ESTHETHICS INTERNATIONAL GROUP BERHAD (“the Company”) (408061-P)

Notes to the Quarterly Report for the First (1st) Quarter ended 30 April 2005

A1. Basis of preparation and accounting policies

The Quarterly Report is unaudited and has been prepared in compliance with Financial Reporting Standards (“FRS”) 134 : Interim Financial Reporting and Part A of Appendix 9B of the Bursa Malaysia Securities Berhad (“Bursa Securities”) Listing Requirements, and should be read in conjunction with the audited consolidated financial statements of the Group for the financial year ended 31 January 2004. 

The accounting policies and methods of computation adopted by the Group in this Quarterly Report are consistent with those adopted in the audited consolidated financial statements for the financial year ended 31 January 2004. 

The following notes explain the 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 31 January 2005. 

A2. Audit report of previous annual financial report

The Group’s previous annual financial report for the financial year ended 31 January 2004 was not subject to any qualification.

A3. Seasonal or cyclical factors

Generally, the business of the Group experienced higher revenue in the second (2nd) half of the financial year and during the festive seasons.

A4. Exceptional items affecting financial statements

There were no exceptional items during the current financial period under review.

A5. Changes in accounting estimates

There were no changes in accounting estimates used in the preparation of financial statements that have a material effect in the current financial period. 

A6. Debts and equity securities


There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities during the financial period under review.  

A7. Dividend paid

There was no payment of dividend during the financial period under review.

A8. Segmental information

	
	Current Year Quarter
	Current Year To Date

	
	30 April 2005
	30 April 2005

	
	Segment Revenue

RM ‘000
	
	Segment Results

RM ‘000
	
	Segment Revenue

RM ‘000
	
	Segment Results

RM ‘000

	Professional services and sales
	 7,152
	
	1,193
	
	 7,152
	
	1,193

	Product distribution
	15,736
	
	   872
	
	15,736
	
	   872

	Others
	        -
	
	   (60)
	
	        -
	
	   (60)

	Total
	22,888
	
	2,005
	
	22,888
	
	2,005

	Eliminations
	(3,634)
	
	     42
	
	(3,634)
	
	     42

	Consolidated
	19,254
	
	2,047
	
	19,254
	
	2,047

	
	
	
	
	
	
	
	


A9. Property, plant and equipment

The property, plant and equipment of the Group are carried at historical cost less accumulated depreciation. Accordingly, no valuations have been brought forward from the previous annual report.

A10. Subsequent events
There were no significant subsequent events from the end of the current financial period up to the date of this announcement. 

A11. Changes in composition of the Group


There were no significant changes in the composition of the Group during the current financial period under review. 

A12. Changes in contingent liabilities 

During the financial period under review, a corporate guarantee amounting to RM8,000,000 was issued by the Company to a financial institution in consideration of credit facilities given to a subsidiary company.
A13. Capital commitments

	
	30 April 2005

	
	RM’000

	Property, plant and equipment 
	

	      Contracted but not provided for in the financial statements
	7,110


The capital commitments were mainly in respect of the construction project of the Group’s new corporate office and warehouse in Shah Alam.

A14.    Related party transactions

           There were no material related party transactions during the current financial period under review.

Additional information required by Bursa Securities Listing Requirements

B1. Review of performance

          During the quarter under review, the Group recorded revenue growth of 11.6%, from RM17.3 million to RM19.3 million, as compared to the corresponding quarter in the preceding year. The growth has been contributed by higher revenue from the distribution business in Hong Kong and from the launch of the new Radiancy beauty equipment business, offsetting a seasonal decrease in sales to local dealers. 

 
Despite the higher revenue, profit before taxation has decreased to RM2.2 million from RM3.0 million quarter-on quarter mainly due to :

i)    reduction in gross profit margin arising from the following development:

a) special sales arrangement with a major international corporate client in Hong Kong for purpose of brand promotion with minimal margin;

b) lower seasonal sales to local dealers (which contribute a high gross profit margin) arising from slower demand due to a softer retail market;  

ii) start-up investments for the new direct selling subsidiary company.

B2. Material changes in the quarterly results compared to the results of the preceding quarter

For the first (1st) quarter, the Group recorded a profit before tax of RM2.2 million over revenue of RM19.3 million during the quarter as compared to a profit before tax of RM6.1 million over revenue of RM24.3 million in the preceding quarter, being fourth (4th) quarter of the financial year ended 31 January 2005. 

Due to seasonal factors, the revenue recorded for the first (1st) quarter of the financial year has always been the lowest as compared to the other quarters.

B3. Current year prospects (commentary on next financial year)         


The wellness and beauty industry is expected to continue to grow in year 2005 while remaining competitive.

The Group’s main growth drivers, both locally and regionally, for the current financial year are as follows:

a) introduction of more new wellness products and services 

b) continuous extension of distribution network of dealers/distributors as well as corporate owned centres

c) further expansion of the fast moving consumer goods subsidiary company through new retail channels/products

d) launch of new direct selling business

e) establishment of both corporate owned and independently owned Dermalogica Consultation Centres at strategic locations

f) launch of franchise scheme 

Barring any unforeseen circumstances, the Board is cautiously optimistic about the Group performance for the financial year ending 31 January 2006.

B4. Profit forecast

Not applicable. 

B5. Tax expense


	
	Quarter ended

30 April 2005
	
	Current year to date

30 April 2005

	
	RM’000
	
	RM’000

	Current tax expense
	 
	
	

	    Malaysian   
	688
	
	688

	    Overseas
	  15
	
	  15

	Deferred tax expenses
	
	
	

	    Malaysian
	-
	
	-

	
	703
	
	703


The Group effective tax rate of 31.5% is higher than the statutory tax rate due principally to no group relief was available for losses incurred by certain subsidiaries and certain expenses being disallowed for taxation purposes.

B6. Unquoted investment and properties

There were no disposals of investment and/or properties for the current financial period under review.

B7. Quoted investment

There were no purchases and/or disposal of quoted investment for the current financial period under review.

B8. Status of corporate proposal announced and utilisation of proceeds raised from corporate proposal

Except for the listing of the Company on Bursa Securities on 11 March 2004, there were no other corporate proposals announced. Out of the RM17.505 million proceeds raised from the public issue of 23,340,000 new ordinary shares of RM0.50 each at an issue/offer price of RM0.75 per ordinary share, the following had been utilized to date :-

                                                      




Proceeds Utilisation (RM’000)











IPO

Current










Funds

Year 













To Date

30.04.05


Establishment of six (6) new Professional Skin Care Centers

2,500
             630

Refurbishment of twelve (12) existing Professional Skin Care Centers
1,000

39

Investment in information technology facilities



1,500

1,316

Advertising and promotional expenses for Esthetics Group products
1,500

266

Construction of corporate office and warehouse building


2,500

2,500

Launching of the FMCG






2,000

1,626

Overseas business expansion – Hong Kong



2,000

     -

Working capital







2,005

     -

Estimated listing expenses






2,500

2,308











_____

_____











17,505

8,685











=====

=====

B9. Borrowing and debt securities

	Borrowings
	
	Securities
	
	
	
	As at

30/04/2005

	
	
	
	
	
	
	RM’000

	Short Term
	
	
	
	
	
	

	Hire purchase liabilities
	
	Secured
	
	
	
	76

	Total short term borrowings 
	
	
	
	
	
	76

	
	
	
	
	
	
	

	Long term
	
	
	
	
	
	

	Hire purchase liabilities
	
	Secured
	
	
	
	54

	Total long term borrowings
	
	
	
	
	
	54


B10. Off balance sheet financial instruments

As at the date of this announcement, the Group has not entered into any contracts involving off balance sheet financial instruments.

B11. Changes in material litigation

There was no pending material litigation as at the date of this announcement.

B12. Dividends

          No dividend has been declared or paid for the current financial period under review (2004: Nil).

The Board of Directors has on 24th March 2005 approved a general dividend policy. It is the intention of the Board to endeavour to distribute between 30% to 50% of its net profits to shareholders, for at least the next two (2) financial years, after taking into consideration, inter alia, the performance of the Group, the availability of cash resources and reinvestment opportunities.

B13. Basic earnings per share 

The calculation of basic earnings per share for the quarter and year to date is based on the net profit attributable to shareholders and the weighted average number of shares outstanding during the quarter and year to date of 120,000,000 (2004 : 109,627,000) and 120,000,000 (2004 : 109,627,000) ordinary shares of RM0.50 each respectively.  

This announcement is dated 26th May 2005
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