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Notes to the Interim Financial Report


For the Period Ended 31 December 2008


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 Bursa Malaysia Securities Berhad (“Bursa Securities”) for the MESDAQ Market, 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 2007. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to understand the changes in the financial position and performance of the Group since the financial year ended 31 December 2007.

On 1 January 2008, the Group adopted the following FRS made mandatory for financial periods beginning on or after 1 October 2007.

 
  FRS 107                             :    Cash flow statements

  FRS 112                             :    Income taxes

  FRS 118   

      :    Revenue

  
  FRS 120                             :    Accounting for Government Grants and Disclosure of 

                                                               Government Assistance

               FRS 134                             :    Interim Financial Reporting


  FRS 137                             :    Provisions, Contingent Liabilities and Contingent Assets

 
  Amendment to FRS 1192004:    Employee Benefits - Actuarial Gains and Losses, Group 

                                                               Plans and Disclosure

 
  Amendment to FRS 121    :    The Effects of Changes in Foreign Exchange Rates Net 

                                                               Investment in a Foreign Operation


  IC Interpretation 8              :    Scope of FRS 2 Share Based Payment

The following FRS adopted are not relevant to the Group’s operations.


  FRS 6                                 :    Exploration for and Evaluation of Mineral Resources


  FRS 111                             :    Construction Contracts


  IC Interpretation 1              :    Changes in Existing Decommissioning, Restoration and 

                                                               Similar Liabilities


  IC Interpretation 2              :    Members' Shares in Co-operative Entities and Similar 

                                                               Instruments


  IC Interpretation 5              :    Rights to Interests arising from Decommissioning, 

                                                               Restoration and Environmental Rehabilitation Funds


  IC Interpretation 6              :    Liabilities arising from Participating in Specific Market 

                                                               Waste Electrical and Electronic Equipment


  IC Interpretation 7              :    Applying the Restatement Approach under FRS 1292004- 

                                                               Financial Reporting in Hyperinflationary Economies

A1
Basis of preparation (cont’d)

	The company has chosen not to adopt early the following FRS, amendments to FRSs and interpretations which were in issue but not yet effective.

	


	FRS 4                                :
	Insurance Contracts
	
	

	FRS 7                                :
	Financial Instruments: Disclosure

	FRS 8                                :
	Operating segments
	
	

	FRS 139                            :
	Financial Instruments : Recognition and Measurement

	IC Interpretation 9             :
	Reassessment of Embedded Derivatives

	IC Interpretation 10           :
	Interim Financial Reporting and Impairment


	The adoption of new and revised FRS are consistent with current practices and do not have significant impact on the financial statements of the company.

	

	
	
	
	
	
	
	
	
	
	
	
	
	

	The Group is exempted from disclosing the possible impact, if any, to the financial statements upon the initial application of FRS 139.

	


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 financial year ended 31 December 2007.

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 except for the :

(i) Issuance of 15,062,500 new ordinary shares of RM0.10 each at an issuance price of RM0.16 each on 8 August 2008 via a proposed placement exercise that was announced on Bursa Securities on 16 June 2008 and the subsequent granting of the listing and quotation on 13 August 2008 on the MESDAQ Market of Bursa Securities. The proceed raised from this Private Placement amounting to RM2,410,000 has been utilized for working capital.

(ii) Issuance of 34,505,000 new ordinary shares of RM0.10 each at an issue price of RM0.16 each on 30 October 2008 and the subsequent granting of the listing and quotation on 4 November 2008 on the MESDAQ Market of Bursa Securities via a proposed debts settlement exercise that was announced on Bursa Securities on 16 June 2008.

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; pulp 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 12-month period ended 31 December 2008 is as follows:


	Business segments
	Biomass
	
	Milling
	
	Elimination
	
	Consolidated

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

	Total revenue 
	2,728,836
	
	91,798,337
	
	-
	
	94,527,173

	Inter-segment revenue
	   616,850
	
	       14,856
	
	(631,706)
	
	-

	External revenue 
	3,345,686
	
	91,813,193
	
	(631,706)
	
	94,527,173

	
	
	
	
	
	
	
	

	Results 
	
	
	
	
	
	
	

	Segment results
	(3,502,606)
	
	(3,686,959)
	
	
	
	(7,189,565)

	Unallocated income
	
	
	
	
	
	
	        1,184

	Unallocated cost
	
	
	
	
	
	
	 (313,503)

	Profit from operation
	
	
	
	
	
	
	(7,501,884)

	Interest income
	
	
	
	
	
	
	      20,912

	Finance costs
	
	
	
	
	
	
	(2,361,592)

	Loss before taxation
	
	
	
	
	
	
	(9,842,564)

	Taxation
	
	
	
	
	
	
	 1,353,540

	Loss after taxation
	
	
	
	
	
	
	(8,489,024)

	
	
	
	
	
	
	
	

	Other information
	
	
	
	
	
	
	

	Segment assets
	51,513,584
	
	28,173,285
	
	-
	
	79,686,869

	Unallocated assets
	
	
	
	
	
	
	2,626,545

	Total assets
	
	
	
	
	
	
	82,313,414

	
	
	
	
	
	
	
	

	Segment liabilities
	26,244,245
	
	30,516,026
	
	-
	
	56,760,271

	Unallocated liabilities
	
	
	
	
	
	
	  2,157,016

	Total liabilities
	
	
	
	
	
	
	58,917,287

	
	
	
	
	
	
	
	

	Capital expenditure
	 5,528,817
	
	     441,832
	
	-
	
	5,970,649



	Unallocated capital expenditure
	
	
	
	
	
	
	620

	Depreciation and amortisation
	2,198,548
	
	2,684,406
	
	-
	
	4,882,954

	Unallocated depreciation and amortisation
	-
	
	-
	
	-
	
	10,930

	Non-cash items other than depreciation and impairment losses
	(10,748)
	
	13,483
	
	-
	
	2,735

	Unallocated non-cash items other than depreciation and impairment losses
	-
	
	-
	
	-
	
	-


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

The Directors are of the opinion that 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 2008 to the date of this announcement. Further details of the proposed debts settlement are disclosed in paragraph B8 below.

A12
Changes in the composition of the Group



Except for the acquisition of Ecologico Packaging Japan Sdn. Bhd. as disclosed in the interim report for the quarter ended 30 June 2008, there were no changes in the composition of the Group during the current quarter under review and financial year-to-date.

A13
Contingent assets and liabilities

Save as disclosed below, there were no changes in contingent liabilities since the last audited balance sheet as at 31 December 2007.

Corporate guarantees given by the Company to licensed banks and financial institutions for banking facilities granted to subsidiaries amount to RM20,555,039 as at 31 December 2008.

Corporate guarantees given by a subsidiary of the Company to licensed banks and financial institutions for banking facilities granted to a related companies amounted to RM25,468,000 as at 31 December 2008.


There was no contingent assets since the last audited Balance Sheet date.

A14
Capital commitments

The capital commitments of the Group as at 31 December 2008 are as follows:-

	Amount approved and contracted for:
	RM

	Plant and machinery
	1,201,495


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 FFBs 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 12 months ended

	
	
	31 December 2008

	
	
	RM

	Purchases of FFBs from MESB
	
	45,653,898


	2.
	
	
	For 12 months ended

	
	
	
	31 December 2008

	
	
	
	RM

	
	Purchases of FFBs from Jang Kim Luang @ Yeo Kim Luang (“Madam Yeo”)
	
	59,386


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 registered pretax loss of approximately RM3.3 million for the current quarter against a pretax profit of approximately RM0.4 million in the corresponding quarter of the preceding year. This is in tandem with the lower revenue of approximately RM10.3 million recorded for the current quarter vis-à-vis revenue of approximately RM40.4 million recorded in the corresponding quarter of the preceding year, representing a drop of approximately RM30.1 million or 75%.

The milling business segment performance in the current quarter continues to be affected by the Company’s inability to procure sufficient quantity of FFB which has lead to a significant drop in the volume of FFB processed in the current quarter as compared to the corresponding quarter of the preceding year. 

Meanwhile, the biomass business segment performance in the current quarter was affected by higher production and operating costs due to the commencement of the pulp division, coupled with the plants operating below their optimal capacities to allow them to benefit from economies of scale. 

For the 12-month ended 31 December 2008, the Group registered a higher pretax loss of approximately RM9.8 million against a pretax loss of approximately RM2.4 million for the same period of the preceding year, mainly resulting from the overall poor performance of the Group for the year. As mentioned above, the Group has not been able to procure sufficient FFB for its milling business, which in turn affects its downstream biomass business segment. 

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


On a quarter to quarter basis, the Group suffered a pretax loss of approximately RM3.3 million for the current quarter versus a pretax loss of approximately RM3.1 million in the immediate preceding quarter. The milling segment results have further deteriorated in the current quarter due to lower volume of FFB processed than the immediate preceding quarter and it has continued to experience negative OER. Likewise, the pulp division under the biomass segment incurred higher losses in the current quarter arising from higher depreciation and finance costs whereas its plant utilization remained below its optimal production level. 

 B3.
Prospects


Going forward in financial year ending 2009, the Board of Directors of Ecofuture (“Board”) expects the Group’s business operations to remain challenging due to the downturn of the global economy. Against the backdrop of this ongoing global crisis, the Board will ensure that the Group’s business operations will remain efficiently and prudently operated as possible to minimise the impact of the economic crisis that has spared no one. Meanwhile, the Group also anticipates to secure and fulfill more potential orders under its biomass segment. 

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


The Group has not announced any profit forecast or issued any profit guarantee in a public document.
B5.
Taxation

The breakdown of taxation for the Group is as follows:

	
	
	For 3 months ended 31 December 2008
	
	For 12 months

ended 31  December 2008

	
	
	RM
	
	RM

	Current year taxation
	
	22,627
	
	23,117

	Deferred taxation
	
	(1,350,553)
	
	(1,350,553)

	Under provision in previous year
	
	(26,104)
	
	(26,104)

	Total
	
	(1,354,030)
	
	(1,353,540)


B6.
Unquoted investments and properties

There was no sale of unquoted investments and properties during the current financial quarter under review and up to the date of this report.

B7.
Quoted securities


There were no purchases or disposals of quoted securities during the financial quarter under review and up to the date of this report.

B8.
The status of corporate proposals 


On 16 June 2008, the Company had announced a proposed private placement of up to 17,454,000 new ordinary shares of RM0.10 each in the Company (“Shares”) representing up to 10% of the existing issued and paid-up share capital of the Company (“Proposed Placement”).  In addition, the Company had also announced a proposed settlement of debts owing to Larizz Bumi Over-Seas Services Sdn Bhd, via an issuance of 21,817,500 new Shares, representing approximately 12.50% of the existing issued and paid-up share capital of the Company and a proposed settlement of debts owing to Madam Jang Kim Luang @ Yeo Kim Luang, the Executive Chairman and Managing Director as well as a major shareholder of the Company, via an issuance of 12,687,500 new Shares, representing approximately 7.27% of the existing issued and paid-up share capital of the Company (“Proposed Debts Settlement”) 

On 13 August 2008, 15,062,500 new ordinary shares of RM0.10 at an issue price of RM0.16 each was granted listing and quotation on the MESDAQ Market of Bursa Securities, pursuant to the Proposed Placement. The proceed raised from the Proposed Placement amounting to RM2,410,000 has been utilized for working capital. On 22 January 2009, the Company announced that it will not implement the placement of the remaining 2,391,500 Shares under the Proposed Placement due to the unfavorable equity market conditions. 

Meanwhile, the Proposed Debts Settlement was completed through the issue and allotment of 34,505,000 new ordinary shares of RM0.10 each at an issue price of RM0.16 each on 30 October 2008 and was granted listing and quotation on 4 November 2008 on the MESDAQ Market of Bursa Securities.

B9.
Group’s borrowings and debt securities

The Group’s short-term and long-term borrowings as at 31 December 2008 are as follows:

	
	
	RM

	1
	Short-term borrowings:
	

	
	Secured: Bank overdrafts
	4,466,269

	
	Secured: Bankers acceptance
	7,923,000

	
	Secured: Revolving credit
	617,055

	
	Secured: Term loans
	5,723,291

	
	Unsecured: Hire purchases
	1,384,099

	
	Secured: Trust receipts
	83,468

	
	Unsecured: Borrowings
	646,545

	
	Total
	20,843,727

	
	
	

	2
	Long-term borrowings:
	

	
	Secured: Term loans
	19,665,188

	
	Unsecured: Hire purchases
	2,033,625

	
	Total
	21,698,813

	
	
	

	
	Repayable within one year
	20,843,727

	
	Repayable after one year
	21,698,813

	
	Total
	42,542,540


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 21 February 2009 (being the latest practicable date which is not earlier than seven (7) days from the date of issuance of this interim report) the date of this announcement applicable to the Group.

B11.
Material litigation 

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

(i) Stable-Win Sdn Bhd (“Stable-Win”), 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. For the SSPOM case, the matter has been fixed for case management on 15 April 2009. As for the GOM and DPOM cases, GOM and DPOM has applied to the court to stay proceeding and the said application is fixed for hearing on 27 April 2009 and 15 April 2009, respectively.

For the SSPP case, SSPP has applied to the court to stay proceeding and the Court has allowed SSPP’s stay proceeding application. However, Stable-Win has filed an appeal against SSPP application for stay of proceedings to the High Court. The said appeal is fixed for hearing on 6 April 2009.   

At this stage, the Directors of Ecofuture are of the opinion that the above cases have good prospects of success.

(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 case has been fixed for trial on 4 and 5 November 2009. The solicitors of this case are of the opinion that the success rate for the Defendants is 50-50.
(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. 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 mention on 20 April 2009

The solicitors for this case are of the opinion that, subject to the caveat that the discovery process between ETSB and MFSB is yet to be completed, and provided that ETSB meets its evidentiary burden, ETSB has a good cause of action against MFSB and a reasonable defence against MFSB’s counterclaim. 

B12.
Dividend

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

B13.
Loss per ordinary share (LPS)


Loss per share has been computed based on loss for the period attributable to equity holders of the Company divided by the weighted average number of ordinary shares in issue during the period.

i. Basic LPS

	
	For 3 months ended 31 December 2008
	For 12 months ended 31 December 2008

	
	
	

	Loss for the period attributable to shareholders of the Company (RM)
	(1,918,824)
	(8,489,024)

	
	
	

	Weighted average number of ordinary shares in issue
	213,230,923
	181,690,137

	
	
	

	Basic loss per share (sen)
	(0.90)
	(4.67)

	
	
	


ii. Diluted EPS

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