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(Company Number 3927 V)

The Directors of Esso Malaysia Berhad are pleased to announce the financial results of the Company for the quarter ended December 31, 2003. 

CONDENSED INCOME STATEMENT (UNAUDITED) 

FOR THE QUARTER AND YEAR ENDED DECEMBER 31, 2003



Quarter ended
12 months ended




31.12.2003
31.12.2002
31.12.2003
    31.12.2002



Note
RM'000
RM'000
RM'000
RM'000
Revenues 

1,230,880
1,135,157

4,774,443

3,999,915

Other income

6,381
4,563

23,712

16,118

Cost of sales and expenses

    (1,219,357)
 (1,139,343)

(4,692,317)
  (4,004,372)
Profit from operations

17,904
      377


105,838

 11,661

Finance cost
 
       (4,781)
     (4,430)

     (18,653)

     (18,079)

Profit/(loss)  from ordinary 

  activities before tax

13,123
   (4,053)

            87,185            (6,418)

Taxation

16
        (5,880)

   (2,046)

    (30,170)
    (1,061) 

Net profit/(loss) for the period

7,243
(6,099)

57,015
(7,479)

  


=======
=======

========

 =======

Earnings/(loss) per ordinary


  stock unit (sen)
24
2.7
(2.3)

21.1
(2.8)

  



=======
=======

========

  =======

Proposed final dividend less 

  Malaysian income tax at 28% 

  per ordinary stock unit (sen)
23
-
-

12.0
10.0

  



=======
=======

========

  =======

(The condensed income statement should be read in conjunction with the audited financial statements for the year ended December 31, 2002)
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(Company Number 3927 V)

CONDENSED BALANCE SHEET AS AT DECEMBER 31, 2003 (UNAUDITED)



 As at 
              As at


Note
31.12.2003        31.12.2002


RM'000
RM'000
NON CURRENT ASSETS

Property, plant and equipment
 
1,127,447
1,149,264

Long term assets and receivables

194,212
184,360

Intangible assets - software


18,132
 
18,886
TOTAL NON CURRENT ASSETS


1,339,791          
1,352,510
CURRENT ASSETS
Inventories

92,097
113,976

Receivables

201,103
130,490

Amounts due from related companies

204,976
198,652

Cash and bank balances


  600

3,058
TOTAL CURRENT ASSETS


498,776

446,176
CURRENT LIABILITIES

Payables


241,343
212,162

Provisions


4,864
7,083

Amounts due to related companies


306,101
366,310

Borrowings
20
572,900
535,040

Taxation



6,189

12,512
TOTAL CURRENT LIABILITIES 

             
1,131,397     
1,133,107
NET CURRENT LIABILITIES

 (632,621)          (686,931)

LESS: NON CURRENT LIABILITIES

Provision for retirement benefits
 

60,997
58,269

Deferred taxation  


     78,613
  
77,325





139,610

135,594

TOTAL NET ASSETS EMPLOYED


567,560
529,985



======
======


FINANCED BY:
SHARE CAPITAL

135,000
135,000

RESERVES

8,000
8,000

RETAINED PROFITS

424,560
386,985
SHAREHOLDERS' EQUITY


567,560
529,985



======
======

(The condensed balance sheet should be read in conjunction with the audited financial statements for the year ended December 31, 2002)
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(Company Number 3927 V)

CONDENSED STATEMENT OF CHANGES IN EQUITY (UNAUDITED)

FOR THE QUARTER ENDED DECEMBER 31, 2003



Issued and fully paid





ordinary stock of 



            RM0.50 each
Non-distributable




Number of

capital
Distributable




ordinary
Nominal
redemption
retained



Note
stock unit
value
reserves
profits
Total


'000 
RM'000
RM'000
RM'000
RM'000



At January 1, 2003


As previously reported

270,000
135,000
8,000
381,803
524,803




Changes in accounting 


    policies                                 1  
-
-
-
5,182
5,182


________________________________________________________

 



As restated
270,000
135,000
8,000
386,985
529,985
Net profit
-
-
-
57,015
57,015

Dividends for the year ended

    December 31, 2002 (final)    
-

-            
- 
(19,440)     
(19,440)


________________________________________________________

 



At December 31, 2003
270,000
135,000
8,000
424,560
567,560

==============================================

At January 1, 2002


As previously reported

270,000
135,000
8,000
409,846
552,846




Changes in accounting 


    policies                                 1

-
-
-
4,058
4,058


________________________________________________________

 



As restated
270,000
135,000
8,000
413,904
556,904
Net loss

-
-
-
(7,479)
(7,479)

Dividends for the year ended

    December 31, 2001 (final)                           -

-            
- 
(19,440)     
(19,440)


________________________________________________________

 



At December 31, 2002
270,000
135,000
8,000
386,985
529,985

==============================================

 (The condensed statement of changes in equity should be read in conjunction with the audited financial statements for the year ended December 31, 2002)
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(Company Number 3927 V)

CONDENSED STATEMENT OF CASH FLOWS (UNAUDITED)

FOR THE QUARTER ENDED DECEMBER 31, 2003






                              12 months ended   

                                                           
31.12.2003

RM'000 
31.12.2002

RM'000

CASH FLOWS FROM OPERATING ACTIVITIES



Net profit/(loss) attributable to shareholders
57,015
(7,479)





Adjustments for non-cash items
130,485
97,744





Changes in working capital:



         (Increase)/ decrease in current assets
    ( 55,533)
           42,446

         (Decrease)/ increase in current liabilities
(34,454)
         127,088


-----------
-----------

Cash  generated from operations
97,513
         259,799





Interest / Tax / Retirement benefits payments                                                                         
(58,376)
(72,828)






-----------
-----------


Net cash flow from operating activities
39,137
186,971





CASH FLOWS FROM INVESTING ACTIVITIES



Purchase of property, plant and equipment
(60,504)
(73,251)

Purchase of intangibles assets
(1,108)
(3,525)

Proceeds from disposal of property, plant and equipment 
11,449
1,323

Increase in long term assets and receivables 
(9,852)
           (2,159)


------------
------------


Net cash used in investing activities
(60,015)
(77,612)





CASH FLOWS FROM FINANCING ACTIVITIES



Proceeds from borrowings - net
37,000
223,000

Repayment of  borrowings
-
(300,000)

Dividends paid to shareholders
(19,440)
(19,440)


------------
------------


Net cash flow from/(Net cash used in) financing activities
17,560
(96,440)





NET (DECREASE) / INCREASE IN CASH AND CASH EQUIVALENTS
(3,318)
12,919





CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR              
             3,018
           (9,901)


________
________

CASH AND CASH EQUIVALENTS AT END OF THE PERIOD                   
     (300)
      3,018


=======
=======

(The condensed statement of cash flows should be read in conjunction with the audited financial statements for the year ended December 31, 2002)
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(Company Number 3927 V)

Part A - Explanatory Notes Pursuant to MASB 26

1.
Basis of Preparation 


The interim financial statements are unaudited and have been prepared in accordance with the requirements of MASB 26 "Interim Financial Reporting" and paragraph 9.22 of the Listing Requirements of the Malaysia Securities Exchange Berhad (MSEB).


The interim financial statements should be read in conjunction with the audited financial statements for the year ended December 31, 2002.  The explanatory notes 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 the performance of the Company since the financial year ended December 31, 2002.


The same accounting policies and methods of computation are followed in the interim financial statements as for the financial statements for the year ended December 31, 2002 except for the adoption of the following Malaysian Accounting Standard Board (MASB) standards:


MASB 25: Income Taxes


MASB 27: Borrowing Costs


MASB 28: Discontinuing Operations


MASB 29: Employee Benefits



The adoption of MASB 27 and MASB 28 has not resulted in any changes in accounting policies that affect net profit or shareholders' equity of the Company. The changes and effects from adopting MASB 25 were previously reported in the first quarter 2003 report.  In addition, the Company recognised the effects from retrospective adoption of MASB 29 in the current quarter. The changes in accounting policies and financial effects from adopting the MASB 25 and MASB 29 are as follows:


(a)     Changes in Accounting Policies


         (i)    
MASB 25: Income Taxes 




Under MASB 25, deferred tax liabilities are recognised for all taxable temporary differences.  Previously, deferred tax liabilities were provided for timing differences only to the extent that a tax liability was expected to materialise in the foreseeable future.  The Company recognised additional deferred tax liabilities of RM 3,670,000 and RM 3,645,000 at year-end 2001 and 2002 respectively, from the retrospective adoption of MASB 25 on January 1, 2003.
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(Company Number 3927 V)

Part A - Explanatory Notes Pursuant to MASB 26

1.
Basis of Preparation (Continued)

(a)     Changes in Accounting Policies (Continued)

        Similarly, the standard requires the recognition of deferred tax assets for all deductible temporary differences.  Previously, deferred tax assets were provided for timing differences only.  The Company did not recognise any additional deferred tax assets from the adoption of MASB 25.



(ii)    MASB 29: Employee Benefits




The provision for the Company's unfunded defined benefit retirement plan is determined by a periodic independent actuarial valuation that is  based on the schedule of benefits stipulated in the Company's retirement benefits plan.  The Company adopted the US Financial Accounting Standard No.87 (FAS 87) for the accounting of the retirement benefit obligations in 1989.  The accounting treatment under FAS 87 is in conformity in most material aspects with MASB 29.  However, on first adoption of MASB 29 on January 1, 2003, retrospective application of the standard resulted in a decrease in the Company's retirement benefits liability of RM 10,733,000 and RM 12,260,000 at year-end 2001 and 2002, respectively.  These decreases resulted from the recognition of the net unamortised actuarial gain that had accrued since 1989 under the application of FAS 87 to the Company's retirement benefits plan.

(b)     Prior Year Adjustments




The changes in accounting policies from the adoption of MASB 25 and MASB 29 have been applied retrospectively and the comparative financial statements have been restated as follows:



             As



                                                    previously        Effects of             Effects of                  As



 
       reported        MASB 25            MASB 29          restated



 RM'000
RM'000
RM'000
RM'000

 

Balance Sheet



at 31 December, 2001




Deferred taxation
    95,204
3,670
3,005
101,879


Provision for retirement 



      benefits 
    70,924
                       -           
(10,733)
  60,191 



   Retained earnings  
409,846
            (3,670)            
   7,728
         413,904
                       
        



Income Statement for the 



year ended 31 December, 2002



Operating expenses
  308,374
-
(1,344)
307,030



Administrative and 



      other expenses
    62,498
-
(183)
62,315


Tax expense 
658
(25)
428
1,061
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(Company Number 3927 V)

Part A - Explanatory Notes Pursuant to MASB 26

1.
(b)     Prior Year Adjustments (Continued)

              
                                                 As



                                                    previously        Effects of             Effects of                  As



 
       reported        MASB 25            MASB 29          restated



 RM'000
RM'000
RM'000
RM'000



Balance Sheet 
 



at 31 December, 2002




Deferred taxation
    70,247
3,645
3,433
77,325


Provision for retirement 



      benefits 
    73,524
 -           
(12,260)
61,264 



Retained earnings                381,803              (3,645)                   8,827
          386,985

2.
Auditors' Report on Preceding Annual Financial Statements
The auditors' report on the Company's financial statements for the year ended December 31, 2002 was not qualified. 

3.
Comments about Seasonal or Cyclical Factors


The operations of the business are not seasonal or cyclical in nature.

4.
Unusual Items Due to their Nature, Size or Incidence

There were no unusual items affecting assets, liabilities, equity, net income and cash flows of the Company during the current quarter. 

5.
Changes in Estimates
There were no changes in estimates that have had a material effect in the current quarter.

6.
Debt and Equity Securities
There were no issuances, cancellations, repurchases, resale or repayments of debt and equity securities during the current quarter.
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(Company Number 3927 V)

Part A - Explanatory Notes Pursuant to MASB 26

7.
Dividend Paid 

The amount of dividends paid since December 31, 2002 are as follows:





      RM'000


In respect of the year ended December 31, 2002:

  


Final dividend per stock unit, paid on June 20, 2003:


Ordinary - 10 sen gross less income tax at 28%


        19,440







______




 
 19,440






 
===== 

8.
Segmental Information
No segmental analysis is prepared, as the Company's principal business of manufacturing and marketing of petroleum products is one business segment.

9.
Carrying Amount of Revalued Assets  


The valuations of property, plant and equipment have been brought forward without amendment from the financial statements for the year ended December 31, 2002. 

10.
Subsequent Events


There were no material events subsequent to the end of the current quarter. 
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(Company Number 3927 V)

Part A - Explanatory Notes Pursuant to MASB 26

11.
Changes in Composition of the Company  


There were no changes in the composition of the Company during the current quarter. 

12.
Changes in Contingent Liabilities 
Guarantees to third parties to secure housing and car loans for employees under the Company's benefits plan decreased by RM 90,000 in the current quarter.

In addition, EMB's sister affiliate, ExxonMobil Exploration and Production Malaysia Inc (EMEPMI), has been in litigation with the Malaysian Inland Revenue Board (MIRB) since 1999.  The litigation primarily involves disallowed income tax deductions for withholding tax payments on services provided to EMEPMI by other Exxon Mobil affiliates during the tax years 1983 to 1991.  The Company agreed in 1999 with the MIRB to be bound by the final outcome of the litigation between EMEPMI and MIRB as the issues and facts are similar.  In 2003, the High Court, sitting as an appeal court, dismissed EMEPMI's appeal on the matters.  EMEPMI subsequently filed a notice of appeal  and is currently awaiting a hearing before the Court of Appeal.  The amount of the contingent liability in relation to this case is not disclosed as it is still a subject to be determined by the Court and such disclosure may be prejudicial to the Company's dispute on the subject matter.  In the event that the Court of Appeal were to rule against EMEPMI, such ruling is not expected to have a materially adverse effect on the Company's operations or financial condition.
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(Company Number 3927 V)

Part B - Explanatory Notes Pursuant to Appendix 9B of the 

Listing Requirements of MSEB

13.
Review of Performance - Current Financial Period ended 31 December 2003

The Company recorded an after tax profit of RM 7 million in the fourth quarter of 2003, compared to a loss of RM 6 million in the same quarter last year.  The fourth quarter results also improved versus the RM 10 million loss recorded in the third quarter of 2003. 

Operating results for the current quarter were adversely affected by the impact of rising crude and product costs which squeezed marketing margins, particularly in the controlled product sector which is subject to price lag effects arising from the Automatic Pricing Mechanism.  Average refining margins for the quarter were also depressed, although there was a marked improvement in December as a result of improved market conditions.  During the quarter, the Company benefited from significant one-time inventory holding gains which arose from the depletion of crude and product inventories that were accumulated at relatively low prices, under the last-in-first-out method of accounting for inventory costs. In contrast, fourth quarter 2002 results were depressed by weak marketing and refining margins, as product prices lagged a substantial increase in crude oil and product costs.  Fourth quarter 2002 results were also adversely affected by a year-end inventory holding loss. 

Revenues for the fourth quarter were RM 1,231 million compared to RM 1,135 million for the same period last year. The higher revenues were primarily due to higher product realisations.

Review of year-to-date financial performance

Please refer to the 'Chairman Statement' attached as Appendix A.
14.
Commentary on Prospects

Please refer to the 'Chairman Statement' attached as Appendix A.

15.
Profit Forecast or Profit Guarantee

As a matter of policy, the Company does not make profit forecasts or profit guarantees.
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(Company Number 3927 V)

Part B - Explanatory Notes Pursuant to Appendix 9B of the 

Listing Requirements of MSEB

16.
Taxation



Quarter ended
12 months ended



 
 31.12.2003        31.12.2002           31.12.2003     31.12.2002



RM'000
RM'000
RM'000
RM'000


 Current Taxation
(59)
3,392
26,424
26,012


 Prior year
416
-
2,458
(397)


 Current Deferred Taxation
5,523
(1,885)           
1,288
(25,414)


 Prior year 
-
539

-
860




                       
        __________

                   
_________



                                          5,880

2,046                30,170
1,061  




======
======
======
=====

The Company's effective income tax rate differs from the statutory income tax rate and is reconciled as follows for each relevant period:



Quarter ended
12 months ended



 
31.12.2003       31.12.2002            31.12.2003    31.12.2002



%
  %
     %
 %

Statutory tax rate                               28                  (28)                      28               (28)



Changes in effective                   


    tax rate assumptions          
14
  65

   4
                 38




_____
_____
____
 ____




42                    37 
  
32   
10




Impact from settling prior 



   year taxes that were




under provided                                 3                    13                         3                   7

     



______
_______
  
                   
            _____


 Effective tax rate                               45                    50      
                 35                 17   




====
====
     ====
            ===

The changes in effective tax rate assumptions primarily reflect the varying relationship of non-deductible expenses (which are relatively fixed over time) to changing levels of profit or loss from period to period.


The 2003 statutory tax rate is a tax charge on before tax profit for the year.  However, the statutory tax rate for 2002 is a tax credit as the before tax result was a loss. 
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(Company Number 3927 V)

Part B - Explanatory Notes Pursuant to Appendix 9B of the 

Listing Requirements of MSEB

17.
Sale of Unquoted Investments and Properties


In the current quarter, the Company recorded a before tax profit of RM 2,026,000 from the sale of land that the Company no longer considers suitable for service station development.

18.
Quoted Securities


There were no purchases or disposals of quoted securities during the current quarter. 

19.
Corporate Proposals


There were no corporate proposals.

20.
Borrowings 


The Company's borrowings as at December 31, 2003 are as follows:




31.12.2003





RM'000


Short-term, unsecured


572,900





======







USD'000
RM'000






Borrowings include a floating rate term loan



at fixed foreign exchange rate from a related party
50,000
190,000
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(Company Number 3927 V)

Part B - Explanatory Notes Pursuant to Appendix 9B of the 

Listing Requirements of MSEB

21.
Off Balance Sheet Financial Instruments 


There were no financial arrangements with off balance sheet risk.

22.
Changes in Material Litigation


There were no significant changes to material litigation since December 31, 2002.
23.
Dividend 

The Directors propose that a final dividend of  12 sen less Malaysian income tax at 28% per ordinary stock unit, amounting to RM 23,328,000, for the year ended December 31,2003, be payable on June 21, 2004 to stockholders who are registered in the Register of Members and Register of Depositors on May 31, 2004.
24.
Earnings Per Ordinary Stock Unit   




  






Quarter ended
                        12 months ended




      31.12.2003
   31.12.2002        31.12.2003   31.12.2002


Net profit/(loss) for 


         the period (RM'000)

7,243        (6,099)          
57,015       (7,479)


Number of ordinary stock unit               



in issue ('000)                                  270,000      270,000           270,000
270,000

Earnings/(loss) per stock unit (sen)                2.7            (2.3)
    
       21.1
          (2.8)        



 ====          ====
              ====
          ====

Comparative loss per stock unit information has been restated to take into account the changes in accounting policies with respect to deferred taxation and provision for retirement benefits (Note 1(b)).

APPENDIX A

ESSO MALAYSIA BERHAD

(Company No. 3927V)

Chairman's Statement 

On behalf of the Board of Directors, I am pleased to report on the financial and operating performance of the Company for the year ended December 31, 2003.

Summary of 2003 Financial Results

Esso Malaysia Berhad's (EMB) financial performance improved significantly from 2002.  After tax profits in 2003 of RM 57 million compared to a loss of RM 7 million in the previous year.  Revenues in 2003 were RM 4.8 billion, an increase of 19% over 2002 revenues of RM 4.0 billion, reflecting higher average sales prices. Sales volumes for 2003 were 97 thousand barrels per day (kbd), about the same level as the previous year.

These results were achieved despite continued weakness in regional refining margins and a net increase in crude and product costs across the year of approximately RM 14 per barrel that squeezed marketing margins.  Marketing margins in the controlled product sector were particularly affected by negative price lag effects arising from the workings of Malaysia's Automatic Pricing Mechanism in an environment of rising crude oil costs.  Offsetting these impacts were a variety of "self-help" actions to improve the profitability of the underlying business.  The Port Dickson Refinery implemented additional steps to improve product yield and operating efficiency and to lower operating expenses.  Likewise the marketing organizations continued to take steps to increase the sales of higher margin products and to reduce costs.  Financial results in 2003 also benefited from a one-time inventory holding gain at year end through the planned depletion of crude and product inventories that were accumulated in earlier years at relatively low prices, under the last-in-first-out method of accounting for inventory costs.  The Refinery was particularly successful in reducing crude oil inventories needed to maintain smooth operations.  The financial results for 2003 improved significantly over 2002 when refining margins were substantially weaker and adverse price lag effects on marketing margins were even more severe.  

Looking through the impact of market price volatility and the related pricing lag effects, we again take confidence from the underlying performance of our business in 2003.  In light of this continued strong performance and the additional structural improvements implemented over the year, the Board proposes that the Company declare a final dividend of 12 sen less Malaysian income tax at 28% per ordinary stock unit, for the year ended December 31, 2003.  This is an increase of 20% in the annual dividend and reflects our view of our business performance and competitive position.  

Review of Operations

Although the Company's refining margins remained weak in 2003, they improved substantially from 2002, partly as the result of additional "self-help" margin initiatives that were implemented at our Port Dickson Refinery.  Also contributing was some improvement in the regional supply and demand balance for refining products.  The "self-help" initiatives focused on increasing the yield of higher quality, higher margin products, much of which were sold in niche export markets.

During the year, refining margins periodically became depressed reflecting the impact of excess industry refining capacity. During these periods of depressed margins, the Port Dickson Refinery was able to efficiently reduce run rates.  As a result, the refinery processed 76 thousand barrels of crude per day in 2003, which was a 5% decline from the previous year’s throughput of 80 thousand barrels per day.    

The Refinery also implemented several facility upgrades during the year to improve plant reliability.  These included investments to allow on-stream chemical cleaning of pipestill exchangers, to improve the plant lightning protection system, to enhance power supply reliability facilities and to upgrade the alarm management system.  The Refinery also installed a new generation of plant information technology with the installation of POIS-2 Data Visualization software which provides real-time visual information to monitor and control the Refinery's production systems.  The implementation of this and other related advanced control system applications in recent years has significantly improved plant safety and operating efficiency. 

In the Retail business, the Company continued to expand its high quality service station network by opening three new retail service stations.  The Company will continue with its plan to invest selectively in high growth areas and to acquire high potential volume sites through a disciplined network planning process. During the year, an ExxonMobil worldwide convenience-store concept, On the Run, was introduced at major new outlets throughout the country.  These new convenience stores promote a fast, fresh and friendly concept to complement the existing motor fuels business.  In view of increasing site investment costs, the Company continued to implement various other initiatives to maximize site profitability.  These included the new dealer scheme where aggressive and highly motivated dealers were appointed to operate new service stations. The Company assisted these new dealers by providing them with working capital and training to enable them to operate the stations at the highest standards.

During the year, the Retail business also began a multi-year programme to divest idle land sites that were previously purchased to build new service stations, but which no longer meet our size or potential volume requirements.  Divestment of these sites will further maximize the efficient use of the Company's invested capital and the sales proceeds will help to reduce borrowing requirements.  Sales completed in 2003 yielded proceeds of RM 10 million and a before tax profit of RM 2 million.          

The Lubes and Specialties business continued its focus on the sales of high quality, high margin products to the passenger vehicle market.  With the agreement of our sister affiliate ExxonMobil Malaysia Sdn Bhd, the Company broadened its range of products by introducing the new Mobil 1 SuperSyn synthetic motor oil at Esso service stations. The Company also expanded its marine lubes business by pursuing attractive opportunities in the offshore oil and gas sector. 

The Company continued to maintain a strong focus on reducing operating costs in all areas of the business in 2003.  As a result, operating, general and administrative expenses were reduced by a total of RM 27 million from 2002.  This reduction was achieved despite further increases in Refinery fuel costs during the year, consistent with the increase in crude prices.  During the year, the Company identified additional opportunities in each of its business lines to achieve further step reductions in operating costs.  Implementation of these steps in 2004 will help the Company maintain its cost efficiency in a very competitive market.   

The Company made capital investments of RM 62 million in 2003, primarily to acquire new service station sites and to construct new stations.  The Company also invested in a new computerised retail station network system to integrate point-of-sale data and to process customer fleet card sales and loyalty point data, and made additional investments in the Port Dickson Refinery and at its distribution terminals to maintain and upgrade facilities.

Safety, health and environment continued to be managed with the highest priority. The Company achieved an excellent safety record in its operations during 2003, with no lost time injuries to either Company employees or contractors.  The Company's dedication and commitment to safe operations at our product terminals were again recognised by the Malaysian Society of Occupational Safety and Health.  Three EMB distribution terminals won the Gold Award for safety performance for the second consecutive year.  Another EMB product terminal received the Prime Minister's Hibiscus Notable Achievement Award for its efforts on waste recycling and reduction.  However, regretfully, a third-party fatality incident occurred during a robbery at an Esso service station early in the year.  Measures to prevent the recurrence of such an incident were immediately implemented, including assisting service station dealers in improving their cash handling and banking procedures.   

The Company has a long tradition of giving back to the communities in which it operates. During the year, the Company continued its Community Project Programme which has the objective of providing aid and support to the underprivileged and needy. During 2003, management, employees and family members worked together to implement several community projects at various locations around the country.

Business Outlook

The Malaysian economy is projected to continue to grow in 2004, and the Company is confident that demand for its products will remain strong in this environment.  Nonetheless, we expect that refining margins will continue to be pressured by the impact of excess regional supply capacity.  The outlook for the Retail business remains promising, however margins will continue to be subject to wide swings from time to time as the result of pricing lag effects arising from the workings of the Automatic Pricing Mechanism.  The Industrial and Wholesale business is expected to remain challenging in light of the severe price competition that has kept margins depressed for an extended period of time.   

In this business environment, the Company will continue to focus on those aspects of the business that it can control.  We will continue to aggressively manage operating costs, to optimise our sales portfolio, to invest selectively in high return projects and to improve operating efficiency.  With continued success in such "self-help" initiatives, we believe we will be able to enhance our competitive position and to further improve the Company's return on invested capital.   

Board Matters 

Dr. Abu Hassan Sulaiman, Executive Industrial and Wholesale Business Director, resigned from the Board on May 28, 2003, and left the Company in July 2003 to pursue other interests.  I would like to thank Dr. Hassan for his many contributions to the Company during his tenure as a Director.  As a replacement, the Board appointed Encik Abu Bakar Siddik Che Embi as Executive Refinery Director on September 1, 2003. The Board also appointed Y.Bhg. Dato' Zainal Abidin Putih as an Independent Non-executive Director on March 6, 2003 to replace Y.A.Bhg Tun Dato' Haji Omar Yoke Lin Ong who resigned from the Board in November 2002.  I look forward to working with each of the new Directors in their respective capacities.   

During the year, the Board took additional steps to improve the Company's Corporate Governance processes, including the formation of a Remuneration Committee and a Nominating Committee.  The Remuneration Committee is responsible for recommendations on the remuneration of the Executive and Non-executive Directors.  The Nominating Committee is responsible for the recommendation of candidates for Non-executive Director and Executive Director and the recommendation of Directors for committees.  The Nominating Committee is also responsible for the assessment of the effectiveness of individual Directors and the overall Board on an ongoing basis.  Each Committee will consist of myself as Chairman and two Independent Non-executive Directors.

On behalf of the Board, I would also like to thank our employees for their continued hard work and dedication.  The petroleum refining and marketing business remains challenging and the Company's success is fully dependent on the skills, abilities and commitment of each employee to overcome these challenges.  I also express my appreciation to our shareholders, dealers and customers for their continued support of Esso Malaysia Berhad.

Robert Fisher

Chairman

February 19, 2004
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