GADANG HOLDINGS BERHAD

(Incorporated in Malaysia)

(Company No : 278114-K)

NOTES TO THE INTERIM FINANCIAL REPORT

FOR THE FINANCIAL QUARTER ENDED 29 FEBRUARY 2008

	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. The ESOS expired on 31 October 2007. 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 against the cost of the goodwill. This has the effect of reducing the amortisation charges by RM610,228 in the current quarter and RM4,226,041 in the financial period ended 29 February 2008.

(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 similar 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

During the financial period ended 29 February 2008, the Company allotted and issued 1,304,000 new ordinary shares of RM1.00 each under the Company’s Employee Share Options Scheme (“ESOS”) at the exercise price of RM1.00 per share. The ESOS expired on 31 October 2007. Shares issued under the ESOS rank pari passu in all respect with the existing ordinary shares of the Company.

Other than the above, there are no cancellation, repurchase, resale and repayment of debt and equity securities for the current financial period. 

A7.
DIVIDEND PAID

During the financial period ended 29 February 2008, the Company paid a first and final dividend on 27 December 2007, in respect of the financial year ended 31 May 2007, of 2.5% per share less 27% income tax amounting to RM2,152,824.76.
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

	29 February 2008
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	
	

	External sales
	       68,462 
	34,508 
	5,076 
	3,336 
	            -   
	        -   
	111,382 

	Inter-segment sales
	 8    69,197
	2,249 
	1,680 
	               270
	        3,147 
	(76,543)
	         -

	
	
	
	
	
	
	
	

	Total revenue
	     137,659
	36,757 
	6,756 
	3,606 
	        3,147 
	(76,543)
	111,382

	
	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	
	

	Profit/(Loss) before taxation         
	         2,689        
	      7,942 
	(832)
	            424 
	          (196)
	(460)
	   9,567 

	Taxation
	          (723)
	(1,901)
	                108  
	       (124)
	               51   
	    
	(2,589)

	
	
	
	
	
	
	
	

	Profit/(Loss) after taxation
	         1,966
	6,041 
	(724)
	 300 
	(145)
	(460) 
	   6,978 
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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 

There were no material events subsequent to the end of the quarter under review.
A11.
CHANGES IN COMPOSITION OF THE GROUP

There were no changes in the composition of the Group during the financial period ended 29 February 2008 other than the following:-

(i)  On 28 September 2007, Gadang Land Sdn Bhd, the Company’s wholly-owned subsidiary, had     acquired two (2) ordinary shares of RM1.00 each representing 100% equity interest in Elegance Sonata Sdn Bhd (“ESSB”) for cash consideration of RM2.00. ESSB was incorporated on 8 February 2006 and its intended principal activity will be property development.

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 

	Increase (nett) during the financial period
	   19,720

	
	

	As at 29 February 2008
	115,575 
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	PART B  -
	ADDITIONAL INFORMATION REQUIRED BY BURSA MALAYSIA LISTING REQUIREMENTS


B1.
REVIEW OF PERFORMANCE

The Group registered a lower revenue of RM111.38 million as compared to RM176.71 million recorded in the previous corresponding period. The decline in turnover was mainly due to the decrease in volume of workdone in the Construction Division as a result of the completion of some projects.  

In line with the above, the Group recorded a decrease in profit before taxation by 41% to RM9.57 million as compared to RM16.25 million in the previous corresponding period. 

B2.
COMPARISON WITH PRECEDING QUARTER'S RESULTS

The Group recorded an increase in revenue by 10% to RM37.98 million as compared to RM34.63 million in the preceding quarter as a result of higher volume of work in the Construction Division. However, the Group has recorded higher operating expenses incurred in the Corporate Division and Property Division in the current quarter. In line with the above, the Group registered a profit before taxation of RM1.57 million for the current quarter, a decrease by 52% as compared to a profit before taxation of RM3.25 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
	547 
	
	2,465

	
	  Foreign tax
	    (48) 
	
	124

	
	
	
	
	

	Under / (over) provision for prior years
	    -   
	
	    -   

	
	
	
	
	

	Deferred taxation
	-       
	
	                -   

	
	
	
	
	

	
	
	499
	
	2,589


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

There were sales of quoted securities on 25 September 2007 which resulted in a profit of RM300,919.49.

B8.
STATUS OF CORPORATE PROPOSAL ANNOUNCED

(i)
Conditional Shares Transfer and Shares Subscription 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 (“LSR”) and PT Kairos Tata Chemical (“KTC”) to acquire 65% equity interest in PT Sarana Catur Tirtakelola (“SCTK”) and 10% equity interest in PT Sarana Tirta Rejeki (“STR”) for a purchase consideration of Indonesia Rupiah (Rp) 6.5 billion (approximately RM2.8 million) ("Proposed Acquisition").

On 4 February 2008, the Company announced that AUPL had on 31 January 2008 further entered into a Supplemental Agreement with LSR and KTC for the purposes of completing the share transfer and share subscription.   

The acquisition of SCTK was completed on 22 April 2008, thereby resulting in SCTK becoming an indirect subsidiary of the Company.

The acquisition of 10% equity interest in STR is pending the approval of the regulatory authority.

(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 33.55 billion (approximately RM13.0 million) (“Purchase Price”). AUPL shall also undertake to settle all the liabilities of HTB based on the provisional amount of approximately Rp 30.65 billion (approximately RM12.0 million).

On 22 January 2008, AUPL had further entered into an Amendment Agreement with the Sellers to vary the payment structure and date of the completion of the SPA.

The acquisition of HTB was completed on 24 April 2008.  The purchase price for the 85% of the total issued and fully paid-up capital of HTB has been revised to Rp. 22.258 billion (equivalent to approximately RM8.01 million). With the completion, HTB became an indirect subsidiary of the Company.
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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
	39,062 
	           -   
	39,062 

	
	
	
	

	Long term borrowings
	24,242 
	-
	24,242 

	
	
	
	

	ICULS 2003/2008
	-   
	1 
	  1 

	
	
	
	

	
	63,304 
	1 
	63,305 

	Borrowings denominated in foreign currency :
	
	
	

	
	
	
	 RM'000 

	
	 Rp'000 
	 Equivalent 

	Indonesian Rupiah
	10,040,160 
	 
	3,464 


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) Kuala Lumpur High Court Suit No. S3-22-240-2000

Parties    :

L’Grande Development Sdn Bhd (“L’Grande”) vs Bukit Cerakah Development Sdn Bhd (“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”)

Nature : L’Grande has commenced a suit against BCD (now known as Puncak Alam Housing Sdn Bhd) on 11 April 2002 for the recovery of the sum due and owing to L’Grande arising from a building contract in respect of a particular project. BCD sought a counterclaim against L’Grande. In BCD’s defence, 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 who was employed to carry out the earthworks for the said project. GESB applied to Court for an order to be added as a defendant to the counterclaim to be given the right to properly refute the serious allegations made against GESB (“said application”). The said application was granted on 10 June 2002. GESB then sought a counterclaim against BCD and PED on the basis of non-payment of sums due and owing to GESB.

GESB has sought to enter summary judgement against PED. The court has dismissed GESB’s application against PED on 22 January 2003. GESB has since 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. No date of hearing of the appeal has been fixed yet.
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B11.
MATERIAL LITIGATION (Cont’d)

(i) Kuala Lumpur High Court Suit No. S3-22-240-2000

Claim : GESB’s claim against PED is for sum of RM4,746,519.35 whereas the claim against BCD is essentially for a declaration that it is liable for the debts of PED.

Status : The case management for the above matter has been further adjourned to 30 June 2008 to enable the parties to comply with the pre-trial directions. On 8 April 2008, the Registrar Court of Appeal has fixed the hearing of GESB’s appeal on 14 July 2008 in relation to its application for summary judgement against PED.

(ii) Kuala Lumpur High Court Suit No. D3-22-1722-2002

Parties    :

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

Nature : Gadang Holdings Berhad (“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 against the Defendents as the brokers for Gadang for the refund of premium previously paid which was supposed to cover a portion of the total estimated contract value which was not executed.

Claim : The claim is for a sum of  RM1,267,959.42 being the proportionate refund for which Gadang is entitled to.

Status : Both CGU and SPK’s application to strike out the writ and statement of claims was dismissed by the Senior Assistant Registrar on 22 April 2003 and 30 July 2003 respectively and their subsequent appeals to the Judge in Chambers were also dismissed on 2 March 2004 and 28 January 2004 respectively. The matter has been fixed for trial on 2 July 2008 and 3 July 2008.

The Judicial Commissioner has also adjourned the hearing of the first Defendant’s application for the disposal of the Plaintiff’s action on a determination of a point of law (Enclosure 56) to 16 June 2008 to enable the parties to exchange written submission.

(iii) Kuala Lumpur High Court Suit No. S2-22-1210-2004

Parties    :

Uniphone Usahasama Sdn Bhd (“UUSB”) (“Plaintif”) and Datapuri Sdn Bhd (“DPSB”) (“Defendant”)

Nature : On 12 December 2003, DPSB, a 51% owned subsidiary of Gadang, received a writ of summon and statement of claim both dated 21 November 2003 from UUSB in respect of construction work carried out by UUSB for DPSB.

Claim : The claim is for RM4,081,735.25

Status :  The Court has on 25 January 2008 fixed mention date of the Plaintiff’s application for summary judgment on 20 March 2008 pending disposal of DPSB’s appeal to Judge in Chambers in respect of the Plaintiff’s application for discovery of documents. The matter has fixed for next hearing on 8 May 2008 to enable both parties to file Written Submission and Bundle of Authorities.
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B12.
DIVIDEND

No dividend has been declared by the Board of Directors for the third quarter ended 29 February 2008.
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

	
	29/02/2008
	28/02/2007
	29/02/2008
	28/02/2007

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

	Net profit attributable to ordinary
	
	
	
	

	equity holders of the parent
	1,121 
	             3,303 
	6,811 
	11,355 

	
	
	
	
	

	Number of ordinary share at
	
	
	
	

	  beginning of period
	117,963 
	106,014 
	116,659 
	106,014 

	Issued pursuant to ESOS
	               -
	3
	961
	1

	Issued pursuant to private placement
	-   
	2,591   
	              -   
	       854 

	Weighted average number of
	 
	 
	 
	

	   ordinary shares
	117,963 
	108,608 
	  117,620 
	106,869 

	Basic earning per share (sen)
	0.95 
	3.04 
	5.79 
	    10.62 
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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

	
	29/02/2008
	28/02/2007
	29/02/2008
	28/02/2007

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

	Net profit attributable to ordinary
	
	
	
	

	equity holders of the parent
	1,121 
	             3,303 
	6,811 
	11,355 

	Adjusted profit for 2% ICULS
	
	
	
	

	2003/2008
	-
	-
	1
	1

	
	1,121
	3,303
	6,812
	11,356

	Weighted average number of
	
	
	
	

	ordinary shares as per basic EPS
	117,963 
	108,608 
	117,620 
	106,869

	Effect of ICULS
	53 
	               53 
	  53 
	              53 

	Effect of ESOS
	-
	                  137
	-
	137

	Weighted average number of
	 
	 
	 
	

	ordinary shares (diluted)
	118,016 
	108,798 
	  117,673 
	107,059 

	Diluted earning per share (sen)
	0.94 
	3.03 
	 5.78 
	   10.61 


BY ORDER OF THE BOARD

Tan Seok Chung

Company Secretary

29 April 2008
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