Selected Explanatory Notes

MASB 26 Paragraph 16

a. 
Accounting Policies

The interim financial statements has been prepared in accordance with MASB 26 Interim Financial Reporting and Paragraph 9.22 of the Listing Requirements of Bursa Malaysia.  The accounting policies and methods of computation in the interim financial statements are consistent with the annual financial statement for the year ended 31 December 2003 except for the adoption of the following new applicable approved accounting standards:-

MASB 31
-
Accounting for Government Grants and Disclosure of Government Assistance


MASB 32
-
Property Development Activities


The adoption of the above new MASB Standards have no impact to the results for the current quarter and financial year-to-date. 

b. Status of Financial Statements Qualification

The auditors’ report on preceding audited financial statements for the year ended 31 December 2003 was not subject to any qualification.

c.
Review of Seasonality or Cyclicality of Operations

Seasonality due to weather is not foreseen to affect the construction operations.  However, the bunkering activity will be affected by the monsoon at the end of the year and this has been taken into consideration in the Group’s annual business plan. 

d.
Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flows That are Unusual  to the Nature, Size or Incidence


There was no unusual items due to the nature, size or incidence affecting the assets, liabilities, equity, net income or cash flows for the current quarter and financial year-to-date.

e.
Changes in Estimates Reported in Prior Financial Year


There was no material changes in estimates reported in the prior interim period of the current financial year or in the prior financial years which have a material effect in the current quarter or financial year-to-date.

f.
Changes in Equity/Debt Securities

During the financial period ended 30 June 2004, the issued and paid-up capital of the Company was increased from RM66.306 million to RM66.709 million by way of the issuance of 403,200 AZRB Shares under the AZRB Employees’ Share Option Scheme at the option price of RM2.05 per share.

There were no other issuance and repayment of debt and equity securities, share buy-backs, share cancellations and resale of treasury shares during the current quarter and financial year-to-date.

g. Dividends Paid

There were no dividend paid during the financial period ended 30 June 2004. 

h.
Segment Reporting

Segment reporting is presented in respect of the Group’s business segment.  Inter-segment pricing is determined based on cost plus method.
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Geographical segment analysis is not presented as the Group operates principally within the same geographical region.

i.
Valuation of Property, Plant and Equipment


The valuation of property, plant and equipment has been brought forward without amendment from the latest audited annual financial statements.

j.
Subsequent Events
Save as disclosed in Changes in the Composition of the Group in the Note k below, there were no material events subsequent to the end of the current quarter up to 19 August 2004 (being the latest practicable date from the date of issuance of the 2nd Quarter Report) that have not been reflected in the financial statements for the current quarter and financial year-to-date.

k.
Changes in the Composition of the Group
On 19 January 2004, Ahmad Zaki Sdn Bhd, a wholly owned subsidiary of AZRB (“AZSB”), has acquired the entire share capital of a dormant company known as Hidro Fokus Sdn Bhd (“HFSB”) with a paid-up share capital of RM 2/-.  The Company has yet to commence operations.  

On 30th June 2004, AZSB had entered into shareholders’ agreement with Sime Engineering Sdn Bhd & Edward & Sons (EM) Sdn Bhd pertaining to the shareholding in Hidro Fokus Sdn Bhd (“HFSB”), resulting to a dilution in the shareholdings in HFSB from 100% to 40%.
On 18th June 2004, AZRB International Ventures Sdn Bhd had incorporated AZRB Construction (India) Pte Ltd to undertake business ventures in India.
On 19th July 2004, AZRB had acquired the entire issued share capital of Technopolitan Sdn Bhd and Trend Vista Development Sdn Bhd for a purchase consideration of RM2/- respectively.  Both Companies have yet to commence operations
l.
Changes in Contingent Liabilities and Contingent Assets

Save and except for a contingent liability of RM20 million (2003:RM20 milion) relating to corporate guarantee given by one of its subsidiary to a financial institution for credit facilities granted to its associated company, the Group has no other contingent liabilities as at 19 August 2004 (being the latest practicable date from the date of issuance of the 2nd Quarter Report). 

Explanatory Notes

Bursa Malaysia Revised Listing Requirements

1.
Review of Performance
The Group posted  a revenue of RM145.6 million and profit before tax of RM10.0 million for 2nd financial period ended 30 June 2004.  The revenue is much lower than preceeding year’s corresponding financial period by RM31.5 million but its profit before tax is slightly higher by RM707K.  The improved profit before tax for the Group’s was mainly attributed to higher contribution from high profit margin projects recognised by its construction division during the financial period under review.  Nevertheless, the Group is extremely cautious on the performance of the subsequent quarters following the overall shortage in the steel bars’ supply facing by the  industry which affect the project cost and may slow down  the progress rate for selected jobs undertaken by the Group. 
The construction division contributed a lower revenue of RM131.6 million (2003: RM164.9 million) and correspondingly lower profit before tax before associated companies and joint-ventures’ results, interest income and expenses allocation of RM6.0 million (2003: RM8.7 million). On the other hand, the Group’s bunkering operation contributed an improved revenue of RM13.3 million (2003: RM11.8 million) with corresponding increase in profit before tax and interest income and expenses allocation of RM5.0 million (2003: RM4.5 million).
Overall order books for its construction division is now estimated at RM627 million which includes RM182 million on Subang-Kelana Link and RM218 million on Putrajaya Mosque.  As for those forthcoming jobs pending negotiation and awaiting for letter of awards is estimated at RM80 million consist of Sekolah Integrasi in Kuala Berang, Ulu Terengganu and pipe replacement works in Terengganu.


In the opinion of the Directors,  the Group’s results are satisfactory and have not been affected by any transaction or event of a material or unusual nature which has arisen between 30 June 2004 and the date of this announcement.

2.
Review of Material Changes between Current Quarter and Preceding Quarter
	
	Current Qtr

RM
	Preceding Qtr

RM
	+/(-)

RM

	Turnover
	87,743,394
	57,841,850
	29,901,544

	Profit before tax
	6,979,144
	3,021,685
	3,957,459


 
Generally, the Group registered higher turnover and profit before tax due to higher rate of progress were achieved in particular Ampang Hospital project couple with additional revenue contributed by new projects commenced during 2nd quarter such as Subang-Kelana Link and Putrajaya Mosque.
3.
Prospects
Barring unforeseen circumstances, the Group shall remain profitable in subsequent quarters.  The Board also noted the construction industry is currently affected by price hike in building materials such as steel, fuel, etc. which may affect the future profitability of the Group.  However, the Board will endeavour to engage proactive measures to mitigate the negative factors.
4.
Variation of Actual Profit from Forecast Profit and Shortfall in Profit Guarantee

Not applicable


5.
Taxation

Taxation comprises :-

	

	Current Qtr

30.06.2004
RM
	
	Cumulative

Current YTD

30.06.2004
RM

	Malaysian Income Tax
	
	
	

	   -   Current taxation
	2,111,603
	
	3,050,636

	   - Under/(over) provision in respect of prior years
	-
	
	-

	   -   Deferred taxation
	-
	
	-

	
	2,111,603
	
	3,050,636


The effective tax rate is higher than statutory tax rate due to the certain expenses being disallowed for deduction.
6. 
Profit on Sale of Unquoted Investments and/or Properties


There were no profits on the sale of unquoted investments and/or properties out of the ordinary course of business for the current quarter/financial year-to-date.

7.
Investment in Quoted Securities

There were no disposals or acquisitions of quoted securities made by the Group during the financial year-to-date.  The Group does not have any investment in quoted securities. 

8.
Corporate Proposal


Except the following, there are no other corporate proposals which have been announced by the Company but not completed as at 19 August 2004 (being the latest practicable date from the date of issuance of the 2nd Quarter Report) .

Proposed Renewal of Shareholders’ Mandate For Recurrent Related Party Transactions Of A Revenue Or Trading Nature 

The Company has obtained the shareholders’ mandate in respect of recurrent related party transactions of a revenue or trading nature which are in the ordinary course of business and necessary for the day to day operations of the Group pursuant to Part E, Paragraph 10.09 of the Listing Requirements of the Bursa Malaysia at the Seventh AGM held on 23rd June 2004 .

9. Group Borrowings and Debts Securities


The Group borrowings as at 30 June 2004 are as follows:

	
	Secured
	Unsecured
	Total

	
	RM
	RM
	RM

	Short Term
	
	
	

	Bank Overdraft
	10,912,571
	-
	10,912,571

	Trade bills
	1,500,200
	-
	1,500,200

	Term Loan
	755,890
	-
	755,890

	Subtotal
	13,168,661
	-
	13,168,661

	Long Term
	
	
	

	Term Loan
	2,694,406
	-
	2,694,406

	Subtotal
	2,694,406
	-
	2,694,406

	
	
	
	

	Grand total
	15,863,067
	-
	15,863,067

	
	
	
	


The Group does not have any  foreign loan as at 30 June 2004.

10.
Off Balance Sheets Financial Instruments

The Group does not have any  financial instruments with off balance sheets risk as at 19 August 2004 (being the latest practicable date from the date of issuance of the 2nd Quarter Report).

11.
Material Litigation

At the date of this announcement, the Directors are not aware of any proceedings pending or threatened or of any fact likely to give rise to any proceedings which might materially and adversely affect the position or business of the Group and the Company. 


However, the Directors wish to highlight the following claim or litigations brought against its wholly owned subsidiary, Ahmad Zaki Sdn Bhd [“AZSB”] by creditors of its joint venture projects with 3rd parties. 

(i)
Westbury Tubular (M) Sdn. Bhd. ("Westbury") vs. AZSB, Murray & Roberts (Malaysia) Sdn. Bhd. ("M&R") and WCT Engineering Berhad ("WCT") (collectively "the Defendants")
Westbury filed a claim against the Defendants on 24 February 2000 for RM3,090,204.11 being the outstanding amount due to Westbury pursuant to sub-contract works for a roof system done by Westbury under a sub-contract agreement ("Subcontract Agreement") between Westbury and the AZSB-M&R-WCT Joint Venture ("JV"), a JV among the Defendants pursuant to a JV Agreement dated 24 April 1997 for a project known as Formula One Racing Circuit Facility and Associated Works at the KLIA, Sepang, Selangor Darul Ehsan.


The Directors of AZRB are of the view that since AZSB has an indemnity against WCT pursuant to a supplementary agreement to the JV Agreement dated 24 September 1997 in respect of any claims arising howsoever under the JV, therefore AZSB will be indemnified by WCT (if necessary) whatever the outcome of this case.


Status: The matter is brought before the Court of Appeal on the issue whether the Plaintiff has rightfully commenced the action without referring the same for mediation and/or arbitration.  No date has been fixed yet for hearing before the Court of Appeal.
(ii)
Artic Building and Civil Engineering Sdn. Bhd. ("ABCE") vs. AZSB, Peremba Construction Sdn. Bhd. ("Peremba") and Vital Field Sdn. Bhd. ("Vital Field")
ABCE commenced an action against AZSB and Peremba on 10 April 1999 for RM587,029.63 being the outstanding amount due in respect of goods allegedly ordered by Vital Field and supplied to the joint venture project (relating to the site development at Kertih Industrial Area, Kemaman, Terengganu) undertaken by the Peremba-Ahmad Zaki JV, a JV entered into between AZSB and Peremba pursuant to a JV Agreement dated 30 December 1997 ("JV Agreement").  

The solicitors of AZSB in this matter are of the view that ABCE's claim against AZSB is unlikely to succeed as there is an agreement between the Peremba-Ahmad Zaki JV, Vital Field and ABCE that Vital Field is to pay all sums incurred by Vital Field directly to ABCE.  Furthermore, pursuant to the JV Agreement, AZSB has an indemnity against Peremba in respect of any claims arising howsoever in respect of the JV.  AZSB has on 20 October 2000 filed in the court its defence to ABCE's claim and the Notice of Indemnity against Peremba.  

Status: Kuala Lumpur High Court has fixed the continued hearing on 27th September 2004 to enable the 2nd defendant to give evidence. 


The Directors are of the opinion that the above litigations or claim will not have any material impact on the financial position and business of the Group due to the fact that the respective joint venture partners are contractually bound to indemnify AZSB in respect of any claims arising howsoever from the implementation of the joint-venture projects.

12.
Dividend
The Board do not recommend any interim dividend for the current financial period ended 30 June 2004.
13.
Earnings Per Share


The basic earnings per share has been calculated based on the consolidated profit after taxation and minority interests of RM6,852,039 (2003: RM6,400,620) and on the weighted average number of ordinary shares in issue during the period of  66,502,233 (2003: 64,846,834).


The fully diluted earnings per share for the period has been calculated using an enlarged weighted average number of shares of 67,251,385 (2003: 65,104,593) after the inclusion of the number of unexercised options outstanding as at 30 June 2004 of 2,815,200 shares (2003: 4,603,200). 


The share options were calculated based on the number of shares which could have been acquired at the market price (the average six months price of the Company’s share) based on the monetary value of the subscription rights attached to the outstanding share options.  No adjustment is made to the net profit attributable to the shareholders for the share options calculations as the exercise price of the option shares is deemed to be their average fair value during the period.

	
	
	No. of Shares of RM1.00 each

	Weighted average number of shares as at 30/06/2004
	
	66,502,233

	Add : Adjustment for assumed exercised of ESOS options 
	
	749,152

	Adjusted weighted average number of shares
	
	67,251,385



The basic and diluted earnings per share for the corresponding quarter of preceding financial year have been restated to account for the effect of the bonus issue of 2 for 5 in Year 2003. 
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