EG INDUSTRIES BERHAD

 (Company No : 222897-W)

(Incorporated in Malaysia)

NOTES TO THE INTERIM FINANCIAL REPORT

FOR THE FINANCIAL QUARTER ENDED 30 SEPTEMBER 2006
A.
MASB 26 – Paragraph 16

A1.
Accounting Policies


The interim financial report is unaudited and has been prepared in accordance with Financial Reporting Standards (“FRS”) 134, “Interim Financial Reporting” and Paragraph 9.22 and Appendix 9B of the Bursa Malaysia Securities Berhad (“Bursa Malaysia”) Listing Requirement (“LR”).


The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 30 June 2006.


The accounting policies and methods of computation adopted for the interim financial report are consistent with those adopted by the Group in the audited financial statements for the year ended 30 June 2006 except  for the adoption of the following new and revised Financial Reporting Standards ("FRSs"), where applicable to the Group, effective for financial period beginning 1 July 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 Estimates and Errors

    
FRS 110   Events after the Balance Sheet Date

    
FRS 116   Property, Plant and Equipment

    
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   Impairments of Assets

    
FRS 138   Intangible Assets

    
FRS 140   Investment property

The adoption of FRS 102, 108, 110, 116, 121, 124, 127, 132, 133, 136, 138 and 140 does not have significant financial impact to the Group. With the adoption of the new applicable FRSs, the Group has effected the necessary changes to the accounting policies disclosure as follows:
a) FRS 2:  Share-based payment

This FRS requires an entity 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 entity.


The Company implements an equity-settled, share based compensation plan for the employees of the Group. Prior to 30 June 2006, no compensation expense was recognised in the consolidated income statement for share options granted. With the adoption of FRS 2, the compensation expense relating to share options is recognised within staff costs in the consolidated income statement over the vesting periods of the grants with the corresponding increase in equity.  The total amount to be recognized as compensation expense is determined by reference to the fair value of the share options granted on the date of the grant.
The adoption of FRS 2 has not resulted in any financial to the Group for the current quarter under review as there were no new share options granted by the Company since the implementation of the Employee Share Option Scheme on 18 April 2005.

b) FRS 3:  Business Combination

The adoption of FRS 3 has  resulted  in  a  change  in  the  accounting  policy  for  goodwill.  In  prior  year, goodwill was amortized on a straight line basis over a period of  20  years  and  assessed for  an  indication of impairment  at  each  balance  sheet date.  In  accordance  with  the  FRS 3 ,  the  Group  ceasing  annual goodwill amortization. Instead, goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually.  Any  impairment  loss  is  recognized  in  profit  and  loss  and  subsequent reversal is not allowed. The carrying amount  as  at  1  July 2006 of  RM10,147,672 ceased  to  be  amortized. This has the effect of reducing the amortization charges by RM158,558 in the current quarter.
c) FRS 101: Presentation of Financial Statements
The adoption of the revised FRS 101 has affected the presentation of the minority interest, share of net after tax results of associated companies, and other disclosures. In the condensed consolidated balance sheet, minority interests are now presented within total equity. In the condensed consolidated income statements, minority interests are presented as an allocation of the net profit or loss for the period. A similar requirement is also applicable to the statements of changes in equity. This standard also requires disclosure, on the face of the statements of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to shareholders of the Company and to minority interests.

The current period’s presentation of the Group’s financial statements is based on the requirements of the revised FRS 101, with the comparative restated to conform to the requirement.
A2.
Audit Report

The auditors’ report of the Group’s preceding annual financial statements was not subject to any qualification.

A3.
Seasonal/Cyclical Factors

The Group’s sales were lower for the month of April to June. Higher sales were recorded from July to March.

A4.
Exceptional Item

There was no exceptional item for the financial period under review.

A5.
Changes in Estimation

There were no changes in estimates of amount reported in prior interim period of the current financial year, or changes in estimates of amounts reported in prior financial years, that have a material effect in the current financial quarter.

A6.
Issuance of Equity or Debt Securities
There were no issuance and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the financial quarter ended 30 September 2006. 

A7.
Dividend Paid 

There was no dividend paid for the financial quarter ended 30 September 2006.

A8.
Segmental Reporting

Current Year to Date

Turnover

Profit/(Loss) before Taxation


Segment for the Group

RM’000



 RM’000


EMS



128,889



2,797
2-Layer Parquet Flooring

    2,739



   639
EG                                                             20                              
 
  (426)

Others                                                     -                                  

  (106)

Total                                                131,648                             

2,904
A9.
Valuation of Property, Plant and Equipment


There were no valuation of property, plant and equipment during the financial quarter under review.

A10.
Material Subsequent Events

In the opinion of the Directors, no material events have arisen between the end of the reporting period and 23rd November 2006, which is not earlier than 7 days from the date of issuance of this quarter report, which will substantially affect the results of the Group.

A11.
Effect of Changes in Composition of the Group

There were no changes in composition of the Group during the financial quarter under review.

A12.
Contingent Liabilities                



                                                                    

As at                       


As At                

                                                              


30.09.06                                 

30.09.05
                                                                


RM’000                                             
RM’000

              Corporate guarantees given to 

              financial institutions for banking                         37,283                            


28,000
              facilities given to subsidiaries


B.
ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA LISTING REQUIREMENTS
B1.
Review of Performance





Current Year 
Preceding Year
Current Year
Preceding Year





Quarter

Corresponding
To Date

Corresponding







Quarter



Period





30.09.2006
30.09.2005
30.09.2006
30.09.2005




RM’000

RM’000

RM’000

RM’000


Revenue


131,648

101,501    
131,648

101,501

PBT


    2,904  
    2,163  
    2,904

    2,163  

During the first quarter of the current year and also the current year to date, the Group’s revenue increased by RM30.147 million from that of the corresponding quarter last year to RM131.648 million. The Group recorded a pre-tax profit of RM2.904 million as compared to the pre-tax profit of RM2.163 million on the same period last year.  

The increase in revenue for the current quarter under review was due to the increase of sales recorded by EMS division and 2-Layer parquet flooring division as compared to preceding year corresponding quarter. The increase in pre-tax profit was mainly due to the increased sales. 

B2.
Material Changes in the Profit Before Taxation for the Quarter Reported On as Compared with the Immediate Preceding Quarter

For the quarter under review, the Group recorded a pre-tax profit of RM2.904 million as compared to the immediate preceding quarter pre-tax profit of RM0.177 million. The increase in profit was mainly due to the increase profit margin recorded by the Group for the quarter reported as compared with the immediate preceding quarter and, there was also an amortisation of goodwill in the immediate preceding quarter.

B3.
Prospect
The Directors anticipate the results for the financial year ending 30 June 2007 to be satisfactory as a result of the expansion plan taken by the group to increase the production capacity and productivity of the group. 

B4.
Variance on Forecast Profit / Shortfall in Profit Guarantee

Not applicable.
B5.
Taxation




Current Year          Preceding Year

Current Year
Preceding Year





    Quarter        Corresponding Quarter        
    To Date        Corresponding Period




  30.09.2006 
    30.09.2005             
  30.09.2006
  30.09.2005



     RM’000                   RM’000 

    RM’000               RM’000

Taxation

 


- Current period
              
          237 

62

    237                               62         




          237 

62

    237    

            62 
The effective tax rate of the Group is lower than the statutory income tax rate due to a reinvestment allowance claimed by a subsidiary.

B6.
Profits/(Losses) on Sale of Unquoted Investments and /or Properties

There were no sales of unquoted investments or properties during the financial period under review.

B7.
Purchase or Disposal of Quoted Securities Other Than Securities in Existing Subsidiaries and Associated Company

There were no purchases or disposal of quoted securities for the financial period under review.

B8.
Status of Uncompleted Corporate Announcement

There is no uncompleted corporate announcement at the date of issuance of this quarterly report. 

B9.
Group Borrowings and Debt Securities


Total Group borrowings as at 30th September 2006 were as follows:









RM’000

(a) Secured :

Term Loan





  7,319

 

Revolving Credit




22,000
Bankers Acceptance



  6,494
Bank Overdraft




  1,422
Trust Receipt




       48
ICULS liabilities Portion



  3,840







41,123

(b) Repayment within 12 months


24,482


            
      Repayment after 12 months



16,641








41,123
B10
Off Balance Sheet Financial Instruments
There were no off balance sheet financial instruments as at 30th September 2006.

B11.
Changes in Material Litigation


There was no material litigation as at 23rd November 2006, a date not earlier than 7 days from the date of issue of this quarterly report.

B12.
Dividend

The Board of Directors does not recommend any dividend for the current financial quarter.

B13.
Earnings Per Share
i) Basic Earnings Per Share – For current year to date


Earnings per share of 5.04 sen for the current year to date has been computed based on the Group’s net profit for the current year to date of RM2.607 million divided by the weighted average number of ordinary shares outstanding during the current year to date of 51,685,813 as at 30th September 2006.

Basic Earnings Per Share – For preceding year corresponding period


Earnings per share of 3.97 sen for the preceding year corresponding period has been computed based on the Group’s net profit for the preceding year corresponding period of RM2.005 million divided by the weighted average number of ordinary shares outstanding during the preceding year corresponding period of 50,554,545 as at 30th September 2005.



Computation of Denominator

Share Capital as at 01.07.05:



50,011,067



Issue of Shares as at 06.07.05:



     200,000



Issue of Shares as at 26.07.05:



     200,000



Issue of Shares as at 29.07.05:



     300,000



Share Capital as at 30.09.05:



50,711,067

Weighted Average number of shares as at 30.09.05:
50,554,545

(87 days / 92 days x 200,000) + (67 days / 92 days x 200,000) + 

(64 days / 92 days x 300,000) + 50,011,067 = 50,554,545

WHERE

A denotes requirements of MASB 26

B denotes requirement of BURSA MALAYSIA LR

BY ORDER OF THE BOARD

Tai Keik Hock

Executive Chairman

EG Industries Berhad

Date :  30 November 2006
