GADANG HOLDINGS BERHAD

(Incorporated in Malaysia)

(Company No : 278114-K)

NOTES TO THE INTERIM FINANCIAL REPORT

FOR THE FINANCIAL QUARTER ENDED 31 AUGUST 2007

	PART A - EXPLANATORY NOTES PURSUANT TO FRS 134


A1.
BASIS OF PREPARATION

The interim financial statements are unaudited and have been prepared in accordance with the requirements of FRS 134 - Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad.

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 May 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 year ended 31 May 2006.

1.1
Changes in Accounting Policies

The accounting policies adopted by the Group in these quarterly financial statements are consistent with those adopted in the financial statements for year ended 31 May 2006 except for the adoption of the following new/revised Financial Reporting Standards ("FRS") effective for financial period beginning 1 January 2006:

FRS 2
Share-based Payment

FRS 3
Business Combinations

FRS 5
Non-current Assets Held for Sale and Discontinued Operations

FRS 101
Presentation of Financial Statements

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in Estimates and Errors

FRS 110
Events after the Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 121
The effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements

FRS 128
Investment in Associates 

FRS 131
Interests in Joint Ventures

FRS 132
Financial Instruments : Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

FRS 140
Investment Property

The adoption of FRSs 5, 102, 108, 110, 116, 121, 127, 128, 131, 132, 133, 138 and 140 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 FRSs are discussed below:

(a) FRS 2: Share-based Payment

This FRS requires an entity to recognise share-based payment transactions in its financial statements, including transactions with employees or other parties to be settled in cash, other assets, or equity instruments of the entity or entity's parent or another entity in the same group as the entity.
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1.1 Changes in Accounting Policies (Cont’d)

(a) FRS 2: Share-based Payment (Cont’d)

The Company operates an equity-settled, share-based compensation plan for the eligible employees of the Group, namely the Gadang Holdings Berhad Employee Share Options Scheme ("ESOS"). Prior to 1 January 2006, no compensation expense was recognised in profit or loss for share options granted. With the adoption of FRS 2, the compensation expense relating to share options is recognised in profit or loss over the vesting periods of the grants with a corresponding increase in equity.

Under the transitional provisions of FRS 2, this FRS must be applied to share options that were granted after 31 December 2004 and had not yet vested on 1 January 2006.

All share options granted by the Company during the financial year 2005 have been fully vested prior to 1 January 2006. For the current quarter, no share option under the ESOS is granted to employees of the Group. Accordingly, the Group does not have any adjustments arising  from the adoption of FRS 2.

(b) FRS 3: Business Combinations and


FRS 136: Impairment of Assets
The adoption of these new FRSs has resulted in the Group ceasing annual goodwill amortisation. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognised in the profit or loss and subsequent reversal is not allowed. Prior to 1 June 2006, goodwill was amortised on a straight line basis over its estimated useful life of not more than 20 years. This change in accounting policy has been accounted for prospectively in accordance with the transitional provision of FRS 3. As a result, comparative amounts have not been restated, the accumulated amortisation as of 1 June 2006 of RM10,530,322  have been eliminated againt the cost of the goodwill. This has the effect of reducing the amortisation charges by RM610,228 in the current quarter and RM3,005,585 in the financial period ended 31 August 2007.

(c) FRS 101: Presentation of Financial Statements
The adoption of the revised FRS 101 has effected the presentation of minority interest, share of net after-tax results of associates and other disclosure. In the consolidated balance sheet,  minority interest is now presented within total equity. In the consolidated income statement, minority interest is presented as an allocation of the total profit or loss for the period. A similiar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.

The current period's presentation of the Group's financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period's presentation.

A2.
AUDIT QUALIFICATION

The auditors' report on the Group's annual financial statements for the year ended 31 May 2007 was not qualified.
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A3.
COMMENTS ABOUT SEASONAL OR CYCLICAL FACTORS

The business operations of the Group are not significantly affected by any seasonal or cyclical factors.

A4.
EXCEPTIONAL ITEMS

There were no unusual items affecting assets, liabilities, equity, net income or cash flows for the current quarter under review.

A5.
CHANGES IN ESTIMATES

There were no changes in estimates of the amounts reported in prior financial year that may have a material effect in the current quarter.

A6.
ISSUANCE AND REPAYMENTS OF DEBT AND EQUITY SECURITIES

There were no other issuances and repayment of debts and equity securities, share buy-backs, share cancellation, shares held as treasury shares and resale of treasury shares for the current financial period ended 31 August 2007 except for the issuance of:-

(i) 1,118,000 ordinary shares of RM1.00 each pursuant to the exercise of the Company’s Employee Share Options Scheme (ESOS) at the option price of RM1.00 per share.

A7.
DIVIDEND PAID

There was no payment of dividend in the current quarter.

A8.
SEGMENT REVENUE AND RESULTS

	                                                   
	Manufacturing
	
	
	
	

	Earthworks,                                                                
	Property
	and trading
	
	
	
	

	                                                    engineering
	investment
	in protective
	                    Management 
	
	

	                                            and construction
	and
	and decorative
	                Water
	             and
	              Consolidated

	                                                             works
	 development
	coatings
	     concession
	 investment
	 Elimination
	            total

	Period ended
	         RM'000
	RM'000
	RM'000
	   RM'000
	  RM'000
	RM'000
	  RM'000

	31 August 2007
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	
	

	External sales
	       23,700 
	12,703 
	1,271 
	1,099 
	            -   
	        -   
	38,773 

	Inter-segment sales
	 8    17,437
	645 
	693 
	               90
	        1,091 
	(19,956)
	         -

	
	
	
	
	
	
	
	

	Total revenue
	       41,137 
	13,348 
	1,964 
	1,189 
	        1,091 
	(19,956)
	38,773 

	
	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	
	

	Profit/(Loss) before taxation         
	            917        
	      3,368 
	(136)
	            323 
	            238
	41 
	   4,751 

	Taxation
	          (237)
	(877)
	                -   
	       (97)
	               (62)   
	    
	(1,273)

	
	
	
	
	
	
	
	

	Profit/(Loss) after taxation
	            680
	2,491 
	(136)
	 226 
	176
	41 
	    3,478 
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A9.
VALUATIONS OF PROPERTY, PLANT AND EQUIPMENT

The valuations of property, plant and equipment have been brought forward without any amendments from the previous annual financial statements.

A10.
EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE 


Proposed Acquisition of 100% equity interest of Elegance Sonata Sdn Bhd (“Proposed Acquisition) 

On 28 September 2007, the Company announced that Gadang Land Sdn Bhd (“GLSB”), the Company’s wholly-owned subsidiary, had entered into a Share Sale Agreement with Mr. Ang Bee Kiong and Ms. Lee Pooi Chen (“Vendors”) to acquire from the Vendors, 2 ordinary shares of RM1.00 each representing 100% of the issued and paid-up share capital of Elegance Sonata Sdn Bhd (“ESSB”) for a cash consideration of RM2.00. ESSB is the registered owner of two (2) parcels of vacant land located off Persiaran Tanjung Bungah 2, Tanjung Bungah, Penang identified as Lots 471 and 472, Geran Mukim Nos. 78 and 77, Mukim 17, Daerah Timur Laut, Negeri Pulau Pinang measuring approximately 3.323 hectares and 0.5845 hectares respectively in area. Under the Agreement, GLSB will also assume the liabilities of RM10.3 million stated in the balance sheet of the Management Accounts of ESSB as at 31 August 2007.

A11.
CHANGES IN COMPOSITION OF THE GROUP

There were no changes in the composition of the Group during the financial year ended 31 August 2007. 

A12.
CONTINGENT LIABILITIES

Corporate guarantees given by the Company to trade suppliers and various financial institutions for credit and hire purchase facilities granted to subsidiary companies are as follows :-

	
	RM'000

	As at 31 May 2007
	       95,855 

	Decrease during the financial period
	     (4,376)

	
	

	As at 31 August 2007
	 91,479 
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	PART B  -
	ADDITIONAL INFORMATION REQUIRED BY BURSA MALAYSIA LISTING REQUIREMENTS


B1.
REVIEW OF PERFORMANCE

The Group registered a decrease in revenue by 25% to RM38.77 million as compared to RM51.45 million recorded in the previous corresponding period. This was mainly due to a decrease in turnover from the Construction Division. 

In line with the above, the Group recorded a decrease in profit before taxation by 15% to RM4.75 million as compared to RM5.56 million in the previous corresponding period. 

B2.
COMPARISON WITH PRECEDING QUARTER'S RESULTS

The Group recorded a decrease in revenue by 21% to RM38.77 million as compared to RM49.35 million in the preceding quarter as a result of lower sales achieved in the Property Division. In line with the above, the Group registered a profit before taxation of RM4.75 million for the current quarter, a decrease by 9% as compared to a profit before taxation of RM5.20 million in the preceding quarter.

B3.
PROSPECTS

Barring unforeseen circumstances, the Company expects to improve its performance in the coming financial period.

B4.
VARIANCE OF ACTUAL PROFIT FROM FORECAST PROFIT AND SHORTFALL IN PROFIT GUARANTEE

This is not applicable to the Group.

B5.
TAXATION

Taxation comprises the following:-

	
	
	Current Quarter 

RM'000
	
	Financial

Year-to-date

RM'000

	Current tax:
	
	
	

	
	  Malaysian income tax
	1,176 
	
	1,176

	
	  Foreign tax
	97 
	
	97

	
	
	
	
	

	Under / (over) provision for prior years
	    -   
	
	    -   

	
	
	
	
	

	Deferred taxation
	-       
	
	                -   

	
	
	
	
	

	
	
	1,273
	
	1,273


The effective tax rate for the Group for the financial period is higher than the statutory tax rate because certain expenses are not allowable as deduction for tax purposes.
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B6.
SALES OF UNQUOTED INVESTMENTS/PROPERTIES

There were no disposals of unquoted investments or properties during the period under review.

B7.
QUOTED SECURITIES

(a) There were no dealings in quoted securities during the period under review.

(b) Total investments in quoted securities as at 31 August 2007 are as follows:-

	
	
	 RM'000 

	(i)
	At cost
	                176 

	(ii)
	At carrying value
	                176 

	(iii)
	At market value
	                295 


B8.
STATUS OF CORPORATE PROPOSAL ANNOUNCED

(i)
Conditional Shares Transfer and Shares Subsription Agreement between PT Lumbung Sumber Rejeki, PT Kairos Tata Chemical and Asian Utilities Pte Ltd

On 27 April 2006, the Company announced that Asian Utilities Pte Ltd ("AUPL") had on even date entered into a Conditional Shares Transfer and Shares Subscription Agreement ("Agreement") with PT Lumbung Sumber Rejeki and PT Kairos Tata Chemical to acquire 65% equity interest in PT Sarana Catur Tirtakelola and 10% equity interest in PT Sarana Tirta Rejeki for a purchase consideration of Indonesia Rupiah (Rp) 6.5 billion (approximately RM2.8 million) ("Proposed Acquisition").

The Proposed Acquisition is yet to be completed pending the fulfilment of certain conditions precedent as stipulated in the Agreement.

(ii)
Conditional Shares Sale and Purchase Agreement to acquire 85% equity interest in PT Hanarida Tirta Birawa (“HTB”) (“Proposed Acquisition”).
On 10 July 2007, the Company announced that AUPL had on even date, entered into a Sale and Purchase of Shares Agreement ("SPA") with Ir. Joko Tripujono S., Ir. Muchtar Hadi and Ir. Imam Riwanto (“Sellers”) to acquire 85% equity interest in PT Hanarida Tirta Birawa (“HTB”) (“Proposed Acquisition”).
The Proposed Acquisition involves the purchase from the Sellers, 85% of the total issued and fully paid-up capital of HTB for a purchase consideration of approximately Rp 33.5 billion (approximately RM13.0 million) (“Purchase Price”) subject to the terms and conditions of the SPA.  AUPL shall also undertake to settle all the liabilities of HTB on or before 31 December 2007, based on the provisional amount of approximately Rp 30.6 billion (approximately RM12.0 million).

The Proposed Acquisition is yet to be completed pending the fulfilment of certain conditions precedent as stipulated in the SPA.
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B9.
GROUP BORROWINGS

The details of the Group borrowings are as follows: -

	
	Secured
	Unsecured
	Total

	
	RM'000
	RM'000
	RM'000

	Short term borrowings
	28,103 
	           -   
	28,103 

	
	
	
	

	Long term borrowings
	17,222 
	
	17,222 

	
	
	
	

	ICULS 2003/2008
	-   
	2 
	  2 

	
	
	
	

	
	45,325 
	2 
	45,327 

	Borrowings denominated in foreign currency :
	
	
	

	
	
	
	 RM'000 

	
	 Rp'000 
	 Equivalent 

	Indonesia Rupiah
	11,540,160 
	 
	4,212 


B10.
OFF BALANCE SHEET FINANCIAL INSTRUMENTS

There were no off balance sheet financial instruments as at the date of this report.

B11.
MATERIAL LITIGATION

The details of material litigations which are still pending as at the date of this announcement are as follows:-

i) L'Grande Development Sdn Bhd ("L'Grande") vs Bukit Cerakah Development ("BCD") ("Original Action")


BCD vs L'Grande and Gadang Engineering (M) Sdn Bhd (“GESB”) ("Action By Counterclaim")


GESB vs BCD and Pembinaan Era Dinamik Sdn Bhd ("PED") ("Counterclaim Within Counterclaim")


On 12 March 2002, GESB applied to intervene in the proceedings commenced by L'Grande against BCD (now known as Puncak Alam Housing Sdn Bhd) in respect of a particular project on the basis that BCD had, in its counterclaim against L'Grande, BCD has made various allegations of defective works done by L'Grande, one of which has arbitrarily and unilaterally imputed blame on the part of GESB, being the sub-contractor for its earthworks. GESB applied to Court for an order to intervene as a defendant to the counterclaim to be given the right to properly refute the serious allegation made against GESB. On 10 June 2002, the Court had allowed GESB's application to intervene .


On 16 July 2002, PED applied to intervene in the proceedings on the basis that any decision by the Court in regard to GESB's liability in the Action by Counterclaim would affect PED and therefore it is necessary that it preserve its rights.


Thereafter, on 29 July 2002, GESB had filed a Defence and Counterclaim against BCD and brought PED in as the 2nd Defendant to the Counterclaim within Counterclaim being the main contractor, seeking a total claim of RM4,746,519.35 together with interest and costs for the sub-contract works done by GESB. As against BCD, GESB seeks that BCD be held liable in the event PED defaults in payment. On 3 September 2002, GESB filed an application for Summary Judgement against PED for the sum of RM4,244,320.83 being the outstanding progress payments due and owing to GESB.
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B11.
MATERIAL LITIGATION (Cont’d)

i)
L'Grande Development Sdn Bhd ("L'Grande") vs Bukit Cerakah Development ("BCD") ("Original Action")


BCD vs L'Grande and Gadang Engineering (M) Sdn Bhd (“GESB”) ("Action By Counterclaim")


GESB vs BCD and Pembinaan Era Dinamik Sdn Bhd ("PED") ("Counterclaim Within Counterclaim") - Continued


On 18 October 2002, the Court had allowed PED's application to intervene. On 22 January 2003, the Court dismissed GESB's application for Summary Judgement. GESB has lodged an  appeal on 28 January 2003. GESB's appeal to the Judge in Chambers against that decision was dismissed on 21 June 2004. GESB has since filed its appeal to the Court of Appeal on 23 June 2004. The date of hearing of the appeal has not been fixed.  

The case management for the above matter has been further adjourned to 21 February 2008 to allow the parties to comply with further directions given. 

ii) Lai Sing-Mudajaya-Bridgecon-LPS Binamaju Consortium (“Consortium”) vs CGU      Insurance Bhd ("CGU") and SPK Insurance Brokers Sdn Bhd ("SPK") 

Gadang Holdings Bhd (“Gadang”) who had undertaken and assumed all the rights and obligations of the Consortium arising from a particular project pursuant to a novation agreement entered into between Gadang and the Consortium dated 13 September 2000 brought a claim of RM1,267,959.42 against CGU and SPK for the refund of premium previously paid which was supposed to cover a portion of the total estimated contract value which was not executed.

CGU had filed its defence as well as an application to strike out the writ and statement of claim. However, it was dismissed by the Court with costs on 22 April 2003. CGU had since appealed against the decision and hearing date was fixed on 12 January 2004. On 12 January 2004, the judge directed the parties to put in their written submissions instead. The judge also fixed the case for decision on 2 March 2004. On 2 March 2004, the judge had dismissed CGU's appeal with costs.

As for SPK's application to set aside the writ and statement of claim, the application was dismissed with costs by  the Court on 30 July 2003.  SPK had since appealed against the court decision and the hearing date was fixed on 11 November 2003.  On 11 November 2003, the court directed the parties to put in their written submissions instead.  The judge also fixed the case for decision on 28 January 2004. On 28 January 2004, the court had dismissed SPK's appeal with costs. 

The matter has been fixed for trial on 21 January 2008 and 22 January 2008.

(iii) Uniphone Usahasama Sdn Bhd ("UUSB") vs Datapuri Sdn Bhd ("DP")

On 12 December 2003, DP, a 51% owned subsidiary of Gadang received a writ of summon and statement of claim both dated 21 November 2003 from UUSB for an alleged outstanding payment of RM4,081,735.25 arising from construction works carried out by UUSB for DP. DP filed its defence on 2 January 2004 and an application for Summary Judgement (Order 14) was filed on 5 April 2005. On 11 May 2007, the Senior Assistant Registrar (“SAR”) allowed the Plaintiff’s applications for discovery/inspection of documents. DP filed notice of appeal to judge in chambers against the Order by the SAR. The appeal is fixed for hearing on 27 November 2007. Meanwhile, DP has also applied for stay of proceedings pending disposal of the appeal. Interim stay has been granted pending proper hearing of the stay application on 8 November 2007.
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B12.
DIVIDEND

No dividend has been declared by the Board of Directors for the first quarter ended 31 August 2007.
B13.
EARNINGS PER SHARE

(i)
Basic earnings per share

The basic earnings per share has been calculated by dividing the profit for the period attributable to ordinary equity holders of the parent by the weighted average number of ordinary shares that would have been in issue upon full conversion of the ICULS 2003/2008 and share options granted under ESOS, calculated as follows :-

	
	INDIVIDUAL PERIOD
	CUMULATIVE PERIOD

	
	CURRENT
	PRECEDING 
	CURRENT
	PRECEDING 

	
	QUARTER
	YEAR
	YEAR TO
	YEAR

	
	 
	CORRESPOND
	DATE
	CORRESPOND

	
	
	 -  DING 
	
	 -  DING 

	
	
	QUARTER
	
	PERIOD

	
	31/08/2007
	31/08/2006
	31/08/2007
	31/08/2006

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

	Net profit attributable to ordinary
	
	
	
	

	equity holders of the parent
	3,320 
	             3,953 
	3,320 
	3,953 

	
	
	
	
	

	Number of ordinary share at
	
	
	
	

	  beginning of period
	116,659 
	106,014 
	116,659 
	106,014 

	Issued pursuant to ESOS
	           415
	
	415
	

	Issued pursuant to private placement
	-   
	                   -   
	              -   
	         - 

	Weighted average number of
	 
	 
	 
	

	   ordinary shares
	117,074 
	106,014 
	  117,074 
	106,014 

	Basic earning per share (sen)
	2.83 
	3.73 
	2.83 
	    3.73 
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(ii)
Diluted earnings per share

The diluted earnings per share has been calculated by dividing the profit for the period attributable to ordinary equity holders of the parent by the weighted average number of ordinary shares that would have been in issue upon full conversion of the ICULS 2003/2008 and share options granted under ESOS, adjusted for the number of such shares that would have been issued at fair value, calculated as follows :-

	
	INDIVIDUAL PERIOD
	CUMULATIVE PERIOD

	
	CURRENT
	PRECEDING 
	CURRENT
	PRECEDING 

	
	QUARTER
	YEAR
	YEAR TO
	YEAR

	
	 
	CORRESPOND
	DATE
	CORRESPOND

	
	
	 -  DING 
	
	 -  DING 

	
	
	QUARTER
	
	PERIOD

	
	31/08/2007
	31/08/2006
	31/08/2007
	31/08/2006

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

	Net profit attributable to ordinary
	
	
	
	

	equity holders of the parent
	3,320 
	             3,953 
	3,320 
	3,953 

	Adjusted profit for 2% ICULS
	
	
	
	

	2003/2008
	-
	-
	-
	-

	
	3,320
	3,953
	3,320
	3,953

	Weighted average number of
	
	
	
	

	ordinary shares as per basic EPS
	117,074 
	106,014 
	117,074 
	104,168

	Effect of ICULS
	53 
	                   53 
	  53 
	              53 

	Effect of ESOS
	-
	-
	-
	-

	Weighted average number of
	 
	 
	 
	

	ordinary shares (diluted)
	117,127 
	106,067 
	  117,127 
	106,067 

	Diluted earning per share (sen)
	2.83 
	3.73 
	 2.83 
	    3.73 
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