NOTES TO THE INTERIM FINANCIAL STATEMENTS

A1. 
ACCOUNTING POLICIES
The interim financial statements are unaudited and have been prepared in accordance with the requirements of Financial Reporting Standards (“FRS”) 134: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“BMSB”).

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 August 2006. These explanatory notes attached to the interim financial statements should 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 year ended 31 August 2006.

A2.
AUDITOR’S REPORT ON PRECEDING ANNUAL FINANCIAL

STATEMENTS
The auditors’ report of the audited financial statements for the financial year ended 31 August 2006 was not subjected to any qualification.
A3.
SEASONAL OR CYCLICAL FACTORS
The Group operation is seasonal and cyclical in nature whereby the performance for the second quarter (December to February) is normally poorer than the rest of the quarters. This is due mainly to the long festival holidays in Malaysia as well as lower demand in the export markets after Christmas and New Year.

A4.
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.

A5.
CHANGES IN ESTIMATE


Not applicable.

A6.
ISSUANCE, REPURCHASE AND CANCELLATION OF SHARES



During the current quarter, no new shares have been issued to eligible employees under the ESOS or from the exercise of the Warrants issued by the Company.  
Save for the above, the Company has not issued any other shares, debt or convertible securities. 

A7.
DIVIDENDS PAID


No dividends were paid for the current quarter.

A8.
SEGMENTAL REPORTING


Segment information is presented in respect of the Group’s business segment. 

Segment revenue

Year To Date




(RM’000)


  Investment holdings

0

  Manufacturing

31,787

  Marketing/ distribution

16,336



-----------


  Total revenue including inter-segment sales
48,123

  Elimination of inter-segment sales

(8,740)




-----------


  Total segment revenue

39,383



-----------

Segment results : profit/ (loss) before taxation



  Investment holdings

(20)


  Manufacturing

835

  Marketing / distribution

(475)




---------




340

  Creditation of goodwill

78

  Re-instate of unrealised profit on inter-branch stock
163



---------

 
  Total segment results

581



---------
A9.
CARRYING AMOUNT OF REVALUED ASSETS


The carrying values of land and buildings have been brought forward, without amendments from the previous annual financial statements.
A10.
MATERIAL EVENTS SUBSEQUENT TO THE END OF THE PERIOD

There were no material events subsequent to the period ended 30 November 2006 that have not been reflected in the financial statements of the interim period.

A11.
CHANGES IN THE COMPOSITION OF THE GROUP

On 25 Aug 2006, The Company has entered into a Sale and Purchase Agreement with Tycoon Success Sdn Bhd to acquire 51% equity interest in Poh Keong Industries Sdn Bhd for a total sales consideration of RM2.712 million, to be satisfied by cash.
The acquisition has completed on 9 October 2006 upon approval by relevant authority and share transfer.

A12.
CHANGES IN CONTINGENT LIABILITIES/ASSETS

The Company has increased its corporate guarantee to bankers for credit facilities to approximately RM80.33 million (from RM70.2 million) granted to subsidiary companies since the last annual balance sheet as at 31 August 2006.  

A13.
CAPITAL COMMITMENT

As at 30 November 2006, the capital commitment incurred by the Group is as per below:
Building construction

RM (‘000)
Approved and contracted for

2,819
A14.
SIGNIFICANT RELATED PARTY TRANSACTIONS

There were no significant related party transactions since the last annual financial statements.
BMSB LISTING REQUIREMENTS

B1.
PERFORMANCE REVIEW

The Group’s revenue for the current quarter ended 30 November 2006 increased to RM39.38 million compared to the RM25.43 million recorded in the previous year’s corresponding quarter ended 30 November 2005. However, profit before taxation in the current quarter decreased to RM0.58 million from RM0.94 million for the previous year’s corresponding quarter. 

The improvement in the Group’s revenue is attributable to the acquisition of new subsidiary, Poh Keong Industries Sdn Bhd as disclosed in Note A11 above as well as the Group’s continuous expansion in production capacity. However, the erosion of the profit margin was due mainly to the strengthening of the Ringgit Vs. USD and the increasing raw material costs.
B2
MATERIAL CHANGE IN PROFIT BEFORE TAXATION
The Group recorded a profit before taxation of RM0.58 million for the quarter under review compared to a loss before taxation of 9.82 million registered in the preceding quarter ended 31 August 2006. The Group’s effort to expand its export business markets proved to be fruitful. The prior quarter losses due mainly to the prudent stock control and impairment losses as the result of the early adoption of the new and revised Financial Reporting Standards. 
B3.
PROSPECT FOR THE CURRENT FINANCIAL YEAR
Going forward, prospects for the overall global economy remain positive. With the recovery in Japan and Europe, and the underlying growth momentum in the regional economies, especially the large economies remaining strong, the global growth continues to be broader based. The Malaysian economy is expected to sustain its growth momentum in the first half year. 

Nevertheless, the Group expects the business and operating environment to be increasingly challenging and competitive, due mainly to the higher cost of raw materials and the strengthening of the Ringgit against USD. This will adversely affect the Group’s profit margin. To sustain growth and profitability in the current financial year, the Group will further exploit new business potential overseas especially in the Latin-America to take advantage of the of the Latin-America Anti-Dumping regulations for certain furniture products which exclude Malaysia. The Group has recently secured several orders for exports to Latin-America and discussions with other potential customers are in progress
B4.
VARIANCE OF ACTUAL PROFIT FROM FORECAST PROFIT
Not applicable as no profit forecast was published.

B5.
TAXATION










Quarter
Year




Under Review
To Date


RM’000
RM’000


Current

 99 
99    


Deferred Taxation

-    
-




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




99
99



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


For the financial quarter under review, the effective tax rate of the Group is lower than the statutory rate due to the available of reinvestment allowance and other incentives enjoyed by certain subsidiary companies.  
B6.
SALE OF UNQUOTED INVESTMENTS AND/OR PROPERTIES


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

B7.
QUOTED SECURITIES


There was no purchase or disposal of quoted securities for the current financial quarter.
B8.
STATUS OF CORPORATE PROPOSALS
There were no corporate proposals announced but not completed as at the date of this quarterly report.
B9.
GROUP’S BORROWINGS

The Group’s borrowings as at 30 November 2006 are as follow : 








RM’000


Secured Short Term Borrowings
 
43,545

Secured Long Term Borrowings

2,995




----------




46,540


======

B10.
OFF BALANCE SHEET FINANCIAL INSTRUMENTS


There were no financial instruments with off balance sheet during the financial quarter ended 30 November 2006 other than the following contracts to sell US Dollar in relation to the Group’s confirmed sales. 


Outstanding 
Average  
Equivalent





Contract In
Exchange
In 



Currency
             USD’000
Rate
RM’000

Expiry Month


US Dollar
1,000
3.5675
3.567

Feb 2007

US Dollar
1,000
3.5625
3,562

Mar 2007 


US Dollar
1,000
3.5590
3.559

Apr 2007



----------

----------




 3,000

10,688


======

======

The related accounting policies for the off balance sheet financial instruments are as disclosed in the audited financial statements for the year ended 31 August 2006. 

B11.
MATERIAL LITIGATION

As disclosed during the previous quarter ended 31 August 2006 in relation to the claim by Goo Chuan Lai, the Directors are of view that the damaged awarded are immaterial and have been fully written-off, and decided to keep in view for the time being.  
As at 24 January 2007, there were no changes in material litigation, including the status of pending material litigation since the last annual balance sheet date of 31 August 2006, except as disclosed above. 

B12.
DIVIDEND PAYABLE
No interim dividend has been declared for the financial period ended 30 November 2006. 

The Board has decided to cancel its earlier proposed dividend payment for the year ended 31 August 2006, on view to preserve cash reserves for the continued expansion.
B13.     EARNINGS PER SHARE

Basic earnings per share

Basic earnings per share is calculated by dividing the Group earnings attributable to ordinary equity holders of the Company by the weighted average number of ordinary shares in issue during the period.




Quarter
Year




Under Review
To Date





Profit / (Loss) attributable to the Company  
(RM’000)
673
673

Weighted average number of shares 
(‘000 shares)
126,505   
126,505  


Basic earnings/ (loss) per share 
(sen)
0.53 
0.53 


Diluted earnings per share

For the purpose of calculating diluted earnings per share, the weighted average number of ordinary shares in issue during the quarter under review have been adjusted for the dilutive effects of all potential ordinary shares, i.e. Warrants and the share options  granted to employees.

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

UDS Capital Berhad

TAN WANG GIAP
Secretary
30 January 2007
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