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NAM FATT CORPORATION BERHAD

(Company No. 44548-H)

Notes To The Interim Financial Report – Second Quarter Ended 30 June 2009
1.
Basis of preparation
The interim financial statements are unaudited and have been prepared in accordance with Financial Reporting Standards (“FRS”) 134, Interim Financial Reporting and paragraph 9.22 of the Listing Requirement of Bursa Malaysia Securities Berhad.

The interim financial statements should be read in conjunction with the Group’s audited annual financial statements for the financial year ended 31 December 2008. The accounting policies, methods of computation and basis of consolidation adopted for the interim financial statements are consistent with those adopted for the annual audited financial statements for the year ended 31 December 2008.
2. Accounting policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the financial year ended 31 December 2008. 

Melut Basin Oil Development Project

As reported in the audited financial statements as of December 31, 2008, with regards to the status of this project, there was no subsequent development pertaining to the variation orders as of the date of this report.

  

Included in amount due from contract customers, is an amount of RM398 million representing the actual contract costs incurred todate as of June 30, 2009, net of billings made for the Project. In view of the claims, including the variation works, that the Company is entitled to make under the contract, it believes there is a reasonable probability of success in securing this amount from Petrodar and therefore no provision has been made for any non recoverability of the costs incurred over and above the contract sum.  Revenue has been recognised only to the extent of originally agreed contract costs incurred.

Due to the significance of the amount involved, any variation to the final contract sum and estimated costs to completion may have a material effect on the financial statements.

3. Auditors’ report on preceding annual financial statements 

The auditors’ report on the Group’s annual financial statements for the financial year ended 31 December 2008 was not subject to any qualification. 

4. Seasonal or cyclical factors
The business operations of the Group are not affected by any seasonal and cyclical factors.
5. Nature and amount of unusual items 

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows during the current quarter under review.
6. Material changes in estimates of amounts reported
There were no material changes in the estimates of amounts reported in prior interim periods of the current financial year or changes in estimates of amounts reported in prior financial years.
7. Changes in debts and equity securities

There were no issuance, cancellation, repurchases, resale and repayments of debt and equity securities during the current quarter under review.
8. Dividends
No dividend has been proposed for the current financial period-to-date.
9. Segmental reporting for business segments and geographical segments
The Group’s financial information by industry and geographical segments as at 30 June 2009 are as follows:
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10. Valuations of property, plant and equipment


The valuations of property, plant and equipment have been brought forward without any amendments from the previous annual audited financial statements.

11. Material events subsequent to the end of the current quarter
There were no material events that have arisen subsequent to the end of the current quarter, which have not been reflected in the interim financial statements of the Group except for the followings:-
(a)  Incorporation of subsidiary
On 20 July 2009, Ascent Capital International (Labuan) Limited (“ACIL-Labuan”), a wholly-owned subsidiary of Ascent Capital International Limited (“ACIL”), incorporated a subsidiary company known as N.F. CONCESSIONS COMPANY LIMITED (“NFCCL”) under the Companies Ordinance, 1984 in Pakistan.
The authorised capital of NFCCL is Rs 100,000.00 divided into 10,000 ordinary shares of Rs 10.00 each which is entirely issued and fully paid-up. ACIL-Labuan has subscribed for 9,999 ordinary shares of Rs 10.00 totalling Rs 99,970.00 (equivalent to RM4,345.27).

The principal activity of NFCCL is to carry on the business of concessions in Pakistan.

ACIL is a 51% subsidiary of Nam Fatt Investments (Hong Kong) Limited (“NFIHK”) and NFIHK is in turn a wholly-owned subsidiary of the Company.
(b)  Incorporation of subsidiary
On 10 August 2009, the Company incorporated a wholly-owned subsidiary company known as N.F. TOLL MANAGEMENT COMPANY (LABUAN) LIMITED (“NFTMCLL”) under the Offshore Companies Act, 1990 in Labuan, Malaysia.

The authorised capital of NFTMCLL is USD10,000 divided into 10,000 ordinary shares of USD1.00 each with an issued and paid-up capital of USD1.00 divided into 1 ordinary share of USD1.00 each.

NFTMCLL is currently dormant and its intended principal activity is to carry on the business of toll collection.

12. Changes in the composition of the Group

There were no other changes in the composition of the Group during the current quarter under review except for the followings:-
(a)  Disposal of subsidiary company
On 28 May 2009, the Company has dispose of its entirety equity interest in NFCB Capital (Labuan) Limited (“NFCB Cap”) for a total cash consideration of USD1.00. NFCB Cap is a company registered in Labuan, Malaysia with an authorized share capital of USD10,000.00 comprising of 10,000 ordinary shares of USD1.00 each, of which 1 ordinary share is issued and fully paid up. NFCB Cap is currently a dormant company.

(b)  Incorporation of subsidiary
On 26 June 2009, Ascent Capital International Limited (“ACIL”) had incorporated an investment holding company known as Ascent Capital International (Labuan) Limited (“Ascent-Labuan”) under the Offshore Companies Act, 1990 in Labuan, Malaysia, as its wholly-owned subsidiary.
ACIL is a 51% subsidiary of Nam Fatt Investment (Hong Kong) Limited (“NFIHK”) and NFIHK is in turn a wholly-owned subsidiary of the Company.

The authorised capital of Ascent-Labuan is USD10,000 divided into 10,000 ordinary shares of USD1.00 each with an issued and paid-up capital of USD1.00 divided into 1 ordinary share of USD1.00 each.

13. Changes in contingent liabilities 
The changes in contingent liabilities of the Company and the Group since the date of the last annual balance sheet to the date of this report (other than material litigation disclosed in Note 20) are as follows:
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14. Breakdown of tax charge and explanation on variance between effective and statutory tax rate for the current quarter and financial period-to-date


Income tax expense comprises the following:
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The effective tax rate of the Group for the current quarter was lower than the applicable tax rate due to deferred tax assets being recognised in respect of unabsorbed losses to the extent that it is probable that future taxable profits will be available against which the unabsorbed losses can be utilised. Furthermore, certain expenses were also not deductible for tax purposes.
For preceding year’s corresponding quarter, there is a tax savings mainly due to adjustment on the income tax over-provided in previous quarter. 
15. Profits / (Losses) on sale of unquoted investments or properties
There were no disposals of unquoted investments or properties for the financial period ended 30 June 2009.
16. Quoted investments
There were no purchase or sale of quoted investments for the financial period ended 30 June 2009.
17. Status of corporate proposals
There were no corporate proposals announced and not completed a date not earlier than 7 days from the date of issue of this report.
18. Group borrowings 
Particulars of the Group’s borrowings as at 30 June 2009 are as follows:
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All borrowings are denominated in Ringgit Malaysia except for the ** is denominated in USD.
19. Off balance sheet financial instruments 

There were no off balance sheet financial instruments at a date not earlier than 7 days from the date of issue of this report.
20. Changes in material litigation

Save for the following, neither the Company nor its subsidiaries are engaged in any material litigation, either as plaintiff or defendant, and the Directors of the Company do not have any knowledge of any proceedings, pending or threatened against the Group or of any facts likely to give rise to any proceedings which might adversely and materially affect the position or business of the Group, at a date not earlier than 7 days from the date of issue of this report.
(i) Tai-Chong Electric Manufacturing Sdn Bhd (“TCEM”), a subsidiary of the Company, was served with a Writ of Summons by APL Logistics Hong Kong Ltd (“APL”) together with America President Lines Ltd (“ALL”) seeking an indemnity for the sum of USD763,117 with interest thereon at the rate of 8% per annum from the date of filing of the action until full settlement and cost. APL and ALL alleged that one of the terms of the Forwarder Cargo Receipt issued by APL to TCEM stipulated that TCEM would indemnify and keep APL indemnified from and against all liability loss or damage incurred under the terms of the Forwarder Cargo Receipt. The said indemnity arose pursuant to a judgment passed by the Wuhan Maritime Court in China (“Court’) in favour of Yangzhou Merylite Lamp Manufacturing Co Ltd (“YML”), a contract manufacturer of TCEM, in relation to a claim made by YML against APL and ALL.  

The Re-Amended Statement of Claim was served by APL and ALL on 31 March 2005. In the Re-Amended Statement of Claim, the claims by APL and ALL are based on the written instructions given by TCEM to APL and ALL to release cargo to the consignee.

The Shah Alam High Court has fixed the above case for trial from 24 August 2009 to 25 August 2009. 

The legal counsel of TCEM is of the opinion that TCEM has a reasonable chance of defending the claim based on the Re-Amended Statement of Claim. The Directors, in consultation with the Group’s legal counsel are of the view that no provision is required to be made in respect of the claims by APL and ALL.

There has been no development since the preceding quarter.
(ii) P&N Construction Sdn Bhd (“P&N”), a subsidiary of the Company, commenced a civil suit against Bukit Cahaya Country Resorts (In Liquidation) (“BCCR”) on 28 November 2003 for RM29,672,447.06 together with interest at the rate of 8% to 14.3% per annum from 1 November 2003 until realisation which is due and outstanding under the Construction Contract which was entered into between P&N and BCCR for construction of an 18-hole golf course. P&N also claims the following relief:-

(a) RM20,946,250.33 being accrued interest as at 31 October 2003 (“Accrued Interest”); and

(b) Damages in lieu of and/or addition to specific performance of the agreement to create a fixed charge over a specific piece of land.

The claim in the above suit is also being addressed in BCCR’s liquidation through P&N’s proof of debt which was lodged on 11 March 2004.

The above suit has been stayed and P&N has not made an application for leave to continue the suit as of yet. On 8 December 2005, the liquidators of BCCR accepted in full P&N’s proof of debt of RM50,700,548.51. Not withstanding this, full allowance for doubtful debt of RM29,672,447.06 has been made and interest income of RM20,946,250.33 has been prudently not recognised in its financial statements.



There has been no development since the preceding quarter.
(iii) Nam Fatt Corporation Berhad (“Nam Fatt or the “Company”) had on 30 April 2009 in the release of its audited accounts for the year ended 31 December 2008 disclosed therein legal disputes of substantial quantum. Nam Fatt wishes to announce that the Company and its subsidiary, NF Energy Sdn Bhd (“NF Energy”), are in legal disputes with Malaysian International Trading Corporation (Japan) Sdn. Bhd. (“Mitco”). 

In August 2006 and March 2007, Nam Fatt filed two (2) legal suits against Mitco, to declare that the Corporate Guarantee dated 24.12.2004 issued by Nam Fatt in favour of Mitco is (a) void on grounds of illegality for contravening the Moneylenders Act, 1951; (b) inoperative and/or is not binding on Nam Fatt on the ground of differences between the Head Agreement and the purported Supply Agreements; and (c) Nam Fatt has been discharged as guarantor on the ground that the terms of the purported Supply Agreements have been varied or altered without its consent.

In July 2007, NF Energy via a joint venture known as Bentini-NF Energy JV (“JV”) also filed two (2) legal suits against Mitco. In one suit, the JV is claiming for damages of RM211,709,881.80 arising from Mitco’s breach, repudiation and/or renunciation of the logistics contract. In the other suit, the JV is seeking a declaration that the purported Supply Agreements were null and void and illegal for contravention of Moneylenders Act 1951. 

Subsequently, in July 2007, Mitco filed and served a suit against the JV and NFCB claiming for Euro 38,734,400.20 (equivalent to RM193,223,622.80) and interest thereon as alleged amount for procurement financing.

Nam Fatt and NF Energy are advised by its solicitors that from the information provided by Nam Fatt and NF Energy and the cause papers filed in Court, Nam Fatt and the JV have strong defences against Mitco’s claim and that the JV has a strong case against Mitco for repudiation or breach of the logistics contract.

The Board of Directors is of the opinion that there is no significant impact financially and operationally to the Company and the Group as the amount claimed by Mitco has already been provided for in the accounts of NF Energy.

The legal proceedings are not expected to have any material effect on the earnings of the Group for the financial year ending 31 December 2009.

21. Capital commitments 
There were no capital commitments for the Group as at 30 June 2009.
22. Material changes in the quarterly results compared to the immediate preceding quarter

The Group reported a revenue and loss before tax of RM38.9 million and RM19.5 million in current quarter as compared to RM51.4 million and RM12.2 million in the immediate preceding financial quarter. The decrease in revenue was mainly due to low volume of business whereas the increase in loss before tax for the current quarter was a result of insufficient business volume and the delay in commencement of certain projects by the clients to support the operating expenses. Higher project related actual costs incurred compared to the budgeted costs for a number of projects which is at the final stage of completion also contributed to the increase in loss before tax.

23. Review of performance of the Group

The Group’s revenue for the current financial period ended 30 June 2009 decreased to RM90.3 million from RM312.6 million in the preceding year’s corresponding period. The profit before tax of RM10.9 million for the respective periods decreased to loss before tax of RM31.7 million.

For the current quarter ended 30 June 2009, the Group’s revenue decreased to RM38.9 million from RM154.4 million reported in the quarter ended 30 June 2008 while the profit before tax of RM2.9 million in the quarter ended 30 June 2008 decreased to loss before tax of RM19.5 million in the current quarter.

The decrease in revenue was mainly due to low volume of business. The change from profit to loss before tax for both the current financial period and current quarter in comparison to the corresponding periods was a result of insufficient business volume and the delay in commencement of certain projects by the clients to support the operating expenses. Higher project related actual costs incurred compared to the budgeted costs for a number of projects which is at the final stage of completion also contributed to the loss before tax.

24. Commentary on the prospects for the current financial period

Even though the Group remains cautious in its business endeavours due to the current economic condition, the Group is still pursuing local and overseas opportunities, which is in line with its long term strategic direction towards overseas expansion and also maintaining its presence in the local market. With the strategic plan in place, the Board is cautiously hopeful of an improved performance in the next financial year. However for the current financial year, the Board take cognizance that with the low business volume and the losses registered to-date, the outlook is not expected to improve for the remaining half year.
25. Explanatory note for forecast profit and profit guarantee
The Group did not issue any profit forecast or profit guarantee for the current financial period under review.
26. Earnings per share
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		Analysis by industry :

								Engineering and Construction		Property		Leisure		Manufacturing		Elimination		Consolidated

								RM'000		RM'000		RM'000		RM'000		RM'000		RM'000

		Revenue

		External Sales						51,905		15,549		7,722		15,134		- 0		90,310

		Inter-Segment Sales						957		779		- 0		1,673		(3,409)		- 0

		Total Revenue						52,862		16,328		7,722		16,807		(3,409)		90,310

								66%		10%		2%		22%

		Results

		Segment results						(13,699)		(3,173)		(519)		648				(16,743)

		Corporate office expense																(6,505)

		Loss from operations																(23,248)

		Income from other investments																1,395

		Finance costs																(9,873)

		Share of net result of associated companies						- 0		- 0		- 0		- 0		- 0		- 0

		Loss before tax																(31,726)

		Income tax credit																1,899

		Loss after tax																(29,827)

		Other Information

		Capital additions						385		38		1,155		9				1,587

		Depreciation and amortisation						2,220		1,251		271		176				3,918

		Consolidated Balance Sheet Assets

		Segment assets						987,561		462,153		121,359		52,447				1,623,520

		Investment in associated companies																- 0

								987,561		462,153		121,359		52,447				1,623,520

		Unallocated assets																16,816

		Corporate office assets																20,153

		Consolidated total assets																1,660,489

		Consolidated total assets																1,106,259

		Liabilities

		Segment liabilities						868,486		143,500		123,169		32,461				1,167,616

		Unallocated liabilities																7,363

		Corporate office assets																(86,589)

		Consolidated total liabilities																1,088,390

		Net Segment Assets/(Liabilities)

		Segment assets/(liabilities)						119,075		318,653		(1,810)		19,986				455,904

		Unallocated assets																9,453

		Corporate office assets																106,742

		Net segment assets																572,099

		Analysis by geographical areas:

										Malaysia		Africa		Asia		Eliminations		Consolidated total

										RM'000		RM'000		RM'000		RM'000		RM'000

		Sales Revenue								68,220		- 0		22,090		- 0		90,310

		Carrying amount of segment assets								1,057,256		398,804		204,429		- 0		1,660,489

		Capital additions								1,587		- 0		- 0		- 0		1,587
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				Total borrowings as at 30/06/09				Total borrowings at 31/3/02

		Short term borrowings		RM'000				RM'000

		Term loan - secured		79,116

		Term loan - unsecured **		92,482

		Project bridging loan - secured		33,333

		Islamic commercial papers - secured		130,000

		Bank overdrafts - unsecured		16,111				76,770

		Hire purchase and lease creditors						921

		- secured		1,577

		Total short term borrowings		352,619				-

		Long term borrowings

		Term loan - secured		141,279				17,444

		Project bridging loan - secured		33,333

		Islamic commercial papers - secured		- 0				267

		Hire purchase and lease creditors						-

		- secured		1,933

		Total long term borrowings		176,545				-

		Total borrowings		529,164
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				Current quarter				Current

				and year to date				year-to-date

				30.06.09				31.3.08

				RM'000				RM'000

		Net profit attributable to equity holders of the parent		(29,123)

				Unit'000				Unit'000

		Number of ordinary shares issued as of end of the period		326,457				280,998

		Number of ordinary shares which will be issued:

		- Upon conversion of ICULS-A		45,444				80,632

		- Upon conversion of ICULS-B		10,065				10,065

		Total number of ordinary shares for basic earnings per share		381,966				371,695

		Basic Earnings Per Share(sen)		(7.62)
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				Individual Quarter						Cumulative Quarters

				Current year quarter		Preceding year corresponding quarter				Current period-to-date				Preceding year corresponding period-to-date

				30/06/09		30/06/08		31/03/06		30/06/09		31/03/05		30/06/08

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

		Malaysian income tax - current year		333		(1,738)				684				1,275

		Foreign income tax - current year		310		597				692				1,223

				643		(1,141)		3,527		1,376		5,212		2,498

		Malaysian income tax under provision in previous years		111		-				1,141				-

		Foreign income tax under provision in previous years		3		-				769				-

		Deferred taxation		(2,020)		(56)				(5,185)				118

		Deferred taxation over provision in previous years		-		-				-				(37)

		Share of tax of associated companies

		Foreign capital gain tax				-								-

				(1,263)		(1,197)		3,527		(1,899)		5,212		2,579
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Sheet1

				As at		Reclassification		Changes		As at

				1.1.09		during the period		during the period		30.06.09

				RM'000		RM'000		RM'000		RM'000

		Company (Unsecured)

		Guarantees given to financial institutions and finance companies in respect of credit facilities granted to subsidiary companies		364,137				(8,425)		355,712

		Guarantees given to third parties in respect of joint ventures		145,383				- 0		145,383

				509,520		-		(8,425)		501,095

		Group (Unsecured)

		Guarantees given to third parties in respect of joint ventures		53,401				- 0		53,401






