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NOTES TO THE INTERIM FINANCIAL REPORT

A
EXPLANATORY NOTES PURSUANT TO FINANCIAL REPORTING STANDARD (“FRS”) 134 INTERIM FINANCIAL REPORTING 

A1.
Basis of Preparation

The interim financial statements are unaudited and have been prepared in accordance with FRS 134 “Interim Financial Reporting” (formerly known as MASB 26) and the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”) for the MESDAQ Market (“Listing Requirements”).


The interim financial report should be read in conjunction with the latest audited financial statements of ES Ceramics Technology Bhd (“ESCTB or Company”) and its subsidiaries (“Group”) for the financial year ended 31 May 2007.


The corresponding quarter ended 31 August 2006 as reflected in the consolidated income statements, include only the results for its 2 subsidiaries prior the acquisition of GTR group (GTR Ceramics Sdn Bhd and GTR Ceramics Co.,Ltd) , ie. Easy Sun Sdn Bhd and Micro Ceramics Sdn Bhd. 

A2.
Changes in Accounting Policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 May 2006 except for the adoption of the new / revised Financial Reporting Standards (“FRS”) effective for financial period beginning 1 June 2006.

The adoption of new / revised FRSs does not have significant financial impact on the Group except for the FRSs disclosed as follows:

(a) FRS 101 : Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, 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 recognized income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.
(b) FRS 2 : Share Based Payment (Employee Share Option Scheme)
FRS 2 requires an entity to recognize 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.

The Company operates an equity-settled, share-based compensation plan for the employees of the Group, ESCTB’s Employee Share Options Scheme (“ESOS”). Prior to 1 June 2006, no compensation expense was recognized in profit or loss for share options granted. With the adoption of FRS 2, the compensation expenses relating to share options are recognized in profit or loss over the vesting periods of the grants with a corresponding increase in equity. The total amount to be recognized as compensation expenses is determined by reference to the fair value of the share options at the date of the grant and the number of share options to be vested by vesting date. The fair value of the share option is computed using the weighted average price of the share options prior to grant date. At every balance sheet date, the Group revises its estimates of the number of share options that are to be vested by the vesting date. Any revision of this estimate is included in profit or loss and a corresponding adjustment to equity over the remaining vesting period.
The Group has applied FRS2 in accordance with its transitional provisions. The application is retrospective and accordingly, certain comparatives have been restated. The financial impact to the Group arising from this change in accounting policy is as follows:
	
	As at 1 June 2007
RM

	Decrease in retained earnings
	(79,560)

	Increase in capital reserve
	79,560

	
	


(c)
FRS 3 : Business Combinations

The adoption of these new FRS has resulted in the Group ceasing annual goodwill amortization. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognized in profit and loss and subsequent reversal is not allowed. 


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 recognized immediately in profit or loss. Prior to 1 January 2006, negative goodwill was amortized 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 recognized in profit or loss as those expected losses were incurred. 
(d) FRS 121 : The Effects of Changes in Foreign Exchange Rates

Items included in the financial statements of each of the Group’s entities are measured using the currency pf the primary economic environment in which the entity operates (the “functional currency”). The consolidated financial statements are presented in Ringgit Malaysia, which is the Company’s functional and presentation currency.

Under the revised FRS 121, exchange differences arising on a monetary item that forms part of a reporting entity’s net investment in a foreign operation, where that monetary item is denominated in a currency other than the functional currency of either the reporting entity or the foreign operation, are to be recognized in profit or loss in the consolidated financial statements. 
(e) FRS 138 : Intangible Assets and FRS 136 : Impairment of Assets

The useful lives of other intangible assets are now assessed at the individual asset level as having either a finite or indefinite life. Prior to 1 January 2006, intangible assets were considered to have a finite useful life and were stated at cost less accumulated amortization and impairment losses. Under the new FRS 138, some of the intangible assets are regarded to have an indefinite useful life when, based on an analysis of all of the relevant factors, there is a foreseeable limit to the period over which the asset is expected to generate net cash inflows for the Group. Intangible assets with indefinite useful lives are not amortized but instead, are tested for impairment annually.
A3.
Qualification of Financial Statements

The auditor’s report on the preceding financial statements of ESCTB for the financial year ended 31 May 2007 was not subject to any audit qualification.

A4.
Seasonal or Cyclical Factors

The results of the Group were not materially affected by any seasonal or cyclical factors during the current quarter under review.

A5.
Unusual Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flows

There were no unusual items affecting assets, liabilities, equity, net income or cash flow of the Group during the current quarter under review except as disclosed in Note A2 and A12.
A6.
Material Changes in Estimates

There were no changes in estimates that have a material effect in the current quarter results. 

A7.
Debts and Equity Securities

There were no issuance and repayment of debts and equity securities, share buy-back, share cancellation, shares held as treasury shares and resale of treasury shares for the current quarter and under review.

A8.
 Dividend

There were no dividends paid for the quarter under review.

A9.
Segmental Information

No segmental analysis is prepared as the business of the Group is principally carried out in Malaysia and operates within one business.

A10. 
Valuation of Property, Plant and Equipment

The Group did not revalue any of its property, plant and equipment during the current quarter under review.

A11.
Material Events Subsequent To the End of the Quarter

There are no material events subsequent to the end of the quarter under review.

A12.
Contingent Assets or Liabilities

There were no contingent assets or contingent liabilities for the current quarter under review.

A13.
Capital Commitments


There were no material capital commitments for the current quarter under review.
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B. ADDITIONAL INFORMATION PURSUANT TO APPENDIX 7A OF THE LISTING REQUIREMENTS 

B1. 
Review of Performance

The Group recorded consolidated revenue of RM5.64 million and profit before tax (“PBT”) of RM0.38 million for the current quarter under review.  
B2.
Comparison with Preceding Quarter’s Results

The Group recorded a consolidated turnover of RM5.64 million for the current quarter under review as compared to RM1.92 million in the immediate preceding quarter ended 31 August 2006, representing an increase of RM3.72 million. In term of profit before tax (“PBT”), the Group recorded PBT of RM0.38 million as compared to RM0.16 million, representing an increase of 0.22 million

Both the turnover and PBT for the preceding quarter ended 31 August 2006 were inclusive of that for Easy Sun Sdn Bhd and Micro Ceramics Sdn Bhd.

The increase in revenue was mainly contributed by the revenue from its new subsidiaries, GTRM and GTRT, which has contributed to approximately 48% of the Group total consolidated revenue for the current quarter under review. In addition, the increase in sales order given the higher demand for rubber gloves also impacted on its increase in revenue.
B3.
Current Year’s Prospect


The Management expects the Group’s financial performance to improve in the financial year 2008 given the positive prospects and outlook for the rubber glove industry. It will continue to focus on its core activities to improve its profit margins through enhancement of its current product offerings and increase marketing efforts for products with higher margins.


Further, the management continuously undertakes measures to improve its production efficiency which will enhance competitiveness in this advanced ceramics industry.

The Board of Directors of ESCTB (“Board”) believes the business of the Group will remain challenging and will continue to focus on its core activities to improve its competitiveness and profitability.

B4.
Profit on Sales of Unquoted Investment and/or Properties

There were no disposals of unquoted investments and/or properties by the Group for the current quarter under review.

B5.
Quoted Securities

There was no purchase or disposal of quoted securities by the Group for the current quarter under review.

B6.
Status of Corporate Proposal

There are no corporate proposals announced or completed for the current quarter under review.
B7.
Borrowings and Debt Securities

The Group’s borrowings as at 31 August 2007 are as follows:

	
	
	At end of

 current quarter

31 August 2007
RM

	Short term borrowings:-
	
	

	Secured:
	
	

	Hire Purchase
	
	114,744

	Banker Acceptance
	
	0

	Bank overdraft
	
	317,787

	
	
	432,531

	Long term borrowings:-
	
	

	Secured:
	
	

	Hire Purchase
	
	381,202

	Term Loan
	
	15,951,889

	
	
	16,333,091

	Total Borrowings:-
	
	

	Hire Purchase
	
	495,946

	Banker Acceptance
	
	0

	Bank overdraft
	
	317,787

	Term Loan
	
	15,951,889

	
	
	16,765,622

	
	
	


B8.
Off Balance Sheet Financial Instruments

The Group does not have any off balance sheet financial instruments.

B9.
Material Litigation

(a)
The Government of Malaysia (“Plaintiff”) had brought an action against a subsidiary of the Group, GTR Ceramics Sdn Bhd (“Defendant”) for the unpaid tax liabilities amounting to RM345,326. The Defendant is of the view that they have a reasonable defence in disputing the computation by the Plaintiff due to material discrepancies.
The directors, based on the legal advice received, are of the view that it may be probably that the parties may be able to arrive at an out-of-court amicable settlement. Provision has been made into the financial statements for year 2007 for the amount in dispute.

(b)
GTR Ceramics Sdn Bhd (“Plaintiff”), a subsidiary company of the Group has brought actions against two customers (“Defendant”) for goods sold and delivered. The Plaintiff is suing for an amount of RM183,496 and RM1,272,792 respectively. The Defendants counterclaimed against the Plaintiff for an amount of RM165,379 and RM5,5343,722 respectively.

The directors, based on the legal advice obtained, are of the view that the subsidiary company has a reasonably good chance of success in winning and defending the said claim and Defendants’ counterclaim. Therefore, no provision is required to be made into the financial statements.

B10.
Dividend


Interim dividend has not been declared. 

B11.
Earnings Per Share

The basic earnings per share for the current quarter ended 31st August 2007 has been calculated based on the net profit attributable to ordinary shareholders of ESCTB of RM286,622 divided by the weighted average number of ordinary shares of RM0.10 each in issue of  52,590,532 for the quarter ended 31st August 2007.

The diluted earnings per share for the current quarter ended 31st August 2007 has been calculated based on the net profit attributable to ordinary equity holders of the parent of RM286,622 divided by the weighted average number of ordinary shares in issue during the period which have been adjusted for the dilutive effects of all potential ordinary shares, i.e. share options granted to employees of 52,685,687 shares.
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