W T K HOLDINGS BERHAD (10141-M)

(Incorporated in Malaysia)


Notes 

1.
Basis of Preparation

The interim financial statements are unaudited and have been prepared in accordance with the requirements of MASB 26: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of the Bursa Malaysia Securities Berhad (“Bursa Malaysia”).

The interim financial statements should be read in conjunction with the most recent annual audited financial statements for the year ended 31 December 2003. 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 financial year ended 31 December 2003.

The same accounting policies and methods of computation are followed in the interim financial statements as compared with the financial statements for the year ended 31 December 2003.

2.
Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year ended 31 December 2003 was not qualified. 

3.
Comments about Seasonal or Cyclical Factors 

Apart from heavier than usual rainfall during the first quarter of the year, which affected log production, there are no recurrent or cyclical events that would affect the Group’s operation.

4.
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 financial period ended 30 June 2004.

5.
Changes in Estimates

There were no changes in estimate that have had a material effect in the current quarter.

6. 
Issuance and Repayment of Debts and Equity Securities, Share Buy-Backs, Share Cancellations, Shares Held as Treasury Shares and Resale of Treasury Shares

On 29 June 2004, the shareholders of the Company renewed their approval for the Company’s plan to repurchase it own ordinary shares.  During the current quarter, there were no repurchased/re-sold of Company’s own shares.  

Up to the date of this report, there were 1,900,000 unit shares (Cost: RM8,400,965) bought back held as the treasury shares in accordance with Section 67A of the Companies Act, 1965. 

7.
Dividends Paid

Dividends paid on 13 August 2004 were approved on 29 June 2004, in respect of the year ended 31 December 2003 being first and final dividend of 8.00% less 28% taxation, on 161,967,000 ordinary shares, amounting to RM9,329,000.

8. Segmental Reporting for the Period Ended 30 June 2004
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9.
Valuations of Property, Plant and Equipment

There has been no valuation undertaken for the Group’s property, plant and equipment since the last annual financial statements. 

10.
Material Subsequent Events

There were no material subsequent events at the date of this announcement.

11.
Changes in Composition of the Group

There were no changes in the composition of the Group in the quarterly financial statements under review.

12.
Contingent Liabilities

As at the date of this announcement, there was no contingent liability outstanding.

13. Capital Commitments
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14. Review of Results

For the current quarter under review, the Group’s turnover was RM160.5 million as compared with the RM139.4 million in 2Q2003, representing an increase of RM21.1 million (15.1%). Profit before tax improved by RM16.6 million (116.1%) to RM30.8 million as compared with RM14.3 million in 2Q2003.

The Group achieved a turnover of RM299.0 million and a pre-tax profit of RM53.5 million for the period ended 30 June 2004. At this rate, turnover increased by RM36.1million (13.7%) and pre-tax profit by RM27.2 million (103.4%). The overall improvement was mainly derived from the timber division due to the stronger demand and increase of the global timber prices.

Timber

On a quarter-on-quarter basis, the timber division registered an increase in turnover of 19.6% if compared to 2Q2003. Consequently, pre-tax profit improved by 151.3% if compared to RM11.1 million achieved in 2Q2003 as a result of a 109% improvement in pre-tax margins from 11% to 23% largely due to higher average selling prices. 

On the YTD basis, the timber division achieved a turnover of RM224.9 million, reflecting an increase of RM35.6 million (18.8 %) as compared with RM189.3 million achieved in the previous corresponding period. Pre-tax profit also improved by RM27.7 million (136%) to RM48.0 million in the current period as compared with previous corresponding period. The vastly improved performance of the timber division this quarter was mainly attributed to steady demand and strong increase in timber prices.

During the quarter, the Group’s average round log prices improved by 7% as compared to the preceding quarter. On a YOY basis, average round log prices improved 20% compared to prices registered in 2Q2003. The key export markets for round logs in the quarter continue to be India 30%, Japan 30%, China 20%, Vietnam 14% and the remaining 6% spread over countries in Asia such as Taiwan and South Korea.

The Group’s plywood division registered a rise of about 24% in average prices for the quarter as compared to 1Q2004.  On a YOY basis, average plywood prices improved significantly by 45% as compared with prices in 2Q2003.  The sales volume of plywood is consistent with the previous quarter.  In line with expectation, the improvement in this division was led by Floorbase, followed by Structural and Concrete Panel plywood products.  The Group’s key plywood markets remains Japan (approximately 80%) and the remaining 20% to various Asian countries.  

Non-Timber Manufacturing & Trading

For the current quarter under review, non-timber manufacturing & trading division achieved a turnover of RM37.9 million, which was marginally higher than 2Q2003 of RM36.9 million. Profit before tax for the current quarter also marginally higher than 2Q2003, registered at RM2.53 million as compared with RM2.52 million in 2Q2003.

For the period ended 30 June 2004, non-timber manufacturing & trading division achieved a turnover of RM73.3 million, representing a marginal increase of RM452k (0.6%) as compared with RM72.9 million in the previous corresponding period. At this level of turnover, pre-tax profit for the current period ended 30 June 2004 was RM5.4 million, increased by RM307k (6.0%) from RM5.1 million in the previous corresponding period. 

 15.
Material Changes for the Quarter Reported on as Compared with the Preceding Quarter

For the current quarter under review, the Group’s turnover was RM160.5 million, increased by RM21.9 million (15.8%) as compared with the preceding quarter of RM138.6 million. Pre-tax profit increased by RM8.2 million (36%) to RM30.8 million for the current quarter, in comparison with RM22.6 million in the preceding quarter. The improvement in the current quarter was primarily contributed by timber division. 

Timber 

For the quarter under review, the Group’s timber division registered turnover of RM122.1 million, an increase of 18.7% from that of the preceding quarter of RM102.8 million. Consequently, pre-tax profits rose a hefty 40% to RM28.0 million from RM20.0 million. The improvement was boosted by the steady demand and strong increase in timber prices.

Non-Timber Manufacturing & Trading

For the current quarter under review, non-timber manufacturing and trading recorded a turnover of RM37.9 million, which was RM2.5 million (7.2%) higher as compared with the preceding quarter of RM35.4 million. Despite the increase in turnover, pre-tax profit decreased by RM370k (12.7%) to RM2.5 million as compared with RM2.9 million in the preceding quarter. The decrease in pre-tax profit was primarily due to higher raw material and fuel costs.

 16.
Current Year Prospects
The Group’s average log and plywood prices have risen 20% and 43% respectively since the beginning of the year as a result of demand that has been augmented by a general improvement in economic outlook of some of the key markets like Japan and India. A pickup in building activity in Japan has been visible in the first half of the year on the back of improved sentiment, with the Japanese Government doubling its economic growth forecast for FY2005 to 3.5%, the fastest rise in 8 years. In India, the increased pace of infrastructure development have a substantial impact on the growth of the construction sector which in turn strengthen demand for building materials including timber. The Group’s round logs shipments to Japan and India at current levels of contribution between 30% and 35% respectively are expected to remain firm for the rest of the year. Also, increased buying of round logs were also seen in niche markets such as Vietnam which is presently in an extensive drive to boost the country’s woodwork industry to shore up export revenues from furniture and other wooden products. Consequently, the Group’s log exports to Vietnam rose to approximately 15% from less than 5% contribution previously.

Given the same undertone, the Group’s plywood division expects similar guidance with respect to demand of its Floorbase products to its key market, Japan. While the Group has emerged the largest Malaysian producer of Floorbase plywood to Japan, it is not resting on it laurels. 

As for supply, Indonesia is stepping up efforts to curb over production and illegal logging. In production forecasts, logging quotas are being reduced from about 5.74 million cubic meters this year to approximately 5.45 million cubic meters in 2005, with the objective of reaching a quota of 2 million cubic meters over the next few years. As for the disparity between installed domestic downstream capacities versus declining supply of wood, the Indonesian Government has urged the sector to pare down capacity by 50%.

Cyclical swings in buying trends are not unexpected in the timber industry. However, in the broader picture, the Group maintains that the industry is undergoing structural changes with respect to supply and sustainability in the long-term; and this is expected to positively impact tropical timber prices away from its previous lows.

For non-timber manufacturing & trading division, the outlook for the business environment is expected to remain challenging and competitive due to the fluctuating prices of certain major materials. Emphasis shall be placed to improve the quality, customer service and productivity as well as cost control so that to maintain the competitiveness and profitability.

17.
Profit Forecast or Profit Guarantee

The Company has not provided any profit forecast or profit guarantee.

18.
Taxation
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The effective tax rate for the Group is lower than the statutory tax rate because of overprovision of taxes from timber division, utilisation of tax losses and pioneer status granted to a subsidiary.

19.
Sale of Unquoted Investments and/ or Properties 

There were no sales of unquoted investments/properties for the financial period under review.

20.
Purchase/Disposal of Quoted Securities

a) Total purchases and disposals of quoted securities 
	
	
	 Current 
	
	 Current Year 

	
	
	 Quarter 
	
	 To-Date 
	

	
	
	30-6-2004
	
	30-6-2004
	

	
	
	 RM'000 
	
	 RM'000 
	

	
	
	
	
	
	

	
	Total cost of purchases
	342
	
	342
	

	
	Total proceeds from disposal
	-
	
	758
	

	
	Profit on disposal
	-
	
	55
	


b) Total investments in quoted securities as at 30 June 2004
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21.
Status of Corporate Proposals and Developments


Joint Venture with Yayasan Islam Negeri Kedah(YINK)

The DOE’s approval of the Supplementary EIA Report is still pending.

Other than the above, there was no outstanding proposal that has been announced but pending completion.

22.
Group Borrowings and Debt Securities

The Group’s borrowings and debt securities as at 30 June 2004 were as follows:
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23.
Off Balance Sheet Financial Instruments

There was no financial instrument with off balance sheet risks as at the date of this announcement.

24. 
Material Litigation

Central Industrial Corporation Bhd (“CICB”) has presented a petition to wind up the Central Mercantile Corporation (M) Sdn Bhd (“CMCM”), a subsidiary of the Company, on the grounds that the directors of CMCM have not acted in the interest of CMCM. CICB also applied to the Court to appoint provisional liquidators over CMCM. The directors of the Company, in close consultation with the lawyers of the Company, are of the opinion that CMCM has a fair chance of resisting CICB’s petition and CICB’s application to appoint provisional liquidators. Accordingly, the Company and Loytape Industries Sdn Bhd, the immediate holding company of CMCM have directed the lawyers to file an appeal, On 15 June 2004, the Court has dismissed the appeal to struck out the petition. The lawyers have advised that the Company has a reasonable chance to resist the petition when it comes out for hearing.

25.
Dividend

A 3.6% tax exempt interim dividend has been declared for the financial period ended 30 June 2004 (30 June 2003: Nil).

The entitlement and payment dates have yet to be decided and shall be announced in the near future.

26.
Earnings per Share (EPS)

Basic Earnings per Share

The calculation of basic earnings per share for the quarter is based on the net profit attributable to ordinary shareholders of RM48,197,000 and the weighted average number of ordinary shares outstanding during the period of 161,966,527 shares after taking into the effects of share buy back and the allotment of shares from the exercise of Employees’ Share Option Scheme (“ESOS”) of the Group.

Diluted Earnings per Share

The calculation of diluted earnings per share for the quarter is based on the net profit attributable to ordinary shareholders of RM48,197,000 and the weighted average number of ordinary shares outstanding during the period of 158,103,806 shares that would be in issue had all the options arising from the ESOS been exercised on the date they were granted as shown below. However, it was not presented as the effect is anti-dilutive.

	Weighted average no. of ordinary
	
	
	
	
	

	shares outstanding for computation of Basic EPS
	
	
	
	
	161,649,277

	
	
	
	
	
	
	
	

	No. of shares under options
	
	
	   13,897,000 
	
	

	
	
	
	
	
	
	
	

	No. of shares that would have been issued at fair value
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	Average fair value of 1 share
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	X
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	5.57
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	

	Weighted average number of ordinary shares outstanding for computation of Dilutive EPS
	
	
	158,103,806

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


BY ORDER OF THE BOARD

TAN MEE LIAN

COMPANY SECRETARY

Date:   30 August 2004
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