Selected Explanatory Notes

MASB 26 Paragraph 16

a. 
Accounting Policies

The interim financial statements has been prepared in accordance with Financial  Reporting Standards (FRS) 1342004 Interim Financial Reporting, and Paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (Bursa Malaysia).  

The interim financial statements should be read in conjunction with the audited financial statements for the financial year ended 31 December 2006 and these explanatory notes attached to the interim financial statements as they provide an explanation of events and transactions that are significant to the understanding of the changes in the financial position and performance of the Group since the year ended 31 December 2006. 


The accounting policies, method of computation and basis of consolidation applied in the unaudited condensed interim financial statements are consistent with those used in the preparation of the 2006 audited financial statements except for the changes arising from the adoption of the new and revised FRSs issued by MASB that are effective for the financial year beginning on or after 1 January 2007.  The new and revised FRSs considered in this announcement are as follows:-


FRS 117
Leases

FRS 124
Related Party Disclosures 

The adoption of the new and revised FRSs does not have significant financial impact on the Group except as discussed below:-
FRS117 : Leases
The Group previously treated leasehold land held for own used as property , plant and equipment and was stated at cost less accumulated depreciation and impairment losses. Adoption of FRS117 has resulted in leasehold land held for own use is to be treated as operating lease and prepaid lease payments are to be amortised on straight line basis over the remaining lease term of the land.
The Group has applied the above change in accounting policy in accordance with the transitional provisions of FRS117 whereby the unamortised amount of leasehold land is retained as the surrogate carry amount of the prepaid lease payments.

The reclassification of leasehold land as prepaid lease payments has been accounted for restrospectively and the following comparatives were restated following the adoption of FRS117:

	
	As previously stated
	Reclassification
	Restated

	As at 1 January 2006
	RM
	RM
	RM

	Properties, plant and equipment ( net book value)
	         47,766,177 
	        (10,017,557)
	        37,748,620 

	
	
	
	

	Prepaid lease payment
	
	         10,017,557 
	        10,017,557 

	
	
	
	


b. Status of Financial Statements Qualification

The auditors’ report on preceding audited financial statements for the year ended 31 December 2006 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 of amounts reported in prior interim period of the current financial year or changes in estimates of amounts reported in prior financial years which have a material effect on the current quarter or financial year-to-date.

f.
Changes in Equity/Debt Securities

During the financial period ended 31 March 2007, the issued and paid-up capital of the Company was increased from RM66,710,400 to RM66,757,800 by way of the issuance of 47,400 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 31 Mar 2007. 

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.

	
	
	Trading in
	
	
	

	
	
	oil and gas
	
	
	

	
	
	& other
	Other
	
	

	
	Construction
	related services services
	operations
	Eliminations
	Consolidated

	31-Mar-07
	RM
	RM
	RM
	RM
	RM

	REVENUE
	
	
	
	
	 

	External revenue
	112,199,322
	9,543,161
	1,825,670
	-
	123,568,153

	Inter – segment revenue
	                     -   
	574,719
	-
	        (574,719)
	                        -   

	Total revenue
	112,199,322
	10,117,880
	1,825,670
	        (574,719)
	123,568,153

	RESULT
	
	
	
	
	 

	Segment result
	8,153,464
	2,507,296
	       (676,706)
	                        -   
	9,984,055

	Interest revenue
	
	
	
	
	935,422

	Interest expenses
	
	
	
	
	    (1,646,128)

	Share of results in joint ventures
	               (65,388)
	
	
	
	               (65,388)

	Share of results in associated co.
	-
	
	
	
	-

	Income taxes
	
	
	
	
	    (3,356,529)

	Profit after taxation but before minority interest
	
	
	 
	5,851,432


	Minority interest
	
	
	
	
	       (368,390)

	 
	
	
	
	 
	 

	Net profit for the period
	
	
	
	5,483,042


	 
	
	
	
	
	 

	
	
	
	
	
	


	
	
	Trading in
	
	
	

	
	
	oil and gas
	
	
	

	
	
	& other
	Other
	
	

	
	Construction
	related services services
	operations
	Eliminations
	Consolidated

	31-Mar-06
	RM
	RM
	RM
	RM
	RM

	REVENUE
	
	
	
	
	 

	External revenue
	87,114,812
	11,397,840
	1,338,740
	-
	99,851,392

	Inter – segment revenue
	
	396,028
	                -   
	        (396,028)
	                  -   

	Total revenue
	87,114,812
	11,793,868
	1,338,740
	(396,028)
	99,851,392

	RESULT
	
	
	
	
	 

	Segment result
	8,878,441
	2,596,945
	(519,484)
	                        -   
	10,955,902

	Interest revenue
	
	
	
	
	712,838

	Interest expenses
	
	
	
	
	          (1,079,471)

	Share of results in joint ventures
	                -   
	
	
	
	                        -   

	Share of results in associated co.
	            (524)
	
	
	
	                  (524)

	Income taxes
	
	
	
	
	        (4,976,893)

	Profit after taxation but before minority interest
	
	
	
	5,611,852


	Minority interest
	
	
	
	
	(209,093)

	 
	
	
	
	 
	

	Net profit for the period
	
	
	
	5,402,759

	 
	
	
	
	
	 

	
	
	
	
	
	


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 
There were no material events subsequent to the end of the current quarter up to 25 May 2007 (being the latest practicable date from the date of issuance of the 1st 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

There were no changes in the composition of the Group during the current quarter and financial year-to-date .
l.
Changes in Contingent Liabilities and Contingent Assets

The Group do not have material contingent liabilities as at 25 May 2007 (being the latest practicable date from the date of issuance of the 1st Quarter Report). 

Explanatory Notes

Bursa Malaysia Revised Listing Requirements

1.
Review of Performance
	
	Year ended 31/03/2007
(RM’million)
	Year ended 31/03/2006
(RM’million)
	Variance
(RM’million)

	Revenue
	123.6
	99.8
	23.8

	Profit before tax 
	9.2
	10.6
	-1.4


For the 1st financial quarter 2007,  Group registered a total of RM123.6 million in revenue and RM9.2million in profit before tax respectively. 
The Group posted a lower profit before tax owing to increase in financing cost by RM1.3 million. The major portion of revenue was contributed by its construction division from domestic as well as overseas projects which in total todate posted a revenue of RM112.2 million or 91% of the Group’s revenue (2006: RM87.1 million or 87%) and its  profit before tax before associated companies and joint-ventures’ results, interest income and expenses allocation at RM8.2 million (2006: RM8.9 million). The overall increase in revenue was attributed to the construction division which has undertaken more jobs as compared to the same corresponding period in 2006
The Group’s bunkering operation maintained its performance as per  Yr 2006 by registering profit before tax and interest income and expenses of RM2.5 million (2006: RM2.6 million) on the back of  a slightly lower revenue of RM1.6 million.  The bunkering division posted a revenue of RM10.1 million or 8.2% of the Group’s revenue (2006: RM11.8 million or 11.8%).
Overall order book for its construction division is now at approximately RM1.0 billion mainly  comprises Subang Kelana Link Phase II (RM149 million), Indoor Stadium at Gong Badak (RM94 million), Federal Road 3 from Pekan to Kuantan (RM337 million) and Court Complex at Petaling Jaya (RM22 million), Alfaisal University (RM187 million), Upgrading road at Jitra – Kodiang Package 2 (RM62 million), IT Expressway (RM69 million), Putrajaya Mosque (RM140 million) . 

In the opinion of the Directors, the results for the current quarter and financial year todate have not been affected by any transaction or event of a material and unusual nature which has arisen between 31 Mar 2007 to 25 May  2007 (being the latest practicable date from the date of issuance of the 1st Quarter Report).

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

RM
	Preceding Qtr

RM
	+/(-)

RM

	Revenue
	123,568,153
	119,802,234
	3,765,919

	Profit before tax 
	9,207,961
	9,130,342
	77,619


 
Generally, there is no material fluactuation between quarter to quarter performance .
3.
Prospects
With its current underlying order book value of approximately RM1.0 billion, the Group expects continuing improvement in performance in subsequent quarters and is confident of securing new jobs  to further increase its order book.
4.
Variation of Actual Profit from Forecast Profit and Shortfall in Profit Guarantee

Not applicable


5.
Taxation

Taxation comprises :-

	
	Current Qtr
	
	Cum Current YTD

	
	31.03.2007
	
	31.03.2007

	
	RM
	
	RM

	Malaysian Income Tax
	
	
	

	   -  Current taxation
	          3,356,529 
	
	              3,356,529 

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

	
	          3,356,529 
	
	             3,356,529 


The provision for taxation differs from the amount of taxation determined by applying the applicable statutory tax rate to the profit before taxation as a result of the following differences :
	 
	 
	 
	Cumulative

	
	Current Qtr
	
	Current YTD

	
	31.03.2007
	
	31.03.2007

	
	RM
	
	RM

	Accounting profit before taxation
	       9,207,961 
	
	          9,207,961 

	Tax at the statutory income tax rate of 27%
	        2,486,149 
	
	          2,486,149 

	   -    Non deductible expenses
	          870,380 
	
	             870,380 

	  Tax Expense
	3,356,529
	
	3,356,529


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


There are no corporate proposals which have been announced by the Company but not completed as at 25 May 2007 (being the lastest practicable date from the date of issuance of the 1st Quarter Report) .
9. Group Borrowings and Debts Securities


The Group borrowings as at 31 March 2007 are as follows:

	 

 Facilities
	Secured
	Unsecured
	Total

	
	RM
	RM
	RM

	Short Term
	 
	 
	 

	Bank Overdraft
	4,286,298
	-
	4,286,298

	Trust Receipts
	6,096,178
	-
	6,096,178

	Murabahah
	32,860,000
	-
	32,860,000

	Term Loan
	792,607
	-
	792,607

	Hire Purchase
	2,697,776
	-
	2,697,776

	Subtotal
	46,732,859
	-
	46,732,859

	Long Term
	
	
	

	Term Loan
	470,600
	85,000,000
	85,470,600

	Hire Purchase
	6,293,681
	 - 
	6,293,681

	Subtotal
	6,764,281
	85,000,000
	91,764,281

	Grand total
	53,497,140
	85,000,000
	138,497,140


The Group does not have any  foreign loan as at 31 March 2007.

10.
Off Balance Sheets Financial Instruments

The Group does not have any  financial instruments with off balance sheets risk as at 25 May 2007 (being the latest practicable date from the date of issuance of the 1st 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.  The Court of Appeal has fixed 28th June 2005 for hearing and subsequently adjourned to 1st December 2005 for case management.  The matter was set for a Mention on 8th March 2006 and subsequently set for trial on 3rd March 2008 to 5th March 2008.
(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: The date fixed for decision has been adjourned from 11 May 2007 to 11 July 2007
(iii)
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 writ of summons against the Defendants on 6 September 2005 for RM14,776,522.48 being the outstanding amount due to Westbury pursuant to sub-contract works for variation orders 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 Company is disputing the Plaintiff’s claims, and shall in consultation with the solicitors, take the necessary legal action to rebut their claims and defend the case.  The Court has adjourned the Case Management from 8 May 2007 to 8 June 2007. 

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 does not recommend any interim dividend for the current financial period ended 31 March 2007.
13.
Earnings Per Share


The basic earnings per share has been calculated based on the consolidated profit after taxation and minority interests of RM5,483,042 (2006: RM5,402,759) and on the weighted average number of ordinary shares in issue during the period of 66,752,200  (2006: 66,710,400).
The fully diluted earnings per share for the period has been calculated using an enlarged weighted average number of shares of 67,212,424  (2006: NA due to anti dilutive effect ) after the inclusion of the number of unexercised options outstanding as at 31 March 2007 of 2,612,600 (2006: 2,707,600) shares.
The share options were calculated based on the number of shares which could have been acquired at the market price ( The share options were calculated based on the number of shares which could have been acquired at the market price ( the average three 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 31/03/2007
	66,752,200 
	 

	Add : Dilutive ESOS
	460,224 
	 

	Adjusted weighted average number of shares
	67,212,424
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