HO HUP CONSTRUCTION COMPANY BERHAD (14034-W)

NOTES TO THE INTERIM FINANCIAL REPORT

30 SEPTEMBER 2004 

1.
Basis of preparation

The interim financial report is unaudited and has been prepared in accordance with the requirements of Accounting Standard MASB 26, Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia”). 

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2003. The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the year ended 31 December 2003. The following MASB standards become operative for this interim financial report.

MASB 31- Accounting for Government Grants and Disclosure of Government Assistance 

MASB 32- Property Development Activities

MASB 31 is not applicable to the Group. The adoption of MASB 32 has not given rise to any adjustments to the opening balances of retained profits of the prior and current quarters or to changes in comparatives.

The following notes explain the 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 December 2003.

2.
Audit report of the Group’s preceding annual financial statements

The audit report on the Group’s preceding annual financial statements was not qualified.

3
Seasonal or cyclical factors

The Group’s business operations were not materially affected by any seasonal or cyclical factors save for the unforeseeable weather condition and the unexpected increase in construction materials prices.

4
Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size, or incidence. 

There were no items affecting the assets, liabilities, equity, net income or cash flows that were unusual because of their nature, size, or incidence. 

5
Changes in estimates

There were no material changes in estimates of amounts reported in prior financial year that have a material effect in the current interim period. 

6
Issuances, cancellations, repurchases, resale and repayments of debt and equity securities

On 5 March 2004, the issue and paid up share capital of the Company has increased from 60,000,240 ordinary shares of RM1 each to 102,000,408 ordinary shares of RM1 each by the issue of 42,000,168 new ordinary shares of RM1 each pursuant to the Rights Issue of 30,000,120 ordinary shares of RM1 each at an issue price of RM1 per share on the basis of one new ordinary share of RM1 each for every two existing ordinary shares of RM1 each, and the Bonus Issue of 12,000,048 ordinary shares of RM1 each on the basis of one new ordinary share of RM1 each for every five existing ordinary shares of RM1 each. The additional 42,000,168 new ordinary shares were granted listing and quotation on the Bursa Malaysia on 11 March 2004.

Except as disclose above, there were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities for the current financial year to-date.

7
Dividends paid

No dividends have been paid since the beginning of the current financial year.

8.
Segment information for the financial year 
By industry segment:
Revenue
Profit/(loss) before tax


30.09.04
30.09.03
30.09.04
30.09.03


RM’000
RM’000
RM’000
RM’000













Construction 
79,863
119,283
(12,844)
(11,064)

Property development
43,996
56,258
(8,085)
6,789

Ready mixed concrete
26,984
31,816
1,052
1,429


150,843
207,357
(19,877)
(2,846)

Inter-segment sales
(37,274)
(48,816)
-
-

Associates
-
-
(1,058)
283


113,569
158,541
(20,935)
(2,563)

9
Valuations of property, plant and equipment

No valuations have been carried out on the Group’s property, plant and equipment. The assets are stated at cost less accumulated depreciation.

10.
Material events subsequent to the end of the interim period
In the opinion of the Directors, the financial statements for the interim period have not been affected by any material event that has occurred between the end of the interim period and the date of this report.

11
Changes in the composition of the Group

Except as disclosed below, there were no changes in the composition of the Group during the interim period;
On 24 August 2004 the Company’s Board of Directors approved the conditional share subscription and shareholders agreement dated 22 July 2004 entered into between Dato’ Low Tuck Choy for and on behalf of the Company and Dr. M. Venkataratnam, Mrs. M. Kondamma, Mr. M. Sreenivas, MV Consultants (Private) Ltd and Krishna Godavari Power Utilities Limited (“KGPUL”) for the Company to subscribe into 6,456,470 equity shares of Rs10 each in KGPUL representing 49% of the enlarged issued and paid-up share capital of KGPUL for a cash consideration of Rs64,564,700 (equivalent to RM5,380,392 based on an exchange rate of Rs12 to RM1).

KGPUL was incorporated on 5 July 1995 under the Indian Companies Act 1956. The principal activity of KGPUL is to develop, finance, construct and operate a 60MW coal fired power plant in Nalgonda, District of Andhra Pradesh India, and in that process, has entered into a conditional power purchase agreement on 23 February 2004 with Transmission Corporation of Andhra Pradesh Limited (“APTRANSCO”). The conditional power purchase agreement is for the exclusive sale of the output of the power plant to APTRANSCO, for a period of 25 years.

12
Changes in contingent liabilities or contingent assets 

There were no changes in contingent liabilities (other than the material litigation disclosed in Note 11 on Additional Information Required by the Bursa Malaysia’s Listing Requirements) since the last annual balance sheet date as at 31 December 2003, except for the net increase in guarantees amounting to RM51.3 million in respect of performance bonds, security and tender deposits issued by financial institutions in favour of third parties for construction works
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ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA’S LISTING REQUIREMENTS

1.
Performance review

The construction division registered a pre-tax loss of RM5.9 million on the back of RM31.3 million revenue for the current quarter as against a loss of RM2.3 million on RM41.2 million revenue for the previous year corresponding quarter. The decrease in revenue was attributed mainly to fewer construction works in hand. For the 9 months ended 30 September 2004, this division registered revenue of RM79.8 million and recorded a loss of RM12.8 million.

The property development division registered a pre-tax loss of RM8 million on the back of RM43.99 million revenue for the 9 months ended 30 September 2004. The loss was attributed mainly to additional costs incurred on Jalil Damai Apartment project, a medium cost apartment project with a total of 930 units.

The Group is currently working on 193 units 2-½ storey courtyard super link houses and 60 units 2-storey shop offices. The sales for these products are very encouraging, with take up rates in excess of 90%. 

The ready mixed concrete business continues to show encouraging performance, recording a pre-tax profit of RM1.05 mllion on the back of RM26.9 million revenue for the 9 months ended 30 September 2004, as against RM1.4 million pre-tax profit and RM31.8 million revenue for the previous year corresponding period.

2.
Explanatory comments on any material change in the profit before taxation for the quarter reported on as compared with the immediate preceding quarter.
The Group recorded a pre-tax loss of RM12.0 million for the current quarter as compared to a pre-tax loss of RM7.4 million registered in the immediate preceding quarter. This was attributed mainly to additional cost incurred in property development and higher operating expense for the quarter.

3.
Prospects for the financial year ending 31 December 2004

The operating environment for the construction division remains very challenging and competitive. 

However, the Group’s own property development project in Bandar Bukit Jalil is progressing well. The property division is expected to contribute positively to the Group’s profit from financial year 2005.

4
Variance of actual profit from forecast profit, and shortfall in profit guarantee

This note is not applicable

5.
Taxation

The taxation charge comprises of:


Current Quarter
Cumulative 

Quarter






RM’000
RM’000





Income tax:



-  Malaysian income tax
12
68

-  Foreign income tax
175
587


187
655

- Overprovision of Malaysian income tax in prior years
-
(304)





Deferred tax
119
203


306
554

The effective tax rate for the current and cumulative quarter are higher than the statutory tax rate principally due to losses in the Company and certain subsidiaries cannot be offset against taxable profits made by other subsidiaries.

6.
Profits/(losses) on sale of unquoted investment and/or properties

There were no profits or losses on sale of unquoted investments and/or properties outside the ordinary course of the Group’s business for the current quarter and financial year to-date.

7.
Quoted securities

There was no purchase or disposal of quoted securities for the current quarter and financial year to-date.
8.
(a) Status of corporate proposals

There were no corporate proposals announced but not completed as at 19 November 2004, being the latest practicable date from the date of the issue of this quarterly report.


(b) Status of utilisation of proceeds raised



Disposal of land in Bandar Nusajaya

Rights Issue





RM’000



RM’000


Amount raised
97,000

30,000


Amount utilised


(91,384)

(30,000)


Balance
5,616

-

9.
Group borrowings and debt securities

(a) Short Term Borrowings :



30.09.04

RM’000

31.12.03

RM’000



Secured

71,149

121,583

Unsecured

12,533

8,564

Sub-total



83,682

130,147

(b) Long Term Borrowings :







Secured

17,214

21,679







Total Borrowings

100,896

151,826

All borrowings are denominated in Ringgit Malaysia.

10.
Off balance sheet financial instruments

There were no financial instruments with off balance sheet risk as at 19 November 2004, being the latest practicable date from the date of the issue of this quarterly report. 

11.
Changes in material litigation
As disclosed during the previous quarter ended 30 June 2004;

(a)
Yip Chee Seng & Sons Sdn Bhd, a sub-contractor of the Company, has lodged a claim with the High Court, Kuala Lumpur on 17 February 2003. The claim is for earthworks done for the Light Rail Transit System Two for Kuala Lumpur. The quantum claimed is for an amount of RM1,023,585 together with interest at 8% per annum from 26 July 2002 until realisation ("the Claim"). The Company denied that it is liable and has lodged a counter claim for an amount of RM1,413,522 together with interest at 8% per annum from 18 April 2003 (date of filing of the counter claim) until realisation. On 1 March 2004, the High Court made an Interim Order ("Order") that an amount of RM1,023,585 be placed in a separate fixed deposit account in a bank with Yip Chee Seng & Sons Sdn Bhd and the Company being the joint signatories. The Company has appealed against the decision to the Court of Appeal. The solicitors of the Company are of the opinion that the Company will succeed in setting aside the Order and in its defence against the Claim.

(b)
On 17 April 2003, Ho Hup Jaya Sdn Bhd (“HH Jaya”), a wholly-owned subsidiary of the Company, entered into a conditional sale and purchase agreement with Khoo Soon Lee Realty Sdn Bhd (“KSL”) for the disposal of two parcels of development measuring 52.668 hectares and 39.504 hectares held under master titles H.S.(D) 257249 PTD No 71047 and H.S.(D)258295 PTD No 71065, respectively, both located in Mukim of Pulai, District of Johor Bahru, for a cash consideration of RM97 million (“Purchase Price”). Save for the sum of RM4,476,919 held by the stakeholders (“Stakeholder Monies”), the balance Purchase Price has been released to HH Jaya. A dispute arose between HH Jaya and KSL as to who was entitled to the Stakeholder Monies (”Dispute”). On 28 April 2004, the Dispute was referred to the Court by way of an interpleader summons to determine who was entitled to the Stakeholder Monies. On 16 July 2004, the Court has directed that HH Jaya be referred to as the plaintiff and KSL as the defendant. The Company’s solicitors are of the opinion that KSL’s claim to either the full sum of the Stakeholder Monies or part thereof is unsustainable as HH Jaya has fulfilled all the conditions for the release of the Stakeholder Monies. 

Except as disclosed above, there were no other material changes in material litigation since the last annual balance sheet date made up to 19 November 2004, being the latest practicable date from the date of the issue of this quarterly report. 

12.
Proposed dividend 

No dividend has been declared for the current quarter and financial year to-date.

13
(a) Basic earnings/(loss) per share

The basic earnings/(loss) per share for the current quarter and financial year to-date are calculated based on the net loss for the respective periods divided by the weighted average number of ordinary shares of 98,360,585 and 98,798,889 respectively, after adjusting for the Rights and Bonus issues of 42,000,168 ordinary shares. 

The earnings/(loss) per share for the previous year corresponding periods have, accordingly, been restated to reflect the effect of the Rights and Bonus issues.

(b) Diluted earnings/(loss) per share

This note is not applicable

14. Provision of financial assistance

(a)
The aggregate amount of advances provided to subsidiary company during the current quarter is as follows:-



RM’000

1.
Homeg Sdn Bhd
433

2.
Bukit Jalil Development Sdn Bhd
1,510

(b)
The provision of financial assistance for the current quarter has no material financial impact on the Group.

15
Authorised for issue 

The interim financial statements were authorised for issue by the board of Directors in accordance with a resolution of the Directors on 26 November 2004.

8

