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ZECON ENGINEERING BERHAD

NOTES TO THE INTERIM FINANCIAL REPORT FOR THE PERIOD ENDED 31 MARCH 2006

1.
Basis of preparation

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

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2005. 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 2005.

2. Changes in Accounting Policies

The significant accounting policies adopted in these interim financial statements are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/ revised Financial Reporting Standards (FRS) effective for financial period beginning 1 January 2006.

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 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
Interests 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

The Group has not taken the option for early adoption of the following new/ revised FRSs effective for financial period beginning 1 January 2007:
FRS 117
Leases

FRS 124
Related Party Disclosures

FRS 139
Financial Instruments: Recognition and Measurement 

The adoption of FRS 2, 5, 102, 108, 110, 116, 121, 127, 128, 131, 132, 133 and 140 does not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the other new/ revised FRSs are discussed as below:

2. Changes in Accounting Policies (contd.)

(a) FRS 3: Business Combinations, FRS 136: Impairment of Assets and FRS 138: Intangible Assets

The new FRS 3 has resulted in consequential amendments to two other accounting standards, FRS 136 and FRS 138.

The adoption of these new FRSs has resulted in the Group ceasing annual goodwill amortisation. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Prior to 1 January 2006, goodwill was amortised on a straight-line basis over its estimated useful life of 20 years. This change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006.

Under FRS 3, any excess of the Group’s interest in the net fair value of acquirees’ identifiable assets, liabilities and contingent liabilities over cost of acquisitions (previously referred to as “reserve on consolidation”), after reassessment, is now recognised immediately in income statement. In accordance with the transitional provisions of FRS 3, the remaining balance of reserve on consolidation as at 1 January 2006 of RM10.29 million was derecognised with a corresponding increase in retained earnings.

In addition, the useful lives of other intangible assets are now assessed at the individual asset level as having either a finite or indefinite life which prior to 1 January 2006, all intangible assets were considered to have a finite useful life. Under the new FRS 138, intangible assets having indefinite useful lives are not amortised but instead are tested for impairment annually. Other intangible assets which were considered to have a finite useful life were stated at cost less accumulated amortisation and impairment losses. The change in accounting policies on impairment of assets and intangible assets has no financial impact on the Group for the quarter under review.

(b) FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net after-tax results of associates and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.
The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.

3. Comparatives

The following comparatives amounts have been restated due to the adoption of FRS 3:
	At 1 January 2006
	Previously

Stated

RM’000
	Reclassification

RM’000
	Restated

RM’000

	Retained earnings
	22,003
	10,290
	32,293

	Reserve on consolidation
	10,290
	(10,290)
	0


4.
Auditors’ report on preceding annual financial statements

The Group’s financial statements for the year ended 31 December 2005 were reported on without any qualification.

5.

Seasonal or cyclical factors

The Group’s performance in the current quarter and financial year-to-date was not affected by any seasonal or cyclical factors.

6. Unusual items

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

7. Changes in estimates

There were no significant changes in the estimates of amounts reported in prior quarters which have a material impact on the current financial statements.

8. Debt and equity securities

There were no issuances and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the current quarter and financial year-to-date.

9. Dividends paid

During the quarter and financial year-to-date, the Company did not pay any dividend.

10. Segmental Reporting

The segment revenue and segment results for business segments predominantly conducted in Malaysia for the current quarter and financial year-to-date were as follows:

	
	Construction
	Property

Development
	Toll concession
	Plantation and Others
	Eliminations
	Total

	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000

	REVENUE
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	External sales
	11,369
	
	43
	
	1,896
	
	0
	
	0
	
	13,308

	Inter-segment sales
	5,214
	
	0
	
	0
	
	0
	
	(5,214)
	
	0

	Total Revenue
	16,583
	
	43
	
	1,896
	
	0
	
	(5,214)
	
	13,308

	
	
	
	
	
	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Segment operating (loss)/profit
	(1,784)
	
	(290)
	
	1,352
	
	(468)
	
	0
	
	(1,190)

	Interest expense
	
	
	
	
	
	
	
	
	
	
	(2,581)

	Share of loss of associates
	
	
	
	
	
	
	
	
	
	
	(106)

	Loss before taxation
	
	
	
	
	
	
	
	
	
	
	(3,877)

	Income tax expense
	
	
	
	
	
	
	
	
	
	
	(1)

	Loss for the period
	
	
	
	
	
	
	
	
	
	
	(3,878)


11.
Carrying amount of revalued assets

There were no changes to the revalued amount of property, plant and equipment brought forward to the financial year-to-date.

12.
Subsequent events

On 27 April 2006, Zecon Toll Concessionaire Sdn Bhd, a wholly-owned subsidiary of the Company has received the approval from the Securities Commission (SC) for its proposed issuance of Bai Bithaman Ajil Islamic Debt Securities in nominal value of RM60.0 million (Proposed Baids).
The drawdown of the Proposed Baids is to be not more than 6 months from the date of the SC’s approval.

13. Changes in the composition of the group

On 14 February 2006, Zecon Plantation Sdn Bhd (ZPSB), a wholly-owned subsidiary of the Company, had acquired an additional 20,000 ordinary shares of RM1.00 each representing approximately 1% of the total issued and paid-up capital of Kenyalang Resources Sdn Bhd (KRSB) for a total cash consideration of RM2.8 million. With the said acquisition, the total equity interest of ZPSB in KRSB has increased to approximately 80%.
On 30 March 2006, the Company acquired 120,100 ordinary shares of RM1.00 each, representing 0.20% of the total paid-up share capital in Setron (Malaysia) Berhad for a total cash consideration of RM51,758.
14. 
Changes in contingent liabilities and contingent assets

There were no changes in other contingent liabilities or assets since the last annual balance sheet as 31 December 2005.

15.
Capital commitments


There were no capital commitments during the quarter and financial year-to-date.

16.
Review of performance 
During the quarter ended 31 March 2006, the Group recorded a loss before tax (LBT) of RM3.9 million as compared to LBT of RM2.9 million in the corresponding period last year. This was mainly due to the increase in finance costs during the current quarter.
17. Material changes in the quarterly results


For the first quarter ended 31 March 2006, the Group recorded a LBT of RM3.9 million as compared to PBT of RM958K in the fourth quarter ended 31 December 2005. The loss was mainly due to the completion of the Group’s major project during the end of last financial quarter as well as increase in finance costs during the current quarter.
18. Commentary On Prospects

The performance of the Group is expected to improve as new projects in the construction and property development sectors are commencing. Furthermore, the toll operations would also be expected to be a major contributor to the Group’s financial results.

19.
(a)
Variance of Actual Profit from Forecast Profit



Not applicable.

(b) Profit Guarantee

Not applicable.

20. Taxation



RM’000

	Share of tax in associates
	1



There is no tax provided for this quarter except for the share of tax in the associates.
21. Sale of unquoted investment and/or properties

There were no sales of unquoted investments or properties during the quarter and financial year-to-date.
22.
Quoted securities


Details of quoted securities are as follows:
	 
	RM’000

	
	

	Total investments at cost
	2,159

	
	

	Total investments at carrying value
	959

	
	

	Total investments at market value at the 

   end of reporting period
	1,041


23. Status of corporate proposals

There are no new corporate proposals to be reported in the current quarter.

24. Borrowings
	Short and long term borrowings 
	RM’000

	Unsecured 

Secured
	54,506
133,124

	
	187,630


25.
Off Balance Sheet Financial Instruments


The Group does not have any financial instruments with off Balance Sheet risk as at the date of this announcement.

26.
Material Litigation
On 12 April 2005, Zalpoint Tanah Putih Sdn. Bhd. (ZTPSB), a wholly-owned subsidiary of Zecon Land Sdn. Bhd. (ZLSB), which is in turn a wholly-owned subsidiary of the Company, was served with a Writ of Summons dated 30 March 2005 by Estatequest Sdn. Bhd. (Sub-developer), for damages on loss of profits totalling RM12,968,780, declaratory orders, interests and costs.
According to the Sub-developer, ZTPSB had breached the Memorandum of Agreement (MOA) dated 19 August 1999 entered between ZTPSB and the said Sub-developer relating to, inter-alia, the charging of the land for the Tanah Putih Development Project (Project) by ZTPSB.  The Sub-developer alleged that ZTPSB had failed to make partial redemption of the sub-lots or parcels allocated to the Sub-developer and as a result, they could not continue with the remaining development of the Project.


ZTPSB had instructed their solicitors, Messrs Reddi & Co Advocates, to vigorously defend the claim made by the Sub-developer.

Under the Share Sale Agreement (SSA) entered between the vendors of ZTPSB (Vendors) and ZLSB dated 15 December 2003, the Vendors had provided an indemnity clause in the SSA, to hold ZLSB harmless from and against any damages, deficiencies, losses, costs, liabilities and expenses (including legal fees and disbursements) resulting from and arising out of any breach of presentations, warranties, covenants and agreements made by the Vendors.  

In addition, counter-claims were made by ZTPSB on 12 May 2005 against both the Sub-developer and directors of the Sub-developer for breach of contract and personal liability as guarantors, respectively.

In view of the foregoing, the directors are of the opinion that the above Writ of Summons will have no financial or operational impact on the Group.

27. Dividend payable

No interim dividend has been declared for the financial period ended 31 March 2006 (31 March 2005: Nil).

28.
Earnings Per Share

	
	Individual quarter ended

	
	31.3.2006
	
	31.3.2005

	
	
	
	

	Earnings
	
	
	

	Net loss for the quarter (RM)
	(3,857,848)
	
	(2,929,546)

	
	
	
	

	Weighted average number of ordinary shares
	
	
	

	
	
	
	

	Issued ordinary shares at beginning of the period
	88,337,080
	
	72,790,400

	Effect of shares issued during the current quarter
	0
	
	2,215,732

	
	
	
	

	Weighted average number of ordinary shares
	88,337,080
	
	75,006,132

	Effect of share options
	0
	
	136,220

	Weighted average number of ordinary shares (diluted)
	88,337,080
	
	75,142,352

	Basic (sen)
	(4.37)
	
	(3.90)

	Diluted (sen)
	(4.37)
	
	(3.90)

	
	

	
	Cumulative year to date

	
	31.3.2006
	
	31.3.2005

	
	
	
	

	Earnings 
	
	
	

	Net loss for the year (RM)
	(3,857,848)
	
	(2,929,546)

	
	
	
	

	Weighted average number of ordinary shares
	
	
	

	
	
	
	

	Issued ordinary shares at beginning of the year
	88,337,080
	
	72,790,400

	Effect of shares issued during the current year
	0
	
	2,215,732

	
	
	
	

	Weighted average number of ordinary shares 
	88,337,080
	
	75,006,132

	Effect of share options
	0
	
	136,220

	Weighted average number of ordinary shares (diluted)
	88,337,080
	
	75,142,352

	Basic (sen)
	(4.37)
	
	(3.90)

	Diluted (sen)
	(4.37)
	
	(3.90)


29. Authorisation for Issue

The interim financial statements were authorised for issue by the Board of Directors in accordance with the resolution of the directors on 26 May, 2006.
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