ZECON BERHAD (134463-X)

(Formerly known as ZECON ENGINEERING BERHAD)
NOTES TO THE INTERIM FINANCIAL REPORT FOR THE YEAR ENDED 31 DECEMBER 2007

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 2006. 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 2006.

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 2006 except for the adoption of the following new/ revised Financial Reporting Standards (FRS): 

FRS 117
Leases 
FRS 124
Related Party Disclosures
The adoption of FRS 117 and FRS 124 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 FRS 117 is discussed as below:

FRS 117: Leases

Prior to 1 January 2007, leasehold land held for own use was classified as property, plant and equipment and was stated at cost less accumulated depreciation and impairment losses. The adoption of the revised FRS117 has resulted in a change in the accounting policy relating to the classification of leases of land and buildings. Leases of land and buildings are classified as operating or finance leases in the same way as leases of other assets and the land and buildings elements of a lease of land and buildings are considered separately for the purposes of lease classification. Leasehold land held for own use is now classified as operating lease and where necessary, the minimum lease payments or the up-front payments made are allocated between the land and the building elements in proportion to the relative fair values for leasehold interests in the land element and buildings element of the lease at the inception of the lease. The up-front payment represents prepaid lease payments and are amortised on a straight-line basis over the lease term.
The Group has applied the change in accounting policy in respect of leasehold land in accordance with the transitional provisions of FRS 117. At 1 January 2007, the unamortised amount of leasehold land is retained as surrogate carrying amount of prepaid lease payments as allowed by transitional provisions. The reclassification of leasehold land as prepaid lease payments has been accounted for retrospectively and as disclosed in Note 3, certain comparative amounts as at 31 December 2006 have been restated. The adoption however has no effects on the income statement of the Group for the current quarter under review.
3. Comparatives

The following comparatives amounts have been restated due to the adoption of FRS 117:
	At 31 December 2006
	As
Previously

Stated

RM’000
	Effects on adoption of FRS 117
RM’000
	As

Restated

RM’000

	Property, plant and equipment
	34,451
	(8,778)
	25,673

	Prepaid lease payments
	-
	8,778
	8,778


4.
Auditors’ report on preceding annual financial statements

The Group’s financial statements for the year ended 31 December 2006 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

On 23 January 2007, the Company has allotted a bonus issue of 22,084,270 new ordinary shares of RM1.00 each on the basis of one (1) new share for every four (4) existing shares held in the Company. The bonus issue has been granted listing and quotation on the Second Board of Bursa Malaysia Securities Berhad on 5 February 2007. 

On 6 March 2007, the Company has issued renounceable rights issue of 44,168,540 new Warrants (“Warrants”) at an issue price of RM0.10 per Warrant on the basis of one (1) new Warrant for every two (2) existing ordinary shares of RM1.00 each held in the Company. The Warrants were subsequently listed on the Second Board of Bursa Malaysia Securities Berhad on 13 March 2007.

Other than the above, 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

The proposed interim dividend of 3% less income tax of 27% per ordinary share has been paid on 22 August 2007.
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
	Others
	Eliminations
	Total

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

	REVENUE
	
	
	
	
	
	
	
	
	
	
	

	External sales
	40,686
	
	31,890
	
	8,592
	
	87
	
	
	
	81,255

	Inter-segment sales
	11,222
	
	0
	
	21
	
	153
	
	(11,396)
	
	0

	Total Revenue
	51,908
	
	31,890
	
	8,613
	
	240
	
	(11,396)
	
	81,255

	
	
	
	
	
	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	
	
	
	
	
	

	Segment operating (loss)/profit
	(10,989)
	
	30,477
	
	6,077
	
	(336)
	
	
	
	25,229

	Interest expense
	
	
	
	
	
	
	
	
	
	
	(15,750)

	Share of loss of associates
	
	
	
	
	
	
	
	
	
	
	(1,021)

	Profit before taxation
	
	
	
	
	
	
	
	
	
	
	8,458

	Income tax expense
	
	
	
	
	
	
	
	
	
	
	(3,797)

	Profit for the year
	
	
	
	
	
	
	
	
	
	
	4,661


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.
Material subsequent events

There were no material subsequent events that have been reflected in the financial statements for the current quarter under review.
13. Changes in the composition of the Group

During the period under review, the disposal of Zecon Plantation Sdn Bhd (“ZPSB”), a wholly-owned subsidiary of the Company, to TH Plantations Berhad (“THPB”) has been duly completed on 22 March 2007. ZPSB is holding 2,792,000 ordinary shares of RM1.00 each, representing 80% of the issued capital in Kenyalang Resources Sdn Bhd (“KRSB”). With the said disposal of ZPSB, KRSB had ceased to be a sub-subsidiary of the Company.
On 19 December 2007, the Company had entered into a Conditional Sale and Purchase Agreement with Tanisca International Limited (“Tanisca”) for the disposal of its entire equity interest in Zecon Engineering Works Sdn Bhd (“ZEW”) comprising 1,000,000 ordinary shares of RM1.00 each to Tanisca for a total cash consideration of RM1 million. With the said disposal, ZEW will cease to be a subsidiary of the Company. 
On 31 December 2007, Zecon Land Sdn Bhd (“ZLSB”), a wholly-owned subsidiary of the Company, had entered into a Conditional Sale and Purchase Agreement with Semoda Development Sdn Bhd (“Semoda”) for the disposal of its 49% equity interest representing 49% of the issued and paid up share capital in its wholly-owned subsidiary, Zecon Petra Jaya Sdn Bhd (“ZPJSB”) for a total cash consideration of RM17.6 million. With the said disposal, ZLSB’s equity interest in ZPJSB will be reduced to 51%.
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 2006.

15.
Capital commitments


There were no capital commitments during the quarter and financial year-to-date.
16.
Review of performance 
For the current quarter, the Group recorded a revenue of RM29.2 million and profit before tax of R11.3 million. The Group’s revenue increased as compared to the corresponding quarter in the preceding year, mainly attributable to higher revenue achieved by the Construction and Property Development Division. 
For the cumulative quarter, the Group achieved revenue of RM81.2 million and profit before tax of RM8.4 million. The Group’s revenue increased by 79% as compared to the preceding cumulative quarter, mainly attributable to higher revenue achieved by the Construction and Property Development Division. Profit before tax has decreased for the cumulative quarter mainly due to higher finance costs.
17. Material changes in the quarterly results

For the fourth quarter ended 31 December 2007, the Group recorded revenue and profit before tax of RM29.2 million and RM11.3 million respectively as compared to RM7.9 million and loss before tax of RM6.0 million respectively in the immediate preceding quarter.
18. Commentary On Prospects

The Group has been awarded four major projects, Projek Skim Bekalan Air Triang (Skim B) Jelebu, Negeri Sembilan, “Pakej 1 – Construction of Triang Transfer Tunnel and Associated Works”, “Pakej 2 – Construction of Petaseh Intake Pumping Station, Access Road and Associated M & E Works”, “Pakej 4- Supply and Lay 1700mm ND Pipeline 2A & 2C” and “Membina Jalanraya Menuju Ke Kompleks Persekutuan (F.A.C.) Matang, Sarawak – Kelulusan Harga Kontrak Bagi Pindaan Jajaran (Revised Route)” with total book value of RM365.1 million. This will result in the Group having a significantly increased order book for the subsequent financial periods.
Zecon Land Sdn Bhd (“ZLSB”), a wholly-owned subsidiary of the Company could now proceed with the  implementation of development project, for the design and construction of low medium cost terrace houses, medium cost terrace houses and the related infrastructure works amounting to RM613.9 million at Petra Indah, Semenanjung Demak, Kuching, Sarawak under Syarikat Perumahan Negara Berhad (“SPNB”).
Furthermore, the prospect of the Group in the next financial year and beyond is positive but challenging in view of the four projects already secured and in anticipation of the implementation of SPNB project in Kuching. 

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



Not applicable.

(b) Profit Guarantee

Not applicable.
20. Taxation


RM’000
	Tax expense – current year
	3,797



Income tax is calculated at the Malaysian statutory tax rate of 27% of the estimated assessable profit.

21. Sale of unquoted investment and/or properties

There were no sales of unquoted investments during the quarter and financial year-to-date except for the disposal of properties which resulted a profit on disposal amounting to RM 1.55 million.
22.
Quoted securities

(a) Details of disposals of quoted securities during the quarter and financial year-to-date are as follows:

	
	RM’000

	
	

	Purchase consideration
	546

	
	

	Sales proceeds
	532

	
	

	Loss on disposal
	(14)



(b) Details of quoted securities are as follows:

	 
	RM’000

	
	

	Total investments at cost
	1,556

	
	

	Total investments at carrying value
	356

	
	

	Total investments at market value at the 

   end of reporting period
	503


23. Status of corporate proposals

(a) Proposed Disposal of Zecon Toll Concessionaire Sdn Bhd (“ZTCSB”)
On 5 June 2007, the Company announced the proposed disposal by Zecon Berhad (“Zecon”) of the entire equity interest of ZTCSB to Halifax Capital Berhad (“Halifax”) comprising 1,000,000 ordinary shares of RM1.00 each in ZTCSB for a total sale consideration of approximately RM106.19 million to be satisfied by the issuance of 50,000,000 new ordinary shares of RM0.10 each in Halifax and the remaining RM101.19 million as settlement of the outstanding amount due to ZTCSB by Zecon and its subsidiaries (“Zecon Group”).

Subsequently on 20 September 2007, the Company announced the revised proposed disposal by Zecon of the entire equity interest of ZTCSB to Halifax comprising 1,000,000 ordinary shares of RM1.00 each in ZTCSB for a total sale consideration of approximately RM42.0 million to be satisfied by the issuance of 420,000,000 new ordinary shares of RM0.10 each in Halifax.

The revised proposed disposal will supersede the proposed disposal of ZTCSB as announced on 5 June 2007.
23.

Status of corporate proposals (contd.)

(b)
Proposed Private Placement Of Up To Ten Percent (10%) Of The Issued And Paid-Up Share Capital Of The Company At A Price To Be Determined Later (“Proposed Private Placement”)

The Proposed Private Placement which was announced to Bursa Securities Malaysia Berhad (“Bursa”) on 29 August 2007, had been approved by the Securities Commission (“SC”) vide its letter dated 31 October 2007.

The Company is in the midst of implementing the Proposed Private Placement.

(c)
Proposed Transfer Of The Listing Of And Quotation For The Entire Issued And Paid-Up Capital of Zecon From The Second Board To The Main Board of Bursa (“Proposed Transfer of Listing”)

The Company had on 29 August 2007, announced to Bursa on the Proposed Transfer of Listing. 

MIDF Amanah Investment Bank Berhad, the Adviser of the Company is in the midst of preparing the application documents pertaining to the Proposed Transfer of Listing for submission to the SC.
24. Borrowings
	Short and long term borrowings 
	RM’000

	Unsecured 

Secured
	63,977

113,722

	
	177,699


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
(a) 
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.
26.
Material Litigation (contd.)

According to Messrs Reddi & Co, both parties have filed their respective Affidavit Verifying List of Documents in the Trial and the Court has yet to fix the date of hearing for the case as both parties are still in the midst of compiling documents for the trial.
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.
 (b) On 9 August 2006, Zecon Engineering Works Sdn Bhd (“ZEW”), a wholly-owned subsidiary of the Company, was served a Writ of Summons by Accares Sdn Bhd (“the Plaintiff”) (“the said Summons”). In the said Summons, ZEW is named as the 2nd Defendant and the 1st Defendant is YMN Properties Sdn Bhd (“YMN”). ZEW is the guarantor for the 1st Defendant.

The plaintiff was the sub-contractor of the 1st Defendant who is the sub-contractor of the 2nd Defendant in a project known as “Membina Jalanraya Menuju ke Kompleks Kerajaan Persekutuan Matang, Kuching, Sarawak (“FAC Access Road Project”).

On the same day (9 August 2006), Summons in Chambers (Ex-Parte) for an interlocutory injunction together with the Affidavit was served on ZEW under the same suits by the same plaintiff.

The hearing of the aforesaid injunction was heard on 9 October 2006 and no injunction was granted to the Plaintiff.

On 30 November 2006, ZEW filed a Summons-in-Chambers to set aside the Plaintiff’s Writ of Summons and Statement of Claim.

On 26 October 2007, the Court had allowed ZEW’s application to set aside the Writ of Summons and to strike out the claim by the Plaintiff against ZEW with costs. 
(c) (i)
On 5 October 2007, ZEW was served with a copy of Writ of Summons together with the Statement of Claim dated 27 September 2007 (“the Suit”) by Syarikat Panon Sdn Bhd (“the Plaintiff”).


By the Suit, the Plaintiff claims amongst others for RM1,255,195.07 (said to be due under payment certificates) and RM1,897,506.76 (said to be due for non-under certified works) arising from the Sub-Sub General Contract for the construction and completion of certain civil, building and related works of the UNIMAS Development Project (“the Project”). 


The Plaintiff applied for Interlocutory Injunction and subsequently for Summary Judgment but both had been dismissed by the Court. Their appeal in relation to the dismissal of their Summary Judgment was also denied.


The Court has now fixed the Case Management on 5 March 2008

(ii) On 27 September 2007, Syarikat Panon Sdn Bhd (the Plaintiff) commenced another action against ZEW. Under the suit which arose from the same Sub-Sub General Contract mentioned in paragraph (c) (i) above, the Plaintiff’s claims are inclusive of amount said to be not certified and under certified by ZEW, costs for taking over certain portion of works in the Project, value for woks done and material left at the site, retention sum, cost for the preparation of drawings, professional charges of the licensed surveyor, loss of use of certain machineries as well as damages and interests. The total of the specific sums claimed by the Plaintiff under the Suit is approximately RM11.62 million.

The Company strongly opposes the suit and Messrs Reddi & Co, on behalf of the Company has filed a stay of proceedings and striking out application based on the dispute resolution contained in the Sub-Sub General Contract. On 6 December 2007, there were exchange of affidavit and the Court has fixed the new date of the hearing for ZEW’s application on 29 January 2008.

27. Dividend payable

The Board of Directors’ recommendation of an interim dividend of 3% less income tax of 27% per ordinary share was approved in the Board of Directors’ Meeting held on 24 May 2007. The proposed interim dividend was paid on 22 August 2007.
28.
Earnings Per Share

	
	Individual quarter ended

	
	31.12.2007
	
	31.12.2006

	
	
	
	

	Earnings
	
	
	

	Net profit for the quarter (RM)
	10,122,064
	
	23,587,555

	
	
	
	

	Weighted average number of ordinary shares
	
	
	

	
	
	
	

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

	Effect of shares issued during the current quarter
	20,746,905
	
	0

	
	
	
	

	Weighted average number of ordinary shares
	109,083,985
	
	88,337,080

	Effect of share options
	(737,908)
	
	0

	Weighted average number of ordinary shares (diluted)
	108,346,077
	
	88,337,080

	Basic (sen)
	9.27
	
	26.70

	Diluted (sen)
	9.34
	
	26.70

	
	

	
	Cumulative year to date

	
	31.12.2007
	
	31.12.2006

	
	
	
	

	Earnings 
	
	
	

	Net profit for the year (RM)
	4,615,155
	
	10,157,059

	
	
	
	

	Weighted average number of ordinary shares
	
	
	

	
	
	
	

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

	Effect of shares issued during the current year
	20,746,905
	
	0

	
	
	
	

	Weighted average number of ordinary shares 
	109,083,985
	
	88,337,080

	Effect of share options
	(737,908)
	
	0

	Weighted average number of ordinary shares (diluted)
	108,346,077
	
	88,337,080

	Basic (sen)
	4.23
	
	11.50

	Diluted (sen)
	4.25
	
	11.50


29. Authorisation for Issue

The interim financial statements were authorised for issue in accordance with the resolution passed in the Board of Directors’ Meeting held on 19 February 2007.
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