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NOTES TO THE FINANCIAL STATEMENTS FOR THE 9-MONTH ENDED 30 SEPTEMBER 2005

1. Basis of Preparation

The interim financial report is unaudited and has been prepared in compliance with FRS 134 - Interim Financial Reporting and should be read in conjunction with the audited consolidated financial statements of HeveaBoard Berhad and its subsidiaries (“the Group”) for the year ended 31 December 2004.

The accounting policies and method of computation used in the preparation of this interim financial report are consistent with that of the annual financial statements for the financial year ended 31 December 2004.

2. Status of Audit Qualifications

There was no audit qualification on the audit report of the preceding annual financial statements.

3. Nature and Amount of Exceptional and Extraordinary Items

There were no unusual items affecting assets, liabilities, equity, net income or cash flow during the financial years under review.

4. Seasonal or Cyclical Factors

The business of the Group is not affected by any significant seasonal or cyclical factors and generally moves in tandem with the performance of the economy.

5. Changes in Estimates

There were no material changes in the estimates of amounts reported in prior interim periods of the current financial year or changes in estimates reported in prior financial year, which give a material effect in the current interim period.

6. Debts and Equity Securities

During the financial period, there were no issuances, cancellations, repurchases and resale of debts and equity securities. Total repayment of debts amounted to RM985,936 for the reporting quarter.
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7. Dividend Paid

Since the end of the Company’s previous financial year, a special dividend in respect of FY2004 of 8% per share for shareholders registered as at 15 September 2004, was fully settled on 21 September 2005. 

8. Segmental Reporting (Analysis by activities)


Cumulative Quarter 9-month ended


Current year 

period to-date

30.09.2005



Preceding year corresponding period 

to-date 30.09.2004


Revenue

Profit Before Taxation

Revenue

Profit Before Taxation


RM’000

RM’000

RM’000

RM’000










Manufacturing








Particleboards
28,190

3,734

31,754

10,221

RTA Products
53,574

1,763

62,087

5,892










Trading








Particleboards
8,762

504

8,191

766

RTA Products
16,998

967

14,701

          165










Others
-

(14)

-

(5)



















Total
107,524

6,954

116,733

17,039
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9. Valuations of Investment and Property, Plant and Equipment

Property, plant and equipment are stated at cost less depreciation and impairment loss. The valuations of investment and properties and land buildings have been brought forward, without amendment from the previous annual report.

10.
Contingent Liabilities 


Corporate guarantees given to financial institutions for banking facilities and hire purchase facilities granted to a subsidiary as at 21 October 2005 (the latest practicable date not earlier than seven (7) days from the date of issue of this report) are as follow:




The

Group  

The

Company 



RM’000
  
    RM’000

Corporate guarantees

N/A

24,417













11.
Effect of Changes in the Composition of the Group 

There were no changes in the composition of the Group during the financial period 30 September 2005.

12. Review of performance

The Group registered a lower turnover of RM37.59 million for the current year quarter ended 30 September 2005 as compared with RM46.49 million in the preceding corresponding quarter, a decrease of RM8.91 million or 19.16%.
 

The Group achieved a profit before taxation of RM2.42 million for the current year quarter and RM6.95 million for the current year period to-date, a decrease of 69.84% and 59.19% over the preceding corresponding periods respectively. The decrease was largely due to lower margins resulting mainly from competition, price dumping and rising cost of production due to high oil prices. 
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13. Current Year Prospect

The Board is of the view that, barring unforeseen circumstances, the Group’s business prospects for the last quarter are expected to improve but profit margin is still expected to be tight as in the first nine months of 2005. The second particleboard manufacturing plant is now at its construction stage and commercial production is targeted towards end 2006. In addition to strengthening its existing customers base, the Group expects to continue tapping on new markets  for its products, continuing its cost saving activities and focusing on its products and process improvement. 


14. Variances of actual profit and forecast profit 

The Group achieved a profit after tax of RM6.25 million for the 9 months ended 30 September 2005 and expects to fall short of its 2005 forecast in which the profit after tax was expected to be RM18.09 million for the year. The shortfall was due to the various factors mentioned above and in particular the intense competitions from the export markets, which, resulted in lower export revenue and lower margin. The export sales accounted for 72% of the Group total sales turnover for the first 9 months of this year.

15. Taxation



Individual Quarter 

3-month Ended

Cumulative Quarter 

9-month Ended



Current year quarter ended 30.09.2005

RM’000

Preceding year corresponding 

quarter ended 30.09.2004

RM’000

Current year period to-date 30.09.2005

RM’000

Preceding 

year corresponding 

period to-date 30.09.2004

RM’000





















Current taxation

199

2,817

700

4,527











The effective tax rate of the Group for the current quarter was lower than the statutory tax rate mainly due to the tax incentive given to its wholly-owned subsidiary, HeveaPac Sdn Bhd, the winner for the 2004 Export Excellence Award (Merchandise). The incentive allows them to claim 100% of the value of the increased export for the period from 2003 to 2004, against 70% of its statutory business income, as the amount to be exempted from tax. 
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15.
Taxation (cont’d)
In addition, HeveaBoard has received an approval from MIDA on its application for a Pre-package scheme for its second particleboard manufacturing plant. The tax incentive approved is Investment Tax Allowance ("ITA") of 100% on the qualifying capital expenditure incurred within a 5-year period. The ITA is to be claimed against its statutory business income as the amount to be exempted from tax. However, HeveaBoard is still awaiting for the confirmation letter from MITI to determine its effective date of the 5 years ITA period.
16. Unquoted Investment and/or Properties

There were no disposals of unquoted investment and/or properties in the quarter ended 30 September 2005.

17. Quoted Investment

There was no purchase or disposal of quoted investment for the reporting quarter ended 30 September 2005.

18.
Status of Corporate Proposal 

The Public Issue of 15,040,000 new ordinary shares of RM1.00 each in the Company at an issue price of RM2.00 per share was fully subscribed for and the portion of 4.0 million ordinary shares allocated for the Malaysian public was 18 times oversubscribed on its closing date on 27 December 2004 and the entire share capital of the Company of 80,000,000 ordinary shares together with 40,000,000 warrants were listed on the Main Board of Bursa Malaysia Securities Berhad on 12 January 2005.

The date of the allotment of shares was 31 December 2004 and the Company raised RM30,080,000 from the public issue. The utilisation of proceeds as at 21 October 2005 (the latest practicable date not earlier than seven (7) days from the date of issue of this report) are as follows:

Proposed

Utilisation

RM‘000
Utilisation

As at 

21 October 2005

RM‘000
Balance

RM’000

Repayment of bank borrowings
10,000
10,000
-

Balance of 15% down payment for the second                                                                                                                                 

  manufacturing  line
17,080
17,080
-

Listing expenses
3,000
 2,200
800


30,080
29,280
800
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19. Borrowings and Debt Securities

The Group’s borrowings are as follows: 





As at 30.09.2005

As at 31.12.2004



RM’000

RM’000

Short term borrowings – secured





- bankers’ acceptances

20,323

13,258

- hire purchase

4,386

3,879

- term loan

968

151









25,677

17,288













Long term borrowings – secured





- hire purchase

3,477

5,526

- term loan

28,452

2,813

- provision for retirement benefits

469

469



32,398

8,808







20.
Subsequent Events

At the date of the issuance of this interim financial report, there were no material events subsequent to 30 September 2005 that has not been reflected in the financial statements.

21.
Off Balance Sheet Financial Instruments 

As at the date of this report, the Group had entered into the following forward foreign currency contracts to hedge its sales in USD:-

Foreign Currency 

Contract Amount 

Maturity Date










USD  


       
957,783.60
            
October – December 2005

As the foreign currency contracts are entered into to hedge the Group’s export proceeds in foreign currency, the contracted rates will be used to convert the foreign currency into Ringgit as and when they are taken up, on or before the maturity dates.  
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21.
Off Balance Sheet Financial Instruments (cont’d)

The Group does not foresee any significant credit and market risks associated with the above forward foreign exchange contracts as these contracts are entered into with credit worthy financial institutions.


There is no cash requirement for the above hedging instrument.

22.
Material Litigation

The Group is not engaged in any material litigation either as plaintiff or defendant and the directors do not have any knowledge of any proceedings pending or threatened against the Group which might materially and adversely affect the financial position or business of the Group.

23.
Dividend

The Board of Directors does not recommend any dividend for the quarter ended 30 September 2005.

24.
Earnings per Share

The earnings per share is calculated by dividing the Group’s profit attributable to shareholders by the weighted average number of ordinary shares in the respective periods as follows:

a) Basic


30 September 2005

30 September 2004


Quarter ended

Period to-date

Quarter ended

Period to-date


RM’000

RM’000

RM’000

RM’000










Profit attributable to the

 shareholders
2,221

6,254

5,206

12,512










Weighted average number of     ordinary shares
80,000

80,000

64,960

64,960










Basic earnings per share (sen)
2.78

7.82

8.01

19.26
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24.
Earnings per Share (cont’d)

b) Diluted

There is no dilutive effect arising from the Company’s unexercised warrants as the exercise price is above the average market price of the Company’s shares during the period.

PAGE  
4

