SAAG CONSOLIDATED (M) BHD 


Interim report for the year ended 31 December 2004

Notes to the Interim Report 


1. ACCOUNTING POLICIES
The interim report is prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 of the Bursa Malaysia Securities Berhad (formerly known as Malaysia Securities Exchange Berhad) Listing Requirements, and should be read in conjunction with the Group’s annual financial statements for the year ended 31 December 2003.

The accounting policies, method of computation and basis of consolidation adopted for the interim financial report are consistent with those adopted for the annual financial statements for the year ended 31 December 2003.
2. STATUS OF AUDIT QUALIFICATION
The preceding audited annual financial statements were not subject to any qualification.
3. SEASONAL OR CYCLICAL FACTORS
The business operations of the Group are affected by the cycles of capital and repair/maintenance programs implemented by the major players in the oil and gas sector.
4. UNUSUAL ITEMS
Apart from the effects of the changes in the composition of the Group (please refer to item 10 below), allowance for doubtful debts of RM1.12 million and gain on disposal of property, plant and equipment of RM3.02 million, there were no other items affecting assets, liabilities, equity, net income or cashflows that are unusual because of their nature, size or incidence during the period under review.

5. CHANGES IN ESTIMATES
There were no changes in estimates that have a material effect in the current quarter.
6. CHANGES IN EQUITY AND LONG TERM DEBTS
New issues of equity in the current quarter are as follows:
a) On 26 July 2004, the Company issued 16,000,000 new Renounceable Rights Shares of RM1.00 each together with 16,000,000 free detachable 5-year Warrants 2004/2009 at an issue price of RM1.20 per Rights Share, on the basis of one Rights Share and one free Warrant for each existing ordinary share of RM1.00 held;
b) On 26 July 2004, the Company issued 11,800,000 Special Bumiputera Shares at the theoretical ex-rights price of RM2.06 per share.
7. DIVIDENDS

No dividend has been proposed for the period.

8. SEGMENTAL REPORTING
The Group is organised into four main business segments and the revenue and result of each business segment is reported as follows:

	Investment holding

	Provision of management services and investment holding


	Oil and gas

	Supply of engineering equipment and spare parts and provision of engineering solutions, technology products, process control systems and manpower consultancy to the gas and petroleum industry 


	Rig services

	Provision of workover rig, consultancy services relating to drilling of petroleum and acting as agency of drilling equipment


	Engineering and construction


	Procurement, construction and commissioning of engineering projects and construction works




	
	Investment holding
	
	Oil and gas
	
	Rig services
	
	Engineering 

and

construction
	
	Information

technology
	
	Others
	
	Group

	
	RM’000
	
	RM’000
	
	RM’000
	
	RM‘000
	
	RM’000
	
	RM’000
	
	RM‘000

	Financial Year Ended
31 December 2004
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment revenue
	-
	
	54,679
	
	-
	
	23,442
	
	-
	
	-
	
	78,121

	Segment result
	(2,772)
	
	4,422
	
	(137)
	
	(69)
	
	                   -
	
	(101)
	
	1,343

	Unallocated corporate income
	
	
	
	
	
	
	
	
	
	
	
	
	1,322

	Unallocated corporate expenses
	
	
	
	
	
	
	
	
	
	
	
	
	(675)

	Profit from operations
	
	
	
	
	
	
	
	
	
	
	
	
	1,990

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Investment holding
	
	Oil and gas
	
	Rig services
	
	Engineering 

and

construction
	
	Information

technology
	
	Others
	
	Group

	
	RM’000
	
	RM’000
	
	RM’000
	
	RM‘000
	
	RM’000
	
	RM’000
	
	RM‘000

	Financial Year Ended
31 December 2003
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment revenue
	-
	
	42,056
	
	-
	
	1,369
	
	235
	
	-
	
	43,660

	Segment result
	(3,281)
	
	369
	
	-
	
	191
	
	(129)
	
	(1,562)
	
	(4,412)

	Unallocated corporate income
	
	
	
	
	
	
	
	
	
	
	
	
	1,303

	Unallocated corporate expenses
	
	
	
	
	
	
	
	
	
	
	
	
	(1,311)

	Loss from operations
	
	
	
	
	
	
	
	
	
	
	
	
	(4,420)


9. PROPERTY, PLANT AND EQUIPMENT

The property, plant and equipment of the Group were not revalued.

10. CHANGES IN THE COMPOSITION OF THE GROUP
Acquisitions
a) On 21 January 2004, the Company incorporated a new subsidiary company, SAAG (Mauritius) Ltd with an authorized share capital of USD100,000 divided into 100,000 ordinary shares of USD1.00 each of which 10,000 ordinary shares have been issued and shall be paid-up.
b) On 4 February 2004, the Company announced that it proposes to undertake the subscription of 402 ordinary shares of AUD1.00 each in Proteus Global Solutions Pty Ltd, representing 51% of the enlarged issued and paid-up share capital therein for a total cash consideration of AUD402.00. The said subscription was completed on 29 March 2004.

c) On 10 September 2003, the Company announced that it proposes to undertake the acquisition of 51% equity interest representing 5,355,000 ordinary shares of INR10.00 each in RR Greenhands Infrastructure (India) Ltd (“RRGIIL”) for a total cash consideration of approximately RM4.250 million. The said acquisition was completed on 31 May 2004.

d) On 1 September 2004, the Company announced that SAAG Oil and Gas Sdn. Bhd. (“SOG”), a 51% subsidiary company of SAAG Consolidated (M) Bhd, entered into a Shares Sale Agreement with Rajenthiran A/L K. Narayanan, Mat Salleh Bin Mohd Noor, Arpaa @ Marfuah Binti Pandak Ali and Azmi Bin Abdul Salam (collectively referred to as the “Vendors”) to acquire 30% equity interest in SAAG Drilling And Well Services Sdn. Bhd. (formerly known as SAAG-Ecodrill (Malaysia) Sdn. Bhd.) (“SDWS”) from the Vendors for a total purchase consideration of RM950,000.00 satisfied wholly by cash (“Proposed Acquisition”). Upon completion of the Proposed Acquisition, SDWS became a wholly-owned subsidiary of SOG. The said acquisition was completed on 1 September 2004.
e) On 29 September 2004, the Company announced that SAAG-Embah Engineering Sdn. Bhd. (formerly known as Embah Engineering Sdn. Bhd.) (“SAAG-Embah”), a 80% subsidiary of SOG, has on even date subscribed for 150,000 ordinary shares of RM1.00 each in Bakat Elit Sdn. Bhd. (“BESB”) for a total cash consideration of RM150,000.00. Pursuant thereto, SAAG-Embah now holds a 60% equity in BESB. 

11. SIGNIFICANT POST BALANCE SHEET EVENTS
To date no post balance sheet events have been identified.
12. CONTINGENT LIABILITIES

As at 31 December 2004, the Company has given the following unsecured corporate guarantees:

	
	RM‘000

	Corporate guarantee given to financial institutions for credit facilities granted

  to certain subsidiary companies
	43,229

	Corporate guarantee given to a financial institution for performance indemnity
  guarantee granted to a subsidiary company
	1,617

	Corporate guarantee given to certain trade creditors for credit terms    

  granted to certain subsidiary companies
	7,404

	
	52,250


13. PERFORMANCE REVIEW
The Group’s revenue of RM31.09 million for the quarter ended 31 December 2004 is higher by 189% as compared to the revenue of RM10.75 million recorded in the corresponding quarter in the preceding year. This quarter’s results reflect the impact of the acquisitions completed since the end of last year. 

Concurrently, the Group recorded a profit before tax of RM0.7 million for the quarter ended 31 December 2004 as compared to the loss before tax of RM3 million in the corresponding quarter in the preceding year reflecting the impact of the acquisitions made and unusual items described in Note 4.
14. QUARTERLY RESULTS COMPARISON

	
	Current Year 

4th Quarter 

31 Dec 2004
	Current Year 

3rd Quarter 

30 Sept 2004

	
	RM’000
	RM’000

	
	
	

	Revenue
	31,089
	20,884

	
	
	

	Profit from operations
	1,217
	702


For the three months ended 31 December 2004, the Group recorded higher revenue of RM31.09 million compared to RM20.88 million for the third quarter ended 30 September 2004. The increase is due to revenue contribution from improved trading revenue and the completion of projects undertaken in the year.
The Group recorded a higher operating profit of RM1.22 million for the quarter ended 31 December 2004 as compared to RM0.7 million in the previous quarter. The profit in the Group’s operations in the current quarter is attributable to net profit contribution from the improved trading and projects completed in the quarter and gain on disposal of property, plant and equipment amounting to RM3.02 million.
15. PROSPECTS FOR THE FINANCIAL YEAR ENDING 31 DECEMBER 2005
The Directors consider that the prospects for the year 2005 barring unforeseen circumstances are better than 2004. The recent acquisitions of SAAG-Embah, SDWS, RRGIIL, Proteus Global Solutions Pty Ltd and BESB are expected to contribute and enlarge the Group’s earnings in 2005, barring any delays in project implementation and commissioning.

Moreover, delays to the completion of the modification of SDWS’s workover rig experienced in 2004 should be overcome such that it is also expected to contribute to earnings in 2005.
The management will continue to identify business opportunities with potential to contribute to the Group’s future earnings.

16. VARIANCE OF ACTUAL AND FORECAST PROFIT
Profit of SAAG-Embah which has been guaranteed by its Vendors has not been met for the financial year ended 30 September 2004. The management is currently taking necessary steps to make a claim on the vendors to recover the maximum profit guarantee of RM1.2m, which amount is currently held by a lawyer, as a stakeholder as per the terms of the Sale and Purchase Agreement.
17. TAXATION
	
	Individual Quarter 
	
	Cumulative Quarter 

	
	Current 

Year

 Quarter 

31 Dec 2004
	
	Preceding Year Corresponding Quarter 

31 Dec 2003
	
	Current 

Year

 Quarter 

31 Dec 2004
	
	Preceding Year Corresponding Quarter 

31 Dec 2003

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

	Income tax expense
	
	
	
	
	
	
	

	-current
	(290)
	
	(642)
	
	(260)
	
	(666)

	-prior
	35
	
	(181)
	
	547
	
	              (179)

	
	(255)
	
	(823)
	
	287
	
	(845)

	Deferred tax
	17
	
	123
	
	17
	
	123

	Share of income tax expense of associated company
	(97)
	
	(65)
	
	(317)
	
	(230)

	
	(335)
	
	(765)
	
	(13)
	
	(952)


18. SALE/PURCHASE OF UNQUOTED INVESTMENTS AND PROPERTIES

There were no sales/purchases of unquoted investments and properties in the year ended 31 December 2004.


19. QUOTED SECURITIES

a) Total sales of quoted securities in the current financial period are as follows:-

	
	Current Quarter

31 Dec 2004

RM’000

	
	

	Sale of quoted securities
	2,202

	
	

	Loss on disposal
	33


20. GROUP BORROWINGS

Details of the Group’s bank borrowings as at 31 December 2004 are as follows:

	
	Current
	
	Non-current

	
	RM‘000
	
	RM‘000

	Unsecured
	20,419
	
	45,000

	Secured
	8,301
	
	12,071

	
	28,720
	
	57,071

	
	
	
	

	
	‘000
	
	RM ‘000 equivalent

	Bank borrowings denominated in foreign currency – Singapore Dollar
	 713
	
	1,654

	US Dollar
	2,900
	
	11,093

	Indian Rupee
	83,246
	
	7,212


21. OFF BALANCE SHEET FINANCIAL INSTRUMENTS

There are no off balance sheet financial instruments at the date of this announcement.
22. CHANGES IN MATERIAL LITIGATION

There are no material litigation pending since the last annual balance sheet date and at the date of issue of this interim financial report.

23. EARNINGS PER SHARE 
a) Basic earnings per share

	
	Individual Quarter 
	
	Cumulative Quarter 

	
	Current 

Year

 Quarter 

31 Dec 2004
	
	Preceding Year Corresponding Quarter 

31 Dec 2003
	
	Current 

Year

 Quarter 

31 Dec 2004
	
	Preceding Year Corresponding Quarter 

31 Dec 2003

	
	
	
	
	
	
	
	

	Net loss for the period (RM’000)
	(325)
	
	(2,219)
	
	(979)
	
	(5,128)

	Weighted average number of ordinary shares in issue (‘000)
	30,687
	
	21,280
	
	30,687
	
	21,280

	Basic earnings per share (Sen)
	(1.06)
	
	(10.43)
	
	(3.19)
	
	(24.10)

	
	
	
	
	
	
	
	


b) Diluted earnings per share

	
	Individual Quarter 
	
	Cumulative Quarter 

	
	Current 

Year

 Quarter 

31 Dec 2004
	
	Preceding Year Corresponding Quarter 

31 Dec 2003
	
	Current 

Year

 Quarter 

31 Dec 2004
	
	Preceding Year Corresponding Quarter 

31 Dec 2003

	
	
	
	
	
	
	
	

	Net loss for the period (RM’000)
	(325)
	
	(2,219)
	
	(979)
	
	(5,128)

	Weighted average number of ordinary shares in issue (‘000)
	30,687
	
	21,280
	
	30,687
	
	21,280

	Adjustments for share options (‘000)
	                66
	
	-
	
	                66
	
	-

	Weighted average number of ordinary shares in issue for diluted earnings per share (‘000)
	30,753
	
	21,280
	
	30,753
	
	21,280

	Diluted earnings per share (Sen)
	(1.06)
	
	(10.43)
	
	(3.19)
	
	(24.10)

	
	
	
	
	
	
	
	


24. CAPITAL COMMITMENTS 

Save for the capital commitment of approximately RM3.8 million for the completion of workover rig, there is no capital commitment incurred by the Group to any parties as at 31 December 2004.
25. STATUS OF CORPORATE PROPOSALS ANNOUNCED BUT NOT COMPLETED
(a) On 2 May 2003, the Company entered into a Joint Venture Agreement with SAAG-Embah to form a joint venture for the purpose of undertaking an engineering contract from Gas Malaysia Sdn Bhd valued at RM3.386 million relating to the installation, repairing and maintenance of gas pipelines via their letter of award dated 20 March 2003, subject to the terms and conditions of the Joint Venture Agreement.
(b) On 12 August 2003, the Company announced an employees’ share option scheme to the eligible employees (including Executive Directors) of SAAG Consolidated (M) Bhd (“SAAG”) and its subsidiary companies (“Proposed ESOS”). The total number of new SAAG Consolidated Shares to be issued by the Company in respect of which options are offered to the grantees under the Proposed ESOS shall not at the time of offer exceed ten per centum (10%) of the total issued and paid-up share capital of the Company, save for the case of share buybacks (or such other higher percentage as may be permitted by the relevant regulatory authorities, from time to time) during the existence of the Proposed ESOS. The approval of the Securities Commission and the shareholders of the Company were obtained on 8 January 2004 and 16 April 2004, respectively.
On 1 September 2004, a total of 599,000 shares options were granted to eligible employees pursuant to the new ESOS.

(c) On 8 September 2003, the Company entered into a second Joint Venture Agreement with SAAG-Embah for the purpose of undertaking a project from Koperasi Kakitangan Malaysia Airports Berhad relating to the construction and completion of 244 units of double storey terrace houses in Gombak.
BY ORDER OF THE BOARD

AJEET AHLUWALIA 

CHIEF EXECUTIVE OFFICER       
