Ecofuture Bhd.

(Company No. 628026-M)

(Incorporated in Malaysia)

and its subsidiaries

A
Notes to the Interim Financial Report


A1
Basis of preparation

The interim financial reports are not audited. They have been prepared in accordance with the applicable disclosure provisions of the Listing Requirements of the Bursa Malaysia Securities Berhad, including compliance with Financial Reporting Standard (FRS) 134, Interim Financial Reporting, issued by the Malaysian Accounting Standards Board (MASB).

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

A2
Changes in accounting policies

The significant accounting policies and presentation adopted by the Group for these interim condensed financial statements are consistent with those of the audited financial statements for the year ended 31 December 2006, save for the adoption of the following new FRS, which have been issued and are effective for financial periods beginning on or after 1 October 2006 and have been adopted by the Group and the Company:

FRS 117
Leases

FRS 124
Related Party Disclosures

FRS 6 – Exploration for and Evaluation of Mineral Resources has been issued and is effective for the financial period beginning on or after 1 October 2007. This standard is not relevant to the Group’s operations.

FRS 139 – Financial Instruments: Recognition and Measurement has been issued and the effective date has yet to be determined by MASB. This new standard establishes principles for recognizing and measuring financial assets, the financial liabilities and some contracts to buy and sell non-financial items. The Group will apply this standard when it becomes effective.

The adoption of FRS 117 and FRS 124 will not have any significant financial impact on the Group. 

A3
Auditors’ report of preceding annual financial statements

The auditors’ report of the preceding annual financial statements for the Group was not subject to any qualification.

A4
Seasonal or cyclical factors

The Group’s operations are not materially affected by seasonal or cyclical changes during the quarter under review.

A5
Unusual items affecting assets, liabilities, equity, net income or cash flows

There were no unusual items affecting the assets, liabilities, equity, net income and cash flows of the Group since the last annual audited financial statements.

A6
Material changes in estimates of amounts reported in prior periods in current financial year or prior financial years which have material effect in the current interim period
There were no material changes in estimates of amounts reported in prior periods and/or prior financial years, which have a material effect in the current financial year and/or current interim period.

A7
Debts and equity securities

There were no issuance, cancellations, repurchases, resale and repayment of debt and equity securities, share buy backs, share cancellation, shares held as treasury share and resale of treasury shares for the current quarter.

A8
Dividend paid

No dividend has been paid in the current financial quarter.

A9
Segmental reporting

The Group’s operations comprise the following business segments:

i. Oil palm biomass optimization operations

Sourcing of oil palm biomass, i.e. Empty Fruit Bunches (EFBs) from the Group’s milling operations and followed by processing and manufacturing the EFBs into biodegradable products such as fibre mat, fruit and food packaging materials; and sale of engineering and specialized machinery for extraction of fiber from EFBs.

ii. Milling operations

Processing of Fresh Fruit Bunches (FFBs), sourced from internal and external oil palm plantations into Crude Palm Oil (CPO), Palm Kernel (PK) and EFBs.

Segmental analysis of the Group for the financial year ended 31 December 2007 is as follows:

	Business segments
	Biomass
	Milling
	Investment holding and others
	Consolidated

	Revenue
	(RM)
	(RM)
	(RM)
	(RM)

	Total revenue
	4,047,648
	105,973,460
	103,188
	110,124,296

	Inter-segment revenue
	(742,989)
	0
	(103,188)
	(846,177)

	External revenue
	3,304,659
	105,973,460
	0
	109,278,119

	
	
	
	
	

	Results on profit after tax and minority interest
	
	
	
	

	Segment results
	(645,351)
	(95,601)
	(212,665)
	(953,617)

	Interest income
	
	
	
	23,247

	Finance costs
	
	
	
	(1,482,088)

	Profit before taxation
	
	
	
	(2,412,458)

	Taxation
	
	
	
	229,722

	Profit after taxation
	
	
	
	(2,182,736)

	
	
	
	
	

	Other information
	
	
	
	

	Capital expenditure
	10,161,168
	2,044,053
	0
	12,205,221

	Depreciation
	808,568
	2,386,276
	10,930
	3,205,774

	Amortization of estate development
	0
	11,820
	0
	11,820

	Assets
	
	
	
	

	Segment assets
	48,584,394
	39,988,569
	2,570,760
	91,143,723

	Unallocated assets
	
	
	
	492,160

	Consolidated total assets
	
	
	
	91,635,883

	
	
	
	
	

	Liabilities
	
	
	
	

	Segment liabilities
	24,895,011
	39,745,971
	689,673
	65,330,655

	Unallocated liabilities
	
	
	
	2,121,106

	Consolidated total liabilities
	
	
	
	67,451,761


No segmental reporting has been prepared for geographical segments as the Group’s activities are predominantly carried out in Malaysia.

A10
Statement on the effect on interim results concerning valuation of property, plant and equipment brought forward without amendment from the previous annual financial statements

There were no changes in the valuation of the property, plant and equipment reported in the previous audited financial statements that will have an effect on the results of the current financial quarter under review.

A11
Material events subsequent to the end of the quarter

In the opinion of the Directors, there are no items, transactions or events of a material and unusual nature, which have arisen, which would substantially affect the results of the Group for the period between 31 December 2007 and the date of this announcement.

A12
Changes in the composition of the Group



There were no changes in the composition of the Group during the current quarter under review.

A13
Contingent liabilities

The following are the contingent liabilities involving the Group and the Company during the financial period:-

(i)
Corporate guarantees given by the Company to licensed banks and financial institutions for banking facilities granted to subsidiaries amounting to RM23,761,739.

(ii)
Several legal actions taken by third parties against the Group:-

(a) On 22 March 2006, the Group and two of the directors of the Company received a writ and statement of claim filed by several parties purporting a claim on the ownership of certain products and processes of the Group including damages amounting to approximately RM4,819,000.

The Company has engaged legal counsel to resist the claim in its entirety. The case is now fixed for first case management on 24 March 2008.

For further details relating to the claim, please refer to note B11 (ii).

(b) On 13 April 2006, a subsidiary received a writ summon filed by a supplier purporting a claim of approximately RM82,000 for late return of certain tankers rented.

The subsidiary has filed the defence and the case is fixed for further case management on 18 March 2008.

(c) On 4 August 2006, a subsidiary received a statement of claim filed by a party purporting a claim on the share of an employee’s remuneration of approximately RM294,000.

The subsidiary has filed the defence and the case is fixed for further case management on 17 April 2008.

Based on the legal advice, the directors are of the opinion that the legal action taken by the third parties as set out above will not be successful and no liabilities will arise to the Group. Accordingly, no liabilities have been accrued in the Group’s financial statements.

A14
Capital commitments

The capital commitments of the Group as at 31 December 2007 are as follows:-

	Amount approved and contracted for:
	RM

	Buildings
	769,873

	Plant and machinery
	1,731,904

	Total
	2,501,777


A15
Significant related party transactions

1. In 2006, Stable-Win Sdn Bhd (“SWSB”), a subsidiary company of Ecofuture Bhd. (“Ecofuture”) had entered into five agreements with Mado’s Enterprise Sdn Bhd (“MESB”), a company which is involved in oil palm plantation to sell and deliver to SWSB oil palm fruits produced by the various oil palm plantations of which MESB is vested with the proprietary right. Duli Yang Amat Mulia Tunku Ibrahim Ismail Ibni Sultan Iskandar Al-Haj (His Royal Highness) who is a substantial shareholder of Ecofuture is also the Managing Director of MESB.

To avoid any conflict of interest with Ecofuture, SWSB has entered into a purchase agreement with MESB to ensure that the business relationship between the Group and His Royal Highness be conducted on an arm’s length basis, on commercial terms and that are non-competing with the Group. In this respect, the sale price of Fresh Fruit Bunches (FFB) by MESB is based on the prevailing market price quoted by the Malaysian Palm Oil Board. In addition, although His Royal Highness is a substantial shareholder of Ecofuture, he is not a Director in Ecofuture nor any of its subsidiaries and is not involved in the executive decision making process. Based on the foregoing, the Directors of the Company are of the opinion that all the transactions below have been entered into in the normal course of business and have been established on terms and conditions that are at arm’s length and not materially different from those obtainable in transactions with unrelated parties.

	
	For quarter ended
	For 12 months ended

	
	31 December 2007
	31 December 2007

	
	RM
	RM

	Purchases of FFB from MESB
	23,746,066
	63,422,684


	2.
	
	For quarter ended
	For 12 months ended

	
	
	31 December 2007
	31 December 2007

	
	
	RM
	RM

	
	Purchases of FFB from Jang Kim Luang @ Yeo Kim Luang (“Madam Yeo”)
	25,554
	51,210


The transactions were carried out in the ordinary course of business and are on normal commercial terms which are not more favourable to Madam Yeo than those generally available to the non-related parties and not detrimental to the minority shareholders.

B1.
Review of performance

The Group’s revenue for the current quarter under review grew by approximately RM19.96 million or 97% as compared with the corresponding quarter of preceding year’s revenue of approximately RM20.50 million.

For the year ended 31 December 2007, the Group’s revenue registered an increase of approximately RM29.09 million or 36% compared to the previous financial year ended 31 December 2006. The growth was driven by higher crude palm oil (“CPO”) and palm kernel (“PK”) prices on its milling operation.

The Group’s profit before tax for the current quarter improved by RM318,288 as compared to profit before tax of RM69,539 for the corresponding quarter of preceding year.

For the year ended 31 December 2007, the Group’s loss before tax was RM2,412,458 as compared to profit before tax of RM674,843 for the corresponding preceding year. This was attributable to the following:-

(i) losses suffered in the first two quarters of 2007 caused by the flood in Johor in December 2006 that has resulted in higher cost of raw material needed for the milling operation; 

(ii) pre-operating expenses from its pulp project; and

(iii) higher finance costs due to additional borrowings to fund capital expenditure. 

B2.
Material change in the profit before tax of current quarter compared to preceding quarter


Profit before tax for the 3-months ended 31 December 2007 was RM387,827, an improvement of 32% as compared with the loss before tax of RM294,233 recorded in the immediate preceding quarter. This is a direct result of better gross profit margin achieved for the current quarter due to higher volumes processed and higher extraction rate in the milling operation.

B3.
Current financial year’s prospects


Based on the current favourable CPO price and on the assumption that the current economic conditions remain unchanged, the Board of Directors expects Ecofuture to perform better in the financial year ending 31 December 2008.

B4.
Variance of actual profit from profit forecast and profit guarantee


The Group has not announced any profit forecast or issued any profit guarantee during the financial quarter.
B5.
Taxation

The breakdown of taxation for the Group is as follows:

	
	For quarter ended 31 December 2007
	For year ended 31 December 2007

	
	RM
	RM

	Current year provision
	5,184
	91,263

	Deferred tax
	(469,973)
	(341,973)

	Under-provision in prior year
	1,307
	20,988

	
	(463,482)
	(229,722)


The Group’s effective tax rate is higher than the statutory tax rate due to non-deductible expenses and losses suffered.

B6.
Unquoted investments and properties

There was no sale of unquoted investments and properties during the current financial quarter.

B7.
Quoted securities


Not applicable to the Group.

B8.
The status of corporate proposals 


There is no corporate proposal announced but not yet completed for the current quarter under review.

B9.
Group’s borrowings and debt securities

The Group’s short-term and long-term borrowings as at 31 December 2007 are as follows:

	
	
	RM

	1
	Short-term borrowings:
	

	
	Secured: Bankers acceptance
	13,394,000

	
	Secured: Revolving credit
	403,870

	
	Secured: Term loan
	2,762,135

	
	Unsecured: Hire purchase
	1,163,117

	
	Total
	17,723,122

	
	
	

	2
	Long-term borrowings:
	

	
	Secured: Term loan
	19,709,087

	
	Unsecured: Hire purchase
	1,816,147

	
	Total
	21,525,234

	
	
	

	
	Repayable within one year
	17,723,122

	
	Repayable after one year
	21,525,234

	
	Total
	39,248,356

	
	
	


All borrowings are denominated in Ringgit Malaysia.

B10.
Financial instruments with off balance sheet risks

There were no financial instruments with off balance sheet risks as at the date of this announcement applicable to the Group.

B11.
Material litigation

Saved as disclosed below, there are no other material litigation involving the Group.

i. Stable-Win Sdn Bhd, a wholly owned subsidiary of Ecofuture, has taken legal action against certain of its trade debtors, namely Soon Seng Palm Oil Mill Sdn Bhd (SSPOM) and Dominion Palm Oil Mill Sdn Bhd (DPOM) on 20 April 2005, Gemas Oil Mill Sdn Bhd (GOM) on 9 April 2005 and Soon Seng Palm Products Sdn Bhd (SSPP) on 11 April 2005 to recover total debt of RM2,747,229 for goods and services supplied and provided, i.e. crude palm oil and palm kernel. The directors are positive on the outcome of the case based on legal advice obtained. The cases have been fixed for further case management on 12 March 2008 for SSPOM and DPOM, hearing on 18 June 2008 for GOM and hearing on 5 March 2008 for SSPP.

ii. On 22 March 2006, the Group and two of the directors of the Company (“the Defendants”) received a writ and statement of claim filed by Soon Seng Palm Oil Mill (Gemas) Sdn Bhd, Soon Seng Palm Products Sdn Bhd, Gemas Oil Mill Sdn Bhd, Dominion Palm Oil Mill Sdn Bhd and Soon Seng Palm Oil Mill Sdn Bhd (“the Plaintiffs”), purporting a claim on the ownership of certain products and processes of the Group including damages amounting to approximately RM4,819,000.

On 1 November 2007, the Defendants received a letter advising the appointment of a Receiver and Manager over the patent applications and/or patents filed by the Group pursuant to an Order of the High Court of Malaya at Kuala Lumpur. As a result of the said appointment, the Group is required to provide a list and all information/documentations pertaining to all patent applications and/or patents. The Group, however, is not restrained from using or dealing with the alleged confidential information in the normal course of their manufacturing, business and trading operations and activities.

The Company has engaged legal counsel to resist the claim in its entirety. The directors are positive on the outcome of the case based on legal advice obtained.

The case is now fixed for first case management on 24 March 2008.

iii. Ecofibre Technology Sdn Bhd (ETSB), a wholly-owned subsidiary of Ecofuture, has taken legal action against a trade debtor, Maxi Fibre Sdn Bhd (MFSB) to recover total debt of RM1,224,000 on 30 November 2006. The directors are positive on the outcome of the case based on legal advice obtained. MFSB has also made a counterclaim against ETSB and one of the directors of ETSB for amount paid by MFSB to ETSB, losses and damages amounting to RM2,477,000. The case has been fixed for a further mention on 21 May 2008.

B12.
Dividend

No dividend has been declared for the current quarter under review.

B13.
Earnings per ordinary share (EPS)

i. Basic EPS

	
	For quarter ended 31 December 2007
	For 12 months ended 31 December 2007

	Profit/(Loss) for the period (RM)
	851,309
	(2,182,736)

	
	
	

	Less: Amount attributable to minority interest (RM)
	0
	0

	
	
	

	Profit/(Loss) for the period attributable to shareholders of the Company (RM)
	851,309
	(2,182,736)

	
	
	

	Weighted average number of ordinary shares
	174,540,000
	174,540,000

	
	
	

	Basic earnings/(loss) per share (sen)
	0.49
	(1.25)

	
	
	


ii. Diluted EPS

Not applicable to the Group as there are no dilutive shares.
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