SAAG CONSOLIDATED (M) BHD 


Interim report for the year ended 30 September 2006


Notes to the Interim Report 


1. ACCOUNTING POLICIES
Basis of Preparation

The interim consolidated financial statements are unaudited and 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 2005.

Changes in Accounting Policies 

The significant accounting policies adopted are consistent with those of the audited financial year ended 31 December 2005 except for the adoption of the following new/revised FRS effective 1 January 2006:

FRS 2 

Share-based Payment

FRS 3 

Business Combinations

FRS 5 

Non-current Assets Held for Sale and Discontinued Operations

FRS 101 
Presentation of Financial Statements

FRS 102
Inventories

FRS 108 
Accounting Policies, Changes in Estimates and Errors

FRS 110 
Events after the Balance Sheet Date

FRS 116 
Property, Plant and Equipment

FRS 121 
The Effects of Changes in Foreign Exchange Rates

FRS 127 
Consolidated and Separate Financial Statements

FRS 128 
Investments in Associates

FRS 131 
Interests in Joint Ventures

FRS 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136 
Impairment of Assets

FRS 138 
Intangible Assets

FRS 140 
Investment Property

The adoption of FRS 5, 102, 108, 110, 116, 121, 127, 128, 131, 132, 133, 136, 138 and 140 does not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRS are discussed below:-

a)
FRS 2: Share-based Payment

This FRS requires an entity to recognise share-based payment transactions in its financial statements, including transactions with employees or other parties to be settled in cash, other assets, or equity instruments of the entity or entity’s parent or another entity in the same group as the entity.

Employee Share Option Scheme (“ESOS”)

The Group operates an equity-settled, share-based payment plan for the employees of the Group, namely ESOS. Prior to 1 January 2006, no staff expense was recognised in profit or loss for share options granted. With the adoption of FRS 2, the staff expense which relates to the fair value the share options granted, is recognised in the income statement over the vesting period of the grants with a corresponding increase in equity.

Under the transitional provisions of FRS 2, this FRS must be applied to share options granted after 31 December 2004 and had not yet vested on 1 January 2006. The adoption of this FRS has resulted in a charge of RM548,815 to the profit of the Group for the nine months ended 30 September 2006 (2005: nil).

Changes in Accounting Policies (continue..)
b)
FRS 3: Business Combinations
FRS 3 requires simultaneous adoption with FRS 136 and FRS 138. The adoption of FRS 3, FRS 136 and FRS 138 resulted in a change in accounting policy for goodwill. Prior to 1 January 2006, goodwill was amortised on a straight-line basis over the estimated useful life of not more than 15 years and assessed for an indication of impairment at each balance sheet date.

Under FRS 3, any excess of the Group’s interest in the net fair value of acquirees’ identifiable assets, liabilities and contingent liabilities over cost of acquisitions (previously referred to as “negative goodwill arising from acquisition”), after reassessment, is now recognised immediately in profit or loss.  Prior to 1 January 2006, negative goodwill was directly credited to Reserves on Consolidation.

In accordance with the transitional provisions of FRS 3, the negative goodwill arising from acquisition, which was previously recognised as a Reserve on Consolidation by the Group, has been transferred to the opening retained earnings of the current period as follows:
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_________

With effect from 1 January 2006, in accordance with the provision of FRS 3, the Group ceased amortisation of goodwill. Accumulated amortisation as at 31 December 2005 has been eliminated with corresponding decrease in the cost of goodwill. From the financial year ending 31 December 2006 onwards, goodwill is tested annually for impairment, including in the year of its initial recognition as well as when there are indications of impairment. Impairment losses are recognised when the carrying amount of the cash generating unit to which the goodwill has been allocated exceeds its recoverable amount.
c)
FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 requires changes in the presentation of minority interests, share of net after-tax results of associates and other disclosures in the condensed consolidated income statement. 

FRS 101 also requires disclosure, on the face of the statement of changes in total equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interests. 

The current period’s presentation of the Group’s condensed consolidated financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.

2. QUALIFICATION OF AUDIT REPORT OF PECEEDING ANNUAL FINANCIAL STATEMENTS 

The audit report for the preceding annual financial statements was without any qualified.

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
	138
	
	138
	
	1,692
	
	1,692


	Issuance of new ordinary shares of

  RM1 each pursuant to Private

  Placement Exercise  

  
	-
	
	-
	
	4,468
	
	4,468


The proceeds raised from the private placement of RM4,467,500 was being utilized for the Group’s working capital requirement.  
	
	69,510

	
	Current Quarter
	
	Current Year 
To Date

	
	RM’000
	
	RM’000

	
	
	
	

	Repayment of short term loan as follows:
	
	
	

	  Secured
	            38,028 
	
	          49,684

	
	
	
	

	
	
	
	

	New short term loan is as follows:
	         2,444
	
	11,248

	  Unsecured


	
	
	


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


	Trading, Maintenance, Repair
And Overhaul


	Supply, repair and maintenance of engineering equipment and spare parts of oil and 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, 
construction works and civil, mechanical and electrical works for 

telecommunication towers


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


Segment information for the current financial period to 30 September 2006 is as follows:

	
	Investment holding
	
	Oil And Gas
	
	Engineering

and
Construction
	
	Others
	
	Group

	
	
	
	Trading,

Maintenance,

Repair&

Overhaul
	
	Rig services
	
	Information

technology
	
	Manpower Consultancy 


	
	
	
	
	
	

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

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Revenue
	               494     
	
	65,621
	
	10,945
	
	-
	
	51,204
	
	35,138
	
	-
	
	163,402

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Results
	(3,038)
	
	9,441
	
	3,557
	
	              (39)                    
	
	1,086
	
	5,899
	
	(527)
	
	16,379

	Unallocated corporate income
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	1,919

	Unallocated  corporate expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(507)



	Profit from operations


	
	
	
	
	
	
	
	
	
	
	
	
	
	
	17,791


	Finance Cost
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(5,944)

	Share of results in associated company
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	959

	Profit  before tax
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	12,806

	Tax expense
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(2,715)

	Profit  after taxation
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	10,091

	Minority interests
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(3,529)

	Net Profit for the period
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	6,562


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
SAAG Infrastructure Sdn Bhd, a 88.57% subsidiary company of SOG Oil and Gas Sdn Bhd has acquired a 60% interest in new subsidiary company, Interjadi Sdn Bhd on 18 May 2006.
11. SUBSEQUENT EVENTS
There were no material subsequent events between the end of the third quarter and the date of this announcement.
12. CHANGES IN CONTINGENT LIABILITIES AND CONTINGENT ASSETS
As at 17 November 2006, 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

59,583
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
6,405
Performance Bonds given for purchase contracts awarded to the Company

68,105
286,070
354,175

	

	
	

	
	


13. PERFORMANCE REVIEW

The Group reported an increase in both revenues and net profit for quarter ended 30 September 2006. For its third quarter ended 30 September 2006, the Group reported a 6% increase in revenues to RM163.4 million compared with revenue of RM153.8 million in the same quarter last year. Its net profit for the nine months rose to RM6.6 million from RM2.0 million in the same period last year. 
14. QUARTERLY RESULTS COMPARISON

	
	Current Year

3rd Quarter

30.9.2006
	
	Current Year

2nd Quarter

30.6.2006

	
	RM’000
	
	RM’000

	
	
	
	

	Revenue
	63,993
	
	51,915

	
	
	
	

	Profit before tax
	3,272
	
	4,486


The Group recorded higher revenue of RM64.0 million for third quarter ended 30 September 2006 as compared to RM51.9 million for second quarter ended 30 June 2006. The second quarter revenue growth was reflective of completion of certain projects and corresponding higher margin. Hence, the gross margin for quarter under review is lower than that compared to previous quarter. 
Despite higher revenue achieved for quarter 3 2006, the Group has posted a lower profit before tax of RM3.3 million, compared with profit before tax of RM4.5 million in previous quarter  2006. The decrease during the quarter under review is due primarily to provision for escalation of cost in a construction contract and recognition of costs relating to manpower consultancy without commensurate billing pending finalization of contract.   
15. PROSPECTS FOR THE FINANCIAL YEAR ENDING 31 DECEMBER 2006
The Directors consider that the prospects for the year 2006 barring unforeseen circumstances to be better than those in 2005. The operating subsidiaries of the Group, SAAG Infrastructure (M) Sdn Bhd (formerly known as SAAG-Embah Engineering Sdn Bhd) (“SISB”), SAAG Drilling And Well Services Sdn Bhd (“SDWS”), SAAG RR Infra Limited (“SAAG-RR”) and Proteus Global Solutions Pty Ltd (“Proteus”) barring any delays in project implementation and commissioning, are expected to contribute and enlarge the Group’s earnings in 2006. 
Proteus has secured a service contract with Shell-led operating consortium Sakhalin Energy Investment Company, which is expected to have positive contribution to the Group’s earnings in second half of 2006. 
The management will continue to identify business opportunities with potential to contribute to the Group’s future earnings. As part of this effort, SISB has subscribed to 60% in Interjadi Sdn Bhd (“Interjadi”), announced on 18 May 2006. 
16. VARIANCE OF ACTUAL AND FORECAST PROFIT
There was no significant variance between actual and forecasted profit of the Group since the previous audited financial statements.
17. TAXATION
	
	        Cumulative 
Current Year Quarter
30.9.2006


	
	Quarter
Preceeding Year Quarter

30.9.2005

	
	RM’000
	
	RM’000

	
	
	
	

	Current Year
	
	
	

	- Malaysian taxation
	1,232
	
	-

	- Foreign taxation
	1,483
	
	500

	
	2,715
	
	500

	
	
	
	


The effective tax rate of the Group for the current year to date 30 September 2006 and preceding year to date 30 September 2005 are lower than the statutory tax rate due mainly to allowances granted to certain subsidiaries.
18. SALE/PURCHASE OF UNQUOTED INVESTMENTS AND PROPERTIES

There were no sale of unquoted investments and/or properties for the current quarter and year to-date.

19. QUOTED SECURITIES

As at 30 September 2006, the Company through its 100% subsidiary, SAAG (Mauritius) Ltd, had disposed off 642,000 shares of SAAG-RR. The net gain from the disposal of shares was about at RM1.6 million. 
As at 30 September 2006, the Company has purchased quoted investment totaling RM2,263, 775.
20. STATUS OF CORPORATE PROPOSALS ANNOUNCED BUT NOT COMPLETED

(a) On 2 May 2003, the Company entered into a Joint Venture Agreement with SISB 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. On account of minor variation orders, the Joint Venture is still in progress.
(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 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.

20.
STATUS OF CORPORATE PROPOSALS ANNOUNCED BUT NOT COMPLETED (Continue..)

On 3 September 2004, a total of 599,000 options were granted to eligible employees pursuant to the  ESOS at an option price of RM1.79. As at 30 September 2006, 50,000 options have been exercised.
On 23 March 2006, a total of 3,954,000 options were granted to eligible employees pursuant to the new ESOS at an option price of RM1.00. As at 30 September 2006, 1,692,000 options have been exercised. 
(c) On 8 September 2003, the Company entered into a second Joint Venture Agreement with SISB 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. The project is still in progress.
(d) On 11 September 2006, the Company through its subsidiary company, SISB has entered into a Subscription cum Shareholders’ Agreement to subscribe up to a maximum 90% stake in the equity of Jelang Fajar Sdn Bhd (“JFSB”) at a subscription price of RM1.00 per share. As on even date, the total issued and paid up capital of JFSB is RM1,000 divided into 1000 ordinary shares of RM1.00 each.
21. GROUP BORROWINGS

Details of the Group’s bank borrowings as at 30 September 2006 are as follows:

	
	Current
	
	Non-current

	
	RM‘000
	
	RM‘000

	
	
	
	

	Unsecured
	7,708
	
	45,000

	Secured
	13,792
	
	390

	
	21,500
	
	45,390

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	‘000
	
	RM ‘000 equivalent

	
	
	
	

	Bank borrowings denominated in foreign currency – 
Singapore Dollar
	311
	
	722

	Indian Rupee
	156,382
	
	12,590


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

(i) Kuala Lumpur High Court Suit No. D1-22-389-2005 dated 23 March 2005 by SOG (”Plaintiff”) against Kathiresan a/l Krishnan (t/a Super Star Heavy Machinery Trading) and two (2) others (“Defendants”) being a claim made by SOG to recover the transformers that were unlawfully taken from Lundang Power Station, Kelantan Darul Naim on or about 30 September 2004 for the value of the said transformers amounting to approximately RM1,500,000 together with interest and cost.

24. EARNINGS PER SHARE 
a) Basic earnings per share

	
	Current Quarter
30.9.2006
	
	Current Year

To Date
30.9.2006

	
	
	
	

	Net profit for the period (RM’000)
	2,383
	
	       10,091

	Weighted average number of ordinary shares in issue (‘000)
	50,382
	
	       48,093

	Basic earnings per share (Sen)
	4.73
	
	20.98


b) Diluted earnings per share

There is no dilutive earnings per share as there is no dilutive potential ordinary shares in issue for the quarter ended 30 September 2006. 
25.
CAPITAL COMMITMENTS 

There is no capital commitment incurred by the Group to any parties as at 30 September 2006.
BY ORDER OF THE BOARD

LOGANATHAN A/L K. RAMANUJAM
MANAGING DIRECTOR   






