JOHN MASTER INDUSTRIES BERHAD  


QUARTERLY REPORT FOR THE FINANCIAL PERIOD ENDED 30 JUNE 2008

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 a revenue of RM 10.62 million and a profit before tax of RM 417,000 for the current quarter as compared to a revenue of RM 11.87 million and a profit before tax of RM 1.77 million in the corresponding quarter last year.

There is a drop in revenue of RM 1.25 million for the current quarter under review as compared to the corresponding quarter last year. The reduction in revenue is mainly contributed by the property sector.

There is a drop in profit before tax of RM 1.35 million for the current quarter under review as compared to the corresponding quarter last year. This is mainly due to the reduction in other operating income. Included in current quarter other operating income is an unearned interest income of RM 1.1 million as compared to the corresponding quarter of RM 2.6 million. The unearned interest income arose from the Composite Proposal (see note 8) as the consideration from the Composite Proposal was previously restated at net present value in accordance with FRS1182004. The unearned interest income will be reduced as the sales proceeds is received.  

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

The Group made a profit before taxation of RM 417,000 during the first quarter ended 30 June 2008 as compared to a loss before taxation of RM 3.48 million during the immediate preceding quarter. Included in the immediate preceding  quarter loss was the impairment losses of RM 2.78 million arising from impairment of goodwill, allowance for inventories obsolescence of RM0.35 million and inventories written off of RM0.81 million.

3.
CURRENT YEAR PROPSPECTS

The country is going through some challenging times, from political uncertainty to rising cost of living.  Whilst the nation’s economic fundamentals remain sound, consumer confidence would undoubtedly be affected.  With rising inflation rates reaching double digits, spending behaviors from retail to property will be subdued. The Board is therefore cautious in their outlook for the current financial year. However, being a Group that has weathered numerous economic cycles, the management is confident to sail through the oncoming challenges. 

Moving forward, the management will implement carefully crafted strategies to stay ahead of the competition whilst taking on new opportunities in pursuit of the greater vision of the Group.

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

Not applicable.

5.
TAXATION







        Current year     Current year







               quarter
cumulative

ended        quarter ended 







  
 30/06/2008
    30/06/2008







    
  RM ‘000
     RM ‘000

Tax on profit for the year




  40
             40

The effective tax rate for the current and cumulative quarter is lower than the statutory tax rate as some of the income is not taxable. 

6.
SALE OF UNQUOTED INVESTMENTS AND / OR PROPERTIES

There were no sales of unquoted investments and / or properties by the Group during the financial period ended 30 June 2008.

7.
QUOTED SECURITIES

There were no purchases or disposal of quoted securities by the Group during the financial period ended 30 June 2008.

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

8.
STATUS OF CORPORATE PROPOSALS 

a) Composite Proposal

The shareholders of the Company had at an Extraordinary General Meeting of the Company held on 29 January 2007 approved the Composite Proposal comprising inter alia:

-
Proposed option granted by KKSB to JML on 7 July 2006 (“Option Date”) whereby JML may exercise the option within a period of 2 years from the Option Date to purchase the undivided shares of Lot 7469 and the undivided shares of Lot 5727 (which are not under dispute owned by KKSB) approximately 27.79 acres of freehold land in the Mukim of Kajang, District of Hulu Langat, State of Selangor Darul Ehsan, at a total cash consideration of RM8,615,448.70; and 

-
Proposed disposal by JML of up to approximately 366 acres of freehold land in the Mukim of Kajang, District of Hulu Langat, State of Selangor Darul Ehsan (“Properties”) to Jade Homes Sdn Bhd (formerly known as Hala Bayu (M) Sdn Bhd), a wholly-owned subsidiary of Gamuda Berhad, for a total cash consideration of up to RM226 million (“Proposed Disposal”)
Completion of the Composite Proposal is subject to the following :

i)
As at the date of this announcement, JML had received a total of RM162,175,800 out of the total proceeds of RM226 million. The status of utilization of proceeds raised from the Proposed Disposal is as follows:

	
	Purpose
	Proposed

Utilization

RM’000
	Actual

Utilization

RM’000

	(i)
	To finance acquisitions of lands within the Properties 
	54,872
	42,633

	(ii)
	Repayment of borrowings
	76,063
	76,063



	(iii)
	Working capital
	39,765
	38,394**

	(iv)
	Future investments
	50,000
	-

	(v)
	Defrayment of expenses incidental to the Composite Proposal 
	5,300
	5,086


** Pending the utilization of funds as approved by the Securities Commission, the Company will utilize the proceeds collected to temporarily cover its overdraft position and/or place the said amount into interest bearing accounts.

ii)
One of the salient terms of the Proposed Disposal in respect of  Lot 7469 and Lot 5727, provides that in the event the legal suits with some of the currently registered landowners of the said lots cannot be resolved or other arrangement/settlement cannot be reached by 31 October 2007 (or by such other later date as the parties may mutually agree upon) (herein after referred to as the ‘Resolution Date’)in order to convey a good title to JHSB, JHSB shall have the option to purchase only the undivided shares of Lot 7469 and/or Lot 5727 which are not under dispute. The sales consideration will be adjusted accordingly at the Consideration Rate. 

On 11 October 2007, the Company announced that JML and JHSB have mutually agreed to extend the Resolution Date to 30 April 2008.

On 5 May 2008, the Company announced that JML and JHSB have mutually agreed to further extend the Resolution Date from 30 April 2008 to 31 October 2008. JHSB and JML have also mutually agreed that the relevant consideration for Lot 7469 and Lot 5727 shall be paid within 14 days from the date of fulfillment of the conditions stipulated in Clauses 2.4 (a) and 2.6 (a) of the SPA-Proposed Disposal. 

On 16 July 2008, the Company announced that JML and KKSB have mutually agreed to further extend the Option Date to 31 July 2009.

b)
Proposed Renewal of Share Buy Back Authority

On 5 May 2008, the Company announced that the present mandate granted by the shareholders of JMI at the 2007 Annual General Meeting (“AGM”) held on 27 September 2007 to undertake  the purchase of up to 10% of its issued and paid up share capital (“Share Buy Back Authority”) will expire at the conclusion of the forthcoming 2008 AGM. The Company will seek its shareholders’ approval for the proposed renewal of the Share Buy Back Authority at the forthcoming AGM.

c) Proposed Amendments to the Articles of Association.

On 5 May 2008, the Company announced that the Company intends to seek its shareholders’ approval to amend its Articles of Association in line with amendments to the Listing Requirements issued by Bursa Malaysia Securities Berhad.

d)
Conversion of RM40 million nominal value of 8% redeemable bonds issued by John Master (M) Sdn Bhd, a wholly-owned subsidiary of JMIB, to Affin Discount Berhad ("ADB") by way of issuance of up to RM51 million nominal value of irredeemable convertible unsecured loan stocks ("ICULS") to ADB ("Bonds Conversion")

Further to the announcement dated 23 June 2006 in relation to the supplemental Put and Call Option Agreement (“Supplemental Agreement”) entered into between Mr Ho Chin Hou and ADB in relation to the ICULS which were issued pursuant to the Bonds Conversion, the Company had on 27 February 2008 announced that Mr Ho Chin Hou and ADB had mutually agreed to vary the terms of payment for the Last Tranche which was due on 8 November 2007. The Last Tranche will be settled in 3 installments on 21 February 2008, 30 April 2008 and 31 July 2008.

The Last Tranche been fully paid as at the date of this announcement.

On 11 August 2008 the Company announced that Mr Ho Chin Hou intends to dispose up to RM28 million nominal value of his ICULS (equivalent to approximately 23% of JMIB’s enlarged share capital) to certain investor(s)(“Strategic Investor(s)”).

 
The principal terms and conditions of the ICULS at present does not allow transferability of the ICULS and the ICULS must be converted into new ordinary shares of RM1.00 each in JMIB (“JMIB Shares”) by Mr Ho Chin Hou. In view of Mr Ho Chin Hou’s intention to divest some of the ICULS to the Strategic Investor(s), JMIB proposes to amend the principal terms and conditions of the ICULS (“Proposed Amendments”). The Proposed Amendments is subject to the approvals of Securities Commission and JMIB’s shareholders.

9.
BORROWINGS
 


 30.06.2008











  RM’000
Short term borrowings:

Unsecured 






                6,329      

Long term borrowings:

Unsecured 







    4,601

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 
Save as disclosed hereunder, there has been no change in the status of material litigation since the last annual balance sheet date.

a)
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, amongst others, specific performance of the terms of Joint Venture Agreements under which the said landowners 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.

Except for 4 defendants, the other 35 defendants have either settled with JMLSB or judgments in default have been obtained against them. 

The trial for the remaining 4 defendants concluded on 18 December 2006 and the KL High Court had on 17 July 2007 declared, inter alia, that the joint venture agreements are still valid and subsisting and ordered specific performance of the terms of the same. The said defendants filed an appeal against the decision.

On 22 July 2008, the Court of Appeal dismissed the said Defendants’ appeal.  The KL High Court has fixed 10 September 2008 for JMLSB’s application for enforcement of judgment

b)
John Master (M) Sdn Bhd (“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 Company‘s 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 had charged all its fixed and floating assets to Malaysian Trustees Berhad (“MTB”) by way of a debenture. PHK was wound up by the High Court on 2 March 2005 on a petition filed by Active Creation Apparel Sdn. Bhd and liquidators were appointed. 

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

The solicitors acting for JMSB, Schwarzenbach and a group of other consignors have filed a Writ of Summons against Affin Investment Bank Berhad (“AIBB”) to trace the trust monies received by AIBB from the sale of assets by PHK being the debenture holders of PHK. The Judge summarily determined that JMSB & Schwarzenbach’s claim to an entitlement to the monies was unsustainable and that JMSB & Schwarzenbach were merely unsecured creditors of PHK. JMSB & Schwarzenbach have filed an appeal against the Decision and also filed a Notice of Motion for an application to adduce evidence for the purpose of the hearing. The Court of Appeal has fixed both the Appeal and Notice of Motion for hearing on 20 October 2008. A hearing date for the appeal proper will only be fixed after the determination of the above interlocutories.

(c)
Arbitration at Lembaga Akitek Malaysia between JMLSB and 


Ng Poh Kwang Chartered Architect (“NPKCA”) 

JM Land Sdn Bhd (JML), a wholly owned subsidiary of the Company had on 10 May 2005 initiated arbitration proceedings against NPKCA for determination of the following:

(a) the validity of the termination of NPKCA as architect for the project;

(b) to determine the final accounts between them; and

(c) whether there were any over-payment of professional fees by JML to


NPKCA and for refund of such over-payments (if any).

JML has claimed for the sum of RM2,174,425.47 which JML asserts has been overpaid to NPKCA. NPKCA has counter-claimed for unpaid professional fees of RM2,345,909 as well as for loss of  professional fees / service tax of RM30,986,724.  

As a result of certain allegations made against JML by NPKCA, the solicitors acting for JML took out originating summons, inter-alia, for a declaration that the matter in dispute be referred to and be determined by the High Court of Malaya (instead of arbitration). The High Court has fixed the matter for hearing on 16 June 2009.

After seeking legal advice, the Board is of the opinion that the claims from NPKCA have no merits and are unlikely to be successful.

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

2. Court of Appeal Civil Appeal No. W-02-938-2005

Suntrack Construction Sdn Bhd Vs JML

The plaintiff, Suntrack Construction Sdn Bhd, had on 27 January 2004 brought the proceedings against JML alleging that JML had breached the provisions of an agreement dated 24 May 2001 entered into between the plaintiff and JML, whereby JML was supposed to deliver certain landed properties to the plaintiff within a certain time period as settlement of debt owing by JML to the plaintiff arising from construction work carried out by the plaintiff for JML. The plaintiff alleged that JML was late in delivery of the titles of the landed properties to the plaintiff and had 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.

JML had 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 had failed to rectify defects in the construction work carried out by the plaintiff.

The High Court had on 22 June 2005, given a judgment in favor 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. JML had filed an appeal with the Court of Appeal on 19 July 2005. The matter has been fixed for mention on 24 November 2008.

The Plaintiff will probably claim RM223,346 as general damages being the same amount appearing in the plaintiff’s solicitor’s letter of demand dated 3 October 2003. After seeking legal advice, the Board is of the opinion that it will be difficult for the Plaintiff to substantiate such damages given the arbitrary nature of losses suffered as a result of JML’s late delivery of the land titles.

12.
PROPOSED DIVIDEND


The Board does not recommend the payment of any dividend for the financial period ended 30 June 2008.

13.
EARNINGS PER SHARE   





          Current year
           Current year







   quarter 

 cumulative

    ended                         quarter  

      ended







 30/06/2008

 30/06/2008







   
  RM ‘000
  
  RM ‘000

a)  Basic earnings per share


Net profit attributable to equity

        379

         379          holders of the Company
      


Current year
           Current year







   quarter 

 cumulative

    ended                         quarter  

      ended







 30/06/2008

 30/06/2008







   
  RM ‘000
  
  RM ‘000
Weighted average number of Ordinary Share     72,933

     72,933    

Basic earnings per share (sen)  
                   0.52

        0.52


b) The diluted earnings per share.

Number of Ordinary Share 


    


     72,933    

Effect of dilution from assumed conversion 

of  ICULS   




     


      49,900







   


    -----------

Weighted average number of Ordinary Share
   


    122,833




    -----------


Diluted earnings per share (sen)  

       0.31

      0.31

JOHN MASTER INDUSTRIES BERHAD  


QUARTERLY REPORT FOR THE FINANCIAL PERIOD ENDED 30 JUNE 2008

SELECTED EXPLANATORY NOTES PURSUANT TO FRS134  

a)
ACCOUNTING POLICIES AND METHODS OF COMPUTATION

The financial statements of the Group are unaudited and 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 except for the adoption of the new/revised Financial Reporting Standards (FRSs) (see Note (b)) issued by the Malaysian Accounting Standard Board with effect from 1 April 2008. 

b)
CHANGES IN ACCOUNTING POLICIES

The Group has adopted the following FRSs effective from 1 April 2008:

FRS 107
Cash Flow Statements

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.

c)
AUDITORS’ REPORT

The auditors’ report of the preceding financial statement of the Company and of the Group was not subject to any qualification.

d)
SEASONAL OR CYCLICAL FACTORS

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

e)
EXCEPTIONAL ITEM


Not applicable

f) CHANGES IN ESTIMATES

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

g)
ISSUANCE AND REPAYMENT OF DEBT AND EQUITY SECURITIES

During the financial period under review, the Group made repayments of their borrowings of RM32,000.

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.

h)
DIVIDEND

There were no dividends paid for the financial period ended 30 June 2008.

i)
SEGMENT INFORMATION    

The analysis of Group operations for the financial period ended 30 June 2008 is as follows:

	
	Manufacture and Distribution of Garments
	Investment Holdings
	Property Development and Construction
	Elimination
	Group

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

	Segment Revenue
	
	
	
	
	

	External Sales
	10,622
	
	
	0
	10,622

	Inter-segment sales
	
	446
	606
	(1,052)
	0

	Total Revenue
	10,622
	446
	606
	(1,052)
	10,622

	
	
	
	
	
	

	Segment Results
	287
	(263)
	846
	0
	870

	Interest expenses
	
	
	
	
	547

	Interest income
	
	
	
	
	                  94

	Profit before taxation
	
	
	
	417    

	Taxation
	
	
	
	(40)

	Minority interest
	
	
	
	
	2

	Net profit attributable to equity holders of the parent
	
	
	
	
	379

	Other information
	
	
	
	
	

	Segment assets
	46,885
	900
	126,930
	
	174,715

	Unallocated assets
	
	
	
	
	12

	Total assets                                   
	
	
	
	
	174,727

	
	  
	
	
	
	

	Segment liabilities
	17,704
	231
	21,264
	
	39,199

	Unallocated liabilities
	
	
	
	
	758

	Total liabilities
	
	
	
	
	39,957

	
	
	
	
	
	

	Capital expenditure
	426
	-
	6
	
	432

	Depreciation
	251
	6
	1
	
	258

	Non-cash expenses other than depreciation
	-
	-
	-
	
	-


j)
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 and residual values.

k)
EVENTS SUBSEQUENT TO BALANCE SHEET DATE

Save as disclosed under Note 8, there are 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.


l)
CHANGES IN THE COMPOSITION OF THE GROUP

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

m)
CHANGES IN CONTINGENT LIABILITIES / ASSETS

a) Contingent liabilities





30.06.2008
30.06.2008

        RM’000
  RM’000

           CG issued
 Facilities


  Utilized*


Corporate guarantees (CG) issued to secure


facilities granted to subsidiary companies
     22,143
   10,930       

    * These amounts have been reflected in the Balance Sheet as at the reporting date.

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