HeveaBoard Berhad

(Company No. 275512-A)

(Incorporated in Malaysia)


NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 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 (“HeveaBoard” or the Company) 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 RM856,326 for the reporting quarter.
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7. Dividend 

Total dividends of RM6,346,904 in respect of interim dividend of 4.5 sen per ordinary share less 28% and special dividend of 8 sen per ordinary share less 28% of which declared in the previous financial year to the registered shareholders as 30 June 2004 and 15 September 2004 respectively, was paid during the financial year.

The Board declared a final dividend of 3.0 sen per ordinary share less 28% tax for this reporting quarter and for the financial year ended 31 December 2005. 
The proposed final dividend has yet to be approved by the shareholders at the forthcoming Annual General Meeting. This dividend, upon approval by the shareholders, will be accounted for as dividend payable. The dividend payment date and entitlement date will be advised later.
8. Segmental Reporting (Analysis by activities)


Cumulative Quarter 12-month ended


Current year 

period to-date

31.12.2005



Preceding year corresponding period 

to-date 31.12.2004


Revenue

Profit Before Taxation

Revenue

Profit Before Taxation


RM’000

RM’000

RM’000

RM’000










Manufacturing








Particleboards
39,213

4,295

40,668

11,393

RTA Products*
74,664

3,503

86,341

7,777










Trading








Particleboards
11,513

756

11,193

880

RTA Products* 
22,284

1,294

18,835

       1,266










Others
-

(3)

-

(5)



















Total
147,674

9,845

157,037

21,311




















*RTA - Ready-To-Assemble
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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 February 2006 (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

   27,933













11.
Effect of Changes in the Composition of the Group 

There were no changes in the composition of the Group for the current financial year to date.

12. Review of performance

The Group registered a slightly lower turnover of RM40.15 million for the 4th quarter of 2005 as compared with RM40.30 million in the same quarter of 2004.  The reduction is less than 1%. For the year, the Group registered a turnover of RM147.7 million, a decrease of RM9.4 million or 6% compared with the financial year ended 31 December 2004.

 

The Group achieved a profit before taxation of RM2.89 million for the 4th quarter of 2005 and a cumulative total of RM9.84 million for the current financial year, a decrease of 32% comparing to the same quarter of 2004 and 54% for the year. 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 2006 are expected to improve but profit margin is still expected to be a concern. The second particleboard manufacturing plant is now at the advance stage of construction and expected to start commercial production in 3rd quarter 2006. 

HeveaPac Sdn Bhd (“HeveaPac”), our RTA furniture sector, is expected to improve the utilisation of the expanded production facilities and also we expect turnover to improve in view that HeveaPac is now the approved registered vendor with customers in United States of America and Europe.

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 Board of Directors of HeveaBoard wish to inform that the Group’s unaudited profit after tax and minority interests for the financial year ended 31 December 2005 was RM9.05 million. The Group had in its prospectus issued in relation to its initial public offering (“IPO Prospectus”) dated 17 December 2004 forecast a profit after tax and minority interests of RM18.09 million for the year ended 31 December 2005. Therefore, the results achieved by the Group for the financial year ended 31 December 2005 showed a deviation of RM9.04 million or 49.95% from the profit forecast stated in the IPO Prospectus.


As per IPO Forecast 31.12.2005
Current year ended 31.12.2005 (Unaudited)
Variance
Variance


(RM’000)
(RM’000)
(RM’000)
(%)

Sales Turnover


194,645
147,674
(46,971)
(24.13)

Gross Profit


36,908
 24,826
(12,082)
(32.73)

Profit Before Tax


23,546
9,845
(13,701)
(58.19)

Less: Taxation


(5,456)
(791)
4,665
(85.50)

Profit After Tax


18,090
9,054
(9,036)
(49.95)

Less: Minority Interest


0
0
0
0

Profit After Tax and Minority Interest
18,090
9,054
(9,036)
(49.95)
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14.
Variances of actual profit and forecast profit (Cont’d)
The reconciliation of the deviation is shown as follows:


 RM'000 
 Note 

Profit as per IPO Forecast 2005
                  18,090 






Lower Revenue
(46,972)
i


 


Gross Profit (after Depreciation)
(12,081)


Operating Costs
(1,910)
ii

Finance Costs
290 
iii


(13,701)


Taxation
4,665 
iv


(9,036)
v



 

Unaudited Profit for FY2005
9,054 
vi


 
 

The non-achievement of the Profit Forecast is primarily due to the following factors:-

i) Group sales turnover lower by RM46.97 million or 24.13% compared to IPO sales forecast

The Group registered a sales turnover of RM147.47 million as compared to the profit forecast of RM194.65 million, a decrease of RM46.97 million or 24.1%. 

In the profit forecast, it was assumed that HeveaBoard would increase its sales turnover by RM4.7 million or 10.4% over 2004 but it was 7.6% lower compared to 2004 and 16.4% lower compared to the profit forecast. This general adverse business environment was caused by price dumping by new and additional particleboard manufacturing capacities coming from a few producers in Thailand and Malaysia and had exerted downward pressure on selling prices. The reduction in sales was also a result of lower production quantity achieved for the year due to constraints of more mixed-size production in order to maintain selling prices. 

HeveaPac, our 100% owned subsidiary and a RTA furniture manufacturer, after doubling its factory premises and manufacturing facilities by the end of 2004, had not been able to fully attain its optimum production level in 2005. HeveaPac was expected to generate an increase in sales turnover of above 25% but was actually 7.8% lower than 2004 and 36% lower compared to the profit forecast. This negative variance in the sales turnover was attributed to immense competition leading to margin erosion. 
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14.
Variances of actual profit and forecast profit (Cont’d)
HeveaPac had also discontinued supply to a customer in the USA market. This customer had contributed RM15 to 20 million in sales revenue yearly in the previous three consecutive years before 2005. The decision to discontinue supply was done because of diminishing margin and to coincide with our long term strategy of making HeveaPac a direct “Registered vendor” to new hypermarket buyers in the USA market. Unfortunately the negotiation and factory audit process to replace this customer with the new customer in USA took more than a year and HeveaPac was only accepted as a direct Approved Registered Vendor in September 2005 and the first shipment started in February 2006.

The sales growth of HeveaPac was 65.4% in FY2003, 68.9% in FY2004 and set at 32.2% when preparing the profit forecast. 


ii)
Gross Profit

The Group registered a lower gross profit. It was RM12.08 million or 32.7% lower against the profit forecast due largely to lower revenue and higher cost of production mainly attributable to rising costs of raw materials and fuel cost.

a) Particleboard Raw Materials & Energy Cost (per m3)


Average

2001-04
Forecast

2005
Actual

2005
Variance

2005


RM


RM
RM
RM
%

Raw Materials


161
216
237
21
10

Energy-Electricity & Fuel Oil


21
15
24
9
62

In 2005 the cost of raw materials mainly rubber wood and glue, increased by 10% as compared to the profit forecast and 48% over a 4-year period from 2001 to 2004. The unexpected significant increase during the year was due mainly to the cost of rubber wood increased substantially as most replanting are postponed due to record high latex prices and the cost of fuel hitting over USD60 per barrel thus affecting the cost of glue. Similarly, the other key component of production cost consist of energy cost which in our forecast we have incorporated the saving arising from energy efficiency project in 2nd quarter of 2005 but this saving was eroded by the high fuel price. Hence, our energy cost increased by 62% as compared with the profit forecast.
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14. Variances of actual profit and forecast profit (Cont’d)

 

b) RTA furniture

The revenue and profit contribution from RTA furniture sector were lower as the expanded facilities had not been fully utilized and margin was significantly lower  caused by stiff competition.




c) Others

The performances of particleboard and Medium Density Fibreboard trading, and RTA furniture sectors under HeveaMart Sdn Bhd and BocoWood Sdn Bhd respectively, are within satisfactory variances.

iii) Operating Expenses

Operating expenses had gone up by RM1.8 million or 14.3% as compared to IPO profit forecast due largely from HeveaPac, as its increased manufacturing facilities had not been fully utilized resulting in higher fixed overheads in term of headcounts and  admin expenses.

iv) Finance Costs

The finance costs of the Group comprised interest paid on borrowings as well as hire purchase interest. Finance cost was lower by RM0.3 million or 10.6% as compared to profit forecast. 

v) Taxation

The reduction in taxation for the year ended 31 December 2005, was mainly due to the drop in the profit from operations as explained in earlier notes. In addition, the Company had obtained approval for its application for the double deduction on research expenditure incurred for year of assessment 2003 amounting to RM1.94 million which resulted in a tax credit of RM542,417.00. 
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14.
Variances of actual profit and forecast profit (Cont’d)
vi) Profit after Taxation

The profit after tax and minority interests achieved for the year was RM9.0 million lower compared to the profit forecast shown in IPO prospectus, due mainly to reasons mentioned above.

15. Taxation



Individual Quarter 

3-month Ended

Cumulative Quarter 

12-month Ended



Current year quarter ended 31.12.2005

RM’000

Preceding year corresponding 

quarter ended 31.12.2005

RM’000

Current year period to-date 31.12.2005

RM’000

Preceding 

year corresponding 

period to-date 31.12.2004

RM’000





















Current taxation

91

(504)

791

4,023











The effective tax rate of the Group for the current quarter was lower than the statutory tax rate mainly due to the Pioneer Status Tax Incentive given to its wholly-owned subsidiary, HeveaPac. In 2005, HeveaPac was the winner for the 2004 Export Excellence Award (Merchandise) and the incentive given under this award allows the Company 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.  The effective date for this Allowance for Increased Export (“AIE”) is still pending confirmation, hence the potential benefits of this incentive has not been incorporated.

In addition, HeveaBoard has received an approval from Malaysian Industrial Development Authority 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. However, HeveaBoard is still awaiting for the confirmation letter from Ministry of International Trade and Industry to determine its effective date of the 5 years ITA period. Therefore, a full year tax provision at 28% on its statutory income had been provided.
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16. Unquoted Investment and/or Properties

There were no disposals of unquoted investment and/or properties in the quarter ended 31 December 2005.

17. Quoted Investment

There was no purchase or disposal of quoted investment for the reporting quarter ended 31 December 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 February 2006 (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 February 2006

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
  2,239
761


30,080
29,319
761
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19. Borrowings and Debt Securities

The Group’s borrowings are as follows: 





As at 31.12.2005

As at 31.12.2004



RM’000

RM’000

Short term borrowings – secured





- bankers’ acceptances

20,217

13,258

- hire purchase payables

4,313

3,879

- term loans

618

151









25,148

17,288













Long term borrowings – secured





- hire purchase payables

2,851

5,526

- term loans

90,799*

2,813



93,650

8,339








* - A term loan of RM77 million is denominated in USD.

20.
Subsequent Events

At the date of the issuance of this 4th quarter financial report, there were no material events subsequent to 31 December 2005 that has not been reflected in the financial statements.

21. Off Balance Sheet Financial Instruments 

The forward foreign currency contracts had been fully utilised as at this reporting quarter.

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.
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23.
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


31 December 2005

31 December 2004


Quarter ended

Period to-date

Quarter ended

Period to-date


RM’000

RM’000

RM’000

RM’000










Profit attributable to the

 shareholders
2,800

9,054

4,776

17,288










Weighted average number of     ordinary shares
80,000

80,000

65,001

65,001










Basic earnings per share (sen)
3.50

11.32

7.35

26.60



















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.

By order of the Board

Mah Li Chen

Kim Yi Hwa

Company Secretaries

Dated : 27 February 2006
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