ANN JOO RESOURCES BERHAD (371152-U) 

(“AJR” or “THE COMPANY”)

EXPLANATORY NOTES

1. BASIS OF PREPARATION

The interim financial statements are unaudited and have been prepared in accordance with the requirements of Financial Reporting Standards (“FRS”), FRS 134 : Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Bhd (“Bursa Securities”).  

The interim financial statements should be read in conjunction with the audited   financial statements of the Group for the financial year ended 31 December 2007.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 financial year ended 31 December 2007. 

The interim financial statements have been prepared in accordance with the same accounting policies and methods of computation adopted in audited financial statements for the financial year ended 31 December 2007 unless as otherwise stated in Note 2 Adoption of Revised FRSs.

2. ADOPTION OF REVISED FINANCIAL REPORTING STANDARDS 

The significant accounting policies adopted are consistent with those of the audited financial statement for the financial year ended 31 December 2007 except for the adoption of the following revised FRSs effective for the financial periods beginning 1 January 2008. 

FRS 107


Cash Flow Statements

FRS 112


Income Taxes

FRS 118


Revenue

FRS 134


Interim Financial Reporting

FRS 137


Provisions, Contingent Liabilities and Contingent Assets

Amendment to FRS 121 
The Effects of Changes in Foreign Exchange Rates 
  - Net Investment in a Foreign Operation 

FRS 139 Financial Instruments : Recognition and Measurement which the effective date has yet to be announced has not been adopted by the Group.

The application of the abovementioned FRSs does not have any material impact on the financial statements of the Group.

3. STATUS OF AUDIT QUALIFICATION

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

4. 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.

5. NATURE AND AMOUNT OF UNUSUAL ITEMS 

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows during the financial period to date.

6. NATURE AND AMOUNT OF CHANGES IN ESTIMATES 

There were no major changes in estimates that have had material effect on the financial period to date results.

7. DEBT AND EQUITY SECURITIES

During the financial period ended 30 June 2008, the Company has repurchased of 2,748,600 shares of its issued share capital from the open market at an average purchase price of RM 3.70 per share.  As at 30 June 2008, out of the total 522,707,278 issued and fully paid ordinary shares, 11,503,400 shares were held as treasury shares at an average purchase price of RM 3.22 per share. The share buyback transactions were financed by internally generated funds.
Save as disclosure above, there were no issuances, cancellations, resale or repayments of debt and equity securities during the quarter under review. 

8. DIVIDENDS PAID

During the financial period ended 30 June 2008, the Company has paid a final dividend of 8 sen per share less income tax of 26% in respect of the financial year ended 31 December 2007 amounting to RM 30,405,350 on 16 June 2008.
9. SEGMENTAL REPORTING
The segment revenue and segment result for the six months financial period ended 30 June 2008 were as follows:
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10. VALUATION OF INVESTMENT PROPERTIES, PROPERTY, PLANT AND EQUIPMENT  

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

11. MATERIAL EVENTS SUBSEQUENT TO THE END OF THE PERIOD

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 financial period in respect of which this announcement is made.

12. CHANGES IN THE COMPOSITION OF THE GROUP


As stated under Note 20 Sale of Unquoted Investment and/or Properties, the Company’s subsidiary, Ann Joo Steel Berhad (“AJSB”)  has entered into a Share Sale Agreement (“SSA1”) with C.B. Industrial Product Holding Berhad (“CB”) and other shareholders of Empresa (M) Sendirian Berhad (“Empresa”) for the disposal of its entire 60% equity interest in Empresa. On 14 June 2008, the balance share sale considerations pursuant to SSA1 amounting to RM 27.3 million was received from CB. Accordingly, the Group ceased its control in the governance of the financial and operating policies of Empresa. With the cessation of effective control, as disclosed under Note 28 Disposal of A Subsidiary Company, the Group recognized the results of the disposal of Empresa in June 2008. The SSA1 was completed on 14 July 2008.

AJSB has on 25 April 2008 entered into a Share Sale Agreement (“SSA2”) with Tan Waing Huat, Radzali bin Hassan, Lim Pao Lin, Tham @ Tam Sock Ying, Tan Eng Siang and Hwang Siew Peng (collectively the “Vendors”) for the acquisition of the Vendors’ entire shareholding in Nanometric Technology Sdn. Bhd. (“NTSB”) comprising of 2,000,002 ordinary shares of RM 1.00 each (“the Shares”) for a cash consideration of RM11,905,761.59 (“Purchase Consideration”). Upon full payment of the Purchase Consideration and completion of the SSA2, the Group took control of the governance of the financial and operating policies of NTSB commenced from 1 July 2008.
Saved as disclosed above, there were no other significant changes in the composition of the group as at the date of this report.

13. CONTINGENT LIABILITIES OR CONTINGENT ASSETS 

As disclosed under Note 33 Contingent Liabilities of the statutory financial statements for the financial year ended 31 December 2007 of the Group, pursuant to the disposal of Empresa, the Company’s subsidiary, AJSB was no longer liable for the claims that may arise from the pending litigations stated therein. As at 30 June 2008, the corporate guarantees for the existing banking facilities of Empresa have been fully released by the respective financial institutions.

During the financial period ended 30 June 2008, the Company had given corporate guarantees amounting to RM 510 million to the financial institutions for syndicated term loan and letter of credit facilities of RM 500 million and foreign exchange contract facility of RM 100 million granted to the Company’s subsidiary, Ann Joo Integrated Steel Sdn Bhd for the financing of a blast furnace project. 

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

14. CAPITAL COMMITMENTS


The capital commitments as at 30 June 2008 were as follows :
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(a) contracted but not provided for 199,600        
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15. REVIEW OF PERFORMANCE 

During the quarter under review, the Group recorded higher revenue of RM 706.50 million, representing an increase of 93% as compared to RM 366.98 million in the corresponding quarter preceding year. For the first six month of financial year ending 31 December 2008, the Group registered higher revenue of RM 1.38 billion against revenue of RM 0.81 billion for the corresponding period preceding year.

The increase in revenue was mainly attributable to rising international steel prices which were primarily driven by strong world demands coupled with the liberalization of import and export of construction steels and removal of ceiling prices for bars and billets effective May 2008. 
The Group recorded higher profit before tax (“PBT”) of RM 227.65 million in the current quarter as compared to RM 50.15 million in the corresponding quarter preceding year, representing an increase of 354% or RM 177.50 million. On a year to-date basis, the uptrend international prices of steel products coupled with the Group’s efforts to effectively manage its production costs in a challenging business environment have enabled the Group to set another new record profit before tax from its continuing operations of RM 353.51 million as compared to RM 95.03 million for the corresponding period preceding year.

The strong profit performance was mainly attributable to effective execution of the strategic procurement policy and inventory management. The Group’s strategic procurement policy has enabled the Group to contain our material costs by physically stocking up the scrap in the absence of derivative market for hedging purpose. The healthy profit was also reflective of efficient steel mill operation stemming from continuous productivity improvement efforts resulted in higher production output at a competitive and efficient cost structure.

16. VARIATION OF RESULTS AGAINST PRECEDING QUARTER 

The Group recorded higher revenue of RM 706.50 million in the current quarter as compared to RM 671.31 million in the first quarter 2008. This was mainly due to strong international market and uptrend movement of international selling prices coupled with the liberalization of imports and exports of the construction steels and removal of ceiling prices for bars and billets effective May 2008.
The Group registered a higher PBT of RM 227.65 million in the current quarter as compared to RM 125.86 million in the preceding quarter. The strong growth in the Group’s profitability was mainly attributable to the Group’s ability to consistently execute effective inventory management and procurement strategies. This resulted in a lower scrap consumption cost through an early procurement of substantial volume at a much lower cost as compared to the prevailing market price which recorded a surge of scrap price by more than 60% during the first half year of 2008.The healthy profit was also derived from higher production output at lower cost structure as a result of efficient operations and continuous productivity improvement.
17. PROSPECTS
Local demand for construction steel remained lacklustre, being challenged by the inflationary pressure and slower construction activities. Despite a mid-term review of some construction projects under the Ninth Malaysia Plan, the domestic steel demand will continue to be underpinned by the roll-out of selected mega infrastructure projects which are crucial for the economic growth. 
The world steel demand is expected to remain strong predominantly by the emerging market, especially the B.R.I.C. (“Brazil, Russia, India & China”) countries and Middle East region, which are mainly driven by strong domestic demand and robust economic activities. In anticipating a volatile market with further price escalation of materials, energy costs and steel prices, the Group will continuously be on the lookout for opportunities for strategic procurement and inventory management, plant efficiency and productivity improvements. 
Riding on the robust international steel market, the Group’s stockist business will continue to remain focused on the trading of high margin engineering and structural steel products through strategic business alliances with renowned international steel mills. 

While the Group continues to enhance its performance in a challenging business environment on the expectation of upside risk of material and energy costs, barring unforeseen circumstances, the Group is confident of achieving strong performance in the remaining quarters in the year 2008. 
18. VARIANCE OF ACTUAL PROFIT FROM FORECAST PROFIT

The Group did not issue any profit forecast or profit guarantee for the financial year ending 31 December 2008.
19. TAXATION

The tax figures comprise :-
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The effective tax rate of 18.9% 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. 

20. SALE OF UNQUOTED INVESTMENTS AND/OR PROPERTIES
As stated in the Note 12 Changes of Composition in the Group, the Company’s subsidiary, AJSB entered into SSA1 for the disposal of its entire 60% equity interest of 9,000,000 ordinary shares of RM 1.00 each in the issued and fully paid capital of its subsidiary company, Empresa, to a third party for a cash consideration of RM 30,374,391 on 14 November 2007.

The balance consideration of RM 27.3 million was received on 14 June 2008 whilst the outstanding advances from AJSB to Empresa amounting to RM 26.6 million were fully received on 9 July 2008. The SSA1 was completed on 14 July 2008.

In May 2008, AJSB completed a disposal of a freehold land, Lots 722, 724, 726, 728 & 730 to Setia Kawan Kilang Kelapa Sawit Sdn Bhd for a total consideration of RM 1.1 million giving rise to a profit on disposal of property, plant & equipment amounting to RM 400,000.
Save as disclosed above, there was no significant sales of unquoted investments and/or properties during the financial period under review. 

21. PURCHASE OR DISPOSAL OF QUOTED SECURITIES

There was no purchase or disposal of quoted securities during the financial year ending 30 June 2008. 

The investments in quoted securities as at 30 June 2008 were as follows :-
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22. STATUS OF CORPORATE PROPOSALS

There were no other corporate proposals announced but not completed as at the date of this report.

23. GROUP BORROWINGS AND DEBT SECURITIES
The total group borrowings as at 30 June 2008 were as follows :-
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24. 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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USD 44,151                   144,065            Future purchase of raw

material and steel products

USD 18,653                   59,280              Future sales of steel products

SGD 196                       458                  Future sales of steel products


The contracts mature within 12 months.

Exchange gains 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.

25. MATERIAL LITIGATION

There was no material litigation other than the status of the pending litigation as highlighted in Note 13 Contingent Liabilities or Contingent Assets of this interim financial report.

26. DIVIDEND
On 7 August 2008, the Board of Directors approved and declared a first interim dividend of 12 sen per share less income tax of 26% in respect of the financial year ending 31 December 2008. The first interim dividend will be paid on 2 September 2008 to the Depositors registered in the Record of Depositors at the close of the business on 22 August 2008.
27. EARNINGS PER SHARE
Basic  EPS  is  calculated  by  dividing  the profit attributable to equity holders of the Company  for  the  period by the weighted  average  number  of  ordinary  shares  of  the  Company  in  issue  during  the  financial  period as set out below:-
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For  the  purpose  of  calculating  diluted  EPS,   the weighted  average  number  of  ordinary  shares  in  issue  have been  adjusted  for  the  dilutive  effects  of  all  potential conversion of any convertible securities issued during the financial period as set out below:- 
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28. DISPOSAL OF A SUBSIDIARY COMPANY

(a) Effect of disposal of a subsidiary company 

With reference to Note 12 and Note 20 of this interim financial report, the Group ceased to have control over the governance of the financial and operating policies of Empresa during the current reporting quarter, the gain relating to the disposal recognised accordingly in the current financial period.

The effects of the disposal on the financial position of the Group were as follows:
	
	
	As at date of disposal

	
	
	(RM’000)
	(RM’000)


	Net disposal proceeds
	
	
	        30,289 

	
	
	
	

	Less : Net assets disposed
	
	
	

	Current assets held for sale
	
	       100,846 
	

	Current liabilities held for sale
	
	        (52,896)
	

	Minority interest
	
	        (19,180)
	

	
	
	
	(28,770)

	Reserve realized upon disposal
	
	
	                6 

	
	
	
	

	Gain arising from disposal
	
	
	              1,525 

	
	
	
	


The net cash flow of the disposal was as follows:
As at date of disposal

(RM’000)
	Proceeds from disposal

Other incidental expenses
	
	
	30,374

(85)

	Net disposal proceeds
	
	
	30,289

	
	
	
	

	Cash and cash equivalents of subsidiary company disposed of
	
	
	(228)

	Net cash inflow from disposal
	
	
	30,061


(b) Discontinued operations

Profit attributable to the above discontinued operation for the period ended 30 June 2008 was as follows:

Results of discontinued operation








	
	 6 months ended
	
	6 months ended

	
	   30.06.2008
	
	      30.06.2007

	
	
	
	    Restated

	
	      (RM’000)
	
	  (RM’000)

	Revenue
	22,711
	
	14,544

	Operating expenses
	(10,206)
	
	(8,202)

	Other operating income
	11
	
	2

	Profit from operations
	12,516
	
	6,344

	Finance cost
	(354)
	
	(647)

	Profit before tax
	12,162
	
	5,697

	Taxation
	19
	
	41

	
	12,181
	
	5,738

	Gain on disposal of a subsidiary
	1,525
	
	-

	Net profit for the period
	13,706
	
	5,738


	
	6 months ended
	
	6 months ended

	Cash flows from discontinued operation
	30.06.2008
	
	30.06.2007

	
	(RM’000)
	
	(RM’000)

	Net cash from operating activities
	                  6,934 
	
	                 7,187 

	Net cash used in investing activities
	         (714)
	
	                  (393)

	Net cash used in financing activities
	       (6,156)
	
	               (6,812)

	Net cash from discontinued operation
	                        64 
	
	                     (18)


	Asset classified as held for sale  (measured at the lower of carrying amount and fair value)
	As at 30.06.2008
	
	As at 31.12.2007

	
	(RM’000)
	
	      (RM’000)

	Property, plant and equipment
	-
	
	11,156

	Prepaid lease payments
	-
	
	29,759

	Biological assets

	-
	
	51,277

	Inventories
	-
	
	709

	Receivables
	-
	
	5,892

	Cash and bank balances
	-
	
	165

	
	-
	
	98,958

	
	
	
	

	Liabilities classified as held for sale
	As at 30.06.2008
	
	  As at 31.12.2007

	
	(RM’000)
	
	          (RM’000)

	Term loan
	-
	
	20,000

	Payables
	-
	
	 3,808

	Deferred taxation
	-
	
	5,846

	
	-
	
	29,654

	
	
	
	

	
	
	
	


29. 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 7 August 2008.

By Order of the Board

Leong Oi Wah (MAICSA 7023802) 

Soo Shiow Fang (MAICSA 7044946)

Company Secretaries

7 August 2008

Selangor Darul Ehsan
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				SGD				196				458				Future sales of steel products






Sheet1



												3 months				6 months

												ended				ended

												30.06.2008				30.06.2008



		Profit attributable to equity holders						(RM'000)				180,508				285,456
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																3 months				3 months

																ended				ended

																31.03.2008				31.03.2008

		Net profit attributable to equity

				holders of the parent								(RM'000)				104,948				104,948

		Weighted average number of

		ordinary shares in issue										('000)				517,389				517,389

		Basic earnings per share										(sen)				20.28				20.28
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		Adjusted profit attributable to
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		Adjusted weighted average number of
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		Diluted earnings per share										(sen)				23.85				38.48
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												Current Quarter				Cummulative Quarter

												3 months ended				6 months ended

												30.06.2008				30.06.2008						31/03/2006

												RM'000				RM'000						RM'000

				Continuing Operations

				Malaysian taxation

				-  current year taxation

						subsidiary companies						45,565				62,858						3,232

						associated companies						- 0				- 0						(11)

				- underprovision in prior years

						subsidiary companies						- 0				- 0						(7)

				- real property gain tax								- 0				- 0						1,453

				- tax for first and final dividend by

				a subsidiary company								- 0				- 0						429

				-  deferred taxation

						subsidiary companies						927				6,588						(4,201)

						associated companies						- 0				- 0						- 0

												46,492				69,446						895

				Discontinued Operation

				Malaysian taxation

				-  current year taxation

						subsidiary companies						- 0				- 0						3,232

				- underprovision in prior years

						subsidiary companies						- 0				- 0						(7)

				- real property gain tax								- 0				- 0						1,453

				- tax for first and final dividend by

				a subsidiary company								- 0				- 0						429

				-  deferred taxation

						subsidiary companies						- 0				(19)						(4,201)

												46,492				69,427
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		Continuing Operations								Iron & Steel

										Manufacturing				Trading						Others				Elimination						Consolidated

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

		REVENUE

		External sales								1,207,050				169,545						1,218

		Inter-company transactions								29,259				6,032						84,261				(119,552)

		Total sales								1,236,309				175,577						85,479				(119,552)						1,377,813

		RESULTS

		Segment results								333,217				37,849						(9,139)										361,927

		Realisation of reserve

		on consolidation																												101

		Finance cost																												(10,299)

		Interest income																												1,711

		Share of results of

		associated companies																												71

		Taxation																												(69,446)

		Profit after taxation																												284,065

		Discontinued Operation

		Profit from assets held for sale																												13,706

		Profit after taxation																												297,771






