HO HUP CONSTRUCTION COMPANY BERHAD (14034-W)

NOTES TO THE INTERIM FINANCIAL REPORT

30 JUNE 2006 

1.
Basis of preparation

The interim financial statements are unaudited and have been prepared in accordance with 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 2005.  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 year ended 31 December 2005.

2.
Changes in accounting policies
The significant accounting policies adopted by the Group in this interim financial statement are consistent with those adopted in the financial statements for the year ended 31 December 2005 except for the following new and revised Financial Reporting Standards (“FRS”) that are effective for financial period beginning 1 January 2006 :-

FRS 2

Share-based Payment
FRS 3

Business Combinations

FRS 5

Non-current Assets Held for Sale & Discontinued Operations
FRS 101
Presentation of Financial Statements

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in Accounting Estimates & Errors

FRS 110
Events after the Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated & Separate Financial Statements

FRS 128
Investments in Associates
FRS 131
Interest in Joint Ventures

FRS 132
Financial Instruments: Disclosures & Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

FRS 140
Investment Property

The adoption of the above standards does not have any significant financial impact on the Group except for the followings :-
(a) FRS 101 : Presentation of Financial Statements


The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net-after tax results of associates and other disclosures.  In the consolidated balance sheet, minority interests are now presented within total equity.  In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period.  In the consolidated statement of changes in equity, the minority interests and its movement are now included.


The presentation of the comparative financial statements of the Group has been restated to conform with the current period’s presentation.

(b) FRS 116 : Property, Plant and Equipment


The revised FRS 116: Property, Plant & Equipment (“PPE”) requires a review of the residual value & remaining useful life of an item of PPE at least at each financial year end.  The Group revised the residual values of certain plant and machineries with effect from 1 January 2006. The revisions were accounted for as change in accounting estimates and as a result, the depreciation charges for the current financial period ended 30 June 2006 has been reduced by RM2.6 million
(c) FRS 140 : Investment Property

The adoption of this FRS has resulted in retrospective reclassification of the investment properties from property, plant and equipment.  Investment properties are stated at cost less accumulated depreciation.  The following comparative amounts have been restated due to the adoption of the new FRS.

Previously




Stated
Adjustment
Restated

At 31 December 2005
RM’000
RM’000
RM’000

Property, plant & equipment
788
(788)
-
Investment properties
-
788
788
3.
Audit report on preceding annual financial statements

The auditors’ report on the financial statements for the year ended 31 December 2005 was not qualified.

4.
Segment information
	By industry segment:
	Revenue
	Results

	
	30.06.06
	30.06.05
	30.06.06
	30.06.05

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Construction 
	18,176
	40,603
	2,198
	535

	Property development
	8,577
	23,638
	(5,516)
	1,266

	Ready mixed concrete
	22,240
	20,812
	(112)
	1,277

	Others
	-
	-
	(127)
	(118)

	Total revenue including inter-segment
	48,993
	85,053
	(3,557)
	2,960

	Eliminations
	(5,075)
	(14,315)
	-
	119

	Associates
	-
	-
	(1,027)
	(540)

	Total from continuing operations
	43,918
	70,738
	(4,584)
	2,539

	Total from discontinued operations
	-
	-
	-
	-

	
	43,918
	70,738
	(4,584)
	2,539


5.
Unusual items due to their nature, size or incidence

There were no unusual items affecting the assets, liabilities, equity, net income, or cash flows during the financial period ended 30 June 2006 except as disclosed in Note 2.
6.
Material changes in estimates

There were no changes in estimates that have had a material effect in the current quarter result other than as disclosed in note 2 (b).
7.
Seasonal or cyclical factors

The Group’s performance was not materially affected by any seasonal or cyclical factors save for unfavourable weather conditions, shortage of construction workers and increase in the cost of construction materials.
8.
Dividends paid

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

9.
Carrying amount of revalued assets

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

10.
Debt and equity securities

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities for the current financial period to date.

11.
Changes in composition of the Group

As disclosed in the last quarterly announcement :-

On 20 January 2006, the Company incorporated a wholly owned subsidiary, i.e. Ho Hup Corporation (South Africa) Private Limited in South Africa, comprising 1,000 ordinary shares of South African Rand of 1.00 each.

On 8 February 2006, the Company subscribed for 49 ordinary shares of South African Rand 1.00 each in Ho Hup Ubunye Construction Private Limited (HH Ubunye), representing 49% share capital in HH Ubunye.

The above acquisitions do not have any material impact on the earnings and net tangible assets of the Group.  Other than the above acquisition, there were no changes in the composition of the Group for the current quarter. 

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 Explanatory Notes Pursuant to Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad) since the last annual balance sheet date as at 31 December 2005, except for the net decrease in guarantees amounting to RM1.0 million in respect of performance bonds, security and tender deposits issued by financial institutions in favour of third parties for construction works.

13.
Subsequent events
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.

HO HUP CONSTRUCTION COMPANY BERHAD (14034-W)

EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD
30 JUNE 2006
1.
Performance review
For the 6 months period ended 30 June 2006, the property development division registered pre-tax loss of RM5.5 million on the back of a RM8.6 million revenue compared to RM1.3 million profit and RM23.6 million revenue for the corresponding 6 months period last year.  The adverse result was due to slow progress on the construction and development and therefore lower progress billings generated for the period.
The construction division registered a pre-tax profit of RM2.2 million on the back of a RM18.2 million revenue compared to a profit of RM0.5 million on the back of a RM40.6 million revenue for the previous year corresponding 6 months period.  The better results for the current 6 months period was mainly due to gain on disposal of plant and machinery of approximately RM5.3 million and reduction in depreciation of RM2.6 million as mentioned in Para. 2(b).  However, the decline in revenue was mainly attributed to slow progress, coupled with deferment of commencement of certain secured projects.
Despite higher turnover for the 6 months period compare to last year corresponding period, the ready mixed concrete business showed marginal loss, this is mainly due to stiff competition among the concrete suppliers whereby certain players undercut the concrete selling prices.  For the current 6 months period, this division recorded a pre-tax loss of RM0.2 million on the back of a RM22.2 million revenue, as against a RM1.3 million pre-tax profit and RM20.8 million revenue for the previous year corresponding period.

2.
Explanatory comments on any material change in the profit before taxation for the quarter reported as compared with the immediate preceding quarter
The Group recorded a pre-tax loss of RM3.05 million for the current quarter as compared to a pre-tax loss of RM3.06 million registered in the immediate preceding quarter.

3.
Prospects for the forthcoming financial period
The construction industry remains very competitive and challenging.  The Group will continue to focus on construction and property development activities while continuing to explore other related business opportunities both locally and overseas and we will continuously seek ways to strengthen our position in these sectors.  
The Majlis Link construction project is expected to be handed over by end of the month whereas the Trans Eastern Kedah Interland Highway project is on-going.  The property development project in Bandar Bukit Jalil is progressing and expected to have more launches of products towards the first quarter of 2007.  Looking forward, the Group still has balance of approximately RM800 million worth properties to be developed and sold.
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
	1,508
	1,530

	-  Foreign income tax
	-
	-

	
	1,508
	1,530


The effective tax rate for the cumulative quarter are higher than the statutory tax rate principally due to losses in certain subsidiaries cannot be offset against taxable profits made by other companies.
6.
Profits/(losses) on the sale of unquoted investment and/or properties

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

7.
Quoted securities

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

(a)
On 9 March 2005, the subsidiary of the Company, Ho Hup Construction Company (India) Pte Ltd ("Ho Hup India") entered into a Joint Development Agreement with the Andhra Pradesh Housing Board ("APHB") to develop a piece of land situated at Kancha Imarath, Maheshwaran Mandal, Ranga Reddy District, Andhra Pradesh, India. Ho Hup India has been selected to implement the development of the said land into an integrated township with an approximate development value of Indian Rupee ("Rs") 3.6 billion (equivalent to RM320,760,000) at Shamshabad near Hyderabad.

Ho Hup India shall pay APHB a development fees of Rs101,175,000 (equivalent to RM9,014,693) over a period of five (5) years.
The Joint Development Agreement was subsequently terminated by APHB.  The Company is disputing the termination on grounds that APHB had yet to comply with its obligation in respect of conditions precedent to the agreement.  
Ho Hup India is currently pursuing an arbitration action against APHB.  The purported termination has no material adverse impact on the Company.

(b)
On 27 October 2005 the Company has agreed to subscribe for a 70% equity stake in P.T. Tria Talang Emas in Indonesia with the objective to undertake a 100MW coal fired power plant project in Batam, Rebuplic of Indonesia.  P.T. Tria Talang Emas as developer of the power plant has executed a Power Purchase Agreement with P.T. Pembangunan Kota Batam on 18 January 2006.  The Power Purchase Agreement is conditional upon various conditions precedent which the Company is in the process of working out in order to attain full compliance.


There were no other corporate proposals announced but not completed as at 25 August 2006, being the latest practicable date from the date of the issue of this quarterly report.

9.
Group borrowings and debt securities

	(a) Short Term Borrowings :


	
	30.06.06

RM’000
	
	30.06.05
RM’000

	Secured
	
	72,686
	
	79,880

	Unsecured
	
	13,670
	
	12,337

	Sub-total


	
	86,356
	
	92,217

	(b) Long Term Borrowings :


	
	
	
	

	Secured
	
	28,642
	
	17,214

	
	
	
	
	

	Total Borrowings
	
	114,998
	
	109,431


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 25 August 2006, being the latest practicable date from the date of the issue of this quarterly report. 

11.
Changes in material litigation
As disclosed in the previous quarter ended 31 March 2006;

(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 to the Court of Appeal against the decision.  The Court has fixed 13 June 2005 for the next case management date.  As the Plaintiff had not complied with the directions of the Judge on 13 June 2005, the Court has fixed the 12 December 2005 as the next case management date in order for the parties to comply with the directions of the Court.
On 12 December 2005, as the Court is on vacation till the end of the year, the Senior Assistant Registrar fixed 21 April 2006 for mention for parties to explore the possibility of settlement and fixed trial dates in respect of the above matter on 11th, 12th and 13th March 2008.
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 land 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 the 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 hearing date had been fixed for 30 March 2005 wherein the Judge decided that the interpleader summons be converted to a writ action.  On 8 September 2005, the Court has granted until 10 October 2005 for KSL to file its defence.  On 17 November 2005, the Deputy Registrar further directed that the interpleader summons no. to be changed to writ summons no. and the Court will accordingly inform both parties of the suit no. and the next mention date.  On the same date, our solicitors have also filed the Notice to Attend Pre-Trial Case Management and the hearing date is fixed on 12 September 2006.

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.
(c)
KM Quarry Sdn Bhd (“KM Quarry”) has lodged a claim against the Company in the High Court, Melaka, vide Civil Suit No 22-3-2005 on 10 January 2005.  The claim is for a sum of RM3,233,474.37 for the supply and laying of pavement works under a project known as “Cadangan Membina Jalanraya Durian Tunggal-Paya Rumput-Sungai Udang, Melaka”.


KM Quarry had filed an application for summary judgement on 4 March 2005 and the same was fixed for hearing on 22 April 2005.  Subsequently, on 22 April 2005, the High Court has issued directions for the parties to file and serve their written submissions.  On 22 July 2005, the Registrar allowed the plaintiff’s application for summary judgement.  Thereafter, the Company filed Notice of Appeal and Stay of Execution and the parties filed their submissions and thereupon the decision was scheduled on 19 April, 2006.  On 19 April, 2006, the Company’s Appeal was dismissed with costs and the Court refused to allow the Company’s oral Application for Stay of Application and ordered a formal application for stay to be filed.  The Company filed a Notice of Appeal to the Court of Appeal on 20 April, 2006 and also filed a formal Application for Stay of Execution at the same court.  The Application for Stay of Execution in Melaka High Court was fixed for hearing on 24 July, 2006 and was adjourned.  The Judge hearing this matter has been promoted to the Court of Appeal and Application for Stay of Execution in Melaka High Court is now fixed for hearing on 3 April, 2007.
On the other hand, the Company has also filed a cross claim in the KL High Court against KM Quarry for an amount of RM3,433,335.75 for incomplete joint measurement and RM2,439,294.47 for overlapping claims.  KM Quarry has since filed an application to strike out Ho Hup’s claim and the said application was fixed for hearing on 19 June, 2006 and now postponed to 11 September 2006.
As regards the merits of this case, the solicitors are of the opinion that if the Court of Appeal can be persuaded to take into account Ho Hup’s cross claim against KM Quarry in the KL Court, the chances of success of the Appeal are good.

(d)
Europlus Corporation Sdn Bhd (“Europlus”) has lodged a claim in the High Court, Kuala Lumpur, vide Civil Suit No S1-22-241-2004 on 26 February 2004.  The claim is for an alleged overpayment under a project known as “Proposed Bukit Beruntung Interchange” including overpass at CH. 7501.575 of Rawang-Tanjung Malim Expressway, Bukit Beruntung Development, Mukim Serendah, Daerah Ulu Selangor, Selangor Darul Ehsan.  The claim is for a sum of RM4,387,462.92.

The Summons and Statement of Claim has been filed on 26 February 2004 and served on 1 April 2004.  Ho Hup subsequently filed an application for further and better particulars on 30 July 2004 and the matter was fixed for hearing on 19 August 2004 but was adjourned to 26 October 2004.  Ho Hup obtained order in terms of the said application on 26 October 2004 and Europlus has subsequently served Ho Hup the particulars as requested on 25 November 2004.  Ho Hup then filed its defence on 10 December 2004.  As at to date, Europlus has not taken any further action in prosecuting its claim.


The solicitors of the Company are of the opinion that Europlus’s claim will be dismissed with cost.
(e)
Tractors Malaysia Rebuild Sdn Bhd (“TMR”) has vide KL High Court Suit No. D4-22-1536-2005 obtained a default judgement against Ho Hup on 25 January 2006 for RM1,606,932.55 for goods sold and services rendered.

Ho Hup has filed an application for leave to file its defence and application to set aside the judgement in default.

The matter was fixed for decision on 28 April, 2006 and the deputy Registrar has allowed Ho Hup’s application to set aside the judgement.  TMR then filed their application for summary judgement and both parties filed their respective affidavits.  The matter is now fixed for decision on summary judgement on 4 September 2006.

Except as disclosed above, there were no other material changes in material litigation since the last annual balance sheet date and made up to 25 Augsut 2006, 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 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 profit for the respective periods divided by the number of ordinary shares of 102,000,408 shares.
(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 companies during the current quarter is as follows:-

	
	
	RM’000

	1.
	Bukit Jalil Development Sdn Bhd
	2,141

	2.
	Homeg Sdn Bhd
	147


(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 29 August 2006.
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