PRICEWORTH WOOD PRODUCTS BERHAD

(Company No : 399292-V)

INTERIM FINANCIAL REPORT ON CONSOLIDATED RESULTS

FOR THE SECOND QUARTER ENDED 31 DECEMBER 2004

NOTES TO THE INTERIM FINANCIAL REPORT
1.
Basis of the preparation of the financial reports
The condensed financial statements for the quarter ended 31 December 2004 has been prepared in accordance with Accounting Standard MASB 26 (Interim Financial Reporting) issued by the Malaysian Accounting Standards Board ("MASB") and Chapter 9, part K of the Listing Requirements of the Bursa Malaysia Securities Berhad (“BMSB”). The condensed financial statement should be read in conjunction with the financial statements of the Group and the Company for the year ended 30 June 2004.
The accounting policies, methods of computation and basis of consolidation adopted by the Group in this interim financial report are consistent with those adopted in the preparation of the audited financial statements for the previous financial year.  In previous financial year, the following MASB standards were adopted for the first time:-
MASB29
Employee Benefits
2.
Auditors’ Report
The Group’s audited financial statements for the financial year ended 30 June 2004 were reported on without any qualification.

3.
Seasonality or Cyclicality Factors of Interim Operations

The interim operations of the Group are not subject to any material seasonal or cyclical factors except that the timber logs extraction operation could be affected to certain extent by the prevailing weather condition. 

4.
Unusual event/s affecting financial statements 

There were no unusual events that materially affect the financial statements during the interim period.
5. Changes in Estimates 

There were no significant changes in estimates of the amounts reported in prior periods of the current financial year or prior financial year.

6. Issuance and repayment of Debts and Equity Securities 

There were no issuance, share cancellation, share buy-back, share held as treasury share, resale of treasury share and repayments of debt and equity securities during the current financial year-to-date except for the issuance of 58,181,818 new ordinary shares of RM0.50 each at an issue price of RM1.10 per ordinary share amounting to RM64,000,000 as partial discharge of purchase consideration for the acquisition of Teras Selasih Sdn Bhd and Cergas Kenari Sdn Bhd.  The new ordinary shares rank pari passu in all respects with the existing ordinary shares of the Company. 
7. Dividends Paid  

There is no dividend paid during this quarter.
8.
Segmental Report
No segmental report was prepared as the Group is primarily engaged in manufacturing, extracting and trading of timber and timber related products with principal place of business in Malaysia.

9.
Valuation of Property, Plant and Equipment


No valuations of property, plant and equipment were carried out for the current period financial statements.
10.
Material Subsequent Events 


There were no material events subsequent to the end of current quarter which have not been reflected in the interim financial statements.
11.
Changes in the Composition of the Group 

There was no significant change in the composition of the Group for the current financial quarter except for the inclusion of 2 newly acquired wholly owned subsidiaries, Teras Selasih Sdn Bhd and Cergas Kenari Sdn Bhd .

12.
Contingent Liabilities and Capital Commitments

There were no material contingent liabilities or capital commitments as at the date of this report.

DISCLOSURES IN ACCORDANCE WITH BMSB LISTING REQUIREMENTS 

A.
Review of Performance

For the current quarter under review, the Group recorded revenue of RM50.14 million and pre-tax profit of RM4.35 million compared to revenue of RM47.53 million and pre-tax profit of RM2.83 million in the corresponding quarter of previous financial year.  
The increase in revenue for the current quarter was mainly contributed by the increase in sales orders from existing customers and increase in logging activities.  The increase in the pre-tax profit was mainly due to lower cost of round logs as a result of the inclusion of the major logs supplier, Teras Selasih Sdn Bhd, as a wholly owned subsidiary with effect from 19 November 2004. The overall business operation was within the Group’s expectation. 
B.
Variation of Results Compared to Preceding Quarter

The Group revenue of RM50.14 million for the current quarter was higher than the preceding quarter of RM39.07 million.  The Group pre-tax profit of RM4.35 million for the current quarter was higher than the preceding quarter of RM2.41 million.  The increase in the revenue was mainly due to increase in the logs extraction operation and hence, also increased the volume of round logs input for down stream manufacturing.  In addition, the sales orders from the existing customers had also increased.  The increase in the pre-tax profit was mainly due to ower cost of round logs as a result of the inclusion of the major logs supplier, Teras Selasih Sdn Bhd, as a wholly owned subsidiary with effect from 19 November 2004.   
Included in the administrative expenses was goodwill amortization of RM1.67 million during the period arisen from the goodwill on consolidation of the 2 newly acquired subsidiaries, Teras Selasih Sdn Bhd and Cergas Kenari Sdn Bhd.  the consolidation of the 2 newly acquired 





















































C.
Prospect for Current Financial Year

The future prospects of the timber industry will be dependent on the outlook on the international front as well as the domestic economy. 

The positive growth of domestic economy will be beneficial for the timber and processed wood products industry especially since the increased in the confidence level of consumer and low level of interest rate have spur the demand for residential properties. Hence the demand from the industry is expected to grow in tandem with the growth in the demand for residential properties and furniture.

In the international front, the economies of most East Asian timber importing countries, like Japan, South Korea and Taiwan are recovering and growing, whereas China and India are achieving high economic growth. Furthermore, the construction of international class facilities for the Beijing Olympics will propel greater demand for timber products from China and reduce its export capacity. The global timber market and prices of wood products are expected to be sustained at current level amid of the continuous demand from countries such as China and Japan.  
Despite the increasing difficulties such as surging fuel cost, spare part cost and the challenging global environment, the Board believes that the Group’s long-term prospect in the industry remains intact and the Group would continue to strive to maintain market position and focus on measures to produce and market high quality downstream value added products and to continue improve its efficiency and production capacity.

On the basis of the above and barring unforeseen circumstances, the Group will continue to achieve positive results for the financial year ending 30 June 2005.

D.
Variances from Profit Forecast and Profit Guarantee

The above is not applicable as no profit forecast and profit guarantee were provided.

E.
Taxation

Taxation comprises the following:-

	
	Current

Quarter
	Cumulative Quarters Current Year To Date

	
	31.12.2004
	31.12.2004

	
	RM’000
	RM’000

	
	
	

	Current taxation
	602
	920

	
	
	

	Deferred taxation 
	20
2
	270

	
	
	

	   Overprovision of deferred tax in prior year
	-
	-

	
	
	

	
	804
	1,190


The taxation is computed after taken into consideration the capital allowances available to set-off against taxable profit and the tax-exempt income on certain products where pioneer status had been granted.   Hence, the effective tax rate of current financial year to-date was lower than the statutory tax rate.  
F.
Sales of Unquoted Investments or Properties

There were no sales of investments or properties during the current quarter and financial year to-date.
G.
Quoted Securities 

(a) Purchases and Disposals of Quoted Securities
There were no purchases and disposals of quoted securities for the current quarter and financial year to-date.

(b) Investments in quoted securities 

There was no investment in quoted securities for the current quarter and financial year to-date.
H.
Status of Corporate Proposals Announced and Completed

The Board of Directors had on 30 October 2003, announced the following proposals through AmMerchant Bank Berhad:- 


(i) Proposed acquisitions of the entire equity interests in Cergas Kenari Sdn Bhd and Teras Selasih Sdn Bhd (collectively known as "Acquiree Companies") comprising 1,000,000 ordinary shares of RM1.00 each respectively from Lim Nyuk Foh, Dato' Zakhir Siddiqy bin Sidek and Chok Syn Vun (collectively known as "Vendors") for a total purchase consideration of RM75,000,000 to be satisfied by way of issuance of 68,181,818 ordinary shares of RM0.50 each in the Company at an issue price of RM1.10 per Share ("Proposed Acquisitions");

(ii) Proposed waiver in favour of the Vendors from the obligation to undertake a mandatory take-over offer for all the remaining Shares not already held by the Vendors upon the completion of the Proposed Acquisitions ("Proposed Waiver");

(iii) Proposed transfer of the listing of and quotation for the entire issued and paid-up share capital of the Company from the Second Board to the Main Board of the Kuala Lumpur Stock Exchange ("Proposed Transfer");

(iv) Proposed increase in authorised share capital of the Company from RM50,000,000 comprising 100,000,000 Shares to RM100,000,000 comprising 200,000,000 Shares ("Proposed Increase In Authorised Share Capital").
(v) Proposed shareholders' ratification for all recurrent related party transactions of revenue or trading nature which are necessary for the day-to-day operations of the Company and its subsidiaries ("Group") entered into by the Group from 31 December 2001 (being the listing date of the Company) until the date of the forthcoming extraordinary general meeting at which such ratification is proposed to be obtained ("Proposed Ratification"); 
(vi) Proposed shareholders' mandate for the Group to enter into all recurrent related party transactions from the date of the forthcoming EGM at which such mandate is proposed to be obtained until the conclusion of the next annual general meeting of the Company.

The Company had obtained approvals from all relevant parties for the implementation of the proposals above. The listing and quotation for the additional 58,181,818 new Priceworth Wood Products Berhad (PWP) shares issued pursuant to the acquisitions stated above and the transfer of the entire enlarged share capital of 143,181,818 PWP shares to the Main Board of Bursa Malaysia have been completed on 26 November 2004. The balance consideration shares of 10,000,000 ordinary shares are to be issued to Lim Nyuk Foh (“Deferred Consideration Shares”) upon full repayment of the advances made by Cergas Kenari Sdn Bhd and Teras Selasih Sdn Bhd to Ivory Bay Sdn Bhd, a party connected to the Vendors, amounted to RM35,594,251.14 on or before 29 October 2006 or such other date as PWP and the Vendors may mutually agree in writing. 
I.
Status of Corporate Proposals Announced but Not Completed 
The Board of Directors had on 30 July 2004, announced the following proposals through Alliance Merchant Bank:

(i) acquisition of 2,000,000 ordinary shares of RM1.00 each in Innora Sdn Bhd ("ISB") 
("ISB Shares") representing the entire equity interest thereof for a cash consideration 
of RM9,519,000 from Sinora Industries Berhad ("SIB"); and

(ii) acquisition of 10,000,000 ordinary shares of RM1.00 each in Sinora Sdn Bhd ("SSB") 
("SSB Shares") representing the entire equity interest thereof for a cash consideration 
of RM1,000,000 from SIB; giving a total cash consideration of RM10,519,000.
On 30 July 2004, the Company entered into a conditional sale of share agreement ("SSA") with SIB ("Vendor") for the acquisition of 2,000,000 ISB Shares and 10,000,000 SSB Shares ("Aggregate Sale Shares"), for a total cash consideration of RM10,519,000 ("Purchase Price"), being the aggregate of the purchase consideration of RM9,519,000 for ISB Shares and RM1,000,000 for SSB Shares.   A cash deposit of RM7,000,000 had been paid to the Vendor upon execution of the SSA and the balance consideration of RM3,519,000 had been paid to the Vendor on 30 September 2004.   
In conjunction with the Proposed Acquisitions, the Group had, on 30 July 2004 also executed the Management Agreement with SSB, ISB and SIB.                                  
Ministry of International Trade and Industry had, vide its letter dated 7 October 2004, approved the Proposed Acquisitions subject to the Securities Commission ("SC")'s approval and full compliance with the guideline on the acquisition of interests, mergers and take-overs by local and foreign interests.
Securities Commission, had, vide its letter dated 23 December 2004, which was received on 27 December 2004, approved the Proposed Acquisitions under the Guideline on the Acquisition of Interests, Mergers and Take-overs by Local and Foreign Interests.

On 18 October 2004, PWP and SIB had executed an agreement wherein both parties mutually agreed to extend the Cut-Off Date (currently defined in the SSA as 1 November 2004 or such other date as the parties may mutually agree upon in writing) from 1 November 2004 to 1 February 2005, for the fulfillment of the conditions precedent to the Proposed Acquisitions.  On 26 January 2005, PWP and SIB had executed an agreement wherein both parties mutually agreed to further extend the Cut-Off Date from 1 February 2005 to 31 May 2005.
The Proposed Acquisitions are conditional upon approvals being obtained from the shareholders of PWP and SIB at the EGMs to be convened respectively, for the Proposed Acquisitions and proposed disposal by SIB.
Barring unforeseen circumstances, the Proposed Acquisitions are expected to be completed by the first quarter of 2005.   
J. 
Group Borrowings





Long Term borrowings as at 31 December 2004:
	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	1) Murabahah MONI facilities
	
	
	

	- Medium Term Yield Notes
	44,000
	-
	44,000

	2) Sabah Development Bank
	
	
	

	- Term Loan
	3,450
	-
	3,450

	
	47,450
	-
	47,450


Short Term borrowings as at 31 December 2004:
	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	1) Sabah Development Bank
	
	
	

	- Term Loan
	10,350
	-
	10,350

	3) Southern Bank
	
	
	

	- Overdraft
	6,120
	-
	6,120

	- Banker Acceptance
	2,770
	-
	2,770

	
	19,240
	-
	19,240


Total group borrowings as at 31 December 2004:
	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	1) Murabahah MONI facilities
	
	
	

	- Medium Term Yield Notes
	44,000
	-
	44,000

	2) Sabah Development Bank
	
	
	

	- Term Loan
	13,800
	-
	13,800

	3) Southern Bank
	
	
	

	- Overdraft
	6,120
	-
	6,120

	- Banker Acceptance
	2,770
	-
	2,770

	
	
	
	

	
	66,690
	-
	66,690


1) The Murabahah Multi-Option Notes Issuance Facilities (“Murabahah MONI”) comprises of a Murabahah underwritten notes issuance facility and a Murabahah medium term yield notes facility of up to a total of RM60 million.  The facilities were arranged by Abrar Discounts Berhad pursuant to the facilities agreement dated 18 February 2003.  The facilities cover a period of up to 7 years from the date of the first issuance of the Notes. 

The total proceeds received from the facilities up to the date of this report was RM44 million.  These proceeds had been utilised to repay the bank borrowings of the Group, acquire plant and equipments, pay incidental expenses relating to the facilities and finance working capital requirements.  The remaining proceeds of up to RM16 million not received up to the date of this report are designated for acquisition of plantation lands.

The Facilities are secured by the followings:–

(i)
A third party first charge under the Sabah Land Ordinance (Cap 68) by Priceworth Industries Sdn Bhd (“PISB”) over all the country leasehold lands held under title nos. CL075365794, CL075203726, CL075365785, CL075170277, CL075364948 and CL075170286 and located in Seguntor, Sandakan, Sabah, and measuring in aggregate approximately 81.02 acres;
(ii)
A third party first charge under the Sabah Land Ordinance (Cap 68) by Cabaran Cerdas Sdn Bhd (“CCSB”) over all the plantation lands to be acquired by CCSB.

(iii)
A legal assignment of all the rights, title, benefits and interest in and to the Designated Accounts; and

(iv)
A debenture of all the present and future assets of the Group

2) Sabah Development Bank Term Loan facility with total amount of RM13.80 million to part finance the working capital requirement of the Group on its business operation. Repayment will be by way of four (4) equal quarterly instalments commencing on 31st March 2005 and to be completed on 31st December 2005. 
The Term Loan is secured by the followings:-

(i)
A third party first fixed charge on five (5) landed properties held under CL075385901, CL075376251, CL075376242, CL075383292 and CL075379930 owned by Hajat Tabah Sdn Bhd;
(ii)
A third party first fixed charge on 7 landed properties held under CL075374006, CL075394633, CL075374033, CL075373956, CL075374024, CL075379912 and CL075385894 owned by Hajat Tabah Sdn Bhd;

(iii)
A third party first fixed charge on the land held under CL075097077 owned by Mr. Lim Nyuk Foh;

(iv)
A charge on 12 million ordinary shares of Priceworth Wood Products Berhad by Mr. Lim Nyuk Foh, together with Memorandum of Deposits and duly executed blank share transfer form; and
(v)
Personal Guarantee by Mr. Lim Nyuk Foh.

3) Southern Bank facilities granted to newly acquired wholly owned subsidiaries, Teras Selasih Sdn Bhd and Cergas Kenari Sdn Bhd, with total amount of RM6 million overdraft and RM4 million Banker Acceptance to part finance the working capital and trade requirement of the subsidiaries on its business operation.  

The Facilities are secured by the followings:-

(i)
Corporate Guarantee from Priceworth Industries Sdn Bhd.
(ii)
A charge on 7.5 million ordinary shares of Priceworth Wood Products Berhad by Mr. Lim Nyuk Foh, together with Memorandum of Deposits and duly executed blank share transfer form; and

(iii)
Joint and Several Guarantee by Mr. Lim Nyuk Foh and Mr Chok Syn Vun.

K. 
Off Balance Sheet Financial Instruments

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

There are no pending material litigations as at the date of this report.


M.
Dividend
No dividend has been recommended by the Board of Directors for the current quarter.  

N.
Earning Per Share

	
	Individual Quarter
	Financial Year-to-date

	
	3 months ended
	6 months ended

	
	31.12.2004
RM’000
	31.12.2003
RM’000
	31.12.2004
RM’000
	31.12.2003
RM’000

	(a) Basic earnings per share
	
	
	
	

	Net profit (RM’000)
	3,550
	2,369
	5,577
	4,370

	Weighted average number of ordinary shares in issue (‘000)
	114,091
	85,000
	99,545
	85,000

	Basic earnings per share (sen)
	3.11
	2.79
	5.60
	5.14

	
	
	
	
	

	(b) Diluted earning per share
	
	
	
	

	Net profit (RM’000)
	3,550
	2,369
	5,577
	4,370

	Weighted average number of ordinary shares for diluted earnings per share (‘000)
	119,091
	85,000
	102,045
	85,000

	Diluted earning per share (sen)
	2.98
	2.79
	5.47
	5.14


For the purpose of calculating diluted earnings per share, the net profit for the period and the weighted average number of ordinary shares in issue during the period have been adjusted for the dilutive effects of all potential ordinary shares which included the Deferred Consideration Shares of 10 million as explained in paragraph H above.
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