EQUATOR LIFE SCIENCE BERHAD 

(Company No.: 640850-U)

Incorporated in Malaysia

Notes on the quarterly report – 30 June 2006

A.
EXPLANATORY NOTES AS PER FRS134-INTERIM FINANCIAL REPORTING

A1. Basis of preparation

These interim financial statements are unaudited and have been prepared in accordance with FRS134: Interim Financial Reporting, and the requirements of Appendix 7A of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”) for the MESDAQ market. 

The accounting policies and methods of computation used in the preparation of the interim financial statements are consistent with those used in the preparation of the last audited financial statements for the financial year ended 31 December 2005, except for the accounting policies changes that are expected to be reflected in the 2006 annual financial statements. The principal effects of the changes in accounting policies resulting from the adoption of the new/revised Financial Reporting Standards (“FRSs”) are discussed below:
(a)  FRS 3     : Business Combinations; 

      FRS 136 : Impairment of Assets; and

      FRS 138 : Intangible Assets 

The adoption of FRS : 3 Business Combinations and the consequential changes to FRS 136 : Impairment of Assets and FRS 138 : Intangible Assets, has resulted in a change in the accounting policy relating to purchased goodwill.

Goodwill acquired in a business combination is now stated at cost less any accumulated impairment losses. The adoption of these new FRSs has resulted in the Group ceasing annual amortisation of goodwill. Instead, goodwill is allocated to cash-generating units and the carrying amount is tested annually for impairment, or more frequently if events or changes in circumstances indicate that it might be impaired. Goodwill impairment is determined by comparing its carrying amount against its recoverable amount in accordance with FRS 136. Any impairment loss is recognised in the income statement and subsequent reversal is not allowed.

This change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006. For business combinations entered into prior to that date, the transitional provisions of FRS 3 requires the Group to eliminate the carrying accumulated amortisation as at 1 January 2006 of RM167,120 against the carrying amount of goodwill. The carrying amount of goodwill for the Group as at 1 January 2006 of RM668,474 ceased to be amortised. This has the effect of reducing the amortisation charge of the Group by RM16,712 for the 2nd quarter ended 30 June 2006. No impairment loss on goodwill has been recognised in the 2nd quarter ended 30 June 2006.

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”), after reassessment, is now recognised immediately in profit or loss. Prior to 1 January 2006, negative goodwill was amortised over the weighted average useful life of the non-monetary assets acquired, except to the extent it related to identified expected future losses as at the date of acquisition. In such cases, it was recognised in profit or loss as those expected losses were incurred. In accordance with the transitional provisions of FRS 3, the negative goodwill (reserves on consolidation) as at 1 January 2006 of RM9,087,432 was derecognised with a corresponding increase in retained earnings.

(b)  FRS 101 : Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interests, share of net after-tax results of associates and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement of changes in 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 presentation of the Group's financial statements for the current period is based on the revised requirements of FRS 101. There were no minority interests for the quarter ended 30 June 2005. 

A2.

Audit report

The preceding year annual audited financial statements were not subject to any qualification.

A3.

Seasonal or cyclical factors

The Group’s interim operations were not affected by seasonal or cyclical factors.

A4.

Unusual items

During the current quarter under review, there were no items or events that arose, which affected assets, liabilities, equity, net income or cash flows, that are unusual by reason of their nature, size or incidence.

A5.

Changes in estimates

There were no changes in the estimates of amounts reported that have a material effect on the results in the current quarter under review.

A6.
Issuance, cancellations, repurchases, resale and repayments of debts and equity securities

There were no issuances, cancellations, repurchases, resale or repayment of debt and equity securities for the financial period under review.  

A7.
Dividends paid

There was no dividend paid during the current quarter under review.

A8.
Segmental information

The Group operates predominantly in one industry and accordingly, there is only geographical and business segmental information to be presented. 

For the individual quarter ended 30 June 2006

	Analysis by Geographical Segments
	Malaysia
	European Countries
	Other Asia Pacific region
	Elimination
	Consolidated

	
	RM (‘000)
	RM (‘000)
	RM (‘000)
	RM (‘000)
	RM (‘000)

	
	
	
	
	
	

	Revenue
	
	
	
	
	

	Revenue
	1,490
	2,160
	8
	(253)
	3,405

	Inter-segment sales
	1,443
	29
	199
	(1,671)
	-

	
	
	
	
	
	

	Total revenue
	2,933
	2,189
	207
	(1,924)
	3,405

	
	
	
	
	
	

	Results
	
	
	
	
	

	Segment result
	(723)
	(280)
	(251)
	(161)
	(1,415)

	Finance costs
	(87)
	(19)
	-
	-
	(106)

	
	
	
	
	
	

	Loss before tax
	(810)
	(299)
	(251)
	(161)
	(1,521)

	Income tax expense
	(9)
	(201)
	-
	-
	(210)

	
	
	
	
	
	

	Loss for the period
	(819)
	(500)
	(251)
	(161)
	(1,731)


Note: There is no disclosure of business segment information as the Group operates principally within one industry.

Segmental information (Cont’d)
For the cumulative quarter ended 30 June 2006

	Analysis by Geographical Segments
	Malaysia
	European Countries
	Other Asia Pacific region
	Elimination
	Consolidated

	
	RM (‘000)
	RM (‘000)
	RM (‘000)
	RM (‘000)
	RM (‘000)

	
	
	
	
	
	

	Revenue
	
	
	
	
	

	Revenue
	4,767
	5,380
	26
	-
	10,173

	Inter-segment sales
	2,965
	45
	474
	(3,484)
	-

	
	
	
	
	
	

	Total revenue
	7,732
	5,425
	500
	(3,484)
	10,173

	
	
	
	
	
	

	Results
	
	
	
	
	

	Segment result
	(524)
	(375)
	19
	(161)
	(1,041)

	Finance costs
	(186)
	(21)
	-
	-
	(207)

	
	
	
	
	-
	

	Loss before tax
	(710)
	(396)
	19
	(161)
	(1,248)

	Income tax expense
	(25)
	-
	-
	-
	(25)

	
	
	
	
	
	

	Loss for the period
	(735)
	(396)
	19
	(161)
	(1,273)


Note: There is no disclosure of business segment information as the Group operates principally within one industry.

A9.
Valuation of Property, Plant and Equipment 

The property, plant and equipment of the Group have not been revalued for the current quarter under review.

A10.
Materials events subsequent to the balance sheet date

There were no material events subsequent to the end of the current quarter under review that has not been reflected in the financial statements. 

A11.
Changes in the composition of the Group

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

A12.
Changes in contingent liabilities or contingent assets

There are no changes in the contingent liabilities as at the date of this announcement since the preceding financial year ended 31 December 2005 except as disclosed for the following:

	Description of contingent liabilities


	RM’000

	Corporate guarantee given to the financial institution for term loan and other bank facilities granted to a subsidiary company


	5,100

	Corporate guarantee given by a subsidiary company to the financial institution for term loan granted to subsidiary companies 
	2,910

	
	8,010


A13.
Capital commitments 

The amount of commitments for the purchase of land and building not provided for in the interim financial report as at 30 June 2006 were as follows: 

	
	RM’000

	Approved and contracted for:
	

	  - Acquisition of land and building
	7,278

	
	


A14.
Significant Related Party Transactions

Significant related party transactions of the Group for the quarter ended 30 June 2006 are as follows:

	
	
	 Individual  
	 Cumulative 

	
	
	 Quarter 
	 Quarter 

	
	
	 30.06.2006 
	 30.06.2006 

	
	
	RM (‘000)
	RM (‘000)

	Corporate Shareholder
	
	

	@ Chiap Hup Agriculture Development Sdn Bhd
	3
	5

	     Purchase of raw materials and consumables
	
	

	
	
	
	

	Other Related Parties
	
	

	* Jeo Jeo Plantation Sdn Bhd
	830
	1,467

	    Purchase of young plants materials and consumables
	
	

	
	
	

	* Joe Tech Trading
	
	

	    Purchase of pots and consumables
	19
	134

	
	
	

	* Le Tech Engineering Works
	
	

	   Purchase of property, plant and equipment
	
	                      -
	                     1 

	
	
	
	

	** R.H. Van Leeuwen Beheer B.V.  
	
	
	

	    Management fee
	
	                 176
	                297

	
	
	
	

	Notes:
	
	
	

	 @   A substantial shareholder of the Company

	

	
	
	
	

	*  The companies in which a close member of the family of Koh Ah Keng, Koh Yueh     Lai and Koh Yueh Leong, directors of the company, has substantial financial interest.

	

	
	
	
	

	** The company has entered into a joint venture agreement and management agreement with Equator on 1 August 2005 for the incorporation of a joint venture company, namely, EEBV and provision of management and consultancy services to EEBV respectively. 

	
	
	
	

	



A15.
Cash and Cash Equivalents

Cash and cash equivalents included in the consolidated cash flow statement consist of:

	
	As of 30 June 2006



	
	RM’000

	Cash and bank balances 
	5,235

	Fixed deposit with a licensed bank 
	4,436

	Bank overdraft facilities
	(2,000)

	
	

	
	7,671

	Less: Fixed deposits pledged to banks
	(2,000)

	Cash and cash equivalents
	5,671


B.
ADDITIONAL INFORMATION REQUIRED BY BURSA MALAYSIA LISTING REQUIREMENTS

B1. Review of Group results for the current quarter ended 30 June 2006

For the current quarter ended 30 June 2006, the Group achieved unaudited revenue of approximately RM3.41 million and unaudited loss after tax of approximately RM1.73 million. The decrease in the profit after tax as compared to the previous corresponding quarter mainly due to decrease in selling price of main products, Sansevieria as a result of intensive competition from China growers and also delay in shipment of Cycas as a result of longer growing period required caused by suspected disease infection. Together with other uncontrollable factors, such as changes in market demand, the company performance has been affected. The management had taken proper correction and prevention measures since the year 2005, but unlike other conventional business, the live plants has to be sold by a certain time frame regardless of decrease in selling price, and those plants which did not meet the market standard, are required much longer growing period in order to recover slowly.     

B2.

Material changes in profit after taxation for the current quarter compared to the immediate preceding quarter

The Group loss after tax for the current quarter was RM1.73 million, as compare to profit after tax of RM0.45 million in the immediate preceding quarter. This is mainly due to decrease in selling price of Sansevieria as compared to quarter 1.   

B3.

Current year prospects

The Group is aggressively looking at growth via geographical expansion, especially in China and Eastern Europe. Also, the Group had planned to diversify into fertilizer industry.

With the abovementioned aggressive marketing expansion as well as diversification in fertilizer industry, management expects positive growth of the Group in the current year 2006.

B4.

Profit forecast

The Company did not provide any profit forecast in any public document for the current quarter ended 30 June 2006.

B5.       Tax Expense

Income tax expense comprises the following:

	
	Individual quarter ended
	
	Cumulative quarter ended

	 
	 30 Jun 

2006
	
	 30 Jun 2005
	
	30 Jun 2006
	
	30 Jun

2005

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

	In respect of the current period:
	
	
	
	
	
	
	

	    Income tax 
	             9
	
	       229
	
	           25 
	
	      229

	    Deferred tax
	         201         
	
	       273
	
	             -
	
	      273

	 
	
	
	
	
	
	
	

	
	         210
	
	       502
	
	           25     
	
	      502


The effective taxation rates were disproportionate to its financial results principally due to the losses of subsidiaries, which cannot be set off against taxable profits made by holding company, and certain expenses, which are not deductible for taxation purposes.

B6.
Sale of unquoted investments and/or properties

There was no disposal of unquoted investments or properties during the current quarter under review.

B7.
Quoted and marketable securities

There was no purchase or disposal of quoted and marketable securities during the current quarter under review.

B8.
Status of corporate proposal announced 


Listing and quotation
The gross proceeds of RM30.0 million raised from the Public Issue of 60,000,000 new ordinary shares of RM0.10 each at an issue price of RM0.50 per share were utilised in the following manner as at 30 June 2006:

	Purpose


	Proposed Utilisation

RM’000
	Actual Utilisation

RM’000
	Unutilised Balance 

RM’000

	Setting-up of corporate office


	1,500
	97
	1,403

	Upgrading of information systems 
	900
	133
	767

	Marketing campaigns in promoting products
	2,000
	1,485
	515

	Expansion of R&D activities and facilities 
	6,500
	4,562
	1,938

	Working capital
	7,800
	9,327
	(1,527)^

	Repayment of loans
	4,500
	4,500
	-

	Acquisition of land
	5,000
	258
	4,742

	Estimated listing expenses
	1,800
	1,973
	(173)*

	
	30,000
	22,335
	7,665



^ This amount included RM1.7 million of overdraft facilities to be drawn down 


* Financed by internally generated fund  

B9. 
Borrowings

The Group’s borrowings are as follows:

	
	RM’000

	Trade facilities
	6,300

	Overdrafts
	2,000

	
	8,300


B10.
Off balance sheet financial instruments

There were no off balance sheet financial instruments as at the date of this report.

B11.
Material litigation 

As at the date of this report, the Group was not engaged in any material litigation either as plaintiff or defendant and the Directors do not have any knowledge of any proceedings pending or threatened against the Group.

B12.
Dividends 

There was no dividend declared during the quarter under review.

B13.
Earnings per share (“EPS”)

	
	Individual quarter ended

	
	Cumulative period ended



	
	30 June 2006
	
	30 June 2005
	
	30 June 2006
	
	30 June 2005

	Basic earnings per share
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Net profit /(loss) (RM’000)
	(1,731)
	
	1,182
	
	(1,273)
	
	1,416

	
	
	
	
	
	
	
	

	Weighted average number shares in issue (‘000)
	235,008
	
	173,171
	
	235,008
	
	173,171

	
	
	
	
	
	
	
	

	Basic earnings/(loss) per share (sen)
	(0.74)
	
	0.68
	
	(0.54)
	
	0.82


BY ORDER OF THE BOARD

LEONG SIEW FOONG

MAICSA 7007572

Company Secretary

Johor Bahru

The Directors of the Company are of the opinion that all the transactions above have been entered into in the normal course of business and have been established on terms and conditions that are no less favorable than those arranged with independent third parties.  
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