JOHN MASTER INDUSTRIES BERHAD  


QUARTERLY REPORT FOR THE FINANCIAL PERIOD ENDED 30 JUNE 2005

EXPLANATORY NOTES PURSUANT TO THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

1.
REVIEW OF PERFORMANCE FOR CURRENT QUARTER AND FINANCIAL YEAR TO DATE

The Group recorded revenue of RM 10.7 million and a loss before tax of RM 0.5 million for the current quarter as compared to a revenue of RM10.0 million and a loss before tax of RM 0.9 million in the corresponding quarter last year. 

There is an increase in revenue of RM 0.7 million (7%) for the individual quarter as compared to the same period in the preceding year. This is due to the increase in revenue from the apparel division. The increase in revenue has resulted in a corresponding reduction in loss before tax for the individual quarter under review as compared to the same period in the preceding year.

2.
MATERIAL CHANGE IN THE PROFIT BEFORE TAXATION FOR THE REPORTED QUARTER AS COMPARED TO THE IMMEDIATE PRECEDING QUARTER.    

The Group made a loss before taxation of RM 0.5 million during the first quarter ended 30 June 2005 as compared to a profit before taxation of RM 250,000 during the immediate preceding quarter. The reduction in the current quarter’s profit before tax as compared to the preceding quarter is directly correlated to the reduction in revenue this quarter (RM 10.7 million) as compared to the immediate preceding quarter (RM 17.2 million). The revenue in the first quarter is relatively low as the first quarter is the off-peak period for the garments sector.

3.
CURRENT YEAR PROSPECTS 

Malaysia’s continual effort in globalization has encouraged a significant influx of cheaper imported goods thereby creating more competition for domestic products. To address this, the Group will continue its efforts to enhance its products in order to remain competitive as a market leader.

4.
EXPLANATORY NOTE FOR VARIANCE FROM PROFIT FORECAST OR PROFIT GUARANTEE.

Not applicable.

5.
TAXATION

 





        Current year     Current year







               quarter
 cumulative

ended              quarter           ended







  
 30/6/2005
    30/6/2005





    
  RM ‘000
     RM ‘000

Taxation on profit for the year    


          65
               65

The Group incurred tax although the Group was making losses. This is mainly due to the non-availability of group relief for losses incurred by certain subsidiaries and certain expenses, which are disallowed for tax purposes.

6.
SALE OF UNQUOTED INVESTMENTS AND / OR PROPERTIES

There was no sale of unquoted investments and / or properties by the Group during the financial period. 

7.
QUOTED SECURITIES

There were no purchases or disposal of quoted securities by the Group during the financial period. 

The Group does not have any investment in quoted shares as at the end of the financial period.

8.
STATUS OF CORPORATE PROPOSALS

On 16th March, 2005, RHB Sakura Merchant Bankers Berhad announced on behalf of the Company that the Company proposes to implement the following:

a)
Proposed renouceable rights issue of 43,759,812 new ordinary shares of RM1.00 each in the Company (“Rights Shares”) together with 43,759,812 free detachable warrants on the basis of 3 Rights Shares with 3 free detachable warrants for every 5 existing ordinary shares of RM1.00 each at the proposed issue price of RM1.00 per Rights Share payable in 2 calls, of which the first call of RM0.70 per Rights Share shall be payable in cash upon acceptance whilst the second call of RM0.30 per Rights Share shall be capitalised from the Company's retained profits account (“Proposed Two-Call Rights Issue With Warrant”).

Based on the first call of RM0.70 per Rights Share, the aggregate subscription value of the Proposed Two-Call Rights Issue with warrants is approximately RM30.632 million which will be applied to finance the Group's property development project, to repay borrowings, to finance working capital and to defray the expenses of the Proposals.

As support for the Proposed Two-Call Rights Issue with warrants, the substantial shareholder and Managing Director of the Company, namely Mr. Ho Chin Hou has provided an irrevocable written undertaking to the Company to subscribe in full for his entitlement of 1,243,732 Rights Shares under the Proposed Two-Call Rights Issue with warrants ("Entitlement Undertaking") and an additional irrevocable written undertaking to the Company to apply for up to 42,516,080 excess/additional Rights Shares in respect of all Rights Shares not taken up by the other entitled shareholders under the Proposed Two-Call Rights Issue with warrants ("Additional Undertaking").

On completion of the Proposed Two-Call Rights Issue with warrants, the equity interest held by Mr. Ho Chin Hou may exceed 33%. Therefore, pursuant to Rule 6 of the Malaysian Code on Take-over and Mergers, 1998 ("Take-over Code"), Mr. Ho Chin Hou and parties acting in concert, if any, shall be required to extend a mandatory general offer for the remaining shares of the Company not already owned by Mr. Ho Chin Hou and parties acting in concert, if any.

In this connection, Mr. Ho Chin Hou will seek an exemption from the Securities Commision ("SC") for Mr. Ho Chin Hou and parties acting in concert, if any, to undertake the aforesaid mandatory general offer obligation ("Proposed Exemption"). 

b)
Proposed conversion of an existing RM40 million nominal value of 8% redeemable bonds ("bonds") issued by John Master (M) Sdn. Bhd. ("JMSB"), a wholly-owned subsidiary of the Company to Affin Discount Berhad ("ADB") by way of issuance of irredeemable convertible unsecured loan stocks ("ICULS") with nominal value of up to RM51 million to ADB ("Proposed Bond Conversion").

Pursuant to the Proposed Bond Conversion, JMSB will be able to settle the bond which is due to mature in March, 2006 through the issuance of ICULS. This would enable the Group to conserve its cashflow.

Under the Proposed Bond Conversion, Mr. Ho Chin Hou, the Managing Director and substantial shareholder of the Company, shall grant to ADB a Put Option to dispose the ICULS to him at a sale consideration of RM1.00 cash per RM1.00 nominal value of ICULS, exercisable within 90 days prior to the maturity date of the ICULS. The Put Option shall only be exercisable in respect of all or the remaining part of the ICULS after the exercise of the Call Option, if any.

At the same time, ADB shall grant Mr. Ho Chin Hou a Call Option to acquire the ICULS from them at a purchase consideration of RM1.00 cash per RM1.00 nominal value of ICULS at any time prior to the maturity date of the ICULS. The Call Option shall be exercisable in respect of all or part of the ICULS.

The equity interest held by Mr. Ho Chin Hou following the exercise of the Put or the Call Option may exceed the 33% threshold of the Take-over Code and therefore, Mr. Ho Chin Hou may seek exemption from the SC for Mr. Ho Chin Hou and parties acting in concert, if any, to undertake the aforesaid mandatory general offer obligation.

The following agreements were entered into on 20th April 2005 to formalise the Proposed Bond Conversion:-

a) Settlement Agreement between JMIB, JMSB and ADB; and

b) Put and Call Option Agreement between Mr. Ho Chin Hou and ADB.

c) Proposed increase in the authorised share capital of JMIB from RM100 million comprising 100 million ordinary shares of RM1.00 each to RM250 million comprising 250 million ordinary shares of RM1.00 each (Proposed Increase in Authorized Share Capital).

The Securities Commission had vide its letter dated 25th July 2005 approved the Proposed Two-Call Rights Issue With Warrant and the Proposed Bond Conversion.

On 10th August 2005, RHB Sakura Merchant Bankers Berhad announced on behalf of the Company that the Board has decided to abort the Proposed Two-Call Rights Issue With Warrant due to the prevailing low market price of JMIB Shares, which have been trading at approximately RM0.50 per share for the past recent months, representing a discount of 28.57% from the cash call of RM0.70 per Share.

Notwithstanding the termination of the Proposed Two-Call Rights Issue With Warrants and in view of the Entitlement Undertaking and Additional Undertaking given by Mr Ho Chin Hou, he has procured Primaview Enterprise Sdn Bhd (a licensed money lender and a person connected to Mr Ho Chin Hou) to offer a loan up to RM30 million (“Loan”) to JM Land Sdn Bhd (formerly known as Kajang Heights Sdn Bhd) (“JM Land”), a wholly owned subsidiary of JMIB, vide a Letter of Offer dated 9th August 2005 to, inter-alia, finance the development of the property development project in Kajang, Selangor, which was originally intended to be funded from the proceeds of the Proposed Two-Call Rights Issue With Warrants. The loan was accepted by JM land as announced by JMIB on 10 August 2005.

Accordingly, the Proposed Exemption will also be aborted. However, the Proposed Bond Conversion and Proposed Increase in Authorized Share Capital  will be implemented.

 9.
BORROWINGS







 30.6.2005











  RM’000
Short term borrowings:

Secured 







   51,440

Unsecured 







   15,305

Long term borrowings:

Secured 






                    916

Unsecured 







   24,159

The Group does not have any foreign currency borrowings.

10.
OFF BALANCE SHEET FINANCIAL INSTRUMENTS

There are no off balance sheet financial instruments as at the date of this announcement.

11.

CHANGES IN MATERIAL LITIGATION
a) JMSB v. Pasaraya Hiong Kong Sdn. Bhd. (“PHK”)

Schwarzenbach (M) Sdn. Bhd. (“Schwarzenbach”) v. PHK

On 16 December 2004, JMSB and Schwarzenbach, through its solicitors issued a notice of demand under Section 218 of the Act (“Section 218 Notice”) on PHK claiming for the sum of RM946,011.30 and RM 574,141.45 respectively for goods sold and delivered. PHK was wound up by the High Court on 2 March 2005 on a petition filed by Active Creation Apparel Sdn. Bhd. JMSB and Schwarzenbach has filed a Proof Of Debt against PHK for the sum of RM936,896.06 and RM 568,335.59 respectively.

The matter is pending the distribution of the assets of PHK by the liquidator. 

The solicitors acting for JMSB and Schwarzenbach on this matter is of the opinion that JMSB and Schwarzenbach will be successful in its claim but the amount recoverable will depend on the amount of assets available for distribution.
b) JMSB v. (1) Super Departmental Stores Sdn. Bhd. and (2) Super Departmental Stores (Georgetown) Sdn. Bhd.


On 4 January 2005, JMSB, through its solicitors issued 2 Section 218 Notices on the defendants respectively, claiming for the aggregate sum of RM114,317.31 for goods sold and delivered. However, on 11 March 2005 the defendants served a copy of Restraining Order of the High Court pursuant to Section 176 of the Act restraining any further legal proceedings against the defendants pending a scheme of restructuring involving the defendants.

The solicitors acting for JMSB on this matter is of the opinion that JMSB has a good claim against the defendants but the amount that will eventually be recoverable will depend on the restructuring scheme that will be put up by the defendants.

c)
Kuala Lumpur High Court Suit No. S7(S3)-22-99-2004



Suntrack Construction Sdn. Bhd. v. JM Land Sdn. Bhd. (JMLSB)
The plaintiff had on 27 January 2004 brought the proceedings against JMLSB alleging that JMLSB has breached the provisions of an Agreement dated 24 May 2001 entered into between the plaintiff and JMLSB, pursuant to which JMLSB was supposed to deliver certain landed properties to the plaintiff as settlement of debt owing by JMLSB to the plaintiff arising from construction work carried out by the plaintiff for JMLSB. The plaintiff alleged that JMLSB was late in delivery of the landed properties to the plaintiff and has claimed for general damages to be assessed by the court, together with interest on the amount so assessed at 8% per annum from the date of the Summons to the date of full settlement and the sum of RM9,720 as specific damages. 

JMLSB has filed a counter claim against the plaintiff for general damages to be assessed by the court, as well as for interests and costs alleging that the plaintiff has failed to rectify defects in the construction work carried out by the plaintiff. 

The High Court has on 22 June 2005, given a judgement in favour of the plaintiff for general damages to be assessed, specific damages of RM9,720 and interest thereon at the rate of 8% per annum from the date of the suit to the date of full payment. JMLSB has filed an appeal with the Court of Appeal on 19 July 2005. The date for hearing the appeal has yet to be fixed by the Court of Appeal.

The Board of Directors of JMLSB is of the opinion that the chances of JMLSB succeeding in the appeal are fair.

d)
Kuala Lumpur High Court Suit No. S2-22-572-1996



JMLSB v. Ng Yuet Fang and 16 others



-consolidated with-



Kuala Lumpur High Court Suit No. S2-22-172-1996



JMLSB v. Robayah Bt. Nazir and 21 others
The suits were filed by JMLSB on 31 October 1996 and 16 April 1996 respectively claiming for specific performance of the terms of Joint Venture Agreements signed with the owners of land under which the said owners were to hand over to JMLSB the issue documents of title in order that the lands could be developed by JMLSB in return for the consideration set out in the Joint Venture Agreements.

Many of the defendants have settled with JMLSB and the relevant suits have been discontinued against them. Judgement in default has also been entered against some of the defendants. 

Only the suit against 5 defendants remain and the case against these defendants has been fixed for hearing on 29 August 2005. However the said hearing dates has been vacated due to the elevation of the Learned Judge hearing the case to the Court of Appeal. A new hearing date has yet to be fixed by the Court.

The solicitors acting for JMLSB in this matter is of the opinion that JMLSB has a strong case.

e)
Claims for late delivery of bungalow lots

There are 14 subsisting cases filed by purchasers claiming damages amounting to RM939,126.36 against JMLSB for late delivery of bungalow lots under the Puncak Utama project, together with interest and costs.

Out of the 14 cases, 13 of these cases are at the initial stage of being mentioned at the relevant courts.

For the remaining case, the court has granted summary judgement in favour of the purchaser concerned. JMLSB has appealed to the High Court in respect of this case and the hearing of the appeal is pending.

The Board of Directors of JMLSB is of the opinion that the quantum of the claims are disputable and JMLSB has a fair chance of reducing the amount ultimately payable to the claimants.

f)
Arbitration at Lembaga Akitek Malaysia between JMLSB and Ng Poh Kwang Chartered Architect (“NPKCA”) 

JMLSB had on 10 May 2005 initiated arbitration proceedings against NPKCA for determination the validity of the termination of NPKCA as architect for the project, the final accounts between them and whether there were any over-payment of professional fees by JMLSB to NPKCA and for refund of such over-payments (if any). NPKCA has counter-claimed for unpaid professional fees as well as for loss of business/professional fees.

The matter has been fixed for hearing on 20-24 February 2006, and 13-17 March 2006.

The Solicitors acting for JMLSB in this matter is of the opinion that the chances of JMLSB succeeding in these proceedings are good.
12.
PROPOSED DIVIDEND


The Board does not recommend the payment of any dividend for the financial  period ended 30/6/2005.

13.
EARNINGS PER SHARE   

a)




          Current year
           Current year







   quarter 

 cumulative

    ended                         quarter  

      ended







 30/6/2005

   30/6/2005







   
  RM ‘000

    RM ‘000


 Net loss attributable to shareholders   
           570

            570

Weighted average number of Ordinary Share     72,933

       72,933

Basic loss per share (sen)

 
           0.78

          0.78

b) The diluted earnings per share (EPS) is not applicable.

JOHN MASTER INDUSTRIES BERHAD  


QUARTERLY REPORT FOR THE FINANCIAL PERIOD ENDED 30 JUNE 2005

SELECTED EXPLANATORY NOTES PURSUANT TO MASB26–PARAGRAPH 16  

a)
ACCOUNTING POLICIES AND METHODS OF COMPUTATION

The financial statements of the Group have been prepared and presented on a basis consistent with the accounting policies and methods of computation adopted by the Group in the most recent annual financial statement. The Group has also complied with MASB 26 and paragraph 9.22 of the listing requirements.

b)
AUDITORS’ REPORT

The audit report of the preceding annual financial statement of the Company and of the Group were not subject to any qualification.

c)
SEASONAL OR CYCLICAL FACTORS

The Group’s business operations are not significantly affected by any seasonal and cyclical factors except for the garments sector. The higher turnover for the garments sector traditionally occurs in the third quarter of the financial year, i.e. during the festive seasons.

d)
EXCEPTIONAL ITEM


Not applicable

e)
CHANGES IN ESTIMATES

There were no changes to the estimates that had been used in the preparation of the current financial statement.

f)
ISSUANCE AND REPAYMENT OF DEBT AND EQUITY SECURITIES

During the financial period under review, the Company made repayments of their credit facilities of RM2,534,000.

There were no repayments of equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the financial period under review.

g)
DIVIDEND

There were no dividends paid for the financial period ended 30 June 2005.

h)
SEGMENT INFORMATION  

The analysis of Group operations for the financial period ended 30 June 2005 is as follows:

	
	
	
	
	

	
	 Manufacture 
	
	
	
	

	
	and
	
	
	
	

	
	 Distribution 
	 Investment 
	 Property 
	
	

	
	 of garments 
	 Holdings 
	 Development 
	 Elimination 
	 Group 

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

	
	
	
	
	
	

	Segment Revenue
	
	
	
	
	

	External Sales
	10,700
	-
	-
	
	10,700

	Inter-segment sales
	1,326
	1,492
	-
	(2,818)
	-

	Total Revenue
	12,026
	1,492
	-
	(2,818)
	10,700

	
	
	
	
	
	

	Segment Results
	86
	(95)
	(438)
	
	(447)

	Interest expenses
	
	
	
	
	(62)

	
	
	
	
	
	 

	Profit from operation
	
	
	
	           (509)    

	Taxation
	
	
	
	(65)

	Minority interest
	
	
	
	
	                 (4)

	
	
	
	
	
	         570 

	
	
	
	
	
	

	Other information
	
	
	
	
	

	Segment assets
	45,351
	6,164
	178,589
	
	230,104

	
	  
	
	
	
	

	Segment liabilities
	29,238
	2,994
	81,109
	
	113,341

	Unallocated liabilities
	
	
	
	
	-

	Total liabilities
	
	
	
	
	113,341

	
	
	
	
	
	

	Capital expenditure
	236
	-
	144
	
	380

	
	
	
	
	
	

	Depreciation
	232
	1
	11
	
	244

	
	
	
	
	
	


i) VALUATION OF PROPERTY, PLANT AND EQUIPMENT

The property, plant and equipment have not been revalued since the last annual financial statements. They are stated at cost less accumulated depreciation 

j)
EVENTS SUBSEQUENT TO BALANCE SHEET DATE

There were no material events subsequent to the end of the period reported on that have not been reflected in the financial statement for the said period made up to a date not earlier than 7 days from the date of issue of the quarterly report except as disclosed in Note 8 of the explanatory notes pursuant to the listing requirements of Bursa Malaysia Securities Berhad.

k)
CHANGES IN THE COMPOSITION OF THE GROUP

There were no changes in the composition of the Group during the financial period under review. 

l) CHANGES IN CONTINGENT LIABILITIES / ASSETS

a) Contingent liabilities





30.6.2005
30.6.2005

        RM’000
  RM’000

           CG issued
 Facilities


  Utilized


Corporate guarantees (CG) issued to financial


institutions for facilities granted to subsidiary


companies




     71,500
    56,276

b) There were no changes in contingent assets since the last annual financial statement.







