COUNTRY HEIGHTS HOLDINGS BERHAD

EXPLANATORY NOTES FOR THE QUARTER ENDED 30 JUNE 2005
Part A – Explanatory Notes Pursuant to Financial Reporting Standards 134 (MASB 26)

1 Accounting Policies

The quarterly report has been prepared in accordance with Financial Reporting Standards (‘FRS”) No. 134 (MASB no: 26) ‘Interim Financial Reporting’ and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad. The same accounting policies and methods of computation are followed in the quarterly report as compared with the most recent annual audited financial statements of Country Heights Holdings Berhad (‘CHHB’) for the financial year ended 31 December 2004.
2  
      
Audit Opinion on 2004 Financial Statements

The auditors report on CHHB for the financial year ended 31 December 2004 was not qualified.

3
 
Seasonal or Cyclical Factors

The Group operations were not affected by any seasonal or cyclical factors.

 4
Unusual Items Due to Their Nature, Size or Incidence

On 23 June 2005, the Group announced the completion of the Asset Based Settlement Exercise to extinguish liabilities arising from the 5 sen Cumulative Redeemable Preference Shares of RM0.10 each in CHHB (“Asset Based Settlement Exercise”). Further details are disclosed in Note 20 (a) (ii). The effect of the Asset Based Settlement Exercise had the following effects on the financial results of the Group:                 
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Total disposal proceeds

85,634         

Less: Net assets disposed (45,527)        

Gain on disposal to the Group 40,107         

Waiver of remaining balance of debts:

-CHHB net liability for other related assets 676              

Reversal of accrual of expenses in relation to the Prinsip Land 43               

40,826         

Other than the above, there were no other unusual items affecting assets, liabilities, equity, net income or cash flows during the period under review.

5
Change in Estimate

There were no major changes in method of estimates during the period under review.

6
Issuance or Repayment of Debt and Equity Securities

Except for the redemption of the RM190 million Cumulative Redeemable Preference Shares of RM0.10 each (CRPS I) as disclosed in Note 4 and Note 20 (a) (ii), there was no other issuance, cancellation, repurchase, resale or repayment of debt or equity securities during the period under review.

7
Dividends paid

There were no dividends paid during the period under review.

8 Segmental Information for the Current Period to Date
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30-Jun-05 30-Jun-04

RM'000 RM'000

Segment revenue

Property developments 33,177           227,141         

Constructions -                 13,172          

Hotel operations 22,533           25,839          

Exhibition operations 2,303             10,302          

Leisure operations 12,926           14,545          

Rental operations 20,012           16,847          

Others 11,281           13,836          

102,232          321,682         

Segment results

Property developments 10,330           84,752          

Constructions (7)                  6,554            

Hotel operations 401                1,128            

Exhibition operations (4,477)            (872)              

Leisure operations (2,725)            (2,557)           

Rental operations 9,970             8,080            

Others (460)               (1,231)           

13,032           95,854          

Unallocated corporate gain 40,107           -                

Profit from operations 53,139           95,854          


9

Carrying Amount of Revalued Assets

The valuations of property, plant and equipment and investment properties have been brought forward without amendment from the financial statements for the year ended 31 December 2004.
10
 
Subsequent event

There is no major subsequent event as at the date of this report.
11       
Changes in the Composition of the Group

There were no changes in the composition of the Group during the current quarter and the period under review.
12     
Contingent Liabilities / Assets

A penalty of RM4.2 million was imposed by Majlis Perbandaran Subang Jaya (“MPSJ”) on the late payment of the assessment in prior years. However, from the negotiations and subsequent amicable settlement with MPSJ, the penalty imposed will be deducted against cost of maintenance incurred by the Group in the past but subject to MPSJ’s verification and approval from the state authority.

There are no other material contingent liabilities except the above and as disclosed in note 23(a) and (b). No contingent assets except as disclosed in Note 23 (d) as at the date of this report.
13 
Review of To Date Performance (against previous year)

The Group recorded lower revenue for that period ended 30 June 2005 by RM219 million to RM102 million as compared to RM322 million in the period ended 30 June 2004. Lower revenue recognised for the period was mainly due higher completion of work done in the previous year.
The Group reported a profit before taxation in current period ended 30 June 2005 of RM22 million against profit before taxation of RM85 million in the corresponding period. The decrease was mainly due to higher completion of work done for property development in previous year and higher finance cost arising from Redeemable Convertible Secured Loan Stock – Series A 6% interest on RM420 million principal loan issued on 20 December 2004.  
 14 
Material Changes in the Quarterly Results as Compared with the Immediate 
Preceding Quarter

The Group’s revenue for the current 2nd quarter ended 30 June 2005 of RM45 million decreased by approximately RM12 million as compared to the 1st quarter 2005 ended 31 March 2005. The lower revenue was mainly due to lower recognition of work-in-progress from property development in the current quarter.
Profit before taxation of RM27 million against a loss of RM4 million in the first quarter reported by the Group for the current 2nd quarter 2005 ended 30 June 2005 was due to a gain on disposal of subsidiaries (Note 4) of RM40 million.  However, the profitability was reduced by losses reported in hotels and leisure related activities.
15         Current Year Prospects 

The Directors are of the opinion that the overall performance of the Group will largely depend on the property market demands and the tourist arrivals in Malaysia. Barring unforeseen circumstances, the property development division will continue to give positive results for the next 6 months.
16         Variance on Profit Forecast / Profit Guarantee 

Not applicable.

17         Taxation

Taxation comprises:
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RM’000 RM’000 RM’000 RM’000

Malaysian taxation 

- current period

            (922)        12,302           1,205         14,081 

- deferred tax

             161           8,569              871         10,038 

            (761)        20,871           2,076         24,119 

Share of taxation of 

associated companies

                 -                  -                  -              375 

            (761)        20,871           2,076         24,494 

3 months ended 6 months ended


The effective rate of taxation for the Group is lower than the statutory tax rate as the gain arising from the disposal of subsidiaries, is not taxable.
18         Sale of Unquoted Investments/ Properties

There was no sales of unquoted investments/ properties during the period under review

19          Purchase and Sale of Quoted Securities 

(a) No marketable securities disposed and purchased in current quarter. 
 (b)  Investments in quoted securities as at 30 June 2005 are as follows: 

	
	RM’000

	Total investments at cost 
	11,752

	Total investments at carrying value/ book value (after provision for diminution in value)
	7,535

	Total investment at market value at end of reporting period
	5,066


20
Corporate Proposals
(a) 
Status of Corporate Proposals
(i) Public Offering Exercise Undertaken by Mines City Hotel Berhad (“MCH”)
The Company had embarked on the divestment of up to 49% interest in MCH, a wholly owned subsidiary of CHHB by way of a public issue/ placement of up to 200,000,000 new ordinary shares in MCH at an issue price of RM1.00 per share payable in full on application.
As at 5.00 p.m. on 27 June 2005 (closing date), MCH has achieved a total subscriptions of RM51,997,000 or approximately 26% of the total issue/ placement shares to be issued pursuant to the Public Issue/ Placement. As such, the issued and paid- up share capital of MCH as at 27 June 2005 is RM271,997,000 comprising 271,997,000 ordinary shares of RM1.00 each. MCH is now a 80.9% owned subsidiary of CHHB.
(ii) Asset based settlement to extinguish liabilities arising from the 5 sen Cumulative Redeemable Preference Shares of RM0.10 each (“CRPS 1”) in the Company (“Asset Based Settlement Exercise”)

On 11 March 2004, CHHB announced that the Group has undertake an Asset Based Settlement Exercise (“ABSE”) which aimed to settle the RM190 million CRPS 1 liabilities and its related interest expenses with the following transactions:

(i) the disposal the entire issued and paid up share capital of Pioneer Oscar Bhd to Mines Golf Resort Bhd (MGRB);

(ii) the disposal of the entire issued and paid up share capital of Mines Wonderland Sdn Bhd and Paramount Returns Sdn Bhd to Executive Circle Sdn Bhd (“Executive Circle”) (formerly known as Mines Resort City Sdn Bhd); 
(iii) the rescission of the sale of a parcel of land known as the Prinsip Land by Prinsip Kombinasi (M) Sdn Bhd to CHHB; and

(iv) the settlement by way of set-off of debts between the Group, and Executive Circle and its certain subsidiaries and between the Group and MGRB, including the shortfall in profit guarantee in connection with the disposal of a subsidiary, Mines International Exhibition Centre Sdn Bhd for the purpose of setting off liabilities arising from CRPS 1.
20
Corporate Proposals (continue)
(a) 
Status of Corporate Proposals (continue)
(ii) Asset based settlement to extinguish liabilities arising from the 5 sen Cumulative Redeemable Preference Shares of RM0.10 each (“CRPS 1”) in the Company (“Asset Based Settlement Exercise”) (continue)
On 29 December 2004, the Securities Commission granted a conditional approval to the ABSE and subsequently on 29 March 2005, the shareholders of CHHB approved the ABSE.
The ABSE was completed on 23 June 2005. 

Gen. (Retired) Tan Sri  (Dr) Mohamed Hashim bin Mohd Ali, Tan Sri Lee Kim Yew and Dato’ Azhar bin Hashim are deemed interested of the ABSE by virtue of their interest in MGRB. Tan Sri Lee Kim Yew is deemed interested of the ASBE by virtue of his substantial interest in Executive Circle. Prinsip Kombinasi (M) Sdn Bhd is a wholly owned subsidiary company of Executive Circle.

(b) Status of Utilisation of Proceeds from Public Offering Exercise Undertaken by Mines City Hotel Berhad 
The utilisation of the proceeds derived from the Public Issue/Placement Exercise is as follows:-
	
	
	RM’000

	Proceeds from subscription up to 27 June 2005
	
	51,997

	Partial bond redemption 
	
	(50,000)

	Partial payment of bond interest 
	
	(1,000)

	Payment of Public Issue/Placement Exercise expenses
	
	(997)

	Balance of the proceeds
	
	-


21
Borrowings

The Group bank borrowings, equity and debt securities as at end of the current reporting period are: 
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RM’000 RM’000 RM’000

Secured

Bank overdrafts 11,156       -               11,156        

Working capital loan 12,000       3,950        15,950        

Revolving credits 73,947       -               73,947        

Term loan

   - local 5,500         28,150      33,650        

   - foreign (New Zealand Dollar) -                -               -                 

Bonds -                150,000     150,000      

Redeemable Convertible Secured Loan Stock 

("RCSLS")

  - RCSLS 2002/2007 -                82,879      82,879        

  - RCSLS Series A 2004/2011 -                420,000     420,000      

Redeemable Secured Loan Stock 

 (‘RSLS Series B’)  -                68,822      68,822        

Total secured borrowings 102,603     753,801     856,404      

Unsecured

Bank overdrafts

   - local 87             -               87              

Revolving credits 16,800       28,000      44,800        

Hire purchase & lease creditors 283            1,378        1,661          

Total unsecured borrowings 17,170       29,378      46,548        

Comprising: 

Local borrowings 119,773     783,179     902,952      

Foreign borrowings -                -               -                 

Total borrowings

119,773     783,179     902,952      


All borrowings are denominated in Ringgit Malaysia unless indicated otherwise.

22      Off Balance Sheet Financial Instruments

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

23      Pending Material Litigation

The pending material litigations are:

(a) On 25 June 2001, Protemp Exhibition Sdn Bhd filed a claim against Output Combination Sdn Bhd, a wholly owned subsidiary of CHHB, as the second defendant for wrongful termination of its appointment as exhibition managers pursuant to an Appointment Agreement dated 7 January 1999. The claim is for alleged loss of management fee and commission amounting to RM300,000 and RM865,376 respectively plus other damages. The Court has fixed 7 December 2005 for case management.

(b) On 5th May 2005, Azizan Bin Ismail and Razali Bin Zaihidin (“Plaintiff”) filed a claim against Mines Engineering & Technical Services Sdn Bhd, a wholly owned subsidiary of CHHB (“Defendant”) for alleged unfair termination of their employment. Azizan Bin Ismail and Razali Bin Zaihidin are both claiming RM342,924.00 and RM 593,844, respectively. The Court has fixed 3 October 2005 and 4 October 2005 for hearing.

(c) Master Strike Sdn Bhd (‘Master Strike’), a wholly-owned subsidiary of CHHB, commenced an action in 1998 against Sterling Heights Sdn Bhd (‘Sterling Heights’) for the refund of a deposit sum of RM7,140,985 (‘the Deposit) paid by Master Strike as purchaser pursuant to a Sale and Purchase Agreement dated 20 March 1997 ("SPA”) which was forfeited on the ground of non-completion of the SPA by Master Strike. The High Court dismissed Master Strike’s claim with costs in October 2001. Master Strike filed an appeal against the decision of the High Court to the Court of Appeal. The Court of Appeal dismissed Master Strike appeal with costs on 26 April 2005. The Management is still awaiting the Federal Court’s decision on our leave application filed on 25 May 2005 to the Federal Court to appeal against the decision of the Court of Appeal.  

(d) Mines Exhibition Management Sdn Bhd (“MEM”), a subsidiary of CHHB, has on 28 January 2005 commenced action against Chua Lee Seng and Cha Hoo Peng (“Defendants”) for the breach of Joint Venture Agreement dated 3 September 2001 and recovery of outstanding debt amounting to RM770,000 due to MEM. The Judge has yet to fix a hearing date for this matter.

24
Dividend

On 23 June 2005, the Board of Directors of CHHB announced that a fixed cumulative preferential net dividend at the rate of 5 sen per Cumulative Redeemable Preference Shares of RM0.10 each ("CRPS") commencing from 26 October 2002 and ending on 23 June 2005, the redemption date of the said CRPS, amounting to RM25,336,183.28 be declared to the holders of the CRPS of the Company.
The payment of such CRPS Dividend would be made in accordance with the terms and conditions as set out in the Second Supplementary Sale and Purchase Agreement dated 11 March 2004 and Third Supplementary Sale and Purchase Agreement dated 14 June 2004 respectively entered into between the Company and its subsidiaries namely Timbang Makmur Sdn Bhd, Country Heights Properties Sdn Bhd, Steady Prospect Sdn Bhd, Endless Gain Sdn Bhd, Mines Holdings Sdn Bhd, Fresh Innovatives Sdn Bhd and several other companies inter alia Executive Circle Sdn Bhd (formerly known as Mines Resort City Sdn Bhd), Focus Range (M) Sdn Bhd, Amat Matang Sdn Bhd, Heritage Range (M) Sdn Bhd, Natural Circle (M) Sdn Bhd, Prinsip Kombinasi (M) Sdn Bhd, Executive Review (M) Sdn Bhd and Mines Golf Resort Berhad.
25     Gain/ (loss) per share

Basic gain/ (loss) per share is calculated as follows:

i)    Included gain on Asset Based Settlement Exercise
Net profit for the period of RM21.6 million divided by total number of shares issued of 275,699,400
ii)    Excluded gain on Asset Based Settlement Exercise
Net profit for the period of RM21.6 million less gain on disposal of subsidiaries of RM40.8 million (Note 4) divided by total number of shares issued of 275,699,400

26      Authorisation for issue

The interim financial statements were authorized for issue by the Board of Directors in accordance with a resolution of the Directors on 29 August 2005.

By Order of the Board

Dato’ Ong Chong Sek
Director
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										6 months ended																																																																																																																																																																																																																																																																				6 months ended

								30-Jun-05				30-Jun-04																																																																																																																																																																																																																																																																30-Jun-05				30-Jun-04

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

				Segment revenue																																																																																																																																																																																																																																																																				Segment revenue

				Property developments				33,177				227,141																																																																																																																																																																																																																																																												Property developments				33,177				227,141

				Constructions				- 0				13,172																																																																																																																																																																																																																																																												Constructions				- 0				13,172

				Hotel operations				22,533				25,839																																																																																																																																																																																																																																																												Hotel operations				22,533				25,839

				Exhibition operations				2,303				10,302																																																																																																																																																																																																																																																												Exhibition operations				2,303				10,302

				Leisure operations				12,926				14,545																																																																																																																																																																																																																																																												Leisure operations				12,926				14,545

				Rental operations				20,012				16,847																																																																																																																																																																																																																																																												Rental operations				20,012				16,847

				Others				11,281				13,836																																																																																																																																																																																																																																																												Others				11,281				13,836

								102,232				321,682																																																																																																																																																																																																																																																																102,232				321,682

				Segment results																																																																																																																																																																																																																																																																				Segment results

				Property developments				10,330				84,752																																																																																																																																																																																																																																																												Property developments				10,330				84,752

				Constructions				(7)				6,554																																																																																																																																																																																																																																																												Constructions				(7)				6,554

				Hotel operations				401				1,128																																																																																																																																																																																																																																																												Hotel operations				401				51,128

				Exhibition operations				(4,477)				(872)																																																																																																																																																																																																																																																												Exhibition operations				(4,477)				(872)

				Leisure operations				(2,725)				(2,557)																																																																																																																																																																																																																																																												Leisure operations				(2,725)				(2,557)

				Rental operations				9,970				8,080																																																																																																																																																																																																																																																												Rental operations				9,970				8,080

				Others				(460)				(1,231)																																																																																																																																																																																																																																																												Others				(460)				(46,005)

								13,032				95,854																																																																																																																																																																																																																																																																13,032				101,080

				Unallocated corporate gain				40,107				- 0																																																																																																																																																																																																																																																												Unallocated corporate gain/(expenses)				40,107				(5,226)

				Profit from operations				53,139				95,854																																																																																																																																																																																																																																																												Profit/ (loss) from operations				53,139				95,854
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										RM'000

		Total disposal proceeds								85,634

		Less: Net assets disposed								(45,527)

		Gain on disposal to the Group								40,107

		Waiver of remaining balance of debts:

		-CHHB net liability for other related assets								676

		Reversal of accrual of expenses in relation to the Prinsip Land								43

										40,826
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				3 months ended				6 months ended

				30/6/05		30/6/04		30/6/05		30/6/04

				RM’000		RM’000		RM’000		RM’000

		Malaysian taxation

		- current period		(922)		12,302		1,205		14,081

		- deferred tax		161		8,569		871		10,038

				(761)		20,871		2,076		24,119

		Share of taxation of associated companies		-		-		-		375

				(761)		20,871		2,076		24,494
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				Short term		Long term		Total

				RM’000		RM’000		RM’000

		Secured

		Bank overdrafts		11,156		-		11,156

		Working capital loan		12,000		3,950		15,950

		Revolving credits		73,947		-		73,947

		Term loan

		- local		5,500		28,150		33,650

		- foreign (New Zealand Dollar)		-		-		-

		Bonds		-		150,000		150,000

		Redeemable Convertible Secured Loan Stock ("RCSLS")

		- RCSLS 2002/2007		-		82,879		82,879

		- RCSLS Series A 2004/2011		-		420,000		420,000

		Redeemable Secured Loan Stock

		(‘RSLS Series B’)		-		68,822		68,822

		Total secured borrowings		102,603		753,801		856,404

		Unsecured

		Bank overdrafts

		- local		87		-		87

		Revolving credits		16,800		28,000		44,800

		Hire purchase & lease creditors		283		1,378		1,661

		Total unsecured borrowings		17,170		29,378		46,548

		Comprising:

		Local borrowings		119,773		783,179		902,952

		Foreign borrowings		-		-		-

		Total borrowings		119,773		783,179		902,952






