SARAWAK ENTERPRISE CORPORATION BERHAD (007199-D)

INTERIM FINANCIAL REPORT ON CONSOLIDATED RESULTS 

FOR THE SECOND QUARTER ENDED 30 JUNE 2006

UNAUDITED CONDENSED CONSOLIDATED INCOME STATEMENTS

FOR THE PERIOD ENDED 30 JUNE 2006

	
	Individual Period
	
	Cumulative Period

	
	Current year quarter

RM’000
	Preceding year corresponding quarter

RM’000
	
	Current 
Year-to-date
RM’000
	Preceding year corresponding period

RM’000

	Continuing Operations

Revenue
	298,297
	40,564
	
	556,206
	81,831

	
	
	
	
	
	

	Operating expenses
	(234,467)
	(35,420)
	
	(439,280)
	(65,325)

	Other income
	24,060
	1,245
	
	50,509
	2,062

	Finance costs
	(8,546)
	(3,538)
	
	(17,021)
	(7,077)

	Share of profits of associates
	2,037
	22,141
	
	1,110
	42,048

	Profit before taxation


	81,381
	24,992
	
	151,524
	53,539

	Taxation
	(16,890)
	(500)
	
	(33,397)
	(1,039)

	Profit for the period from continuing operations
	64,491
	24,492
	
	118,127
	52,500

	
	
	
	
	
	

	Discontinued Operation
	
	
	
	
	

	Profit/(loss) for the period 
	445
	618
	
	(1,249)
	(220)

	
	
	
	
	
	

	Profit for the period
	64,936
	25,110
	
	116,878
	52,280

	
	
	
	
	
	

	Attributable to:
	
	
	
	
	

	Equity holders of the parent
	63,763
	23,797
	
	115,703
	50,138

	Minority interest
	1,173
	1,313
	
	1,175
	2,142

	
	64,936
	25,110
	
	116,878
	52,280

	
	
	
	
	
	

	Earnings per share attributable to equity holders of the parent:
	
	
	
	
	

	Basic, for profit from continuing operations (sen)
	4.17
	1.97
	
	7.70
	4.27

	Basic, for profit/(loss) from discontinued operation (sen)
	0.03
	0.04
	
	(0.08)
	(0.01)

	Basic, for profit for the period (sen)
	4.20
	2.01
	
	7.62
	4.26

	
	
	
	
	
	

	Diluted (sen)
	N/A
	N/A
	
	N/A
	N/A


The unaudited condensed consolidated income statements should be read in conjunction with the audited annual financial report for the financial year ended 31 December 2005.

CONDENSED CONSOLIDATED BALANCE SHEETS

AS AT 30 JUNE 2006

	
	Unaudited
	
	Audited

	
	As at 
30.6.2006

RM’000
	
	As at 
31.12.2005

RM’000

	ASSETS
	
	
	

	Non-current assets
	
	
	

	Property, plant and equipment
	3,868,350
	
	3,890,974

	Investment in associates
	50,932
	
	48,163

	Other investments
	2,688
	
	2,688

	
	3,921,970
	
	3,941,825

	Current assets
	
	
	

	Inventories
	280,163
	
	243,560

	Development properties
	100,273
	
	100,273

	Receivables
	296,768
	
	168,752

	Marketable securities
	1,762
	
	2,005

	Short-term deposits
	463,475
	
	463,082

	Cash and bank balances
	86,962
	
	31,353

	
	1,229,403
	
	1,009,025

	Assets of disposal group classified as held for sale
	44,396
	
	-

	
	1,273,799
	
	1,009,025

	
	5,195,769
	
	4,950,850

	
	
	
	

	EQUITY AND LIABILITIES
	
	
	

	Equity attributable to equity holders of the parent
	
	

	Share capital
	1,518,949
	
	1,518,949

	Reserves
	644,559
	
	570,607

	
	2,163,508
	
	2,089,556

	Minority interest
	13,579
	
	12,404

	Total equity
	2,177,087
	
	2,101,960

	
	
	
	

	Current liabilities
	
	
	

	Payables
	559,900
	
	433,978

	Short-term borrowings
	209,060
	
	179,455

	Current tax liability
	10,466
	
	8,481

	
	779,426
	
	621,914

	Liabilities directly associated with the assets classified as held for sale
	4,096
	
	-

	
	783,522
	
	621,914

	Non-current liabilities
	2,235,160
	
	2,226,976

	Total liabilities
	3,018,682
	
	2,848,890

	
	5,195,769
	
	4,950,850

	
	
	
	

	Net assets per share attributable to ordinary equity holders of the parent (RM)
	1.42
	
	1.38


The unaudited condensed consolidated balance sheets should be read in conjunction with the audited annual financial report for the financial year ended 31 December 2005.

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

FOR THE PERIOD ENDED 30 JUNE 2006
	
	Attributable to Equity Holders of the Parent
	
	Minority   
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	 interest 
	
	Equity

	
	
	
	
	
	
	
	Capital
	
	
	
	
	
	
	
	
	
	

	
	Share  
	
	 Share   
	
	Capital  
	
	 redemption  
	
	 General 
	
	 Retained  
	
	
	
	
	
	

	
	 capital 
	
	 premium 
	
	 reserves 
	
	 reserve 
	
	 reserves 
	
	 profits 
	
	 Total 
	
	
	
	

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

	At 1 January 2006
	      1,518,949 
	
	-
	
	85,355
	
	           73,128 
	
	           94,147
	
	         317,977 
	
	      2,089,556 
	
	         12,404 
	
	      2,101,960 

	Effects of adopting FRS 3
	-
	
	-
	
	-
	
	-
	
	-
	
	901
	
	901
	
	-
	
	901

	Dividend
	-
	
	-
	
	-
	
	-
	
	-
	
	(42,652)
	
	(42,652)
	
	-
	
	(42,652)

	Profit for the period
	-
	
	-
	
	-
	
	-
	
	-
	
	115,703
	
	115,703
	
	1,175
	
	116,878

	Balance at 30 June 2006 
	1,518,949 
	
	-
	
	85,355
	
	73,128 
	
	94,147
	
	  391,929 
	
	   2,163,508 
	
	         13,579 
	
	      2,177,087 

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance at 1 January 2005
	      1,170,273 
	
	         636,433 
	
	355,983
	
	           17,639 
	
	94,147
	
	387,535
	
	2,662,010
	
	90,004
	
	2,752,014

	Issuance of share capital
	348,256
	
	128,854
	
	-
	
	-
	
	-
	
	-
	
	477,110
	
	-
	
	477,110

	Transfer to capital redemption reserve
	-
	
	-
	
	-
	
	55,489
	
	-
	
	(55,489)
	
	-
	
	-
	
	-

	Reduction of reserves
	-
	
	(765,287)
	
	(270,628)
	
	-
	
	-
	
	(124,207)
	
	(1,160,122)
	
	-
	
	(1,160,122)

	Arising from acquisition of subsidiaries
	-
	
	-
	
	-
	
	-
	
	-
	
	-
	
	-
	
	(25,396)
	
	(25,396)

	Dividend
	-
	
	-
	
	-
	
	-
	
	-
	
	(12,639)
	
	(12,639)
	
	-
	
	(12,639)

	Profit for the period
	-
	
	-
	
	-
	
	-
	
	-
	
	50,138
	
	50,138
	
	2,142
	
	52,280

	Balance at 30 June 2005 
	  1,518,529 
	
	         - 
	
	85,355
	
	        73,128 
	
	       94,147
	
	      245,338 
	
	   2,016,497 
	
	         66,750 
	
	      2,083,247 


The unaudited condensed consolidated statement of changes in equity should be read in conjunction with the audited annual financial report for the financial year ended 31 December 2005.
UNAUDITED CONDENSED CONSOLIDATED CASH FLOW STATEMENTS

FOR THE PERIOD ENDED 30 JUNE 2006

	
	For the current 
period ended 30.6.2006

RM’000
	
	For the preceding year corresponding period ended 30.6.2005

RM’000

	Continuing Operations
	
	
	

	
	
	
	

	Net cash from operating activities
	130,271
	
	21,800

	
	
	
	

	Net cash (used in)/from investing activities
	(41,459)
	
	281,841

	
	
	
	

	Net cash used in financing activities
	(30,861)
	
	(8,019)

	
	
	
	

	Net change in cash and cash equivalents from continuing operations
	57,951
	
	295,622

	Discontinued Operation

Net change in cash and cash equivalents from discontinued operation
	(281)
	
	221

	Net change in cash and cash equivalents for the period
	57,670
	
	295,843

	Cash and cash equivalents at the beginning of the financial year
	494,435
	
	160,167

	Cash and cash equivalents at the end of the financial period
	552,105
	
	456,010

	
	
	
	

	Consist of:
	
	
	

	Cash and cash equivalents for continuing operations
	550,437
	
	456,010

	Cash and cash equivalents classified as held for sale
	1,668
	
	-

	
	552,105
	
	456,010


The condensed consolidated cash flow statement should be read in conjunction with the audited annual financial report for the financial year ended 31 December 2005.
SELECTED EXPLANATORY NOTES TO THE INTERIM FINANCIAL STATEMENTS 

1
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 December 2005. 

2
Changes in accounting policies and adoption of new and revised Financial Reporting Standards

The significant accounting policies adopted are consistent with those of the audited financial statements for the financial year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (“FRSs”) 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
Investments in Associates

FRS 131
Interests in Joint Ventures

FRS 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairments of Assets

FRS 138
Intangible Assets

FRS 140
Investment Property

Except for FRS 3, FRS 5 and FRS 101, the adoption of the above standards does not have significant financial impact on the Group.  The effects of the changes in accounting policies resulting from the adoption of FRS 3, FRS 5 and FRS 101 are discussed below: 

FRS 3: Business Combination

In accordance with the transitional provisions of FRS 3, a discount on acquisition included in the investment in associates amounting to RM 901,086 is derecognized with a corresponding increase in retained profits.

2
Changes in accounting policies and adoption of new and revised Financial Reporting Standards (cont’d.)

FRS 5: Non-current Assets Held for Sale and Discontinued Operations

The Group has applied FRS 5 prospectively in accordance with its transitional provisions.  FRS 5 requires a component of an entity to be classified as discontinued when the criteria to be classified as held for sale have been met or it has been disposed of.  Such a component represents a separate major line of business or geographical area of operations, is part of a single co-ordinated plan to dispose of the component or is a subsidiary acquired exclusively with a view to resale.  An item is classified as held for sale if its carrying amount will be recovered principally through a sale transaction rather than through continuing use.  The assets and liabilities of a discounted operation (a disposal group) that are classified as held for sale are measured in accordance with FRS 5.  Immediately before classification as held for sale, the carrying amounts of all the assets and liabilities in the disposal group are measured in accordance with applicable FRSs.  Then, on initial classification as held for sale, the disposal group is recognized at the lower of carrying amount and fair value less costs to sell.  

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 other disclosures.  In the consolidated balance sheets, minority interests are now presented within total equity.  In the consolidated income statements, minority interests are 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 recognized 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 reclassified to conform to the current period’s presentation.

3
Comparatives

The following comparative amounts have been reclassified due to the adoption of new and revised FRSs:

	
	
	Reclassified
	

	
	Previously stated

RM’000
	FRS 5

RM’000
	FRS 101

RM’000
	Restated

RM’000

	
	
	
	
	

	6 months ended 30 June 2005
	
	
	
	

	
	
	
	
	

	Continuing Operations

Revenue
	88,924
	(7,093)
	-
	81,831

	Operating expenses
	(72,595)
	7,270
	-
	(65,325)

	Other income
	2,463
	(401)
	-
	2,062

	Finance costs
	(7,520)
	443
	-
	(7,077)

	Share of profits of associates
	55,859
	-
	(13,811)
	42,048

	Profit before taxation
	67,131
	219
	(13,811)
	53,539

	Taxation
	(14,851)
	1
	13,811
	(1,039)

	Profit for the period from continuing operations
	52,280
	220
	-
	52,500

	
	
	
	
	

	Discontinued Operation
	
	
	
	

	Loss for the period 
	-
	(220)
	-
	(220)

	
	
	
	
	


4
Audit report


The Group’s financial statements for the year ended 31 December 2005 were reported on without any qualification.

5 Seasonal or cyclical factors

The Group’s performance in the current quarter and financial year-to-date was not affected by any seasonal or cyclical factors.

6 Unusual items

There were no unusual items affecting the Group’s assets, liabilities, equity, net income or cash flows for the current quarter and financial year-to-date.
7
Changes in estimates


There were no significant changes in the estimates of amounts reported in previous quarters, which have a material impact on the interim financial statements.

8
Debt and equity securities

(a)
During the current quarter, the Group repaid a total amount of RM55 million of its debt securities.

(b)
Other than the above, there were no material issuances, cancellations, repurchases, resales and repayments of debts and equity securities for the current quarter and financial year-to-date.

9
Dividend paid

No dividend was paid by the Company in the current quarter and financial year-to-date.

On 31 July 2006, the Company paid the final ordinary dividend of 3.9 sen gross dividend per share, less income tax for the financial year ended 31 December 2005 pursuant to its shareholders’ approval at the Thirty-Ninth Annual General Meeting on 29 June 2006.

10
Segmental Reporting

	

	Individual Period
	
	Cumulative Period

	
	Current year quarter

RM’000
	Preceding year corresponding quarter

RM’000
	
	Current 
Year-to-date
RM’000
	Preceding year corresponding period

RM’000

	Segment Revenue
	
	
	
	
	

	Continuing operations
	
	
	
	
	

	
	Power
	297,627
	38,253
	
	554,869
	77,207

	
	Short & long term investment
	30
	610
	
	71
	1,223

	
	Property development
	640
	1,701
	
	1,266
	3,401

	Total revenue from continuing operations
	298,297
	40,564
	
	556,206
	81,831

	Discontinued operation
	
	
	
	
	

	Manufacturing 
	2,105
	4,203
	
	4,768
	7,093

	
	300,402
	44,767
	
	560,974
	88,924

	
	
	
	
	
	

	Segment Profit/(Loss) before tax
	
	
	
	
	

	Continuing operations
	
	
	
	
	

	
	Power
	83,453
	4,942
	
	155,401
	13,076

	
	Short & long term investment
	(2,164)
	19,085
	
	(4,031)
	38,336

	
	Property development
	92
	965
	
	154
	2,127

	Total profit before tax from continuing operations
	81,381
	24,992
	
	151,524
	53,539

	Discontinued operation
	
	
	
	
	

	Manufacturing  
	446
	619
	
	(1,248)
	(219)

	
	81,827
	25,611
	
	150,276
	53,320

	
	
	
	
	
	


11
Valuation of Property, Plant and Equipment

Property, plant and equipment are carried in the books of accounts at net book value and no separate valuation exercise has been undertaken. 

12
Subsequent events

There were no material events subsequent to the end of the current quarter.

13
Changes in the composition of the Group 

There were no material changes in the composition of the Group for the current quarter and financial year-to-date. 
14
Contingent liabilities and assets


There are no material contingent liabilities or contingent assets to be disclosed as at the date of this report.

15
Capital commitments


On 29 March 2006, the Company has awarded the contracts for its proposed construction of a 2x135MW Coal-Fired Power Station in Mukah to China National Machinery & Equipment Import & Export Corporation and PPES Works (Sarawak) Sdn. Bhd. at contract sums of approximately RM736 million and RM38 million respectively.

16
Review of performance 

For the financial period ended 30 June 2006, the Group recorded a profit before tax from continuing operations of RM151.5 million, as compared to a profit before tax from continuing operations of RM53.5 million for the preceding year corresponding period.  The results of the current financial period have been significantly enhanced by the successful acquisition of Syarikat SESCO Berhad as a wholly-owned subsidiary in the third quarter of 2005.
17
Material Changes in the Quarterly Results

The Group recorded a profit before tax from continuing operations of RM81.4 million in the current quarter as compared to profit before tax from continuing operations of RM70.1 million for the preceding quarter.  The better performance of the current quarter is principally due to the higher profit contributed by the power segment.

18
Current Year Prospects

 
Barring unforeseen circumstances, the Group expects to turn in a better performance in 2006 compared to 2005.

19
Profit Forecast / Profit Guaranteed

Not applicable.

20
Taxation

(a) Taxation comprises of:

	
	Individual Period
	
	Cumulative Period

	
	Current year quarter
	Preceding year corresponding quarter
	
	Current Year -to-date
	Preceding year corresponding period

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	
	
	
	
	
	

	Income tax

Deferred tax
	5,942

10,948
	500

-
	
	11,864

21,533
	1,039

-

	
	16,890
	500
	
	33,397
	1,039


(b)
The effective tax rate of the Group for the current quarter and financial year-to-date are lower than the statutory tax rate in Malaysia mainly due to:

(i) the availability of unutilized capital allowance and unabsorbed investment allowances brought forward; and

(ii) certain income which is not taxable.

21
Sales of unquoted Investments and/or Properties

There were no sales of unquoted investments and/or properties for the current quarter and financial year-to-date.
22
Purchase or Disposal of Quoted Securities

(a) 
Details of purchases and disposals of quoted securities during the financial year-to-date are as follows:

	
	
	
	RM’000

	
	
	
	

	(i)
	Purchase consideration
	
	248

	
	
	
	

	(ii)
	Sale proceeds
	
	286

	
	
	
	

	(iii)
	Gain on disposal
	
	38


(b)
Total investments in quoted securities as at 30 June 2006 were as follows:-

	

	
	RM’000

	(i)
	Total investments at cost
	96,722   

	(ii)
	Total investments at book-value
	28,050

	
	(after provision for diminution in value)
	

	(iii)
	Total investments at market value
	23,087


23
Status of Corporate Proposals

The Company had on 20 February 2006 entered into a Memorandum of Understanding (“MOU”) with KKB Engineering Berhad (“KKB”) to set the intention between the parties to enter into negotiation in connection with the proposed disposal of the entire issued and paid-up capital of Sarwaja Timur Sdn Bhd (“Sarwaja”), a wholly-owned subsidiary of the SECB group of companies to KKB.  The MOU is valid for a period of six months from the date of MOU or such later date(s) as the parties may agree upon in writing.

The Company had also announced on 17 August 2006 to further extend the negotiation period of the MOU for a further period of six months.  The details were as disclosed in the said announcement.

Save for the above, there are no other corporate proposals which have been announced that have not been completed as at the date of this announcement.
24
Discontinued Operation


The proposed disposal of Sarwaja as mentioned in paragraph 23 above is expected to be completed by the end of 2006.  As at 30 June 2006, Sarwaja was classified as a disposal group held for sale and thus, a discontinued operation.   


The revenue, results and cash flows of Sarwaja were as follows:

	
	Individual Period
	
	Cumulative Period

	
	Current year quarter

RM’000
	Preceding year corresponding quarter

RM’000
	
	Current 
Year-to-date
RM’000
	Preceding year corresponding period

RM’000

	Revenue
	2,105
	4,203
	
	4,768
	7,093

	
	
	
	
	
	

	Profit/(loss) before tax
	446
	619
	
	(1,248)
	(219)

	Taxation
	(1)
	(1)
	
	(1)
	(1)

	Profit/(loss) for the period 
	445
	618
	
	(1,249)
	(220)

	
	
	
	
	
	

	Cash flows from/(used in):
	
	
	
	
	

	- Operating activities
	1,750
	516
	
	383
	992

	- Investing activities
	(111)
	(47)
	
	(115)
	(226)

	- Financing activities
	(849)
	(20)
	
	(549)
	(545)

	Total cash flows 
	790
	449
	
	(281)
	221



The major classes of assets and liabilities of Sarwaja classified as held for sale as at 30 June 2006 are as follows:

	
	RM’000

	Assets:
	

	
	Property, plant and equipment
	26,554

	
	Inventories
	12,428

	
	Receivables
	3,746

	
	Short-term deposits
	1,298

	
	Cash and bank balances
	370

	Assets of disposal group classified as held for sale
	44,396

	
	
	

	Liabilities:
	

	
	Payables
	770

	
	Short-term borrowings
	3,324

	
	Current tax liability
	2

	Liabilities directly associated with the assets classified as held for sale
	4,096

	Net assets attributable to discontinued operation
	40,300


25
Group Borrowings and Debt Securities

	
	Ringgit

Borrowings
RM’000
	Foreign

Currency

Borrowings

RM’000
	Total

RM’000

	Short-term borrowings
	
	
	

	- unsecured
	91,702
	-
	91,702

	
	
	
	

	Current portion of long-term borrowings
	
	
	

	 - unsecured
	55,000
	7,358
	62,358

	 - secured
	55,000
	-
	55,000

	
	201,702
	7,358
	209,060

	Long-term borrowings
	
	
	

	 - unsecured
	275,000
	49,751
	324,751

	 - secured
	81,000
	-
	81,000

	
	356,000
	49,751
	405,751



Borrowings denominated in foreign currency:

	
	
	Equivalent to

	
	JPY’000
	RM’000

	Japanese Yen
	1,771,930
	57,109


26
Off Balance Sheet Financial Instruments

The Group does not have any financial instrument with off balance sheet risk as at the date of this report.

27
Material Litigation

There are no pending material litigations as at the date of this report. 

28
Proposed Dividend

The Board does not recommend any interim dividend for the financial year-to-date ended 30 June 2006.  No dividend was recommended for the preceding year corresponding period as well.

29
Earnings Per Share
(a) Basic Earnings Per Share

	
	Individual Period
	
	Cumulative Period

	
	Current year quarter
	Preceding year corresponding quarter
	
	Current 
Year-to-date
	Preceding year corresponding period

	Profit from continuing operations attributable to ordinary equity holders of the parent (RM’000)
	63,320
	23,303
	
	116,956
	50,280

	Profit/(loss) from discontinued operation attributable to ordinary equity holders of the parent (RM’000)
	443
	494
	
	(1,253)
	(142)

	Profit attributable to ordinary equity holders of the parent (RM’000)
	63,763
	23,797
	
	115,703
	50,138

	Weighted average number of ordinary shares in issue (in thousands)
	1,518,949
	1,185,581
	
	1,518,949
	1,177,970

	
	
	
	
	
	

	Basic earnings per share for:
	
	
	
	
	

	
	Profit from continuing operations (sen)
	4.17
	1.97
	
	7.70
	4.27

	
	Loss from discontinued operation (sen)
	0.03
	0.04
	
	(0.08)
	(0.01)

	
	Profit for the period (sen)
	4.20
	2.01
	
	7.62
	4.26

	
	
	
	
	
	
	


(b) Diluted Earnings Per Share

Not applicable.

BY ORDER OF THE BOARD

AISAH EDEN 

Company Secretary

Date:   25 August 2006

1

