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 applicable approved Financial Reporting Standards (‘FRS’) No. 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 except for the adoption of the following new/revised FRS effective for financial year beginning 1 February 2006:
	FRS 3

	Business Combinations

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

	FRS 101
	Presentation of Financial Statements

	FRS 108
	Accounting Policies, Changes in Accounting 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


The adoption of the above FRS does not have any significant financial impact on the Group except for the followings: 
(a) FRS 5 : Non-current assets held for sale and discontinued operations

With the adoption of FRS 5, certain properties are now classified as non-current assets held for sale under current assets instead of Investment Properties. These assets are stated at the lower of their carrying amount and fair value less costs to sell.

(b) FRS 140: Investment property

The Group has reclassified certain properties which are held for rental to external parties from property, plant and equipment to Investment Properties. The Group has adopted the fair value model under FRS 140 to measure these properties. Investment properties are stated at fair value and gain or loss arising from a change in fair value is recognized in the income statement.

Prior to 1 February 2006, these properties are stated at cost less accumulated depreciation, under property, plant and equipment. In accordance with the transitional provision under the FRS140, this change in accounting policy is applied prospectively and the comparative figure as at 31 January 2006 is not restated.

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 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 January 2007

Revenue
	
	
	
	
	

	Segment revenue
	- 
	21,503
	9
	 - 
	21,512

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(194)
	2,321
	122
	(5)
	2,244

	Share of results in

Joint Venture
	- 
	 - 
	-
	- 
	 - 

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

	
	(194)
	2,321
	122
	(5)
	2,244

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


	
	
	
	
	
	

	3 months ended

31 January 2006

Revenue
	
	
	
	
	

	Segment revenue
	- 
	31,028
	10
	 - 
	31,038

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(245)
	2,259
	(42)
	(174)
	1,798

	Share of results in

Joint Venture
	- 
	-
	-
	-
	 - 

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

	
	(245)
	2,259
	(42)
	(174)
	1,798

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

	12 months ended

31 January 2007

Revenue
	
	
	
	
	

	Segment revenue
	-
	211,306
	54
	 - 
	211,360

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(927)
	22,688
	(4)
	(57)
	21,700

	Share of results in

Joint Venture
	-
	 (3)
	-
	-
	(3)

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

	
	(927)
	22,685
	(4)
	(57)
	21,697

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

	12 months ended

31 January 2006

Revenue
	
	
	
	
	

	Segment revenue
	-
	90,253
	32
	 - 
	90,285

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

	(Loss)/Profit before tax
	
	
	
	
	

	Segment results
	(1,423)
	7,513
	(167)
	(338)
	5,585

	Share of results in

Joint Venture
	-
	 (1) 
	-
	-
	(1)

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

	
	(1,423)
	7,512
	(167)
	(338)
	5,584

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


A8
Valuation of property, plant and equipment

During the financial year, certain land and buildings under Property, Plant and Equipment have been reclassified to Investment Properties and from Investment Properties to Non-current Asset held for sale as disclosed in note A1.
In accordance to FRS 140, Investment Properties have been revalued by the Directors by reference to the open market value based on existing use basis. The revaluation of Investment Properties has resulted in an increase in Group’s profit before tax by RM933,000.

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 RM21.51 million and a pretax profit of RM2.24 million vis-à-vis revenue of RM31.04 million and a pretax profit of RM1.80 million for the corresponding period in the previous financial year.  For the twelve months ended 31 January 2007, the Group registered a pretax profit of RM21.70 million on the back of revenue of RM211.36 million as compared to pretax profit of RM5.58 million with the revenue of RM90.28 million.  

The overall improvement in the Group financial performance for the 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 RM2.24 million as compared to the Group profit before taxation of RM4.51 million for the preceding quarter.  The decline in profit before taxation for the current quarter was mainly due to unforeseen circumstances at site that slow down the progress of works for some projects off setted by gain from fair value adjustment.    

B3
Prospects

Barring unforeseen circumstances, the Board of Directors is confident of a continued satisfactory operating performance in view of progress billings to be generated from the current projects on hand.

B4
Profit forecast

Not applicable as no profit forecast was published.

B5
Taxation   

	
	Current
	Year

	
	Quarter
	Todate

	
	RM’000
	RM’000

	Under provision of taxation in respect of prior year
	(5) 
	(25)

	Current year taxation
	(16)
	(16)

	
	-----
	-----

	Total
	(21) 
	(41)

	
	===
	===


The effective tax rate of the Group for the current quarter and year to date is lower than the statutory tax rate as certain subsidiary companies of 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 properties are as follows:-

	
	Current
	Year

	
	Quarter
	Todate

	
	RM’000
	RM’000

	Net loss from disposal of properties
	-
	40

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


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 

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’) whereby 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.

On 25 September 2006, an announcement was made that the Company had entered into a Sale and Purchase Agreement to acquire the entire equity interest in Suasa Efektif (M) Sdn Bhd (‘Proposed Acquisition’) as the plan to regularize its financial position.

On 19 October 2006, the Board has approved the submission to the Securities Commission (‘SC’) in respect of the Proposed Acquisition and the application has been submitted on 2 November 2006.  On 30 November 2006, SC has requested further clarification on the Proposed Acquisition and the Company has forwarded its clarification to SC on 14 December 2006.  Subsequently, SC has requested the Company to enhance its Regularization Plan and the Company is currently evaluating various options.  Details of any enhancement to the Regularization Plan will be announced in due course.  
Save and except for the above, 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 January 2007 are as follows: --

	
	RM’000

	Short term borrowings
	

	Bank overdrafts (secured)
	2,786

	Term loan (secured)
	669

	Hire purchase creditors 
	67

	
	3,522

	Long term borrowings
	

	Bank overdrafts (secured)
	1,814

	Term loan (secured)
	858

	Hire purchase creditors
	82

	
	2,754

	Total
	6,276


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

(a)
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.

(b)
Inland Revenue Board (IRB)

The Company had on 17 January 2007 received a letter from the IRB that it was served with a Judgement In Default (‘JID’) on 10 August 2006 for Real Property Gains Tax of RM1,048,769.32 plus other costs and an interest at the rate of 8% per annum from the date of judgement to the date of realization. 
The Company has reviewed and proposed a settlement by way of twelve (12) months installments to IRB.  The proposal was accepted by IRB via IRB letter dated 2 March 2007 and the first payment is due on 31 March 2007.
The assessment will not have material impact on the Company as the amount has been sufficiently provided for in the financial statements.  

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 (2006: 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 RM21.66 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

30 March 2007
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