MELATI EHSAN HOLDINGS BERHAD (673293-X)

(Incorporated in Malaysia) 


A.  
EXPLANATORY NOTES PURSUANT TO THE FINANCIAL REPORTING 
STANDARD 134 (FRS 134) : INTERIM FINANCIAL REPORTING


A1.
Basis of preparation

The unaudited interim financial report has been prepared in compliance with Financial Reporting Standard (FRS) 134, Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of the Bursa Malaysia Securities Berhad.

The interim financial report should be read in conjunction with the audited financial statements of the Company for the financial year ended 31 August 2006 and the Prospectus dated 26 February 2007. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the financial year ended 31 August 2006.

The accounting policies and methods of computation adopted in this interim financial report are consistent with those adopted in the most recent annual financial statements except for the adoption of the following new/revised Financial Reporting Standard (FRS) which are effective for the annual financial statements beginning on or after 1 January 2006:

FRS 3

Business Combination

FRS 101

Presentation of Financial Statements

FRS 108

Accounting Policies, Changes in Estimates and Errors

FRS 110

Events after the Balance Sheet Date

FRS 116

Property, Plant and Equipment

FRS 117

Leases 

FRS 121

The Effects of Changes in Foreign Exchange Rates

FRS 124

Related Party Disclosure
FRS 127

Consolidated and Separate Financial Statements

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

The adoption of these new and revised FRS does not have material financial impact on the financial statements of the Group. The principal effects of the changes in accounting policies resulting from the adoption of the FRSs are disclosed below:
(a) FRS 3: Business Combinations

The new FRS 3 requires the goodwill to be carried at cost less accumulated impairment losses and to be tested for impairment annually or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognized in profit or loss and subsequent reversal is not allowed. Under FRS 3, any excess of the Group’s interest in net fair value of acquirees’ identifiable assets, liabilities and contingent liabilities over cost of acquisition (previously referred to as “negative goodwill”), after reassessment, is now recognized immediately as income.
After completion of the Acquisitions in Note A10, MEHB becomes the legal parent company of MEHB Group. Due to relative values of the companies, the former shareholders of Bayu Melati Sdn. Bhd. (“BMSB”) became the majority shareholders of MEHB. Accordingly, the substance of the business combination is that BMSB acquires MEHB in a reverse acquisition and subsequently, the combined entity of MEHB and BMSB acquires Pembinaan Kery Sdn. Bhd. (“Kery “). Under FRS 3, as a result of the reverse acquisition which was assumed to have been prepared in the name of the legal parent, MEHB, but it represents a continuation of the balance sheet of the legal subsidiary, BMSB, which is deemed as the acquirer.
In accordance with the FRS 3, the amount recognized as issued equity instruments in those consolidated financial statements shall be determined by adding to the issued equity of the legal subsidiary immediately before the business combination the cost of the combination determined. However, the equity structure appearing in those consolidated financial statements shall reflect the equity structure of the legal parent, including the equity instruments issued by the legal parent to effect the combination.

Details of the equity structure appearing in the condensed consolidated statement of changes in equity reflect the issued equity instruments of MEHB. These reconcile to the amount recognized as equity instruments in theses condensed consolidated financial statements as detailed below:

	
	RM
	
	RM

	Issued equity instruments of MEHB
	
	
	46,247,717

	Adjustment arising from the reverse acquisition :- 
	
	
	

	Issued equity instruments of BMSB immediately prior to acquisition
	1,000,000
	
	

	
	
	
	

	Cost of Business Combination

Issued equity instruments of Kery immediately prior to acquisition 
	13,196,610
	
	

	
	
	
	

	Issued equity instruments of MEHB in consideration for:

- BMSB

- KERY

- MEHB
	(35,450,919)

(10,796,796)

(2)
	
	

	Adjustments taken to reverse acquisition reserves
	
	
	(32,051,107)



	Consolidated equity instruments
	
	
	14,196,610


A2.

Audit report of preceding annual financial statements

There were no audit qualification on the financial statements of the Company and its subsidiaries for the year ended 31 August 2006.
A3.
Seasonal or cyclical factors

The Group’s business operations were not materially affected by any major seasonal or cyclical factors.

A4.
Unusual items affecting assets, liabilities, equity, net income or cash flows

There were no unusual items affecting assets, liabilities, equity, net income or cash flows of the Group for the current quarter ended 28 February 2007.

A5.

Material changes in estimates
There was no material changes in estimates used for preparation of the interim financial report.

A6.

Issuance or repayment of debts and equity securities
There were no issuance, cancellation, repurchases, resale and repayment of debt and equity securities for the current quarter under review other than the 92,495,430 ordinary shares issued pursuant to the listing scheme for acquisition of subsidiaries in Note A10 of this interim report. 

A7.

Dividend paid
There were no dividends paid during the quarter under review.

A8

Segmental reporting

No segmental analysis is prepared as the Group is principally engaged in the construction operation.
A9.

Valuation of property, plant and equipment
Property, plant and equipment of the Group are stated at cost less accumulated depreciation and impairment loss, if any.

There was no valuation of the property, plant and equipment during the current quarter under review.

A10.
Changes in the composition of the Group
The Company obtained control over the financial and operating policies of BMSB and Kery in accordance with the terms of the share sale agreement dated 21 July 2006 (“Acquisitions”). Accordingly, BMSB and Kery became the wholly-owned subsidiaries of the Company. The Acquisitions were completed on 3 January 2007.

The acquisition of 1,000,000 ordinary shares of RM1.00 each in BMSB representing the entire issued and paid-up capital of BMSB for a purchase consideration of RM35,450,919.00 was fully satisfied by the issue of 70,901,838 MEHB shares at par value of RM0.50 each.

The acquisition of 1,000,000 ordinary shares of RM1.00 each in Kery representing the entire issued and paid-up capital of Kery for a purchase consideration of RM10,796,796.00 was fully satisfied by the issue of 21,593,592 MEHB shares at par value of RM0.50 each.
A11.
Contingent Liabilities

There were no material contingent liabilities to be disclosed as at the date of this report.

A12.
Subsequent Events 

On 26 February 2007, MEHB issued a prospectus for the public issue of 27,505,000 new ordinary shares of RM0.50 each (“Public Issue”) and offer for sale of 4,000,000 ordinary shares of RM0.50 each (“Offer For Sale”) at an issue/offer price of RM1.28 each in conjunction with the listing of the Company on the Main Board of Bursa Malaysia Securities Berhad.

The Public Issue/Offer For Sale shares were oversubscribed and fully taken up as at the closing date on 5 March 2007. The entire issued and paid-up share capital of the Company of 120,000,434 ordinary shares was listed on the Main Board of Bursa Malaysia Securities Berhad on 19 March 2007. 
Saved as disclosed above, there were no other material events subsequent to the end of the current quarter. 
B.  
EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

B1.

Review of performance

For the current quarter under review, the Group recorded profit from operations of RM4.592 million on the back of revenue of RM27.534 million. With the excess of net fair values over acquisitions cost of RM1.449 million arising from acquisitions of subsidiaries, the Group recorded a profit before tax of RM6.040 million and a profit after tax of RM4.820 million.
There were no comparative figures in the preceding financial year as this is the Group’s first quarterly announcement. 

B2.

Comparison with preceding quarter results

There were no comparative figures for the immediate preceding quarter as this is the Group’s first quarter report.

B3.

Commentary on Prospects

Based on our existing order book and barring any unforeseen circumstances, the Board of Directors is optimistic about the Group’s ability in achieving satisfactory performance for the remaining period to the end of the financial year ended 31 August 2007.
B4.

Variance of actual and forecast profit
Save for the profit forecast issued in the prospectus dated 26 February 2007, the Group did not issue any forecast for the current quarter and therefore this is not applicable. Disclosure on explanatory for the variance between actual and forecast result would only be required in the final quarter results for the Group.

B5. 

Taxation

	
	Current Quarter

28 February 2007

RM

   
	
	Current Year To Date 

28 February 2007
RM

	Current tax expense
	1,220,000
	
	1,500,000

	Deferred tax expense
	-
	
	-



	Total
	1,220,000
	
	1,500,000


The tax expense for the current quarter ended 28 February 2007 is derived based on management’s best estimate of the tax rate for the financial period. 

The effective tax rate of the Group for the current quarter and financial period was slightly lower than statutory tax rate of 27% due mainly to realization of negative goodwill arising from acquisition of subsidiaries during the current quarter which is non-taxable.
B6.

Sale of unquoted investments and/or properties
Save for the Acquisitions as disclosed in Note A10 of this quarterly report, there were no other purchases or disposal of any unquoted securities and/or properties for the current quarter and financial period to date.

B7.

Purchase/Disposal of quoted securities

There was no purchase or disposal of quoted securities in the current quarter and financial period to date.

B8.

Corporate proposal
Save for the scheduled listing of MEHB on the Main Board of Bursa Malaysia Securities Berhad as stated in Note A12, there are no other corporate proposals announced and not completed as at the date of this announcement. 

(a) Initial Public Offering

Pursuant to the Prospectus dated 26 February 2007, the entire enlarged issued and paid-up share capital of the Company was listed on the Main Board of Bursa Malaysia Securities Berhad on 19 March 2007.

(b) Utilisation of IPO Proceeds

The gross proceeds from the Public Issue amounting to RM35 million shall be utilized in the manner set out below:- 

	Purpose 


	Proposed

Utilisation
RM’000
	
	Actual Utilisation As At

28 Febraury 2007
RM’000
	
	Expected time frame for utilisation from the date of listing

	Financing projects pursuant to the Private Financing Initiatives
  
	18,000
	
	-
	
	24 months

	Working Capital

   
	13,206
	
	-
	
	24 months

	Overseas Expansion

   
	2,000
	
	-
	
	24 months

	Estimated listing expenses

   
	2,000
	
	-
	
	6 months

	Total 
	35,206
	
	-
	
	


B9.
Group borrowings

There were no other borrowings and debts securities in the Group as at 28 February 2007, except as disclosed below:-

	Hire-purchase (secured)
	As at 

28 February 2007

RM
	As at 

28 February 2006

RM

	Short term


	24,894
	-

	Long term

   
	42,922
	-


B10.
Off balance sheet financial instruments
There are no financial instruments with off balance sheet risk as at the date of this report.

B11.
Material litigation
As at the date of this announcement, there are no material litigations against the Group or taken by the Group.

B12.
Dividends

No dividends were declared during the current financial quarter under review.

B13.
Earnings per share 

Basic earnings per share

Basic earnings per share for the second quarter and financial period to-date are calculated by dividing the net profit attributable to the shareholders by the weighted average number of ordinary shares in issue. 

	
	Current  quarter
	Preceding year 

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

	
	28/02/07
	28/02/06
	28/02/07
	28/02/06

	
	
	
	
	

	Net profit for the financial period (RM)
	4,820,031
	n/a
	5,637,557
	n/a

	
	
	
	
	

	Number of ordinary shares (‘000)*
	92,495
	n/a
	92,495
	n/a

	Weighted average number of ordinary shares (‘000)*
	58,580
	n/a
	29,128
	n/a

	
	
	
	
	

	Basic earnings per share (sen)
	8.23
	n/a
	19.35
	n/a


Diluted earnings per share

The Group does not have any convertible shares or financial instruments for the current financial quarter and financial period to-date. 

*  The weighted average number of MEHB shares in issue is completed on the basis the Acquisitions
    was completed on 3 January 2007. The Public Issue which was completed subsequent to the

    quarter under review was not taken into consideration for the computation of the earning per 

   share.
By Order of the Board

Chow Chooi Yoong
Chan Chee Yean

Company Secretaries
Kuala Lumpur

25 April 2007
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