ANN JOO RESOURCES BERHAD (371152-U) 

(“AJR” or “THE COMPANY”)
EXPLANATORY NOTES

1. BASIS OF PREPARATION

The interim financial report has been prepared in accordance with Financial Reporting Standards (“FRS”), FRS 134 : 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 is as follows :

FRS 5 : Non-current Assets Held for Sale and Discontinued Operations

In compliance with the FRS 5: Non-current Assets Held for Sale and Discontinued Operations, the assets and liabilities of a disposal group have been reclassified as assets and liabilities held for sale on the balance sheet as at 31 December 2007.  The results of discontinued operations are presented separately in the income statement for those assets and liabilities of a disposal group in which the amounts will be recovered principally through a sale transaction rather than through continuing use. This change in accounting policy does not have impact in earnings per share.
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 presentation of the Group’s interim financial statements for the current period is based on the revised requirements of FRS 101: Presentation of Financial Statements, with the comparatives restated preceding year interim financial statements to conform with the current period’s presentation. 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 

Following the voluntary general offer by the Company to acquire the remaining shares of Ann Joo Steel Bhd (“AJSB”, formerly known as Malayawata Steel Bhd), AJR held 98.12% equity interest excluding treasury shares in AJSB, represents 197,594,827 ordinary shares of RM 1.00 each in AJSB as at 31 December 2007. To finance the purchase of additional AJSB shares, the Company has drawndown a term loan amounting to RM 189.12 million as at 31 December 2007 and RM 0.22 million from internally generated funds.

Save as disclosed above, there were no unusual items that affecting assets, liabilities, equity, net income, or cash flows during the current quarter and financial year.

5.
NATURE AND AMOUNT OF CHANGES IN ESTIMATES 

There were no major changes in estimates which give a material effect in the current quarter and financial year results.

6.
DEBT AND EQUITY SECURITIES
The Company had resold 12,402,100 treasury shares on the market at an average selling price of RM 4.01 per share in November 2007 and subsequently repurchased 1,171,100 shares of its issued share capital from the open market at an average purchase price of RM 2.50 per share in December 2007. As at 31 December 2007, out of the total 522,707,278 issued and fully paid ordinary shares, 1,171,100 shares were held as treasury shares at an average purchase price of RM 2.50 per share. The share buyback transactions were financed by internally generated funds.

Save as disclosed in Note 21 under status of corporate proposals for the bonus issue and rights issue of warrants and the above, there were no issuances, cancellations, resale or repayments of debt and equity securities during the quarter under review. 

7.
DIVIDENDS PAID

During the financial year ended 31 December 2007, the Company has paid :

(a) 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 RM 9,854,957 on 11 January 2007;
(b) a final dividend of 6 sen per share less income tax of 27% in respect of the financial year ended 31 December 2006 amounting to RM 14,755,354 on 10 July 2007;
(c) a first interim dividend of 8 sen per share less income tax of 27% in respect of the financial year ended 31 December 2007 amounting to RM 19,651,800 on 5 September 2007.

8.
SEGMENTAL REPORTING
The segment revenue and segment result for the financial year ended 31 December 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 on the issuance of the rights issue of warrants, there has not arisen in the interval between the end of the current quarter 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 current quarter in respect of which this announcement is made.

11.
CHANGES IN THE COMPOSITION OF THE GROUP

The Company on 14 November 2007 announced that AJSB had on 14 November 2007 entered into a Share Sale Agreement with C. B. Industrial Product Holding Berhad (“CBIPH”) together with other shareholders of Empresa (M) Sendirian Berhad (“Empresa”), namely Datuk Toh Chiew Hock, Toh Chiew Peng and Datin Lau Ai Lang (collectively known as “Toh Members”) for the disposal of AJSB’s entire shareholdings in Empresa comprising of 9,000,000 ordinary shares of RM1.00 each for a cash consideration of RM30,374,391.00 and the Toh members entire shareholdings in Empresa comprising of 1,500,000 ordinary shares of RM1.00 each for a cash consideration of RM5,062,399.50.


On 16 November 2007, a 10% deposit upon signing of the share sale agreement was received from CBIPH amounting to RM3,037,439.10. The agreement is pending completion at the date of this report. 
Saved as disclosed above, there were no other significant changes in the composition of the group for the quarter under review.

12. CONTINGENT LIABILITIES OR CONTINGENT ASSETS 

Empresa, 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 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.

However, the Group will no longer liable for any claims that may arise from the abovementioned contingent liabilities upon completion of the disposal of Empresa as stated under Note 11 Change In The Composition Of The Group.
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 31 December 2007 were as follows :
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14.
REVIEW OF PERFORMANCE 

During the quarter under review, the Group recorded higher revenue of RM 657.02 million, representing an increase of 97.1% as compared to RM 333.30 million in the corresponding quarter preceding year. This was mainly attributed to the favourable international billet market which resulted in higher export tonnage. Demand for bars and wire rods in the local market has also picked up with better selling prices transacted in the current quarter.  
The Group recorded higher revenue of RM 1.95 billion for the financial year ended 31 December 2007 against RM 1.44 billion for the financial year ended 31 December 2006, an increase of 35.4% or RM 509.54 million. This was mainly due to higher production output resulted from higher productivity from the steel manufacturing division to meet the increased billet exports and local rolled product. The stockist business and other manufacturing divisions remained steady and generated consistent revenue stream for the Group.

The Group registered a higher profit before tax (“PBT”) in the current quarter of RM 63.72 million compared to RM 27.63 million in the corresponding quarter preceding year, representing an increase of 131% or RM 36.09 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, effective inventory management and continuous productivity improvement activities. 

In an environment of robust international and local market condition coupled with effective procurement and inventory management, the Group has set a new record continuing operations’ PBT of RM 212.65 million in the financial year ended 31 December 2007 compared to the PBT of RM 132.32 million in the financial year ended 31 December 2006. The remarkable increase in profitability was mainly attributed to higher profit contribution from the steel manufacturing division subsequent to the privatization of AJSB as well as the synergistic effects of the implementation of the Group’s business rationalization strategies.
15.
VARIATION OF RESULTS AGAINST PRECEDING QUARTER 

The Group recorded higher revenue of RM 657.02 million in the current quarter as compared to RM 477.32 million in the preceding quarter 2007. This was mainly due to strong international and domestic market, which resulted in  increase in selling prices have contributed favorably to the increased revenue from higher billets exports and local rolled products.
The Group registered a higher PBT of RM 63.72 million in the current quarter as compared to RM 53.90 million in the third quarter 2007. The increase in the Group’s profitability was because of the Group’s ability to consistently manage its stock positions to maximize its profit in the volatile steel and raw materials markets, and to continually improve on its production efficiency and to ride on the robust international billet market.

16.
PROSPECTS
Despite the potential risk of economic slowdown sparked by the US sub-prime mortgage crisis, global steel demand is expected to be driven by the growth and investments in Brazil, Russia, India, China (B.R.I.C) and Middle East Countries  coupled with the construction of numerous mega projects in South East Asia. 
The local steel market is expected to be driven by the demand on the construction steel through implementation of mega projects under the Ninth Malaysia Plan. 
The prices of construction steel products have been continually firmed up in tandem with the increased international price trend in the raw material and semi-finished steels. 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, improvement in productivity and plant efficiency. 

The Group’s stockist business will remain focus on the trading of high margin engineering and structural steel products through strategic business alliances with renowned international steel mills. 

The Board of Directors is confident that the Group will be able to achieve a strong performance in the year 2008 which is expected to be continuously driven by the strong international steel market and the commencement of mega 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 6.92% for the financial period was lower than the statutory tax rate mainly due to the utilisation of reinvestment allowances and tax incentive to increase exports under the Income Tax (Exemption) (No. 17) Order 2005 by 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 RM 8.94 million. 

Save as disclosed in the Note 11 under the changes in the composition of the group on the disposal of Empresa and the above, there was no significant sales of unquoted investments and/or properties during the financial period 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 financial year ended 31 December 2007 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 31 December 2007 :-
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21. STATUS OF CORPORATE PROPOSALS

On 9 November 2007, Aseambankers Malaysia Berhad (“Aseambankers”) had on behalf of the Company announced the Notice of Book Closure date for the Bonus Issue of up to 174,235,759 new ordinary shares of RM1.00 each in the Company (“AJR Share”) to be credited as fully paid-up on the basis of one (1) Bonus Share for every two (2) existing ordinary shares of RM1.00 each in the Company (“Bonus Issue”). The book closure date of the Bonus Issue was fixed on 10 December 2007 and was listed and quoted on the Main Board of Bursa Securities on 26 November 2007, being the market day immediately after the books closure date.

On 26 November 2007, Aseambankers on behalf of the Company, announced that the book closure date for the Renounceable Rights Issue of 261,353,639 new warrants in the Company (“Warrants”), on the basis of one (1) Warrant for every two (2) existing AJR Shares was fixed on 10 December 2008. The issue price and the exercise price of the Warrants had been fixed at RM0.15 per Warrant and RM2.50 for every new AJR Share respectively. The Renounceable Rights Issue of Warrants was announced duly completed with the listing and quotation of the Warrants on Bursa Securities on 16 January 2008.
Save as disclosed in the Note 11 under the Changes In The Composition Of The Group on the disposal of Empresa and the 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 (other than borrowings from the disposal group held for sale) as at 31 December 2007 were as follows :-
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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 12 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 Contingent Liabilities or Contingent Assets of this interim financial report.

25. DIVIDENDS 
On 18 February 2008, the Board of Directors recommended a final dividend of 8.0 sen per share (less tax at 26%) in respect of the financial year ended 31 December 2007 for the shareholders’ approval in the forthcoming AGM. These financial statements do not reflect this final dividend which, when approved by shareholders, will be accounted for as an appropriation of accumulated profit from the shareholders’ equity in the financial year ending 31 December 2008. The entitlement date and payment date for the proposed final dividend will be determined and announced at a later date.                 

26.
EARNINGS PER SHARE
Basic  EPS  is  calculated  by  dividing  the  net  profit  for  the  period  attributable  to  equity  holders  of  the  parent  by  the  weighted  average  number  of  ordinary  shares  of  the  Company  in  issue  during  the  financial  period.

For  the  purpose  of  calculating  diluted  EPS,   the  net  profit  for  the  period  attributable  to  equity  holders  of  the  parent  and  the  weighted  average  number  of  ordinary  shares  in  issue  shall be  adjusted  for  the  dilutive  effects  of  all  potential conversion of any convertible securities issued during the financial period. 
Subsequent to the financial year end, the Company issued and listed 261,353,639 warrants on 11 January 2008 and 16 January 2008 respectively. Accordingly, the earnings dilution arising from the warrants conversion will be reflected in the financial year 2008 reporting.
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27.  DISCONTINUED OPERATION 




Referring to Note 12 of this interim financial report, the Group has entered into a Share Sale Agreement for the disposal of entire shareholdings in Empresa, a subsidiary of the Group. 
Profit attributable to the discontinued operation were as follows :

Results of Discontinued Operation

	
	2007                             2006

	
	
	(RM’000)
	
	(RM’000)
Restated

	Revenue
	
	43,072
	
	18,121

	Operating expenses
	
	(20,383)
	
	(12,803)

	Other operating income
	
	4
	
	57

	Profit from operations
	
	22,693
	
	5,375

	Finance cost
	
	(1,198)
	
	(1,228)

	Profit before tax
	
	21,495
	
	4,147

	Taxation
	
	79
	
	45

	Net profit for the year
	
	21,574
	
	4,192


	Cash flows from Discontinued Operation
	
	2007

	
	
	(RM’000)

	Net cash from operating activities
	
	24,254

	Net cash from investing activities
	
	(1,107)

	Net cash from financing activities
	
	(11,188)

	Net cash from / (used in) discontinued activities
	
	11,959

	
	
	


	
  Asset Classified as Held For Sale 
  (measured at the lower of carrying amount and fair value)
	2007

	
	(RM’000)

	Property, plant and equipment
	11,156

	Prepaid lease payments
	29,759

	Biological assets

	51,277

	Stocks
	709

	Receivables
	5,892

	Cash and bank balances
	165

	
	98,958

	
	

	Liabilities classified as held for sale
	2007

	
	(RM’000)

	Term loan
	20,000

	Payables
	 3,808

	Deferred taxation
	5,846

	
	29,654

	
	


28. 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 18 February 2008.

By Order of the Board

Leong Oi Wah (MAICSA 7023802)

Company Secretary

18 February 2008
Selangor Darul Ehsan
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