HO HUP CONSTRUCTION COMPANY BERHAD (14034-W)

NOTES TO THE INTERIM FINANCIAL REPORT

30 SEPTEMBER 2007

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 2006.  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 2006.

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 2006 except for the following new Financial Reporting Standards (“FRS”) and amendment to FRS :-


Effective for


financial periods


beginning


on or after

FRS 117
Leases
01.10.2006

FRS 124
Related Party Disclosures
01.10.2006

FRS 1192004
Employee Benefits – Actuarial Gains


And Losses, Group Plans and Disclosures
01.01.2007

The adoptions of the above standards do not have any significant financial impact on the Group except as disclosed below :-

(a) FRS 117 : Leases

Prior to 1 January 2007, the leasehold land was classified as Property, Plant and Equipment and was stated at cost less accumulated depreciation and impairment losses. The adoption of FRS 117 has resulted in change in the accounting policy relating to the classification of the leasehold land. 
Leases of land is now classified as operating lease. The up-front payments represents prepaid lease payments and are amortised on a straight-line basis over the lease term.

The Group has applied the change in accounting policy in respect of leasehold land in accordance with the transitional provisions of FRS 117. At 1 January 2007, the unamortised amount of the leasehold land is retained as surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions. The reclassification of leasehold as prepaid lease payments has been accounted for retrospectively and certain comparatives have been restated. There were no effects on the consolidated income statement for the period ended 30 September 2007.
3.
Audit report on preceding annual financial statements

The auditors’ report on the financial statements for the year ended 31 December 2006 was not qualified.

4.
Segment information
	By industry segment:
	Revenue
	Results

	
	30.09.07
	30.09.06
	30.09.07
	30.09.06

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Construction 
	42,828
	22,183
	(4,886)
	4,175

	Property development
	6,196
	18,115
	(10,046)
	(13,068)

	Ready mixed concrete
	34,100
	32,633
	135
	298

	Others
	-
	-
	426
	(173)

	Total revenue including inter-segment
	83,124
	72,931
	(14,371)
	(8,768)

	Eliminations
	(9,139)
	(5,318)
	-
	-

	Associates
	-
	-
	(983)
	(1,449)

	Extraordinary loss
	
	
	(6,507)
	

	Total from continuing operations
	73,985
	67,613
	(21,861)
	(10,217)

	Total from discontinued operations
	-
	-
	-
	-

	
	73,985
	67,613
	(21,861)
	(10,217)


The extraordinary loss to the group of RM6.507 million was contributed by the disposal of shares in Homeg Sdn Bhd during the current period representing 40% of the total paid-up capital of Homeg Sdn Bhd to a third party (Refer to Note 6(b) of Explanatory Notes Pursuant to Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad).
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 September 2007 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.
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 are stated at cost less accumulated depreciation and impairment loss.  No valuations have been undertaken in prior year.
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

There were no change 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 2006, except for the net increase in guarantees amounting to RM5.9 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 SEPTEMBER 2007

1.
Performance review


For the third quarter ended 30 September 2007, the Group recorded a pre-tax loss of RM14.3 million on revenue of RM19.74 million compared to a pre-tax loss of RM5.6 million on revenue of RM23.7 million registered in the corresponding quarter last year.

For the 9 months’ period ended 30 September 2007, the construction division registered a pre-tax loss of RM4.9 million on the back of  RM42.9 million revenue compared with a pre-tax profit of RM4.2 million on revenue of RM22.2 million for the corresponding period last year.

The property development division registered a pre-tax loss of RM10.0 million on the back of RM6.2 million revenue compared to RM13.0 million loss and RM18.1 million revenue for the corresponding period last year.  The decline in turnover for this division was due to minimal construction progress which resulted in lower progress billings generated for the period.

The ready mixed concrete division, recorded a higher turnover of RM34.1 million compared with RM32.6 million for the corresponding period last year.  However, due to the increase in the cost of raw materials and competitive pricing among the suppliers, the pre-tax profit has declined to RM0.1 million compared to RM0.3 million for the corresponding period last year.
The Group also recorded other income of RM2.5 million from one of the subsidiaries in relation to receipt of late payment interest income from a favourable award in an arbitration.  The corresponding amount was RM0.1 million loss last year.
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 RM14.3 million for the current quarter as compared to a pre-tax loss of RM6.7 million registered in the immediate preceding quarter.  The large pre-tax loss for the current quarter was mainly attributed to the loss on disposal of a 40% interest in a subsidiary.
3.
Prospects for the forthcoming financial period
Despite the challenging environment, the Group will focus on its core construction and property development activities whilst continuing to explore other business opportunities both locally and abroad.   
Moving forward, the Group is geared to actively pursue projects from the 9MP and intensify its property development activities. 
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
	43
	128

	-  Foreign income tax
	-
	-

	
	43
	128


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

(a)
On 3 July 2007, Ho Hup Jaya Sdn Bhd, a wholly owned subsidiary of the Company, entered into a Sale and Purchase Agreement with Tenterajaya (M) Sdn Bhd to dispose three pieces of freehold development land held under Geran Mukim No. 3 Lot No. 584, Geran Mukim No. 4 Lot No. 585, Geran Mukim No. 5 Lot No. 599 all in the Mukim of Ulu Klang, District of Gombak and State of Selangor measuring approximately 5.62 acres, 4.47 acres and 4.62 acres respectively for a total cash consideration of RM23,081,494 only.  The above disposal has not been completed as at todate. The land disposal is expected to result in a profit of about RM20.5 million for the Group.
(b)
On 7 August 2007, Ho Hup acquired the balance 245,000 shares in Homeg Sdn Bhd (“Homeg”) representing 49% equity interest in Homeg from minority shareholders for a purchase consideration of RM1 per share. Upon completion of the acquisition, Homeg became a wholly-owned subsidiary of Ho Hup. 

Subsequently, on 16 August 2007, there was an additional subscription by Ho Hup in Homeg for 19,500,000 shares of RM1 each via the capitalization of RM19.5 million amount due to Ho Hup.
On 22 August 2007, Ho Hup disposed 8,000,000 shares of RM1 each representing 40% of its enlarged paid-up capital of RM20 million to a third party for a cash consideration of RM1,492,898.44 or 18.66 sen per share. The loss on disposal arising from the sale was RM6.507 million.
There were no other 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 had 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 fee 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 arbitration action against APHB.  The purported termination has no material adverse impact on the Company (Note : Please also refer to Note 11 (f) for further details)
There were no other corporate proposals announced but not completed as at 27 February 2008, 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 :


	
	30.09.07
RM’000
	
	30.09.06
RM’000
	

	Secured
	
	47,072
	
	65,662
	

	Unsecured
	
	13,659
	
	13,770
	

	Sub-total


	
	60,731
	
	79,432
	

	(b) Long Term Borrowings :


	
	
	
	
	

	Secured
	
	12,809
	
	25,750
	

	
	
	
	
	
	

	Total Borrowings
	
	73,540
	
	105,182
	


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 27 February 2008, being the latest practicable date from the date of the issue of this quarterly report. 

11. Changes in material litigation

(a) Yip Chee Seng & Sons Sdn Bhd lodged a claim on 17 February 2003 in the High Court, Kuala Lumpur, vide Civil Suit No. S1-22-161-2003 for earthworks done for the Light Rail Transit System Two for Kuala Lumpur, for the sum of RM1,023,584.69. The Company denies that it is liable and has lodged a counter-claim for the sum of RM1,413,521.71 together with interest at 8% per annum from 18 April 2003 (date of filing of the counter claim) until realization.


On 1 March 2004, the High Court made an Interim Order that the sum of RM1,023,584.69 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 is appealing against the decision to the Court of Appeal and the matter is set down for trial on 11 March 2008, 12 March 2008 and 13 March 2008. 


The solicitors of the Company are of the opinion that the Company will succeed in setting aside the Order in its defence against the Claim. There are no foreseen obstacles at this stage for the Defendant in establishing its counter-claim at the trial. Meanwhile the suit has been set down for case management.

(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. Save for the sum of RM4,476,919 held by the stakeholders (“Stakeholders 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 Stakeholders Monies and the dispute was referred to the Court by way of an interpleader summons. Notice of pre-trial case management was filed and a discussion on the future conduct of the case has been fixed on 29 April 2008.

The Company’s solicitors are of the opinion that KSL’s claim to either the full sum of the Stakeholders Monies of part thereof is unsustainable as HH Jaya has fulfilled all the conditions for the release of the Stakeholders Monies.

(c) KM Quarry Sdn Bhd (“KM Quarry”) lodged a claim 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 being the outstanding sum due and payable to KM Quarry 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’s application for summary judgment was allowed on 22 July 2005. Ho Hup filed a Notice of Appeal  and application for Stay of Execution (Enclosure 75). The Notice of Appeal was dismissed with cost at the High Court on 19 April 2006. Ho Hup has filed a Notice of Appeal to the Court of Appeal. No date has yet been fixed by the Court of Appeal.


Enclosure 75 which was fixed for decision on 19 September 2007 was dismissed with costs. 

Ho Hup also filed a cross claim at the High Court, Kuala Lumpur vide Writ Summons No. S1-22-1076-2005 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 Sdn Bhd had filed an application to strike out some paragraphs and prayers in Ho Hup’s statement of claim which was allowed by the Court on 26 January 2007. Ho Hup has filed an application to set aside the said Order.

In the meantime KM Quarry had also filed an application to amend their amended Statement of Defence.


The solicitors of the Company are of the opinion that if the Court of Appeal can be persuaded to take into account the Company’s cross claim against KM Quarry in the High Court, Kuala Lumpur, the chances of success of the appeal are good.

(d) On 19 October 2004, Ho Hup issued a notice pursuant to Section 218 of the Act against Revolutionary Technology Holdings Sdn Bhd (“RTH”), Seri Siantan Sdn Bhd and Syarikat Pembinaan Al-Joffrie Sdn Bhd for the sum of RM7,169,810.46 in respect of unpaid balance outstanding .


RTH filed an application for injunction restraining Ho Hup from filing and advertising the winding-up petition and an ad interim injunction was granted against Ho Hup. Instead of appealing, Ho Hup pursued the matter by way of arbitration for the amount of RM23,438,497.62. On 19 March 2007, Ho Hup filed the Certificate of Urgency for an early hearing date. Application was made for the following order :


i)
RTH to provide a guarantee on arbitration cost of RM69,200.00;


ii)
RTH counter-claim to be stayed until such time the RM69,200.00 is paid;


iii)
Injunction to prevent RTH from accepting monies from the Government for the Melaka project pending the decision of the arbitrator on the claim of RM23,438,497.62. The arbitrator has directed that the parties put in written submissions and an award is expected by the end of 2007. Our solicitors have now been informed by the arbitrator that his award is expected to be published in March 2008. 

The solicitors of the Company are of the opinion that Ho Hup has a good chance of success in claiming the said outstanding sum in the arbitration proceeding.

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

Ho Hup has filed its defence. No further steps have been taken by Europlus todate.


The solicitors of the Company are of the opinion that Europlus’ claim will be dismissed with cost.

(f)
On 2 May 2005, the Company commenced an arbitration claim for damages amounting to Rs.2,544,512,230.00 (RM221.88 million) being the unlawful termination of the Development Agreement dated 9 March 2005 by the Andhra Pradesh Housing Board in respect of the development of a township in India by the Andhra Pradesh Housing Board.


The Company has submitted its Statement of Claim to the Arbitration Tribunal and the Tribunal is awaiting the Defence and Counterclaim (if any) of Andhra Pradesh Housing Board. The matter is pending the decision of the arbitrators after the completion of submissions.

(g)
On 15 September 2006, the Company commenced an arbitration claim for the sum of USD19,746,595.53 (RM69.74 million) being value of work done and damages arising out of the unlawful termination of the contracts by the Government of the Republic of Madagascar for the construction of road works at the Republic of Madagascar.  


The claim has been referred to the International Court of Arbitration under the Rules of the International Chamber of Commerce Paris (“ICC”).


The third arbitrator has been appointed by the ICC.  The Government of Madagascar has filed the Defence and Counter-Claim for USD27,000,000.00 (RM95.35 million). Ho Hup has submitted the Reply to the Counter Claim. The hearing dates of the arbitration fixed on 28 January 2008 to 1 February 2008 have been adjourned to 31 March 2008 to 4 April 2008.

The solicitors of the Company is of the opinion that Ho Hup has a good case and the probability of success is good.

(h) 
On 10 July 2006, Ho Hup served a notice pursuant to Section 218 of the Act against Urban Shift Sdn Bhd (“Urban Shift”) for claims for workdone in the amount of RM7,440,016.29 under the project known as “Cadangan Pembangunan Bercampur Yang Mengandungi 3 Blok Pangsapuri Servis Dengan 5 Tingkat Podium Beli Belah Dan Aras Basemen Letak Kereta Termasuk Rumah Kelab Di Atas Lot 1282, 1283 Seksyen 67 Kuala Lumpur” which was then suspended in year 2005. Urban Shift has appointed a solicitor to act on their behalf and they have replied to the Section 218 Notice. The Company had subsequently filed a winding up petition against Urban Shift but was subsequently withdrawn. A new winding-up petition has been filed on 26 July 2007 and the sealed petition has also been extracted from the Court. However, the matter which was fixed for hearing on 24 October 2007 was withdrawn with liberty to file afresh.

The solicitors of the Company are of the opinion that the chances of successfully winding up Urban Shift Sdn Bhd are good. 
(i)
Ho Hup has filed an Originating Summons and Summons in Chambers for Injunction to prohibit or restrain the paying out of monies by CIMB Bank Berhad (“CIMB”, formerly known as Bumiputra-Commerce Bank Berhad) to Ministry of Transport, Public Works & Land Development of Madagascar on Bank Guarantees amounting to USD14,269,003.00 (RM50.4 million). 


On 31 March 2006, the Court has granted an interim injunction until the next hearing date on the Company’s application to maintain status quo between the parties until the conclusion of the Arbitration process in Paris. In the interim, the Madagascar Government had applied to intervene in the said suit and has filed and served an unsealed Summons in Chambers and affidavit in support thereof by way of application to the Court and the Company had then filed the Affidavit of Reply to object the said application to intervene. On 22 September 2006, the Court allowed the Madagascar Government’s application to intervene and be named as 2nd Defendant, and subsequently on 6 October 2006, an appeal to the Court of Appeal was made on the said decision.

On 13 April 2007, the Company’s application for an injunction to restrain CIMB from making payment on Bank Guarantees to the 2nd Defendant was dismissed and that the ad interim injunction that was granted to Ho Hup on the


31 March 2006 was also dissolved. The Company has filed an appeal against the decision to the Court of Appeal on 16 April 2007.


On 17 April 2007, the Court has allowed the Company’s application for an Erinford injunction to restrain the Government of Madagascar from making any demand for payment on the said Bank Guarantees pending the disposal of the Company’s appeal to the Court of Appeal. Hearing of the appeal has been fixed for 5 March 2008.

The solicitors of the Company are of the opinion that if the Company is able to persuade the Court of Appeal to accept the Company’s arguments that the Guarantees and Performance Bonds are not unconditional but rather are conditional Guarantees, the chances of success in the Court of Appeal is good.

(j)
Ho Hup has been served with a sealed Writ of Summons and Statement of Claims dated 10 January 2007 by AmBank (M) Berhad (“Bank”) for the sum of RM5,086,584.95 for Revolving Credit Facility and continuing interest. 


On 16 March 2007, a Statement of Defence has been filed by the Company. This matter was fixed for Land Inquiry at the Gombak Land Office on 27 March 2007 in respect of an application by the Bank to foreclose the land currently charged to the Bank at Lot 584, 585 and 599 in Mukim of Ulu Klang, District of Gombak (“Property”). On the said date, the Bank’s solicitors took another date to enable the Company to proceed with the Sales & Purchase Agreement (selling the Property to the 3rd party) which had been signed on 3 July 2007. Subsequently, the Bank has agreed to withhold the legal action pending settlement which is expected by end of March 2008.
(k)
Ho Hup was served with a sealed Writ of Summons and Statement of Claims dated 14 June 2006, by AmBank (M) Berhad (“Bank”) for the sum of RM1,425,620 for an alleged amount owing by the Company to AmBank pursuant to the hire purchase agreement entered into dated 29 January 2005.


On 28 June 2007, the Court has granted AmBank’s application for summary judgment. The Company has filed a Notice of Appeal to the Judge in Chambers and also an application for stay of execution.

On 3 July 2007, Ho Hup Jaya Sdn Bhd, a wholly owned subsidiary of the Company, entered into a Sale and Purchase Agreement with Tenterajaya (M) Sdn Bhd to dispose three pieces of freehold development land held under Geran Mukim No. 3 Lot No. 584, Geran Mukim No. 4 Lot No. 585, Geran Mukim No. 5 Lot No. 599 all in the Mukim of Ulu Klang, District of Gombak and State of Selangor measuring approximately 5.62 acres, 4.47 acres and 4.62 acres respectively for a total cash consideration of RM23,081,494 only.


The Company intends to repay the hire purchase facility of RM1,425,620 using the proceeds from the above Property disposal.

Except as disclosed above, there were no other material changes in material litigation since the last annual balance sheet date and made up to 27 February 2008, 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 loss per share

The basic loss per share for the current quarter and financial year todate are calculated based on the net loss for the respective periods divided by the number of ordinary shares of 102,000,408 shares.

(b)
Diluted 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
	417

	2.
	Homeg Sdn Bhd
	22


(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 February 2008.
PAGE  
10

