FOREMOST HOLDINGS BERHAD

(Company No: 463440 –X)

(Incorporated in Malaysia)

EXPLANATORY NOTES TO THE INTERIM REPORT  

FOR THE FINANCIAL QUARTER ENDED 30 SEPTEMBER 2005

PART A – 
Explanatory Notes pursuant to Paragraph 16 of Financial Reporting Standard 134 on “Interim Financial Reporting”

A1.
Accounting Policies









This interim financial report is unaudited and has been prepared in accordance with Financial Reporting Standard 134 “Interim Financial Reporting” (“FRS 134”) and Paragraph 9.22 of the Listing Requirements of the Bursa Malaysia Securities Berhad and should be read in conjunction with the Group’s financial statements for the financial year ended 31 December 2004.

The accounting policies and methods of computation applied in this interim financial report are consistent with those used in the preparation of the most recent annual audited financial statements.

A2. 
Audit Report of the Preceding Annual Financial Statements

The audit report of the Group’s preceding year’s annual financial statements included an emphasis of matter whereby it draws attention to the audit report of the financial statements of a subsidiary, Foremost Audio Sdn Bhd, which was qualified with an “except for” opinion on the non-provision for doubtful debt amounting to RM5,122,945.

A3. 
Seasonality or Cyclicality of Operations

The business operations of the Group are affected by the cyclical factors in the speakers manufacturing industry whereby major part of the invoicing and deliveries typically takes place towards the second and third quarter of the financial year.

A4.
Exceptional or Unusual Items


There were no items affecting assets, liabilities, equity, net income or cash flows that were exceptional or unusual because of their nature, size or incidence during the financial quarter ended 30 September 2005.

A5. 
Changes in Estimation

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

A6. 
Changes in Debt and Equity Securities 

There were no issuance and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the financial quarter ended 30 September 2005.

A7. 
Dividends

There was no dividend paid or declared during the current financial quarter ended 30 September 2005.

A8. 
Segmental Reporting


Primary reporting format – Business Segment


The Group’s activities can be analysed into two major business segments:


(i)
Speakers 
-
The manufacture and sale of various types of speakers and related products.


(ii)
Feedmillling
-
The manufacture and supply of feedstuff for livestocks.

An analysis of the Group’s current financial year to-date ended 30 September 2005’s results by business segment is as follows:

	
	Speakers
	Feedmilling
	Others
	Elimination
	Group

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	9 months ended 30 September 2005
	
	
	
	
	

	Revenue

External sales

Inter-segment sales


	71,543

3,510
	36,517

-
	-

180
	-

(3,690)
	108,060

-

	Total Revenue
	75,053
	36,517
	180
	(3,690)
	108,060

	
	
	
	
	
	

	Results

Segment results

Unallocated corporate expenses
	(10,435)
	2,148
	(10)
	-
	(8,297)

(409)

	Loss from operations 
	
	
	
	
	(8,706)

	 Share of results of associated   company

 Finance costs
	
	
	
	
	(261)

(1,381)

	Loss before taxation
	
	
	
	
	(10,348)

	 Taxation
	
	
	
	
	(455)

	Loss after taxation
	
	
	
	
	(10,803)

	 Minority Interest
	
	
	
	
	(526)

	Loss after taxation and minority interest
	
	
	
	
	(11,329)


A9. 
Valuation of Property, Plant and Equipment

The valuation of property, plant and equipment has been brought forward, without amendment from the most recent annual financial statements.

A10. 
Material Events Subsequent to the End of the Current Interim Period

Save a disclosed below, there were no material events subsequent to the end of the quarter under review.

On 15 November 2005, the Company’s 58.75% owned subsidiary, Yaku Shin (Malaysia) Sdn. Bhd.’s was placed under receivership by Bumiputra-Commerce Bank Berhad. The appointed Receivers and Managers are Messrs Heng Ji Keng (I/C No.:471010-01-5435) and Michael Joseph Monteiro (I/C No.:390207-10-5405) from Ferrier Hodgson MH Sdn. Bhd.,22-M, Monteiro & Heng Chambers, Jalan Tun Sambanthan 3, 50470 Kuala Lumpur. An announcement on the same was made on 17 November 2005.

A11.
Effect of Changes in Composition of the Group
There were no significant change in the composition of the Group for the current financial quarter and financial year to-date including business combinations, acquisitions or disposals of subsidiaries and long-term investments, restructuring or discontinuing operations, except as stated below:

(a) On 4 March 2005, the Company acquired 2 ordinary shares of RM1.00 each, representing the entire equity interest in Brilliant Capacity Sdn. Bhd. (“BCSB”).  By virtue of this acquisition, BCSB has become a wholly owned subsidiary of the Company.  On 6 April 2005, BCSB changed its name to Yaku Shin (Kedah) Sdn. Bhd.  On 12 July 2005, it further changed its name to YKS Roofing Solutions (M) Sdn. Bhd.

(b) The Company has completed the acquisition of 520,200 ordinary shares of RM1.00 each in Axasupreme Sdn Bhd (“ASB”), representing 51% equity interest in ASB.  The principal activity of ASB is that of investment holding and it has 2 subsidiaries namely, Tong Giap Feedmills Sdn Berhad (“TGF”) and TG Poultry Farming Sdn Bhd (“TG Poultry”).  The principal activities of TGF are investment holding, manufacture and supply of feedstuff for livestocks and trading of livestocks whereas TG Poultry is currently dormant.

Save for the above, there were no other changes in the composition of the Group for the current financial quarter and financial year to-date.

A12. 
Changes in Contingent Liabilities and Contingent Assets Since the Last Annual Balance Sheet Date


There have been no changes to the following contingent liabilities since the date of the last annual balance sheet date:
(a) 
The Company, together with Kenn Kenn Auto Accessories & Services Sdn Bhd (“KKAA”) and two other defendants are contingently liable for an amount of RM765,142, being claims for breach of tenancy agreement, which was not provided for in the financial statements.

(b) 
The Company has issued corporate guarantees amounting to RM44.6 million (as at 31.12.2004: RM44.6 million) to various financial institutions for banking facilities granted to subsidiary companies of which approximately RM26 million (as at 31.12.2004: RM23.6 million) has been utilised as at 30 September 2005.

There were no material contingent assets since the date of the last annual balance sheet date.

A13. 
Capital commitment


The amount of commitment for the purchase of property, plant and equipment not provided for in the interim condensed financial statements as at 30 September 2005 were as follows:

	
	As at

30 September 2005

	
	
	RM’000

	Approved and contracted for:
	
	

	  Freehold land
	
	1,658

	
	
	


Part B –
Additional Explanatory Notes pursuant to Part A, Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad

B1.
Review of the Performance of the Company and its Principal Subsidiaries

	
	Individual Quarter
	
	Cumulative Quarter

	
	Current

Year

Quarter

30/9/2005
	
	Preceding Year Corresponding Quarter

30/9/2004
	
	Current Year To Date 

30/9/2005
	
	Preceding Year Corresponding Year to date

30/9/2004

	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	
	
	

	Revenue
	51,312
	
	50,784
	
	108,060
	
	138,962

	
	
	
	
	
	
	
	

	(Loss)/profit before tax
	(5,632)
	
	1,086
	
	(10,348)
	
	(4,006)

	
	
	
	
	
	
	
	


An increased in the revenue when comparing current quarter to the same quarter in previous year was contributed by an indirect subsidiary company, Tong Giap Feedmills Sdn. Bhd., held via the Company’s newly acquired subsidiary, Axasupreme Sdn. Bhd. (as mentioned in A11 (b) above) of approximately RM26 million. This increasing is offset by the significant drop in the sales of Yaku Shin (Malaysia) Sdn. Bhd. which was mainly due to discontinue of production of low-margin and loss-making products. The demand for these products, which was low-margin and loss-making products was high in the same quarter in the previous year. 

The acquisition of 51% equity interest in Axasupreme Sdn Bhd in the current quarter had also resulted in a contribution of profit before tax amounting to approximately RM1.1 million which is offset to certain subsidiary losses, especially losses incurred by Foremost Audio Sdn. Bhd. due to bad debt written off approximately RM5.1 million.  

B2.
Material Changes in Quarterly Results of the Current Quarter as compared to the Results of the Immediate Preceding Quarter

	
	Current Quarter

Ended

30/9/2005
	
	Immediate Preceding Quarter

30/6/2005

	
	RM’000
	
	RM’000

	
	
	
	

	Loss before tax
	(5,632)
	
	(291)

	
	
	
	


In the current quarter, the Group recorded it has increased its losses from approximately RM4.7 million to RM5.6 million when compared to the immediate preceding quarter. This is mainly due to bad debt written off amounting RM5,122,945 provided by Foremost Audio Sdn. Bhd. and certain losses of certain subsidiaries can be offset the profit contribution from the acquisition of interest in Axasupreme Sdn. Bhd. as explained in B1.                

B3.
Prospects for the Current Financial Year





The Company’s loss-making subsidiary, Yaku Shin (Malaysia) Sdn. Bhd., had been placed under receivership on 15 November 2005. However, the Board is still confident that the Group should perform satisfactorily with two profit-making subsidiaries namely Foremost Audio Sdn. Bhd. and Tong Giap Feedmills Sdn. Bhd..

B4.
Variance of Actual Profit from Forecast Profit and Profit Guarantee
Not applicable.

B5. 
Taxation


Taxation comprises:

	
	
	3 months ended 30/9/2005
	
	9 months ended 30/9/2005

	
	
	RM’000
	
	RM’000

	Current tax expense:
	
	
	
	

	- Charge for the period
	
	317
	
	495

	- Deferred taxation
	
	(4)
	
	(22)

	- Under/(over) provision in prior years
	
	(18)
	
	(18)

	
	
	295
	
	455

	
	
	
	
	



The effective tax rates for the periods presented above are higher than the statutory tax rate principally due to certain expenses are not deductible for tax purposes and the absence of group relief whereby tax losses of certain subsidiaries cannot be offset against the taxable profits of other subsidiary companies.









B6.
Sale of Unquoted Investments and/or Properties

There were no sale of investments and/or properties outside the ordinary course of the Group's business for the financial quarter ended 30 September 2005.



B7.
Purchase or Disposal of Quoted Securities




There were no purchases or disposal of quoted securities for the financial quarter ended 30 September 2005.

B8.
Status of Corporate Proposals







There were no corporate proposals announced but not completed as at 30 November 2005 (the latest practicable date which is not earlier than seven (7) days from the date of issue of this Quarterly Report).

(a) On 17 September 2004, the Company’s wholly owned subsidiary, Foremost Audio Sdn Bhd (“FASB”) entered into a Sale and Purchase Agreement (“SPA”) with Ismail bin Yaa’cob (“the Vendor”) for the proposed acquisition of 4,539,000 ordinary shares of RM1.00 each, representing 51% equity interest in Mega Accomplishment Sdn Bhd (“Mega”) for a total cash consideration of RM6,500,000.

The acquisition was completed on 21 December 2004.  However, on 27 April 2005, FASB and the Vendor reached mutual agreement to rescind the SPA via a Deed of Recession dated 27 April 2005 whereby, the purchase consideration of RM6,500,000 together with all expenses incurred to-date on behalf of Mega amounting to RM46,370 are to be refunded to FASB. The related announcements on the acquisition of 51% interest in Mega were made on 22 September 2004, 23 December 2004 and 29 April 2005. As at todate, the said sum has yet to be refunded to FASB.

B9.
Borrowings and Debt Securities



Total Group borrowings as at 30 September 2005 were as follows:



	
	RM'000

	(a)
Short Term – Secured
	

	Bank Overdrafts
	14,436

	Banker’ Acceptances
	41,343

	Hire Purchase and Finance Lease Liabilities
	828

	Term Loans
	2,228

	
	58,835

	
	

	(b)
Short Term – Unsecured
	

	Bank Overdrafts
	784

	Bankers' Acceptances
	5,369

	
	6,153

	
	

	(c)
Long Term – Secured
	

	Hire Purchase and Finance Lease Liabilities
	490

	Term Loans

	5,745

	
	6,235



There were no borrowings or debt securities denominated in foreign currencies.


B10.
Off Balance Sheet Financial Instruments





As at 30 November 2005, forward exchange contracts that were entered into by subsidiary companies amounted to approximately USD221,370.  These contracts were entered into as hedges for committed sales denominated in foreign currencies and to limit the exposures to cpotential changes in foreign exchange rates with respect to the subsidiary companies’ estimated receipts denominated in foreign currencies.  These contracts’ maturity date is 9 January 2006.

The committed transactions that are hedged by forward exchange contracts are subsequently recorded in the books at the contracted foreign exchange rates.  Gains or losses arising from forward exchange contracts are dealt with through the income statement upon maturity.

There is minimal credit risk as the contracts were entered into with reputable banks.

B11.
Material Litigation








As at 30 November 2005, the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report, the Group is engaged in the following material litigations:-  

	
	Plaintiff(s)
	Defendant(s)
	Court Reference
	Status as at 

30 November 2005

	1
	Kenn Kenn Auto Accessories & Services Sdn Bhd (“KKAA”) and Foremost Holdings Berhad (“FHB”)
	Kenn Kenn Management Sdn Bhd (“KKM”)
	Kuala Lumpur High Court Suit No.: 

D6-22-1457-2001 followed by a Winding-Up Petition under Kuala Lumpur High Court Winding-up Petition No.: D5-28-67-2005
	KKAA had proceeded with a winding-up petition against KKM.  However, upon receipt of the advice from the Receiver and Manager, KKAA withdrew the said winding-up petition.

And instead, Foremost Audio Sdn Bhd (“FASB”), another subsidiary of the Company and a supporting creditor has made application to the Court for FASB to substitute as Petitioner in the winding-up petition against KKM.  

On 25 August 2005, the Court has dismissed the application made by FASB. 



	2
	Kenn Kenn Management Sdn Bhd (“KKM”)
	Foremost Audio Sdn Bhd (“FASB”)
	Kuala Lumpur High Court Suit No..: 

D7-22-565-2001
	The Court has fixed 22 September 2005 for Hearing In Chambers for the various applications put forth by KKM.

Pending hearing date from court.



	3
	Gan Seng Biang
	FHB, KKAA, Dato’ Mohammed Radzi @ Mohd Radzi bin Manan, Siow You & IPO Corporation Sdn Bhd


	Kuala Lumpur High Court Suit No. D1-22-1947-2002
	The proceeding was fixed for further case management on 4 January 2006.

	4
	Scrin Technology (M) Sdn Bhd
	Yaku Shin E-Tech (M) Sdn Bhd
	Pulau Pinang High Court Suit No. 22-576-2003


	Further case management has been fixed on 23 February 2006.

	
	
	
	
	


Note: KKAA is currently under receivership.

B12.
Loss Per Share

Basic loss per share is calculated by dividing the Group’s loss after tax and minority interest by the weighted average number of ordinary shares in issue as at 30 September 2005 of 52,620,000 shares.

	
	Current quarter

ended 30/9/2005
	Corresponding

quarter ended

30/9/2004
	Current year to date ended

30/9/2005
	Corresponding financial year to date ended

30/9/2004

	
	
	
	
	

	Net (loss)/profit for the period (RM’000)
	(6,362)
	446
	(11,329)
	(3,095)

	Weighted average number of   shares in issue during the quarter / year to date (‘000)
	52,620
	43,850
	52,620
	43,850

	Basic (loss)/profit per share (sen)
	(12.09)
	1.02
	(21.53)
	(7.06)


The Company does not have any dilutive potential ordinary shares outstanding as at 30 September 2005.  Accordingly, no diluted earnings per share is presented.

By Order of the Board

LAI LAI TIAM

Managing Director

30 November 2005
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