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

Notes to the Quarterly Report for the Second Quarter ended 30 September 2007
A1. Basis of preparation and accounting policies

The Quarterly Report is unaudited and has been prepared in accordance with Financial Reporting Standards (“FRS”) 134 : Interim Financial Reporting and Paragraph 9.22 of the Bursa Malaysia Securities Berhad (“Bursa Malaysia”) Listing Requirements, and should be read in conjunction with the audited  financial statements for the financial year ended 31 March 2007. 

The significant accounting policies and methods of computation adopted in this Quarterly Report are consistent with those in the audited financial statements for the financial year ended 31 March 2007 except for the adoption of the following new/revised Financial Reporting Standards ("FRS") effective for financial periods beginning on or after the following dates:

Effective for financial

periods beginning

on or after

FRS 117 
Leases 







  
     1 October 2006

FRS 124 
Related Party Disclosures





     1 October 2006

The Group has not adopted FRS 139 Financial Instruments: Recognition and Measurement as its effective date has been deferred.

The adoption of the abovementioned FRSs does not result in significant changes in accounting policies of the Company, other than the change discussed below:

FRS 117: Leases

Prior to 1 April 2007, leasehold land held for own use was classified as property, plant and equipment and was stated at cost less accumulated depreciation and impairment losses. The adoption of the revised FRS 117 resulted in a change in the accounting policy relating to the classification of leases of land and buildings. Leases of land and buildings are classified as operating or finance leases in the same way as leases of the other assets and the land and buildings elements of a lease of land and buildings are considered separately for the purposes of lease classification. Leasehold land held for own use is now classified as operating lease. As such, leasehold land and the corresponding liability arising from the lease from Government have been removed from the balance sheet as at 1 January 2007. Lease payments are recognised in the income statement on an accrual basis. The Company has applied this change in accounting policy prospectively.

A2. Auditor’s report of previous annual financial report

The Group’s previous annual financial report for the financial year ended 31 March 2007 was not subject to any audit qualification.

A3. Seasonal or cyclical factors

Generally, the business of the Group experienced higher revenue in the second (2nd) and third (3rd) quarters of the financial year and during the festive seasons with correspondingly higher profits.

A4. Unusual items due to their nature, size or incidence

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows during the current quarter and financial year-to-date.
A5. Significant estimates and changes in estimates

There were no changes in estimates that had material effect on the current quarter and financial year-to-date results. 

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 except for the issuance of 12,000,000 new ordinary shares of RM0.50 each pursuant to the private placement exercise undertaken on 28 June 2007.
A7. Dividends paid

An interim dividend of 5% less 27% tax amounting to RM2,190,000 has been accrued for in the financial year ended 31 March 2007 and paid on 9 April 2007. On 10 September 2007, the Company paid a final tax exempt dividend of 5% amounting to RM3,300,000 in respect of the financial year ended 31 March 2007.

A8.   Segmental information
	
	Current Year Quarter Ended
	Current Year To Date Ended

	
	30 September 2007
	30 September 2007

	
	Segment Revenue

RM ’000
	
	Segment Results

RM ‘000
	
	Segment Revenue

RM ‘000
	
	Segment Results

RM ‘000

	Professional services and sales
	17,762
	
	2,036
	
	35,781
	
	3,067

	Product distribution
	27,429
	
	2,750
	
	56,427
	
	4,968

	Others
	-
	
	(288)
	
	-
	
	(375)

	Total
	45,191
	
	4,498
	
	92,208
	
	7,660

	Elimination
	(8,668)
	
	(253)
	
	(17,815)
	
	(608)

	Consolidated
	36,523
	
	4,245
	
	74,393
	
	7,052

	
	
	
	
	
	
	
	


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 financial report.

A10.  Subsequent event

          There was no material event subsequent to the current quarter ended 30 September 2007.
A11.  Changes in composition of the Group

EIG Global Australia Pte. Ltd


On 7 June 2007, the Company incorporated EIG Global Australia Pte. Ltd. (EIG Australia) as a wholly-owned subsidiary in Australia. The proposed business activities of EIG Australia is investment holding.  EIG Australia has yet to commence operations.
A12.  Changes in contingent liabilities 

	
	30 September 2007
	
	30 September 2007

	
	Limit (RM’000)
	
	Utilised (RM’000)

	
	
	
	

	Corporate guarantees extended by the Company to financial institutions in consideration of credit facilities given to a subsidiary company
	28,500
	
	10,140


A13.  Capital commitments

	
	30 September 
 2007

	
	RM’000

	Property, plant and equipment 
	

	    Contracted but not provided for in the financial statements
	249


A14.  Related party transactions

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

Additional information required by Bursa Malaysia Listing Requirements

B1. Review of performance

The Group recorded revenue of RM74.4 million for the financial period ended 30 September 2007 as compared to Group revenue of RM53.6 million for the financial period ended 30 September 2006. The growth has been attributed to the new contribution in revenue from wholly-owned subsidiaries namely Ina Gail Pte Ltd and Leonard Drake (S) Pte Ltd in Singapore and Leonard Drake (HK) Ltd in Hong Kong, increase in turnover from sales to Hong Kong dealers, higher sales from EIG Pharma Asia Sdn Bhd and higher revenue from Leonard Drake (M) Sdn Bhd and Asterspring Franchise International Sdn Bhd. 
	
	Current Year Quarter

30/9/2007
(RM’000)
	
	Preceding Year Corresponding Quarter

30/9/2006
(RM’000)
	
	Current Year To Date

30/9/2007
(RM’000)
	
	Preceding Year Corresponding Period

30/9/2006
(RM’000)

	
	
	
	
	
	
	
	

	Profit before tax
	4,466
	
	5,894
	
	7,318
	
	8,626

	Gain on disposal of properties,
	
	
	   
	
	
	
	 

	plant and equipment*
	-
	
	   (2,843)
	
	-
	
	 (2,843)

	
	
	
	
	
	
	
	

	
	4,466
	
	3,051
	
	7,318
	
	5,783


 
* Representing the gain on disposal of the old corporate office at Damansara Jaya, Selangor, Malaysia.

The reported profit before tax for year 2006 was higher than that of 2007 was mainly attributable to the RM2.8 million gain on disposal of properties, plant and equipment in the last financial year.  After the exclusion of the above gain on disposal, profit before tax from operating activities for the current quarter has increased by RM1.4 million or 46% while profit before tax for the six (6) months ended 30 September 2007 has increased by RM1.5 million or 27%.


         The revenue from the regional and export businesses of the Group have increased to 45% (from 20% in the previous year corresponding period) of total Group revenue. 
B2. Material changes in the quarterly results compared to the results of the preceding quarter

For the quarter ended 30 September 2007, the Group recorded profit before tax of RM4.4 million over revenue of RM36.5 million as compared to profit before tax of RM2.9 million over revenue of RM37.9 million in the preceding quarter.  The profit before tax margin has improved at 12% versus 8% for the preceding quarter.
B3. Commentary on prospects 


The wellness and beauty industry is expected to continue to grow in year 2008 while remaining competitive.

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

a) introduction of new wellness products and services; 

b) continuous extension of distribution network of dealers/distributors and corporate owned outlets;

c) expansion of the fast moving consumer goods business; 

d) growth of the direct selling business;

e) franchise scheme and expansion of the education and training business; and
f) export of Company brands.

Barring any unforeseen circumstances, the Board is cautiously optimistic about the Group performance for the financial year ending 31 March 2008.

B4. Profit forecast

The disclosure requirements for explanatory notes for the variance of actual profit after taxation and minority interest and forecast profit after taxation and minority interest are not applicable.

B5. Tax expense


	
	
	Current Year Quarter

Ended
	
	Current Year-to-date

Ended

	
	
	30 September 2007
	
	30 September 2007

	
	
	RM’000
	
	RM’000

	  Current tax expense
	
	
	
	

	     Malaysian
	
	1,020
	
	1,717

	     Overseas
	
	242
	
	525

	  Deferred tax expense
	
	
	
	

	     Malaysian
	
	(4)
	
	(340)

	     Overseas
	
	-
	
	-

	
	
	1,258
	
	1,902


The Group effective tax rate for the financial year-to-date is 26.0%. This is principally due to no group relief has been claimed for losses incurred by certain subsidiaries and certain expenses being disallowed for taxation purposes, offsetted by lower regional statutory tax rates.

B6. Unquoted investment and properties

There were no sales of unquoted investment or properties during the current quarter and financial year-to-date. 

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 

On 11 April 2007, the Company announced the implementation of a private placement of new ordinary shares of RM0.50 each representing not more than 10% of the issued and paid-up share capital.

The private placement of 12,000,000 new ordinary shares of RM0.50 each of the Company at the issue price of RM0.72 per share was granted listing and quotation on the Main Board of Bursa Malaysia on 28 June 2007. The total proceeds raised from the private placement of RM8,640,000 were utilised for working capital requirements of the Group and for defraying of expenses incidental to the private placement.

B9. Borrowings and debt securities

	Borrowings
	
	Securities
	
	
	
	As at

30 September 2007

	
	
	
	
	
	
	RM’000

	Short Term
	
	
	
	
	
	

	Hire purchase liabilities
	
	Secured
	
	
	
	25

	Total short term borrowings 
	
	
	
	
	
	25

	
	
	
	
	
	
	

	Long term
	
	
	
	
	
	

	Hire purchase liabilities
	
	Secured
	
	
	
	96

	Total long term borrowings
	
	
	
	
	
	96


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

The Company paid a final tax exempt dividend of 5% (31/3/06 final dividend : 5% tax exempt) amounting to RM3,300,000 (31/3/06: RM3,000,000) in respect of the financial year ended 31 March 2007 on 10 September 2007. 
The Board of Directors has on 25 May 2007 approved a general dividend policy. It is the intention of the Board to endeavour to distribute between 30% to 50% of the Group’s net profit, 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 (Basis EPS)
Basic EPS is calculated by dividing the net profit for the period attributable to shareholders of the Company by the weighted average number of ordinary shares in issue during the period.

	
	Current Year Quarter Ended
	Current Year To Date Ended

	
	30/9/2007
	
	30/9/2006
	
	30/9/2007
	
	30/9/2006

	Net profit attributable to shareholders of the Company (RM’000)
	3,208
	
	4,587
	
	5,416
	
	6,628

	Weighted average number of ordinary shares in issue (‘000)
	132,000
	
	120,000
	
	126,230
	
	120,000

	
	
	
	
	
	
	
	

	Basic EPS (Sen)
	2.43
	
	3.82
	
	4.29
	
	5.52


This announcement is dated 21 November 2007
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