ANN JOO RESOURCES BERHAD (371152-U)


EXPLANATORY NOTES
1. BASIS OF PREPARATION

The interim financial report has been prepared in accordance with Financial Reporting Standards (“FRS”), FRS 1342004 : Interim Financial Reporting and Chapter 9 of the Listing Requirements of Bursa Malaysia Securities Bhd (“Bursa Securities”). The adoption of new FRS which resulted in changes in accounting policies and methods of computation is as follows :


FRS 117  : Leases 
With the adoption of FRS 117, leasehold land previously included within property, plant and equipment, is reclassified as prepaid lease payments in a separate asset category on the balance sheet. The reclassification of prepaid lease payments in the consolidated balance sheet for the comparative period has been restated accordingly.

The financial statements for the prior year interim periods though immaterial have been restated in accordance with the FRS 101 : Presentation of Financial Statements for comparison purposes. These changes in presentation of the prior year interim reports have no material impact to the Group’s financial statements.

Apart from the implementation of the FRS, other accounting policies and methods of computation in the interim financial statements conform to the audited financial statements for the financial year ended 31 December 2006.

2.
STATUS OF AUDIT QUALIFICATION

There was no audit qualification on the audit report of the preceding annual financial statements.

3.
SEASONALITY OR CYCLICALITY OF INTERIM OPERATIONS
Except for the major festive seasons when activities slow down, the pace of the company’s business generally moves in tandem with the performance of the economy.

4.
NATURE AND AMOUNT OF UNUSUAL ITEMS 

Save for the following, there was no item that affect assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size, or incidence for the current financial period ended 30 June 2007.
Following the voluntary general offer by the Company to acquire the remaining shares of Ann Joo Steel Bhd (“AJS”, formerly known as Malayawata Steel Bhd), AJR held 96.34% equity interest excluding treasury shares in AJS, represents 194,000,772 ordinary shares of RM1.00 each in AJSB as at 30 June 2007. To part finance the purchase of additional shareholding in AJS, the Company has drawndown a term loan amounting to RM141.31 million as at 30 June 2007.

5.
NATURE AND AMOUNT OF CHANGES IN ESTIMATES 

There were no major changes in estimates of amounts reported in the prior interim period of the current financial year or in prior financial years which give a material effect in the current interim period.

6.
DEBT AND EQUITY SECURITIES
During the financial period ended 30 June 2007, there were no issuances, cancellations, resale or repayments of debt and equity securities except for the repurchase of 618,300 shares of its issued share capital from the open market during the period. The average purchase price paid for the share repurchased was RM2.17 per share. As at 30 June 2007, of the total 348,471,519 issued and fully paid ordinary shares, 11,591,300 shares were held as treasury shares at an average purchase price of RM1.23 per share. The share buyback transactions were financed by internally generated funds. 
7.
DIVIDENDS PAID

During the financial period to-date, the Company has paid :

(i) a second interim dividend of 4 sen per share (less income tax of 27%) in respect of the financial year ended 31 December 2006 amounting to RM9,854,957 on 11 January 2007;

(ii) a final dividend of 6 sen per share (less income tax at 27%) in respect of the financial year ended 31 December 2006 amounting to RM14,755,354 on 10 July 2007.

8.
SEGMENTAL REPORTING

The segment revenue and segment result for the six months financial period ended 30th June 2007 were as follows :
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9.
 VALUATION OF INVESTMENT PROPERTIES, PROPERTY, PLANT AND EQUIPMENT  

      AND BIOLOGICAL ASSETS
The valuations of property, plant and equipment, investment properties and biological assets have been brought forward without any amendments from the previous financial statements.  

10. 
MATERIAL EVENTS SUBSEQUENT TO THE END OF THE PERIOD
Save as disclosed in note 21 under status of corporate proposals, there has not arisen in the interval between the end of the second quarter 2007 and the date of this announcement, any item, transaction or event of a material and unusual nature likely in the opinion of the Board of Directors, to affect substantially the results of the operations of the Group for the quarter ended 30 June 2007 in respect of which this announcement is made.
11.
CHANGES IN THE COMPOSITION OF THE GROUP

During the quarter under review, the Company had incorporated a new wholly-owned subsidiary, Ann Joo Integrated Steel Sdn Bhd ("AJIS") on 25 May 2007. AJIS is incorporated in Malaysia with an authorised capital of RM100,000.00 and the initial paid-up capital is RM2.00. The purpose of its incorporation is to carry on the principal activities of iron making. 

Save as disclosed above, there were no changes in the composition of the Group for the financial period under review.
12. CONTINGENT LIABILITIES OR CONTINGENT ASSETS 

Empresa (M) Sdn Bhd, an indirect subsidiary of the Company, is a joint defendant in two legal suits brought by natives for alleged trespass of native customary rights areas included within the provisional lease area granted to the subsidiary company by the state government. Both cases are now pending before the courts. The Board of Directors, after consultation with the Company’s legal counsel, is unable to ascertain the extent of the liability at this point in time due to the acreage of claim is not spelt out; and the possible outcome of the case cannot be determined based on balance of probability method at this point in time as it would depend on both the documentary evidence and oral evidence to be adduced at trial. The Board of Directors is unable to estimate the potential loss, if any, at this point in time.

Save as disclosed above, there were no material contingent liabilities or contingent assets as at the date of this report.

13.
CAPITAL COMMITMENTS

The capital commitments as at 30 June 2007 were as follows :
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14.
REVIEW OF PERFORMANCE 

During the quarter under review, the Group recorded a lower revenue of RM375.73 million, representing a decrease of 22% as compared to RM479.24 million in the corresponding quarter of 2006. This was mainly due to the comparatively soft domestic and international market for construction steel resulting in a lower quantity of steel product sold. Despite lower sales volume for construction steel, the revenue of engineering and structural steel products continue to improve coupled with the increased selling prices have thereby mitigated the reduction of the Group’s revenue. 
The Group recorded a higher revenue of RM828.15 million for the six months ended 30 June 2007 against a revenue of RM741.19 million for the preceding year corresponding period, an increase of RM86.96 million or 11.7%. This is mainly attributable to higher selling prices of both construction steel and engineering & structural steel products sold despite a lower sales volume being recorded during the first half year of 2007 comparing with the first half year of 2006. 
The Group recorded a higher profit before tax (“PBT”) in the second quarter of the year at RM54.22 million compared to RM33.07 million in the corresponding quarter of 2006, representing an increase of 64% or RM21.15 million. The increase in PBT was mainly due to higher international prices of steel products coupled with the Group’s efforts in implementing the strategic procurement policy and effective inventory management. The Group’s continuous productivity improvement activities as well as cost control measures have also contributed to the improved profitability. The improved international steel price also enhanced the profit margin of the trading subsidiaries in the current quarter.
On a year to-date basis, the favourable prices of steel products coupled with the Group’s effort to control costs in an environment of rising costs have enabled the Group to set a new record PBT of RM100.73 million. 

15.
VARIATION OF RESULTS AGAINST PRECEDING QUARTER 
The Group’s recorded a lower revenue of RM 375.73 million in the second quarter of 2007 as compared to RM452.41 million in the first quarter of 2007. During the quarter under review, the international market was relatively soft due to low seasonal period in Middle East as well as market correction in relation to the drastic change in the China Government’s policy on the control of the export of its steel product.
The Group registered a higher PBT in the second quarter 2007 of RM54.22 million as compared to  RM46.51 million in the first quarter 2007.The significant increase in the Group’s profitability is mainly attributable to the Group’s ability to consistently manage its stock positions to maximize its profit in the volatile steel and raw material markets, both locally and internationally.
16.
CURRENT YEAR PROSPECTS

The demand for construction steel products is anticipated to pick up again after a lull of slow trading in the mid year. The local steel market is expected to be driven by the domestic demands through implementation of the projects under the Ninth Malaysia Plan. The effects will continue to spill over to the steel industry when the projects take off especially with the expected construction commencement of the Second Penang Bridge and Double-track Railway project. 

Regionally, there will be export opportunities for the Group with the constructions of numerous mega projects in South East Asia. The international steel market especially in Middle East, Russia, Ukraine and Turkey is still stable and is expected to pick up soon after the low seasonal period. 

Whilst demand for raw materials such as scrap is also expected to remain strong and prices to remain high, the Group will continuously be on the lookout for opportunities for strategic stock management via continuous improvement in productivity and plant efficiency. The Group’s stockist business will continue to focus on the trading of high margin engineering and structural steel products. Subsequent to the privatisation of AJS, the Group will continue its business rationalization strategy in order to maximize the synergy effects from the consolidation exercise for future growth.
The Board of Directors is confident that the Group will be able to achieve a strong performance for the remaining quarters of the year which is expected to be driven by the strong international steel market and the commencement of projects under the Ninth Malaysia Plan.
17. VARIANCE OF ACTUAL PROFIT FROM FORECAST PROFIT

The Group did not issue any profit forecast or profit guarantee for the financial year ended 31 December 2007.

18. TAXATION

The tax figures comprise :-
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The effective tax rate of 14.18% for the current quarter was lower than the statutory tax rate mainly due to the utilisation of reinvestment allowances/unabsorbed losses by certain subsidiary companies. 
19.
SALE OF UNQUOTED INVESTMENTS AND/OR PROPERTIES

On 14 February 2007, the Company completed the disposal of four pieces of leasehold land in Pulau Indah to Advance Pyrotech Sdn Bhd, for a total cash consideration of RM8.94 million. 

Save as disclosed above, there was no significant sales of unquoted investments and/or properties during the current financial period to-date under review. 

20. PURCHASE OR DISPOSAL OF QUOTED SECURITIES

(a)
On 24 April 2007, Anshin Steel Service Centre Sdn Bhd, a 60% owned subsidiary of the Company sold 2,000 shares in Saujana Consolidated Bhd for a total cash consideration of RM1,525.
Save as disclosed above, there was no other purchase or disposal of quoted securities during the current financial period to-date other than that arising from the consolidation of the same in a subsidiary company which was acquired during the year.

(b)
The investments in quoted securities as at 30 June 2007 :-
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21.
STATUS OF CORPORATE PROPOSALS

On 12 April 2007, CIMB Investment Bank Bhd (“CIMB”) had on behalf of Ann Joo Resources Bhd (“AJR”) served the Notice on the Board of Ann Joo Steel Bhd (“AJS”) to acquire the then remaining 65,122,626 ordinary shares of RM1.00 each in AJS (“AJS Shares”), representing 32.31% of the total issued and paid-up capital of AJS including treasury shares as at 30 March 2007, which were not owned by AJR and person acting in concert with it for cash consideration of RM3.10 per AJS Share (“Offer”). The acquisition of AJS Shares by AJR during the period of Offer (“Acquisition”) and the Offer were collectively referred as “Proposals”.

As AJR held more than 90% of the listed AJS Shares as a result of the Offer, AJS did not comply with the public shareholding spread requirements of Bursa Securities (i.e. that at least 25% of the AJS’ total listed shares are in the hands of a minimum of 1,000  public shareholders holding not less than 100 AJS Shares each). The trading of AJS Shares was suspended on 6 June 2007. Following that, Bursa Securities de-listed AJS from the Official List of Bursa Securities on 26 June 2007. 

As at 2 July 2007, as announced by CIMB for and on behalf of AJR, the total AJS Shares held by AJR was 96.89% equity interest in AJS, which included 36,493,922 (18.12%) AJS Shares accepted under the Offer, which the acceptance forms had been received and verified and 1,123,433 (0.56%) AJS Shares accepted under the Offer but the forms had yet to be verified. As announced by CIMB, any holder of the AJS Shares not owned by AJR and person acting in concert with it (“Offer Shares”) and has not accepted the Offer may exercise his rights pursuant and subject to Section 34A of the SCA, by serving a notice on AJR to require AJR to acquire his Offer Shares on the same terms and conditions as set out in the offer document or such other terms as may be agreed by AJR and the holder concerned.

AJR had on 25 July 2007 despatched the AJR Notice to the remaining shareholders of AJS who have not accepted the Offer. Any holder of the AJS Shares who had not accepted the Offer may give notice to AJR that he requires AJR to acquire his AJS Shares not later than 25 October 2007, being three (3) months, from the date of AJR Notice or such later date as may be decided by AJR. 

Save as disclosed above, there were no other corporate proposals announced but not completed as at the date of this report.
22.
GROUP BORROWINGS AND DEBT SECURITIES


The total group borrowings as at 30 June 2007 were as follows :-

[image: image5.wmf]RM'000

Short term borrowings :-

- Secured

11,360

     

 

- Unsecured

436,461

    

 

447,821

    

 

Long term borrowings :-

- Secured

152,671

    

 

- Unsecured

21,000

     

 

173,671

    

 

Total borrowings

621,492

    

 


23.
FINANCIAL INSTRUMENTS 
Forward foreign currency exchange contracts are entered into by the Group to manage exposures to fluctuation in foreign currency exchange rate on specific transactions.

(a) The forward foreign currency exchange contracts which were entered into by the Group to limit its exposure on cash flows generated from anticipated transactions denominated in foreign currency were as follows :-
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The contracts mature within 6 months.

Exchange gain and losses arising on contracts entered into as hedges of anticipated future transactions are deferred until the date of such transaction, at which time they are included in the measurement of such transactions. All other exchange gains and losses relating to hedge instruments are recognised in the income statement in the same period as the exchange differences on the underlying hedges items. Gains and losses on contracts that are no longer designated as hedge are included in the income statement.

(b) Credit Risk

The above forward foreign exchange contracts were executed with creditworthy financial institutions in Malaysia. The Directors are of the view that the possibility of non-performance by the financial institutions concerned is remote on the basis of their financial strength.

24.
MATERIAL LITIGATION

There was no material litigation other than the status of the pending litigation as highlighted in Note 12 of this interim financial report.

25. DIVIDENDS 
On 15 August 2007, the Board of Directors approved and declared an interim dividend of 8 sen per share (less income tax of 27%) in respect of the financial year ending 31 December 2007. The interim dividend will be paid on 25 September 2007 to the Depositors registered in the Record of Depositors at the close of the business on 5 September 2007. 

26.
EARNINGS PER SHARE
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27.  AUTHORISATION FOR ISSUE

The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution of the Directors on 15 August 2007.

By Order of the Board

Leong Oi Wah (MAICSA 7023802)

Company Secretary
15 August 2007
Selangor Darul Ehsan
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