PERISAI PETROLEUM TEKNOLOGI BHD (632811-X)

(Incorporated in Malaysia)


NOTES TO THE ACCOUNTS

PART A -
EXPLANATORY NOTES PURSUANT TO FINANCIAL REPORTING STANDARD (“FRS”) 134

1. Basis Of Preparation

The interim financial statements have been prepared under the historical cost convention.

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 (“Bursa Securities”) for the MESDAQ Market (“MMLR”).

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2005. 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 Perisai Petroleum Teknologi Bhd (“Perisai” or the “Company”) and its subsidiaries (“Group”) since the year ended 31 December 2005.

2. Changes In Accounting Policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised FRS effective for financial period beginning 1 January 2006:

FRS 3
Business Combinations

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 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

The adoption of FRS 117 Leases and FRS 124 Related Party Disclosures are effective for annual periods beginning on or after 1 October 2006 and has not been reflected in the financial statement for the financial period ended 30 September 2006. 
The adoption of FRS 139 Financial Instruments: Recognition and Measurement has been deferred to a date to be announced later.
The adoption of the above standards does not have significant financial impact on the Group except for the following:-

(a) FRS 3: Business Combinations, FRS 136: Impairment of Assets and FRS 138: Intangible Assets

The new FRS 3 has resulted in consequential amendments to two other accounting standards, FRS 136 and FRS 138.

Intangible assets – goodwill

The adoption of these new FRS 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 profit or loss and subsequent reversal is not allowed. Prior to 1 January 2006, goodwill was amortised on a straight-line basis over its estimated useful life of 20 years.

The transitional provisions of FRS 3, however, have required the Group to eliminate at 1 January 2006 the carrying amount of the accumulated amortisation of RM1,003,000 against the gross amount of goodwill.

The carrying amount of goodwill as at 1 January 2006 of RM22,467,000 ceased to be amortised. This has the effect of reducing the amortisation charges by RM235,000 in the current quarter and RM704,000 in the financial period ended 30 September 2006.

Intangible assets other than goodwill

The new FRS 138 requires that the useful lives of intangible assets other than goodwill be assessed at the individual asset level as having either a finite or indefinite life. Some of the intangible assets are regarded to have an indefinite useful life when, based on an analysis of all of the relevant factors, there is no foreseeable limit to the period over which the assets is expected to generate net cash inflows for the Group. Intangible assets with indefinite useful lives are not amortised but instead, are tested for impairment annually. In accordance with the transitional provisions of FRS 138, the change in the useful life assessment from finite to indefinite is made on a prospective basis. 

(b)
FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the net 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.

3. Auditors’ Report On Preceding Annual Financial Statements
The auditors’ report on the latest audited financial statements was not qualified.

4. Seasonal Or Cyclical Factors
The Group’s operations are not materially subject to any seasonal or cyclical factors except for severe weather conditions.
5. Unusual Items Due To Their Nature, Size Or Incidence

There were no unusual items affecting assets, liabilities, equity, net income and cash flows during the financial quarter ended 30 September 2006.

6. Changes In Estimates

There were no significant changes in estimates that have had a material effect on the results for the financial quarter ended 30 September 2006.

7. Debts And Equity Securities

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities during the financial quarter ended 30 September 2006. 

8. Dividend Paid

A final dividend of 10% at par value per share of RM0.10 each less tax at 28% in respect of the financial year ended 31 December 2005 was paid on 25 August 2006 to shareholders whose names appeared in the Record of Depositors on 28 July 2006. 
9. Segmental Information

	
	Individual Period
	Cumulative Period

	
	Current Year Quarter


	Preceding Year Corresponding Quarter
	Current Year To Date


	Preceding Year Corresponding Period 

	
	30 Sep 2006
	30 Sep 2005
	30 Sep 2006
	30 Sep 2005

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Segment Revenue
	
	
	
	

	Local
	19,854
	 33,738
	52,670
	95,320

	Overseas
	13,696
	-
	27,217
	930

	Total revenue 
	33,550
	33,738
	79,887
	96,250

	
	
	
	
	

	Segment Results
	
	
	
	

	Local
	4,431
	8,864
	(3,905)
	29,397

	Overseas
	4,098
	-
	10,471
	87

	Total results
	8,529
	8,864
	6,566
	29,484

	
	
	
	
	


10. Valuation Of Property, Plant and Equipment

The Group did not revalue any property, plant and equipment during the financial quarter ended 30 September 2006.

11. Subsequent Events

(i) On 4 October 2006, Alpha Perisai Sdn Bhd (“Alpha Perisai”), a 70% owned subsidiary of Perisai, had entered into a co-operation agreement with Global Process System Inc (GPSI) (“Co-operation Agreement”) to market the AlphaPRIME™ technology together, with the identification and evaluation of opportunities suitable for AlphaPRIME™ technology. The Co-operation Agreement covers opportunities leading to contracts for projects, which are largely marginal proven undeveloped offshore hydrocarbon discoveries where the AlphaPRIME™ technology is part of the development solution within the geographical area listed in the Co-operation Agreement.
(ii) On 3 October 2006, Alpha Perisai's application for Pioneer Status under the Promotion of Investments Act 1986 (“PIA”) has been approved by Malaysian Industrial Development Authority (“MIDA”), whereby Alpha Perisai is allowed a 100% tax exemption on its statutory income for a period of 10 years in respect of the production of "Advanced Manifold and System Modules for incremental oil and gas field development and parts thereof".

12. Changes In Composition Of The Group

There were no changes in the composition of the Group during the financial quarter ended 30 September 2006.
13. Changes In Contingent Liabilities And Contingent Assets

The Directors are not aware of any material contingent liabilities or contingent assets, which, upon becoming enforceable, may have a material impact on the profit or net assets value of the Group.

14. Commitments

(a) Capital Commitments

Save as disclosed below, the Group is not aware of any material capital commitments incurred or known to be incurred by the Group which upon becoming enforceable, may have a material impact on the profit or net assets value of the Group as at 30 September 2006:

	
	RM’000

	
	

	Approved and contracted for:
	

	-
Balance payment for the acquisition of the entire equity interest of Merit Composites Sdn Bhd
	1,080

	
	

	Approved but not contracted for:
	

	-
None
	-

	
	


(b)
Financial Commitments

Pursuant to a shareholders’ agreement with Alpha Thames Subsea Ltd (“ATS”), Perisai irrevocably agrees and commits to provide on demand by its 70% subsidiary, Alpha Perisai Sdn Bhd, RM28.3 million (or an equivalent amount or amounts in other currencies) for the purposes of marketing AlphaPRIME™ and funding its business activities.
15. Significant related party transaction

There were no significant related party transactions during the financial quarter ended 30 September 2006.

PART B - EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE MMLR
1. Performance Review

For the 9-month financial period ended 30 September 2006, the Group generated total revenue of RM79.9 million and net profit after taxation and minority interest (“PATMI”) of RM5.4 million. This compares to revenue of RM96.2 million and PATMI of RM14.3 million for the preceding corresponding period to 30 September 2005.

The significant decrease in revenue and PATMI was mainly due to opportunity loss of revenue as a result of upgrading and major repairs works done on two separate vessels in the previous 6-month financial period ended 30 June 2006. 
For the financial quarter ended 30 September 2006, the Group generated total revenue of RM33.5 million and PATMI of RM4.4 million. This compares to revenue of RM20.0 million and loss after taxation and minority interest of RM2.0 million for the preceding financial quarter ended 30 June 2006.

This significant increase in revenue and PATMI for the current financial quarter ended 30 September 2006 was mainly due to all vessels are in full commission and generating revenue after the upgrading and major repairs works carried out in the previous 6-month financial period ended 30 June 2006. In addition, jobs which have been delayed to the current financial quarter have also contributed positively to the revenues. 

2. Material Change in Profit Before Taxation (“PBT”) In Comparison to the Preceding Quarter

For the financial quarter ended 30 September 2006, the Group generated a PBT of RM8.8 million as compared to a loss before taxation of RM4.6 million for the preceding quarter ended 30 June 2006. 

This significant increase in PBT was mainly due to all vessels being fully commissioned and generating revenue after the upgrading and major repairs works carried out in the previous 6-month financial period ended 30 June 2006. In addition, jobs which have been delayed to the current financial quarter have also contributed positively to both the revenues and PBT.

3. Prospects for the remaining quarters

The contributions from companies acquired in the financial year ended 31 December 2005 and increase in Vendor Development Programme (“VDP”) scope by PETRONAS are expected to enhance the earnings of the Group in the coming years.

During the financial quarter ended 30 September 2006, the Group acquired an additional vessel to support existing and new contracts. With the total of 3 vessels, the Group is expected to enhance its future earnings, barring any unforeseen circumstances.

The joint venture with ATS is expected to contribute positively to the future earnings of the Group. The new AlphaPRIME™ technology is expected to afford the Group a first mover advantage in exploiting the potential for subsea hydrocarbon extraction in Malaysia and the Asia Pacific Region. The AlphaPRIME™ System-Modular architecture has now been further developed recently for topsides and Floating Production Storage and Offloading (FPSO) application of which patents had been applied for.

The Group will continue to invest in research and development to enhance its product quality and range and to expand its market share in the corrosion control market primarily in the oil and gas industry in the Asean region. Perisai Research Sdn Bhd was incorporated to carry out research and development activities in the oil and gas industry.

The Group also plans to expand and emulate the success achieved in Malaysia by offering its products and services in the ASEAN region. The regional expansion drive will consist of both joint ventures and partnerships with local business operators in those regions.
4. Variance Of Profit Forecast and Profit Guarantee

The Group did not issue any profit forecast in public documents for the financial year ending 31 December 2006 or any profit guarantee.

5. Taxation

	
	Individual Period
	Cumulative Period

	
	Current Year Quarter


	Preceding Year Corresponding Quarter
	Current Year To Date


	Preceding Year Corresponding Period

	
	30 Sep 2006
	30 Sep 2005
	30 Sep 2006
	30 Sep 2005

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Based on result for the period
	
	
	
	

	- Current period provision
	1,605
	2,709
	1,988
	7,393

	- Deferred taxation
	764
	138
	(451)
	1,538

	
	2,369
	2,847
	1,537
	8,931

	
	
	
	
	


6. Sale of Unquoted Investments and/or Properties

There were no sale of unquoted investments and/or properties during the financial quarter ended 30 September 2006.

7. Purchase or Disposal of Quoted Securities

There were no purchase or disposal of quoted securities during the financial quarter ended 30 September 2006.
8. Status Of Corporate Proposals And Utilisation of Proceeds 

(a) Status Of Corporate Proposals

On 19 April 2005, Perisai had announced that the Company proposed to undertake a private placement of up to 10% of the issued and paid-up share capital of the Company at an issue price to be determined later (“Private Placement”). The Securities Commission (“SC”) had approved the Private Placement vide its letter dated 3 May 2005 and Bursa Securities had furnished its approval-in-principle for the listing of up to 20,800,000 new ordinary shares of RM0.10 each in the Company pursuant to the Private Placement vide its letter dated 16 May 2005. The Company had obtained its shareholders’ approval for the issuance of shares pursuant to Section 132D of the Companies Act, 1965 during its Annual General Meeting held on 3 June 2005 and subsequently on 27 June 2006. No further approval is required. On 2 November 2006, the company announced that the Board decided to abort the Private Placement as the approval by the SC expired on the same date.
(b) Status Of Utilisation Of Proceeds
The proceeds raised during the Group’s initial public offering were approved for the following activities and was fully utilised as follows: 

	Purpose
	Proposed Utilisation
	Actual Utilisation
	Deviation Amount
	Explanations

	
	RM’000
	RM’000
	RM’000
	%
	

	
	
	
	
	
	

	Research and development
	8,000
	8,000
	-
	-
	Fully utilised

	Working capital
	7,960
	7,960*
	-
	-
	Fully utilised

	Listing expenses
	1,200
	1,200*
	-
	-
	Fully utilised

	Total
	17,160
	17,160
	-
	-
	

	
	
	
	
	
	


Note:

*
Actual expenses for the listing exercise amounted to RM1,443,010. As allowed in Perisai’s Prospectus, the additional RM243,010 has been funded out of the portion allocated for working capital.
9. Borrowings And Debt Securities

The Group has no debt securities as at 30 September 2006. The Group’s borrowings as at 30 September 2006 are as follows:

	
	Short Term
	Long Term

	
	RM’000
	RM’000

	
	
	

	Secured
	
	

	- Bank overdraft
	9,273
	-

	- Hire purchase creditors
	182
	226

	- Term loan
	49,679
	6,038

	Unsecured
	-
	-

	Total 
	59,134
	6,264

	
	
	


10. Off Balance Sheet Financial Instruments

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

11. Changes In Material Litigation

Save as disclosed below, neither Perisai nor its subsidiaries are engaged in any material litigation, claim or arbitration, either as plaintiff or defendant, which has a material effect on the financial position of Perisai or its subsidiaries:

(i) Shah Alam Sessions Court Summons No. 4-52-1504-2002 dated 31 May 2002 between Mark Brian McIntyre, being the plaintiff and Allied Marine & Equipment Sdn Bhd (“AME”), a 55% owned subsidiary of Perisai, being the defendant. The plaintiff made a claim for negligence against AME for failing to provide a safe and proper work environment. The action is being taken up by the insurer, Oriental Capital Assurance Bhd. The matter was settled out of Court for a sum of RM13,500 on 8 August 2006 and the suit should have been withdrawn on 14 August 2006. However, on 14 August 2006, the said matter was not listed in the Court’s list and the Plaintiff’s solicitors has indicated that they will liaise with the Court in fixing a further mention date. On 19 September 2006, the Plaintiff’s solicitor has filed the Notice of Discontinuance, hence this case has been concluded.
(ii) Kuala Lumpur Industrial Court matter No. 12/4-1988/04 dated 17 November 2004 between Charles Mok Ngoh Check, being the plaintiff and AME, being the defendant. The plaintiff made a claim for reinstatement or alternatively compensation (unquantifiable) for wrongful dismissal. The matter has been postponed to 21 and 22 May 2007. The Directors of AME, after consulting with its legal adviser, believe that it has a good defendable case.
12. Dividend Payable

There were no dividends declared for the financial quarter ended 30 September 2006.
13. Earning Per Share (“EPS”)

Basic EPS is calculated by dividing the net profit after tax and minority interests by the number of ordinary shares in issue as at 30 September 2006 and 30 September 2005.
	
	Individual Period
	Cumulative Period

	
	Current Year Quarter


	Preceding Year Corresponding Quarter
	Current Year To Date


	Preceding Year Corresponding Period

	
	30 September 2006
	30 September 2005
	30 September 2006
	30 September 2005

	
	
	
	
	

	Net profit after tax and minority interests (RM)
	4,356,933
	4,213,267
	5,405,027
	14,335,303

	
	
	
	
	

	Number of ordinary shares in issue
	208,000,000
	208,000,000
	208,000,000
	208,000,000

	
	
	
	
	

	Basic earnings per share (sen)
	2.09
	2.03
	2.60
	6.89

	
	
	
	
	


14. Authorised For Issue
The interim financial statements were authorised for issue by the Board in accordance with a resolution of the Directors on 29 November 2006.

By Order of the Board

Perisai Petroleum Teknologi Bhd

Terwander Singh a/l Badan Singh (MAICSA0780838)

Company Secretary
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