EP MANUFACTURING BHD.

(Company No. 390116-T)

For the Financial Quarter Ended 30 September 2006


A
Explanatory Notes Pursuant to Financial Reporting Standards (“FRS”) 134

A1.
Basis of preparation

This interim financial report has been prepared in accordance with the applicable disclosure provisions of the Listing Requirements of The Bursa Malaysia Securities Berhad, including compliance with Financial Reporting Standard (FRS) 1342004, Interim Financial Reporting, issued by the Malaysian Accounting Standards Board (MASB).

The interim financial report has been prepared in accordance with the same accounting policies adopted in the 2005 annual financial statements, except for the accounting policy changes that are expected to be reflected in the 2006 annual financial statements. Details of these changes in accounting policies are set out in Note A2.

The preparation of an interim financial report in conformity with FRS 1342004, Interim Financial Reporting requires management to make judgements, estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities, income and expenses on a year to date basis. Actual results may differ from these estimates.

This interim financial report contains condensed consolidated financial statements and selected explanatory notes. The notes include an explanation of events and transactions that are significant to an understanding of the changes in financial position and performance of the group since the 2005 annual financial statements. The condensed consolidated interim financial statements and notes thereon do not include all of the information required for a full set of financial statements prepared in accordance with FRSs.

The financial information relating to the financial year ended 31 December 2005 that is included in the interim financial report as being previously reported information does not constitute the Group’s statutory financial statements for that financial year but is derived from those financial statements, other than those that have been restated as a result of the change in accounting policies. Statutory financial statements for the year ended 31 December 2005 are available from the Group’s registered office.

A2. 
Changes in accounting policies



The MASB has issued a number of new and revised Financial Reporting Standards (FRSs, which term collectively includes the MASB’s Issues Committee’s Interpretations) that are effective for accounting periods beginning on or after 1 January 2006. 

A2.

Changes in accounting policies (continued)



In 2006, the MASB issued another two revised FRSs (i.e. FRS 117, Leases and FRS 124, Related Party Disclosures) and one new FRS (i.e. FRS 139, Financial Instruments: Recognition and Measurement). FRS 117, Leases and FRS 124, Related Party Disclosures are effective for annual periods beginning on or after 1 October 2006 while FRS 139, Financial Instruments: Recognition and Measurement has been deferred until further notice.



The Board of Directors has determined the accounting policies to be adopted in the preparation of the Group’s annual financial statements for the year ending 31 December 2006 including early adopting the two FRSs issued by the MASB in 2006 which are only effective for annual periods beginning on or after 1 October 2006, on the basis of FRSs currently in issue.




The FRSs that will be effective in the annual financial statements for the year ending 31 December 2006 may be affected by the issue of additional interpretation(s) or other changes announced by the MASB subsequent to the date of issuance of this interim report. Therefore the policies that will be applied in the Group’s financial statements for that period cannot be determined with certainty at the date of issuance of this interim financial report.




The following sets out further information on the changes in accounting policies for the annual accounting period beginning on 1 January 2006 which have been reflected in this interim financial report.


(a) 
Summary of the effect of changes in accounting policies 


(i) 
Effect on opening balance of total equity at 1 January 2006 (as adjusted)

The following table sets out the adjustments that have been made to the opening balances at 1 January 2006. These are the aggregate effect of retrospective adjustments to the net assets as at 31 December 2005 and the opening balance adjustments made as at 1 January 2006.

A2.

Changes in accounting policies (continued)
	Effect of changes in 

    accounting policies 

    (increase / (decrease))

In thousands of RM
	Note
	Retained

profits
	Capital

and other

reserves
	Total
	Minority

interests
	Total

equity

	Opening balance adjustments:
	
	
	
	
	
	

	FRS 3
	
	
	
	
	
	

	Negative goodwill
	2(b)
	7,710
	-
	7,710
	-
	7,710

	
	
	
	
	
	
	

	Total effect at 1 January 2006
	
	7,710
	-
	7,710
	-
	7,710

	
	
	
	
	
	
	


(b) Negative goodwill (FRS 3, Business Combinations) 
In prior periods, negative goodwill which arose on or after 1 January 2001 was stated at cost.

With effect from 1 January 2006, in accordance with FRS 3, if the fair value of the net assets acquired in a business combination exceeds the consideration paid (i.e. an amount arises which would have been known as negative goodwill under the previous accounting policy), the excess is recognised immediately in the income statement as it arises. 

The new policy in respect of negative goodwill has been applied retrospectively under FRS 3. As a result, comparative amounts have been restated, the negative goodwill as of 1 January 2006 has been adjusted against retained profits. This has increased the Group’s reserves by RM7,710,000.  

(c) 

Leasehold land held for own use (FRS 117, Leases) 

In prior years, the leasehold interest in land held for own use classified as property, plant and equipment, were stated at revalued amounts less accumulated depreciation and accumulated impairment losses. Surpluses arising from revaluation are dealt with in the revaluation reserve account. Any deficit arising is offset against the revaluation reserve to the extent of a previous increase for the same property. In all other cases, a decrease in carrying amount is charged to the income statement.

A2.

Changes in accounting policies (continued)



(c) 

Leasehold land held for own use (FRS 117, Leases) (continued)


With the Group’s early adoption of FRS 117 from 1 January 2006, the leasehold interest in the land held for own use is accounted for as being held under an operating lease. Such leasehold land will no longer be revalued. Where the leasehold land had been previously revalued, the Group retained the unamortised revalued amount as the surrogate carrying amount of prepaid lease payments as allowed by FRS 117.67A. Such prepaid lease payments are amortised on a straight line basis over the remaining lease term of the land.



There were no valuation of leasehold interest in land held for own use as at 30 September 2006.


(d)
Changes in presentation (FRS 101, Presentation of Financial Statements and FRS 127, Consolidated and Separate Financial Statements) – Minority interests

In prior years, minority interests at the balance sheet date were presented in the consolidated balance sheet separately from liabilities and as deduction from net assets. Minority interests in the results of the Group for the year were also separately presented in the income statement as a deduction before arriving at the profit attributable to shareholders. 


With effect from 1 January 2006, in order to comply with FRS 101 and FRS 127, minority interests at the balance sheet date are presented in the consolidated balance sheet within equity, separately from the equity attributable to the equity holders of the parent, and minority interests in the results of the Group for the period are presented on the face of the consolidated income statement as an allocation of the total profit or loss for the period between the minority interests and the equity holders of the parent. 



The presentation of minority interests in the consolidated balance sheet, income statement and statement of changes in equity for the comparative period has been restated accordingly.

A3.

Audit qualifications 



The audited financial statements of the Group for the financial year ended 31 December 2005 in their report dated 25 April 2006 was not subject to any qualification.

A4.
Property, plant and equipment


(a) 
Acquisitions and disposals



During the nine months ended 30 September 2006, the Group acquired items of plant and machinery with a cost of RM3,732,000 (nine months ended 30 September 2005: RM19,283,000). Items of plant and machinery with a net book value of RM28,000 were disposed of during the nine months ended 30 September 2006 (nine months ended 30 September 2005: RM42,000), resulting in a gain from disposal of RM223,000 (nine months ended 30 September 2005: RM4,000).

(b) Valuation

The valuations of land and buildings have been brought forward, without amendment from the previous annual report.

A5.
Inventories

The valuations of inventories have been brought forward, without amendment from the previous annual report.

A6.   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 period-to-date, except for the changes in accounting policies as disclosed in Note A2.

A7. 
Change of accounting estimate

No change of accounting estimate was noted during the financial quarter.

A8.
Changes in composition of the Group
There were no changes in the composition of the Group during the current quarter.
A9.
Seasonal or cyclical factors


The Group’s automotive business is not materially affected by seasonal or cyclical demand. Demand for the automotive business is normally higher when approaching the major festive celebrations in the country and demand is normally lower during festive period due to closure of business operations.

A10.
Segment information

Segment revenue and results for business segments is not provided as the Group’s activities are predominantly in the manufacturing of automotive parts. Segment analysis by geographical segments is not provided as the activities of the Group are located principally in Malaysia.

A11.
Capital commitments

	
	30.09.2006

	
	RM’000

	Property, plant and equipment
	

	
	

	Authorised but not contracted for
	-

	Contracted but not provided for in the financial statements
	83,836


A12. 
Changes in contingent liabilities
As of the date of this report, there were no changes to the contingent liability of the Group. 

A13. Debt and equity securities
For the current financial quarter, there were no issuance, cancellation, repurchases, resale and   repayment of debt and equity securities except for the following:-

· On 17 July 2006, 2,980,000 EPMB ICUPS of RM0.10 each at an issue price of RM0.50 per EPMB ICUPS and 75,000 EPMB RCSPS of RM0.10 each at an issue price of RM0.50 per EPMB RCSPS were converted into 1,490,000 and 37,500 ordinary shares of RM1.00 each respectively.  

· On 3 August 2006, 20,000 EPMB ICUPS of RM0.10 each at an issue price of RM0.50 per EPMB ICUPS and 51,000 EPMB RCSPS of RM0.10 each at an issue price of RM0.50 per EPMB RCSPS were converted into 10,000 and 25,500 ordinary shares of RM1.00 each respectively.  

A13. Debt and equity securities (continued)
· On 24 August 2006, 2,000 EPMB ICUPS of RM0.10 each at an issue price of RM0.50 per EPMB ICUPS and 57,000 EPMB RCSPS of RM0.10 each at an issue price of RM0.50 per EPMB RCSPS were converted into 1,000 and 28,500 ordinary shares of RM1.00 each respectively.  

A14.
Related party transactions

The Group has significant related party transactions with companies in which certain directors of the Company have interests. Related parties are those defined under FRS 124, Related Party Disclosures. Transactions with these related parties have been entered into in the normal course of business and have been established under negotiated terms.

A15. Events subsequent to the balance sheet date

Subsequent to the financial quarter ended 30 September 2006 and up to the date of this announcement:

· On 16 October 2006, 10,000 EPMB ICUPS of RM0.10 each at an issue price of RM0.50 per EPMB ICUPS were converted into 5,000 ordinary shares of RM1.00 each.  

A16. Dividends

The final tax-exempt dividend of 1.5% recommended by the Directors and approved by the shareholders in respect of the financial year ended 31 December 2005, has been paid on 30 August 2006.

No interim dividend is recommended for the quarter under review.

A17. Authorisation for issue

The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution of the directors passed on 28 November 2006.

B.
Explanatory Notes Pursuant to Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad

B1.
Review of performance against 2005



The Group recorded total revenue of RM56.5 million for the 3 months period ended 30 September 2006 compared to RM68.0 million achieved in the corresponding period for last financial year, a decrease of 16.9%. The Group’s profit before taxation also decreased by 85.7% from RM5.6 million to RM0.8 million.

B2.
Variation of results against preceding quarter (Quarter 3, 2006 vs. Quarter 2, 2006)



For the quarter under review, the Group’s revenue was RM56.5 million compared to RM55.8 million in the preceding quarter. Meanwhile, profit before taxation increased from RM0.4 million in the previous quarter to RM0.8 million in the current quarter, mainly attributable to the slightly increased in sale.

B3.
Current year prospects


The Board of Directors is of the view that the industry will remain challenging.  The Group is confident to achieve better performance in view of our established R&D and our maturing infrastructure.  We also hope that our association with Bosch will provide further opportunities.

B4.
Profit forecast



Not applicable as no profit forecast was published.

B5.
Tax expense

	
	3 months ended 30.09
	
	9 months ended 30.09

	
	2006

RM’000
	
	2005

RM’000
	
	2006

RM’000
	
	2005

RM’000

	
	
	
	
	
	
	
	

	Current tax expense:
	
	
	
	
	
	
	

	Malaysia – current
	305
	
	84
	
	371
	
	256

	Malaysia – prior year
	78
	
	12
	
	79
	
	12

	
	383
	
	96
	
	450
	
	268




The effective tax rate is lower than the prima-facie tax rate for the current quarter due to tax exemption under pioneer status, utilisation of unabsorbed capital allowances, tax losses and reinvestment allowances.

B6.
Quoted investments



Investments in quoted securities as at 30 September 2006 are as follows:

	
	RM’000

	
	

	Cost
	38

	
	

	Book value
	13

	
	

	Market value
	9




There were no purchases or disposals of quoted investments during the financial quarter under review.

B7.
Status of corporate proposals



In relation to the Memorandum of Understanding (“MOU”) between EP Polymers (M) Sdn Bhd (“EPP”), a wholly-owned subsidiary of EP Manufacturing Bhd and Teck See Plastic Sdn Bhd (“TSP”) announced on 1 June 2006, EPP and TSP are still in discussion on the terms of the collaboration and shall finalise an agreement in due course.



Save as disclosed above, no other corporate proposals were announced up to the date of this announcement.
B8.
Borrowing and debt securities



The borrowings as at 30 September 2006 are as follows:

	
	RM’000

	
	

	Current
	

	Secured
	82,447

	Finance lease liabilities
	3,781

	MUNIF/ IMTN
	19,000

	
	105,228

	Non-current
	

	Liability component:


	

	- EPMB ICUPS
	5,511

	- EPMB RCSPS
	159

	Finance lease liabilities
	16,088

	MUNIF/ IMTN
	108,000

	
	129,758

	
	

	Total
	234,986




The above borrowings are denominated in Ringgit Malaysia.

B9.
Off balance sheet financial instruments



There are no off balance sheet risks as at the date of this report that might materially affect the position or business of the Group.

B10.
Changes in material litigation


There is no material litigation as at the date of this report.

B11. Earnings per share



(a) 
Basic earnings per share



3 months ended 30 September 2006

The calculation of basic earnings per share for the quarter is based on the net profit attributable to ordinary shareholders of RM140,000 for the quarter ended 30 September 2006 and the weighted average number of ordinary shares outstanding during the quarter of 164,495,000.


9 months ended 30 September 2006

The calculation of basic earnings per share for the period is based on the net profit attributable to ordinary shareholders of RM3,474,000 for the period ended 30 September 2006 and the weighted average number of ordinary shares outstanding during the period of 163,589,000.


(b)
Diluted earnings per share



3 months ended 30 September 2006




The calculation of diluted earnings per share for the quarter ended 30 September 2006 is based on the net profit attributable to ordinary shareholders of RM141,000 for the quarter and the weighted average number of ordinary shares outstanding during the quarter of 165,664,000.


9 months ended 30 September 2006



The calculation of basic earnings per share for the period ended 30 September 2006 is based on the net profit attributable to ordinary shareholders of RM3,477,000 for the period and the weighted average number of ordinary shares outstanding during the period of 164,758,000 calculated as follows.

B11. Earnings per share (continued)
	
	Basic
	
	Diluted

	
	3 months
	9 months
	
	3 months
	9 months months/

	
	ended
	ended
	
	ended
	ended

	
	30.09.2006
	30.09.2006
	
	30.09.2006
	30.09.2006

	
	
	
	
	
	

	Net profit attributable to ordinary shareholders 
	
	
	
	
	

	
	     RM’000
	RM’000
	
	RM’000
	     RM’000

	Net profit attributable to ordinary shareholders
	96
	3,344
	
	96
	3,344

	After tax effect of notional interest savings
	44
	130
	
	45
	133

	Net profit attributable to ordinary shareholders
	140
	3,474
	
	141
	3,477

	
	
	
	
	
	

	Weighted average number of ordinary shares
	
	
	
	
	

	
	RM’000
	RM’000
	
	RM’000
	RM’000

	Weighted average number of ordinary shares
	      124,029
	123,123
	
	124,029
	   123,123

	Effect of EPMB ICUPS/ and EPMB RCSPS
	40,466
	40,466
	
	41,635
	41,635

	Weighted average number of ordinary shares 
	164,495
	163,589
	
	165,664
	164,758
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