TRENERGY (MALAYSIA) BHD

INTERIM FINANCIAL REPORT

FOR THE PERIOD ENDED 30 SEPTEMBER 2004

NOTES

A1. Accounting Policies 

The accounting policies and methods of computation adopted in this interim financial report are consistent with those adopted in the preceding annual financial statements.

A2. Audit Qualifications

The audit report of the preceding annual financial statements was not subject to any qualifications.

A3. Seasonal or Cyclical Factors

There were no seasonal or cyclical events that had materially affected the nature of the operations for the period.

A4. Unusual Items

There were no significant unusual items affecting assets, liabilities, equity, net income, or cash flows of the Group since the last financial year end.

A5. Changes in Estimates

There are no changes in estimates of amounts reported in prior interim periods or financial years that have a material effect in the current interim period.
A6. Debt and Equity Securities

There were no issuances, cancellations, repurchases, resale and repayment of debt and equity securities for the current quarter and current financial period to-date except for the issuance of shares under the Employee Share Option Scheme (“ESOS”) as set out below:-

	
	
	No. of shares

	Issued and Fully Paid-up Share Capital
	
	2004
	2003

	- Ordinary Shares of RM1 Each
	
	 '000 
	 '000 

	
	
	
	

	At 1 January
	
	
	      73,984
	      72,176 

	Exercise of ESOS
	
	
	
	

	- in First Quarter
	
	
	220
	28

	- in Second Quarter
	
	
	290
	112

	- in Third Quarter
	
	
	194
	1,242

	- in Fourth Quarter
	
	
	-
	426

	
	
	
	704
	1,808

	At 30 September/31 December
	
	
	      74,688 
	      73,984


At the end of the period, the unexercised options under the ESOS were as follows:

	Option Price per Share
	No. of unexercised options

	RM1.57
	447,000

	RM1.99
	251,000


A7. Dividends Paid

No dividend was paid during the current quarter.

A8. Segmental reporting by Activity

	
	Oil and Gas Services
	Freight Forwarding Services
	Trading and Manufacturing
	Construction
	Investment Holding
	Others
	Discontinued
	Eliminations
	Consolidated

	
	30-09-04
	30-09-03
	30-09-04
	30-09-03
	30-09-04
	30-09-03
	30-09-04
	30-09-03
	30-09-04
	30-09-03
	30-09-04
	30-09-03
	30-09-04
	30-09-03
	30-09-04
	30-09-03
	30-09-04
	30-09-03

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	Revenue
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	   External sales
	161,218
	174,439
	24,732
	22,378
	39,706
	47,572
	69,313
	6,771
	-
	171
	-
	1,292
	51,445
	-
	-
	-
	346,414
	252,623

	   Inter-segment

      sales
	-
	345
	549
	183
	-
	-
	-
	-
	57
	299
	-
	-
	-
	-
	(606)
	(827)
	-
	-

	Total revenue
	161,218
	174,784
	25,281
	22,561
	39,706
	47,572
	69,313
	6,771
	57
	470
	-
	1,292
	51,445
	-
	(606)
	(827)
	346,414
	252,623

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Results
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	   Segment results
	40,535
	36,633
	951
	260
	3,113
	4,014
	5,134
	598
	(31,145)
	(511)
	(372)
	(86)
	751
	-
	1,163
	(595)
	20,130
	40,313

	   Unallocated

      Corporate

      expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-
	-

	   Operating profit
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	20,130
	40,313

	   Finance cost, net
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(7,855)
	(6,055)

	   Share of results 

       of  Associates
	63
	220
	
	
	
	
	
	
	2,554
	
	
	
	231
	
	
	
	2,848
	220

	   Income tax
	 (10,814)
	
	(127)
	
	(923)
	
	(1,120)
	
	
	
	
	
	(535)
	
	
	
	(13,519)
	(5,423)

	   Share of tax 

       of  Associates
	(6)
	(16)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(6)
	(16)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	   Profit from

      ordinary

      activities
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	1,598
	29,039

	   Extraordinary

      item
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-
	-

	   Minority Interest
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	6,294
	(7,316)

	   Net profit
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	7,892
	21,723


A9. Valuation of Property, Plant and Equipment

The valuations of property, plant and equipment had been brought forward without any amendment from the previous annual financial statements.

A10. Subsequent Events

There were no material events subsequent to the end of the period.

A11. Changes in Composition of Company

As announced on 3 September 2004, the Company completed the acquisition of 20,251,000 ordinary shares of RM1.00 each representing 24.92% of the issued and paid-up share capital in SNAP Capital Sdn Bhd for a cash consideration of RM16,500,000.

A12. Contingent Liabilities

	
	Group

	
	30-Sep-04
	31-Dec-03

	
	RM’000
	RM’000

	Performance and advance payment bonds
	-
	931

	Potential claim for liquidated damages in delivery and commissioning of the FPSO vessel
	19,153 
	19,153 


A13. Related Party Transactions

There were no material related party transactions during the quarter.

ADDITIONAL INFORMATION REQUIRED BY KLSE

B1. Performance Review

The substantial increase in Group revenue of 37% over the corresponding period in 2003 was mainly attributable to increased activities in the construction division and marine offshore and land-based instrumentation division.

The Group generated a profit before taxation of RM45.3 million from all its business operations during the period compared to RM34.5 million for the corresponding period last year. However, in compliance with MASB 23, the Group recognised an impairment loss of RM30.2 million on the value of its investment in associate company.  After including the impairment loss, the Group recorded a profit before taxation of RM15.1 million and a net profit of RM7.9 million. Further details are set out in Note B7 and for ease of comparison, the results of the Group excluding impairment loss is set out below.

	
	2004
	
	2003

	
	Current Year To-date
	
	

	
	With
	
	Excluding
	
	Current

	
	Impairment
	
	Impairment
	
	Year

	
	Loss
	
	Loss
	
	To-date

	
	RM'000
	
	RM'000
	
	RM'000

	Revenue
	   346,414 
	
	        346,414
	
	  252,623 

	Profit from operations
	     20,130 
	
	          50,355 
	
	    40,278 

	Profit before tax
	     15,123 
	
	          45,348 
	
	    34,478 

	Profit after tax
	       1,598 
	
	          31,823 
	
	    29,039 

	Net profit for the period
	       7,892 
	
	          30,561 
	
	    21,723 


B2. Material Changes in Quarterly Profit Before Taxation

The profit before tax for the third quarter was RM15.2 million as compared to RM3.2 million in the preceding quarter.   In the preceding quarter, there was an impairment loss on investment in associate of RM15.9 million and about RM1.0 million loss on disposal of a subsidiary, Velosi (M) Sdn Bhd at the end of June.  With the disposal, revenue in the current quarter reduced from RM143.1 million in the preceding quarter to RM101.1 million and the corresponding decrease in profit was RM4.9 million.

B3. Prospects

Barring any unforeseen circumstances, the Directors are optimistic of the performance of its operating subsidiaries for the year 2004 in view of the positive outlook for the oil and gas and shipping industries. 

B4. Profit Forecast and Guarantee

No profit forecast and/or guarantee have been issued by the Group.

B5. Taxation

	
	Group

	
	3rd Quarter
ended

30-Sep-04
	Year

to date

30-Sep-04

	
	RM’000
	RM’000

	Major components of tax expense:
	
	

	Current year provision
	3,148
	7,490

	Deferred tax
	1,693
	5,895

	
	4,841
	13,385

	Under provision – prior years
	134
	134

	
	4,975
	13,519

	
	
	

	Profit before taxation
	15,218
	15,123

	Taxation at the statutory income tax rate of 28%
	4,261
	4,234

	Tax effect on timing differences, provisions and expenses not deductible for tax purposes
	714
	9,285

	Tax expense
	4,975
	13,519

	
	
	


The Group’s taxation differs from the statutory tax rate principally due to the absence of Group relief for losses by certain subsidiaries and disallowable expenses for tax purposes.

B6. Profit on Sale of Investments and / or Properties

There was no sale of investments or properties during the period.

B7. Purchase or Disposal of Quoted Securities

Included in investing results were dealings in quoted securities as follows:

	
	Group

	
	30-Sep-04
	31-Dec-03

	
	RM’000
	RM’000

	
	
	

	Total Purchases
	17
	131

	Total Disposals
	-
	134

	Total Profit on Disposal
	-
	38

	
	
	

	Quoted securities held at:
	
	

	- at cost
	196
	179

	- at market and book value  
	79
	69


As at the end of the quarter, the book value and market value of quoted shares held in a subsidiary, Total Automation Ltd and an associate, Malaysian Merchant Marine Bhd are as follows:

	
	Subsidiary
	
	Associate

	
	RM’000
	
	RM’000

	Quoted shares, at cost
	14,000
	
	81,250

	Less: Impairment loss
	-
	
	  (36,725)

	Book value
	14,000
	
	44,525

	
	
	
	

	Market value 
	119,704
	
	33,475

	
	
	
	


In compliance with MASB 23, an impairment loss of RM30.23 million was recognised for the period on the value of its investment in associate company in view of the declining share price.  Nevertheless, the Directors view this as a long term investment and that the fundamentals of the associate remains intact despite the fluctuations in its share price. The investment is reflected at its net tangible asset value.

B8. Status of Corporate Proposals

There were no outstanding corporate proposals that had been announced earlier except for the following:

(a) Proposed special issue of RM11,000,000 nominal amount of 2% 5-Year Irredeemable Convertible Unsecured Loan Stocks in Trenergy at 100% of its nominal value to Dato' Abdul Azim Bin Mohd Zabidi , an executive director of Trenergy. This is expected to be completed in the first quarter of 2005.

(b) Proposed sale of 700,000 ordinary shares in Doyan, representing 70% of the issued and paid-up share capital for a total cash consideration of RM3,150,000. This is expected to be completed in the first quarter of 2005.

B9. Group Borrowings

There were no debt securities as at the end of the period and the Group borrowings were as follows:

	
	
	Group
	Group

	
	
	30-Sep-04
	31-Dec-03

	
	
	Repayable
	Repayable
	Repayable
	Repayable

	
	
	Within 12
	After 12
	Within 12
	After 12

	
	Secured /
	Months
	Months
	Months
	Months

	Nature
	Unsecured
	RM’000
	RM’000
	RM’000
	RM’000

	Revolving Credit (“RC”)
	Unsecured
	-
	-  
	5,000  
	-  

	RC / Trade Loan / Overdraft
	Secured
	13,149
	-   
	6,432   
	-   

	Term Loans
	Secured
	54,532
	132,973 
	44,813 
	-  

	Term Loans
	Unsecured
	-
	- 
	31,905 
	121,891

	Hire-Purchase
	Secured
	1,318
	2,115
	1,050
	1,270

	
	
	68,999
	135,088
	89,200
	123,161


Included under Term Loans is a US Dollar 5-year term loan up to 2009 of USD45 million (RM171 million). The repayments will be made from revenue receipts denominated in US Dollars.

B10. Interest Rate Risk

The Group’s accounting policy recognises interest based on a time proportion basis that reflects the effective yield on the asset.

The Group’s primary interest rate risk relates to interest-bearing debts, as the Group had no long-term interest-bearing assets as at the end of the period. The investment in financial assets are mainly short term in nature. They are not held for speculative purposes and have mostly been placed in fixed deposits.

The Group manages its interest rate exposure by maintaining a prudent mix of fixed and floating rate borrowings.  The Group actively reviews its debt portfolio, taking into account the investment holding period and nature of its assets.  This strategy allows it to capitalise on cheaper funding in a low interest rate environment and achieve a certain level of protection against rate hikes.  The Group also uses hedging instruments such as interest rate swaps to minimise its exposure to interest rate volatility.

A subsidiary has entered into a new 5-year interest rate swap (“IRS”) agreement expiring on 26 March 2009 to unwind its previous IRS arrangement under a former term loan and reduce the impact of changes in interest rate on its new floating rate term loan.  As at the end of the period, the notional principal amount of the outstanding IRS agreement with a commercial bank was USD22.5 million (RM85.5 million). This agreement effectively changes the subsidiary’s interest rate exposure of its USD loan from a current 3-month SIBOR to a 3-month SIBOR (in arrears) + 2.03% (with a maximum of 4.53% when 3-month SIBOR in arrears is less than 5.50%). The subsidiary is exposed to credit loss in the event of the non-performance by the commercial bank involved in the IRS agreement.  However, the subsidiary does not anticipate non-performance by the commercial bank. The 3-month SIBOR applicable as at the period end was 2.00%.

B11. Material Litigation

Neither Trenergy nor any of its subsidiary companies are engaged in any material litigation either as plaintiff or defendant and the Directors do not have any knowledge of any proceedings, pending or threatened, against Trenergy or its subsidiary companies or of facts likely to give rise to any proceedings which might materially affect the position or business of Trenergy or its subsidiary companies, financially or otherwise.

B12. Dividend

No dividend was declared during the period.

B13. Earnings Per Share

(a) Basic

Basic earnings per share is calculated by dividing the net profit attributable to shareholders by the weighted average number of ordinary shares in issue during the financial year.

	
	Group

	
	Individual 3rd Quarter

30-Sep-04

RM’000


	Individual 3rd Quarter

30-Sep-03

RM’000


	Year to date

30-Sep-04

RM’000


	Year to date

30-Sep-03

RM’000



	Net profit attributable to

   shareholders
	6,385
	8,176
	7,892
	21,723

	Weighted average number of

   ordinary shares in issue
	74,327
	72,743
	74,327
	72,743

	Basic earnings per share (sen)
	8.59
	11.28
	10.62
	29.97


(b) Diluted

Diluted earnings per share is calculated by dividing the adjusted net profit attributable to shareholders by the adjusted weighted average number of ordinary shares in issue and issuable during the financial year.

The dilutive potential ordinary shares of the Group are the employees share options. 

	
	Group

	
	Individual 3rd Quarter

30-Sep-04

RM’000


	Individual 3rd Quarter

30-Sep-03

RM’000


	Year to date

30-Sep-04

RM’000


	Year to date

30-Sep-03

RM’000



	Net profit attributable to

   shareholders
	6,385
	8,176
	7,892
	21,723

	Weighted average number of

   ordinary shares in issue
	74,327
	72,473
	74,327
	72,743

	Assumed shares issued from the

   exercise of options at no

   consideration
	373
	964
	373
	964

	Diluted earnings per share (sen)
	8.55
	11.13
	10.56
	29.58
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