NOTES

1. Accounting Policies

The accounts of the Group are prepared using the same accounting policies, method of computation and basis of computation and basis of consolidation as those used in preparation of the most recent annual financial statements.

2. Exceptional Items

There were no exceptional items for the financial periods under review.

3. Extraordinary Items

There were no exceptional items for the financial periods under review.

4. Changes in the composition of the Group

During the financial period under review, the acquisition of 100% equity interest in Fook Ngiap Sawmill Sdn Berhad, Sungai Silinponpon (Blockboard) Sdn Bhd and Fook Ngiap Shipping Sdn Bhd was completed.

5. Changes in Share Capital

During the financial period under review, the Group issued 35,419,701 new ordinary shares of RM1.00 each for the acquisition of Fook Ngiap Sawmill Sdn Berhad, Sungai Silinponpon (Blockboard) Sdn Bhd and Fook Ngiap Shipping Sdn Bhd.  The Group also issued rights issue of 2,730,297 new ordinary shares of RM1.00 each at an issue price of RM1.228 per share on the basis of approximately 0.0771 new ordinary shares for every one existing ordinary share held after the acquisitions of Fook Ngiap Sawmill Sdn Berhad, Sungai Silinponpon (Blockboard) Sdn Bhd and Fook Ngiap Shipping Sdn Bhd.  The total proceeds from rights issue amounted to RM3,352,804.

6. Taxation

Taxation comprises the following:-
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7. Borrowings

Total bank borrowings as at 30th September 1999 are as follows:-
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Bank overdrafts
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Term loans
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Export credit refinancing
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8. Contingent Liabilities

There were no contingent liabilities as at the date of this announcement.

9. Off Balance Sheet Financial Instruments

The Group does not have any financial instruments with off balance sheet risk as at 23rd November 1999.  The latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report.

10. Dividend

The dividend during the period under review were declared by subsidiary companies before the acquisitions and were payable to vendors of Fook Ngiap Sawmill Sdn Berhad, Sungai Silinponpon (Blockboard) Sdn Bhd and Fook Ngiap Shipping Sdn Bhd.

11. Review of Performance

Turnover for the third quarter was RM17.901 million as compared to budget of RM28 million.  This was mainly due to lower production and sales volume of plywood.  This resulted from an unexpected shortage of log supply as the relevant government authorities temporarily suspended all logging operations in the State to facilitate investigations into alleged log theft mainly from the Yayasan Sabah concession areas.  However, the log supply situation resumed to normal towards the end of August 1999.

Profit after tax for the period was RM2.262 million.  The year-to-date profit after tax is RM12.968 million as compared to the forecasted profit after tax of RM16.115 million for the year.

LOG QUALITY VS RECOVERY RATE

Record shows that recovery rate of veneer production has dropped sharply over the past few months.  This is obviously attributable to the poor quality of logs.

As I have always emphasized, recovery rate plays a crucial role on log input cost of veneer production, especially in a situation where log prices are high.  This can be illustrated as follows:-

i) Log price at RM300 per M3.

Recovery rate %


Log input cost – RM

45 667

41 732

Difference in log input cost = RM65

ii) Log price at RM400 per M3.

Recovery rate %


Log input cost – RM

45




  889

41




  976




Difference in log input cost = RM87

Recovery rate depends heavily on the composition of logs.  It can be easily demonstrated that procurement of better quality logs that yield higher recovery rate is far more feasible than using low quality logs.

Scenario I

MS MQ up
-
7,000 M3 @ RM430/M3

      Smalls 
-
3,000 M3 @ RM360/M3

KR/CR
-
2,000 M3 @ RM420/M3

OT

-
3,000 Me @ RM330/M3


Average log cost = RM395/M3


Recovery rate = RM46%


Log input cost = RM858

Scenario II

MS MQ up 
-
4,000 M3 @ RM430/M3

       Smalls
-
6,000 M3 @ RM360/M3

KR/CR
-
1,000 M3 @ RM420/M3

OT

-
4,000 M3 @ RM330/M3


Average log cost = RM375/M3


Recovery rate = 41%


Log input cost = RM915

The use of better quality logs does not only reduce veneer production cost, it also increases productivity and produces better quality finished products.

