Java Incorporated Bhd  (2511-M)

Incorporated in Malaysia

Explanatory Notes To The Interim Financial Report for the 2nd Financial Quarter Ending 30 June 2007
Basis of preparation 

The interim financial report is prepared in accordance with the requirements outlined in the Financial Reporting Standards (FRS) 134 - Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad and should be read in conjunction with the Group’s Annual Audited Financial Report for the Year Ended 30 June 2006.  These explanatory notes attached to the interim financial report provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the financial year ended 30 June 2006.

1. The accounting policies and methods of computation adopted for the interim financial statements are consistent with those adopted for the annual financial statements for the year ended 30 June 2006 other than adoption of  the following new  accounting policies:-

2.
Changes in Accounting Policies


The accounting policies adopted for the preparation of this interim financial report are consistent with those adopted for the financial year ended 30 June 2006 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for financial periods beginning on or after 1 January 2006:

FRS 2 

Share-Based Payment

FRS 3 

Business Combinations

FRS 101
Presentation of Financial Statements

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in Estimates and Errors

FRS 110
Events after the Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 121
The Effect of changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements

FRS 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

2.
Changes in Accounting Policies (Continued)
The Group has elected not to adopt the following new and revised FRSs prior to their respective effective dates of commencement as stipulated by MASB:-

FRS117

Leases

FRS119

Employees Benefits

FRS124

Related Party Disclosures
The adoption of new/revised FRS does not have significant financial impact on the Group.  The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are summarised below:-
2.1
FRS 101, Presentation of Financial Statements 
The adoption of the revised FRS101 has affected the presentation of the minority interest in the consolidated balance sheet, income statement and the statement of changes in equity of the Group.  In prior years, minority interests at the balance sheet date were presented in the consolidated balance sheet separately from liabilities and as a deduction from net assets.  Minority interests in the results of the Group for the year were also separately presented in the income statement as a deduction before arriving at the profit attributable to shareholders.

In the consolidated balance sheet, minority interest is now presented within equity, separately from the equity attributable to the equity holders of the Company.  In the consolidated income statement, minority interest is presented as an allocation of the net profit or loss for the period between the minority interests and the equity holders of the Company.  On the face of the statement of changes equity, total recognised income and expenses for the period, showing separately the amount attributable to equity holders of the parent and to minority interest.
The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS101, with the comparatives restated to conform with the current period’s presentation. 
3.
Audit report of the preceding annual financial statements

There was no qualification of the Group’s audited annual financial statements for the year ended 30 June 2006. 

4.
Seasonality or cyclicality of operations

The business operations of the Group were generally affected by the seasonal changes in weather and buying patterns.

5.
Items of unusual nature, size or incidence

There were no items of unusual nature, size or incidence affecting assets, liabilities, equity, net income or cash flows of the interim financial report.

6.
Changes in estimates  

There were no changes in estimates that have had material effects in the current quarter.

7.
Issuance and repayment of Debt and Equity Securities

There were no issuance and repayment of Debt and Equity securities in the current quarter.

8.
Dividends
The Company paid a final dividend of 3% less tax amounting to RM3.120 million in respect of the financial year ended 30 June 2006 on 30 January 2007.
9.
Segmental Information

The Group’s business has been re-organised into 3 segments as follows:-

Timber Products        - 
Harvesting and trading of raw timber products (forestry management division) and manufacturing and trading of downstream timber products (manufacturing division)

Plantation 
            -   Oil palm plantation

Investment Holding

9.
Segmental Information (Continued)
The segment revenue and segment results for business segments for the current financial quarter to date are as follows:-
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Holding EliminationsConsolidated

RM'000 RM'000 RM'000 RM'000 RM'000

Segment Revenue

External revenue 149,043               -                -                 -                   149,043          

Intersegment revenue 51,217                 -                2,160             (53,377)           -                   

Total revenue 200,260               -                2,160             (53,377)           149,043          

Segment Result

Operating profit 46,472 (14)                (648) 45,810

Finance costs (net) (439)                      -                (188)               (627)                 

Taxation (126)                      -                -                 (126)                 

Net Profit After Taxation 45,907 (14)                (836) -                   45,057

Minority interest -                        -                -                 -                   

Net Profit for the period 45,907 (14)                (836) -                   45,057


 No geographical analysis has been prepared as the Group operates wholly in Malaysia.

10.
Property, plant and equipment

The valuation of property, plant and equipment has been brought forward without any amendments from previous annual financial statements.

11.
Subsequent events

There were no significant events subsequent to the end of the current quarter.

12.
Changes in the composition of the Group
There were no changes in the composition of the Group during the financial quarter ended 31 December 2006. 

13.
Contingent liabilities / assets 


There were no material commitments and contingent assets or liabilities as at the date of this report other than:-

(i) a bank guarantee issued by a subsidiary, in favour of a third party amounting to RM1,050,000/- as performance bond, and 

(ii) corporate guarantees issued by Java Incorporated Bhd in favour of a licensed bank amounting to RM1,346,000/- for the credit facilities granted to its subsidiaries.

14.
Related party transactions
There were no significant related party transactions during the quarter except for rental of office premises amounting to RM34,266/- paid to Desa Samudra Sdn. Bhd., a company in which a director, Dato’ Choo Keng Weng has financial interest.  This transaction has been entered into in the normal course of business and has been established in commercial terms.

15.
Review of Performance 


The revenue for the reported quarter of RM68.329 million has increased as compared to that RM58.558 million recorded for the corresponding quarter of last year.  At the operational level, the Group’s operating profit improved from RM6.833 million recorded in the corresponding quarter of last year to the current quarter of RM30.234 million.  The significant increase in the profit was mainly attributable to the overall better timber prices achieved by the Group and the efficiency achieved in the manufacturing division.

The Group net profit for the reported quarter increased from RM3.994 million to RM28.030 million as compared to the corresponding quarter of last year. 

16.
Material Changes in results compared with immediate preceding quarter



The operating profit of the Group increased from RM22.403 million in the immediate preceding quarter to RM30.234 million for the reported quarter.  The Group’s revenue for the reported quarter of RM68.329 million is lower than RM80.714 million recorded for the immediate preceding quarter.  
The net profit of the Group increased from RM17.027 million from the immediate preceding quarter to that of RM28.030 million for the quarter under review. 

The favourable profit margin achieved by the Group mainly due to the overall better timber prices.
17.
Current year prospects
The timber prices are generally sustainable in the near future in view of the sustained demand from Japan, China and Europe, and also the decreasing in supply from Indonesia. The Group’s earning is expected to benefit from the favourable price trend.  However, the adverse weather conditions would impede the log extraction activity which may affect the performance of the Group.

Barring any unforeseen circumstance, the directors are optimistic that the Group’s performance for the current financial year will remain satisfactory.

18.
Profit forecast or profit guarantee

The disclosure requirements for explanatory notes for the variance of actual profit after tax and shortfall in profit guarantee are not applicable.
19.
Taxation


The taxation charges of the Group for the period under review are as follows:-



[image: image2.emf]31.12.2006 31.12.2005 31.12.2006 31.12.2005

RM'000 RM'000 RM'000 RM'000

Current tax expense

Malaysian - Current -                          (345)                        -                          (563)                       

                      - Prior year -                          -                          (117)                        -                         

                      - Overprovision (9)                            -                          (9)                            -                         

Deferred tax expense

-                          -                          -                          -                         

(9)                            (345)                        (126)                        (563)                       

3 months ended 6 months ended



No tax charge for the financial quarter under review due principally to the utilisation of capital allowances and tax losses by certain subsidiaries.
20.

Profits/Losses on sale of unquoted investments and/or properties


There were no sales of unquoted investments and/or properties for the quarter reported.

21.
Quoted Shares


(a)
There were neither purchases nor disposals of quoted securities by the Group for the quarter reported.


(b)

The investments in quoted shares as at the end of the quarter reported is as follows: -

	Investments in quoted shares
	RM

	At cost
	3,701.15

	At carrying value/book value (after provision for diminution in value)
	-

	At market value (as at 26 February 2007)
	1,240.00


22.
Corporate Proposals


There were no corporate proposals announced but not completed not later than seven (7) days from the date of this interim report. 

23.
Group borrowings and debt securities 


The Group’s borrowings as at the end of the reporting period are as follows: -



[image: image3.emf]31.12.2006 30.6.2006

RM'000 RM'000

Short term borrowings 

-Secured

Hire Purchase Creditors 381                  473                 

Bankers' Acceptance 11,126             5,086              

Term Loans 7,018               12,734            

Long term borrowings 

-Secured

Hire Purchase Creditors 1,486               1,153              

Term Loans 142                  151                 

Total

20,153             19,597            



All borrowings are denominated in Ringgit.

24.
Off Balance Sheet Financial Instruments


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

25.
Material Litigation



There were no material litigations as at the date of this report.

26.
Earnings per share (“EPS”) 
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RM'000 RM'000 RM'000 RM'000

Profit/(loss) attributable to members  28,030         3,994           45,057          6,452               

Number of  shares in issue 165,261       165,261      165,261        165,261          

Weighted number of  shares in issue/issuable 192,853       189,859      195,720        189,859          

Basic EPS (Sen) 16.96           2.43             27.26            3.91                 

Diluted EPS (Sen) 14.53           2.12             23.02            3.41                 

3 months ended 6 months ended


26.
Earnings per share (“EPS”) (Continued)

Number of shares in issue/issuable was calculated as shown below:-
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RM'000 RM'000 RM'000 RM'000

Number of :

   Ordinary shares in issue 144,461 144,461 144,461 144,461

   ICCPS  20,800 20,800 20,800 20,800             

165,261 165,261 165,261 165,261

Effects of dilution:

   Conversion of warrants

   in issue/ issuable 24,598 24,598              24,598 24,598             

 *Conversion of weighted average 

   number of share options 2,994 -                    5,861 -                   

192,853 189,859 195,720 189,859

3 months ended 6 months ended



Assumption:

*ESOS are exercised at the date of ESOS granted and the ordinary shares to be issued under ESOS are deemed to have been issued for a consideration of RM1.00 each.

By order of the Board,

Ng See Yen 

Date: 27 February 2007
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