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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” and  Paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”) for the ACE Market (“ACE”).


The interim financial report should be read in conjunction with the latest audited financial statements of ES Ceramics Technology Bhd (“ESCTB” or the “Company”) and its subsidiaries (“Group”) for the financial year ended 31 May 2009.

A2.
Changes in Accounting Policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the financial year ended 31 May 2009 except for the adoption of the new / revised FRS which have been issued and effective beginning 1 June 2008.

(a)
The adoption of the following standards will only impact the form and content of disclosures presented in the financial statements. FRS 111 and FRS 120 are not relevant to the Group’s operations. 
(i) FRS 107 Cash Flow Statements

(ii) FRS 111 Construction Contracts

(iii) FRS 112 Income Taxes

(iv) FRS 118 Revenue

(v) FRS 120 Accounting for Government Grants and Disclosure of Government Assistance

(vi) FRS 134 Interim Financial Reporting

(vii) FRS 137 Provisions, Contingent Liabilities and Contingent Assets

(b)
The framework for the Preparation and Presentation of Financial Statements (“Framework”) which is effective for annual periods beginning on or after 1 July 2007. This Framework sets out the concepts that underlie the preparation and presentation of financial statements for external users. It is not a MASB approved accounting standard as defined in paragraph 11 of FRS 101 and hence, does not define standards for any particular measurement or disclosure issue. 

(c)
FRS 121 : The Effects of Changes in Foreign Exchange Rates-Net Investment in a foreign operations

This FRS has been amended and result in exchange differences arising from a monetary item that forms part of the Group’s net investment in a foreign operation to be recognised in equity irrespective of the currency in which the monetary item is denominated and of whether the monetary item results from a transaction with the Company or any of its subsidiaries. Previously, exchange differences arising from such transactions between the Company and its subsidiaries would be accounted for in the income statement or in equity depending on the currency of the monetary item.

(d)
FRS 2: Share –Based Payment

Share-based payment applies to transactions in which goods or services are received, including transactions in which the entity cannot identify specifically some or all of the goods or services received. Where the fair value of the share-based payment is in excess of the identifiable goods or services received. The whole fair value of the share-based payment will be charged to income statement. 
A3.
Qualification of Financial Statements

The auditor’s report on the financial statements of ESCTB for the financial year ended 31 May 2009 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. 

A6.
Material Changes in Estimates

There were no changes in estimates that have a material effect on the current quarter’s 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 under review.

A8.
Dividend

There were no dividends paid for the current quarter under review.

A9.
Segmental Information

The Group operates mainly in Malaysia and Thailand. The following table provides an analysis of the Group’s revenue, results, assets, liabilities and other information by geographical segment:

	
	Malaysia
	Thailand
	Total

	2009
	RM
	RM
	RM

	Revenue
	
	
	

	Segment revenue
	4,453,040
	1,481,407
	5,934,447

	
	
	
	

	Results
	
	
	

	Segment results
	842,946
	429,891
	1,272,837

	Finance costs
	-
	-
	(459,806)

	Profit before tax
	-
	-
	813,031

	
	
	
	

	Tax expense
	-
	-
	(63,137)

	Profit for the financial year
	-
	-
	749,894

	Assets
	
	
	

	Segment assets
	20,851,753
	21,593,370
	42,445,123

	Unallocated assets
	-
	-
	2,669,693

	Total assets
	-
	-
	45,114,816

	
	
	
	

	Liabilities
	
	
	

	Segment liabilities
	20,218,409
	9,995,988
	30,214,397

	
	
	
	

	Other segment information
	
	
	

	Capital expenditure
	18,106
	163,141
	181,247

	Depreciation
	149,324
	488,642
	637,966


As the Group is predominantly in the business operation of hand formers, no segment reporting by business segment is prepared.
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 current quarter that have not been reflected in this quarterly report.

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 9B OF THE MMLR 

B1. 
Review of Performance

For the current quarter ended 31 August 2009, the ESCTB Group recorded revenue of approximately RM5.93 million, which represents an increase of approximately 44.46% as compared to revenue of approximately RM4.11 million for the corresponding quarter of the preceding year. This increase was due to higher sales recorded by the Thailand plant.
The Group achieved a profit before taxation of approximately RM0.81 million for the current quarter. This represents a increase of 245.16% from the profit before taxation of approximately RM0.24 million registered in the corresponding quarter of the preceding year due to increase in sales and lower production costs.
B2.
Comparison with Preceding Quarter’s Results

	
	
	
	
	
	
	Current
	
	Immediate preceding
	
	

	
	
	
	
	
	
	quarter
	
	quarter
	
	

	
	
	
	
	
	
	31.08.2009
	
	31.05.2009
	
	Changes

	
	
	
	
	
	
	RM
	
	RM
	
	%

	
	
	
	
	
	
	5,934,447
	
	5,008,930
	
	18.48

	Revenue
	
	
	
	
	
	
	
	
	
	

	Profit/(loss) before tax
	
	
	
	813,031
	
	(1,418,185)
	
	157.33%


The revenue for the current quarter of approximately RM5.93 million has increased by 18.48%      compared to the revenue of approximately RM5.01 million for the immediate preceding quarter. The increase in profit was due to increase in sales volume and improved overall efficiency achieved giving rise to lower overheads, operational and supervision costs. 

ESCTB Group’s current quarter profit before taxation of approximately RM0.81 million has

increased by more than 100% compared to the Group’s loss position in the immediate preceding quarter. The higher profit before tax was mainly attributed to lower cost of goods sold and better sales mix of premium products and continuous fine tuning and recalibrating of overall cost savings also contributed to profit improvement.

B3.
Current Year’s Prospect


Despite the uncertainty in the financial markets of many major developed countries and the volatility in energy cost which has an impact on production costs, the management remained confident of the positive prospects and outlook for the rubber glove industry, especially with 
the strong emphasis on healthcare in markets from developing countries. The management will continue to focus on its core business activities to improve its profit margins through enhancement of its current product offerings and increase marketing efforts for products with higher margins.

The management will continuously undertake measures to improve its production efficiency which will enhance the Company’s competitiveness in the ceramics industry.

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

B4. 
Variance of Actual and Forecast Profit

The ESCTB Group has not provided any profit forecast and therefore no variance information is available for presentation.

B5.
Profit or loss on Sales of Unquoted Investment and/or Properties

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

B6.
Purchase or Disposal of Quoted Securities

There were no purchases or disposal of quoted securities by the ESCTB Group for the current quarter under review.

B7.
Taxation

	
	
	
	Individual Quarter
	Cumulative Quarter

	
	
	
	Current year quarter
	Corresponding quarter of preceding year
	Current year to date
	Corresponding period of preceding year

	
	
	
	31.08.2009
	31.08.2008
	31.08.2009
	31.08.2008

	
	
	
	RM
	RM
	RM
	RM

	Current year
	63,137
	59,477
	63,137
	59,477

	Deferred taxation 
	-
	-
	-
	-

	
	63,137
	59,477
	63,137
	59,477


The effective tax rate of the Group’s current tax charge for the period was lower than the statutory tax rate mainly due to tax incentives enjoyed by subsidiary companies.

B8.
Status of Corporate Proposal

There are no corporate proposals announced but not as at the date of this report. 

B9.
Borrowings and Debt Securities

The Group’s borrowings as at 31 August 2009 are as follows:

	
	
	At end of

 current quarter

31 August 2009
RM

	Short term borrowings:-
	
	

	Secured:
	
	

	Hire Purchase
	
	77,373

	Banker Acceptance
	
	2,394,000

	Term Loan
	
	241,884

	Bank Overdraft
	
	207,458

	
	
	2,920,715

	Long term borrowings:-
	
	

	Secured:
	
	

	Hire Purchase
	
	183,495

	Term Loan
	
	23,496,809

	
	
	23,680,304

	Total Borrowings:-
	
	

	Hire Purchase
	
	260,868

	Banker Acceptance
	
	2,394,000

	Term Loan
	
	23,738,693

	Bank Overdraft
	
	207,458

	
	
	26,601,019

	
	
	


A secured term loan of a subsidiary with a financial institution contains a covenant which required the gearing ratio of the Group not to exceed one (1.0) time of the Group shareholders’ funds. The gearing ratio requirement imposed by the secured term loan was breached as at 31 May 2009 and as such, the lender could declare the full sum outstanding of the term loan to be immediately due and payable. 

The lender had, through a letter dated 24th June 2009, revised the gearing ratio requirement from not exceeding 1.0 time to not exceeding 2.5 times of the Group shareholders’ fund and as a result there is no breach in the gearing ratio requirement.

However, due to the fact that the gearing ratio requirement was revised subsequent to the previous balance sheet date, the long term loan was classified as current liabilities in the balance sheet as at 31 May 2009 in accordance with Financial Reporting Standards in Malaysia.

The long term loan was reclassified to non-current liabilities in the balance sheet as at 31 August 2009 as there was no breach in the gearing ratio requirement.

B10.
Off Balance Sheet Financial Instruments

The Group does not have any off balance sheet financial instruments as at the date of this report.

B11.
Dividend


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

B12.
Earnings Per Share

The basic earnings per share for the current quarter ended 31 August 2009 has been calculated based on the net profit attributable to ordinary shareholders of ESCTB of RM749,894 divided by the weighted average number of ordinary shares of RM0.10 each in issue of 52,967,000 shares as at the quarter ended 31 August 2009.

The diluted earnings per share for the current quarter ended 31 August 2009 has been calculated based on the net profit attributable to ordinary shareholders of ESCTB of RM749,894 divided by the weighted average number of ordinary shares of RM0.10 each 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 under the employees share option scheme of 52,967,000 shares.

B13.
Material Litigation 

(a)
The Inland Revenue Board (“Plaintiff”) had brought two (2) actions against a subsidiary of the Group, GTR Ceramics Sdn Bhd (“Defendant”) at the Klang Sessions Court for the unpaid tax liabilities amounting to RM75,499.93 and at Shah Alam High Court for the unpaid tax liabilities amounting to RM469,326.34. After taking into consideration all payments which had been made by the Defendant, the current outstanding amount as of to date is RM397,920.51. The Plaintiff had withdrawn the suit filed in Klang Sessions Court on 30 July 2008.

The Plaintiff had vide a letter dated 13 October 2008 agreed to the Defendant’s several requests to settle the outstanding tax payable of RM397,920.51 (including penalty interest) by 12 installments subject to certain terms and conditions stated in the letter. Among the terms are, the company is agreeable to record consent judgment (including the 8% interest that is chargeable from the date of judgment until full realisation) and to bear the legal cost which is to be determined later by the Plaintiff. First payment has commenced on 30 October 2008 and final payment will be due 30 September 2009, where total amount payable is RM397,920.51.

(b) GTR Ceramics Sdn Bhd (“Plaintiff”) has brought actions against two customers, (“Defendant”) for goods sold and delivered. The Plaintiff is suing the first Defendant for an amount of RM183,496.00, however the first Defendant had put in a counter claim against the Plaintiff for an amount of RM165,379.55, being damages for late delivery of the goods supplied and also the breach of the agreement. As the Plaintiff’s application for a summary judgment has been dismissed, the Company put an appeal to the Judge in Chambers which is currently still pending. However, the appeal has been put on hold pending consent from the first Defendant liquidator as the first Defendant has been wound up. As the consent has been long outstanding, solicitors for the first Defendant has filed an application to discharge themselves from representing the first 
Defendant both in Klang Sessions Court and in the High Court. The Judge of Klang Sessions Court has allowed the solicitor’s application to discharge themselves on the 16 January 2009. 
The Defendant was wound up on 10 July 2007 and had filed a Proof of Debt with the Insolvency Department.
(c) As for the second Defendant the Plaintiff is suing them for a sum of RM1,272,792 being goods sold and delivered. However, the second Defendant counterclaimed against the Plaintiff for an amount of RM5,534,772 being cost of defective goods and loss of profit. As the Plaintiff’s application for a summary judgment has been dismissed, the Plaintiff has filed an application to file and serve the reply to defence and counterclaim. This matter is fixed for mention on 13 August 2009. 

Solicitors for the Plaintiff are of the opinion that the Plaintiff has merit in its claim but are unable to opine on the probable outcome of the case which is being set down for trial at this juncture as they are still in the process of gathering further documents and interviewing witnesses and as the Plaintiff has not had sight of the documents which the Defendant will be relying upon to establish its case at trial. The debt had been written off in prior years and no provision is required to be made in the financial statements.

The Plaintiff had filed an application for leave to file and serve a reply to the Defendant and the Defendant had counter claimed out of time which is now fixed for hearing on 29 October 2009.






