EKSONS CORPORATION BERHAD

EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT

FOR THE PERIOD
ENDED 30TH SEPTEMBER 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 annual 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 annual 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 periods beginning on or after 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 Group has not adopted the following FRSs which effective date of commencement is 1 October 2006 :

FRS 117
Leases

FRS 124
Related Party Disclosures
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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 interests, 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 interests.

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.

3. Disclosure of audit qualification

There was no qualification on the audit report of the preceding annual 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 period to date.
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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
	172,020
	-
	-
	31
	-
	172,051

	
	
	
	
	
	
	

	Inter-segment sales
	 39,146
	-
	548
	-
	(39,694)
	-

	
	
	
	
	
	
	

	Total revenue
	211,166
	-
	548
	31
	(39,694)
	172,051

	
	
	
	
	
	
	


	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
	20,548
	147
	(871)
	17
	(39)
	19,802

	
	
	
	
	
	
	

	Interest expense
	       (80)
	-
	-
	-
	-
	         (80)

	
	
	
	
	
	
	

	Interest income
	     403
	-
	-
	-
	-
	      403

	
	
	
	
	
	
	

	Income taxes
	  (1,540)
	-
	-
	-
	-
	  (1,540)

	
	
	
	
	
	
	

	Net profit/(loss)
	19,331
	147
	(871)
	17
	(39)
	 18,585

	
	
	
	
	
	
	


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.

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

7

11.  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.

12. 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%. 

13. 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.

As at 30 September 2006, the amount of banking facilities utilized which were secured by corporate guarantees was RM28.52 million.

14. Material changes in the results of the current quarter compared to the results of the immediate preceding quarter
The current quarter’s turnover of RM82.66 million is lower compared to the immediate preceding quarter’s turnover of RM89.39 million. However improved profit margins in the quarter under review led to a higher profit before taxation of RM12.12 million compared to RM8.00 million in the preceding quarter.

The improvement to the Group’s bottom line is due mainly to stronger plywood prices during the current quarter and effective cost management.
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15.
Review of the performance of the Group for the quarter under review and financial year-to-date

The Group recorded a higher revenue of RM82.66 million for the current quarter as compared to RM66.38 million for the preceding year’s corresponding quarter. Profit before taxation for the current quarter of RM12.12 million was also higher than the profit before taxation of RM6.78 million for the quarter ended 30 September 2005.

The Group’s revenue of RM172.05 million for the six months period ended 30 September 2006 was 46% higher compared to RM117.48 million for the corresponding period in the previous financial year. The Group’s profit before taxation for the six months period ended 30 September 2006 of RM20.12 million was higher than the corresponding six months in the previous financial year of RM14.98 million. 

The improved results of the Group is mainly due to higher plywood selling prices, increased sales volume and strict monitoring of operating costs.

16.
Current year prospects 
Major structural changes in the region’s timber industry have played a significant role in the recent favourable selling prices for plywood. Among them is the successful clamping down of illegal logging in the region. This has brought about a decrease in logs supply which has led to shrinkage of the region’s plywood output. According to recent reports from the International Tropical Timber Organisation, this squeeze on output have resulted in 3mm thick plywood prices increasing by about 18% year-to-date to USD470 per cubic meter. Furthermore, global demand for tropical hardwood products from major buying countries such as Japan and the USA has remained healthy. 

On another front, oil prices have leveled off to approximately USD60 per barrel giving some respite in terms of costs of production. Taking cognisance of the above, we are confident that the short to medium term outlook for the region’s timber industry will remain good with expectations of prices stabilising at current levels after the recent appreciation.

Given current market conditions the Board of Directors is confident that results for the year will be favourable.

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

30/09/2006

	
	
	(RM’000)

	Taxation
	

	-
	Current year
	  206

	
	
	

	Deferred taxation
	

	-
	Current year
	1,334

	
	
	1,540

	
	
	



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 tax incentives 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 28 September 2006, the shareholders of the Company approved and passed the special resolution for 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. This proposal is still pending court approval.

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

	
	
	
	30/9/2006

	
	
	
	RM’000

	
	
	
	

	Short term borrowings - secured
	
	
	11,971

	                                     - unsecured
	
	
	14,551

	Total
	
	
	26,522


 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 September 2006. (30 September 2005 : Nil)

26.
Earnings per share

The earnings per share is calculated as follows:

	
	Current

Year To Date

Ended

	
	
	30/09/2006

	(a)
	Basic
	

	
	
	

	
	Net profit attributable to ordinary shareholders (RM’000)
	  18,510

	
	
	

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

	
	
	

	
	Basic profit per ordinary share (sen)
	11.27 sen

	
	
	

	(b)
	Diluted
	

	
	
	

	
	Not applicable.
	


BY ORDER OF THE BOARD

Emily Yeo Swee Ming

(LS 0008822)

Company Secretary

22 November 2006
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