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 Securities”).

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

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 2006 except for the adoption of the following new revised Financial Reporting Standards (“FRS”) effective for the Group’s financial statement commencing 1 January 2007:-
· FRS 117 Leases
· FRS 124 Related Party Disclosures
· Amendment to FRS1192004 Employee Benefits – Actuarial Gain and Losses, Group Plans and Disclosures
The adoption of FRS 124 and Amendment to FRS1192004 does not have significant financial impact to the Group.

FRS117 requires the classification of leasehold land as prepaid lease payments.  As a result, leasehold land which was previously classified under property, plant and equipment is now classified as prepaid lease payments under non current assets.   The comparative for leasehold land have been reclassified accordingly.
3. Comparatives

The following comparative amounts of the Group as a result of the adoption of FRS117 Leases:-
3.
Comparatives (Cont’d)
Balance Sheet

	
	Previously 
	FRS 117
	As

	
	Reported

RM’000
	Adjustments

RM’000
	Restated

RM’000

	At 31 December 2006
	
	
	

	Property, plant and equipment

Prepaid lease payments 
	384,805

-
	(16,503)

16,503
	368,302

16,503


4.
Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year ended 31 December 2006 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.
7.
Changes in Estimates

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

There were no issuance, cancellation, repurchases, resale and repayments of debts and equity securities for the current quarter and the financial period other than the issuance of 11,600,928 new ordinary shares of RM1.00 each at an issue price of RM4.31 per ordinary share amounting to RM50 million as partial discharge of purchase consideration for the acquisition of Linshanhao Plywood (Sarawak) Sdn Bhd as disclosed in Note 13.
As at 30 June 2007, the number of shares bought back and retained as treasury shares amounted to 1,310,500 shares.  
9.
Dividends 
(a) A tax exempt interim dividend of 6% per share (Notional gross 8.22%) amounted to RM13,062,000 was proposed for the period ended 30 June 2007. (2006: A tax exempt interim dividend of 6% per share amounted to RM9,753,000)
(b) For the financial year ended 31 December 2006, a final tax exempt dividend of 9% per share (Notional gross 12.5%), amounting to RM15,674,000 was declared and paid on  27 July 2007.
10. Segmental Reporting for the Period Ended 30 June 2007
	
	
	
	
	
	Profit/(Loss) 
	

	
	
	
	
	
	Before
	

	
	
	
	Revenue
	
	Taxation
	

	
	
	
	RM'000
	
	RM'000
	

	
	
	
	
	
	
	

	Timber
	
	
	249,255
	
	51,944
	

	Manufacturing
	
	47,811
	
	(559)
	

	Trading
	
	
	24,559
	
	2,470
	

	Others
	
	
	1,209
	
	846
	

	
	
	
	
	
	O
	

	
	
	
	322,834
	
	54,701
	


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
Other than the completion of the Proposed Bonus Issues and Proposed Share Split as disclosed in Note 23 (a), there was no material events subsequent to the current financial period ended 30 June 2007. 
13.
Changes in Composition of the Group

There were no changes in the composition of the Group in the quarterly financial statements under review other than the following:-
(i)
Acquisition of a Subsidiary


On 18 April 2007, the Company acquired 100% equity interest in Linshanhao Plywood (Sarawak) Sdn Bhd, a company incorporated in Malaysia which is involved in the manufacture and sale of plywood. 


As part of the cost of acquisition, the Company issued 11,600,928 new ordinary shares of RM1.00 each with a fair value of RM8.25 each, being the published price of the shares of the Company at the date of acquisition.  The cost of acquisition comprised of the following:- 

	
	RM’000

	Purchase consideration to be satisfied by cash
	100,000

	Fair value of ordinary shares issued 
	95,708

	Total cost of acquisition
	195,708



The costs attributable to the acquisition of RM1,587,000 which was paid in cash, was set off against the share premium account.

The acquired subsidiary has contributed the following results to the Group:-

	
	Current Quarter

30-06-2007
	Current Year To-Date

30-06-2007

	
	RM’000
	RM’000

	Revenue
	20,935
	20,935

	Profit for the period
	1,213
	1,213



If the acquisition had occurred on 1 January 2007, the Group revenue and profit for the period from 1 January 2007 to 30 June 2007 would have been higher by RM37,323,000 and RM9,837,000 respectively.


The assets and liabilities arising from the acquisition are as follows:-

	
	Fair Value
	Acquirer’s Carrying Amount

	
	RM’000
	RM’000

	Property, plant and equipment
	114,449
	114,447

	Prepaid lease payments
	43,717
	43,719

	Inventories and work-in-progress
	32,793
	32,793

	Trade and other receivables
	2,566
	2,566

	Cash and bank balances
	39,446
	39,446

	Trade and other payables
	(9,903)
	(9,903)

	Taxation
	(375)
	(375)

	Borrowings
	(18,917)
	(18,917)

	Deferred tax liabilities
	(27,700)
	(27,700)

	Total net assets
	176,076
	176,076

	Goodwill arising on acquisition
	19,632
	

	
	195,708
	


13.
Changes in Composition of the Group (Cont’d.)
(i)
Acquisition of a Subsidiary (Cont’d.)

The cash outflow on acquisition is as follows:-

	
	Current Year To-Date

30-06-2007

	
	RM’000

	Purchase consideration satisfied by cash
	100,000

	Costs attributable to the acquisition, paid in cash
	1,587

	Total cash outflow of the Company
	101,587

	
	

	Cash and cash equivalent of subsidiary acquired
	(39,446)

	
	

	Cash consideration due within six months from the
   completion date
	(50,000)

	Net cash outflow of the Group
	12,141



(ii)Additional interest in subsidiary company
On 16 May 2007, the Company through its wholly-owned subsidiary, Loytape Industries Sdn Bhd, had acquired the entire minority interest of 15% in Central Mercantile Corporation (M) Sdn Bhd (“CMCM”) for a sum of RM10 million.   As a result, there was a gain on accretion of RM2,177,000 arising from the above additional interest.
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 2006.
15.
Capital Commitments
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16. Review of Results

For the quarter under review, the Group’s turnover was RM161.5 million as compared to RM165.8 million in the 2Q2006, representing a decrease of RM4.3  million ( 2.6%).  Its pre-tax profit also decreased by RM11.0 million (37.2%) to RM18.6 million in the current quarter when compared to RM29.6 million in the 2Q2006.  The decrease was due to lower pre-tax profits posted by both its timber and non timber manufacturing and trading division.
Timber
For the current quarter, the Group’s timber division registered a turnover of RM123 million, representing a decrease of 5.3% or RM 7 million as compared with RM130 million in the 2Q2006.  Pre-tax profits decreased by 37.8% or RM10.6million to RM17.5 million when compared to RM28.1 million registered in the 2Q2006. The drop in pre-tax profit was mainly due to the drop in plywood sales volume.

On a year-to-date (YTD) basis, the timber division registered a turnover of RM249.2 million, representing an increase of 9.3%, as compared to the previous corresponding period of RM 228.0 million despite the overall drop in plywood sales volume. This is attributed to the overall increase in average selling prices of timber prices and the incorporation of Linshanhao Plywood (Sarawak) Sdn Bhd as a wholly-owned subsidiary in April this year. Pre-tax profits increased by 14.9% or RM6.7 million to RM51.9 million as compared with RM45.2 million in the previous corresponding period.

On a year-on-year (YOY) basis, average round log prices increased approximately 9.5% compared to prices registered in 2Q2006, whilst sales volume was up by 26.6%. The lower volume last year was due to continued unfavorable weather condition. On a YTD basis, average round log prices are higher by approximately 17.3%.  The Group’s key export markets for round logs is India (46%), Japan (18%), China (27%) and the remaining 9% exported to Asian countries including Taiwan and South Korea.

As for the Group’s plywood division, sales volume for the quarter in review decreased 31.0% as compared to 2Q2006. However, average selling prices was up 12.1% as compared to 2Q2006.  On a YTD basis, average plywood prices were higher by 32.5% whilst volume decreased 27.6%. This is in line with the increase in log prices arising from the tight supply situation in Indonesia and the overall improvement in the Japanese economy. The Group’s key plywood markets for the quarter in review were Japan (77%) and Taiwan (23%).

Non-Timber Manufacturing & Trading

The non-timber manufacturing and trading division recorded a turnover of RM37.6 million for the quarter under review when compared to RM 34.7 million in 2Q2006, an increase in turnover of RM2.9 million (8.3%) as demand pick up during the quarter particularly from the export market.
16.
Review of Results (Cont’d)

Non-Timber Manufacturing & Trading (Cont’d.)
Its pre-tax profit however, reduced by RM0.3 million (27.3%) to RM0.8 million when compared to RM1.1 million registered in  2Q2006.  The decrease was due to lower product margins experienced by the division.  The lower margin was due to the continual rise in materials costs particularly paper, foil and rubber coupled with the continual low margin suffered by its export products arising from the strengthening of Ringgit Malaysia against USD currency since 1Q2007 which spillover to the current quarter.
On a year-to date basis (YTD), the non timber division registered a turnover of RM72.4 million as compared to RM66.5 million.  Its YTD pretax profits increased by RM1.2 million to RM1.9 million as compared to 2Q2006 due to lower provisions and improved sales.
17.
Material Changes for the Quarter Reported on as Compared with the Preceding Quarter

The Group’s turnover for 2Q2007 was RM161.5 million as compared to RM161.3 million in 1Q2007, representing an increase of  0.1% or RM0.2  million.  Its pre-tax profit for 2Q2007 however, has decreased by 48.5% or RM17.5 million from RM36.1 million in 1Q2007 to RM18.6 million.  The decrease was mainly due to the timber division.
The Group’s timber division registered a turnover of RM123.3 million, a decrease of RM2.6 million from that of 1Q2007.  Its pre-tax profit decreased from RM34.5 million to RM17.5 million, a decrease of RM17 million (49.4%). This is mainly attributable to our plywood division.
18.
Current Year Prospects

Timber 
In line with the Group’s expectation of the general trend in the timber industry for the 1H2007, timber prices especially of downstream products, are traded lower as compared to the preceding quarter.  The Group opines that the current price levels, especially in the last few weeks where the impact of a credit crunch in the US (hence, weakening the housing market) are said to affect timber prices in the medium-term, is possibly a result of a knee-jerk reaction.  Nevertheless, as was stated in the 1Q2007 report, the Group indicated that 1H2007 should see some consolidation in prices at present price levels for both round logs and plywood, given the seasonal nature of the supply and the prevailing buying trends in the market, although we are cautious as to the lingering effects of the credit crunch on housing markets in general, including that of Japan.  

Barring unforeseen circumstances, the Group is cautiously optimistic that only towards the end of 2007 should we expect to see a pick-up in both volumes and prices.
18.
Current Year Prospects (Cont’d.)
Non-Timber Manufacturing & Trading

Given the recent volatility and crisis in the global financial markets which could potentially slowdown the global economic growth, the Group remains cautious in maintaining and sustaining its performance in the coming quarters.  The Group however, will continue to take qualitative measures and steps to control its production efficiency and material costs.

19.
Profit Forecast or Profit Guarantee

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

20.
Taxation
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The lower effective tax rate in the current quarter was due to the utilization of reinvestment allowances claims, unabsorbed capital allowances and double deduction incentives granted to certain subsidiaries.
21.
Sale of Unquoted Investments and/ or Properties 

There were no sales of unquoted investments/properties for the current quarter and the financial period under review. 
22.
Purchase/Disposal of Quoted Securities
a) 
Disposal of quoted securities
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b)
Total purchases of quoted securities 
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c) 
Total investments in quoted securities as at 30 June 2007:-
	
	As at 30.06.2007
RM’000

	At cost
	3,503

	At book value
	3,424

	At market value
	3,449


23.
Status of Corporate Proposals and Developments

(a)
Proposed Bonus Issue, Proposed Share Split and Proposed Amendment to the Memorandum of Association
On 24 April 2007, the Company (“WTK”) had announced the following:-
(i)
The proposed bonus issue of 43,539,239 new ordinary shares of RM1.00 each in WTK (“WTK Shares”) to be credited as fully paid-up on the basis of one (1) new WTK Share for every four (4) existing WTK Shares held (“Proposed Bonus Issue”);

(ii)
The proposed share split involving the subdivision of every one (1) WTK Share held after the Proposed Bonus Issue into two (2) new ordinary shares of RM0.50 each in WTK (“Subdivided Shares”)( “Proposed Share Split”); and

(iii)The proposed amendments to the Memorandum of Association of WTK (“Proposed Amendment”).
(Collectively referred as “The Proposals”)
23.
Status of Corporate Proposals and Developments (Cont’d.)

(a)
Proposed Bonus Issue, Proposed Share Split and Proposed Amendment to the Memorandum of Association (Cont’d.)


The Proposals were completed on 13 August 2007 with the listing and quotation of 438,013,388 Subdivided Shares in the Company on Bursa Securities on the same date.
(b)
Joint Venture with Yayasan Islam Negeri Kedah (YINK)

The Company is now working with YINK on possible alternative projects to compensate for the costs incurred in the Kedah Project.  YINK is in the process of identifying potential projects in the State that may be undertaken by the JV Company.    
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 30 June 2007 were as follows:

	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	Short-term borrowings
	56,896
	110,681
	167,577

	Long-term borrowings
	22,779
	12,813
	35,592

	
	79,675
	123,494
	203,169


25.
Off Balance Sheet Financial Instruments

As at 23 August 2007, the Group had the following outstanding forward foreign currency hedge contracts for sales by one of the non-timber manufacturing company:-

	Currency
	Contract

Amount

‘000
	Equivalent

Amount

RM’000
	Maturity dates

	USD
	942
	1,984
	Different maturity periods up to 4 September 2007.


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 
As disclosed during the previous quarter ended 31 March 2007, the petition presented by Central Industrial Corporation Bhd to wind-up Central Mercantile Corporation (M) Sdn Bhd, a subsidiary of the Company, has been resolved amicably.
As at 23 August 2007, there was no material litigation, including the status of pending material litigation since the last annual balance sheet date of 31 December 2006, except as disclosed above.

27.
Earnings per Share (EPS)

Basic Earnings per Share

The calculation of basic earnings per share for the period is based on the net profit attributable to ordinary shareholders of RM44,418,000   and the weighted average number of ordinary shares outstanding during the period of 170,289,979 shares after taking into the effects of share buy back 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 RM44,418,000 and the weighted average number of ordinary shares outstanding during the period of  425,724,947 shares [after taking into consideration the Proposed Bonus Issue and Proposed Share Split as disclosed in Note 23(a)].
BY ORDER OF THE BOARD

TAN MEE LIAN

COMPANY SECRETARY

Date:  30 August 2007
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Sheet1

												Current Year				Preceeding

												To-Date				Year

												30-06-2007				31-12-2006

												RM'000				RM'000

		Approved and contracted for

		Property, plant and equipment										4,701				- 0

		Non cancellable outstanding rental commitments

		Not later than 1 year										32				149

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

												4,733				149

		Capital expenditure approved but not contracted										-				1,600
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														Current				Current Year

														Quarter				To-Date

														30-06-2007				30-06-2007

														RM'000				RM'000

				Taxation based on results for the period:

				Current										4,020				9,501

				Under/ (over) provision in prior year										65				(3)

				Deferred taxation :

				Current										(597)				844

				Overprovision in prior year										-				-

														3,488				10,342
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														Current				Current Year

														Quarter				To-Date

														30-06-2007				30-06-2007

														RM'000				RM'000

				Total proceeds from disposals										375				2,776

				Share of taxation in joint venture company										- 0				- 0

				Profit on disposals										141				829
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														Current				Current Year

														Quarter				To-Date

														30-06-2007				30-06-2007

														RM'000				RM'000

				Total costs of purchases										1,198				1,680

				Share of taxation in joint venture company										- 0				- 0






