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 financial periods beginning on or after 1 October 2006 and has not been reflected in the financial statement for the financial year ended 31 December 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 RM939,000 in the financial year ended 31 December 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 31 December 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 31 December 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 31 December 2006.

8. Dividend Paid

There were no dividends paid during the financial quarter ended 31 December 2006.

9. Segmental Information

	
	Individual Period
	Cumulative Period

	
	Current Year Quarter


	Preceding Year Corresponding Quarter
	Current Year To Date


	Preceding Year Corresponding Period 

	
	31 Dec 2006
	31 Dec 2005
	31 Dec 2006
	31 Dec 2005

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Segment Revenue
	
	
	
	

	Local
	34,262
	25,262
	86,932
	120,582

	Overseas
	2,756
	1,380
	29,973
	2,310

	Total revenue 
	37,018
	26,642
	116,905
	122,892

	
	
	
	
	

	Segment Results
	
	
	
	

	Local
	(2,631)
	1,996
	(6,536)
	31,393

	Overseas
	840
	582
	11,311
	669

	Total results
	(1,791)
	2,578
	4,775
	32,062

	
	
	
	
	


10. Valuation Of Property, Plant and Equipment

The Group did not revalue any property, plant and equipment during the financial quarter ended 31 December 2006.

11. Subsequent Events

On 9 February 2007, Perisai proposed to provide financial assistance to Allied Marine & Equipment Sdn Bhd (“AME”), a 55%-owned subsidiary of Perisai of approximately RM15.13 million by way of a corporate guarantee in respect of AME’s banking facilities with Malayan Banking Berhad of RM27.5 million. The proposed provision of financial assistance to AME is pending the approval of Perisai’s shareholders.

12. Changes In Composition Of The Group

There were no changes in the composition of the Group during the financial quarter ended 31 December 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 31 December 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 31 December 2006.

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

For the financial year ended 31 December 2006, the Group generated total revenue of RM116.91 million and net profit after taxation and minority interest (“PATMI”) of RM5.00million. This compares to revenue of RM122.89 million and PATMI of RM16.58 million for the preceding corresponding financial year ended 31 December 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 and higher operating and finance costs. In addition, the initial set up and running costs of third vessel acquired by the Group and lower margin projects undertaken had further reduced the PATMI.
For the financial quarter ended 31 December 2006, the Group generated total revenue of RM37.02 million and net loss after taxation and minority interest of RM0.40 million. This compares to revenue of RM26.64 million and loss after taxation and minority interest of RM2.24 million for the corresponding financial quarter ended 31 December 2005.

Despite the increase in revenue, the net loss after tax and minority interest for the current financial quarter ended 31 December 2006 was mainly due to higher operating and finance costs and the initial set up and running costs of third vessel as mentioned above.
2. Material Change in Profit Before Taxation (“PBT”) In Comparison to the Preceding Quarter

For the financial quarter ended 31 December 2006, the Group recorded loss before taxation of RM1.45 million as compared to a PBT of RM8.81 million for the preceding quarter ended 30 September 2006. 

This significant decrease in PBT was mainly due to the initial set up and running costs of third vessel acquired by the Group and lower margin projects undertaken during the current financial quarter under review.
3. Prospects for the next financial year

The expansionary and constructions efforts of both India and China and the recent developments and trends of oil and gas industry in the international arena augurs well for the group.

The Group has evolved from a corrosion control company to a leading edge technology company offering a wide range of products and services. This diversification has allowed it to become a one stop centre allowing it to offer larger and more technically challenging services as evidenced by the recent award of a RM28.9 million PetroVietnam contract and a letter of intent for a contract of USD12.0 million in Qatar.

The Group’s track record of success and proprietary technology puts it in the forefront for new contracts in the region as oil companies venture into deepwater and remote environments. 

The contributions from companies acquired, proprietary technologies and ownership of key assets together with the increase in scope under the Vendor Development Programme (“VDP”) by PETRONAS are expected to further enhance the earnings of Perisai and its subsidiaries (“Group”) in the coming years.

With the current bullish demand for Dynamic Positioning (DP) Vessel, the Group with the total of 3 vessels, is expected to generate positive future earnings, barring any unforeseen circumstances.

The joint venture with Alpha Thames Subsea Ltd is expected to contribute positively to the future earnings of the Group. AlphaPRIME is a modularized, integrated seabed processing and pumping system for use in the exploitation of hydrocarbons for single or multiple-field developments whether located in shallow or deep water.
Alpha Perisai Sdn Bhd (APSB) had filed 2 patent applications i.e. Containerised Modular Processing System and Control System for Seabed Processing System with the Malaysia Patent Office relating to the AlphaPrime technology for use on topsides. There are plans to file the same patents within the region under its licence.
In addition, APSB is granted the Pioneer Status under the Promotion of Investments Act 1986 by Malaysian Industrial Development Authority in October 2006, whereby APSB is allowed a 100% tax exemption on its statutory income for a period of 10 years.
To enhance credibility and secure local technical expertise, APSB has successfully entered into a co-operation agreement with Global Process System Inc.(GPS) to market the AlphaPRIME technology in October 2006. GPS has upstream oil and gas engineering design, procurement, fabrication, technology, commercial, economic and project management experience and resources to market, evaluate, identify and implement hydrocarbon development projects.

The first all electric working proto-type has now been brought from Sweden and is currently being assembled in Bangi to demonstrate to oil and gas companies the actual working of the technology. 

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. In order to streamline the structure, Perisai Research was incorporated to carry out research and development activities for 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 and has successfully secured its first major contract by way of a letter of intent from the Middle East. 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 quarter 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

	
	31 Dec 2006
	31 Dec 2005
	31 Dec 2006
	31 Dec 2005

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Based on result for the period
	
	
	
	

	- Current period provision
	1,103
	(106)
	3,091
	7,287

	- Underprovision in prior years
	150
	-
	150
	-

	- Deferred taxation
	(1,506)
	505
	(1,957)
	2,043

	
	(253)
	399
	1,284
	9,330

	
	
	
	
	


6. Sale of Unquoted Investments and/or Properties

There were no sale of unquoted investments and/or properties during the financial quarter ended 31 December 2006.

7. Purchase or Disposal of Quoted Securities

There were no purchase or disposal of quoted securities during the financial quarter ended 31 December 2006.
8. Status Of Corporate Proposals And Utilisation of Proceeds 

(a) Status Of Corporate Proposals

On 9 February 2007, Perisai proposed to provide financial assistance to AME of approximately RM15.13 million by way of a corporate guarantee in respect of AME’s banking facilities with Malayan Banking Berhad of RM27.5 million. The proposed provision of financial assistance to AME is pending the approval of Perisai’s shareholders.

(b) Status Of Utilisation Of Proceeds
The proceeds arising from the Company’s initial public offering exercise has been fully utilised.

As at the date of this announcement, the Group has not undertaken any other corporate proposal involving fund raising subsequent to the Company’s initial public offering.

9. Borrowings And Debt Securities

The Group has no debt securities as at 31 December 2006. The Group’s borrowings as at 31 December 2006 are as follows:

	
	Short Term
	Long Term

	
	RM’000
	RM’000

	
	
	

	Secured
	
	

	- Bank overdraft
	969
	-

	- Hire purchase creditors
	86
	318

	- Term loan
	50,327
	6,314

	Unsecured
	-
	-

	Total 
	51,382
	6,632

	
	
	


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) 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 is fixed for trial on 21 and 22 May 2007. The Directors of AME, after consulting with its legal adviser, believe that it has a good defendable case. In any event, the quantum of the compensation is expected to be limited given that the plaintiff was given an opportunity to return back to work soon after he had left his employment with AME but the plaintiff had sought employment elsewhere.

12. Dividend Payable

There were no dividends declared for the financial year ended 31 December 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 31 December 2006 and 31 December 2005.
	
	Individual Period
	Cumulative Period

	
	Current Year Quarter


	Preceding Year Corresponding Quarter
	Current Year To Date


	Preceding Year Corresponding Period

	
	31 December 2006
	31 December 2005
	31 December 2006
	31 December 2005

	
	
	
	
	

	Net profit after tax and minority interests (RM)
	(401,567)
	2,242,019
	5,003,460
	16,576,318

	
	
	
	
	

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

	
	
	
	
	

	Basic earnings per share (sen)
	(0.19)
	1.08
	2.41
	7.97

	
	
	
	
	


14. Authorised For Issue
The interim financial statements were authorised for issue by the Board in accordance with a resolution of the Directors on 27 February 2007.

By Order of the Board

Perisai Petroleum Teknologi Bhd

Terwander Singh a/l Badan Singh (MAICSA0780838)

Company Secretary
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