NOTES TO THE INTERIM FINANCIAL STATEMENTS

A1. 
BASIS OF PREPARATION


The interim financial statements are unaudited and has been prepared in accordance with the requirements of Financial Reporting Standard (FRS) 134 “Interim Financial Reporting” (Previously known as MASB 26) issued by the Malaysian Accounting Standard Board and paragraph 9.22 and Appendix 9B of the Listing Requirements of the Bursa Malaysia Securities Berhad. The interim financial statements should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 October 2006.

The explanatory notes attached to the interim financial statements 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 31 October 2006.


A2. 
CHANGES IN ACCOUNTING POLICIES


Adoption of New Financial Reporting Standards


The significant accounting policies and methods of computation adopted by the Group in these quarterly financial statements are consistent with those adopted in the most recent annual audited financial statements for the year ended 31 October 2006, except for the adoption of the following new Financial Reporting Standards (“FRSs”) effective from the period beginning 1 November 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 Accounting Estimates and Errors

FRS 110
Events after the Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 117
Leases

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 124
Related Party Disclosures

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

Except as disclosed below, the adoption of the above FRSs does not have any significant financial impact to the Group.

(a) FRS 101 : Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net after-tax result of associates and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity wherein total recognized income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.

(b) FRS 2 : Share-based Payment

The adoption of FRS 2 requires the Company to recognise share-based payment transactions in its financial statements including transactions with employees or other parties to be settled in cash, other assets, or equity instruments of the Company

The Company operates an equity-settled, employees’ share option scheme (“ESOS”) whereby share options are granted to eligible employees of the Group.

Prior to 1 January 2006, share options granted to employees were not recognised as compensation expense in the income statement. With the adoption of FRS 2, the fair value of the employee services received in exchange for the grant of the options is recognised as an expense in the income statement. The total amount to be expensed over the vesting period is determined by reference to the fair value of the options granted, excluding the impact of any non-market vesting conditions. For the purpose of determining the fair value of the option granted, a binomial options pricing model has been adopted. Non-market vesting conditions are included in assumptions about the number of options that are expected to become exercisable. At each balance sheet date, the Group revises its estimates of the number of options that are expected to become exercisable. It recognises the impact of the revision of original estimates, if any, in the income statement, and a corresponding adjustment to equity over the remaining vesting period. For options granted to the employees of subsidiaries, the expense will be recognised in the subsidiaries financial statements over the vesting period.

In accordance to the transitional provisions of FRS 2, the Group is to apply this FRS retrospectively in respect of equity instruments granted after 31 December 2004 and not vested as at 1 January 2006.

The Company however has ascertained that the financial impact arising from the retrospective application of FRS 2 to the Group to be immaterial and hence, the financial statements for the year ended 31 October 2006 are not restated.

(c)
FRS 117 : Leases

The adoption of the revised FRS 117 has resulted in a retrospective change in the accounting policy relating to the classification of leasehold land. The up-front payments made for the leasehold land represents prepaid lease payments and are amortised on a straight-line basis over the lease term. A lease of land and building is apportioned into a lease of land and a lease of building in proportion to the relative fair values of the leasehold interests in the land element and the building element of the lease at the inception of the lease. Prior to 1 November 2006, leasehold land was classified as property, plant and equipment and was stated at valuation less accumulated depreciation and impairment losses.

Upon the adoption of the revised FRS 117 at 1 November 2006, the unamortised revalued amount of leasehold land is retained as the surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions of FRS 117. The reclassification of leasehold land as prepaid lease payments has been accounted for retrospectively.

(d) FRS 3 : Business Combination, FRS 136 : Impairment of Assets and FRS 138 : Intangible Assets

The adoption of FRS 3 has resulted in consequential adoption of, inter alia, two other accounting standards, FRS 136 and FRS 138 that have an impact on the financial statements of the Group.

The adoption of FRS 136 and FRS 138 has resulted in the Group ceasing annual goodwill amortisation. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognised in profit or loss and subsequent reversal is not allowed. Prior to 1 November 2006, goodwill was amortised on a straight-line basis over its estimated useful life of 20 years. This change in accounting policy has been accounted for prospectively for business combinations.

The transitional provisions of FRS 3 requires the Group to eliminate at 1 November 2006 the carrying amount of the accumulated amortisation of RM894,875 against the carrying amount of goodwill of RM1,191,023. 

Thereafter, the carrying amount of goodwill as at 1 November 2006 of RM296,148 ceased to be amortised and instead be tested for impairment annually.
A3.
AUDITOR’S REPORT ON PRECEDING ANNUAL FINANCIAL

STATEMENTS

The auditor’s report on the financial statements for the year ended 31 October 2006 was not qualified.

A4.
SEASONAL OR CYCLICAL FACTORS


The principal business operations of the Group has historically shown moderate seasonality, where production and sales of furniture are generally lower in the beginning of the calendar year due to the local festive period as well as the summer holiday in the middle of the year.

A5.
EXCEPTIONAL, EXTRAORDINARY OR UNUSUAL ITEM


There was no item of exceptional, extraordinary or unusual in nature, size or incidence in the financial quarter under review.

A6.
CHANGES IN ESTIMATE


Not applicable.

A7.
ISSUANCE, REPURCHASE AND CANCELLATION OF SHARES



ESOS


During the financial quarter ended 31 January 2007, no new shares have been issued to eligible employees under the Poh Huat Employees’ Share Option Scheme (“ESOS”).  


Warrants 2003/2008


During the financial quarter ended 31 January 2007, no new shares have been issued from the exercise of the Warrants 2003/2008 issued by the Company.


Save for the above, the Company has not issued any other shares, debts or convertible securities. 


The Company has been authorised by shareholders to re-purchase its own shares but has not purchased any of its own shares during the financial year. As such, there are no shares being resold, cancelled or retained as treasury shares by the Company.

A8.
DIVIDENDS PAID


No dividends were paid for the quarter ended 31 January 2007.

A9.
SEGMENTAL REPORTING


No segmental reporting by activities is prepared as the Group is principally involved in a single line of business, namely the manufacture and sale of furniture.  


The Group has overseas investments and operations. The year-to-date segmental report by geographical location is as follows:-



Turnover
Profit / (Loss)




Before Tax



Year to Date 
Year to Date



RM’000
RM’000


Malaysia
  53,579
 3,240
Vietnam
 46,229
1,984
South Africa
2,539
 (97)
China
-
(9)

 ----------
----------

Total
102,347
5,118

 ======
 ======

A10.      CARRYING AMOUNT OF REVALUED ASSETS


The carrying values of land and buildings have been brought forward, without amendments from the previous annual financial statements.
A11.
MATERIAL EVENTS SUBSEQUENT TO THE END OF THE PERIOD

There
were no material events subsequent to the period ended 31 January 2007 that have not been reflected in the financial statements of the interim period.




A12.
CHANGES IN THE COMPOSITION OF THE GROUP

There were no changes in the composition of the Group during the current quarter ended 31 January 2007.

A13.
CHANGES IN CONTINGENT LIABILITIES / ASSETS

There were no changes in contingent liabilities or contingent assets since the last annual balance sheet as at 31 October 2006.
A14.
CAPITAL COMMITMENT


As at 31 January 2007, there are no capital commitments incurred by the Group.

A15.
SIGNIFICANT RELATED PARTY TRANSACTIONS



Quarter
Year




Under Review
To Date




RM’000
RM’000





Purchase of packaging materials by 

            
      
the Poh Huat Group from the Ornapaper 
2,289
          2,289
Group of Companies #


# 
Mr Tay Kim Huat, the Managing Director and major shareholder of the Company has, with effect 1 August 2004, became a director and substantial shareholder of Ornapaper Vietnam Co Ltd, a 55% owned subsidiary of Ornapaper Berhad 

BMSB LISTING REQUIREMENTS
B1.
PERFORMANCE REVIEW

The Group’s revenue for the current quarter ended 31 January 2007 increased to RM102.35 million compared to the RM86.79 million recorded in the previous year’s corresponding quarter ended 31 January 2006. The higher turnover achieved during the quarter was mainly attributable to substantial increase in shipment of furniture from the Vietnamese operations notwithstanding a slight drop in the Malaysian operations. During the quarter, the Vietnamese operations’ turnover was RM46.23 million compared to RM27.91 million achieved in the previous year’s corresponding quarter ended 31 January 2006.

The gross profit margin of the Group also improved significantly from RM10.90 million for the previous corresponding period ended 31 January 2006 to RM15.35 million for the current quarter under review. The improvement is again attributable to the Group’s efforts in reducing costs, improving production efficiency and capacity utilisation and enhancing products offerings to focus on more profitable products. In line with the improved margins, the profit before taxation in the current quarter was significantly higher at RM5.12 million compared to RM0.98 million for the previous year’s corresponding quarter.


B2.
MATERIAL CHANGE IN PROFIT BEFORE TAXATION

Notwithstanding the higher turnover achieved in the current quarter, the profit before taxation for the quarter under review decreased to RM5.12 million compared to profit before taxation of RM6.14 million registered in the preceding quarter ended 31 October 2006. The drop in profitability was due to the change in the composition of products shipped, particularly those from the Malaysian operations, which has resulted in overall drop in the Group’s gross profit margin.


B3.
PROSPECT FOR THE CURRENT FINANCIAL YEAR

Global economic growth is expected to moderate this year amidst weaker growth forecast for the US economy. The US economy continued to show weaknesses in the housing and investment markets, the most recent being the wave of defaults in the subprime mortgage market. Despite these weaknesses, strong consumer spending and gradual recovery of the stock market are hoped to steer the US economy toward a soft landing. On a more positive note, economic growth in Europe is expected to continue with its solid, stable path as companies post record sales and profits amidst high productivity and accommodative interest rates. Elsewhere, key economies in Middle East and East Asia are expected to continue with their robust growth trend, bolstered by rapid social and economic development within these regions.
Given the above, the Group remains cautiously optimistic of its prospects over the next 12 months. The demand for the Group products continued to be strong, particularly for shipments from the Group’s operations in Vietnam. Going forward, the Group will continue with its cost savings measures and efficiency improvement in its manufacturing activities.








B4.
VARIANCE OF ACTUAL PROFIT FROM FORECAST PROFIT

There is no profit forecast issued for the current financial year under review.

B5.
TAXATION










Quarter
Year




Under Review
To Date


RM’000
RM’000


Current income tax expenses

696 
696    

Deferred tax expenses

-    
-



----------
----------



696
696



======
======


For the financial quarter under review, the effective tax rate of the Group is higher than the statutory rate due to the losses suffered by the certain subsidiaries for which no group relief is available.
B6.
SALE OF UNQUOTED INVESTMENTS AND/OR PROPERTIES


There were no sales of unquoted investments and/or properties for the financial quarter ended 31 January 2007.
B7.
QUOTED SECURITIES


There was no purchase or disposal of quoted securities for the financial quarter ended 31 January 2007.
B8.
STATUS OF CORPORATE PROPOSALS / UTILISATION OF PROCEEDS

There were no corporate proposals or utilisation of proceeds announced but not completed as at the date of the report.

B9.
GROUP’S BORROWINGS 



As at




31 Jan 2007



RM’000


Secured Short Term Borrowings
 
30,936

Secured Long Term Borrowings

19,408




----------



50,344


======





Currency denominations :




US Dollar
(USD’ 000)
4,063

Vietnam Dong
(VND’ 000,000)
72,277

South Africa Rand
(ZAR’ 000)
187




----------


Total Ringgit equivalent
(RM’ 000)
31,390


Ringgit borrowings 
(RM’ 000)
18,954



----------



50,344


======
B10.
OFF BALANCE SHEET FINANCIAL INSTRUMENTS


There were no financial instruments with off balance sheet during the financial quarter ended 31 January 2007.












B11.
MATERIAL LITIGATION


The Directors are not aware of any material litigation pending or threatened against the Group.
B12.
DIVIDEND
No interim ordinary dividend had been declared for the financial period ended 31 January 2007.
B13.
EARNINGS PER SHARE

a. 
b. 
c. 
d. 
e. 
f. 



Basic earnings per share

Basic earnings per share is calculated by dividing the net profit for the period by the weighted average number of shares in issue during the period.




Quarter
Year



    
Under Review             To Date





Net Profit 
(RM’000)
4,470
4,470

Weighted average number of shares 
(‘000 shares)
87,220   
87,220  


Basic earnings per share 
(sen)
5.13 
5.13 


Diluted earnings per share

For the purpose of calculating diluted earnings per share, the weighted average number of ordinary shares in issued during the quarter under review have been adjusted for the dilutive effects of all potential shares, i.e. Warrants 2003/2008 and the options under the ESOS.

During the quarter under review, the diluted earnings per share has not been presented as the conversion of each class of potential shares have anti-dilutive effect as the exercise price of the shares are above the average market value of the Company’s shares.


For and on behalf of the Board

Poh Huat Resources Holdings Berhad

BOO CHIN LIONG

Independent Non-Executive Director

Chairman

Audit Committee
19 March 2007
Muar, Johor Darul Takzim
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