EKSONS CORPORATION BERHAD

EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT

FOR THE PERIOD
ENDED 30TH JUNE 2006

1. Accounting policies and methods of computation

The interim financial report is unaudited and has been prepared in accordance with the requirements of FRS 134 Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad. 


The interim financial report should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 March 2006. These 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 year ended 31 March 2006.

2. Changes in Accounting Policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the financial year ended 31 March 2006 except for the adoption of the following new/revised FRS’s that are effective for the financial period beginning 1 January 2006:

FRS 3
Business Combinations

FRS 5
Non-current Assets Held for Sale and Discontinued Operations

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 127
Consolidated and Separate Financial Statements

FRS 128
Investments in Associates

FRS 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

The adoption of FRS 3, 5, 102, 108, 110, 116, 121, 127, 128, 132, 133 and 136 does not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of FRS 101 are discussed below :

 (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 results 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. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.
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3.  Disclosure of audit qualification

There was no qualification on the audit report of the preceding audited  financial statements.


4.  Seasonality or cyclicality of interim operations
The timber business of the Group is affected by the world demand and supply of plywood.

5. Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size, or incidence


There were no items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size, or incidence. 

6. Changes in estimates of amounts reported in prior interim periods of the current financial year or in prior financial years 


There were no changes in estimates of amounts reported in prior interim periods of the current financial year or in prior financial years.

7. Issuances, cancellations, repurchases, resale and repayments of debt and equity securities
There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities for the current financial period to date.

8.  Dividends paid
There was no dividend paid during the financial year to date.

9. Segmental reporting
The Group’s segmental report for the financial period to date is as follows :

	Segment Revenue
	
	
	
	
	

	
	
	
	
	
	
	

	
	Manufacturing
	Trading
	Investment Holdings
	Property Holding
	Eliminations
	Consolidated

	
	
	
	
	
	
	

	
	(RM’000)
	(RM’000)
	(RM’000)
	(RM’000)
	(RM’000)
	(RM’000)

	
	
	
	
	
	
	

	External sales
	  89,372
	-
	-
	17
	-
	89,389

	
	
	
	
	
	
	

	Inter-segment sales
	  20,868
	-
	274
	-
	(21,142)
	-

	
	
	
	
	
	
	

	Total revenue
	110,240
	-
	274
	17
	(21,142)
	89,389
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10. Segmental reporting (cont’d)
	Segment Result
	
	
	
	
	

	
	
	
	
	
	
	

	
	Manufacturing
	Trading
	Investment Holdings
	Property Holding
	Eliminations
	Consolidated

	
	
	
	
	
	
	

	
	(RM’000)
	(RM’000)
	(RM’000)
	(RM’000)
	(RM’000)
	(RM’000)

	Operating profit/(loss) before interest and tax
	8,180
	60
	(316)
	11
	(67)
	7,868

	
	
	
	
	
	
	

	Interest expense
	     (22)
	-
	-
	-
	-
	       (22)

	
	
	
	
	
	
	

	Interest income
	   156
	-
	-
	-
	-
	    156

	
	
	
	
	
	
	

	Income taxes
	   (192)
	-
	-
	-
	-
	  (192)

	
	
	
	
	
	
	

	Net profit/(loss)
	8,122
	60
	(316)
	11
	(67)
	7,810

	
	
	
	
	
	
	


No geographical segmental analysis is presented as the Group operates principally in Malaysia.

All inter-segment transactions have been entered into in the normal course of business and have been established on terms and conditions that are not materially different from those obtainable in transactions with unrelated parties.

11.  Valuations of property, plant and equipment
The valuation of property, plant and equipment have been brought forward without any amendments from the previous annual financial statements.

12.  Material events not reflected in the financial statements for the interim period

There were no material subsequent events to be disclosed as at the date of this report.

13. Changes in the composition of the Group
There were no changes in the composition of the Group during the current financial period to date, including business combinations, acquisition or disposal of subsidiaries and long-term investments, restructurings, and discontinuing operations except as disclosed below:

i) On 11 May 2006 the Group acquired the entire issued and paid-up capital of Vibrant Hub comprising of 2 ordinary shares of RM1.00 each for a cash consideration of RM2.00. Vibrant Hub was incorporated on 1 August 1996 but has yet to commence business since incorporation.
ii) On 26 July 2006, Vibrant Hub Sdn Bhd issued 40 ordinary shares of RM1.00 each to Topaz Blue Sdn Bhd pursuant to a subscription agreement between Vibrant Hub Sdn Bhd and Topaz Blue Sdn Bhd. The shares were issued at par for cash. Following the issue of the said shares, the Company’s equity holding in Vibrant Hub changed from 100% to 60%. 
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14. Changes in contingent liabilities since the last annual balance sheet date
There were no changes in contingent liabilities of the Company since the last annual balance sheet date as at 31 March 2006. The contingent liabilities represent corporate guarantees in respect of banking facilities granted to a subsidiary company and an associated company of a subsidiary company.   

As at 30 June 2006, the amount of banking facilities utilized which were secured by corporate guarantees was RM13.96 million.

15. Material changes in the results of the current quarter compared to the results of the immediate preceding quarter
The turnover for the current quarter of RM89.39 million is higher compared to the immediate preceding quarter’s of RM79.7 million. Profit before taxation is higher at RM8.00 million compared to RM7.16 million in the preceding quarter. Higher production costs especially fuel, petrol chemical products and cost increases in other materials and services as a result of increased fuel prices continue to dampen operating margins. Further, management took advantage of the strong demand for plywood to dispose its lower grade inventories which carry lower margins. This has also had some effect on the profit for the quarter under review.

15.
Review of the performance of the Group for the quarter under review and financial year-to-date

The Group recorded revenue of RM89.39 million for the current quarter which is 75% higher compared to RM51.10 million achieved for the preceding year’s corresponding quarter. Profit before tax for the current quarter of RM8.00 million is lower then the profit before tax of RM8.20 million recorded for the quarter ended 30 June 2005.

Higher production costs experienced by the timber industry is due mainly to higher fuel and petrol chemical prices and have had a significant impact on the Group’s profit margins.

16.
Current year prospects 
Timber prices are expected to be sustained at current levels for the year ahead. The Malaysian timber industry is expected to continue to benefit from the lower production of Indonesian producers. Strong demand from major timber consuming countries such as Japan, China and India is expected to help maintain profit margins.
Barring unforeseen circumstances, the Board of Directors is optimistic that the Group’s earnings will continue to be positive for the current financial period.

17.  Variance of actual profit from forecast profit
Not applicable.
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18.
Breakdown of tax charge and explanation on variance between effective and statutory tax rate for the current quarter and financial period to date

	
	
	
	Current

Quarter

Ended

30/06/2006

	
	
	(RM’000)

	Taxation
	

	-
	Current year
	  95 

	
	
	

	Deferred taxation
	

	-
	Current year
	  97 

	
	
	192 

	
	
	



The Group’s effective tax rate for the financial period to date is lower than the statutory tax rate principally due to the double deduction of freight charges incurred on exports of plywood and the tax incentive available to the subsidiary companies.

19.
Profit/(losses) on sale of unquoted investments and/or properties
There were no disposals of unquoted investment and/or properties for the financial period to date.


20.
Particulars of purchase or disposal of quoted securities
There were no purchases or disposals of quoted securities for the financial period to date.

21.
Status of corporate proposal
There was no corporate proposal announced by the Group but not completed at the date of this report except for the following :

On 4 July 2006, the Company announced a proposed capital repayment of up to RM0.20 per ordinary share of RM1.00 each in the Company via a reduction of the share capital of the Company pursuant to Section 64 of the Companies Act 1965. The capital repayment is to be satisfied wholly in cash to the shareholders of the Company. The proposal is subject to the approval of the relevant authorities and shareholders of the Company.

22.
Group borrowings and debt securities
Group borrowings as at end of the financial period :

	
	
	
	RM’000

	Short term borrowings - secured
	
	
	14,860

	                                     - unsecured
	
	
	13,109

	Total
	
	
	  27,969


 All the above borrowings are denominated in local currency.
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23.
Off balance sheet financial instruments
There were no financial instruments with off balance sheet risks as at the date of this report.

24.
Material Litigation

Saved as disclosed in the annual financial statements for the year ended 31 March 2006, there was no change in the status of the pending litigation since the last annual balance sheet date to the date of this report.

25.
Dividend
The Board of Directors does not recommend any interim dividend for the financial quarter ended 30 June 2006. (30 June 2005 : Nil)

26.
Earnings per share

The earnings per share is calculated as follows :

	
	Current

Year To Date

Ended

	
	
	30/06/2006

	(a)
	Basic
	

	
	
	

	
	Net profit attributable to ordinary shareholders (RM’000)
	7,780  

	
	
	

	
	Number of ordinary shares in issue (in thousand)
	164,213

	
	
	

	
	Basic profit per ordinary share (sen)
	4.74 sen

	
	
	

	(b)
	Diluted
	

	
	
	

	
	Not applicable.
	


BY ORDER OF THE BOARD

Emily Yeo Swee Ming

Company Secretary

28 August 2006
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