MERGE ENERGY BHD. 

(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 Financial Reporting Standards (‘FRS’) Standard 134 “Interim Financial Reporting” and Chapter 9 Part K paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (‘Bursa Securities’).

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 January 2006.  There was no qualification in the audited financial statements for the year ended 31 January 2006.

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 2006.  The adoption of the following new/revised FRS effective for financial period beginning on or after 1 January 2006 does not have significant financial impact on the Group:- 

	FRS 3

	Business Combinations

	FRS 101
	Presentation of Financial Statements

	FRS 108
	Accounting Policies, Changes in Estimates and Errors

	FRS 110
	Events after the Balance Sheet Date

	FRS 116
	Property, Plant and Equipment

	FRS 127
	Consolidated and Separate Financial Statements

	FRS 131
	Interest in Joint Ventures

	FRS 132
	Financial Instrument: Disclosure and Presentation

	FRS 133
	Earnings Per Share

	FRS 136
	Impairment of Assets

	FRS 140
	Investment Property


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 interim periods of the current financial year or prior financial years that have a material effect in the current quarter. 

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 under review. 

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 in 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 July 2006

Revenue
	
	
	
	
	

	Segment revenue
	- 
	85,736
	15
	 - 
	85,751

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(210)
	10,619
	(32)
	(15)
	10,362

	Share of results in

Joint Venture
	- 
	 - 
	-
	- 
	 - 

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

	
	(210)
	10,619
	(32)
	(15)
	10,362

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

	
	
	
	
	
	

	3 months ended

31 July 2005

Revenue
	
	
	
	
	

	Segment revenue
	- 
	20,917
	7
	 - 
	20,924

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(418)
	1,850
	(63)
	(156)
	1,213

	Share of results in

Joint Venture
	- 
	(1)
	-
	-
	 (1)

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

	
	(418)
	1,849
	(63)
	(156)
	1,212

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


	
	
	
	
	
	

	6 months ended

31 July 2006

Revenue
	
	
	
	
	

	Segment revenue
	-
	144,228
	31
	 - 
	144,259

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(517)
	15,587
	(89)
	(37)
	14,944

	Share of results in

Joint Venture
	-
	 (3)
	-
	-
	(3)

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

	
	(517)
	15,584
	(89)
	(37)
	14,941

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

	
	
	
	
	
	

	6 months ended

31 July 2005

Revenue
	
	
	
	
	

	Segment revenue
	-
	22,776
	13
	 - 
	22,789

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(761)
	2,040
	(98)
	(160)
	1,021

	Share of results in

Joint Venture
	-
	 (1) 
	-
	-
	(1)

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

	
	(761)
	2,039
	(98)
	(160)
	1,020

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


A8
Valuation of property, plant and equipment

The valuation of property, plant and equipment has been brought forward without amendment from the previous annual financial statements for the year ended 31 January 2006. 

A9
Material subsequent events

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

A10
Changes in composition of the Group

There were no changes in the composition of the Group for the current quarter under review.

A11
Contingent liabilities or contingent assets

As at the date of this report, there are no contingent liabilities and contingent assets. 

Additional information required by the Bursa Securities’ Listing Requirements

B1
Review of performance 

For the current quarter under review, the Group recorded revenue of RM85.75 million and a pretax profit of RM10.36 million vis-à-vis revenue of RM20.92 million and a pretax profit of RM1.21 million for the corresponding period in the previous financial year.  For the six months ended 31 July 2006, the Group registered a pretax profit of RM14.94 million on the back of revenue of RM144.26 million as compared to pretax profit of RM1.02 million with the revenue of RM22.79 million.  

The overall improvement in the Group financial performance for the current quarter and financial year todate was mainly due to higher revenue generated from projects in progress.   

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

For the current quarter under review, the Group recorded a profit before taxation of RM10.36 million as compared to the Group profit before taxation of RM4.58 million for the preceding quarter.  The improvement in profit before taxation for the current quarter was mainly due to higher revenue generated from projects in progress.    

B3
Prospects

On 8 May 2006, the Company has been classified as an affected listed issuer pursuant to the Amended Practice Note No. 17/2005 (‘Amended PN17’) which was effective from 5 May 2006. The Company’s shareholders’ equity on consolidated basis is less than twenty five percent (25%) of its issued and paid-up share capital of RM67,000,000.

Pursuant to the Amended PN17, the Company is presently considering a plan to regularize its condition from the Amended PN17 status and has appointed advisers / consultants to assists in the finalization of the Regularisation Plan.  The Company has another four (4) months to submit its Regularisation Plan to the relevant authorities for approval.

However, the Board of Directors is confident of a continued satisfactory operating performance in view of additional progress billings to be generated from the current projects on hand.  In addition, on 15 August 2006 the Group had been awarded a contract to undertake the “Upgrading of Existing 26 Water Treatment Plants” at a contract sum of RM208.75 million for a period of 15 months. 

B4
Profit forecast

Not applicable as no profit forecast was published.

B5
Taxation   

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

B6
Unquoted investments and properties

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

The disposal of property is as follows:-

	
	Current
	Year

	
	Quarter
	Todate

	
	RM’000
	RM’000

	Net loss from disposal of property
	- 
	44

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


B7
Purchase or disposal of quoted investments

There was no purchase or disposal of quoted investments for the current quarter and financial year todate.

B8
Status of corporate proposal 

There was no corporate proposal which has 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 July 2006 are as follows: --

	
	RM’000

	Short term borrowings
	

	Bank overdrafts (secured)
	2,544

	Term loan (secured)
	995

	Hire purchase creditors 
	67

	
	--------

	
	3,606

	
	--------

	Long term borrowings
	

	Bank overdrafts (secured)
	3,064

	Term loan (secured)
	908

	Hire purchase creditors
	116

	
	--------

	
	4,088

	
	--------

	Total
	7,694

	
	=====


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

Fujisash (M) Sdn Bhd

On 15 December 1998, a writ summon was filed in Penang High Court against Mewah Kota Sdn Bhd, a subsidiary of the Company claiming for an amount of RM787,142.13 being alleged amount due and owing to Fujisash (M) Sdn Bhd for sub-contract work of curtain walling, sloping glass, display window, skylight and lighting feature for one block of 7 storey shopping complex at City Parade, Bukit Mertajam, Pulau Pinang. 

The Penang High Court had on 28 January 2005 dismissed the Plaintiff’s claim with costs.  The Plaintiff had filed a notice of appeal to the Court of Appeal on 25 February 2005 and currently awaiting for the appeal date to be fixed.

Save as disclosed above, there is no pending material litigation as at the date of this report. 

B12
Dividend

No dividends were proposed or declared for the current quarter and financial year todate (2005: Nil).

B13
Earnings per share

The basic earnings per share for the financial year has been calculated based on the consolidated profit after taxation of RM14.94 million 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

25 September 2006

PAGE  
- 4 -


