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 audited financial statements for the year ended 31 December 2005. 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 2005.

2.
Changes in Accounting Policies 

The significant accounting policies adopted in the unaudited interim financial statements are consistent with those adopted in the Group’s audited financial statements for the year ended 31 December 2005 except for the adoption of the following new revised Financial Reporting Standards (“FRS”) issued by MASB that are effective for the Group’s first quarter interim financial results for the period ended 31 March 2006:-

FRS    2
Share-based Payment

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 Accounting Estimates and Errors

FRS 110 Events after 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 Investment in Associates

FRS 131 Interest in Joint Ventures

FRS 132 Financial Instruments: Disclosure and Presentation

FRS 133 Earnings Per Share

FRS 136 Impairment of Assets

FRS 138 Intangible Assets

FRS 140 Investment Property  

The adoption of FRS 2, 5, 102, 108, 110, 116, 121, 127, 128, 131, 132 and 133 does not have significant impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the other new and revised FRS are discussed below:-
2.
Changes in Accounting Policies  (Cont’d.)
(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. Minority interest is now presented within total equity in the consolidated balance sheet and as an allocation from net profit for the period in the consolidated income statement. The movement of minority interest is now presented in the consolidated statement of changes in equity.

The presentation of the comparative figures in the financial statements of the Group has been restated to conform with the current period’s presentation.

(b)
FRS 3: Business Combinations, FRS 136 Impairment of Assets and FRS 138: Intangible Assets

The new FRS 3 has resulted in the consequential amendment  to FRS 136 Impairment of Assets and FRS 138 Intangible Assets. 

The adoption of these new FRSs has resulted in the following:-

(i) All business combinations are to be accounted for using the purchase method.  
Prior to 1 January 2006, acquisition of subsidiaries which meet the criteria for merger are accounted for using the merger accounting principles.

Upon the adoption of the new FRS 3, acquisition of subsidiaries which meet the criteria for merger on or after 1 January 2006 ceased to be accounted for using the merger accounting policy and are to be accounted for using the purchase method. This change in accounting policy is applied prospectively and do not have any impact to the Group nor result in any restatement of the comparatives as at 31 December 2005.
(ii)
The Group ceased annual amortization on its goodwill.  Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired.  Any impairment loss is recognised immediately in the income statement and subsequent reversal is not allowed.

Prior to 1 January 2006, goodwill was amortised on a straight-line basis over its estimated useful life of 40 years commencing from 1 October 1986 or from the date of acquisition, if acquired thereafter.

2.
Changes in Accounting Policies (Cont’d.)
(b)
FRS 3: Business Combinations, FRS 136 Impairment of Assets and FRS 138: Intangible Assets (Cont’d.)

This change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006 and the comparatives as at 31 December 2005 are not restated. The transitional provisions of  FRS 3 however, have required the Group to eliminate as at 1 January 2006, the carrying amount of accumulated amortization of RM8,901,000 against the carrying amount of the goodwill.  

The carrying amount of goodwill as at 1 January 2006 of RM14,304,000 (net of  accumulated amortization) ceased to be amortised.  This has the effect of reducing the amortization charge by RM137,900 in the current quarter.
Under the revised FRS 136, the Group has also provided for an impairment loss of RM5.6 million on the goodwill as stated above (RM14,304,000) in the current quarter.
 (iii)The useful lives of other intangible assets are now assessed at the individual asset level as having either a finite or indefinite life. 

Prior to 1 January 2006, intangible assets were considered to have a finite useful life and were stated at cost less accumulated amortisation and impairment losses. 

Under the new FRS 138, some other intangible assets are regarded to have an indefinite useful life when, based on an analysis of all the relevant factors, there is no foreseeable limit to the period over which the asset is expected to generate net cash inflows for the Group.  Intangible assets with indefinite useful lives are not amortised but instead, are tested for impairment annually. Intangible assets of the Group with finite useful lives continue to be stated at cost less accumulated amortization and impairment losses.  

This change in accounting policy is applied prospectively and do not result in any restatement of the comparatives as at 31 December 2005.  The Group’s timber rights previously amortised now ceased to be amortised in the current quarter as its residual value estimated based on expected net cash inflows to be generated exceeded its carrying amount of RM41,118,000 as at 1 January 2006.  This has the effect of reducing the amortization charge by RM948,000 in the current quarter.
(d)
FRS 140: Investment Property

The adoption of this revised FRS has resulted investment properties being measured at depreciated cost less any impairment loss.  Prior to 1 January 2006, investment property were stated at cost.

2.
Changes in Accounting Policies (Cont’d.)

(d)
FRS 140: Investment Property (Cont’d.)

The transitional provision requires the investment properties measured using the cost model, to be stated at cost less accumulated depreciation and impairment loss.  The change in accounting policy has resulted in the depreciation charged against these investment properties to be accounted for retrospectively and as disclosed in Note 3 below, certain comparative amounts as at 31 December 2005 have been restated.  
The Group has assessed the useful lives of its investment properties to be 40 years, with 20 years remaining as at 1 January 2006.  Accordingly, the Group has adjusted for the depreciation that would have been charged had these investment properties been depreciated since the date of acquisition up to 31 December 2005, amounting to RM3,846,000. This also has the effect of increasing the depreciation charge by RM48,000 in the current quarter.
3. Comparatives

The following comparative amounts of the Group have been restated due to the adoption of abovementioned new and revised FRSs:-

Balance Sheet

	
	Previously 
	Adjustments
	As

	
	Reported

RM’000
	FRS101

RM’000
	FRS140

RM’000
	Restated

RM’000

	At 31 December 2005
	
	
	
	

	Investment Properties
	19,953
	-
	(3,846)
	16,107

	Intangible assets
	16,438
	24,680
	-
	41,118

	Other receivables
	67,740
	(24,680)
	
	43,060

	Retained earnings

Minority interest

Retirement benefit obligations

Provision for other liabilities
	649,014

19,021

2,518

-
	-

-

(141)

141
	(3,680)

    (166)

-

-
	645,334

18,855

2,377

141


Income Statement 

	
	Previously 
	Adjustments
	As

	
	Reported

RM’000
	FRS101

RM’000
	FRS140

RM’000
	Restated

RM’000

	3 months ended 31 March 2005
	
	
	
	

	Revenue
	
147,609
	
237
	
-
	
   147,846

	Administrative expenses
	
4,716
	
-
	
48
	
4,764

	Other income

Share of results of associate 
	
1,276

           100
	       (237)

         (74)
	             -

             -
	
1,039

           26

	Profit before tax
	      19,539
	
(74)
	
(48)
	
19,417

	Taxation 
	 
(2,348)
	
74
	
-
	
2,274

	Profit after tax
	
17,191
	
-
	
(48)
	
17,143


4.
Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year ended 31 December 2005 was not qualified. 

5.
Comments about Seasonal or Cyclical Factors 

There were no recurrent or cyclical events that would affect the Group’s operation apart from the poor weather condition which affected the log production during the current quarter.
6.
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 except as disclosed in Notes 2 and 7.

7.
Changes in Estimates

The revised FRS 116: Property, Plant and Equipment (“PPE”) requires the review of the residual value and remaining useful life of an item of PPE at each financial year end. The Group revised the residual values of buildings and the estimated useful lives of plant and machineries with effect from 1 January 2006. The revision was accounted for as change of accounting estimates and as a result, the depreciation charge in the current quarter has been reduced by RM4,396,000.
Except as mentioned above, there are no other changes in estimates that have had a material effect in the current quarter under review.

8. 
Issuance and Repayment of Debts and Equity Securities, Share Buy-Backs, Share Cancellations, Shares Held as Treasury Shares and Resale of Treasury Shares

Share Buy-Back
The monthly breakdown of shares bought back for the financial period ended 31 March 2006 was as follows: 

	Month
	No of shares
	Purchase price per

Share
	Average price per share

(RM)
	Total cost

(RM)

	
	
	Lowest

(RM)
	Highest

(RM)
	
	

	January
	-
	-
	-
	-
	-

	February
	-
	-
	-
	-
	-

	March
	5,000
	4.22
	4.22
	4.22
	21,257

	Total
	5,000
	
	
	
	21,257


8. 
Issuance and Repayment of Debts and Equity Securities, Share Buy-Backs, Share Cancellations, Shares Held as Treasury Shares and Resale of Treasury Shares (Cont’d.)

Share Buy-Back (Cont’d.)
All the above 5,000 shares bought back during the period were retained as treasury shares.  

There were no issuance, cancellation, repurchases, resale and repayments of debts and equity securities subsequent to the financial period.  

As at 31 March 2006 and up to the date of this report, the number of shares bought back and retained as treasury shares amounted to 1,310,500.

9.
Dividends 

For the year ended 31 December 2005, a tax exempt interim dividend of 5.76 sen per share, amounted to RM9,364,000 was paid on 24 February 2006 (2004 : A first and a second tax exempt interim dividend in total of 7.20 sen per share, amounted to RM11,714,000). 

A final tax exempt dividend of 4.55 sen per share, amounting to RM7,364,000 has also been proposed and recommended for shareholders’ approval for the financial year ended 31 December 2005 (2004 : a final tax exempt dividend of 5.76 sen per share, amounting to RM9,366,000) at the forthcoming 34th Annual General Meeting. .

10. Segmental Reporting for the Period Ended 31 March 2006

	
	
	
	
	
	Profit/(Loss) 
	

	
	
	
	
	
	Before
	

	
	
	
	Revenue
	
	Taxation
	

	
	
	
	RM'000
	
	RM'000
	

	
	
	
	
	
	
	

	Timber
	
	
	97,726
	  
	        17,138  
	

	Manufacturing
	
	      17,218
	
	(1,580)
	

	Trading
	
	
	14,589
	
	           1,143
	

	Others
	
	
	1,025
	
	(4,920)
	

	
	
	
	
	
	
	

	
	
	
	130,558
	
	         11,781
	


11.
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. 

12.
Material Subsequent Events

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

13.
Changes in Composition of the Group

There were no material changes in the composition of the Group in the quarterly financial statements under review.
14.
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 2005.

15. Capital Commitments


[image: image1.wmf]Current Year

Preceeding 

To-Date

Year

31-03-2006

31-12-2005

RM'000

RM'000

Approved and contracted for

Property, plant and equipment

264
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Non cancellable outstanding rental commitments

    Not later than 1 year
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    Later than 1 year and not later than 5 years
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146

                     

 

605

                

 

865

                     

 

Capital expenditure contracted but not provided for 

8,400

             

 

2,225

Share of capital commitments of a jointly 

  controlled entity

-

                 

 

54


16. Review of Results

For the quarter under review, the Group’s turnover was RM 130.6 million as compared to RM147.9 million in the 1Q2005, representing a decrease of RM17.3 million (11.7%).  Its pre-tax profit however, has dropped from RM19.4 million in the 1Q2005 to RM11.8 million, a reduction of RM7.6 million (39.2%).  The reduction was largely due to the provision for impairment loss on the goodwill of certain subsidiaries of RM5.6 million and the impairment provision made on the investment in China amounting to RM2.1 million by its foil division as a result of the adoption of the new/revised FRS as stated in Notes 2 and 7.  The decline in the Group’s results, apart from the effect of the adoption of the new/revised FRS, was also partially attributed by the decline in results from the timber division approximately RM1.6 million.
16. Review of Results (Cont’d.)

Timber
For the quarter under review, the Group’s timber division registered a turnover of RM97.7 million, representing a decrease of RM15.8 million or 13.9% from RM113.5 million in the 1Q2005.  This is due to a lower timber production volume arising from an unseasonally wet weather condition that prevailed through the first three (3) months of the year.

However, pre-tax profits decreased by only RM1.7 million or 9.0% to RM17.1 million when compared to RM18.8 million registered in the 1Q2005.  This has taken into account the adjustments required from the adoption of FRS 116 and FRS138 that resulted in the reduction of depreciation and amortization charges of RM4.5 million.  If compared with 1Q2005, net profit margin declined as a result of higher fuel and glue charges as were recorded during the last three quarters of financial year 2005.

On a YOY basis, average round log prices increased by 10.0% compared to prices registered in the 1Q2005, whilst sales volume was down by 23.4%.  The drop in sales was due to a lower log production level given prolonged rainy condition which hampered timber harvesting activities.  On the other side of the equation however, demand continues to be vigorous.  The Group’s key export markets for round logs continue to be India 40%, Japan 20%, China 15%, Vietnam 20% and the remaining 5% divided among Asian countries including Taiwan and South Korea.  Demand stayed strong during the quarter and the outlook is expected to remain optimistic for the next 12 months.

The Group’s plywood division registered an increase of almost 4.0% in average prices for the quarter as compared to the 1Q2005.  However sales volume of plywood in the quarter under review fell by about 3.1% as compared to the 1Q2005.  This is due to the shortage in log supply arising from the poor weather condition. The Group’s key plywood markets are to Japan (70%) whilst the remaining 30% goes to Taiwan and other Asian countries.

Non-Timber Manufacturing & Trading

The non-timber manufacturing and trading division registered a revenue of RM31.8 million in 1Q2006 as compared to RM33.6 million in 1Q2005, a decrease of RM1.8 million or 5.4%.  Its pre-tax profit has also decreased from RM0.5 million in 1Q2005 to a pre-tax loss of RM0.4 million for the quarter under review, a reduction of RM0.9 million.
The pre-tax loss was mainly due to the provision for impairment loss on its investment in China of RM2.1 million arising from the adoption of FRS 136 (Impairment of Assets) in the current quarter.
17.
Material Changes for the Quarter Reported on as Compared with the Preceding Quarter

The Group’s turnover for the current quarter under review was RM130.6 million as against RM152.9 million in the 4Q2005, representing a decrease of RM22.3 million (14.6%).  Its pre-tax profits, also has decreased by RM1.7 million (12.6%) to RM11.8 million from RM13.5 million achieved in the 4Q2005.  This is mainly due to the adoption of the new/ revised FRS as stated in Notes 2 and 7.
Timber

For the current quarter under review, the Group’s timber division registered a turnover of RM97.7 million, a decrease of 21.1 million in the 4Q2005.  However, its pre-tax profit increased from RM14.4 million to RM17.1 million.  This is mainly due to the reduction in depreciation and amortization charges of RM4.5 million arising from the adoption of FRS116 and FRS138.
Non-Timber Manufacturing & Trading

The Group’s non-timber manufacturing and trading division recorded a lower turnover of RM31.8 million as compared to RM33.5 million in 4Q2005, a reduction of RM1.7 million or 5.1%.  Its pre-tax loss was reduced from RM1.4 million to RM0.4 million as compared to 4Q2005.

However, by excluding the provision for impairment loss on its investment in China of RM2.1 million by one of its subsidiary, it registered a pre-tax profit of RM1.7 million, an improvement of RM3.1 million or 221% as compared to 4Q2005.  The improvement of  results was due to the management’s aggressive adoption of marketing strategies and selection of right products mix and improved margins.
18.
Current Year Prospects
Timber

The tropical timber market is currently facing a shortage of round logs due to a prolonged rainy condition for the first three months of the year.  This has slowed down the normal production of downstream products such as plywood.  Due to the overall shortage of timber products and the increasing strong demand from importing countries, timber prices have reached an 8-year high.

As a result of the shortage, during the quarter in review the Group was mostly engaged in the shipping of December, January and February orders.  Though priced slightly lower than that in subsequent months’ orders, the Group’s primary concern was to be able to process the bulk of orders that has built rapidly as a result of even shorter supply in Indonesia.  The weather conditions have improved slightly in April and we anticipate the weather to normalize from hereon.

18.
Current Year Prospects (Cont’d.)
Timber
Round logs prices have firmed up by approximately 10% from the beginning of the year while plywood prices have climbed 15% during the same period.  Industry watchdogs are citing optimism that timber prices are expected to firm at higher levels in the next couple of years, as a result of supply shortage and strong demand from Japan, China and India.

In the face of the various challenges, the Group is focusing on improving the recovery rate at its plywood plants.  With this, the Group is confident that the following quarters would see improved performance, barring an acute shortage of raw materials.
Non-Timber Manufacturing & Trading

The overall operation performance of this division during the current quarter has shown an improvement of 167% as compared to the preceding quarter.

However, any further implementation of the catch-up plans may be slightly delayed until the volatility in metal prices stabilize.  Despite the rising raw material costs and stronger ringgit, the Group maintains its confidence that all these will be overcome as the demand  for sales has gradually picked up as a result of the management team’s successful marketing strategies to restore the customers’ loyalty and confidence.  The management team will continuously review their marketing strategies, select right products mix, improve performance efficiencies and customers’ services.
19.
Profit Forecast or Profit Guarantee

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

20.
Taxation
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20.
Taxation (Cont’d.)

The higher effective tax rate in the current quarter was due to the adoption of the new/ revised FRS, mainly arising from the provision made for impairment loss on goodwill and the investment in China totaling to RM7.7 million, which are non tax deductible.
21.
Sale of Unquoted Investments and/ or Properties 

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

22.
Purchase/Disposal of Quoted Securities

a) 
There were no sales of quoted securities for the financial period under review.

b)
Total purchases of quoted securities 
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c) 
Total investments in quoted securities as at 31 March 2006

	
	As at 31.03.2006

RM’000

	As cost
	4,122

	At book value
	3,375

	At market value
	2,323


23.
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.

24.
Group Borrowings and Debt Securities

The Group’s borrowings and debt securities as at 31 March 2006 were as follows:

	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	Short-term borrowings
	36,038
	      55,436
	91,474

	Long-term borrowings
	8,240
	     15,080
	23,320

	
	44,278
	70,516
	    114,794


25.
Off Balance Sheet Financial Instruments

As at 23 May 2006, the Group had the following outstanding forward foreign currency hedging contracts for sales by one of the non-timber manufacturing company:-

	Currency
	Contract

Amount

‘000
	Equivalent

Amount

RM’000
	Maturity dates

	USD
	1,000
	3,625
	Different maturity periods up to 31/07/06


Other than the abovementioned financial instrument, the Group has no other financial instruments with off balance sheet risks as at the date of this announcement.  

26. 
Material Litigation

On 8 February 2001, 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.  CICB also applied to the Court to appoint provisional liquidators over CMCM. 

The High Court on 16 February 2005, dismissed CICB’s application to appoint provisional liquidators over CMCM and for cross-examination.  CICB’s appeal to the Court of Appeal from these decisions of the High Court has been fixed for hearing on 14 June 2006.  Further, the High Court has fixed CICB’s petition to wind-up CMCM for hearing on 26 July 2006.  The directors of the Company, in close consultation with the lawyers of the Company, are of the opinion that there is a fair chance of resisting CICB’s appeals to the Court of Appeal and CICB’s petition to wind-up CMCM.

27.
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 RM7,960,000 and the weighted average number of ordinary shares outstanding during the year of 162,557,277 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:  31 May 2006
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														Current				Current Year

														Quarter				To-Date

														31-03-2006				31-03-2006

														RM'000				RM'000

				Taxation based on results for the period:

				Current										3,348				3,348

				Overprovision in prior years										(19)				(19)

				Deferred taxation										1,560				1,560

														4,889				4,889






_1210516906.xls
Sheet1

												Current Year				Preceeding

												To-Date				Year

												31-03-2006				31-12-2005

												RM'000				RM'000

		Approved and contracted for

		Property, plant and equipment										264				486

		Non cancellable outstanding rental commitments

		Not later than 1 year										233				233

		Later than 1 year and not later than 5 years										108				146

												605				865

		Capital expenditure contracted but not provided for										8,400				2,225

		Share of capital commitments of a jointly

		controlled entity										- 0				54
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														Current				Current Year

														Quarter				To-Date

														31-03-2006				31-03-2006

														RM'000				RM'000

				Total cost of purchases										36				36

				Share of taxation in joint venture company										- 0				- 0






