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 Financial Reporting Standards (“FRS”) No. 134: Interim Financial Reporting and Part K 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 2004. 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 2004.

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 2004.

2.
Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year ended 31 December 2004 was not qualified. 

3.
Comments about Seasonal or Cyclical Factors 

Apart from heavier rainfall during the current quarter that 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 for the current quarter ended 31 December 2005.
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

There were no issuance, cancellation, repurchases, resale and repayments of debts and equity securities during the current quarter.  As at 31 December 2005, the number of treasury shares held amounted to 1,305,500.
7.
Dividends 

A total of 12.96% tax exempt dividend in the sum of RM21,080,000 was paid for the financial year ended 31st  December 2004.

For the financial year ended 31 December 2005, 5.76% tax exempt interim dividend amounting to RM9,364,000 was paid on 24 February 2006 and a final dividend 4.55% tax exempt has been recommended for shareholders’ approval in the forthcoming Annual General Meeting.
8. Segmental Reporting for the Year Ended 31 December 2005
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	613,392
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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

On 29 December 2005, the Company acquired 100% equity interest in a shelf company, Biogreen Success Sdn Bhd (“BSSB”) for a cash consideration of RM2.  BSSB had on 31 December 2005, increased its share capital from RM2 to RM100,000, of which the Company has subscribed for 59,998 new ordinary shares of RM1.00 each for a cash consideration of RM59,998.00 resulting in the reduction of the Company’s interest in BSSB to 60%.  

Other than the above, there were no material 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 were no changes in the contingent liabilities since the last annual balance sheet as at 31 December 2004.
13. Capital Commitments
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14. Review of Results

For the current quarter under review, the Group recorded a turnover of RM152.7 million as compared to RM151.1 million in the 4Q2004, representing an increase of RM1.6 million (1.1%).  Its pre-tax profit however, has dropped from RM17.5 million in the 4Q2004 to RM13.6 million, a reduction of RM3.9 million (22.3%).  The decline in pre-tax profit of RM3.9 million was attributed mainly by the pre-tax losses suffered by its non-timber manufacturing and trading division.
14.
Review of Results (Contd.)

On a year-to-date basis, the Group achieved a turnover of RM613.4 million, an increase of RM9.1 million (1.5%) as compared to RM604.3 million in its previous corresponding year.  However, its pre-tax profit decreased by RM27.2 million (27.4%) from RM99.2 million to RM72.0 million due to the rising production costs experienced by both its timber and non-timber manufacturing and trading divisions  as a result of the escalating fuel prices and material costs.
Timber
On a year-on-year basis, although the timber division’s turnover increased by 4.6% to RM118.7 million  as compared to 4Q2004, its pre-tax profits decreased by 5.3% to RM14.4 million when compared to RM15.2 million in 4Q2004.  This is due to lower profit margins from the plywood division arising from lower selling prices as a result of dumping by the Indonesian producers in the last few months of the year, ahead of plant closures in view of a tight log supply and increased processing costs (e.g. higher energy costs when the Government cancelled its oil subsidy policy). 
On a year-to-date basis, the timber division registered a 4.0% increase in turnover as compared to the previous corresponding period.  However, pre-tax profits decreased by 22.5% to RM68.9 million if compared to RM89 million in the previous corresponding period.  This is due to sluggish margins in the plywood division (for reasons specified above).
On a YOY basis, average round log prices improved by 11% when compared to prices registered in 4Q2004.  However, production rate was lower by 13%. On a YTD basis, average round log prices improved by 5% whilst production volume decreased by 10.5%.  The decline in production is attributed mainly to the wet weather and slower document processing arising from a change in administrative procedures governing timber harvesting in the State. The Group’s export markets for round logs continue to be India 40%, Japan 20%, China 15%, Vietnam 15% and the remaining 10% divided over countries in Asia such as Taiwan and South Korea.

On a YOY basis, average plywood prices decreased by 6.5% with volume increase of 35%.  On a YTD basis, average plywood prices decreased by 5.0%, whilst volume increased about 34.5%. The increase in production volume is due to the increased capacity that was installed in November 2004. The Group’s key plywood markets remains Japan (approximately 80%) and the remaining 20% to various Asian countries including Taiwan.

Non-Timber Manufacturing & Trading

The non-timber manufacturing and trading division registered a level of RM33.5 million in 4Q2005 as compared to RM35.8 million in 4Q2004, down RM2.3 million or 6.4%.  As a result, the division recorded a pre-tax loss of RM1.4 million, down RM3.5 million as compared to pre-tax profit of RM2.1 million achieved in 4Q2004.  The pre-tax losses from the foil division attributed the bulk of the losses.  The direct competition with overseas suppliers, especially from China, has resulted low selling prices.
14.
Review of Results (Contd.)

Non-Timber Manufacturing & Trading (Contd.)
On a YTD basis, the non-timber manufacturing and trading division registered RM139.5 million in sales, a decrease of RM8.2 million as compared to RM147.7 million achieved in previous corresponding year.   Pre- tax profits declined by RM9.7 million to RM0.7 million, from RM10.4 million in the previous year.  Losses were mainly incurred in the foil division whilst the tape and trading business registered lower profitability in order to maintain its market share. 
15.
Material Changes for the Quarter Reported on as Compared with the Preceding Quarter

The Group’s turnover for the current quarter under review was RM152.7 million as against RM157.3 million in 3Q2005, representing a decrease of RM4.6 million (2.9%).  Its pre-tax profits has also reduced from RM18.1 million in the 3Q2005 to RM13.6 million in the current quarter, a reduction of RM4.5 million (24.9%).  This was attributed mainly by the pre-tax losses suffered by its non-timber manufacturing and trading division.
16.
Current Year Prospects
The tropical timber market is expected to be vigorous due to strong demand emanating from countries like India, China, Japan and Vietnam.  The stronger housing starts numbers from Japan, up 4% from the 2004 level to approximately 1.236 million units, is also a positive sign that augurs well for the industry.  While overall demand for timber products has firmed, the major industry players like Malaysia and Indonesia are constrained with generally tight supply.  Indonesia is experiencing a critical shortage of log supply to feed their massive downstream capacities.  In addition to that, most of these mills are inefficient due to operating older machinery with low yields.  These problems compounded the frequent work stoppage arising from raids by the Government in attempts to rein in illegal logging and the export of illegal logs from Indonesia.  Some major buyers have gradually shifted to more consistent suppliers like Malaysia.  This shift in demand has put more pressure on the supply situation in Malaysia.

The Group’s upstream production was affected due to the rainy season at year-end and the festivities that followed.  Further log supply from the LSA has to be supplemented by third parties’ purchase in order to meet demand from the Group’s downstream operations. The Group’s downstream operations continue to be focused on floorbase plywood, structural panels and concrete panels.  More innovation with respect to timber usage is being explored to improve its yield.  

Timber prices are expected to firm in the medium term due to persistent supply issues.  The Group, as with other major timber players from Sarawak, has already embarked on massive tree plantation programs to ultimately be another source of supply for certain timber products.  
16.
Current Year Prospects (Contd.)
Barring unforeseen circumstances, the Group expects better prospects for the industry on the back of strong demand from its key markets and confidence in managing the supply situation to meet the expected increase in overall demand.

For the non-timber manufacturing and trading division, the Group is taking steps to restructure and turn around this division, with a focus on the foil business.  In the last few months, changes were being made to certain key division positions as the Group streamlined its products mix and added new machinery to enhance its production capability in tandem with current market requirements.  The Group is confident that the leadership change in this division would drive an improved performance in the coming year, notwithstanding the challenges posed by higher energy prices, interest rates and global competition.  These challenges will keep the Group on the alert to improve efficiency to enhance its performance.
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 is lower than the statutory tax rate due to accelerated capital allowances and also the recognition of deferred tax assets on reinvestment allowances by one of its subsidiaries.
19.
Sale of Unquoted Investments and/ or Properties 

a) 
There was no sale of properties for the current quarter and financial year-to-date.

b)  Disposal of unquoted investment
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20.
Purchase/Disposal of Quoted Securities

a) 
Disposal of quoted investment
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20.
Purchase/Disposal of Quoted Securities (Contd.)

b)
Total purchases of quoted securities 
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c) 
Total investments in quoted securities as at 31 December 2005
	
	As at 31.12.2005

RM’000

	As cost
	4,086

	At book value
	3,339

	At market value
	1,540


21.
Status of Corporate Proposals and Developments


Joint Venture with Yayasan Islam Negeri Kedah (YINK)

The Department of Environmental’s approval on the Supplementary Environmental Impact Assessment 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 31 December 2005 were as follows:

	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	Short-term borrowings
	45,263
	   100,546
	145,809

	Long-term borrowings
	8,972
	    14,121          
	23,093

	
	54,235
	114,667
	   168,902


23.
Off Balance Sheet Financial Instruments

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

24. 
Material Litigation

As disclosed in the annual financial statements ended 31 December 2004, Central Industrial Corporation Berhad (“CICB”), a minority shareholder of Central Mercantile Corporation (M) Sdn Bhd. (“CMCM”), a subsidiary of Loytape Industries Sdn Bhd, wholly-owned by the Company, presented a petition to wind-up CMCM on the grounds that the directors of CMCM have not acted in the interest of CMCM. 

As at the date of this report, CMCM’s application to validate payments made in the ordinary course of business has been approved by the High Court on 17 February 2006.  
CICB’s appeals to the Court of Appeal on the High Court’s dismissal of its application for provisional liquidators and cross-examination are fixed for hearing on 15 May 2006.  Further, the Court has fixed the date for hearing of CICB’s petition to wind-up CMCM on 26 July 2006.

The Directors of the Company, in close consultation with the lawyers of the Company, are of the opinion that CMCM has a good chance of succeeding in its application and a fair chance of resisting CICB’s appeals and petition.
25.
Earnings per Share (EPS)

Basic Earnings per Share

The calculation of basic earnings per share for the year is based on the net profit attributable to ordinary shareholders of RM57,281,000 and the weighted average number of ordinary shares outstanding during the year of 162,561,027 shares after taking into the effects of share buy back of the Group.
Diluted Earnings per Share

The Group does not have any financial instruments or other contracts that may entitle its holder to ordinary shares that would give rise to the dilution in its basic earnings per share.
BY ORDER OF THE BOARD

TAN MEE LIAN

COMPANY SECRETARY

Date:  28 February 2006
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												Current Year				Preceeding

												To-Date				Year

												31-12-2005				31-12-2004

												RM'000				RM'000

		Approved and contracted for

		Non cancellable outstanding rental commitments

		Not later than 1 year										233				144

		Later than 1 year and not later than 5 years										147				- 0

												379				144

		Contracted but not provided for

		Investment in Plant and Machinery										- 0				3,095
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														Current				Current Year

														Quarter				To-Date

														31-12-2005				31-12-2005

														RM'000				RM'000

				Taxation based on results for the period:

				Current										3,563				10,838

				Under provision in prior year										810				706

				Share of taxation in associated company										- 0				- 0

				Share of taxation in joint venture company										74				296

				Deferred taxation										(830)				3,468

														3,617				15,308
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														Current				Current Year

														Quarter				To-Date

														31-12-2005				31-12-2005

														RM'000				RM'000

				Total proceeds from disposals										- 0				134

				Share of taxation in joint venture company										- 0				- 0

				Profit on disposals										- 0				13
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														Current				Current Year

														Quarter				To-Date

														31-12-2005				31-12-2005

														RM'000				RM'000

				Total cost of purchases										- 0				341

				Share of taxation in joint venture company										- 0				- 0
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														Current				Current Year

														Quarter				To-Date

														31-12-2005				31-12-2005

														RM'000				RM'000

				Total proceeds from disposals										- 0				1,341

				Share of taxation in joint venture company										- 0				- 0

				Profit on disposals										- 0				694






