MERGE ENERGY BERHAD 

(Company No. 420099-X)
(Incorporated In Malaysia)

Notes to the Interim Financial Report

A1
Basis of preparation

The interim financial report is unaudited and has been prepared in accordance with Malaysian Accounting Standard Board (‘MASB’) 26, Interim Financial Reporting and Chapter 9 Part K paragraph 9.22 of the Listing Requirements of the Bursa Malaysia Securities Berhad (‘BMSB’).

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 January 2004.  There was no qualification in the audited financial statements for the year ended 31 January 2004.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the annual financial statements for the year ended 31 January 2004.

A2
Seasonal or cyclical factors

The business operations of the Group were not affected by any significant seasonal or cyclical factors.

A3
Items affecting assets, liabilities, equity, net income or cash flows

There were no items affecting assets, liabilities, equity, net income or cash flows that are unusual because of their nature, size or incidence.

A4
Change in estimates

There were no significant changes in estimates of amounts reported in prior financial years which have a material effect in the current financial year todate.

A5
Debt and equity securities

There were no issuance and repayment of debt and equity securities, share buy-back, share cancellations, share held as treasury shares and resale of treasury shares for the current financial year todate.

A6
Dividend paid

No dividends were paid for the current quarter and financial year todate. 

A7
Segment Revenue and Segment Result by Business Segments

Segment information is presented in respect of the Group’s business segment.  All inter-segment transactions have been entered into the normal course of business and have been established under terms and conditions that are not materially different from that obtainable in transactions with unrelated parties.  The effects of the inter-segment transactions are eliminated on consolidation.

	Business Segments
	Investment

Holding
	Construction
	Property

Investment
	Others
	Group

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

	3 months ended

31 October 2004

Revenue
	
	
	
	
	

	Segment revenue
	-
	5,529
	11
	27
	5,567

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

	Loss before tax
	
	
	
	
	

	Segment results
	(315)
	(441)
	(47)
	(9)
	(812)

	Share of results in

Joint Venture
	-
	-
	-
	-
	-

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

	
	(315)
	(441)
	(47)
	(9)
	(812)

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

	
	
	
	
	
	

	3 months ended

31 October 2003

Revenue
	
	
	
	
	

	Segment revenue
	-
	752
	25
	-
	777

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

	Profit/(Loss) before tax
	
	
	
	
	

	Segment results
	1,595
	(482)
	(160)
	(59)
	894

	Share of results in

Joint Venture
	-
	(2)
	-
	-
	(2)

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

	
	1,595
	(484)
	(160)
	(59)
	892

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

	
	
	
	
	
	

	9 months ended

31 October 2004

Revenue
	
	
	
	
	

	Segment revenue
	-
	14,180
	56
	27
	14,263

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(832)
	941
	(331)
	(35)
	(257)

	Share of results in

Joint Venture
	-
	-
	-
	-
	-

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

	
	(832)
	941
	(331)
	(35)
	(257)

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

	
	
	
	
	
	

	9 months ended

31 October 2003

Revenue
	
	
	
	
	

	Segment revenue
	-
	2,140
	75
	-
	2,215

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

	Loss before tax
	
	
	
	
	

	Segment results
	(527)
	(2,526)
	(312)
	(117)
	(3,482)

	Share of results in

Joint Venture
	-
	(4)
	-
	-
	(4)

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

	
	(527)
	(2,530)
	(312)
	(117)
	(3,486)

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


A8
Material subsequent events

There were no material events subsequent to the end of the interim period that have not been reflected in the financial statements for the current interim period.

A9
Changes in composition of the Group

There were no changes in the composition of the Group for the current financial year todate.

A10
Contingent liabilities or contingent assets

As at the date of this report, bank guarantees provided by the Group to third parties on behalf of its construction subsidiary in the normal course of business have decreased from RM1.27 million as at 31 January 2004 to RM763,000 as at 31 October 2004.

There are no contingent assets as at the date of this report.

Additional information required by the BMSB’s Listing Requirements

B1
Review of performance 

For the current quarter under review, the Group recorded a loss before tax of RM812,000 and revenue of RM5.57 million vis-à-vis a profit of RM892,000 and revenue of RM777,000 respectively for the corresponding period in the preceding year.  The current quarter loss was mainly attributable to provision for doubtful debts.  For the preceding year corresponding period, the profit before taxation of RM892,000 was mainly derived from write back of provision for diminution in value of shares in a quoted company.

For the nine (9) months ended 31 October 2004, the Group registered a loss before tax of RM257,000 on the back of revenue of RM14.26 million as compared to a loss of RM3.49 million with revenue of RM2.22 million for the same period in the preceding year.  The substantial decline in the losses for the current year todate was mainly due to higher revenue generated from progress billings of on-going projects.  In addition, the Group had realized a net gain of RM291,000 from the disposal of its quoted investment.

B2
Comparison of the quarterly results to the results of the preceding quarter  

For the current quarter under review, the Group generated a loss before taxation of RM812,000 as compared to the Group profit before taxation of RM367,000 for  the preceding quarter.  The loss before taxation for the current quarter was mainly due to lower project profits coupled with provision for doubtful debts. 

B3
Prospects

The construction sector is facing a challenging and competitive environment.  Notwithstanding the challenging and keen competition in the industry, the Group is repositioning itself to be a competitive and reliable construction company to secure and undertake some of the prospective jobs identified.

B4
Profit forecast

Not applicable as no profit forecast was published.

B5
Tax expense   

No provision for taxation is made in the current quarter and financial year todate as the Group has unutilised tax losses and unabsorbed capital allowance which are available to set-off against future taxable profit.

B6
Unquoted investments and properties

There was no sale of unquoted investments during the current quarter and financial year todate.

The disposal of properties are as follows:-

	
	Current
	Year

	
	Quarter
	Todate

	
	RM’000
	RM’000

	Net loss from disposal of properties
	-
	108

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


B7
Purchase or disposal of quoted investments

Pursuant to the terms and conditions of the Second Supplementary Agreement entered into by the Company and its subsidiary company with a creditor on 9 January 2004, the Company has re-purchased 830,000 ordinary shares of Merge Housing Bhd (MHB) at RM1.90 per share on 27 February 2004.  

Pursuant to a corporate proposal on disposal of up to 4,003,000 ordinary shares of RM1.00 each in MHB to potential investors and / or on the open market for cash, the Group had on 14 June 2004 completed the disposal of its 4,003,000 MHB shares for a total consideration of RM4.80 million, realising a net gain of RM291,000 for the financial year todate. 

Save for this, there are no purchases or disposal of quoted investments in the current quarter and year todate.

B8
Status of corporate proposal 

There were no corporate proposals that have been announced by the Company but not completed as at the date of this announcement. 

B9
Borrowing and debt securities

The Group borrowings as at 31 October 2004 are as follows: --

	
	RM’000

	Short term borrowings
	

	Bank overdrafts (secured)
	2,238

	Term loan (secured)
	1,049

	Hire purchase creditors 
	50

	
	---------

	
	3,337

	Long term borrowings
	

	Bank overdrafts (secured)
	7,064

	Term loan (secured)
	2,430

	Hire purchase creditors
	111

	
	---------

	
	12,942

	
	=====


B10
Off balance sheet financial instruments

There were no off balance sheet financial instruments entered into by the Group as at the date of this report.


B11
Material litigation

As at the date of this report the pending material litigations are as follows: -

(1) summons issued to trade debtors amounting to RM666,000 for long outstanding debts; and

(2) legal proceedings by trade creditors of a subsidiary amounting to RM895,000.

B12
Dividend

No dividends were proposed or declared for the current quarter and financial year todate (2003: Nil).

B13
Loss per share

The basic loss per share for the financial year has been calculated based on the consolidated loss after taxation of RM257,000 and on the number of ordinary shares in issue of 67,000,000.

By Order of the Board

Yoong Wai Ling

MAICSA 7014031

Company Secretary

Shah Alam

20 December 2004
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