SAAG CONSOLIDATED (M) BHD 


Interim report for the six months ended 30 June 2005

Notes to the Interim Report 


1. ACCOUNTING POLICIES
The interim report is prepared in accordance with FRS 134 “Interim Financial Reporting” (formerly known as MASB 26) and the Listing Requirements of Bursa Malaysia Securities Berhad, and should be read in conjunction with the Group’s audited financial statements for the year ended 31 December 2004.

The accounting policies and methods of computation adopted for the interim financial report are consistent with those adopted for the audited financial statements for the year ended 31 December 2004.
2. STATUS OF AUDIT QUALIFICATION
The auditors report for the financial year ended 31 December 2004 has been qualified as follows:


“We are unable to obtain sufficient information and explanations as to whether adequate audit procedures have been carried out in respect of the financial statements of a foreign subsidiary company, SAAG-RR Infra Limited (“SAAG-RR”), which are audited by another firm of auditors.  Accordingly, we are unable to satisfy ourselves as to the fairness of the total assets, total liabilities and net profit for the year of SAAG-RR of RM32,025,008, RM20,868,242 and RM1,058,757, respectively that have been included in the consolidated financial statements.”

In response, the Board of Directors of the Group made an announcement on 29 April 2005. The Board wishes to inform that SAAG-RR, a listed company on the Mumbai and Chennai Stock Exchanges in India is a 51% subsidiary of the Company. The financial statements of SAAG-RR have been audited by a local firm of Chartered Accountants and carries an unqualified auditors’ report for the period ended 31 December 2004. This audit was done purely for purposes of consolidation of the financial statements of the Group. The Board of Directors and Audit Committee of SAAG-RR have duly approved the said set of audited financial statements. The financial year end of SAAG-RR is 31 March to adhere to the fiscal year of India.

The qualification by the auditors has arisen due to the fact that the auditor for SAAG-RR did not provide adequate audit evidence of their audit on the financial statement of SAAG-RR. This is the first year of consolidation and as per the Indian auditors they were not aware of the full requirements of the Group’s auditors and hence there was delay in providing the required information for review by the auditors.

The Board is of the view that the Group accounts of the Company represent a true and fair view despite the qualification. We wish to observe that the Institute of Chartered Accountants of India is an accounting body recognized by the Malaysian Institute of Accountants and the auditor of SAAG-RR is a member firm of the Institute of Chartered Accountants of India.
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 SIGNIFICANT ITEMS
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
	
	Current Quarter
	
	Current Year To Date

	
	Number Of Shares
	
	Proceeds From Share Issue
	
	Number Of Shares
	
	Proceeds From Share Issue

	
	‘000
	
	RM’000
	
	‘000
	
	RM’000

	
	
	
	
	
	
	
	

	Issuance of new ordinary shares of

  RM1 each pursuant to employees
  exercising their options under the

  Employees’ Share Option Scheme
	50
	
	90
	
	50
	
	90


	
	Current Quarter
	
	Current Year 
To Date

	
	RM’000
	
	RM’000

	
	
	
	

	Repayment of long term loan as follows:
	
	
	

	  Secured
	           14
	
	         11,026

	  Unsecured
	           36
	
	                70

	
	
	
	

	New short term loan is as follows:
	
	
	

	  Secured
	                    -
	
	         25,000


7. DIVIDENDS

There was no dividend paid during the current quarter.
8. SEGMENTAL REPORTING
The Group is organised into six 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 to the gas and petroleum industry 


	Rig services

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


	Information technology
	Supply of information technology solutions to the gas and petroleum industry

	Engineering and construction


	Procurement, construction and commissioning of general engineering projects, and construction works



	Manpower consultancy
	Provision of engineering consultancy, project management and specialist manpower services to the oil and gas, power generation and infrastructure based industries


	
	Investment holding
	
	Oil and gas
	
	Rig services
	
	Information

technology
	
	Engineering 

and

construction
	
	Manpower

consultancy
	
	Others
	
	Group

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

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Current Year Quarter

30 June 2005
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment revenue
	-
	
	29,956
	
	-
	
	-
	
	18,026
	
	30,463
	
	-
	
	78,445

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment result
	(1,533)
	
	3,222
	
	(145)
	
	                   -
	
	1,827
	
	1,316
	
	(46)
	
	4,641

	Unallocated corporate income
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	307

	Unallocated corporate expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(337)

	Profit from operations
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	4,611

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


9. PROPERTY, PLANT AND EQUIPMENT

The property, plant and equipment of the Group were not revalued since the previous audited financial statements.
10. CHANGES IN THE COMPOSITION OF THE GROUP
There were no changes in the composition of the Group since the previous audited financial statements.
11. SUBSEQUENT EVENTS
There were no material subsequent events between the end of the second quarter and the date of this announcement.
12. CHANGES IN CONTINGENT LIABILITIES AND CONTINGENT ASSETS
As at 24 August 2005, 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
	60,189

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

	Corporate guarantee given to a customer for the supply of goods by a

  subsidiary company
	500

	Corporate guarantee given to certain trade creditors for credit terms    

  granted to certain subsidiary companies
	7,204

	
	69,510


Other than the above, there were no changes in contingent liabilities or assets of the Group since 31 December 2004.
13. PERFORMANCE REVIEW
The Group’s revenue of RM45.61 million for the three months ended 30 June 2005 is higher by 265% as compared to the revenue of RM12.49 million recorded in the corresponding quarter in the preceding year. This quarter’s results reflects the full impact of the acquisitions completed since the end of 2003. 

Concurrently, the Group recorded a profit before tax of RM3.08 million for the three months ended 30 June 2005 as compared to the loss before tax of RM1.87 million in the corresponding quarter in the preceding year reflecting the impact of the acquisitions made.
14. QUARTERLY RESULTS COMPARISON

	
	Current Year

2nd Quarter

30 June 2005
	
	Current Year

1st Quarter

31 March 2005

	
	RM’000
	
	RM’000

	
	
	
	

	Revenue
	44,760
	
	33,685

	
	
	
	

	Profit before tax
	2,847
	
	510


For the three months ended 30 June 2005, the Group recorded higher revenue of RM44.76 million compared to RM33.68 million for the first quarter ended 31 March 2005. The increase is due to revenue contribution from improved trading revenue, the completion of construction projects and increase in manpower consultancy income.
The Group recorded a higher profit before tax of RM2.85 million for the quarter ended 30 June 2005 as compared to RM0.51 million in the previous quarter. The higher profit in the Group’s operations in the current quarter is attributable to higher net profit contribution from the increase in manpower consultancy and trading activities.
15. PROSPECTS FOR THE FINANCIAL YEAR ENDING 31 DECEMBER 2005
The Directors consider that the prospects for the year 2005 barring unforeseen circumstances to be better than those in 2004. The acquisitions of SAAG-Embah Engineering Sdn Bhd (“SEESB”), SAAG Drilling And Well Services Sdn Bhd (“SDWS”), SAAG-RR, Proteus Global Solutions Pty Ltd and Bakat Elit Sdn Bhd, barring any delays in project implementation and commissioning, are expected to contribute and enlarge the Group’s earnings in 2005. 
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 the last quarter of 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. Upon a claim made by SAAG Oil and Gas Sdn Bhd on the Vendors of SEESB, the Vendors have instructed the stakeholder and the stakeholder has released the RM1.2 million being the profit guarantee for the financial year ended 30 September 2004. This receipt has been utilized as a reduction of the Purchase Consideration for the acquisition of SEESB as per the terms of the Sale and Purchase Agreement which has had an impact on goodwill calculations which have been reflected in the financial statements of SAAG Group for the financial year ended 31 December 2004.
17. TAXATION
	
	Current Quarter
	
	Current Year

To Date

	
	RM’000
	
	RM’000

	
	
	
	

	Income tax expense
	
	
	

	-current
	56
	
	292

	Share of income tax expense of associated company
	78
	
	146

	
	134
	
	438

	
	
	
	

	Effective tax rate
	5%
	
	13%


The effective tax rate of the Group for the current quarter and current year to date is lower than the statutory tax rate due mainly to the utilization of unabsorbed tax losses brought forward by certain companies to partially offset against the chargeable income which would otherwise be taxable.
18. SALE/PURCHASE OF UNQUOTED INVESTMENTS AND PROPERTIES

There were no sales/purchases of unquoted investments and properties in the six months ended 30 June 2005.


19. QUOTED SECURITIES

There were no sales/purchases of quoted securities in the six months ended 30 June 2005.
20. 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 3 September 2004, a total of 599,000 shares options were granted to eligible employees pursuant to the new ESOS. As at 30 June 2005, 549,000 shares options remained unexercised.
(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.

(d) On 15 February 2005, the Company announced a proposed private placement of up to 4,818,000 new ordinary shares of RM1 each, representing 10% of the issued and paid-up share capital in the Company.

The abovementioned corporate exercise was approved by the Securities Commission on 2 March 2005. 400,000 new ordinary shares of RM1 each were allotted on 28 July 2005.
21. GROUP BORROWINGS

Details of the Group’s bank borrowings as at 30 June 2005 are as follows:

	
	Current
	
	Non-current

	
	RM‘000
	
	RM‘000

	
	
	
	

	Unsecured
	28,597
	
	45,199

	Secured
	31,856
	
	315

	
	60,453
	
	45,514

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	‘000
	
	RM ‘000 equivalent

	
	
	
	

	Bank borrowings denominated in foreign currency – Singapore Dollar
	721
	
	1,625

	US Dollar
	2,838
	
	10,784

	Indian Rupee
	87,368
	
	7,632


22. OFF BALANCE SHEET FINANCIAL INSTRUMENTS

There are no off balance sheet financial instruments at the date of this announcement.
23. 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.

24.
DIVIDENDS

The Board of Directors does not recommend any dividend for the current quarter ended 30 June 2005.
25. EARNINGS PER SHARE 
a) Basic earnings per share

	
	Current Quarter
	
	Current Year

To Date

	
	
	
	

	Net profit for the period (RM’000)
	1,289
	
	1,340

	Weighted average number of ordinary shares in issue (‘000)
	30,721
	
	30,721

	Basic earnings per share (Sen)
	4.20
	
	4.36


b) Diluted earnings per share


There is no dilutive earnings per share as it is anti-dilutive for this quarter ended 30 June 2005. 
26. CAPITAL COMMITMENTS 

There is no capital commitment incurred by the Group to any parties as at 30 June 2005.
BY ORDER OF THE BOARD

LOGANATHAN A/L K. RAMANUJAM
MANAGING DIRECTOR   
