MBf HOLDINGS BERHAD   (5223-K)

NOTES TO THE UNAUDITED FINANCIAL STATEMENTS FOR THE QUARTER ENDED 31 DECEMBER 2007

NOTES


A1
Basis of preparation

The interim financial statements 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 2006. 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 2006.

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 2006 except for the adoption of the following new/revised FRS effective for the financial period beginning 1 October 2006.

FRS 117

Leases

FRS 124

Related Party Disclosures

The adoption of FRS 124 does not have any significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of FRS 117 is discussed below:


FRS 117 Leases

(i) Leasehold land held for own use

Prior to 1 January 2006, leasehold land held for own use was classified as property, plant and equipment and was stated as cost less accumulated depreciation and impairment losses.  The adoption of the revised FRS 117 has resulted in a change in the accounting policy relating to the classification of leases of land and buildings.  Leases of land and buildings are classified as operating or finance leases in the same way as leases of other assets and the land and buildings elements of a lease of land and buildings are considered separately for the purposes of lease classification.  Leasehold land held for own use is now classified as operating lease and where necessary, the minimum lease payments or the up-front payments made are allocated between the land and the buildings elements in proportion to the relative fair values for leasehold interests in the land element and buildings element of the lease at the inception of the lease.  The up-front payment represents prepaid lease payments and are amortised on a straight-line basis over the lease term.

The Group has applied the change in accounting policy in respect of leasehold land in accordance with the transitional provisions of FRS 117.  At 1 January 2006, the unamortised amount of leasehold land is retained as the surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions.  The reclassification of leasehold land as prepaid lease payments has been accounted for retrospectively and the comparatives restated accordingly.  The effects on the consolidated balance sheet as at 31 December 2006 are set out in Note A3.  There were no effects on the consolidated income statement for the year ended 31 December 2006 and the Company’s financial  statements.

(ii) Initial direct costs

Prior to 1 January 2006, the Group, as a lessor in operating lease arrangements, had recognised initial direct costs incurred in negotiating and arranging leases as an expense in the income statement in the period in which they were incurred.  The revised FRS 117 requires such costs to be added to the carrying amount of the leased asset and recognised as an expense over the lease term on the same basis as the lease income.  According to the revised FRS 117, this change in accounting policy should be applied retrospectively.  In general, the Group does not incur significant initial direct costs on negotiating and arranging leases and as a result, this change in accounting policy has not materially affected the financial statements of the Group and the Company.

A3
Restatement of comparatives

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

	
	Previously stated

RM’000 
	Adjustment

FRS 117

RM’000
	Restated

RM’000

	Effects on Consolidated Balance Sheet as at 31 December 2006
	
	
	

	Property, plant and equipment
	 341,621
	     (49,422)
	292,199

	Investment properties
	   98,297
	          (346)
	97,951

	Prepaid land lease payments
	     -
	      49,768
	49,768


A4
Auditors' report on preceding annual financial statements

The auditors' report on the financial statements for the year ended 31 December 2006 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’000

	i)
	Negative goodwill arising on acquisition of a subsidiary 
	       8,320

	ii)
	Net recovery from insurance claim
	   4,746

	iii)
	Profit from disposal of  other investment
	       2,532

	
	
	

	
	
	 15,598


A7
Changes in estimates


There were no changes in estimates that 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 dividend was paid, proposed or declared during the current period under review.

A11
Segmental reporting

	
	

	
	INDIVIDUAL QUARTER
	CUMULATIVE QUARTER

	
	CURRENT PERIOD ENDED 31/12/2007
	CORRESPONDING PRECEDING PERIOD ENDED

31/12/2006
	CURRENT PERIOD ENDED 31/12/2007
	CORRESPONDING PRECEDING PERIOD ENDED

31/12/2006

	Segment Revenue
	
	
	
	

	Trading & Manufacturing
	      346,746
	            265,027
	  1,218,913
	        1,084,104

	Card and Payment Services
	       84,334
	     45,142
	    284,673
	           174,843

	Plantation and Farming
	       48,649
	     85,122
	    193,932
	           193,447

	Financial Services
	         7,136
	      7,585 
	      23,559
	             26,294

	Property
	         2,328
	      2,286
	        9,501
	               9,259

	Others
	            191
	               3,349
	       13,514
	             10,720

	
	     489,384
	           408,511
	  1,744,092
	        1,498,667

	
	
	
	
	

	Segment Results
	
	
	
	

	Trading & Manufacturing
	     38,199
	  11,309
	     81,914
	             62,199

	Card and Payment Services
	     30,528
	  16,638
	     96,109
	             81,837

	Plantation and Farming
	       (5,855)
	    1,449
	     19,585
	               4,614

	Financial Services
	       3,623
	    6,169
	     14,822
	             19,448

	Property
	       6,890
	    9,899
	     11,950
	             65,472

	Others
	     (12,377)
	    (9,291)
	    (22,362)
	            (35,677)

	Profit before finance costs


	     61,008
	  36,173
	  202,018
	           197,893

	Finance costs
        
	    (18,638)
	  (11,956)
	    (60,606)
	           (43,227)

	Share of results of associates
	         (934)
	    (1,234)
	         (811)
	             (1,079)

	Profit before tax
	    41,436
	  22,983
	  140,601  
	          153,587


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

a) The Company had on 8 October 2007 acquired two ordinary shares of RM1.00 each in Vintage Developers Sdn Bhd for a total cash consideration of RM2.00. With the acquisition, Vintage Developers Sdn Bhd became a wholly owned subsidiary of the Company. 

b) Permodalan MBf Sdn Bhd, a wholly owned subsidiary of the Company had on 14 November 2007 disposed its entire 100% equity interest in MBf Investments Pte Ltd, a Singapore incorporated company, for a total cash consideration of S$10,000.00. 

c) The following subsidiary companies were placed under Members’ Voluntary winding up:-

Subsidiary



Date


Principal activity


i) Grogram Limited



12 November 2007
Dormant

ii) MBf Properties Holdings (HK) Limited
12 November 2007
Dormant

iii) Permodalan MBf Sdn Bhd


14 November 2007
Dormant

d) Carpenter Trading Limited, a wholly owned Papua New Guinea (“PNG”) subsidiary of the Company had entered into an agreement to acquire J. Gadsden (South Pacific) Ltd and its 100% subsidiary companies, James Barnes PNG Ltd. and J Barnes Packaging Limited from The Mandel Family Group Pty Ltd for a total cash consideration of PNG Kina 10 million (equivalent to RM11,985,000). These companies are principally involved in manufacturing and distribution of tinned food and owners of residential properties with land area totaling 140,835 square metres.
A15
Capital commitments


As at 31 December 2007 :-

	
	
	RM’000

	a)
	Capital commitments
	

	
	Authorised and contracted for:

· Purchase of property, plant and equipment

· Purchase of investment in unquoted shares
	36,153
20,167

	
	
	

	b)
	Operating expenditure:
	

	
	Not later than one year
	 20,335

	
	Later than one year and not later than two years
	   6,436

	
	Later than two years and not later than five years
	   4,291

	
	Later than 5 years
	  39,441

	
	
	  70,503

	
	
	


A16
Contingent liabilities


Details of contingent liabilities as at 31 December 2007 :-

	
	
	       RM’000

	a)
	  Guarantees extended in support of banking and other credit facilities
	

	
	· Secured

· Unsecured
	10,438
   103,503

	b)
	Others – unsecured
	  3,894

	
	
	   117,835


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 RM489.38 million for the current quarter compared to the previous corresponding quarter of RM408.51 million, an increase of RM80.87 million or 19.80%.  The increase in revenue was mainly contributed by Papua New Guinea from its Coconut Oil and Automotive segments, and MBF Cards, mitigated by a lower revenue in Fiji. Consequently the profit from operations improved by RM16.69 million or 58.11% from RM28.72 million to RM45.41 million and the profit after tax was RM30.40 million for the current quarter as compared to the previous corresponding quarter of RM14.36 million, an increase of RM16.04 million or 111.67%.
The Group recorded a revenue of RM1,744.09 million for the current year compared to the previous year of RM1,498.67 million, an increase of RM245.42 million or 16.38%.  The profit after tax was RM100.70 million for the year as compared to the previous year of RM113.21 million.  Included therein was operating profit of RM60.53 million an improvement of RM25.10 million or 70.84% over the previous year of RM35.43 million.  The non-operating profit was RM40.17 million compared to the previous year of RM77.78 million.  These non-operating profits for both years comprised principally gain on disposal of quoted shares outside Malaysia, waiver of debts and interests on bank loans and loan stocks and negative goodwill recognised on acquisition of subsidiaries.

B2
Variation of results against preceding quarter

For the quarter ended 31 December 2007, the Group recorded a pre-tax profit of RM41.44 million as compared to the preceding quarter of RM38.13 million, an increase of RM3.31 million or 8.69%.  This was mainly attributable to the improved non-operating profits which was mitigated by the lower contribution from the Carpenter Group. 
B3
Current year prospects

For the year ended 31 December 2007, the Group recorded an increase in revenue and operating profit after tax of RM245.42 million or 16.38% and RM25.10 million or 70.84% respectively.  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.  It is expected that the revenue growth rate be maintained and the operating profits to improve.
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

31/12/2007

RM’000
	
	CURRENT

PERIOD

ENDED

31/12/2007

RM’000

	Taxation based on profits for the period
	
	
	

	- Malaysian income tax
	      614
	
	   13,276

	- Foreign tax
	    7,534
	
	   27,378

	- Under provision in prior years
	       599
	
	        599

	
	    8,747
	
	   41,253

	Deferred taxation
	    2,293
	
	     (1,354)

	
	           11,040
	
	             39,899



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 other investment as stated in Note A6 (iii).
B7
Quoted Securities


There were no purchases or disposals of quoted securities during the current financial quarter.


 Total investments in quoted securities as at 31 December 2007 were as follows:-

	
	
	Quoted outside Malaysia

RM’000

	(i)
	Cost 

Provision for diminution in value 
	14,727
-

	(ii)
	Net book value
	14,727

	(iii)
	Market value
	18,681


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") And Secured Bonds 

	
	RM’000

	RCSLS A (USD19,236,663)
	63,625

	RCSLS B (USD5,665,323)
	18,738

	Total RCSLS
	       82,363

	Less : Equity portion of RCSLS
	 (75,538)

	Net RCSLS
	  6,825

	Secured Bonds (USD15,935,000)
	52,705

	
	       59,530




 

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







  Nominal value
 Tenure
   Maturity Date   Coupon Rate
      
     

    a)  RCSLS A-2003/2008
  USD1 each
 5 years*   30.6.2008        {1st & 2nd year LIBOR+0%






b)  RCSLS B-2003/2008
  USD1 each
 5 years*   30.6.2008        {3rd year LIBOR + 0.5%












             {4th year LIBOR + 1.0%













             {5th year LIBOR + 1.5%





c)  Secured Bonds
  USD1 each
  20 years  15.12.2020        3.56%
* Any balance outstanding at the end of the maturity date shall be automatically extended for a  further 5 years period.

(b)  Long term borrowings
	
	RM’000

	Long term loans
	

	 - Secured
	197,055

	 - Unsecured
	  36,934

	Medium term notes
	

	 - Unsecured
	  79,250

	
	313,239

	 Portion payable within one year
	    (5,358)

	
	307,881

	 Hire purchase and lease payable due more than one year
	  24,414

	 Total
	332,295


(c) Short term borrowings
	Secured
	RM’000

	  Hire purchase and lease payable due within one year
	  14,392

	  Short term loans
	  98,791

	  Portion of long term loans payable within one year
	    1,770

	  Trust receipts and bankers' acceptances
	    1,345

	  Revolving loans
	  25,566

	  Bank overdrafts
	      223,790

	  Sub-total
	365,654


	Unsecured
	RM’000

	  Commercial papers
	255,062

	  Medium term notes
	  25,000

	  Margin account
	    7,200

	  Short term loans
	    5,563

	  Portion of long term loan payable within one year
	    3,588

	
	

	  Sub-total
	      296,413


	  Total
	662,067





Borrowings denominated in foreign currencies are as follows:-

	
	Foreign Currency

’000

	Denominated in Fijian Dollar
	114,362

	Denominated in Kina
	130,020

	Denominated in US Dollar
	  40,837

	Denominated in Baht
	    2,683


B10


Off balance sheet financial instruments

A subsidiary of the Group has entered into forward agricultural commodity sale contracts to fix the selling price in foreign currency a proportion of its anticipated future production.  All forward agricultural commodity sale contracts are completed by the delivery of physical future production.  As at 31 December 2007, the value of forward agricultural commodity sales were RM41.32 million (Kina 34.56 million).


	Forward Commodity

Sales Contracts
	Total

Amount

(RM’000)
	 1month

or less

(RM’000)
	> 1 - 3

months

(RM’000)
	> 3 – 6

months

(RM’000)
	> 6 – 12

months

(RM’000)

	
	
	
	
	
	

	Coffee 
	19,463
	1,827
	1,514
	  15,186
	936

	Tea 
	  6,987
	2,659
	2,068
	    1,864
	396

	Cocoa 
	     428
	   428
	-
	-
	-

	Coconut oil
	14,445
	  14,445
	-
	-
	-

	
	
	
	
	
	

	
	41,323
	  19,359
	    3,582
	     17,050
	     1,332

	
	
	
	
	
	


B11


  Material litigation

The material litigations 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”) (“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 GrandTech’s summary relief application and GrandTech’s appeal was likewise dismissed by the High Court. GrandTech further filed an appeal to the Court of Appeal against the order which is pending. 

Both the actions have been consolidated and fixed for full trial on 13 and 14 August 2008 in the High Court.  The Board is confident that MBF Cards has a sound claim for 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 fixed for further case management on 14 May 2008.
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. Subsequently the Defendant filed an interlocutory application on the alleged concluded settlement and at the hearing of the application on 27 July 2007, it was dismissed with cost.

In addition, the Defendant also filed Summary Judgment application against MBf Elevators Sdn Bhd (formerly known as MBf-Norinco Sdn Bhd) (“MBf Elevators”), a subsidiary of MBfH for amounts totaling about RM4.6 million (as at June 2005) with interest and costs. MBf Elevators had applied for the 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 RM23.8 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 had been fixed on 25 March 2008.
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 which summary judgment hearing postponed to 16 August 2007.  The Defendant then filed a notice of discontinuance of its earlier suit on 17 August 2006, and the notice of taxation of bill is fixed for mention on 27 March 2008.
Meanwhile the parties have executed a settlement agreement and the directors are of the opinion that in the event the agreement is not completed the outstanding liabilities are sufficiently covered by the securities pledged for these facilities.

(d) MBfH & MBf Finance Berhad (now AmBank (M) Berhad (collectively called the “Plaintiffs”) Vs Wee Choo Keong, Loi Hean Sso and Houng Hai Kong (collectively called the “Defendants”)

The Plaintiffs had on 9 February 1993 obtained an ex-parte injunction to restrain the Defendants from printing, circulating, distributing or publishing in any manner whatsoever any allegation of impropriety or irregularity or illegality of whatever nature against the Plaintiffs or any of their respective subsidiaries or affiliates.

Wee Choo Keong and Houng Hai Kong (collectively called the “Appellants”) applied to set aside the ex-parte injunction which was refused by the High Court on 6 August 1996. The Appellants filed their respective appeals against the said decision of the High Court and both appeals were subsequently allowed by the Court of Appeal on 12 April 2007.

Wee Choo Keong had filed an application to the High Court for legal and incidental cost and it was dismissed on 30 November 2007.  However his application for assessment of damages amounting to approximately RM40 million which hearing was fixed on 23 January 2008 had been adjourned as it being a public holiday and the next hearing has yet to be fixed.
It is not possible to ascertain the quantum of damages payable by the Plaintiffs at this juncture but the directors are of the view that MBfH’s liability if any, is insignificant and accordingly the Company has not provided for it in its book.   

B12


Dividend




No dividends was paid 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

31/12/2007
	CORRESPONDING

PRECEDING

PERIOD ENDED

31/12/2006
	CURRENT

PERIOD ENDED

31/12/2007
	CORRESPONDING

PRECEDING

PERIOD ENDED

31/12/2006

	
	
	
	
	

	Net profit for the period (RM'000)
	29,247
	         13,438
	98,691
	         112,109

	
	
	
	
	

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

	
	
	
	
	

	Basic EPS  (sen)


	5.13
	2.36
	17.31
	19.67


(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. 

	
	INDIVIDUAL QUARTER
	CUMULATIVE QUARTER

	
	CURRENT

PERIOD

ENDED

31/12/2007
	CORRESPONDING

PRECEDING

PERIOD ENDED

31/12/2006
	CURRENT

PERIOD

ENDED

31/12/2007
	CORRESPONDING

PRECEDING

PERIOD ENDED

31/12/2006

	
	
	
	
	

	Net profit for the period (RM'000)
	29,247
	         13,438
	98,691
	         112,109

	
	
	
	
	

	Adjustment for after tax effects of interest on:
	
	
	
	

	- RM RCSLS
	-
	434
	-
	   1,734

	- USD RCSLS A
	669
	828
	2,765
	2,881

	- USD RCSLS B
	197
	244
	814
	848

	
	
	
	
	

	Adjusted net profit for the period
	30,113
	14,944
	102,270
	                   117,572


	
	INDIVIDUAL QUARTER
	CUMULATIVE QUARTER

	
	CURRENT

PERIOD

ENDED

31/12/2007
	CORRESPONDING

PRECEDING

PERIOD ENDED

31/12/2006
	CURRENT

PERIOD

ENDED

31/12/2007
	CORRESPONDING

PRECEDING

PERIOD ENDED

31/12/2006

	
	
	
	
	

	Number of ordinary shares in issue ('000)
	570,050
	570,050
	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
	72,618
	72,618

	- USD RCSLS B
	21,387
	21,387
	21,387
	21,387

	
	
	
	
	

	Weighted average number of ordinary shares in issue and to be issued on conversion of RCSLS and Warrants
	664,055
	675,955
	664,055
	              675,955

	Diluted earnings per share (sen)
	4.53
	2.21
	15.40
	                   17.39





By the Order Of The Board




MBf HOLDINGS BERHAD




Chong Siew Hoong
                    Ong Hua Meng 




Company Secretaries



Date : 27 February 2008 
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