PRICEWORTH WOOD PRODUCTS BERHAD

(Company No: 399292-V)

INTERIM FINANCIAL REPORT ON CONSOLIDATED RESULTS

FOR THE SECOND QUARTER ENDED 31 DECEMBER 2008

PART A: EXPLANATORY NOTES PURSUANT TO FRS 134
1.
Basis of Preparation
The interim financial statements are unaudited and have been prepared in accordance with the requirements of FRS134: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad. The interim financial report should be read in conjunction with the audited financial statements of the Group for the financial year ended 30 June 2008.

The accounting policies and methods of computation adopted for the interim financial statements are consistent with those adopted in the annual financial statements for the financial year ended 30 June 2008 except for the adoption of new and revised FRSs as mentioned in item 2.

These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the year ended 30 June 2008.
2. Changes in Accounting Policies

On 1 July 2007, the Group and the Company adopted the following FRSs, amendments to FRS and IC Interpretations as follows:

FRS 6:     
Exploration for and evaluation of mineral resources
FRS 107:
Cash flow statements
FRS 111:
Construction contracts
FRS 112:
Income taxes
FRS 117:
Leases
FRS 118:
Revenue
FRS 120:  
Accounting for government grants and disclosure of government assistance
FRS 121:  
The effect of changes in foreign exchange rates
FRS 124:
Related party disclosures
FRS 134:
Interim financial reporting
FRS 137:
Provisions, contingent liabilities and contingent assets

Amendment to FRS 1192004: 
Employee benefits – actuarial gains and losses, group plans and disclosures

Amendment to FRS 121: 
The effects of changes in foreign exchange rates – net investment in a foreign operation


IC Interpretation 1: 
Changes in existing decommissioning, restoration and similar liabilities


IC Interpretation 2: 
Members’ shares in co-operative entities and similar instruments


IC Interpretation 5: 
Rights to interests arising from decommissioning, restoration and environmental rehabilitation funds


IC Interpretation 6: 
Liabilities arising from participating in a specific market – waste electrical and electronic equipment


IC Interpretation 7: 
Applying the restatement approach under FRS 1292004 –financial reporting in hyperinflationary economies


IC Interpretation 8: 
Scope of FRS 2


The adoption of the revised FRS 124 give rise to additional disclosures but does not result in significant changes in accounting policies of the Group and of the Company. Except for the changes in accounting policies and their effects as discussed below, the new and revised FRSs, amendments to FRS and IC Interpretations above do not have any other significant impact on the financial statements of the Group and of the Company:

(a)
FRS 112: Income Taxes


Prior to 1 July 2007, unused investment tax allowances and reinvestment allowances were not accounted for as a deferred tax asset.  The adoption of revised FRS 112 has resulted in a change in accounting policy relating to the recognition of deferred tax asset on unused investment tax allowances and reinvestment allowances.


Under revised FRS 112 entities with unused investment tax allowances or reinvestment allowances will have to account for such items as a deferred tax asset to the extent that it is probable that future taxable profits will be available against which the unused investment tax allowances and reinvestment allowances can be utilised.


The change in accounting policy has no material effect to the financial statements of the Group and the Company.

(b)
FRS 117: Leases



Leasehold land held for own use


Prior to 1 July 2007, leasehold land held for own use was classified as property, plant and equipment and was stated at cost less accumulated depreciation and impairment losses. The adoption of the revised FRS 117 has resulted in a change in the accounting policy relating to the classification of leases of land and buildings. Leases of land and buildings are classified as operating or finance leases in the same way as leases of other assets and the land and buildings elements of a lease of land and buildings are considered separately for the purposes of lease classification. Leasehold land held for own use is now classified as operating lease and where necessary, the minimum lease payments or the up-front payments made are allocated between the land and the buildings elements in proportion to the relative fair values for leasehold interests in the land element and buildings element of the lease at the inception of the lease. The up-front payment represents prepaid lease payments and are amortised on a straight-line basis over the lease term.


The Group has applied the change in accounting policy in respect of leasehold land in accordance with the transitional provisions of FRS 117. At 1 July 2007, the unamortised amount of leasehold land is retained as the surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions. 
(c) Initial direct costs


Prior to 1 July 2007, the Group, as a lessor in operating lease arrangements, had recognised initial direct costs incurred in negotiating and arranging leases as an expense in the profit or loss in the period in which they were incurred. The revised FRS 117 requires such costs to be added to the carrying amount of the leased asset and recognised as an expense over the lease term on the same basis as the lease income. According to the revised FRS 117, this change in accounting policy should be applied retrospectively. In general, the Group does not incur significant initial direct costs on negotiating and arranging leases and as a result, this change in accounting policy did not materially affect the financial statements of the Group and the Company.
3. Auditors’ Report on Preceding Annual Financial Statements
The Group’s audited financial statements for the financial year ended 30 June 2008 were reported on without any qualification.

4. Segmental Information

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 Sabah, Malaysia.

5. Unusual Items due to their Nature, Size or Incidence 


There were no unusual items as a result of their nature, size or incidence that had affected assets, liabilities, equity, net income or cash flows during the financial period.
6.
Changes in Estimates 

There were no significant changes in estimates that have had a material effect in the current quarter results.

7. Seasonal or Cyclical Factors

The Group’s performance is 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.

8.
Dividends Paid  

There are no dividends paid during the current quarter under review.

9.
Carrying Amount of Revalued Assets

There are no valuations of property, plant and equipment during the current quarter.

10. Debts and Equity Securities 

During the current quarter, shares bought back are being held as treasury shares with none of the shares being cancelled or resold.  
Listed below the number of treasury shares as at 31 December 2008:

	
	Number
	Cost

	
	Of Shares
	(RM)

	Balance as at 01 July 2008
	15,318,100
	12,589,570

	Increase / (Decrease) in treasury shares
	0
	0

	Total treasury shares as at 31 December 2008
	15,318,100
	12,589,570


11.
Changes in the Composition of the Group 

There is no change in the composition of the Group for the current quarter. 
12.

Contingent Liabilities and Contingent Assets
There were no material contingent liabilities as at the date of this report except for the corporate guarantees to a subsidiary as securities for hire purchase and lease financing facilities amounting to RM119,000,000.00.
13. 

Subsequent Events 



There were no material events subsequent to the end of the current quarter. 
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14.
Review of Performance
For the current quarter under review, the Group recorded revenue of RM90.5 million and pre-tax profit of RM2.5 million compared to revenue of RM105.6 million and pre-tax profit of RM0.1 million in the corresponding quarter of the previous financial year.  

The decrease in revenue was mainly due to decrease in average selling price of wood products compared to the corresponding quarter of the previous financial year.   The  increase in pre-tax profit for the current quarter was mainly due to the decrease in production cost as the Group implemented more stringent cost control measures and the decrease in log extraction cost such as fuel and oil and spare parts cost. 
15.
Variation of Result to immediate preceding quarter 
For the quarter under review, the Group posted revenues of RM90.5 million, which is 32% lower than the preceding quarter of RM133.1 million.  Pre-tax profit was RM2.5 million, a decrease of 17% as compared to the RM3 million reported in the preceding quarter.

The decrease in revenue and pretax profit compared to preceding quarter was mainly due to the decrease in the average selling price and sales volume of wood products compared to the preceding quarter.
16.
Company’s Prospects

The Global economy is expected to be challenging in 2009 in the light of the financial crisis started in the US and reverberated through Europe and many other countries. The impact of the financial crisis is bound to have some effect on consumer and industrial demand for commodities including timber.  

In view of the volatile market environment, new timber importing countries has been sourced during the financial year such as the Middle East region, India and Europe in addition to our traditional market such as Japan, Korea and China.  In addition, the Group is continuing to enhance productivity and cost controlling in this challenging environment.

In respect of the log extraction division, continuous strict enforcement on logging and forest conservation in the Asia-Pacific region has constraint raw material supply. The Group looks favourably on these factors with the advantage of secure and constant timber logs supply.

In response to this, the Group had also acquired new fleet of logging equipment in previous year which enhance efficiency and productivity.  With stringent monitoring of logging equipment and experienced operational teams, the Group will continue to achieve timely delivery of logs for downstream processing and ensuring good forest management.

The plywood division will continue to expand its growth and widen the market shares.  With the introduction of high technology plywood making machineries during the period, the division will further strengthen its competitive advantage in term of recovery rate, operational efficiency and quality.  The division will continue focusing on high value added products such as the floorbase panel and film faced plywood.   

The Board remains confident in the long term prospects of the timber industry and viability of the Group’s business and expects to achieve positive financial results for the current financial year ending 30 June 2009.
17.
Profit Forecast or Profit Guarantee

This is not applicable as no profit forecast and profit guarantee were given.

18.
Income Tax 
Taxation comprises the following:-

	
	Current

Quarter
	Cumulative Quarters Current Year To Date

	
	31.12.2008
	31.12.2008

	
	RM’000
	RM’000

	
	
	

	Current taxation
	(238)
	(587)

	
	
	

	Deferred taxation 
	-
	(110)

	
	
	

	
	(238)
	(697)


The taxation is computed after taking into consideration the utilisation of unutilised tax losses and unabsorbed capital allowance from subsidiaries companies.   Hence, the effective tax rate for the current financial year to-date is lower than the statutory tax rate.  

19.
Profit or Loss on Sales of Unquoted Investments or Properties


There were no sales of investments or properties during the current quarter and financial year to-date.
20.
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.
21.
Corporate Proposals


There is no Corporate Proposals announced and not completed for current quarter.
22. 
Borrowings



Long Term borrowings as at 31 December 2008:
	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	1) CP / MTN Programme
	90,000
	-
	90,000

	2) Hire Purchase Payables
	40,514
	-
	40.514

	3) Bridging Loan
	43,404
	-
	43.404

	
	173,918
	-
	173,918



Short Term borrowings as at 31 December 2008:

	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	1) CP / MTN Programme
	35,000
	-
	35,000

	2) Hire Purchase Payables
	59,707
	-
	59,707

	3) Bridging Loan 
	1,746
	-
	1,746

	4) Revolving Trade Facility
	-
	-
	-

	
	96,453
	-
	96,453



Total group borrowings as at 31 December 2008:

	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	1) CP / MTN Programme
	125,000
	-
	125,000

	2) Hire Purchase Payables
	100,221
	-
	100,221

	3) Bridging Loan
	45,150
	-
	45,150

	4) Revolving Trade Facility
	-
	-
	-

	
	270,371
	-
	270,371



All the borrowings of the Group are secured. 


The CP/MTN Programme comprises the Commercial Papers ("CP") of RM35 million which has a tenor of between one (1) to twelve (12) months and Medium Term Notes ("MTN") of RM90 million with remaining tenors of between twelve (12) months to forty eight (48) months (The CPs and MTNs are collectively referred to as "CP/MTN”). 

23.

Off Balance Sheet Financial Instruments 


There were no off balance sheet financial instruments as at the date of this report.
24.

Material Litigation 


The Company has not engaged in any material litigation, claims or arbitration either as plaintiff or defendant for the current quarter.
25.
Dividend Declared 


There was no dividend declared for the financial quarter under review.

26.

Earnings Per Share

(a)
Basic



Basic earnings per share amounts are calculated by dividing profit for the period attributable to ordinary equity holders of the parent by the weighted average number of ordinary shares in issue during the period, excluding treasury shares held by the Company.

	
	Individual Quarter
	Cumulative Quarters

	
	6 months ended
	6 months ended

	
	31.12.2008
RM’000
	31.12.2007
RM’000
	31.12.2008
RM’000
	31.12.2007
RM’000

	Basic earnings per share
	
	
	
	

	Net profit 
	2,072
	2,794
	4,517
	6,913

	Weighted average number of ordinary shares in issue (‘000)
	137,864
	137,864
	137,864
	137,864

	Basic earnings per share (sen)
	1.50
	2.02
	3.28
	4.99

	
	
	
	
	



(b) 
Diluted



The Company has no dilution in its earnings per ordinary share during the period as there are no dilutive effects of all potential ordinary shares. Therefore, no consideration for adjustment in the form of increase in the number of shares was used in calculating the potential dilution of its earnings per share.
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