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A.
NOTES TO THE INTERIM FINANCIAL STATEMENTS

A1
Basis of preparation

The unaudited condensed interim financial statements for the second quarter ended 30 June 2006 of the Group have been prepared in accordance with the requirement of Financial Reporting Standards (FRS) 134 “Interim Financial Reporting” and Chapter 9 Part K Paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad.

The unaudited condensed interim financial statements should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 December 2005.

The accounting policies, method of computation and basis of consolidation applied in the unaudited condensed interim financial statements are consistent with those adopted in the annual audited financial statements for the year ended 31 December 2005 except for the changes arising from the adoption of the new revised FRSs issued by MASB that are effective for financial year beginning on or after 1 January 2006 as follows:


FRS 2

Share-based payment



FRS 3

Business Combinations



FRS 5

Non-Current Assets Held for Sale and Discontinued Operations



FRS 101
Presentation of Financial Statements



FRS 102
Inventories



FRS 108
Accounting Policies, Changes in Accounting Estimates and 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 and Separate Financial Statements



FRS 128
Investments in Associates



FRS 131
Interest in Joint Ventures



FRS 132
Financial Instruments: Disclosure and Presentation



FRS 133
Earnings per Share



FRS 136
Impairment of Assets



FRS 138
Intangible Assets



FRS 140
Investment Property

A2
Comparatives

The following comparative amounts have been restated due to adoption of new and revised FRSs:

	
	Previously Stated
	Restated

	
	RM’000
	RM’000

	At 31 December 2005
	
	

	
	
	

	Property, plant and equipment
	233,138
	59,517

	Leasehold properties
	-
	173,621


A3
Audit report of preceding annual financial statements

The audited financial statements for the financial year ended 31 December 2005 were not subject to any audit qualification.

A4
Seasonal or cyclical factors
The Group’s operations are not materially affected by seasonal or cyclical factors.

A5
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 during the period under review.

A6
Material changes in estimates
There were no material changes in estimates of amounts reported in prior interim periods in the current financial year or previous financial years that have material effect in the period under review.
A7
Changes in equity and long term debts

There were no issuance or repayment of debt and equity securities, share buy-backs, share cancellations, repurchase, resale and repayment of debt and equity securities during the period under review.

A8
Dividend paid

There was no dividend paid during the period under review.

A9
Segment information

The segmental reporting for the current financial year- to-date is as follows:

	By Business Segment
	Property Development & Management
	Golf club & recreational facilities
	Hotel Operation
	Consolidated

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Revenue:
	
	
	
	

	External revenues
	142,031
	4,723
	11,857
	158,611

	
	
	
	
	

	Results:
	
	
	
	

	Operating profit
	24,441
	(219)
	(411)
	23,811

	Net Finance costs
	
	
	
	(15,219)

	Share of results of associated companies
	
	
	
	(334)

	Taxation
	
	
	
	(2,675)

	Profit for the period
	
	
	
	5,583

	
	
	
	
	


The activities of the Group are carried out mainly in Malaysia. Therefore, no segmental reporting is done by geographical locations. 

A10
Property, plant and equipment

Valuation of property, plant and equipment have been brought forward without any amendments from the previous annual audited financial statements.

A11
Material events subsequent to the end of the interim period

There were no other material events subsequent to the end of the current financial quarter ended 30th June 2006 up to the date of this report which, is likely to substantially affect the results of the operations of the Group other than the matters as disclosed in Note B11 “Material Litigation” to this interim financial statements.

A12
Changes in the composition of the Group

For this financial period ended 30 June 2006, the Group disposed a subsidiary company at sales consideration of RM24,000.00. (Ringgit Malaysia: Twenty Four Thousand Only). The value of net assets disposed of were as follows:

	Particulars
	At date of disposal

	
	RM’000

	
	

	Property, plant and equipment 
	40

	Current assets
	44,684

	Current liabilities
	(58,406)

	Net Liabilities Disposed of
	(13,682)

	Sale consideration
	(24)

	Gain on disposal
	13,706

	
	

	The cash flow on disposal is determined as follows:
	

	
	

	Sale consideration
	24

	Less: 
Cash and cash equivalent of subsidiary disposed of
	(301)

	NET CASH OUTFLOW ON DISPOSAL
	(277)


A13
Contingent liabilities


The contingent liabilities as at 30th June 2006 are as follows:

	a) Secured
	RM’000

	    Foreclosure proceedings taken by a financial institution in respect of a third party charge created by a subsidiary company over a piece of land
	26,574

	b) Unsecured
	

	    Guarantees issued  to banks for end financing loans given to house buyers
	5,447

	    Other claims filed against the Group
	14,217

	
	

	
	46,238


A14
Employee Share Option Scheme (“ESOS”)

The Company implemented an ESOS on 21 December 2005 for a period of 5 years. The ESOS is governed by the by-laws which were approved by the shareholders at the Extraordinary General Meeting on 15 June 2004. 

The main features of the ESOS are as follows:

●
The total number of ordinary shares to be issued by the Company under the ESOS shall not exceed 15% of the total issued and paid-up ordinary shares of the Company, such that not more than 50% of the shares available under the ESOS is allocated, in aggregate, to Directors and senior management.

●
Not more than 10% of the shares available under the ESOS is allocated to any individual Director or employee who, either singly or collectively through his/her associates, holds 20% or more in the issued and paid-up capital of the Company.

●
Any Director (both executive and non-executive Directors) of the KHSB Group (other than a company within the Group which is dormant) or an employee of the KHSB Group who is employed full time and is on the payroll of the KHSB Group (other than a company within the Group which is dormant), but does not include employees under probation, are eligible to participate in the scheme, subject to the final decision of the Options Committee.
●
The option price under the ESOS is the average of the mean market quotation of the shares of the Company as quoted in the Daily Official List issued by Bursa Malaysia Securities Berhad (formerly known as Malaysia Security Exchange Berhad (MSEB)), for the five market days preceding the offer date, or the par value of the shares of the Company of RM1, whichever is the higher. 
●
The options granted are exercisable from the date of grant and have a contractual option term of five years. 

●
Options granted under the ESOS carry no dividend or voting rights. Upon exercise of the options, shares issued rank pari passu in all respects with existing ordinary shares of the Company. 
The terms of shares options outstanding as at the end of the financial year are as follows:
Grant date

Expiry
Exercise



No of Share Options





Date

Price

1.1.2005
Granted
Terminated
  Exercised   31.12.2005







RM

      ‘000          ‘000                ‘000         ‘000              ‘000
28.12.05

28.12.10
1.00


-
 61,488                    -              -          61,488 
No options were exercised during the financial year.
B.
ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA SECURITIES BERHAD LISTING REQUIREMENTS

B1
Review of performance 

For the current quarter under review, the group revenue is higher by 154% (RM56.15 million) compared to RM36.39 million in the preceding quarter 2005, mainly attributed to higher revenue from property development sector. The Group profit before tax for the current quarter under review was RM3.00 million compared to RM2.75 million in the preceding quarter 2005.

B2
Quarterly Results Comparison

Group revenue for the current quarter of RM92.54 million increased by 40% compared to RM66.08 million recorded in the previous quarter, mainly due higher revenue from property development sector . The Group recorded a profit before tax of RM3.00 million in the current quarter as compared to RM5.26 million in the previous quarter. 

B3
Prospects

In view of the competitiveness of the property development industry, the Group expects the next quarter continues to be challenging. The Group will continue to strive on improving its operational efficiency and efficient deployment of resources. Current land bank will be reviewed for better utilisation to generate more revenue. 

B4
Profit forecast and profit guarantee

No profit forecast or profit guarantee were issued for this financial period.

B5
Taxation
	

	
	Current 

Year

To-date

30-06-06

	
	RM’000



	Current tax provision
	3,192

	Deferred tax transfer from balance sheet
	(517)

	
	

	
	2,675


The group tax charge in the current financial period reflects an effective rate which is lower than statutory tax rate as certain subsidiary companies in the Group are not in taxable position due to the availability of unabsorbed tax losses brought forward.

B6
Unquoted investment and properties

There were no disposal of unquoted investments and properties during this financial period.

B7
Quoted securities

There were no purchases or sales of quoted securities for this financial period. 

B8
Status of corporate proposals

There were no changes in the status of corporate proposals of the Group at the date of this interim financial statements.

B9
Borrowings and debt securities

The Group borrowings as at 30th June 2006, all denominated in local currency are as follows :-

	
	Total

	
	RM’000

	Short Term Borrowings :
	

	   Secured
	16,255

	   Unsecured
	49,363

	
	

	
	65,618

	
	

	
	Total

	
	RM’000

	Long Term Borrowings :
	

	   Secured
	233,652

	   Unsecured
	-

	
	233,652

	
	

	Total Borrowings
	299,270


B10
Off balance sheet financial instruments

There were no off balance sheet risks as at the date of this report that might materially affect the position or business of the Group. 

B11
Material litigation

Save as disclosed below, as at the date of this Circular, neither KHSB nor its subsidiary companies are involved in any material litigation, claim or arbitration either as plaintiff or defendant and the Directors do not have any knowledge of any proceedings, pending or threatened against KHSB or its subsidiary companies or of any facts likely to give rise to any proceedings which might materially affect the financial position or business of KHSB or its subsidiary companies.

a.
Cases where KHSB  and its group of companies is/are the Plaintiff(s)

1.
SAP Holdings Berhad (SAP) filed an action against PAG Mampu Jaya Sdn Bhd (PAG) vide Kuala Lumpur High Court Summons No. D2-22-1075-05 claiming the sum of RM15.93 million together with general damages for loss of profit, interest and cost for breach of a Joint Venture Agreement between SAP and PAG dated 15th May 2000. PAG has filed a counter claim against SAP for the sum of RM2.072 million for breach of terms of the Joint Venture Agreement.  

SAP has filed an application to obtain summary judgment against PAG and the Court has fixed 17.8.2006 as hearing date for the application for summary judgment and the Court has instructed both parties to file skeletal submissions.

2.
Central Spectrum (M) Sdn Bhd (“CSSB”) filed an action against Pentadbir Tanah Daerah Klang (“KTM 1”) vide Shah Alam High Court Summons No. MT3-15-686-2004. CSSB was awarded a sum of RM2,664,364.00 on 7th February 2004 by KTM 1 for land acquisition for Lot. 74072,74073, 74074 and 74075 [No. Hakmilik: PN 7941, 7940,7939 and 7938]. CSSB has filed an appeal on the quantum and measurement awarded to CSSB. 


CSSB filed another action against Pentadbir Tanah Daerah Klang (“KTM 2”) vide Shah Alam High Court Summons No. RT-MT1-15-88-2005 whereby CSSB was awarded a sum of RM4,535,114.00 on 19th April 2005 for land acquisition for Lot. 74076, 74077, 74078, 74079 and 10490 [No. Hakmilik: PN 7937, 7936, 7935, 7934 and 12229. CSSB has filed an appeal on the quantum and measurement awarded to CSSB. 


The Court has given a mention date on 25.5.2006 for both cases for both parties to explore out-of-court settlement. On the 25.5.2006 CSSB has given additional documents to the State Legal Advisor for their perusal and comment and the Court has fixed another mention date on 28.9.2006 for both parties to reach for settlement.

3.
Brisdale Resources Sdn Bhd (BRSB) filed an action against Project 33 Construction Sdn Bhd (P33) vide Kuala Lumpur High Court Summons No. S4-22-400-2006 claiming from P33 the sum of RM13.5 million together with interest and cost being liquidated and ascertained damages for failure to complete the piling and building works for construction of a condominium for BRSB.

P33 has filed its Statement of Defence and the hearing date of the above case has not been fixed by the court.

b.
Cases wherein KHSB  and its group of companies is/are the Defendant(s)

1.
Upright Dignity Sdn Bhd (“UDSB”) instituted an action for specific performance and other consequential relief against Perbadanan Kemajuan Pertanian Selangor (“PKPS”), SAP Holdings Berhad (“SAP”) and Desa Hilir Sdn Bhd (“DHSB”) at the Shah Alam High Court vide Civil Suit No. MT4-21-60-2000 purportedly in relation to a sale and purchase agreement dated 24th April 2000 (“Purported SPA”) entered into between DHSB as attorney for PKPS and SAP and UDSB in respect of a piece of land held under H.S.(D) 1426 P.T. No. 4466 Mukim Dengkil, Daerah Sepang, Selangor Darul Ehsan, measuring approximately 556.482 acres (“Said Land”) of which PKPS was the registered proprietor. The purported SPA was entered into solely between DHSB and UDSB where neither SAP nor PKPS were aware of the said transaction nor did they give their consent to the purported sale of the said land. UDSB has also claimed in the alternative for a refund of all monies paid by UDSB to DHSB with interest at 8% per annum from 25th April 2000 as well as damages for breach of contract. The case was heard on 23rd and 24th August 2005 and the court adjourned the case for continued cross examination of the witnesses and the court has now fixed 26th February 2006 and 6th March 2006 for SAP’s counsel to cross examine the witness. On 6th March 2006, this case was fixed for continued hearing on 4th and 5th October 2006.

Meanwhile, SAP’s appeal to the Judge-In-Chambers against the Senior Assistant Registrar’s decision in dismissing SAP’s application to amend the Statement of Defense was fixed for Hearing on 11th May 2006 but the same was not listed and the next date have yet to be obtained.

The Directors are of the opinion that SAP (not being a party to the Sale and Purchase Agreement between DHSB and UDSB) has good defense against the claim taken by UDSB.
2.
AmFinance Berhad now known as AmBank (M) Berhad (“AMF”) has instituted foreclosure proceedings against SAP Holdings Berhad (“SAP”) vide Shah Alam High Court Originating Summons No. MT1-24-1770-2002 in respect of a piece of land held under H.S.(D) 20034 PT No. 26549 Mukim Batu Daerah Gombak (“Said Land”) SAP, the registered proprietor of the Said Land, created  a third party charge over the Said Land in favour of AMF as security for the loan facility of RM17.0 million granted by AMF to Cergas Tegas Sdn Bhd (“CTSB”) pursuant to a Joint Venture Agreement dated 12th January 1991 entered into between SAP and CTSB. AMF has been seeking an order for sale of the Said Land arising from CTSB’s default in payment of the said facility.  SAP has taken steps to oppose the foreclosure proceedings and has also proceeded to take the necessary legal action to protect its beneficial interest on the Said Land. The matter was fixed for hearing of an application to intervene by the Executrix of the estate of Mohan Singh on 14th July 2004 which has since been adjourned to 18th September 2006.  The Company is of the opinion that the foreclosure action by AMF against SAP cannot be proceeded with.

CTSB filed an action vide Kuala Lumpur High Court No. S2-22-185-2004 alleging that SAP’s termination of the joint venture agreement and the agreements ancillary thereto (“JVA”) due to CTSB’s breach of four (4) fundamental conditions of the JVA was wrongful and claimed for the transfer of the ownership of the Said Land to CTSB (even though the balance of the consideration is still unpaid by CTSB to SAP together with interest and other costs involved), damages to be assessed and the purported loss of profits of approximately RM350.0 million. SAP has filed its defense and made a counterclaim against CTSB for the said four (4) fundamental breaches of the JVA by CTSB and claiming amongst others, for the return of vacant possession of the Said Land, damages in the sum totaling to approximately RM399.0 million and an indemnity against all claims in the foreclosure proceedings.  The trial of this matter is fixed on 30 April 2007. An ex-parte injunction was granted by the Kuala Lumpur High Court vide suit no. S6-22-280-2006 on 17 April 2006  against SAP in relation to the Said Land.  SAP has opposed the injunction and the hearing for the inter-partes is now fixed for mention on 26 September 2006. The Company is also of the opinion that SAP has a good chance to succeed in the counter-claim of RM399.0 million against CTSB.

3.
Menara Setia Sdn Bhd (“MSSB”) initiated an action against SAP Ulu Yam Sdn Bhd (“SUY”) (a subsidiary of KHSB through SAP) vide Kuala Lumpur High Court Suit No. D3-22-2111-2002 claiming for the sum of RM1,893,200-14 together with all cost and interest thereon at the rate of eight (8%) per cent per annum from 22 April 1998 to the date of settlement for the amount allegedly due for the earthworks undertaken by MSSB for Ulu Yam Heights Development. The Plaintiff’d claim is likely to be struck off on the ground that MSSB’s previous claim against SUY vide Kuala Lumpur High Court Summons No. D2-22-2467-99 pursuant to the same cause of action had been struck off with costs by the Senior Assistant Registrar of the High Court (“SAR”) on 16th January 2001 and the Plaintiff’s appeal against the SAR’s decision was dismissed with costs on 28th January 2002. This case is fixed for full trial on 29th and 30th August 2005. However, the full trial was later postponed to 20th and 21st November 2006.


The directors are of the opinion that SUY has a good defense against MSSB and that MSSB’s claim is likely to be struck off.

4.
Mazli Mohamed, a former employee of Central Holdings Management Services Sdn Bhd (“CHMS”) (a subsidiary company of SAP) who had resigned from CHMS instituted proceedings against SAP Holdings Berhad (“SAP”) vide Industrial Court Suit No. 7/4-480/98 on 5 September 1998 seeking reinstatement to his former job as a General Manager in CHMS or in the alternative, compensation for purported wrongful dismissal. SAP’s application for judicial review on the Judge’s decision not to allow SAP’s counsel to cross-examine the Claimant was heard on 23 July 2004. The High Court Judge ordered that all proceedings in the Industrial Court to be stayed pending the final decision on the judicial review. 


SAP has succeeded in the judicial review whereby SAP’s counsel is now allowed to cross-examine the Claimant in the Industrial Court. The hearing date has not being  fixed by the Court.

The directors are of the opinion that SAP has a good case in defense against Mazli Mohamed, the former employee of CHMS.

5.
CGE Construction Sdn Bhd (CGE) has filed an action against SAP Air Hitam Properties Sdn Bhd (SAP) vide Shah Alam Civil Suit No. MT4-22-434-2006 alleging SAP owes CGE the sum of RM4.1 million purportedly being balance payment for project known as “Proposed site clearance, earthworks, drainage, main road works and final layer to internal roads and related works to the proposed residential commercial and recreational development at Lestari Perdana, mukim Petaling, daerah Petaling Selangor” (the Project).

Vide letter of Award dated 18.9.2001 CGE has been awarded the Project for the contract sum of RM21,033,000.00. The date of completion of the Project is on 31.3.2003 and the Project has not been completed by CGE.


SAP is in the process of filing an application in Court for stay of proceeding as the case should be referred to Arbitration as provided under the Conditions of Contact for the Project.

B12
Dividends
No dividend has been recommended or declared for this financial period.
B13
Earning per share

The basic earning per share of the Group for the current quarter of 0.73 sen is calculated based on consolidated profit attributable to equity holders of the parents of RM3.29 million and number of ordinary shares in the financial year of 450 million.

BY ORDER OF THE BOARD

NORLIDA JAMALUDDIN

COMPANY SECRETARY

Date: 29 August 2006 

Kelulusan Pengumuman :

Keputusan Kewangan Bagi Suku Kedua Tahun Berakhir 30hb Jun 2006 ini diluluskan untuk pembentangan kepada Lembaga Pengarah dan Jawatankuasa Audit dan seterusnya pengumuman kepada Bursa Malaysia Securities Berhad.

Ching Hong Seng

Pengurus Besar - Kewangan

Tarikh: 29 Ogos 2006
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