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

Part A: Explanatory Notes Pursuant to Financial Reporting Standard (“FRS”) 134
A1. Basis of preparation and accounting policies

The unaudited interim financial statements for the third quarter ended 31 December 2010 has been prepared in accordance with FRS 134: Interim Financial Reporting and Paragraph 9.22 of the Main Market Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia”), and should be read in conjunction with the audited financial statements for the financial year ended 31 March 2010. 

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 March 2010 except for the adoption of the following FRSs, Amendments to FRSs and Interpretations with effect from 1 April 2010.
On 1 April 2010, the Group adopted the following new and revised FRSs, Amendments to FRSs and Interpretations which are applicable to its financial statements and are relevant to its operations:
FRS 4


Insurance Contracts

FRS 7


Financial Instruments: Disclosures

FRS 8


Operating Segments
FRS 101


Presentation of Financial Statements (Revised 2009)
FRS 123


Borrowing Costs

FRS 139


Financial Instruments: Recognition and Measurement

	Amendment to FRS 1
	First-time Adoption of Financial Reporting Standards


Amendment to FRS 2

Share-based Payment – Vesting Conditions and Cancellations

Amendment to FRS 7

Financial Instruments: Disclosures

Amendment to FRS 8

Operating Segments

Amendment to FRS 107
Statement of Cash Flows

Amendment to FRS 108
Accounting Policies, Changes in Accounting Estimates and Errors

Amendment to FRS 110
Events after the Reporting Period

Amendment to FRS 116
Property, Plant and Equipment
Amendment to FRS 117
Leases

Amendment to FRS 118
Revenue

Amendment to FRS 119
Employee Benefits

Amendment to FRS 120
Accounting for Government Grants and Disclosure of Government Assistance

Amendment to FRS 123
Borrowing Costs

Amendment to FRS 128
Investments in Associates
Amendment to FRS 129
Financing Reporting in Hyperinflationary Economies

Amendment to FRS 131
Interest in Joint Ventures

Amendment to FRS 132
Financial Instruments: Presentation

Amendment to FRS 134
Interim Financial Reporting

Amendment to FRS 136
Impairment of Assets

Amendment to FRS 139
Financial Instruments: Recognition and Measurement

Amendment to FRS 140 
Investment Property
IC Interpretation 9

Reassessment of Embedded Derivatives 

IC Interpretation 10

Interim Financial Reporting and Impairment 

IC Interpretation 11

FRS 2: Group and Treasury Share Transactions

IC Interpretation 13

Customer Loyalty Programmes

IC Interpretation 14
FRS 119: The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction

Other than for the application of FRS 101, the application of the above FRSs, Amendments to FRSs and Interpretations did not result in any significant changes in the accounting policies and presentation of the financial results of the Group.

(a) FRS 101: Presentation of Financial Statements (FRS 101)
FRS 101 separates owner and non-owner changes in equity.  Therefore, the current consolidated statements of changes in equity only include details of transactions with owners.  The total comprehensive income for the period is presented as a one-line item in the statements of changes in equity.  Comparative information had been re-presented so that it is also in conformity with the revised standard.  This standard does not have any impact on the financial position and results of the Group.

With the adoption of the revised FRS 101, a new capital disclosure is made to explain the Group’s capital management objectives, policies and strategies; how it manages capital and whether the objectives for capital management have been achieved.  The details of the capital management disclosures are provided in Note A6.

A2. Auditor’s report on preceding annual financial statements
The auditors’ report on the financial statements for the financial year ended 31 March 2010 was unqualified.

A3. Comments about seasonal or cyclical factors

The business operations of the Group were not materially affected by any seasonal or cyclical factors during the financial period under review; except for the salons operations which are generally affected by the major festive seasons.
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. Capital management, issuances, repurchases, and repayments of debts and equity instruments
      The details of the issuance and repayment of debt and equity instruments in the current financial year-to-date are as follows:







 












31 Dec 2010







    




     RM’000
(a) Drawdown on revolving credit and bank acceptance 




6,013
(b) Repayment of bank borrowings

   




     58
A7. Dividends paid

The Company paid an interim dividend of 2% less 25% tax amounting RM990,000 in respect of the financial year ended 31 March 2010 on 30 April 2010. On 15 October 2010, the Company paid a final dividend of 1% less 25% tax amounting to RM495,000 in respect of the financial year ended 31 March 2010.

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

	
	31 Dec 2010
	31 Dec 2010

	
	Segment Revenue

RM ’000
	
	Segment Results

RM ‘000
	
	Segment Revenue

RM ‘000
	
	Segment Results

RM ‘000

	Professional services and sales
	14,733
	
	    (6,168)
	
	53,833
	
	(6,275)

	Product distribution
	24,408
	
	(5,379)
	
	87,656
	
	(25,455)

	Others*
	-
	
	(262)
	
	-
	
	(668)

	Total
	38,641
	
	(11,809)
	
	140,989
	
	(32,398)

	Elimination
	(6,149)
	
	803
	
	(29,775)
	
	689

	Consolidated
	32,992
	
	(11,006)
	
	111,714
	
	(31,709)


* Others comprise of investment holding and investment in properties.

A9.   Property, plant and equipment

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

A10. Subsequent event

(i) On 25February 2011, Lexwel International Sdn Bhd (LISB), a wholly-owned subsidiary, have made a declaration that LISB cannot, by reason of its liabilities, continue its business and the said declaration has been lodged with the Companies Commission of Malaysia. Pursuant to Section 255 of the Companies Act, 1965, the directors of LISB have on 25 February 2011 appointed Mr Mak Kum Choon and Mr Ng Meng Kwai of Deloitte Corporate Solutions Sdn Bhd as Provisional Liquidators of LISB to take control of the company’s affairs until the convening of the EGM of LISB to pass a special resolution to wind up LISB under Creditors’ Voluntary Liquidation and the appointment of Joint and Several Liquidators which shall be determined at the Creditors’ Meeting. 

LISB was incorporated on 26 February 2005 as a private company limited by shares in Malaysia under the Companies Act, 1965 and has authorised capital of RM25,000,000  divided into 25,000,000 ordinary shares of RM1.00 each. The issued and paid-up capital of LISB is RM13,703,961 comprising of 13,703,961 ordinary shares of RM1.00 each.  The previous principal activity of LISB is the direct selling of personal health care and skin care products.  
The voluntary winding up of LISB will result in a charge to the Group’s income statement approximately RM5.3 million (involving write off properties, plant and equipment, write off of inventories, write off receivables, deposits and prepayments, reversal of deferred tax assets, employees’ compensation costs and other anticipated direct costs involved) and will have an adverse effect on the earnings for the current financial year ending 31 March 2011. However, it is not expected to have material impact on net assets per share for the current financial year ending 31 March 2011.
(ii) Effective 1st January 2011, Dermal Esthetical Sdn Bhd (DESB) and EIG Global (China) Co Ltd, wholly owned subsidiaries of the Company have entered into a new exclusive Distributorship Agreement with Dermalogica Inc for a period of 5 years, with the option to renew for a further period of 5 years.. The Distribution Agreements grants the Group the exclusive rights to distribute Dermalogical skin care products in Malaysia, Indonesia, Hong Kong, Singapore, Thailand, Brunei, Philippines and Southern China for the eight (8) provinces of Guangdong, Fujian, Guangxi, Hainan, Hunan, Jiangxi, Yunnan and Guizhou. Under the agreement with DESB, the Group is also the authorized and designated supplier of Dermalogica products to Vietnam and Combodia. The above exclusive distributorship is expected to contribute positively to the future profits, earnings per share and net assets of the Group.
(iii) On 25 February 2011, the Company has entered into a Memorandum of Understanding (MOU) with Sassicaia Strategic Holdings Sdn Bhd (SSH) for the restructuring of Shareholders’ Agreement and Distribution Agreement in respect of EIG Medklinn Sdn Bhd (EMSB). Pursuant to the MOU, SSH and/or a party nominated by SSH will purchase 25% of all outstanding shares of EMSB from the Company and be given a option by the Company to purchase the remaining 25% of all outstanding shares of EMSB from now until 31 March 2013. According to the terms of the MOU, the Distribution Agreement with Medklinn International Sdn Bhd is to be discontinued on an effective date to be mutually agreed upon whereby the Company will stop selling Medklinn products and progressively hand over the distribution channels to SSH. The MOU is in line with the Group’s strategic plan to refocus on its core business.
A11. Changes in composition of the Group
(i) On 5 October 2010, EIG Medklinn Sdn Bhd a 50% owned subsidiary of the Company has acquired 2 ordinary shares of RM1.00 each fully paid representing 100% equity interest in Medklinn Manufacturing Sdn Bhd (MMSB) for a cash consideration of RM2.00. MMSB is a private company limited by shares incorporated in Malaysia and has an authorized share capital of RM100,000 consisting of 100,000 ordinary shares of RM1.00 each, of which 2 ordinary shares have been issued and are fully paid-up. The principal activities of MMSB are manufacturing of health, wellness and consumer products.
(ii) On 1 Dec 2010, Oxion Pte Ltd a wholly-owned subsidiary of EIG Medklinn Sdn Bhd. which in turn is a 50% owned subsidiary of the Company, has acquired 1ordinary share of SGD1.00 fully paid representing 100% equity interest in Medklinn International Pte Ltd (MIPL) for a cash consideration of SGD1.00. MIPL is a private company limited by shares incorporated in Singapore with an issued and paid-up capital of SGD1.00. The principal activities of MIPL are manufacturing and trading of health, wellness and consumer products.
A12. Changes in contingent liabilities 
	
	31 Dec 2010
	
	31 Dec 2010

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

	
	
	
	

	Guarantees given to financial institutions

 for facilities granted to subsidiaries
	33,100
	
	20,456


A13.  Capital commitments
	
	31 Dec 2010

	
	RM’000

	Property, plant and equipment 
	

	Approved and contracted for
	849 

	    Approved but not contracted for 
	-

	
	849


   A14.  Related party transactions
There were no material related party transactions during the current financial period under review.
Part B - Explanatory Notes Pursuant to Appendix 9B of the Main Market Listing Requirements of Bursa Malaysia Securities Berhad

B1. Review of performance
The Group recorded revenue of RM111.7 million for the financial period ended 31 December 2010, in comparison to RM127.7 million for the preceding year corresponding quarter, representing a decrease of RM16.0 million or 12.5%. The decrease is materially due to the deferment of revenue recognition of salon membership sales to match the utilisation of the prepaid services which has resulted in an increase in deferred revenue to RM11.8 million as at 31st December 2010, as well as the cessation of the Group’s multi level marketing operation.  
 

   
The loss before tax and net loss recorded were RM32.6 million (2009: profit before tax of RM9.0 million) and RM32.5 million (2009: net profit of RM5.1 million) respectively.
   The contributing factors for the decrease in the profit before tax of the Group are summarised as follows:

(i) inventories written off of RM14.1 million, mainly due to the discontinuation of non-profit making brands and stocks obsolescence;
(ii) Deferred revenue of RM8.3 million recognised from salon membership sales;

(iii) Loss of RM4.8 million (excluding inventories written off amounted to RM1.7 million as mentioned on point (i) above) due to discontinuation the operations of Lexwel Group of companies as mentioned in note B8;
(iv) Provision to make good or reinstate renovation in respect of salon and kiosks in Malaysia totalling RM1.3 million;
(v) higher advertising and promotion expenses, which have largely been incurred to grow and maintain the competitiveness of Clinelle; 

(vi) higher operating expenses of Clinelle businesses in Shanghai and Guangzhou, China and Philippines which were not incurred in the previous year corresponding quarter;

(vii) higher share of loss in associates in Thailand, partly attributable to the local political situation.

The revenue from the regional and export businesses of the Group for the current period under review was 44% (2009: 49%).
B2. Material changes in the quarterly results compared to the results of the preceding quarter

For the quarter ended 31 December 2010, the Group recorded loss before tax of RM11.4 million from revenue of RM33.0 million, as compared to loss before tax of RM18.4 million from revenue of RM38.8 million in the preceding quarter. 

B3. Commentary on prospects 

The wellness and beauty industry is expected to continue to experience moderate growth in year 2010 while remaining competitive.

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

a) continuous extension of professional distribution channel and corporate salons;
b) expansion of the Consumer Care Product Division business; and 

c) export of Company brands;
Barring adverse development in local and regional market conditions, the Board is adopting focused and prudent strategies to consolidate the existing business operations and resources, discontinue non-profitable businesses and expand the geographic coverage of the Group to improve profitability.

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

	
	
	31 Dec 2010
	
	31 Dec 2010

	
	
	RM’000
	
	RM’000

	  Current tax 
	
	
	
	

	     Malaysian
	
	50
	
	1,109

	     Overseas

	
	(1)
	
	(1)

	  Deferred tax 
	
	
	
	

	     Malaysian
	
	(237)
	
	(281)

	     Overseas
	
	(453)
	
	(952)

	
	
	(167)
	
	(125)


The Group’s effective tax rate for the current financial year-to-date presented above are disproportionate to the Malaysian statutory tax rate principally due to group tax relief not being  available to off-set Group profits against certain loss making Malaysian and regional subsidiaries for the period.
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 25 August 2010, the Company has approved the cessation of the business operation of the Lexwel Group comprising three (3) wholly owned subsidiary companies, Lexwel International Sdn Bhd (LIMSB), Lexwel International (S) Pte Ltd (LISPL) and PT EIG Lexwel (PTEL).
Lexwel Group’s businesses commenced operations in August 2005 in Malaysia, October 2006 in Singapore and May 2009 in Indonesia. Due to the continuous highly competitive and challenging business environment in the multi-level marketing industry and the challenges in recruiting and maintaining the active multi-level marketing members to sustain the profitability of the business operations, Lexwel Group has posted losses since commencement of operations (except for the financial year ended 31 March 2007). Losses incurred have had a significant negative impact on the EIG Group’s earnings since 2005.
The Board had, after taking into consideration all aspects of Lexwel Group’s operation, including its expected future viability and profitability, resolved to discontinue the business operations of the Lexwel Group.  This was announced to Bursa Malaysia on 3 September 2010.
The cessation will result in a charge to the Group’s income statement of approximately RM6.5 million (involving write of properties, plant and equipment, write off of inventories, write off receivables, deposits and prepayments, reversal of deferred tax assets, employees’ compensation costs and other anticipated direct costs involved) and will have an adverse effect on the earnings and net assets per share for the current financial year ending 31 March 2011. 

No major liabilities will be assumed by the Group from the cessation of Lexwel Group.   

B9. Borrowings and debt securities

	
	
	
	
	31 Dec 2010

	Borrowings
	
	
	
	RM’000

	
	
	
	
	

	Current
	
	
	
	

	Revolving credit
Bank Acceptance
	
	                                
	    
	5,300
713

	
	
	
	
	

	
	
	
	
	


B10. Derivative financial instruments

With the adoption of FRS 139, financial derivatives are recognised on their respective contract dates.  

As at the date of the statement of financial position of 31 December 2010, the Group had no outstanding contracts involving derivative financial instruments.
For the period ended 31 December 2010, was no significant change in the Group’s explosure to credit risk, market risk and liquidity risk from the previous financial year.  Also, there have been no changes to the Group’s risk management objectives, policies and process since the previous financial year end.

B11.     Gains and Losses arising from fair value changes of financial liabilities

       No gains or losses are recognised for changes in the fair values of financial liabilities.
B12.     Changes in material litigation

 There was no material litigation against the Group as at the reporting date.
EIG Pharma Asia Sdn Bhd (“EIGPA”), a wholly owned subsidiary has an on-going adversarial proceeding in the United States Bankruptcy Court Northern District of California against a product supplier claiming for fraud and other causes of action for monetary damages of US$232,050.00.  The case is currently proceeding in its pre-trial state.  Based on the advice of EIGPA’s legal counsel, it is probable that EIGPA will prevail and obtain a judgement against the product supplier.  The above balance receivable is included in the receivable, deposits and prepayment of the Group.

B13.      Disclosure of realised and unrealised profits or losses of the Group
	
	As at 31/12/2010
	
	As at 30/9/2010
	
	As at 31/3/2010

	
	RM
	
	RM
	
	RM

	Total retained profit of the Company and its subsidiaries:
	
	
	
	
	

	- Realised
	22,163
	
	33,980
	
	*

	- Unrealised
	1,754
	
	1,064
	
	*

	
	23,917
	
	35,044
	
	

	
	
	
	
	
	

	Total share of accumulated losses from associated companies:
	
	
	
	
	

	- Realised
	(879)
	
	(559)
	
	*

	- Unrealised
	-
	
	-
	
	*

	
	(879)
	
	(559)
	
	

	
	
	
	
	
	

	Total group retained profits as per consolidated accounts
	23,038
	
	34,485
	
	*


* Note: Comparative figures are not required in the first financial year of complying with the

Realised and Unrealised Profits/Losses Disclosure.
B14.     Dividends

The Company paid a final dividend of 1% less 25% tax (31/3/2009 : final dividend of 3% less 25% tax) amounting to RM495,000 (31/3/2009: RM1,485,000) in respect of financial year ended 31 March 2010 on 15 October 2010. 
The Board of Directors do not recommends any interim dividend for the current financial year 

(31/3/10: interim dividend of 2% less 25% tax amounting to RM990,000).
Except for the financial year ended 31 March 2010, the Board intends to continue to adopt the general dividend policy as approved on 27 May 2009, endeavouring to distribute between 25% to 50% of the Group’s net profit 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.
B15.   Basic earnings/ (loss) per share (Basis EPS)
Basic EPS is calculated by dividing the net profit / (loss) for the period attributable to equity holders 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

	
	31/12/2010
	
	31/12/2009
	
	31/12/2010
	
	31/12/2009

	(Loss)/ profit attributable to equity holders of the Company (RM’000)
	(10,952)
	
	1,754
	
	(32,065)
	
	5,349

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

	
	
	
	
	
	
	
	

	Basic EPS (Sen)
	(8.30)
	
	1.33
	
	(24.29)
	
	4.05


B16.     Authorised for issue
The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution of the Directors on 28 February 2011.
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