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Notes to the interim financial statements

1.
Basis of preparation

The interim financial statements are unaudited and have been prepared in accordance with 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 of the Group for the financial 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 the Group  since  the  financial  year  ended  31 December 2005.

2. Changes in Accounting Policies

The significant accounting policies and method of computation adopted by the Group are consistent with those adopted in the financial statements for the financial year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for the 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 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
Investments in Associates

FRS 131
Interest 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 significant effects of the changes in accounting policies resulting from the adoption of the new/revised FRS’s are discussed below:

a) FRS 3: Business Combinations and FRS 136: Impairment of assets

The adoption of the new FRS 3 and FRS 136 have resulted in the Group ceasing its annual goodwill amortisation. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually or if circumstances indicates that it might be impaired. 

Prior to 1 January 2006, goodwill was amortised on a straight-line basis over its estimated useful life of between 20 to 52 years. This change in accounting policy has been accounted for prospectively for business combinations where the  agreement  date  is  on  or after  1 January 2006. The  carrying  amount  of  goodwill  as at 1 January 2006 of RM1,729.5 million ceased to be amortised. This has the effect of reducing the amortisation charges by RM9.0 million for the current quarter and RM18.0 million for the financial period ended 30 June 2006.

On 20 March 2006, the Company completed the acquisition of 51.74% equity interest in Johor Port Bhd (“JPB”) giving rise to a negative goodwill of RM69.6 million recognised in retained earnings as  the  agreement  was  signed  before  1 January 2006.

Following the acquisition, pursuant to the Mandatory General Offer on the remaining share capital of JPB, the Company acquired the remaining shares of JPB representing 48.26% and giving rise to a further RM70.7 million of negative goodwill recognised in the  income statement during the current period.

b)  FRS 101: Presentation of Financial Statements


The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net after-tax results of associates and joint ventures. 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.

c)  FRS 140: Investment Property

The Group has adopted the cost model to measure its investment properties. Under the cost model, investment property is measured at depreciated cost less any accumulated impairment losses.

Investment property previously classified under property, plant and equipment is now disclosed separately in the balance sheet.

3.
Audit qualification

The report of the auditors’ on the Group’s financial statements for the year ended 31 December 2005 was not subject to any qualification.

4.
Seasonal or cyclical factors

The Group’s operations have not been affected by seasonal or cyclical factors.

5.
Unusual items

There were no unusual items affecting assets, liabilities, equity, net income or cash flows during the current quarter because of their nature, size or incidence, except for the recognition of negative goodwill to the income statement as disclosed in Note 12.
6.
Changes in estimates

There were no material changes in financial estimates reported in prior interim periods that would materially affect the current interim period financial statements. 

7.
Debt and equity securities

There were no issuances, cancellations, repurchases, resale and repayment of debt and equity securities during the financial period ended 30 June 2006.

8.
Dividend paid


In respect of the financial year ended 31 December 2005 as reported in the Director’s report during that period, a final gross dividend, comprising 5.0 sen per share, less 28% income tax and a special dividend of 1.0 sen per share, less 28% income tax on 1,522,529,276  ordinary  shares  amounting  to  RM65.773 million, was paid on 8 June 2006.

9.
Segment Reporting


The Group’s segmental report for the 6 months financial period ended 30 June 2006 is as follows:

	
	Transport & Logistics
	Energy 

& Utilities
	Engineering 

& Construction
	Others
	Total

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

	
	
	
	
	
	

	Revenue
	
	
	
	
	

	Total
	412,269
	703,822
	     190,610
	17,909
	1,324,610

	Inter-segment
	-
	-
	    (26,983)
	(27)
	(27,010)

	External
	412,269
	703,822
	      163,627
	17,882
	1,297,600

	
	
	
	
	
	

	Results
	
	
	
	
	

	Segment profit/ 

 (loss)
	154,713
	99,559
	      16,565
	(33,110)
	237,727

	Items relating   to investments
	
	
	
	
	70,746  

	Interest income
	
	
	
	
	6,336

	Finance cost
	
	
	
	
	 (93,129)

	Share of  

 results  

 of associated 

 companies and

 jointly 

 controlled

 entities
	-
	43,799
	     15,085
	2,987
	61,871

	Profit before 

 Taxation
	
	
	
	
	283,551

	Taxation
	
	
	
	
	(43,224)

	Profit after 

 Taxation
	
	
	
	
	240,327

	
	
	
	
	
	



The Group’s segmental report for the 6 months financial period ended 30 June 2005 is as follows:

	
	Transport & Logistics
	Energy 

& Utilities
	Engineering 

& Construction
	Others
	Total

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

	
	
	
	
	
	

	Revenue
	
	
	
	
	

	Total
	254,679
	510,404
	     199,202
	17,102
	981,387

	Inter-segment
	-
	(19,481)
	     (63,317)
	(68)
	(82,866)

	External
	254,679
	490,923
	      135,885
	17,034
	898,521

	
	
	
	
	
	

	Results
	
	
	
	
	

	Segment profit/ 

 (loss)
	91,535
	50,863
	31,828
	(8,715)
	165,511

	Items relating to investment
	
	
	
	
	195,193

	Interest income
	
	
	
	
	4,831

	Finance cost
	
	
	
	
	 (80,768)

	Amortisation of 

 intangible   

 assets
	
	
	
	
	(18,124)

	Share of  

 results  

 of associated 

 companies and

 jointly 

 controlled

 entities
	-
	57,355
	16,490
	11,315
	85,160

	Profit before 

 taxation
	
	
	
	
	351,803

	Taxation
	
	
	
	
	(25,889)

	Profit after 

 taxation
	
	
	
	
	325,914

	
	
	
	
	
	


10.
Property, plant and equipment

Certain group properties were revalued in the past. No subsequent revaluations were done.

11.
Events subsequent to the balance sheet date 
There were no material events subsequent to the end of current interim period. 

12.
Changes in composition of the Group

There were no changes in the composition of the Group during the current quarter except for the following:

a) On 16 May 2006, the Company acquired the entire issued and paid up share capital of Nucleus Avenue (M) Sdn Bhd, for purchase consideration of RM2.00. 

b) On 8 June 2006, the company incorporated MMC International Holdings Limited and MMC Saudi Arabia Limited in the British Virgin Islands, each with an issued and paid-up capital of USD2.00, representing 2 ordinary shares of USD1.00 each. 

c) On 29 June 2006, the Company acquired additional 3,000,000 ordinary shares of RM1.00 each in Recycle Energy Sdn Bhd (“RESB”), representing the additional 7.5% of its equity interest, for a cash consideration of RM3.0 million. This has effectively increased the Company’s interest in RESB from 51.0% as at 31 March 2006 to 58.5% as at 30 June 2006. This has also given rise to additional goodwill of RM0.635 million in the period.

The summary of the effects of the acquisition of the subsidiary on the financial position of the Group is as follows:

The provisional fair value of net assets acquired:
	
	
	As at date of acquisition

	Non-current assets
	
	       16,275

	Current assets
	
	         375

	Current liabilities
	
	  (2,967)

	Non-current liabilities
	
	(11,318)

	Group share of net assets
	
	       2,365

	Difference of Group’s shares of net assets and purchase consideration
	
	        (635)

	Total purchase consideration
	
	       3,000

	Less: purchase consideration discharged by cash
	
	 (3,000)  

	Net cash outflow on acquisition of 7.5% RESB
	
	       -


d) On 30 June 2006, pursuant to Mandatory General Offer on JPB shares, the Company completed its acquisition of the remaining 159,244,998 ordinary shares of RM1.00 each, representing  approximately 48.26% of equity interest in JPB, for a total cash consideration of RM398.1 million satisfied entirely by cash.

The summary of the effects of the acquisition of the subsidiary on the financial position of the Group is as follows:

The provisional fair value of net assets acquired:
	
	
	As at date of acquisition

	Non-current assets
	
	     640,455

	Current assets
	
	     153,294

	Current liabilities
	
	  (66,307)

	Non-current liabilities
	
	(258,584)

	Group share of net assets
	
	      468,858

	Negative goodwill on consolidation
	
	     (70,746)

	Total purchase consideration
	
	      398,112

	Less: cash and cash equivalents of subsidiary acquired
	
	-

	Net cash outflow on acquisition of 48.26% JPB
	
	      398,112

	
	
	


13.
Changes in contingent liabilities or contingent assets

There were no changes in contingent liabilities or contingent assets since the  last  annual  balance  sheet  date  as  at  31 December 2005 as disclosed in the financial statements of the Group for the financial year ended 31 December 2005, except for the following:

a) Bank guarantees issued to third parties:

	
	30.06.06
	
	31.12.05

	
	RM million
	
	RM million

	
	
	
	

	Company
	4.1
	
	3.8

	Subsidiaries
	85.1
	
	35.5

	
	
	
	

	
	89.2
	
	      39.3



Bank guarantees issued to customers and utilities suppliers were mainly performance bonds, security deposits and payment guarantees.

b) The Australian tax authority has issued notices of assessment to the Company, and certain of its subsidiaries and associates, namely Anglo-Oriental  (Nominees) Australia Pty Ltd (‘AONA’), Anglo-Oriental (Annuities) Sdn Bhd ('AOA'), Tronoh Consolidated Malaysia Berhad ('Tronoh') and Golden Solitaire (Australia) B.V. ('GSA'), indicating that the Company and its respective subsidiaries and associates have been assessed to tax assessment of AUD136,755,553.93 and penalties of AUD1,641,316.85 in aggregate, in respect of the disposal  of  shares in Australian entities in 1998, 2000 and 2001 income years and an interest free loan made by AONA to the Company in 2001 income year. The general interest charge accrues on this tax debt on a daily compounding basis.

In the case of the non-Australian companies, the assessments have been made as a result of the Australian tax authority's interpretation of a tax treaty and/or a change in foreign tax legislation around the time of the relevant disposals. In the case of AONA, the assessment relating to the disposal of shares has been made as a result of the Australian tax authority failing to recognise carry forward losses of AONA which offset the capital gain and the assessment relating to the interest free loan has been made as a result of the Australian tax authority applying Australia's transfer pricing rules to the loan. 

Notices of objection have been filed against the assessments relating to the disposal of shares and notices of objection will be filed against the assessments relating to the interest free loan. 

The Australian tax authority has substantially disallowed the objections. Appeals have been lodged with the Federal Court against the Australian tax authority's decisions. The Directors are of the view, based on advice by legal counsel that no provision needs to be made in the financial statements.
13.
Capital commitments


Capital commitments for the Group not provided for in the financial statements are as follows:

	


	
	30.06.06

	
	
	RM million

	Property, plant and equipment:
	
	

	   Authorised but not contracted for
	
	946

	   Contracted but not provided for in the
	
	

	     financial statements
	
	697

	
	
	1,643

	
	
	


Additional information required by the Bursa Securities Listing Requirements

14.
Review of performance


The  Group’s   profit  before  tax  for  the  quarter  ended  30 June 2006 was higher by RM121.7 million compared to the corresponding quarter ended 30 June 2005. The improvement in performance was mainly due to consolidation of JPB’s results and recognition of negative goodwill to income statement arising from progressive acquisition of JPB.


The Group’s profit before tax  for the 6 months period ended  30 June 2006 was lower by RM68.3 million due to capital gains from disposal of investments in quoted shares in the preceding period.
15.
Variation of results against preceding quarter


The Group recorded a profit before tax of RM206.0 million for the current quarter compared to RM77.5 million in the preceding quarter. The increase was mainly due to consolidation of results from JPB and recognition of negative goodwill to income statement arising from progressive acquisition of JPB.

16.
Current prospects 


The Board expects the Group’s financial results excluding gains from disposal of investments for the current financial year ending 31 December 2006 to be better than those achieved in financial year ended 31 December 2005, mainly due to contribution from JPB. 

17.
Profit forecast or profit guarantee


The Group did not issue any profit forecast or profit guarantee during the reporting period.

18.
Tax expense
	
	3 months quarter ended
	3 months quarter ended
	
	Cumulative 6 months ended
	Cumulative 6 months ended

	
	30.06.06
	30.06.05
	
	30.06.06
	30.06.05

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	
	
	
	
	
	

	Current tax expense
	
	
	
	
	

	 -  current
	(25,922)
	  (12,491)
	
	(37,650)
	  (22,186)    

	 -  prior year  
	265
	
	
	265
	

	
	
	
	
	
	

	Deferred tax expense
	(3,226)
	   (2,159)   
	
	(5,839)
	   (3,703)   

	
	(28,883)
	 (14,650)
	
	(43,224)
	 (25,889)


The Group’s effective tax rate 
for the current quarter and financial period is lower than the statutory income tax rate in Malaysia due to negative goodwill recognised as income not being subject to tax.

19.
Unquoted investments and landed properties


There were no sales of unquoted investments and landed properties during the current quarter. 

20.
Quoted investments

a)
There were no purchases nor disposals of quoted securities during the current quarter. 


b) 
Investments in quoted shares as at 30 June 2006:


	
	At Cost
	
	At

Book Value
	
	At

Market Value

	
	RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	

	Quoted in Malaysia
	85,956
	
	85,438
	
	226,206

	
	
	
	
	
	

	Quoted outside Malaysia
	13,172
	
	     -
	
	3,611

	Total quoted investments
	   99,128
	
	85,438
	
	229,817


21.
Status of corporate proposals announced 
a)
Kramat Tin Dredging Berhad
On 5 June 2006, a 52.9% subsidiary, Kramat Tin Dredging Berhad announced that the Securities Commission had granted a final extension of time up to 28 February 2007 for the company to implement its restructuring proposal.

Further, the shareholders of the company had, on 25 July 2006, approved the scheme of arrangement in relation to the its restructuring proposals at the Court Convened Meeting as well as all resolutions pertaining to it at the Extraordinary General Meeting of the company. 

The petition for sanction of the High Court of Malaya to the Scheme of Arrangement was filed on 9 August 2006 and hearing is fixed on 28 August 2006.

The Initial Listing Application to Bursa Malaysia Securities Berhad will be made upon receipt of court sanction. 

(b)
Johor Port Berhad
On 31 May 2006, the Company had dispatched the notice to the dissenting shareholders of Johor Port Berhad (“JPB”) stating its intention to acquire the remaining shares not already owned by the Company (“JPB Shares”). Thereafter, the compulsory acquisition by the Company of the JPB Shares was completed on 10 July 2006. 

(c) Proposal to acquire the entire assets and undertakings of Malakoff Berhad and assuming all its liabilities 

The developments after the announcement on 17 May 2006 are set out below:

The Company had on 30 June 2006 announced that the Company and its wholly owned subsidiary, Nucleus Avenue (M) Sdn Bhd (“Nucleus Avenue”) had signed the formal agreements comprising the Master Sale Agreement, Assets Sale Agreement and Properties Sale Agreements in relation to the proposed acquisition of the securities of all the subsidiaries and the associate company of Malakoff Berhad (“Malakoff”) together with all the assets of Malakoff (other than the cash balance in Malakoff and the above securities) and the transfer, assignment or novation of all liabilities of Malakoff  for a cash consideration of RM9,307,599,771 less any available cash balance in Malakoff.  Details of the salient terms and conditions of the agreements are provided in the announcement dated 30 June 2006. The proposed fund raising by Nucleus Avenue through the issue of ordinary shares, perpetual preferred securities and debt securities in Nucleus Avenue to finance the proposed acquisition is being finalised and an announcement on details of the proposed funding and indicative principal terms of the above securities will be made in due course.

The relevant Economic Planning Unit and Foreign Investment Committee approvals were obtained vide their letters dated 21 July 2006 and 3 August 2006 respectively. The Company is making arrangements to fulfil the conditions precedent of the agreements.

(d) MMC Defence Sdn Bhd 

On 7 July 2006, the Company announced that its 99.99% owned subsidiary, MMC Engineering Group Berhad had proposed to dispose off a total of 1,379,400 ordinary shares of RM1.00 each, representing 30% of the issued and paid up share capital of MMC Defence Sdn Bhd for a cash consideration of approximately RM1.8 million and the redemption of 3 million Redeemable Convertible Preference Shares held by the Company for RM3 million.  The proposed disposal to DRB-HICOM Technologies Sdn Bhd is pending completion.

22.
Borrowings




30.06.06
31.12.05




RM’000
RM’000


Current


- secured

475,836
497,122


- unsecured
 

112,242
 _50,268  





 588,078
547,390

Non-current


-
Long-term loans – secured
3,190,606
2,336,662


-
BBA Islamic Debt Securities
  176,502
    174,731  




3,367,108
2,511,393

 
-
Redeemable convertible



subordinated loans - unsecured
    158,355
    158,355


-
Redeemable preference share
     67,000
     67,000

	
	 USD’000
	RM’000

 equivalent

	Bank borrowings denominated in foreign currency
	  8,427
	  32,275


23.
Off Balance Sheet financial instruments 


The position of forward foreign exchange contracts of Tepat Teknik Sdn Bhd (a 70% owned subsidiary of MMC Engineering Group Berhad) as at 18 August 2006, is as follows:


Contracted
RM’000 



amount ‘000
equivalent




USD
2,695
9,498

The related accounting policies for the off-balance-sheet financial instruments are as disclosed in the financial statements for the financial year ended 31 December 2005.

24.
Changes in material litigation 

There were no substantial changes in material litigation, including the status of pending material litigation in respect of the Company and its subsidiaries since the last audited balance sheet date as at 31 December 2005 except that Percon Corporation Sdn Bhd (“Percon”) filed a counter claim for the sum of RM51,639,922.17 against MMC Engineering Services Sdn Bhd (“MMCES”), pursuant to a claim filed by MMCES against Percon arising from Percon’s failure to pay MMCES under a Deed of Termination dated 3 October 1998  entered into between Percon, Leighton Contractors (M) Sdn Bhd and MMCES. The solicitors acting for MMCES are of the view that MMCES has a good chance of succeeding in its claim and defending the said counter claim by Percon.

25.
Dividend Payable 

No dividends have been recommended by the Directors for the 6 months financial period ended 30 June 2006. No dividends were declared by the Directors for the corresponding 6 months financial period ended 30 June 2005.

26.
Earnings per ordinary share

Basic/Diluted Earnings Per Ordinary Share





 Cumulative  Cumulative



3 months
3 months    6 months
 6 months



 quarter
 quarter      quarter
  quarter

 

   ended
   ended       ended
   ended



30.06.06
30.06.05    30.06.06
30.06.05

Net profit for 


  the period (RM’000)
177,139
69,678
240,327
325,914


Less: Amount attributable


  to minority interest
(38,134)
(21,233)
(60,576)
(39,427)

Profit for the period


  attributable to shareholders


   of the Company
139,005
48,445
179,751
286,487


Weighted average number

       of ordinary shares


  in issue (’000)
1,522,529
1,126,613
1,522,529
1,126,613


Basic/diluted earnings 


  per ordinary share (sen)   9.13 
4.30
11.81
25.43

The Redeemable Convertible Subordinated Loans issued by a subsidiary company as disclosed in Note 22 do not have any dilutive effect on the Group’s earnings per share.

27.
Authorisation for issue
The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution by the Directors on 24 August 2006. 

By Order of the Board

Azlan Shahrim

Secretary

Kuala Lumpur

24 August 2006.
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