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RANHILL BERHAD (430537-K)

INTERIM REPORT FOR THE SECOND QUARTER ENDED 31 DECEMBER 2006


EXPLANATORY NOTES 
1.
ACCOUNTING POLICIES 


The quarterly financial statements have been prepared in accordance with Financial Reporting Standards (“FRS”) 134 - Interim Financial Reporting and Appendix 9B of the Bursa Malaysia Securities Berhad (“Bursa Securities”) Listing Requirements, and should be read in conjunction with Ranhill Berhad’s financial statements for the year ended 30 June 2006.

Until 30 June 2006, the Group’s consolidated financial statements were prepared in accordance with the MASB approved accounting standards in Malaysia. Following changes in reporting requirements, the Group is now required to prepare and present audited financial statements in accordance with FRSs as endorsed by the MASB for all accounting periods beginning on or after 1 January 2006. The Group’s interim financial report for the first quarter ended 30 September 2006 has therefore been prepared in accordance with those FRS standards issued and effective or issued and early adopted as at the time of preparing these report (i.e. December 2006).

Standards currently in issue and adopted by the MASB are subject to interpretation and further standards may be issued by the International Accounting Standards Board that will be adopted for financial years beginning on or after 1 January 2006. In addition, there is not yet a significant body of established practice on which to draw in forming opinions regarding interpretation and application and practice is continuing to evolve. At this preliminary stage, therefore, the full financial effect of reporting under FRS as it will be applied and reported on in the Group’s first FRS Financial Statements for the year ending 30 June 2007 may be subject to change.

The accounting policies and presentation adopted for the quarterly financial report are consistent with those adopted for the annual financial statements for the year ended 30 June 2006 except for the adoption of the following new/revised Financial Reporting Standards (FRSs) which are effective for the financial year beginning 1 July 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 117
Leases

  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
Earning Per Shares

  FRS 136
Impairment  of  Assets

  FRS 138
Intangible Assets

  FRS 140
Investment Property

The principal effects of the changes in accounting policies resulting from the adoption of the above new/revised FRSs are as follows:

a)
FRS 3: Business Combination, FRS 136: Impairment of Assets and FRS 138:    Intangible Asset 


The new FRS 3 resulted in consequential amendments to FRS 136 and FRS 138.


The adoption of these new FRSs resulted in the Group ceasing annual goodwill amortization. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually at the end of each financial year, or more frequently if events or changes in circumstances indicate that it might be impaired. Any identified impairment loss is recognized in income statement and subsequent reversal is not allowed. Prior to 1 July 2006, the Group amortised goodwill on a straight-line basis over its estimated useful life or 20 years, whichever is the shorter.


Under FRS 3, any excess of the fair value of the Group’s share of identifiable net assets over the cost of acquisition (previously referred to as “negative goodwill”), after assessment, is now recognised immediately in income statement. Prior to 1 July 2006, the Group treat it as a permanent item and presented as capital reserve on consolidation.


The above changes in accounting policy have been accounted for prospectively and in accordance with the transitional provision of FRS 3, on 1 July 2006, the Group had credited the balance of the negative goodwill on consolidation as illustrated in the unaudited condensed consolidated statement of changes in equity.


The cessation of amortisation of goodwill on consolidation has no material impact on the results of the financial period ended 31 December 2006.

b) FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, share of results of associates and other disclosures.

In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. In the consolidated balance sheet, minority interests are now presented within total equity. 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 recognised income and expenses for the period, showing separately the amount attributable to equity holders of the parent and to minority interest.

Share of results of associates and jointly controlled entities are now reported net of tax prior to arriving at the Group’s profit before taxation.

c) FRS 140:  Investment Property, FRS 117: Leases
With the adoption of the new FRS 140, properties held for rental or capital appreciation have been reclassified to investment properties. Prior to 1 July 2006, these properties were classified under Property, Plant and Equipment in the balance sheet.

Under FRS 117, the Group has classified the leases land and building as prepaid lease payments. Prior to 1 July 2006, these properties were classified under Property, Plant and Equipment in the balance sheet.

The above change in accounting policy has been accounted for prospectively and accordance with the transitional provision of FRS 140 and FRS 117, the Group has made the following reclassifications in the opening balance sheet:


Balance Sheet

  As at 30 June 2006  
    Effect      
As restated 


item

   
  RM’000
     
 RM’000
   RM’000

Property, plant and equipment
7,871,620
     (38,345)
 7,833,275 

Prepaid lease payment


 -
       23,429
      23,429

Investment properties


 -
       14,916 
      14,916

d) FRS 2, 5, 102, 108, 110, 116, 121, 127, 128, 131, 132 and 133:

The adoption of the above FRSs does not have significant financial impact on the Group.

2.
QUALIFICATION OF PRECEDING ANNUAL FINANCIAL STATEMENTS

The preceding annual financial statements were not subject to any qualifications. 

3.
SEASONALITY OR CYCLICALITY OF INTERIM OPERATIONS

The business operations of the Group are not materially affected by seasonal or cyclical fluctuations.

4.
NATURE AND AMOUNT OF ITEMS AFFECTING ASSETS, LIABILITIES, EQUITY, NET INCOME, OR CASH FLOWS THAT ARE UNUSUAL BECAUSE OF THEIR NATURE, SIZE, OR INCIDENCE
There were no unusual items.

5.
NATURE AND AMOUNT OF CHANGES IN ESTIMATES OF AMOUNTS REPORTED IN PRIOR INTERIM PERIODS OF THE CURRENT FINANCIAL YEAR, WHICH GIVE A MATERIAL EFFECT IN THE CURRENT INTERIM PERIOD


There were no material changes in estimates of amounts reported in prior interim periods of the current financial year which give a material effect in the current interim period. 

6.
ISSUANCES, CANCELLATIONS, REPURCHASES, RESALE AND REPAYMENT OF DEBT AND EQUITY SECURITIES 

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities for the current quarter and the financial year to-date. 

7.
DIVIDENDS PAID

The first and final net dividend for the financial year ended 30 June 2006 amounting to RM6,450,460 was paid on 13 December 2006.
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8. SEGMENTAL REPORTING 

The segmental report of the Group for  the financial year to-date is as follows:



Financial Year To-date 31/12/06



By Activities:
EPC & EPCM/PMC
Power generation, transmission, 

and distribution
Manufacturing
Water
Others
Eliminations
Total

REVENUE

External sales

Intersegment sales


RM’000

         399,462

           82,598


RM’000

85,432

-


RM’000

43,944

-
RM’000

294,243

23,757
RM’000

39

4,390
RM’000

-

(110,745)
RM’000

             823,120

-



Total revenue
          482,060
85,432
43,944
318,000
4,429
(110,745)
             823,120
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Segment results

Unallocated income

Profit from operations
30,816
14,929
508
193,467


(13,583)
(1,554)
224,583

9,847

234,430



Percentage of segment results
14%
7%
0%
86%
(6%)
(1%)
100%


EPC & EPCM/PMC – Engineering, procurement, construction, construction management services and project management services.



Financial Year To-date 31/12/05



By Activities:
EPC & EPCM/PMC
Power generation, transmission, 

And distribution
Manufacturing
Water
Others
Eliminations
Total

REVENUE

External sales

Intersegment sales


RM’000

313,168

53,096
RM’000

85,221

116


RM’000

49,737

424
RM’000

263,654

9,954
RM’000

13,114

4,250
RM’000

-

(67,840)
RM’000

724,894

-



Total revenue
366,264
85,337
50,161
273,608
17,364
(67,840)
724,894
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Segment results

Unallocated income

Profit from operations
17,836
16,404
(3,882)
113,354


(9,310)
(1,525)
132,877

8,382

141,259



Percentage of segment results
14%
12%
(3%)
85%
(7%)
(1%)
100%


EPC & EPCM/PMC – Engineering, procurement, construction, construction management services and project management services.

9.
VALUATION OF PROPERTY, PLANT AND EQUIPMENT

The valuation of property, plant and equipment has been brought forward without any amendments from the previous financial statements.

10. SUBSEQUENT MATERIAL EVENTS

There are no subsequent material events for the quarter in review.

11.
CHANGES IN THE COMPOSITION OF THE GROUP 
Except as disclosed below, there have been no significant changes in the composition of the Group in the current quarter and financial year to-date:

On 3 November 2006, the Company announced that it had acquired a 100% equity interest in a shelf company, Zenith Summit Sdn Bhd for a cash consideration of RM2.00.

On 13 December 2006, the Company announced that it had subscribed for a 1% equity interest whilst its wholly-owned subsidiary, Ranhill Energy Sdn Bhd has subscribed the remaining 99% of the total equity interest in PT Ranhill Energy Indonesia respectively, for a total cash consideration of USD100,000.00. 

12.
CONTINGENT LIABILITIES OR CONTINGENT ASSETS

The Group’s contingent liabilities are as follows: -



(a)
Corporate and bank guarantees of the Group are as follows:





As at 31/12/06


RM’000

Bank guarantees facilities utilized by:


· 
third parties *
    3,065

· 
related parties *
   52,301

· 
an unincorporated joint venture
   84,348





Total
 139,714

*   these are customers who obtained the contracts and awarded them to the Group, and the bank guarantees were utilised for the purposes of the said contracts.

(b) Performance Guarantees have been issued by the Company in favour of third parties in consideration for them awarding contracts to Perunding Ranhill Worley Sdn Bhd, a related party. The said contracts were sub-contracted to the Group.

(c) A Parental Guarantee had been issued by the Company in favour of PetroDar Operating Company Limited for the due and complete performance by an unincorporated joint venture for the Engineering, Procurement, Construction and Commissioning of the Al-Jabalyn Central Processing Facilities, Palouge Field Production Facilities and Operation Base Camp Project for the Melut Basin Oil Development, Republic of Sudan.

(d) A guarantee had been issued by WorleyParsons Engineering Pty Ltd (formerly known as Worley Engineering Pty Ltd) (“WPEPL”), a minority shareholder of the Company’s subsidiary, Ranhill WorleyParsons Sdn Bhd (formerly known as Ranhill Worley Sdn Bhd) (“RWPSB”), in favour of BG Exploration and Production India Limited (“BGEP”) in consideration of BGEP entering into a contract for the provision of Design and Engineering Services with RWPSB. An indemnity on the guarantee up to the extent of the Company’s 51% shareholding in RWPSB had been issued to WPEPL.

(e) A Letter of Indemnity up to the Company’s share of 51% was issued and executed by the Company to Worley Parsons Engineering PTY Limited (“WPEPL”), a 49% equity partner of Ranhill WorleyParsons Sdn Bhd (RWPSB”), for a 100% Parent Guarantee provided by WPEPL in favour of BP Exploration Operating Company Limited Vietnam in relation to the Nam Con Son project (Contract no. 7680-FEED/EPCM) in Vietnam awarded to RWPSB on 3 November 2005.

(f)
A Corporate Guarantee of USD1,470,000.00 was extended by the Company to Standard Chartered Bank (“SCB”), Singapore as security for the USD3,000,000 overdraft facility granted by SCB to Ellipse Energy Pte Ltd, the parent company of Ellipse Energy Jatirarangon Wahana Limited, Bermuda (“EEJW”), the Company’s 49% owned associate company, for the working capital requirements for the development of well JRR 5 in the Jatirarangon oil field in Indonesia undertaken by P.T Wahana Sad Karya and EEJW.

13.
CAPITAL COMMITMENTS 

Capital commitments not provided for in the financial statements as at 31 December 2006 :


As at 31/12/06


RM’000

Property, plant and equipment


Approved and contracted for
1,091,089

Approved but not contracted for
 929,725

Total
          2,020,814

14.
REVIEW OF PERFORMANCE    

The Group recorded a turnover of RM417.6m for the quarter in review. The engineering, procurement and construction (EPC) segment contributed 52%, the power segment 14% and the water segment 34%.

A profit before tax of RM62.9m was recorded for the quarter in review, mainly contributed by the water segment. 

Earnings from the EPC and Power segments were within expectations.

15.
COMPARISON WITH PRECEDING QUARTER’S RESULTS 

The Group recorded a consolidated revenue of RM417.64m for the quarter under review. This is RM12.16m (3.00%) higher than the immediate preceding quarter’s revenue of RM405.48m. 

A PBT of RM62.95m was recorded for the quarter under review, as compared to a PBT of RM75.86m recorded for the immediate preceding quarter. 

Both comparisons of results of revenue and PBT with the preceding quarter’s results are within expectations, with no major new projects undertaken in quarter 2. 

16.
FACTORS THAT INFLUENCE THE GROUP’S PROSPECTS 
The Group has oil and gas exploration projects in Indonesia and the Philippines. Upon successful exploration results, this sector is expected to contribute positively to the Group’s results in the future.

The water concession business provides a stable recurring income for the Group. The foreseen additional demand for water from both the domestic and trade categories is expected to further improve the contribution from this segment.

The Group’s power generation business is expected to improve significantly in the near future when the conversion of the 120MW open cycle gas turbine to a 190MW combined cycle gas turbine is completed. 

The engineering, procurement and construction segment is undergoing a period of consolidation and operational execution with a healthy book order of approximately RM9.4 billion. The Melut Basin project in Sudan, which has been handed over to the client, started uplifting processed oil from the upstream facilities commencing in August 2006 and this is a good indication that the Group’s claims for the project cost overruns would be settled favourably.

17.
PROFIT FORECAST/ PROFIT GUARANTEE 

Not applicable.

18.
TAXATION 


Taxation comprises the following: -

Taxation
Individual Quarter

3 months ended

31 December 2006
Cumulative period 

6 months ended

31 December 2006

Malaysia taxation:

  Current taxation

(Over) / under provision

   in prior years

Foreign taxation:

   Current taxation

Deferred taxation

  Current taxation

  Under provision


RM’000

5,338

550

61

 13,370  

(1,679)
RM’000

12,132

739

129

19,467  

(77)

Total
17,640
32,390

The Group’s effective tax rate is higher than the statutory tax rate for the current quarter and financial year to-date primarily due to the effect on different tax rates used for deferred tax in the subsidiaries.

19.
SALE OF UNQUOTED INVESTMENTS AND/OR PROPERTIES


There was no sale of unquoted investments and / or properties for the current quarter and the financial year to-date.
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20.        PURCHASE OR DISPOSAL OF QUOTED SECURITIES

(a) There were no purchases or sales of quoted securities for the current quarter and financial year to-date.

(b) Total investment in quoted securities as at 31 December 2006 is as follows:



  As at 31/12/06



            RM’000

Investment in quoted securities 







(i)
At cost
    
515 






(ii)
At carrying value/book value

119






(iii)
At market value as at 02.02.07 

             77



21. 
STATUS OF CORPORATE PROPOSALS 
The following are the status of the Group’s corporate proposals announced but not completed as at the latest practicable date:

(a)
On 22 June 2005, the Company entered into a subscription agreement with Senai-Desaru Expressway Berhad (formerly known as Senai-Desaru Expressway Sdn Bhd) (“SDEB”) for the proposed subscription of RM215,000,000 nominal value of irredeemable convertible unsecured loan stocks (“ICULS”).

The Company has obtained the approval of its shareholders for the proposed subscription at its Extraordinary General Meeting held on 26 September 2005.

The issue of ICULS by SDEB is conditional upon the fulfillment of the conditions precedent set out in the subscription agreement.

As at the date of this report, the Company has subscribed for its portion of ICULS as follows:-

Date
Tranche No.
Amount (RM)

16 December 2005


1st Tranche
25,585,000

16 February 2006


2nd Tranche
12,900,000

16 May 2006


3rd Tranche
20,640,000

30 August 2006
4th Tranche 
18,060,000

30 November 2006
5th Tranche
19,135,000

22.
GROUP BORROWINGS AND DEBT SECURITIES
As at 31 December 2006, the Group’s borrowings are as follows:


Secured
Unsecured
Total

Borrowings
Short term
Long

 Term
Short term
Long term



RM’000
RM’000
RM’000
RM’000
RM’000

Bai Bithaman Ajil Islamic 

   Debts (i)
Bank overdrafts

Bankers acceptance/Trust

  Receipts 

USD220 million nominal value guaranteed notes

Convertible Unsecured Loan Stocks (ii)
Local bills discounted

Islamic Medium Term

   Notes (iii)

Revolving credits 

Term loan (iv)
Term loan (v)

Term loan (vi)

Term loan (vii)

Term Loan (viii)

Other term loans           
-

165

44,400

-

-

-

-

17,999

-

2,000

1,191

        1,005

                -

        1,700
*

*

*


1,177,855 

-

64,463

770,889

-

-

537,441

-

684,443

        5,167

12,571

437

-

3,258
*

*

*

*

*

*


-

47,396

24,147

-

-

4,628

-

-

28,050

-

-

-

-

163

-

-

-

-

-

5,800

-

-

-

-

-

-

-

-

899

-
*


1,177,855

47,561

133,010

770,889    

  5,800

4,628

-

537,441

46,049

684,443

7,167

13,762

1,442

1,062

4,958

Turnkey Payment (ix)

9,206


*


33,991

 
*
-



-



43,197




77,666

3,290,515

104,384

6,699

3,479,264

Hire-purchase and

  Finance lease
3,470

422,003

-

-

425, 473

Total Borrowings
81,136

3,712,518

104,384

6,699

3,904,737

Borrowings denominated in foreign currency are as follows: -


Secured
Unsecured

Borrowings
Short term
Long term
Short term
Long term


RM’000
RM’000
RM’000
RM’000

Trust receipts – USD

Trust receipts – Thai Baht

Term loan – USD

Term loan – Thai Baht

Bank overdraft – Thai Baht

Bankers acceptance – Euro

USD220 million nominal value guaranteed notes
-      

-

               -

1,191

165

-

               - 
                -

               -  

               -

12,571


-
-  

        770,889             


          1,691

40

163

-

-

538

                 - 
           -

-

899

-

-

-

-

Note

*
non-recourse borrowings to Ranhill

(i) The Bai Bithaman Ajil Islamic Debts Securities are issued by SAJH to finance its water concession project. 

(ii) The Convertible Unsecured Loan Stocks (“CULS”) represent the 20% interest held by minority shareholders of a subsidiary. The CULS will be redeemed if not converted before the maturity date in 2008.

(iii) The Islamic Medium Term Notes are issued by Powertron to finance the conversion works of a power plant from open cycle to combined cycle.

(iv) The term loan represents borrowings by SAJH to finance the Semangar Water Supply Scheme. The term loan is secured via the assignment of raw water proceeds.

(v) The term loan represents borrowings by Ranhill Power to finance the acquisition of additional interests in a subsidiary company.

(vi) This amount represents borrowings by Ranhill Water Technologies Sdn Bhd to finance the construction and equipment under 20 years water treatment concession (Amata Nakorn)

(vii) The term loan represents borrowings by Ranhill Water Services to finance Non Revenue Water project with SAJH.

(viii)  The amount represents borrowings by Penang Water Limited (“PWL”) (jointly controlled entity) to finance the cost of machineries, equipments and M & E works. 

(ix) This amount represents borrowings by Ranhill Sri Gading Sdn Bhd to finance the    Sri Gading Water Supply Project. 

Based on the total borrowings of RM1,018.21 million (excluding the non-recourse project finance loans and finance lease of Ranhill Utilities arising from the WSA and lease agreement) and the Company’s shareholders’ funds of RM992.79 million, the gearing ratio of the Company stands at 1.03 times.

23.
FINANCIAL INSTRUMENTS WITH OFF BALANCE SHEET RISK 

As at the latest practicable date, the Group does not have any financial instruments with off balance sheet risk. 

24. 
MATERIAL LITIGATION 

Save as disclosed below, the Company is not engaged in any litigation, claims or arbitration, either as plaintiff or defendant, which has or will have a material effect on the financial position or our business, and your directors are not aware of any proceedings, pending or threatened, against us and/or any of our subsidiaries or of any facts likely to give rise to any proceedings which might materially affect the position or business of your Group:

(a) In the matter of legal proceeding and arbitration between Equiventures Sdn Bhd (“ESB”) and Ranhill Bersekutu Sdn Bhd (“RBSB”) and Safege Consulting Engineers (“Safege”)

On 1 March 2001, RBSB in association with Safege, received a Statement of Claim from ESB, seeking losses and damages in the sum of approximately RM30.8 million, for breach of contract and/or duty in the design and construction of a water supply privatisation project for the District of Johor Bahru. 
On 18 September 2002, RBSB filed a Notice of Contribution against Safege, for determination by the Arbitrator. On 10 January 2003, the High Court, pursuant to an Originating Motion brought by RBSB, held that the Arbitrator has jurisdiction to adjudicate the said Notice of Contribution. Safege appealed to the Court of Appeal against the High Court decision. On 12 August 2004, the Court of Appeal allowed the appeal in Safege’s favour. RBSB filed an application to the Federal Court for leave to appeal against the Court of Appeal’s decision but the leave application was subsequently dismissed.

In respect of the arbitration proceeding, the Arbitrator has delivered an award on 9 December 2005, in favour of ESB. Among others, RBSB and Safege were found to be in breach of their contractual obligations and also in breach of duty. 

On 19 January 2006, RBSB’s solicitors filed an originating motion to set aside the arbitration award, which was initially fixed for hearing on 17 July 2006. Safege’s solicitors have also filed a similar originating motion to set aside the arbitration award. All parties have since filed its respective affidavits for the originating motions. At the mention date on 14 December 2006, the parties were directed to file its respective submissions. 

The matter is now fixed for mention on 5 March 2007


(b) In the matter of legal proceeding between Ranhill Civil Sdn Bhd (“RCSB”) and Degremont (M) Sdn Bhd (“DMSB”)

RCSB commenced an action against DMSB by way of writ of summons, claiming the amount of RM2.29 million, being the sum pursuant to a contract in relation to the supply and installation of treatment process and chemical plant. On 15 August 2005, DMSB filed and served its Defence and Counterclaim for RM3.30 million. Subsequently, RCSB filed and served its Reply and Defence to the Counterclaim on 5 September 2005. 

The matter is now fixed for hearing on 27 April 2007

25.
DIVIDENDS 

Our Board does not recommend any interim dividend for the current quarter and financial year to-date ended 31 December 2006.

26. 
EARNINGS PER SHARE 


2nd Quarter 
Cumulative Period

Earnings per share
Current Year Quarter

31/12/06
Preceding Year Corresponding Quarter

31/12/05
Current Year to-date

31/12/06
Preceding Year to-date

31/12/05

Net profit/(loss) for the period (RM’000)

Basic earnings per share

Weighted average

  number of ordinary

  shares in issue (‘000)

Basic earnings per share

  (sen)


27,550

597,265

4.61


 17,697

597,265

2.96


  67,378

597,265

11.28


  30,751

597,265

5.15



The calculation of basic earnings per share is based on the net profit attributable to ordinary shareholders divided by the weighted average number of shares in issue during the quarter and financial year to-date. 

BY ORDER OF THE BOARD

Dato’ Amdan Mat Din

Wong Bee Siah

Lau Bey Ling

Company Secretaries
15  February 2007

Kuala Lumpur
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