ES CERAMICS TECHNOLOGY BHD (Company No. 627117-P)

(Incorporated in Malaysia)


NOTES TO THE INTERIM FINANCIAL REPORT

FOR THE FOURTH QUARTER ENDED 31 MAY 2011


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

A1.
Basis of Preparation

The interim financial reports 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 2010.

The accounting policies and methods of computation adopted for the interim financial statements are consistent with those adopted for the annual audited financial statements for the year ended 31 May 2010, except for the following: 

i. Adoption of new and revised Financial Reporting Standards (“FRSs”), IC Interpretation and Amendments

In the current period ended 31 May 2011, the Group adopted the following new and revised FRSs, IC Interpretation and Amendments to FRSs and IC Interpretation which are applicable to its financial statement and are relevant to its operations:

FRS 7 Financial Instruments: Disclosures

FRS 8 Operating Segments

FRS 117 : Amendments to FRS 117 Leases

Revised FRS 101, Presentation of Financial Statements

Revised FRS 123, Borrowing Costs

Revised FRS 132, Financial Instruments: Presentation

Revised FRS 139, Financial Instruments: Recognition and Measurement

IC Interpretation 10, Impairment and Interim Financial Reporting

IC Interpretation 11, FRS 2 – Group and Treasury Share Transactions

The adoption of the above FRSs and Amendments to FRSs did not have any significant impact on the financial performance and financial position of the Group other than as stated below:
FRS 8 : Operating Segments
FRS 8 requires entities to disclose segment information based on the information reviewed by the entity’s chief operating decision maker. The impact of this standard on the other segment disclosures is still to be determined. As this is a disclosure standard, it will have no impact on the financial position or financial results of the Group when implemented in the next financial year. The adoption of this Standard will only impact the form and content of disclosures and presentation of the Group’s financial statements.

Revised FRS 101, Presentation of Financial Statements

Prior to the adoption of the revised FRS 101, the components of the financial statements presented consisted of balance sheet, an income statement, a statement of change in equity, a cash flow statement and noted to the financial statements. With the adoption of the revised FRS 101, the components of the interim financial statements presented consist of a statement of financial position, a statement of comprehensive income, a statement of changes in equity, a statement of cash flows and notes to the financial statements. 

FRS 117 : Amendments to FRS 117 Leases
The amendments remove the specific guidance on classifying leasehold land as operating lease. As such, leases of land will be classified as either finance or operating lease based on the general principle of FRS 117. Consequently, upon initial application, leasehold land where in substance a finance lease will be classified from prepaid land lease payments to property, plant and equipment and measured as such retrospectively. The reclassification does not have any impact on the financial performance and earning per share of the Group.

The effect of the reclassification to the comparative of the prior year’s statement of the financial position is as follows: 

	
	As Restated 

(RM)
	As Previously Stated
(RM) 

	Condensed Consolidated Statement of Financial Position

Non-current assets

Property, plant and equipment 

Prepaid land lease payments
	23,440,427
-
	21,100,083

2,340,344


A2.
Auditors’ Report on Preceding Annual Financial Statements

The auditor’s report on the financial statements of ESCTB for the financial year ended 31 May 2010 was not subject to any audit qualification.

A3.
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.

A4.
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. 

A5.
Material Changes in Estimates 
There were no changes in estimates that have a material effect on the current quarter’s results. 

A6.
Debts and Equity Securities
Save as disclosed below, 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.

The Securities Commission, had vide its letter dated 29 September 2010 approved ES Ceramics Technology Berhad’s application on behalf of Dato’ Kamal YP Tan to seek an exemption pursuant to PN 2.9.1 of the Malaysian Code on Take-Overs and Mergers, 1998. The exemption had been granted for a period of 3 years; ie from 29 September 2010 to 28 September 2013.

Amongst others, the approval requires ES Ceramics to disclose in its annual and interim accounts and any public document, including annual reports, prospectuses and circular, the following:-
(i)
	
	Number of Shares/ Warrants
	%

	Voting Shares in ES Ceramics as at latest practicable dated prior to disclosure; ie 30 June  2011 
	169,788,000
	100.00

	Number of voting shares held by Dato’ Kamal as at the latest practicable date prior to any public disclosure; ie 30 June  2011
	39,934,500
	23.52

	Number of warrants held by Dato’ Kamal as at the latest practicable date prior to any public disclosure; ie 30 June  2011
	2,600,000
	-

	The maximum potential voting shares or voting rights of Dato’ Kamal in ES Ceramics, assuming only Dato’ Kamal exercise the warrants in full
	42,534,500
	N/A


(ii) No take–over would arise on full exercise of the warrants.
A7.
Dividend paid
There were no dividends paid for the current quarter under review.

A8.
Segmental Information

The Group operates mainly in Malaysia and Thailand. As the Group is predominantly in the business operation of hand formers, no segment reporting by business segment is prepared.

A9. 
Valuation of Property, Plant and Equipment

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

A10.
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 except for the following:-
The bondholders of Primary Collateralised Loan Obligation have approved (via an Extraordinary General Meeting on 5 July 2011) and consented to our proposal  to convert RM7.5 million of principal outstanding to a 3 years term loan with first repayment commencing in end of August 2011.
a11.
Changes in the Composition of the Group
There were no changes in the composition of the Group during the current financial quarter.

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 LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD 
B1. 
Review of Performance
For the current quarter ended 31 May 2011, the ESCTB Group recorded lower revenue of RM4.34 million, which represents a decrease of 35% as compared to revenue of RM6.62 million for the corresponding quarter of the preceding year. 
The Group achieved an operating profit of approximately RM1.26 million before one-off non-cash items adjustments for the current quarter as compared to the RM1.07 million registered in the corresponding quarter of the preceding year. The one-off non-cash items adjustments includes provision for diminishing in value of subordinated bond investment of approximately RM1.50 million, provision for slow moving inventory of RM2.80 million, goodwill written off of RM1.99 million, plant and equipment written off approximately RM0.49 million, provision for doubtful debt approximately RM0.15 million and the charge out of commercialized research and development (“R&D”) costs of RM0.37 million. These adjustments have resulted the Group suffered a Loss Before Taxation of RM6.45 million in the current quarter.
For the 12 months period ended 31 May 2011, the Group registered revenue of approximately RM20.76 million, a 17% decrease from the corresponding period of the preceding year of approximately RM25.10 million. For the same period, the Group registered a loss before taxation of approximately RM6.03 million against a profit before taxation of approximately RM2.25 million for the same period of the preceding year. This was mainly due to the reasons as mentioned above. 

B2.
Comparison with Preceding Quarter’s Results
	
	
	
	
	
	
	Current
	
	Immediate preceding
	
	

	
	
	
	
	
	
	Quarter
	
	Quarter
	
	

	
	
	
	
	
	
	31.05.2011
	
	28.02.2011
	
	Changes

	
	
	
	
	
	
	RM
	
	RM
	
	%

	Revenue
	
	
	
	
	
	4,337,673
	
	5,074,796
	
	(14.53)

	
	
	
	
	
	
	
	
	
	
	

	Profit/(loss) before tax
	
	
	
	(6,451,048)
	
	151,405
	
	(>100%)


For the current quarter, the Group recorded revenue of approximately RM4.33 million has decreased by 14.53% compared to the revenue of approximately RM5.07 million for the immediate preceding quarter.
The Group’s current quarter loss before taxation is approximately RM6.45 million compared to a profit before taxation position of approximately RM0.15 million for the immediate preceding quarter. For the quarter under review, the higher losses were due to the Group had  provision for written off subordinated bond investment, fixed assets, slow moving inventory and charge out of R&D costs for projects that have been successfully completed or commercialized during the current quarter. 

B3.
Commentary on Prospect for the Current Financial Year
The continued uncertainties of the global economic environment, high commodity prices, fluctuating in foreign exchange rates and shortage of manpower are the significant factors that have affected the Group’s profitability.
The management will continue to focus on its core business activities and forge ahead strongly with specific efforts undertaken to improve its profit margins through productivity enhancement and increase marketing efforts for products with higher margins.

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.
Taxation
	
	
	

	
	
	
	Current quarter
	Current year to date

	
	
	
	31.05.2011
	31.05.2011

	
	
	
	RM
	RM

	Current year
	-
	-

	Deferred taxation 
	(718,326)
	(718,326)

	
	(718,326)
	(718,326)


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.

B6.
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.

B7.
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.
B8.
Status of Corporate Proposals
There were no corporate proposals announced but not completed as at the date of this report. 

B9.
Borrowings and Debt Securities
The Group’s borrowings as at 31 May 2011 are as follows:

	
	At end of current quarter 31 May 2011 

(RM)

	
	Short term

Borrowings
	Long term borrowings
	Total Borrowings

	Secured:
	
	
	

	Hire Purchase
	117,230
	577,510
	694,740

	Banker Acceptance
	2,608,057
	
	2,608,057

	Term Loan
	16,794,759
	1,645,070
	18,439,829

	
	19,520,046
	2,222,580
	21,742,626


B10.
Derivative Financial Instruments

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

B11.
Material Litigation 
The Company and its subsidiaries are not engaged in any litigation, either as plaintiff or defendant, which has a material effect on the financial position of the Company and its subsidiaries as at the date of this announcement.
B12.
Dividend


No interim dividend has been declared for the current quarter under review.
B13. 
Disclosure of Realised and Unrealised Profits/(Losses)

The breakdown of the retained earnings of the Group as of 31 May 2011 into realised and unrealised profits or losses, pursuant to the directive, is as follows:


	Total group retained profits/(accumulated losses) of the Company and its subsidiaries
	Current Quarter

31.05.11

RM’000

	- Realised
	(1,794)

	- Unrealised
	651

	Less: Consolidation adjustments
	(72)

	Total group retained profits/(accumulated losses) as per consolidated accounts
	(1,215)


Comparative figures are not required in the first financial year of complying with the Realised and Unrealised Profits/Losses disclosure.
B14.
Earnings Per Share
	
	Current Quarter Ended 

31.05.11
	Current Year To Date 
31.05.11

	Net profit attributable to equity holders of the Parent (RM’000)
	(5,733)
	(5,309)

	Weighted average number of ordinary  shares in issue (‘000)
	169,788
	169,788

	Basic earnings per share (sen)   
	(3.4)
	(3.1)

	
	
	

	
	Current Quarter Ended 

31.05.11
	Current Year To Date 

31.05.11

	Net profit attributable to equity holders of the Parent (RM’000)
	(5,733)
	(5,309)

	Weighted average number of ordinary  shares in issue (‘000)
	169,788
	169,788

	Effects of dilutive : share option (‘000)
	3,799
	3,799

	Adjusted weighted average number of ordinary shares in issue and issuable (‘000)
	173,587
	173,587

	Diluted earnings per share (sen)   
	(3.4)
	(3.1)
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