
TALAM CORPORATION BERHAD (Company No.1120-H)

Notes To The Interim Financial Report Ended 31 January 2006

1. Basis of preparation
The interim financial report was prepared in compliance with FRS No. 26 “Interim Financial Reporting” and it has not been audited. The Company and the Group has adopted the same accounting policies and method of computation in its quarterly statements as compared with the last audited statement of 31 January 2005 and applicable approved accounting standards of the Malaysian Accounting Standard Board (“MASB”). Comparative figure for the last audited statement of 31 January 2005 has been classified where appropriate to reflect the current period classification.

2. Annual Audited Report
There was no qualification on the annual audit report of the preceding financial year save for the auditors’ report of a subsidiary contain an “Except for” qualification whereby the external auditors reported that they are unable to verify the completeness of the development costs of a development property amounting to RMB110,080,000 (equivalent to RM50,494,000) as the construction of the said development property is incomplete. The directors based on the available market information are of the opinion that there is no diminution in the value of the above development properties. In previous financial years, withdrawals of Deposits in Escrow accounts with discount house, which are restricted to finance the construction of certain property development project, were erroneously credited to receivables and payables accounts. The effects of the correction of this fundamental error are that the receivables and cash and bank balances previously reported as RM277,229,000 and RM202,615,000 have been restated as RM367,229,000 and RM112,615,000 respectively.

3. Seasonality or cyclicality of operations

The business operations of the Group are not affected by any seasonality or cyclicality.

4. Individually significant items

There are no items affecting assets, liabilities, equity, net income or cash flows that are unusual because of their nature, size or incidence during the quarter under review.

5. Issuance, cancellation, repurchases, resale and repayment of debt and equity securities 

There were no issuance and repayment of debt and equity security, share buy-back, shares cancellation during the period under review save the issuance and share buy-back as follows:

	
	Current year

Quarter

31 January 2006
	Current year

To-Date

31 January 2006

	Issuance of ordinary shares
	

	Issuance of ordinary shares of RM1.00 each pursuant to the conversion of Irredeemable Convertible Preference Shares
	32,570
	11,157,045

	Issuance of ordinary shares of RM1.00 each pursuant to the conversion of Irredeemable Cumulative Unsecured Loan Stock 2003/2005
	0
	18,496,551

	Shares buy back
	

	Net purchase of ordinary shares of RM1.00 each pursuant to the shareholders’ mandate
	1,000
	878,600


6. Dividend

The Directors do not recommend any payment of dividend for the current financial period.

7. Subsequent material events

There is no subsequent material event for the current financial period.

8. Changes in the composition of the Company  


There is no change in the composition of the company during the quarter under review save as on Note 12.

9. Segmental information 

Please refer to the attached excel file for notes on segmental information.

10. Review of the Performance of the Company and it’s Subsidiaries

	
	4th quarter of Financial Year 2006

(Nov '05 to Jan '06)
	3rd quarter of  Financial Year 2006

(Aug '05 to Oct '05)
	4th quarter of  Financial Year 2005 (Nov '04 to Jan '05)

	
	RM '000
	RM '000
	%
	RM '000
	%

	Revenue
	(43,366)
	57,797 
	-175.0%
	94,533
	-145.9%

	Profit / (Loss) before income tax, minority interest and extraordinary item
	(235,374)
	(167,778)
	-40.3% 
	12,126
	-2,041.1%

	 
	 
	 
	 
	 
	 


Factors affecting the earnings and / or revenue of the Company and the Group for the current quarter and financial year to date. 

The 4th quarter revenue of current financial year as compared with the corresponding 4th quarter of last financial year has decreased 145.9% from RM 94,533,000 to RM (43,366,000). The main reasons of the reduction are primarily due to lower locked in sales and soft property market.
The 4th quarter results of current financial year as compared with the corresponding 4th quarter of last financial year have decreased 2041.1% from RM 12,126,000 to a loss of RM 235,374,000.

The group managed to achieve a revenue of RM 49,000,000 for the 4th quarter (before adjustment) as compared with RM 57,797,000 for the preceding quarter. However, the group has reversed the management fees amounting to RM 40,000,000 which has been over-charged in prior years to a few of the development projects in southern zone. The reversal of the management fees is to adjust the differential between the agreed management fees to be calculated as 4% of gross development billing achieved and the fixed monthly charges by certain subsidiaries of the group. Furthermore, there was cancellation of contra sales amounting to RM 52,000,000 with certain creditors, thus resulting in a negative revenue of RM (43,366,000) in the 4th quarter.   

However, the group has recorded a significant reduction in overall overhead and administrative expenses from RM 156,000,000 to RM 114,000,000, a sharp reduction of approximately 27% as compared with last financial year. The major reduction is mainly consist of staff salary and other staff related costs.
The majority of the losses incurred for the current financial year were mainly due to the substantial development cost recognised in the current income statement arising from the sales of several lands from the remaining land bank held for development of certain projects. These development costs were apportioned to the said lands in accordance to the original development value (as per the accounting standard MASB32) which is much higher value than the land sales values thus resulting in under recognition of development cost in prior year amounting approximately of RM 144,000,000.

The adverse result was also affected by the substantial provision for:-

Slow moving building stocks of RM 28,000,000, impairment on certain complexes and land held for development of RM 42,000,000, late liquidated damages of RM 78,000,000, doubtful debts and contingent liabilities of RM 122,700,000.

Comment on material changes of results of  4th quarter of financial year 2006 and 3rd quarter of financial year 2006
The 4th quarter revenue of current financial year as compared with the 3rd quarter of current financial year has decreased 175.0% from RM 57,797,000 to RM (43,366,000). The group managed to achieve a revenue of RM 49,000,000 for the 4th quarter (before adjustment) as compared with RM 57,797,000 for the preceding quarter. However, the group has reversed the management fees amounting to RM 40,000,000 which has been over-charged in prior years to a few of the development projects in southern zone. The reversal of the management fees is to adjust the differential between the agreed management fees to be calculated as 4% of gross development billing achieved and the fixed monthly charges by certain subsidiaries of the group. Furthermore, there was cancellation of contra sales amounting to RM 52,000,000 with certain creditors, thus resulting in a negative revenue of RM (43,366,000) in the 4th quarter.
11. Explanation of variance between effective and statutory tax rate
	 
	Current Quarter ended

31 January 2006

RM '000
	12 months Cumulative to

31 January 2006

RM '000

	Major components of tax expense :
	
	

	   Current tax expense
	0 
	0

	   Under provision of prior year tax expense
	10,480 
	22,167

	   Deferred tax assets
	0
	(7,840)

	
	10,480 
	14,327

	 (Loss) before taxation
	(235,374)
	(500,845)

	  Effective Tax Rate
	N/A
	N/A


The computation of effective tax rate for the current quarter is not applicable due to the Group losses incurred by certain subsidiary companies and deferred tax assets arising from a one off inventories written down.

12. Purchase or Disposal of Unquoted Investments and/or Properties 

There is no purchase / sale of unquoted investments or properties during the quarter under review save on:-

(i) 10 November 2005, the Board of Directors of Talam announced that one of its subsidiary, Europlus Corporation Sdn Bhd has entered into Sale and Purchase of Shares Agreements with Encik Asli @ Martinus Bin Musa (“Asli”) and Encik Ombokou @ Francis Bin Sauyang (“Ombokou”) respectively in Tenaga Gagah Sdn Bhd (“TGSB”) to dispose to Asli and Ombokou each 500,000 ordinary shares of RM1.00 each and 5,000,000 2% Non-Cumulative Redeemable Preference Shares of RM1.00 each (“Proposed Disposal”) for a total consideration of RM50,000.00 (Ringgit Malaysia Fifty Thousand) only. The Proposed Disposal has been completed on 10 November 2005 and TGSB has ceased to be a subsidiary of Talam.

(ii) 30 December 2005, the Board of Directors of Talam announced that its subsidiaries, Abra Development Sdn Bhd and Maxisegar Sdn Bhd has entered into Sale and Purchase of Shares Agreements with Encik Zulkarnain @ Ruslan Bin Zainal Abidin (“Zulkarnain”) and Encik Muhammad Bin Hj Junip (“Muhammad”) respectively in Melombong & Perumahan Sdn Bhd (“MPSB”) to dispose to Zulkarnain and Muhammad 8,800,352 ordinary “A” shares of RM1.00 each and 2,200,000 ordinary “B” shares of RM1.00 each (“the Disposal”) for a total consideration of RM50,000.00 (Ringgit Malaysia Fifty Thousand) only. The Disposal has been completed on 30 December 2005 and MPSB has ceased to be a subsidiary of Talam.

13. Purchase or Disposal of Quoted Securities

      There is no purchase or disposal of quoted investments during the quarter under review.

14. Status of Corporate Proposals announced 

14.1
Employees’ Share Option Scheme
The Company had, on 10 October 2000, obtained its shareholders’ approval to establish an Employees’ Share Option Scheme (ESOS). Having obtained the Securities Commission’s (SC) approval on 23 August 2000 and all other requisite approvals, the ESOS can be offered to the employees for the period from 11 May 2001 to 10 May 2006.

As of to date, no ESOS has been offered to the employees.

14.2
Share Buy Back (“SBB”)
(i) On 29 July 2005, Talam obtained its shareholders' approval on the mandate to purchase up to ten percent (10%) of its issued and paid up share capital at the AGM held on the same date.

(ii) The details of the SBB which was implemented are detailed as follows:-


	Date
	No. of Talam Shares Purchased
	Highest Price (RM)
	Lowest Price (RM)
	Average Price (RM)
	Total Amount Paid
	No. of Talam shares held as treasury shares

	4-Feb-05
	1,000
	1.14
	1.14
	1.14
	(1,154.46)
	1,000

	29-Mar-05
	366,600
	1.05
	1.02
	1.038
	(382,179.10)
	366,600

	1-Apr-05
	44,200
	0.990
	0.980
	0.986
	(43,897.45)
	44,200

	4-Apr-05
	127,500
	0.975
	0.890
	0.908
	(116,307.76)
	127,500

	5-Apr-05
	324,800
	0.900
	0.875
	0.886
	(289,035.96)
	324,800

	5-Apr-05
	12,500
	0.880
	0.820
	0.873
	(10,997.37)
	12,500

	1-Jul-05
	1,000
	0.505
	0.48
	0.49
	(503.20)
	1,000

	26-Jan-06
	1,000
	0.20
	0.20
	0.21
	(213.00)
	1,000

	Total
	878,600
	
	
	
	(844,288.30)
	878,600



*Note: net of brokerage, stamp duty and clearing fees.
The shares purchased are held as treasury shares in accordance with the requirement of Section 67A of the Companies Act 1965.

15.
Group borrowings and Debt Securities
	
	
	
	
	
	Secured
	 Unsecured 
	Total

	
	
	
	
	
	RM'000
	 RM'000 
	RM'000

	Short term borrowings
	
	
	
	560,242
	54,686
	614,928

	Long term borrowings
	
	
	
	247,500
	1,867
	249,367

	
	
	
	
	
	        
	
	        

	
	
	
	
	
	807,741
	56,553
	864,295

	
	
	
	
	
	
	
	

	Currencies of debts
	
	
	
	
	
	RM'000

	RM
	
	
	
	
	
	
	816,735

	RMB 102.24 million which is equivalent RM 47.56 million
	
	
	47,560

	
	
	
	
	
	
	
	864,295

	
	
	
	
	
	
	
	


16. Contingent Liabilities and Capital Commitments

The Company has provided corporate guarantees of RM162,900,000 to its subsidiaries for the credit facilities granted.

The Company has contingent liabilities of up to RM188,000,000 pursuant to an Option Agreement entered into on 14 July 2003, correspondingly there is a contingent asset of 800 acres of land valued at RM200,000,000.00.

The Company has a capital commitment of up to RM150,000,000 pursuant to the Option Agreement entered on 10 January 2005 in relation to the Sukuk Al-Ijarah Issuance of RM150,000,000.

A wholly owned subsidiary of the Company has a commitment of up to RM81,000,000 pursuant to the Joint Venture Agreement entered on 18 February 2004.

17. Status of Material Litigation

Maxisegar Sdn Bhd Vs. Silver Concept Sdn Bhd

By an agreement dated 31 March 1997 made between Silver Concept Sdn Bhd (“Silver Concept”) and Maxisegar Sdn Bhd (“Maxisegar”), Silver Concept agreed to sell and Maxisegar agreed to purchase 1,142.48 acres of land in Mukim Batang Kali and in Mukim Rasa, all in the District of Ulu Selangor (“the said Agreement”).

Pursuant to the said agreement, Maxisegar has paid a total sum of RM 42,071,200 to Silver Concept being 10% deposit and second installment.

On 29 December 1997, Maxisegar issued a Writ in the Kuala Lumpur High Court against Silver Concept claiming the refund of RM 42,071,200 paid to Silver Concept on the grounds that the said agreement has been frustrated.  

Judgment was delivered in favour of Silver Concept on 7 March 2001. Maxisegar appealed  to the Court of Appeal against the Judgment and on 5 May 2005, the Court of Appeal has dismissed the Appeal.

Maxisegar has filed an application to stay of execution in the Court of Appeal and subsequently further filed to Federal Court for leave to appeal together with stay of execution again the Judgment delivered by Court of Appeal on 5 May 2005.

On 8 August 2005, the Court of Appeal granted the Order for stay of execution and the  application for leave to appeal in Federal Court has been dismissed by the Federal Court on 1 March 2006.

On 28 March 2006, Kuala Lumpur High Court has granted a Restraining Order pursuant to Section 176 of the Companies Act, 1965 to Maxisegar.

The Restraining Order is valid for 90 days and effective from 28 March 2006 to facilitate the convening of creditors meeting concerning the implementation of a proposed debt restructuring scheme.

The Restraining Order is not expected to have material financial and operational impact on the Talam Group  in view that:-

i) The Restraining Order is to facilitate the finalization of Maxisegar’s proposed restructuring scheme; and

ii) Currently the operation of Talam Group is maintained at the level sufficient to meet the outstanding and urgent requirements of the Talam Group. 

18. Loss Per Share

(i) Loss per share

The calculation of loss per share for the quarter is based on the net loss attributable to ordinary shareholders of RM 513,401,000 and the weighted average number of ordinary shares outstanding net of treasury shares in hand during the quarter was 613,682,244.
(ii) Diluted earnings per share

There is no diluted earnings per share disclosure for current quarter as the Warrants, ICULS 2003/2006 and ICPS 2003/2008 are all anti-dilutive.

19. Current Year Prospects

The Board expects the financial year to be a challenging one in the face of a soft property market. Further, the Group needs time to pick up the momentum in the construction of the unbilled locked-in sales units and the restructuring of the group’s financing facilities. Under the circumstance, the Group shall endeavour to improve on its cost management.

By order of the Board

Leow Chi Lih 

Company Secretary
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