaintiffs on 15 February 2005 and the matter is fixed for case management on 25 April 2007.

The Defendant had, in turn, filed Summary Judgment applications against the Plaintiffs, individually and/or together with MBfH, for sums totaling about RM28.6 million (as at December 2004) with interest and cost. The Plaintiffs filed for transfer of these cases to be heard together with the Main Suit and was granted by the Court but the hearings dates have yet to be fixed.

In addition, the Defendant also filed Summary Judgment application against MBf-Norinco Sdn Bhd (“MBf-Norinco”), a subsidiary of MBfH for amounts totaling about RM4.6 million (as at June 2005) with interest and costs. MBf-Norinco had applied for matter to be heard together with the Main Suit which was granted by the Court on 29 January 2007.

The above has been duly accounted for in the books of the respective companies and a sum of approximately RM20.6 million included as Contingent Liabilities in Note A16. 

(c) MBfH and Two (2) Others (“Plaintiffs”) Vs AmBank Berhad (“Defendant”)

On 29 October 2004 the Plaintiffs, MBfH and its subsidiaries, Alamanda and MBf Project Management Sdn Bhd took an action against the Defendant to nullify the Deed of Novation and the Corporate Guarantee, which the Plaintiffs claimed are void and unenforceable, and also for specific performance of a concluded settlement agreement between the parties. This matter had proceeded to pre-trial case management and the mention having been postponed many times is now fixed on 25 April 2007.

The Defendant had, in turn, filed two (2) Writs of Summons and Statements of Claim on the Plaintiffs for the approximate sums totalling RM162.7 million (as at May 2005) with interest and costs. On 2 August 2006 the Defendant served a new Writ of Summons and Statement of Claim on MBfH claiming recovery of approximately RM169.4 million together with interest and costs in respect of the same facilities as in the earlier suits.  The hearing for the new summary judgment application is on 7 March 2007.  Thereafter on 17 August 2006, the Defendant filed for the discontinuance of its two earlier suits, subject to the costs to be taxed on the Defendant.  The decision has been fixed on 23 April 2007.

In the opinion of the Directors, the outstanding liabilities are sufficiently covered by the securities  pledged for these facilities. The solicitors are of the opinion that MBfH has an arguable case against the Defendant. 

B12


Dividend




No dividends had been paid, proposed or declared during the current period under review.

B13


Earnings per share ("EPS")

(a) Basic

Basic EPS is calculated by dividing the net profit for the period by the weighted average number of ordinary shares in issue during the period.


INDIVIDUAL QUARTER
CUMULATIVE QUARTER


CURRENT

PERIOD

ENDED

31/12/2006
CORRESPONDING

PRECEDING

PERIOD ENDED

31/12/2005
CURRENT

YEAR

ENDED

31/12/2006
CORRESPONDING

PRECEDING

YEAR ENDED

31/12/2005







Net profit for the period (RM'000)
15,653
         15,740
112,109
         50,638







Weighted average number of ordinary shares in issue  ('000)
570,050
570,050
570,050
570,050







Basic EPS  (sen)


2.75
2.76
19.67
8.88

(b)  Diluted
For the purpose of calculating the diluted earnings per share, the net profit for the period and the weighted average number of ordinary shares in issue during the period have been adjusted for the dilutive effects of the potential ordinary shares from the conversion of the RCSLS and Warrants.  The diluted earnings per share for the previous corresponding period is not presented since the exercise of the conversion of RCSLS and Warrants is anti-dilutive.


CURRENT

QUARTER ENDED

31/12/2006
CURRENT

YEAR ENDED

31/12/2006



RM’000
RM’000







Net profit for the period 
     15,653
 112,109







Adjustment for after tax effects of interest on




-  RM RCSLS
        434
    1,734


-  USD RCSLS A
        828
     2,881


-  USD RCSLS B
        244 
        848







Adjusted net profit for the period 
     17,159
   117,572













 ’000
 ’000







Number of ordinary shares in issue 
   570,050
   570,050







Adjustment on assumption of the full conversion of 

- RM RCSLS
 11,900
 11,900


- USD RCSLS A
 72,618
 72,618


- USD RCSLS B
 21,387 
 21,387 


- Warrants
     - 
     - 


Weighted average number of ordinary shares in issue and to be issued on conversion of  RCSLS and Warrants
   675,955
   675,955







Diluted earnings per share (sen)
         2.54
      17.39





By the Order Of The Board




MBf HOLDINGS BERHAD




Chong Siew Hoong 




Company Secretary




Date :  26 February 2007
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