ZECON BERHAD (134463-X)

(Formerly known as ZECON ENGINEERING BERHAD)
NOTES TO THE INTERIM FINANCIAL REPORT FOR THE PERIOD ENDED 30 JUNE 2008

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 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 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 2007 except for the adoption of the following new/ revised FRSs that are applicable to the Group for the annual period beginning 1 January 2008: 

FRS 107
Cash Flow Statements 
FRS 111
Construction Contracts
FRS 112
Income Taxes

FRS 118
Revenue

FRS 134
Interim Financial Reporting

FRS 137
Provisions, Contingent Liabilities and Contingent Assets

The adoption of the above FRSs does not have any significant financial impact on the Group. 
3.
Auditors’ report on preceding annual financial statements

The Group’s financial statements for the year ended 31 December 2007 were reported on without any qualification.

4.

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.

5. Unusual items

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

6. 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.

7. 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.
8. Dividends paid

No dividend has been paid in first quarter ended 30 June 2008.
9. 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
	68,623
	
	59
	
	4,442
	
	26
	
	0
	
	73,150

	Inter-segment sales
	78,392
	
	0
	
	0
	
	5
	
	(78,397)
	
	0

	Total Revenue
	147,015
	
	59
	
	4,442
	
	31
	
	(78,397)
	
	73,150

	
	
	
	
	
	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	
	
	
	
	
	

	Segment operating profit/ (loss)
	718
	
	(505)
	
	3,246
	
	(334)
	
	0
	
	3,125

	Interest expense
	
	
	
	
	
	
	
	
	
	
	(7,019)

	Share of loss of associates
	
	
	
	
	
	
	
	
	
	
	(238)

	Loss before taxation
	
	
	
	
	
	
	
	
	
	
	(4,132)

	Income tax expense
	
	
	
	
	
	
	
	
	
	
	0

	Loss for the period
	
	
	
	
	
	
	
	
	
	
	(4,132)


10.
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.

11.
Material subsequent event
On 25 July 2008, one of the Company’s associates, Halifax Capital Berhad (“Halifax”) has been de-listed from the Official List of Bursa Malaysia Securities Berhad (“Bursa”) following the rejection by Bursa vide their letter dated 15 July 2008 in respect of Halifax’s appeal against the de-listing decision of its securities. In view of the foregoing, the Company is expected to recognize the impairment in value of investment amounting to RM9.6 million in respect of its investment in Halifax in the third quarter.
12. Changes in the composition of the Group

On 18 March 2008, the Company acquired 2 ordinary shares of RM1.00 each, representing 100% of the equity interest in  Matang Highway Sdn Bhd for a total nominal cash consideration of RM2.00 only.
On 16 June 2008, the Company acquired additional 49 ordinary shares of RM1.00 each, representing 49% of the total issued and paid-up capital in Zecon Esec Engineering Sdn Bhd (Zecon Esec) for a total cash consideration of RM49.00 only. With the said acquisition, Zecon Esec is a wholly-owned subsidiary of the Company.
On 17 June 2008, the Company acquired 510 ordinary shares of RM1.00 each, representing 51% of the equity interest in Zecon Fab Sdn Bhd (formerly known as Zecon Utilities Sdn Bhd) for a total consideration of RM510.00 only.

On 27 June 2008, the Company incorporated a wholly-owned subsidiary, Zecon (Saudi Arabia) International Limited (“ZSAIL”) under the Offshore Companies Act, 1990. The authorized and issued & paid-up capital of ZSAIL are USD50,000.00 and USD1.00 respectively. The intended principal activities of ZSAIL are construction, property development, manufacturing of industrialized building system and investment in Saudi Arabia.
13. Changes in the composition of the Group (contd.)
On 2 July 2008, the Company announced to the Bursa Malaysia Securities Berhad on the re-organisation of the Company’s group structure, as illustrated below:
(i) Zecon Designtech Sdn Bhd

	Old Structure


	New Structure
	Consideration

(RM)

	No. of shares


	%
	Shareholder
	No. of shares
	%
	Shareholder
	

	1
	50
	Zecon Land Sdn Bhd


	2
	100
	Zecon Berhad
	2.00

	1
	50
	Zecon Mutiara Sdn Bhd


	-
	-
	-
	-


(ii) ZPM Satu Sdn Bhd

	Old Structure


	New Structure
	Consideration

(RM)

	No. of shares


	%
	Shareholder
	No. of shares
	%
	Shareholder
	

	2
	100
	Zecon Land Sdn Bhd


	2
	100
	Zecon International Limited


	2.00


(iii) IR Concept Sdn Bhd

	Old Structure


	New Structure
	Consideration

(RM)

	No. of shares


	%
	Shareholder
	No. of shares
	%
	Shareholder
	

	100,000
	100
	Zecon Land Sdn Bhd


	100,000
	100
	Zecon International Limited


	2.00


(iv) Zalpoint Tanah Putih Sdn Bhd

	Old Structure


	New Structure
	Consideration

(RM)

	No. of shares


	%
	Shareholder
	No. of shares
	%
	Shareholder
	

	1,000,000
	100
	Zecon Land Sdn Bhd


	1,000,000
	100
	Zecon International Limited


	2.00


13. 
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.

14.
Capital commitments


There were no capital commitments during the quarter and financial year-to-date.
15.
Review of performance 
During the quarter ended 30 June 2008, the Group recorded a revenue of RM73.1 million as against RM44.1 million recorded in the corresponding period, representing an increase of 66%. The substantial increase was mainly due to the income generated from the the Sg.Triang Water Supply scheme project which commenced operations late last financial year. However, loss before tax for the period was RM4.1 million as compared to profit before tax of RM3.1 million recorded in 30 June 2007. The substantial loss was mainly due to lower profit margin and higher finance costs incurred during the financial period.
16. Material changes in the quarterly results


For the second quarter ended 30 June 2008, the Group recorded revenue and loss before tax of RM46.8 million and RM1.8 million respectively as compared to RM26.2 million and RM2.3 million respectively in the immediate preceding quarter. The loss before tax was lower from the immediate preceding quarter was mainly due to the higher other income earned during the current quarter.
17. Commentary On Prospects

Despite the current on-going projects, the Group is not spared from the escalating prices of construction materials. This may reduced the expected margin for our construction sector. However, with the unfavorable condition governing the property market and financing cost, our property sector is expected to face a challenging time. In view of this prevailing economic condition, the Group is expected to focus on efforts to ensure improved productivity and competitiveness.  
18.
(a)
Variance of Actual Profit from Forecast Profit



Not applicable.

(b) Profit Guarantee

Not applicable.
19. Taxation


RM’000
	Tax expense – current year
	0


There is no tax provided for this quarter and financial year-to-date.
20. 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 loss on disposal amounting to RM10,000.
21.
Quoted securities

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

	
	RM’000

	
	

	Purchase consideration at cost
	1,240

	
	

	 Purchase consideration at carrying value
	39

	
	

	Sales proceeds
	37

	
	

	Loss on disposal
	(2)


21.
Quoted securities (contd.)

(b) Details of quoted securities are as follows:

	 
	RM’000

	
	

	Total investments at cost
	317

	
	

	Total investments at market value at the 

   end of reporting period
	441


22. Status of corporate proposals
(a) Proposed Issuance of up to RM70.0 Million Sukuk Musharakah (“Proposed Sukuk Musharakah”) by Matang Highway Sdn Bhd (“Issuer”), a wholly subsidiary of Zecon Berhad (“Zecon”)
On 28 March 2008, KAF Investment Bank Berhad (“KAF”) on behalf of Zecon, has announced that an application for the approval of the Proposed Sukuk Musharakah has been submitted to the Securities Commission (“SC”).
On 21 April 2008, the Issuer has obtained the approval from SC for the Proposed Sukuk Musharakah and has been successfully issued on 28 May 2008.
(b) Proposed Disposal of Zecon Toll Concessionaire Sdn Bhd (“ZTCSB”)
On 5 June 2007, the Company announced the proposed disposal of the entire equity interest in ZTCSB to Halifax Capital Berhad (“Halifax”) comprising 1,000,000 ordinary shares of RM1.00 each 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 the Company and its subsidiaries (“Zecon Group”).


On 20 September 2007, the Company announced the revised sale consideration for the proposed disposal of the entire equity interest in ZTCSB to Halifax to be RM42.0 million to be satisfied by the issuance of 420,000,000 new ordinary shares of RM0.10 each in Halifax.

On 16 July MIDF Amanah Investment Bank Berhad (“MIDF”) on behalf of the Company has announced to Bursa that the Board of Directors of the Company has decided to abort the Proposed Disposal. 
(c)
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 (“Private Placement”)

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

On 23 April 2008, the SC has approved an extension of time of six months from 1 May 2008 to 31 October 2008 for the implementation of the Private Placement.

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

(d)
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”)

On 24 March 2008, MIDF on behalf of the Company has announced to Bursa that the Board of Directors of the Company (“Board”) has decided to abort the Proposed Transfer of Listing. 
22. Status of corporate proposals (contd.)

(e) Offer by Dawla Capital Sdn Bhd and Datuk Hj Zainal Abidin bin Hj Ahmad (collectively referred to as “the Joint Offerors” ) to Acquire Zecon Berhad’s Shares and Warrants

On 15 July 2008, the Company announced on the receipt of a Notice of Voluntary Offer (“Notice”) from MIDF, on behalf of Dawla Capital Sdn Bhd (“Dawla”) and Datuk Hj Zainal Abidin bin Hj Ahmad (“Datuk Zainal”) (“collectively known as “Joint Offerors”) to acquire:-
(i) all the remaining ordinary shares of RM1.00 each in the Company which are not held by the Joint Offerors for a cash consideration of RM0.50 per share;

(ii) all the new Company’s shares that may be allotted and issued pursuant to the exercise of the outstanding 2007/2017 warrants (“Warrant(s)” ) which are not held directly by the Joint Offerors for a cash consideration of RM0.50 each;

(iii) all the new Company’s share that may be issued by the Company arising from the exercise of any outstanding options granted pursuant to the Company’s share option scheme for a cash consideration of RM0.50 per offer share; and

(iv) all outstanding warrants in the Company which are not held directly by the Joint Offerors, for a cash consideration of RM0.01 per Warrant

(Collectively referred to as “the Offer”)

On 24 July 2008, the Company announced on the appointment of PM Securities Sdn Bhd (“PM Securities”) as the Independent Adviser to advise the Independent Directors, minority shareholders and minority warrant holders of the Company in relation to the Offer subject to the approval of the SC.

On 1 August 2008, the Company announced that SC had vide its letter dated 1 August 2008 approved the appointment of PM Securities as the Independent Adviser of the Company pursuant to the Offer.
On 5 August 2008, the Company announced that the Joint Offerors had, through MIDF, informing the Board that they have yet to receive clearance from the SC on the Offer Document.

On 8 August 2008, the Company announced that MIDF, on behalf of the Joint Offerors, advised the Board that the SC had vide its letter dated 7 August 2008, informing that the Offer Document is still pending its clearance. In relation to Paragraph 13(7) of the Malaysian Code on Take-Overs and Mergers 1998, the time frame for the dispatch of the Offer Document on or before 5 August 2008 is no longer applicable.

Further announcement will be made in due course on the dispatch date of the Offer Document.

23. Borrowings
	Short and long term borrowings 
	RM’000

	Unsecured 

Secured
	62,908
160,123

	
	223,031


24.
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.
25.
Material Litigation
(a) 
On 12 April 2005, Zalpoint Tanah Putih Sdn. Bhd. (“ZTPSB”), a wholly-owned subsidiary of Zecon International Limited (formerly 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.
The full trial was initially fixed for 1 to 15 August 2008 but at the time of reporting, Messrs Reddi & Co. notified of a new trial dates to be fixed as the current Judge recused himself from the trial due to conflict of interest. Therefore, another date will be fixed by the Court, of which parties will be notified later.
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.
26. Dividend payable

The Board did not declare any interim dividend in the current quarter in respect of the financial year ending 31 December 2008.
27.
Earnings Per Share

	
	Individual Quarter
	Cumulative Quarter

	
	6 months ended
	6 months ended

	
	30 June
	30 June

	
	2008
	2007
	2008
	2007

	Net (loss)/ profit attributable to ordinary 

 shareholders of the Company  (RM'000)
	(1,829)
	             (779) 
	(4,139)
	            508 

	Weighted average number of ordinary shares in issue ('000)
	110,678
	         108,279 
	110,678
	         108,279 

	Basic earnings per ordinary share for (loss)/ profit for the period(sen)
	(1.65)
	               (0.72) 
	(3.74)
	               0.47 


28. Authorisation for Issue

The interim financial statements were authorised for issue in accordance with the Board of Directors’resolution dated 11 August 2008.
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