EVERGREEN FIBREBOARD BERHAD (217120W)

(Incorporated in Malaysia)                                                           


EXPLANATORY NOTES TO THE INTERIM FINANCIAL STATEMENTS
FOR THE SECOND QUARTER ENDED 30th JUNE 2007


 A
INFORMATION REQUIRED BY FRS 134

1. Basis of Preparation
The unaudited interim financial statements are prepared in accordance with the requirements of FRS 134: Interim Financial Reporting and paragraph 9.22 of the Bursa Malaysia Securities Berhad Listing Requirements.

The interim financial statements should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 December 2006. 

The significant accounting policies, methods of computation and basis of consolidation applied in the interim financial statements are consistent with those adopted in the Group’s audited financial statements for the financial year ended 31 December 2006. 

2. Audit Report on Preceding Annual Financial Statements 
The auditors’ report on the audited financial statements for the preceding financial year ended 31 December 2006 was not subjected to any qualification.

3. Seasonal or Cyclical Factors

The Group’s business operations are not affected by seasonal or cyclical factors.

4. Unusual Items Due to their Nature, Size or Incidence
There were no items affecting assets, liabilities, equity, net income, or cash flows in the Group that are unusual because of their nature, size or incidence during the interim period.

5. Changes in Estimates
There were no other changes in estimates that have had a material effect in the current quarter results.

6. Debt and Equity Securities
During the financial quarter ended 30 June 2007, there were no issuances, cancellations, share buy-backs, resale of shares bought back and repayment of debt and equity security by the Group.

7. Dividends Paid
The final tax-exempt dividend of 4% or 1.0 sen per share in respect of the financial year ended 31 December 2006 amounting to RM4.8 million was paid on 8 August 2007.

A first tax-exempt interim dividend of 8% or 2.0 sen per share amounting to RM9.6 million was paid on 8 August 2006 while a second tax-exempt interim dividend of 8% or 2.0 sen per amounting to RM9.6 million was paid on 12 February 2007.

8. Segmental Information
Segmental analysis is prepared based on the geographical location of the plant.

Segment Revenue

	
	3 months ended
	6 months ended

	
	30 June      2007
	30 June      2006
	30 June      2007
	30 June      2006

	
	RM’000
	RM’000
	RM’000
	RM’000

	Malaysia
	114,531
	77,210
	210,303
	151,886

	Thailand
	78,026
	52,350
	149,004
	101,288

	
	192,557
	129,560
	359,307
	253,174


9. Carrying Amount of Revalued Assets
The valuations of property, plant and equipment have been brought forward without amendment from the audited financial statements for the year ended 31 December 2006.

10. Subsequent Events
In the opinion of the Directors, no material events have arisen subsequent to the Balance Sheet date that require disclosure or adjustment to the un-audited condensed interim financial statements. 

11. Changes in Composition of the Group
On 30 October 2006, EFB acquired 2 ordinary shares of RM1.00 each representing 100% of the paid up capital of Evergreen Fibreboard (JB) Sdn. Bhd. (“EJBSB”) for a cash consideration of RM2.00. The acquisition is for the expansion of the EFB Group and does not have any immediate material effect on the earnings and net assets of the EFB Group in 

the near future. The acquisition was completed by December 2006.

On 13 February 2007, EFB acquired 1,333,327 ordinary shares of Baht 100 each representing 99.99% of the paid up capital of GRE Energy Co. Ltd (“GRE”) for a cash consideration of approximately RM13.7 million. The acquisition is for the expansion of the EFB Group and does not have any immediate material effect on the earnings and net assets of the EFB Group in the near future. The acquisition was completed by February 2006.

On 15 June 2007, EFB acquired 9,994 ordinary shares of Baht 100 each representing 99.94% of paid up capital of ECO Generation Co. Ltd. for a cash consideration of approximately Baht 1.0 million. The acquisition is for the expansion of the EFB Group and does not have any immediate material effect on the earnings and net assets of the EFB Group in the near future. The acquisition was completed by July 2007.

On 18 June 2007, EFB acquired 4 ordinary shares of RM1.00 each representing 100% of paid up capital of Evergreen Hevea Resources Sdn. Bhd. (“EHRSB”) for a cash consideration of approximately RM4.00. The acquisition is for the expansion of the EFB Group and does not have any immediate material effect on the earnings and net assets of the EFB Group in the near future. The acquisition was completed by 19 June 2007.

On 20 April 2007, EFB had entered into Joint Venture Agreement with P.T. Hutrindo Jaya Fibreboard Mfg. Co. (“HUTRINDO”) and P.T. Uforin Prajen Adhesive Industry (“UFORIN”) (HUTRINDO and UFORIN hereinafter collectively shall be referred as LOCAL PARTNER) to form a joint venture limited liability company, PT Hijau Lestari Raya, under the laws of the Republic of Indonesia for the purpose of manufacturing fibreboard and glue / resin in Indonesia and also for the purpose to acquire LOCAL PARTNER’s Assets. PT Hijau Lestari Raya will be owned by EFB (51%) and LOCAL PARTNER (49%). With the joint venture, EFB would be able to penetrate into new markets which will help strengthen and consolidate the Group’s objective of becoming one of the most comprehensive producer of MDF in this region. 

12. Contingent Liabilities
As at the date of this announcement, there were no material contingent liabilities incurred by the Group which, upon becoming enforceable, may have a material impact on the financial position of the Group.

13. Capital commitments
The amount of commitments for the purchase of property, plant and equipment not provided for in the interim financial statements as at 30 June 2007 is as follows: 

	
	RM’000

	Approved and contracted for
	132,399

	Approved but not contracted for
	44,625

	
	177,024


14. Significant Related Party Transactions

Transactions that have been entered into are in the normal course of business and have been established under mutually agreed terms that are not materially different from those obtainable in transactions with unrelated parties.

B
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

1 Performance Review
The Group’s revenue for the quarter ended 30 June 2007 increased by 48.6% to RM192.56 million from RM129.56 million recorded in the preceding year corresponding quarter. Profit before tax improve by 170% to RM43.54 million as compare to RM16.1 million in the preceding year corresponding quarter.

The significant improvement in revenue and profit is due to higher production volume contributed by newly acquired subsidiary Evergreen Fibreboard (JB) Sdn. Bhd. (EJB), improvement in production efficiency, cost management and higher selling price for majority of the Group’s product.

2 Comment on Material Change in Profit Before Taxation Against Preceding Quarter

	
	Current  

Quarter Ended

30 June 2007 


	Immediate Preceding  Quarter Ended  

31 March 2007 



	
	
	

	
	RM’000
	
	
	RM’000

	Revenue
	192,557
	
	
	166,750

	Profit Before Tax
	43,535
	
	
	35,433

	Net profit for the period
	32,132
	
	
	28,390


The Group’s current quarter revenue of RM192.56 million represents a growth of 15.5% or RM25.81 million compared with RM166.75 million recorded in the immediate preceding quarter. Profit before tax increased by 22.9% or RM8.1 million to RM43.54 million from RM35.43 million. The better performance is attributed to improvement in production efficient and cost management, which more than enough to off set the lower average selling price recorded in current quarter.

3 Profit Forecast or Profit Guarantee

Not applicable as no Profit Forecast or Profit Guarantee has been issued by the Group.

4 Commentary of Prospects
The global consumption of MDF is projected to grow at 7 - 9% until 2008 to reach 50 million cubic meters. The selling price of MDF is expected to remain steady for the second half of the year underpin by strong demand from the far growing economy in the Middle East and Asia Pacific region. On the other hand, rubber wood and glue prices which form bulk of production cost are expected to remain stable with limited upside pressure. 

Based on the above expectation and couple with the group continuous drive toward higher productivity and both cost management, the board is optimistic the group financial result for the second half of 2007 will remain satisfactory.

5 Taxation

Major Components of tax expenses

	
	3 months ended
	6 months ended

	  
	30 June

2007
	30 June

2006
	30 June

2007
	30 June

2006

	
	RM’000
	RM’000
	RM’000
	RM’000

	Current tax expenses
	5,614
	938
	6,492
	1,586

	Deferred tax expenses
	1,172
	-
	2,152
	(200)

	Prior year over- provision of taxation
	-
	-
	-
	-

	
	6,786
	938
	8,644
	1,386


The effective tax rate of the Group for the current quarter is lower than the statutory rate mainly due to the tax-exempt status granted to most of the companies in the Group.

6 Unquoted Investment and/or Properties

There was no disposal of unquoted investments and/or properties in the quarter ended 30 June 2007.

7 Quoted Securities
The Group has invested RM38.5 million in money market funds as at the current financial quarter. 

i) at cost RM38.5 million.

ii) at carry value RM38.5 million.

iii) at market value RM38.5 million.

This investment is short term and low risk and the income derived there from is tax- exempt.

8 Status of Corporate Proposal Announced

a. On 31 July 2007, PT Hijau Lestari Raya (PHLR) had entered into a Sale and Purchase of Assets Agreement with P.T. Hutrindo Jaya Fibreboard Mfg. Co. (“HUTRINDO”) and P.T. Uforin Prajen Adhesive Industry (“UFORIN”) (HUTRINDO and UFORIN hereinafter collectively shall be referred as “the Seller”) for a sum of USD 21 million (RM7,2450,000). Based on EFB’s shareholding of 51% of equity interest in PHLR, EFB portion is USD10.71 million (equivalent to RM36,949,500)
b. On 22 June 2007, Evergreen Hevea Resources Sdn. Bhd. (“EHRSB”) has entered into Novation cum Assignment Agreement with Benefit Circle Sdn. Bhd. (“BCSB”) (366.668 hectares) and Koperasi Serbaguna Peneroka Felda Palong 7 Berhad (“KSP”) (273.844 hectares) for a sum of RM6,636,690.80 and RM5,065,994.91 respectively. These agreements are to secure a consistent supply of raw material at a stable price which will enable the Group’s operation in Malaysia, to achieve maximum productivity at a manageable cost especially during monsoon season.

c. 
On 7 June 2007, Evergreen Fibreboard Berhad (“EFB”) had entered into a Memorandum of Understanding with Schrader Umweltmanagement GMBH & Co Kg (“Schrader GMBH”) to purchase 100,000 ordinary shares of RM1.00 each of Schrader Forest Management Sdn Bhd (“SFM”). EFB and Schrader GMBH will jointly harvest and develop the Hutan Simpanan Bukit Tarek (12,177 acres) encompass acacia and other various timber species.
d. On 30 April 2007, Evergreen Fibreboard Berhad (“EFB”) had entered into a Sale and Purchase Agreement ("SPA") with Dieffenbacher GmbH of Germany, on behalf of Siam Fibreboard Co., Ltd ("SFC"). The SPA is over RM120 million for a firm order for the supply and commissioning on the major part of a complete new plant with a designed and production capacity of 900m3 per day or 268,000m3 per year. It is fully automated state-of-the-art plant, with the latest technology of world's fastest speed at over 100m per minute and one of the world's 1st Super Thin 1.5mm High Density Fibreboard of up to 1100kg/m3 (Normal high density fibreboard is 900kg/m3). It is also capable of producing normal MDF with thickness ranging from 2.5mm to 30mm. The new plant is expected to commission in the third quarter of 2008. 
e. 
The Public Issue of 93,660,000 new ordinary shares of RM0.25 each in the Company at an issue price of RM1.14 had all been fully subscribed on its closing date on 25 February 2005 and the entire share capital of the Company of 480,000,000 ordinary shares were listed on the Main Board of Bursa Malaysia Securities Berhad on 10 March 2005. The Company raised RM106,772,400.00 from the public issue and the utilization of proceeds as at 14 August 2007 (the latest practicable date not earlier than seven (7) days from the date of issue of this report) is as follows:-

	
	Proposed Utilization

RM’000
	Utilization as at

  14 August 2007

RM’000
	Balance

RM’000

	Repayment of revolving credit and term loan
	32,000
	32,000
	Nil

	Purchase of property and equipment
	9,000
	8,872
	128

	Listing Expenses
	5,208
	5,208
	Nil

	Group working capital
	60,564
	60,564
	Nil

	
	106,772
	106,644
	128


9 Borrowings and Debt Securities

The Group’s borrowings are as follows: -

	
	As at 

30 June 2007

RM’000
	As At

30 June 2006

RM’000

	
	
	

	
	     
	     

	Term loans
	160,553
	49,664

	Hire purchase and finance lease payables
	1,177
	1,080

	
	161,730
	50,744


10
    Off Balance Sheet Financial Instruments

As at the date of this report, the Group had entered into the following forward foreign currency contracts to hedge its committed sales and purchases in foreign currencies:-

The following forward contracts sold are outstanding as at 14 August 2007:






          
Notional



Foreign Currency 

Contract Amount  

Maturity Date










US Dollar



     15,375,614

    
Aug 2007 – Jun 2008









As the foreign currency contracts are hedge for the Group’s confirmed export proceeds and import purchases, the contracted rates will be used to convert the foreign currency amounts into Ringgit Malaysia as and when they are taken up, on or before the maturity dates.  The difference between the contracted rates and the spot rates is minimal.

The Group does not foresee any significant credit and market risks associated with the above forward foreign exchange contracts as these contracts are entered into with credit worthy financial institutions.


There is no cash requirement for the above hedging instrument.
10 Changes in Material Litigation

There is no material litigation pending as at 14 August 2007.

11 Dividend Payable
The Board of Directors has recommended first tax-exempt interim dividend of 10% or 2.5 sen per share for financial year ending 31 December 2007. The details of entitlement would be determined and announced in due course.  

12 Provision of Financial Assistance

In December 2006, the Group had provided short term loan facility of THB9.5 million to our associate company, Dynea Krabi Co., Ltd.  

14
Status of application for extension of time for conditions imposed by Securities Commission on the Company’s properties

Pursuant to Prospectus dated 15 February 2005 and subsequent announcements made on 31 October 2005 and 30 November 2005, the Group wishes to inform the status of all the conditions under item 7.1 iv (a) to  (g) imposed by the Securities Commission with regard to the Company’s properties as follows:

	Status of conditions under item 7.1 iv (a) to  (g) of the Prospectus dated 5 May 2005

	 i)
	The transfer and register of the properties for Parcel Nos. 03-35, 03-36, 03-37, 03-39, 03-41, 03-43 and 03-45, Mukim of Plentong, District of Johor Bahru under the name of Dawa Timber Industries (M) Sdn Bhd is still pending.

	 ii)
	The building plans for the structure situated on PTD 11229, Mukim of Seri Gading, District of Batu Pahat has been approved but pending the issuance of Certificate of Fitness (“CF”).

	 iii)
	A new building plan for the unapproved structure situated on Lot No. 10321, Mukim of Seri Gading has been submitted for approval to the local council and subsequently for the issuance of the CF.


15
Earnings Per Share
a. Basic

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

	
	3 months ended
	6 months ended

	
	30 June

 2007
	30 June

2006
	30 June

 2007
	30 June

2006

	
	RM’000
	RM’000
	RM’000
	RM’000

	Net profit for the period attributable 

to ordinary equity holders of the parent
	32,132
	14,118
	60,521
	24,173

	Weighted average number of ordinary

shares issue 
	480,000
	480,000
	480,000
	480,000

	Basic earnings per share (sen)
	6.69
	2.94
	12.61
	5.04

	
	
	
	
	


b.
Diluted

Not applicable.

By Order of the Board

Woo Yin Pun (MAICSA 7001280)

Leong Siew Foong (MAICSA 7007572)

Company Secretaries

Johor Bahru

Dated: 20 August 2007







