MINETECH RESOURCES BERHAD (575543-X)

Incorporated in Malaysia



A.
NOTES TO THE INTERIM FINANCIAL REPORT


FOR THE QUARTER ENDED 30 JUNE 2006
1. Basis of preparation
The interim financial reports are unaudited and have been prepared in accordance with Financial Reporting Standards (FRS) 134 - Interim Financial Reporting and Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”). It should be read in conjunction with the Group’s financial statements for the year ended 31 December 2005.

These explanatory notes attached to the interim financial reports provide an explanation of events and transaction 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.  

The Group has adopted all the 18 applicable FRSs issued by MASB effective for financial statements commencing 1 January 2006 and early adoption of a standard, namely FRS 124 – Related Party Disclosures. The adoption of these FRSs did not have significant financial impact to the Group.
The accounting policies and methods of computation applied in the preparation of the quarterly financial statements are consistent with those previously adopted in the preparation of the audited financial statements for the year ended 31 December 2005 except for the changes in accounting policy in regards to the adoption of FRS as mentioned below.
a) FRS 3 :  Business Combinations

Prior to 1 January 2006, the Group’s reserve on consolidation was stated at cost and was not amortised. In accordance with the transitional provision of FRS 3, the reserve on consolidation of RM8,433,704 as at 1 January 2006 was reclassified to opening retained earnings. 

b) FRS 140 : Investment Properties

The Group chooses the cost model under FRS 140. Investment properties are stated at cost less accumulated depreciation and impairment losses, if any. There is no gain or loss arising from such adoption during this quarter under review.
The Group did not adopt FRS 117 – Leases as this FRS is effective for financial statements beginning on or after 1 October 2006.  
2. Comparatives

The following comparative figures have been restated due to the adoption of  FRS 140 :

	
	Previously Stated

RM’000
	Reclassification

RM’000
	Restated

RM’000

	At 31 December 2005
	
	
	

	Property, plant and equipment
	58,856
	(5,959)
	52,897

	Investment properties
	 -
	5,959
	5,959


3. Preceding year’s audit report
The annual audited financial statements for the financial year ended 31 December 2005 were not subject to any qualification.

4. Seasonal or cyclical factors

The Group’s business operations and performance are not significantly affected by any seasonal or cyclical factors except during the festive season in the month of February. The manufacturing and trading of industrial products will experience a shorter production and trading time during this month. 

5.
Unusual items affecting assets, liabilities, equity, net income and cash flows
There were no unusual items affecting assets, liabilities, equity, net income and cash flows during the financial period under review except for the issuance of equity as disclosed in item 7.


6.
Change in accounting estimates 
There were no changes in estimates used for accounting estimates which may have a material effect for the current quarter under review.

7.
Issuance of debt and equity securities
At an Extraordinary General Meeting held on 11 January 2006, the shareholders of the Company by an ordinary resolution, authorized the Directors to repurchase the Company’s own shares. On 27 June 2006, the shareholders of the Company by an ordinary resolution, renewed the share buy back authority. As at the date of announcement, the Company has repurchased 57,000 ordinary shares of RM1.00 each from the open market at a total consideration of RM48,348. There was no resale or cancellation of these shares. The shares are being held as treasury shares in accordance with the requirement of Section 67A of the Companies Act, 1965.
On 21 July 2006, the Company has submitted application to the Securities Commission for the proposed issuance of up to RM100 million partially underwritten Murabahah Notes Issuance Facility / Islamic Medium Term Notes Issuance (“MUNIF/IMTN”).
8. 
Dividend payment

A first interim tax exempt dividend of 3 sen per share amounting to RM1.65 million in respect of financial year ended 31 December 2005 was paid on 10 January 2006.
9.
Segmental reporting

                 
         Current Quarter           Cumulative Quarter


	


	Revenue (RM’000)
	PBT

(RM’000)
	Revenue (RM’000)
	PBT

(RM’000)

	Quarry
	15,668
	976
	30,966
	1,290

	Civil Engineering  
Sales and marketing             
	9,556
5,202
	326
40
	17,734
10,727
	1,199
198

	Premix Products 
	1,392
	20
	4,664
	363

	Industrial Spare Parts
	606
	(31)
	1,155
	(72)

	Others
	2,336
	907
	4,162
	847

	Inter-company      Elimination
	(4,904)
	 (1,000)
	(10,399)
	(1,000)

	Consolidation 
	29,856
	1,238
	59,009
	2,825


10. Valuation of property, plant and equipment
The valuation of property, plant and equipment has been brought forward without any amendments from the previous audited financial statements.

11. Material events not reflected in the financial statements
There were no material events subsequent to the end of current quarter.

12. Changes in composition of the Group
There were no changes in the composition of the Group during the quarter under review except the following:
a)
On 14 February 2006, a subsidiary company, MQSB acquired 2 ordinary shares of RM1.00 each representing 100% of the issued and paid-up share capital of Optimis Dinamik Sdn. Bhd. for a total consideration of RM2.00.

b)
On 1 March 2006, the Company increased its interest in its wholly-owned subsidiary company, MQSB, by an additional 499,998 ordinary shares of RM1.00 each by way of bonus issue at par, on the basis of 249,999 new ordinary shares for every 1 existing ordinary share held, through the capitalization of retained profits.

c) On 1 March 2006, the Company increased its interest in its wholly-owned subsidiary company, MPSB, by an additional 499,998 ordinary shares of RM1.00 each by way of bonus issue at par, on the basis of 249,999 new ordinary shares for every 1 existing ordinary share held, through the capitalization of retained profits.

d)
On 12 April 2006, the Company acquired 49 ordinary shares of RM1.00 each representing 49% of the issued and paid-up share capital of Luna Megan Sdn. Bhd. (“LMSB”) for a total consideration of RM49.00. Subsequent to the acquisition, LMSB became an associated company of MRB.

13.
Contingent liabilities

Save as disclosed below, the Group does not have any contingent liabilities:- 
a) A former employee of a subsidiary, Minetech Industries S/B (“MISB”) has filed a claim against MISB for a sum of approximately RM70,000.00 for liquidated damages and for general damages to be assessed by the court pursuant to injury arising from a personal accident during working hours. The Sessions Judge had directed that the application to amend the Statement of Claim be disposed prior to the decision of the Striking Out Application. The Sessions Judge had allowed the application to amend the Statement of Claim on 3 August 2006. Hence, the application for striking out based on Sec.31 of the SOCSO Act became academic and was dismissed by the Sessions Court Judge. We had filed an appeal to the High Court as there is substantial evidence that MISB and not K.S. Chin Minerals S/B (“KSC”) was the Plaintiff’s employer. The matter is now fixed for mention at the Sessions Court on 7 September 2006.

RM’000
b)
Bank guarantees issued in favour of third parties                      5,623
14.
Capital Commitments
Capital expenditure in respect of purchase of property, plant & equipment   and motor vehicles:                    

RM’000
                                              

Approved and contracted for
3,723
Approved but not contracted for                                                Nil

	15.  Related party transactions
Related party transactions of the Group for the 6 months ended 30 June 2006 are as follows:

Directors 

Rental paid to Choy Sen @ Chin Kim Sang

Rental paid to Low Choon Lan

Connected persons (mother) of Choy Sen @ Chin Kim Sang

Rental paid to Ng Soon Hee

Companies in which Choy Sen @ Chin Kim Sang and Loh Yee Kwan are directors and substantial shareholders

Insurance premium paid/payable to Angkasa Risk Management Sdn Bhd

Companies in which  Ramelle Ashram Bin Tan Sri Ramli (former substantial shareholder) is a director and substantial shareholder

Tribute and fees paid to Kuari Sungai Perangin Sdn Bhd (subsidiary of Raz Ekuiti Sdn Bhd)*
Former substantial shareholder

Consultancy fee paid to Ramelle Ashram Bin Tan Sri Ramli 


	     
	RM’000

48
  6
4
  59
        510
57



* Obtained  shareholders’ mandate in AGM dated 27 June 2006.
The Directors are of the opinion that all business transactions between the Group and the Directors and substantial shareholders and/or persons connected to them are at arm’s length basis and on terms not more favourable to the related parties than those generally available to the public.

B. ADDITIONAL DISCLOSURES IN COMPLIANCE WITH THE BURSA SECURITIES LISTING REQUIREMENTS

16.
Review of the performance of the company and its principal     Subsidiary
The Group achieved a consolidated revenue and profit before tax (“PBT”) of RM29.9 million and RM1.2 million respectively for the quarter ended 30 June 2006.  Higher revenue was mainly contributed by the new projects secured by the Group. 
17.
Explanatory comments on any material change in the profit before taxation for the quarter reported on as compared with preceding quarter

The Group’s revenue increased marginally by 2% to RM 29.9 million as compared to RM29.2 million in the preceding quarter. However, the PBT for the quarter under review decreased by approximately RM349,000. This was mainly due to one off fixed assets disposal loss (RM86,000) and higher finance cost (RM313,000) resulted from the higher working capital requirement for the new projects. 
18.
Prospects 

In spite of the challenges we face on escalating fuel and bitumen prices, actions are being taken to enhance operation efficiency to reduce cost; appeal for fuel subsidy from clients, and increase rates to reflect current fuel cost in our products. The additional secured road work projects and quarry contracts are expected to enhance the performance of the Group for the remaining period to the end of the financial year. The Group is optimistic that the construction sector, forecasted to achieve a 3% growth in year 2006 and the anticipated allocation of more development fund in the 9MP, will augur well for mid-sized construction companies like MRB. We also continue to seek out more quarrying opportunities both here in Malaysia as well as overseas as part of our expansion and penetration plans. 
19. Profit forecast/profit guarantee


Not applicable.

20. Taxation

	
	Current  Quarter ended 30 Jun 2006
	Current Year to Date

30 Jun 2006

	
	RM’000
	RM’000

	Current year
	
	

	Income tax 
	102
	472

	Deferred tax 
	363
	400

	Total taxation expense
Prior year
	465
	872

	Income tax
	(52)
	(52)

	Total
	413
	820


The effective tax rate of the Group for the financial period ended 30 June 2006 is higher than the statutory tax rate mainly due to certain expenses being disallowed for taxation purposes
21.
Sales of unquoted investments and /or properties

There were no disposal of unquoted investments and/or properties for the current period ended 30 June 2006.

22. Quoted securities

(a)
There were no purchases or disposal of quoted securities for the current financial period ended 30 June 2006.
(b)
There were no investments in quoted securities for the current financial period ended 30 June 2006.
23.
Status of corporate proposals

There is no corporate proposal announced but not completed as at the date of this announcement.

24.
Group borrowings

The Group’s borrowings are as follows:-






    As at 30 Jun 2006
	
	Total

(RM’000)

	Short-term borrowings - secured
	

	Hire purchase and lease creditors
	5,916

	Term loan
	1,059

	Trade financing/short term borrowings
	6,268

	Bank Overdraft
	7,505

	Total
	20,748

	
	

	Long-term borrowing - secured
	

	Hire purchase and lease   creditors
	12,545

	Term loan
	441

	Total
	12,986

	Grand Total
	33,734


25.
Off balance sheet financial instruments

There were no off balance sheet financial instruments at the date of this quarterly report.
26. Material litigation

Save as disclosed below, MRB Group is not engaged whether as plaintiff or defendant in any legal action, proceeding, arbitration or prosecution for any criminal offence which has a material effect on the financial position of the Group and the Directors do not know of any proceedings pending or threatened or any fact likely to give rise to any proceedings which might materially and adversely affect the position or business of the MRB Group:-

a. High Court Winding Petition No. 28-13-2002

KSC has vide its solicitors filed a petition against Khas Teguh Sdn Bhd (“Khas Teguh”) in the Seremban High Court via Winding-Up Petition No. 28-13-2002. KSC is claiming for the sum of RM2,873,913.53 being outstanding fees with regards the work done for Khas Teguh. Khas Teguh has subsequently filed an application for an injunction which was dismissed with costs on 14 Jan 2005. However on 6 Dec 2005, the court allowed the respondent’s motion  to strike out the petition. KSC had filed an appeal to the Court  of  Appeal to preserve KSC’s interest on 5 Jan 2006. The company is considering to file a civil suit against Khas Teguh.
b. Alor Setar  High Court Originating Summons No: 24-709-2006

An Originating Summons 24-709-2006 was filed at the Alor Setar High Court by Awang @ Harun bin Ismail and 6 others against the State Government of Kedah and 5 others and received by the Company’s Management on 10 May 2006. The 6th Defendant in the Originating Summons is KSC. The Plaintiffs  are  seeking an  injunction   to stop  the quarry works and declarations to inter-alia nullify the approvals of the Kedah  State Government and other relevant authorities  to carry out the quarry work.  In addition the Plaintiffs have prayed for damages for pollution and losses suffered and for the leaseholder Kemelong & Sankojaya  Construction Sdn Bhd (“5th Defendant”) and KSC to rectify damage caused principally to Sungai Singkir. The matter is now fixed for mention on 30 Aug 2006 in respect of the Summons In Chambers for an injunction against the 5th and 6th Defendants and also the Originating Summons. The Suit is principally to render null & void the unequivocal written approval for the quarry, by the State Government and other relevant authorities, whose administrative processes are not available to us. Accordingly our solicitors who are presently reviewing the said suit are unable to provide any opinion on the merits of the Plaintiff's claims. The 5th and 6th Defendants’ solicitors however have challenged the “locus standi” of the 6 individuals to bring the suit.
27. Dividend

On 27 June 2006, the shareholders of the Company, by an ordinary resolution in the Annual General Meeting, has approved a final tax exempt dividend of 2 sen per ordinary share of RM1.00 amounting to RM1,100,000 in respect of the financial year ended 31 December 2005.
(i) 
Amount per share: 2 sen per share (tax- exempt)

(ii) 
Previous corresponding quarter: Nil
(iii) Entitlement date: 11 September 2006
(iv) Payment date: 20 September 2006

(v) 
Total dividend for the financial year ended 31 December 2005: 5 sen per share (tax- exempt)

28. Earnings Per Share

	
	Individual Quarter

Current Quarter ended

30 Jun 2006
	Cumulative Quarter Current period YTD ended

30 Jun 2006

	Basic Earnings Per Share 
	
	

	Net profit for the period (RM’000)
	825
	2,005

	Weighted average no of ordinary share in issue (‘000)
	55,000
	55,000

	Basic Earnings Per Share (sen)
	1.50
	3.65


      29.  Status of the progress of the Joint Venture
On 27 June 2006, the Company announced that it had entered into an agreement with Korea Petroleum Industrial Co. Ltd. to establish a joint venture company. There is no material event or development in relation to the said joint venture since the last announcement.
By Order of the Board
Mah Li Chen (MAICSA 7022751)

Lee Wai Kim (MAICSA 7036446)

Company Secretaries

28 August 2006
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