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Notes to the interim financial report


1
Basis of Preparation


The interim financial report has been prepared in compliance with FRS 134 2004, Interim Financial Reporting, issued by the Malaysian Accounting Standards Board (“MASB”) and Chapter 9, Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad. 


The interim financial report has been prepared in accordance with the same accounting policies adopted in the 2005 annual financial statements, except for the accounting policy changes that are expected to be reflected in the 2006 annual financial statements. Details of these changes in accounting policies are set out in Note 2. 
The preparation of an interim financial report in conformity with FRS 134 2004,  Interim Financial Reporting requires  management to make judgements, estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities, income and expenses on a year to date basis.  Actual results may differ from these estimates.

This interim financial report should be read in conjunction with the audited financial statements for the year ended 31 December 2005. It contains unaudited condensed consolidated financial statements and selected explanatory notes. The notes include an explanation of events and transactions that are significant to an understanding of the changes in financial position and performance of the Group since the year ended 31 December 2005.  The condensed consolidated interim financial report and notes thereon do not include all of the information required for a full set of financial statements prepared in accordance with FRSs.

Statutory financial statements for the year ended 31 December 2005 are available from the company’s registered office.
2
Changes in Accounting Policies

The accounting policies adopted for the preparation of this interim financial report are consistent with those adopted for the financial year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for financial periods beginning on or after 1 January 2006:
FRS 2 

Share-Based Payment

FRS 3

Business Combination

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 Estimates and Errors

FRS 110

Events after the 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

Investments in Associates

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, 128, 132, 133, 138 and 140 does not have significant financial impact on the Group.
Consequent on the adoption of the other new/revised FRSs, the Group has effected the necessary changes to the accounting policies and disclosures as disclosed in Notes 2.2 and 2.3 below.  
2.1 FRS 2: Share-based Payment
Under the transitional provision of FRS 2, this standard does not apply to share options that were granted after 31 December 2004 and that became vested before 1 January 2006. As the Group’s share options granted after 31 December 2004 had became fully vested before 1 January 2006, FRS 2 does not apply to the Group.
2.2 FRS 3 : Business Combinations and FRS 136 : Impairment of Assets (Amortisation of Positive and Negative Goodwill)
Prior to the adoption of these FRSs, the Group amortised/realised goodwill on a straight-line basis to the income statement over its estimated economic life of 36 months, subject, in the case of positive goodwill, to annual review for any impairment in its carrying value.
With effect from 1 January 2006, in accordance with FRS 3 and FRS 136, the Group no longer amortises positive goodwill. Such goodwill is tested annually for impairment, including in the year of its initial recognition, as well as when there are indications of impairment. Impairment losses are recognised when the carrying amount of the cash generating unit to which the goodwill has been allocated exceeds its recoverable amount. 
The new policy in respect of positive goodwill has been applied prospectively in accordance with the transitional arrangements under FRS 3. As a result, comparative amounts have not been restated and the unamortised balance of the goodwill has been carried forward to 1 January 2006.The goodwill of the Group subsisting at 1 January 2006 and that arising during the current period under review from the acquisition of new subsidiaries show no indications of impairment.  
Also with effect from 1 January 2006 and in accordance with FRS 3, if the fair value of the net assets acquired in a business combination exceeds the consideration paid (i.e. an amount arises which would have been known as negative goodwill under the previous accounting policy), the excess is recognised immediately in the income statement as it arises.

The change in policy relating to negative goodwill had no effect on the interim financial report as there was no negative goodwill deferred as at 31 December 2005.

2.3 FRS 101, Presentation of Financial Statements and FRS 127, Consolidated and Separate Financial Statements (Minority Interests)
In prior years, minority interests at the balance sheet date were presented in the consolidated balance sheet separately from liabilities and as a deduction from net assets. Minority interests in the results of the Group for the year were also separately presented in the income statement as a deduction before arriving at the profit attributable to shareholders.

With effect from 1 January 2006, in order to comply with FRS 101 and FRS 127, minoirity interests at the balance sheet date are presented in the consolidated balance sheet within equity, separately from the equity attributable to the equity holders of the Company and minority interests in the results of the Group for the period are presented on the face of the consolidated income statement as an allocation of the total profit or loss for the period between the minority interests and the equity holders of the Company.

The presentation of minority interests in the consolidated balance sheet, income statement and statement of changes in equity for the comparative period has been restated accordingly. 

2.4 Impending Change of Accounting Policies

The MASB has issued another three revised FRSs, namely FRS 117, Leases, FRS 119 2004 (revised), Employee Benefits and FRS 124, Related Party Disclosures and two new FRSs, namely FRS 6, Exploration for and Evaluation of Mineral Resources and FRS 139, Financial Instruments: Recognition and Measurement. FRS 117 and FRS 124 are effective for annual periods beginning on or after 1 October 2006 while FRS 6 and FRS 119 2004 are effective for annual periods commencing on or after 1 January 2007.  The MASB has yet to determine the effective date for FRS 139.
The Board of Directors has decided to adopt the FRSs that are effective for accounting periods beginning on or after 1 January 2006 in the preparation of the Group’s annual financial statements for the year ended 31 December 2006. The FRSs that will be effective in the annual financial statements for the year ended 31 December 2006 may be affected by the issue of additional interpretation(s) or other changes announced by the MASB subsequent to the date of issuance of this interim report.  Therefore the policies that will be applied in the Group’s financial statements for the period cannot be determined with certainty at the date of issuance of this interim financial report.

3 Auditors Report on Preceding Annual Financial Statements
The auditors have expressed an unqualified opinion on the audited financial statements for the year ended 31 December 2005 in their report dated 12 April 2006.
4 Seasonality or Cyclicality of Operations
The Group’s operations were not subject to any seasonal or cyclical changes for the current quarter under review.

5 Unusual Items 
There were no unusual items affecting assets, liabilities, equity, net income, or cash flows during the quarter under review, except for the changes in accounting policies.
6 Changes in Estimates

There were no changes in estimates that have had material effect in the current quarter and financial year-to-date results.
7
Debt and Equity Securities 


There were no issuances or repayment of debt or equity securities during the financial quarter under review.
8 Dividend
A second interim dividend of 20 sen (corresponding period in 2005 : 10 sen) per share less tax at 28% amounting to RM25,755,734 was paid on 1 December 2006 to depositors registered in the Record of Depositors at the close of business on 17 November 2006. 
The Company has paid two interim dividends totalling 30 sen (Corresponding period in 2005: 20 sen) per share less 28% income tax for the financial year-to-date.
The Board of Directors wishes to announce that the Board has decided to propose a Final Dividend of 15 sen per share less 28% income tax for the financial year ended 31 December 2006 for shareholders’ approval at the forthcoming Annual General Meeting. The entitlement and payment dates have yet to be decided and shall be announced in the near future.

9 Segmental Reporting 
	

	Revenue from external customers
	Profit/(Loss) before tax

(excluding gain on disposal of investment property, goodwill and reserve on consolidation)

	
	Year ended 31 December

	
	2006
	2005
	2006
	2005

	
	RM’000
	RM’000
	RM’000
	RM’000

	Timber products
	599,859
	506,830
	159,042
	98,584

	Reforestation and oil palm plantation 
	34,013
	20,918
	1,537
	(3,859)

	
	633,872
	527,748
	160,579
	94,725


10 Valuation of property, plant and equipment
The valuations of leasehold land, buildings, wharf and jetty have been brought forward, without amendment from the previous audited financial statements.
11 Subsequent Events 
There were no significant events that have occurred during the interval between the end of the current quarter and date of this announcement.

12 Changes in Composition of the Group
There were no changes in the composition of the Group during the financial quarter under review.

13 Contingent Liabilities or Assets 
The Group is not aware of any contingent liabilities or assets for the financial quarter under review.
14 Trade and Other Receivables 

	
	As At

31 December 2006
	
	As At

31 December 2005

	
	RM’000
	
	RM’000

	Non-current assets
	
	
	

	Advance to STIDC
	11,062
	
	13,831

	Advance to a log supplier
	755
	
	1,624

	Advances to sub-contractors
	2,093
	
	2,555

	
	13,910
	
	18,010

	
	
	
	

	Current assets
	
	
	

	Trade receivables
	28,131
	
	18,122

	Amount due from tree planting contract customer
	509
	
	1,783

	Tax recoverable
	1,077
	
	12,808

	Interest receivable
	451
	
	121

	Other receivables
	3,407
	
	1,263

	Deposits
	
	
	

	-Plant & machinery
	11,225
	
	-

	-Others
	723
	
	1,018

	Prepayments
	
	
	

	-Plant & machinery
	283
	
	-

	-Land premium
	-
	
	9,000

	-Others
	5,551
	
	6,163

	Advance to STIDC
	3,600
	
	3,600

	Advance to a log supplier
	1,080
	
	1,080

	Advances to sub-contractors
	600
	
	908

	
	56,637
	
	55,866

	
	70,547
	
	73,876


‘Advance to STIDC’ is the balance of advances of RM21 million and RM4.5 million made to STIDC in 2002 and 2005 respectively, pursuant to an agreement and a supplementary agreement entered into by a subsidiary with Sarawak Timber Industry Development Corporation (‘STIDC’) for the purchase of merchantable timber logs. The advance is interest free and will be progressively deducted from the amount payable for timber logs purchased from STIDC.
‘Advance to a log supplier’ is the balance of an advance of RM3 million made to a log supplier, pursuant to an agreement entered into by a subsidiary with a log supplier for the purchase of merchantable timber logs. The advance is interest free and will be progressively deducted from the amount payable for timber logs purchased.
‘Advances to sub-contractors’ are the balance of advances to sub-contractors made to allow the sub-contractors to finance the purchase of machinery and equipment. The advances are progressively off-set against subsequent contract fees payable to the sub-contractors.

15 Capital Commitments

	

	As At

31 December 2006

RM’000

	Property, plant and equipment 
	

	-Contracted but not provided for in the   financial statements
	62,054

	-Authorised but not contracted for
	-

	62,054


16 Review of Performance 
For the quarter under review, Group revenue rose by 60% to RM192.90 million from the RM120.50 million attained in the corresponding quarter of 2005. Net profit for the period also increased by 239% to RM46.75 million in the current quarter.
The rise in profit was attributed to the significantly higher plywood selling price resulting in better profit margin for the quarter.
For the financial year-to-date, the revenue and net profit increased by 20% and 59% from the RM527.75 million and RM81.74 million of the year 2005 to RM633.87 million and RM130.32 million respectively.

17 Variation of Results as compared to the Preceding Quarter

As compared to the profit of RM42.06 million reported in the preceding quarter, the net profit for the quarter under review rose by 11% on the back of a 13% rise in revenue.

Increase in plywood prices accounted for the higher revenue and profit for the current quarter under review.

18 Current Year Prospects

Firm demand for timber and timber products from key importing countries is expected to sustain the price trend in the current year. Increased revenue contribution to the Group is anticipated from the plywood division with the commissioning of the 9th plywood line last November and the scheduled commencement of operation of the veneer mill in Tasmania in the first half of 2007, and the oil palm division.

Barring unforeseen circumstances, the Board expects another year of growth and profitability for year 2007.  

19 Profit forecast
Not applicable as the Group did not publish any profit forecast.
20 Taxation

The taxation charges of the Group for the period under review are as follows:

	
	Current 

Quarter 
	Cumulative 

Quarter

	
	
	

	
	31 December
2006
	31 December
2005
	Current Year

To Date

31 December 2006
	Preceding Year

Corresponding Period 

31 December

2005 

	
	
	
	
	

	
	RM’000
	
RM’000
	RM’000
	RM’000

	Current tax expense
	
	
	
	

	Malaysian - current
	11,654
	2,828
	24,135
	14,993

	                 - prior
	-
	(305)
	(28)
	(6,243)

	Deferred tax expense
	
	
	
	

	Malaysian - current
	4,508
	817
	9,833
	3,413

	                 - prior
	-
	-
	-
	2,888

	Real property gain tax
	-
	-
	1,760
	-

	
	
	
	
	

	Total
	16,162
	3,340
	35,700
	15,051


The Group effective tax rate for the current quarter and the financial year-to-date under review is lower than the statutory tax rate of 28% due to utilisation of reinvestment allowance and claims of double deduction on certain eligible expenses. 
21 Cash and Cash Equivalents

Cash and cash equivalents included in the cash flow statement comprise the following balance sheet amounts:

	
	
	As at 

31 December 2006
	
	As at 

31 December 2005

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	Deposits (excluding pledged deposits)
	
	90,141
	
	79,017

	Cash and bank balances
	
	106,180
	
	27,273

	Unrealised foreign exchange loss/(gain)
	
	1,650
	
	(62)

	
	
	197,971
	
	106,228


22 Unquoted Investment and Properties
There was no sale of unquoted investments and/or properties during the financial quarter under review.
23 Quoted Investments

There was no purchase or disposal of quoted securities during the financial quarter under review.
24 Status of Corporate Proposal
There were no corporate proposals announced or pending completion as at the date of this announcement. 
25 Group Borrowings and Debt Securities


Total Group borrowings as at 31 December 2006 were as follows: -

	
	
	Repayable within 12 months
	Repayable after 12 months

	
	
	RM’000
	RM’000

	Unsecured -
	Foreign currency loans
	39,834
	-

	
	Bankers’ acceptances
	2,205
	-

	
	Term loans
	14,400
	37,891

	
	
	
	

	Secured  - 
	Hire purchase loans 
	29,823
	59,338

	Total
	
	86,262
	97,229


All borrowings are denominated in Ringgit Malaysia except for the foreign currency loans which are denominated in Japanese Yen.

26 Off Balance Sheet Financial Instruments

The Group does not have any financial instruments with off balance sheet risk as at the date of this announcement.

27 Material Litigation

There are no pending material litigations as at the date of this announcement.
28 Earnings Per Share






Current quarter






ended 31/12/2006

Basic

Net profit attributable to ordinary equity holders of the Company

RM46,752,659







=========


Weighted average number of ordinary shares in issue 
190,783,216



                                                                                   
 =========


Basic earnings per ordinary share (sen)
24.51





====





Current Year- 






 to-date





31/12/2006


Basic


Net profit attributable to ordinary equity holders of the Company
RM130,319,443







=========


Weighted average number of ordinary shares in issue
  180,123,969 




                                                                                    =========


Basic earnings per ordinary share (sen)
72.35





====
29 Authorisation for Issue
The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution of the Directors on 5 February 2007.
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