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‘This Report has been prepared for inclusion in the Prospectus to be dated 20 FED 2004
pursuant to the proposed histing of UDS Capital Bhd (“UDS™} on the Second Board of the
Malaysia Securities Exchange Berhad.

This rescarch is underraken with the purpose of providing an overview of the furniture
industry i Malaysia as well as the operations of the Company within the industry. The
research methodology for the research mcludes both primary rescarch, involving in-depth
trade mmtcrviews and telephone interviews of perdnent companies, as well as secondary
tesearch such as reviewing press articles, periodicals, Government hteratures, in-house
corporate databases, Internet research and online databases.

Infocredit D&B (Malaysia) Sdn Bhd (“Infocredit D&B or the Lixpert”) has prepared this
Report in an mdependent and objective manner and has taken all reasonable consideration
and care to cnsure the accuracy and completeness of the Report. In addition, the Expert
acknowledges that if there arc sigmficant changes affecung the contents of the Fxpett's
Repozt after the issuc of the Prospectus and before the issue of securitics, then the Expert
has an on-going obligadon to etther cause the Report to be updated for the changes and,
where applicable, cause the Company to issuc a Supplementary Prospectus, or withdraw our
consent to the inclasion of the Report mn the Prospectus.

An Lxecutive Sumimnary is highhghted in the following sections.

For and on behalf

INFOCREDIT D&B (MALAYSIA) SDN BHD

—

Tan Sze Chong
Managing Director
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EXECUTIVE SUMMARY
A Industry Overview

1 Global Economic Qutlook

The global economic outlook showed signs of recovery after a string of advetse shocks
occurred in the first half of 2003. The recovery was accompanied by forward looking
indicators such as the strengthening of equity markets, a rebound in business and consumer
confidence, reduction of interest rates in the Euro atea and the United States of America
(“U.S.A.”) and signs of pick-up in investments particularly in the U.S.A., Japan and the Asian
emerging matkets.

There are regional variations in cconomic growth. The U.S.A. had remained as the main
engine of global growth but emerging markets in Asia, notably China is set to lead the global
economic rebound especially now that the Severe Acute Respiratory Syndrome (“SARS”)
crisis has ceased. The recovery is expected to be more buoyant than the rest of the wotld, as
growth is cxpected to reach 6.4% by 2004. The robust growth will be driven by tising labour
productivity, a rebound m global trade and the information technology (“IT”) sector.
Although domestic demand growth is becoming broadly based, the recovery for these
countries remains dependent on external demand. The prospect of a foreseeable weaker
global recovery is a potential fisk. Internadonal Monectary Fund’s (“IMF”) growth forecasts
for emerging markets in Asia are 5.9% for 2003 and 6.2% for 2004.

The U.S.A. is forecast to chart a stronger Gross Domestic Product (“GDP”) growth of 3.9%
in 2004, while the Buro area is expected to further improve by 1.9% in 2004, Japan, which
has shown further signs of bottoming out, has entered into a recovery mode and is projected
to grow by 1.4% m 2004. China, India and Newly Industrialised Asian Economies (Hong
Kong Spcecial Administrative Republic, Korea, Singapore, Taiwan) arc cxpected to pose
strong GDP growth in 2003 respectively at 7.5%, 5.6% and 2.3% and in 2004 GDP is
forecast to grow stronger respectively at 7.5%, 5.9% and 4.2%.

Even in an optimistic year, there are several global downside risks facing the global
economy. Softer equity prices and weaker growth in trading partners are also potential
threats to growth. Although growth in China as a trading partner should provide some
suppott to the downside, a loss of growth momentum in the demand for electronic products
could dampen outlook further. This in turn would hurt industrial production, consumption
and investment.
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2 The Malaysian Economic Qutlook

The Malaysian cconomy registered stronger growth at 5.1% i the third quarter of 2003
from 4.5% in the second quarter 2003'. The improved performance was mainly driven by
the private sector and a low interest rate environment. The pick-up of the private sector was
the result of inctease consumption and investment coupled with growth in productivity’.
Going forward, the outlook for the following year is set towards strengthening the country’s
economic position. Malaysia’s GDP is expected to accelerate from 4.5% m 2003 to about
6% 1 2004, driven by improving export performance, domestic consumption and private
investments. [furthermore, the RM7.3 billion economic stimulus package unveiled on 21
May 2003, swift conclusion of the Iraq war and the end of the SARS epidemic had regained

consumet confidence.

External trade performance showed improvements during the first half of 2003 recording a
4.3% growth compared to 2.0% within the corresponding period in 2002°. The upsurge was
brought about by an upturn demand for rubber products, which increased to 10.7% and the
recovery of global clectronics demand particularly from the East Asian countries. Bank
Negara Malaysia (“BNM”) projects a higher export growth of 5.2% in 2003 compared with
3.6% for 2002. This 1s mn view of the country’s success in attracting export-oriented projects,
particularly in the electrical machinery and appliance production sectors. According to the
Ministry of International & Trade Industry, total exports of these products increased by
16.1% yeatr-on-year reaching RM92.3 billion m 2002, Pubhc sector investment and
consumption have taken a more passive role in 2002 compared to 2001. The Ministry of
Finance expects the private sector to take 2 more agpressive role in 2003 with private sector
mvestment projected to grow by 14.4% or 13.1% of the GDDP.

BNM’s forecast 1s based on the assumption of modest wotld economic growth, some pick-
up in the global electronics industry, fitm commodity prices and further expansion in intra-
regional trade. This forecast is lower than its previous forecast of 6.5% in October 2002.
BNM 1s also cutting its intervention rate by 50 basis points to 4.50% as a pre-emptive
measure to support domestic growth potential. Together with the other measures in the
economic package to increase disposable income, it is expected to enhance the potential for
supporting the prowth prospects. With economic fundamentals remaining strong, proactive
policy measures such as fiscal and monetary expansion to stimulate domestic demand, and
the diversified and resilient economic base has allowed the growth momenwum to be
sustained despite the SARS outbreak and the uncertain external environment.

Growth in the manufacturing sector is anticipated to be higher actoss the board. The
manufacturing sector is expected to continue its expansion to record 6.5% increase in output
in 2003 and contribute 1.9 percentage points to GDP growth while the services sector
recovering from the SARS outbreak recorded higher growth of 4.2%, contributing 2.4
pereentage points’,

! Source: BNM Press Release on Third Quarter 2003 dated 19 November 2003
* Source: BNM Press Release on Third Quarter 2003 dated 19 November 2003
3 Source: Economic Report 2003/2004
* Source: Economic Report 2003/2004
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Growth in domestic-oriented industries continued to pick up, registenng an increase of
11.5% in 2003 after a sluggish 0.8% growth in 2002. This was brought about by higher
consumption level of plastc products where plastic parts for household appliances
contributed to the strong growth due to increase in disposable income from the stimulus
package and a growing consumer confidence. Meanwhile, the export-ortented industries
showed better performance m the first half of 2003, recording a 4.3% growth compared to
2.0% within the cottesponding period in 2002. The upsurge was brought about by an upturn
demand for rubber products, which increased to 10.7%. Wood-based products recorded a
slight output growth of 1.7% in the first half of 2003 with major contnibution from the
plywood mdustry.

The manufacturing sector continues to be the major engine of growth for the Malaysian
economy. The manufacturing output has registered an average annual growth rate of 9.1%
for the period 1996-2000 against the target growth rate of 10.7% under the Seventh Malaysia
Plan. Under the Eighth Malaysia Plan, the annual average growth rate for the manufacturing
sector is expected at 8.9% for the period of 2001 to 2005. As export-oniented industnes will
continue to dominate the manufacturing sector, the sector’s growth is expected to be export-
led, projected to earn up to 89% of the country’s foreign exchange earnings by 2005.

The outlook for the manufactuting sector remains positive despite a fall in foreign
investments in recent years. To speed up recovery of the global economy, some
Muldnational Corporations (“MNCs”) have relocated its labour-intensive and low-end
operadons to the lower cost counttics such as China and Thailand. However, some
companies have moved its high-cnd operations to Malaysia to tap on the superior
manufacturing facilides, competitive tax, incentive scheme and well-trained Iabour force. The
fiscal stimulus packages and low interest rate regime help ensure a brighter prospect for the
manufacturing sector i 2003,

3 Broad Industry Assessment — Furniture & Fixtures

o  The furniture industty in Malaysia 1s highly diverse and includes a broad range of
furniture types scrving many different market applications. Typically, furniture
products can be categorised into five main sub-groups of wooden, rattan, metal, plastic
and other furniture,

*  Previously 2 small cottage industry, the furniture industry has transformed into mass-
production expott-otiented industry, represented by a large number of companies with
automated plants and sophisticated machinery. It is cstimated that thete ate
approximately 3,500 manufacturers in the country. An estimated 81% are small-scale
manufacturers, and the remaining 19% are the mrddle to large operatots.
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Table 1: Industrial Expansion of Furniture Manufacturers, 1985-2000

Number of Production Capacity

Year Workforce Employed

Establishments {m? of waod)

1985 450 75,000 10,000
1990 1,680 150,000 18,000
1995 > 3,000 280,000 39,000
2000 > 3,500 340,000 47.000

Sources: The Malaysian Furniture Industry/ Jegatheswaran Ratnasingam, Malzysia Furniture Industry Council
{"MFEIC"), Malaysian Linber Industry Board (*MTIB)

Furniture manufacturing, which is a downstream activity of the timber industry is
fragmented. It includes knocked-down furmiture, self-assembled wooden furniture,
office furniture, lounge scts, bedroom and dining sets, upholstery furniture, beds and
mattresses and other furniture related products. Local players concentrate on
producing homogeneous products for the export market, which are typically
distinguished only by certain variations in machinery and in-house facilities.

There are vartous mcenuves offered to the furniture industry such as investment
incentives, pioneer status with fixed tax-exemption petiods, subsidies in the form of
tax relief for capital investments, rc-investment allowances, manpower training and
recently the Information Technology scheme to enable employers to buy computers
for training.

A global survey conducted in 2000 revealed that Malaysia had attained the 10th
position among the world’s top furniture exporting nations in 2000. It is also the only
ASEAN natton in the list of top exporting nations. Malaysia was also ranked the wotld
leader in terms of achieving the highest furniture expotts to production ratio with 85%
of 1ts manufactured furniture being exported to over 150 countries around the wotld.

The Malaysia furniture industry 1s 2 matute mndustry and it has a proven track tecord in
the global front. The industry 1s export-oriented where most players are in competition
with major furniture producing countries in Asia such as Taiwan and South Korea. On
average, Malaysta cxports approximately 85% of its furniture producton, raking in
almost RM5 billion worth of earnings a year’. The industry will experience continuous
growth due to active participation in trade exhibitions and growing external demand.
As at 2003, exports of furniture rebounded to RM5.7 billion and the Malaysian
International Furniture Fair anticipate expotts to grow by 10% in 2004°. Being ranked
as the world’s 10th largest furniture producer in 2002, Malaysia had gained 2.6% of the
US$ 100 billion global market with the U.S. A accounting RM1.6 billion ot 13.6% of
total furniture export sales.

* Source: Bank Negara Malaysta, 2002
& Source: News Straits Times, Business Times, 10 February 2004
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Government Legislations, Policies and Incentives

The Malaysian Government promotes the furniture industry by offeting vatious investment
incentives and facilities such as awarding pioneer status with fixed tax-exemption petiods,
subsidies in the form of tax telief for capital investment, re-investment allowances and
manpower training’.

Some of the major incentives for investments for the wood-based industry include:
* Dioneer Status
*  Investment Tax Allowance (“ITA”)
= Reinvestment Tax Allowance (“RA™)
® Tax Exemption on the Value of Increased Exports
®*  Double Deduction of Promotion Exports

Other Government incentives:

* Double deduction of export credit insurance prermiums

® Incentves for research & development (“R&ID”)

® Incendves for training

® Incentives for restructunng

® Strategic incentives for forest plantation projects

® Infrastructure allowance

® Double deduction of freight charges

® Drawback of custom duties

= Exemption from customs duty on machinery, equipment and raw material

Capital and Labour Intensiveness

‘The furniture industry is currently employing about 40,000 workers in all with a breakdown
of 24,000 unskilled, 9,600 semi-skilled and 6,400 skilled workers. With an average projected
increase of between 5%-10% for each sector in the industty, the total number of wotkforce
m furnitute industry 1s projected at 32,070 unskilled, 14,670 semi-skilled and 8,560 skilled
workers with a total of 55,300 in all by 2000.}

The furniture industry is at present still very much a labour intensive industry. It faces
shortage of labour as compared to other manufactuning industries as many local employees
still perecive this industry as dirty, dangerous and demanding, It is estimated that about 50%
of floor workers employed by manufacturers are foreign labour from third world countties.
These foreign workers are mainly involved in manual, unskilled and semi-skilled sections
works.

7 Scurce: MTIB
# Source: The Malaysian Futniture Industry/Jegatheswaran Ratnasingam, MFIC.
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In addition, the present rules and regulations on employing foreign labour are also restricting
the expansion plans of most of the small and medium-sized manufacturers. The specific
labour problems faced by the industry are:

e Lack of skilled and semi-skilled manpower

® Substantial increase in cost of general labour rate from RM12 to RM25 per day,
contributing to increased production cost

® Restricuve Governmental policies in the importation of foreign labour

As it 15, the existing educational system in Malaysia does not offer specialised courses for
both technical and tertiary levels to cater to the needs of the furniture industry as compared
to other sectors such as construction, industrial engineering, electronics and etc. It is the
opinion of the industry analysts that to attract more labour force into the furniture industry,
the relevant Government agencies should strongly recommend the inclusion of furniture
cngineering coutse as an additional specialised curriculum into the educational system.”

? Some comments from this section were reiterated from the trade interview conducted with MFIC
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4

Focused Industry Assessment

D Value-added Furniture Manufacturing Services (“FMS™)

Based on furmiture industry structure classification by Malaysian Industtial
Development Authonty (“MIDA”) and Infocredit D&B Research, the value-added
FMS 1s classified as a supporting sub-segment of the furniture industry, which forms
the limb of wood-based boards.

Value-added FMS can be broadly defined as product specialisation of custom-made
and value-added furniture parts encompassing joinery, decorative fixtures, laminated
boards, kitchen worktops, and other sets of loose furniture accessories following a
conceptualised design framework, and on a project to project basis. It is also frequently
refetred as panel products duc 1o its high associatdon with the FMS.

In Malaysia, value-added FMS i1s stll at its infancy stage, with only an estimated ten to
fifteen companies in operation under this focused segment. Some of the major FMS
companies are Cheay Enterprise Sdn Bbd, Mieco Chipboard Company Berbad, Malaysian Aica
Berbad and UDS.

The following segments {panel products, kitchen worktops {(comptising kitchen furniture)
and fuorniture hardware) arc the products of FMS activities. These products provide the
value-added components to the FMS industry. An example of value-added service would be
board lamination of panel products and kitchen wotktops. Meanwhile, hardware such as
pneumatic nails and staples are also used to form the value added components in a broad
range of furniture manufacturing activities.

PANEL PRODUCTS

Panel products are boards or sheets made by bonding together wood, wood particles
or wood fibres either with or without the use of a synthetic adhesive. Wood-based
panel product-mix consists of plywood, particleboard and fibreboatd that can be
used for decorative purposes in internal linings, floorings and ceilings. The
production of wood-based panel products is closely associated with value-added
FMS as a majority of panel products arc cither manufactured into laminated boards
ot moulded particleboards.

Major producers of plywood are Aokam Perdana Berbad, Megaply Industries (M) Sdn Bhd,
Seng Choon Phywood (M) Sdn Bbhd and Evermaster Group Berbad.

Some of the major producers of medium density fibreboatds (“MDF”) are Hume
Fibreboard Industries Sdn Bbd, Golden Hope Fibreboard Sdn Bbd, Guthrie MDF Sdn Bhd,
Evergreen Fibreboard Sdn Bhd, Teem-Well (M) Sdn Bhd.
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¢ The number of establishments operating in Malaysia has declined substanaally from
122 manufacturers i 1997 to 96 manufacturers in 2002, plagued by high price
competition from neighbouring countries'.
® The top export destinations for panel boards are:
a) Fibreboards : China, Japan, Europe, Middle East, The U.S.
b) Plywood : Australia, Denmark, Japan, Singapore, UK.
¢) Particle boards  :  China, South Kotea, Tatwan, Vietnam

KITCHEN FURNITURE — KITCHEN WORKTOPS

The main products forming part of the kitchen furniture are of Wood kitchen cabinets
and Kitchen worktops. Most part of the kitchen furniture such as commercial kitchens,
kitchen doors and kitchen cabiets are mamly wood-based.

The wood kitchen cabinets and laminated kitchen wotktop for example provides the
value-added element in FMS. Kitchen furniture supply could be classified by type of
door finishing (lammated kitchens, solid wood kitchens, lacquered kitchens, veneer
kitchens) according to the prcing range of middle to middle-upper range. The
kitchen furnitute may be produced on a stock or custom basts and may be shipped
assembled or unassembled (knockdown).

Wooden kitchen furniture is a major contributor to the wooden furniture export
which accounted for 11.7% of the overall total export of all wooden furniture in
2002 as compared to upholstered wooden seats, which accounted for 10.1%".

The weak external demand in 2001 has resulted mn dechning export growth of
wooden kitchen furniture by 15.8% (2000: -2.3%). However, the demand for
wooden kitchen furniture fared better in 2002, rebounded with 3.9% growth
compared to the declined growth 1 2001. Manufacturers are expected to regain
better export performance in 2003,

¥ Source: Department of Statistics, “Monthly Manufacturing Statistics September 20037
1 Source: Department of Statistics
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FURNITURE HARDWARE

)

Furniture hardware consists of a broad vanation of products including wire nails,
industrial fasteners, pneumatic tools, air tackles and various types of other products.

There are various types of pneumatic fasteners such as pneumatic nailers, staples
corrugated fasteners, pneumatic finish nails, roofing nails and coil nails in the market.
Alr staples are commonly applied 1n various industrial applications such as furmiture
production {for upholstery seats and other furmiture fastening wotk), carton box
closing and pallet applications. Air nails and coil nails ate mainly utiised in furniture
making, panel products and also intetior finishing,

There are approximately six to eight major manufacturers of industrial coil nails and
staples in Malaysia.

The locally produced coil nails in Malaysia are of different series/models and head
designs; usually clipped head or full round head nails. Many of these hardware
products are marketed under brand names such as Madura, Atro, BEA, SENCO and
Bostitch 1n the local and export market.

Furniture hardware export recorded a declining growth of 7.0% in 2002, with a total
export value of RM26.2 million as compared to RM28.2 milkion in 2001,
Nevertheless, the decline in export performance will not cause an adverse impact on
UDS Group’s revenue since furniture hardware constitutes only 7.0% of the Group’s
revenue for FYE 2003.

Upholstered Furniture (Sofa)

Sofa 1s 2 major contributor to the furniture industry. The sofa furniture export market
recorded an increased of 7.2% 1n 2002 after recording a lacklustre growth of -9.9% in
2001"% The rebound was mainly due to an upturn demand for high-end wood
products and customised designed office and household furniture and fixtares.

The major sofa manufacturers are located in industrial areas in Johor, Selangor and
Penang. There is an abundance of small to medium sofa manufacturers located in
Johor, estimated at between 500 and 800.

The sofa furniture industry is highly competitive in Malaysia; where there are more
than 50 medium to large sofa manufacturers competing to seize new market share
especially 1 the export segment.

The sofa furniture industry i1s a mature industry in Malaysia where some major sofa
players have already been established in the market for more than 15 years.

12 Source: Department of Statistics
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o About two thirds of upholstered furniture manufacturers in Malaysia wete found to
place emphasis on the latest styles and modern designs using sophisticated technology.
The improvement in the quality of local furniture products is also partly the
Government’s  effort in  encouraging the development of Original Design
Manufacturing (“ODM"} to increase the production of higher-end and value-added
furnitute products.

e Furniture 1s a major export contributor to the nation’s cconomy and as such, this
industry is looked upon as an industry with enormous growth potental. Total export
earnings for the entire furniture industry recorded RM5.4 billion m 2002 and the wood
furniture sector alone accounted for more than three quarters in 2002 with an export
value of RM4.2 billion. Malaysia 1s a major supplier of wooden furniture products to
the traditional markets namely the U.S., Japan, UK., Europe and the Middle East
countries.

. The total export value for upholstered wooden furniture 1s RM386.9 mallion in 2001.
Upholstered wooden seats furniture, which also include sofa furniture accounted for
10.1% of the overall export of wooden furniture category in 2002,

5 Industry Players

The furniture industry in general consists of a large number of companics with automated
plants and sophisticated machinery, producing mass volumes for export. It is estimated that
3,500 manufacturers are operating in the country. Fumiture manufacturing, which is a
downstream zctivity of the timber industty i1s fragmented. It includes knocked-down
furniture, self assembly wooden furniture, office furniture, lounge sets, bedroom and dining
scts, upholstery furniture, beds and mattresses and other furniture related products. Many of
the local players concentrate on producing homogeneous products for the export market,
which are typically distinguished only by certain vatiations in machinery and in-house
facilites.
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6 Industry Dynamics

Supply

The industry comprises a wide range of furniture products that can be classified into wooden
furniture, rattan furniture, metal furniture, plastic furniture and others such as mattresses and
furniture hatdware.

Local furniture manufacturers arc urged to move towards ODM instead of solely depending
on contract manufacturing. The gradual shift from Omngimnal Equipment Manufacturing
{“OEM”) to ODM and Origmal Brand Manufacturing (“OBM”) strategies will determine
the next growth spurt of the Malaysian furmiture mdustry and increase the nation’s
competitiveness in the international market. Currently, most high-end furniture makers are
traced to the European and Western countries, where they have already built reputable brand
names worldwide. However, with the current aggressive R&D practice, it will not be long
before Malaysin breakthrough international bartiers by offering world-class renowned
brands.

The Government has also deployed preventve measures to ensure sustainable timber
resources such as rubber wood.

Demand

The increasing supply of condomimums, apartments, hotels, office and retall space is
expected to boost domestic demand for furniture, This also argues well for sofa and
upholstery manufacturers as these products are lighter, comfortable and suitable for the
modern and contemporary lifestyle. The steady growth of households in Malaysia, that
registered an average annual growth of 3.02% (1993-2002), is a positive indicator to the
increasing domestic demand for household furniture including sofa and upholstery furniture.
Based on a total household of 5.333 million, the domestic demand for furniture in Malaysia
is estitmated at RM914.5 million in 2002 (2001: RM895.1 nullion).

In general, the demand for furniture products, especially household furniture is expected to
remain strong as it is considered a necessity. Key mternational demand for furniture 1s from
the U.S,, Japan, UK., Singapore, Australia, the United Arab Emirates and Canada. However,
Australia, Korea and Taiwan are steadily gaining prominence. Malaysia is now ranked among
the top cxporting furniture nations i both the U.S. and Japan. Demand for Malaysian
furniture range 1s on the rise wotldwide as buyers are becoming increasingly attracted and
satisfied with the quality and value of the products.
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7 Industry Qutlook

The outlook of the furniture industry has remained favourable over the past five years with
an annual growth of 5%. Furthermore, furniture is 2 major export contributor to the nation’s
economy and as such, this industry is looked upon as an mndustry with enormous growth
potential. For the year 2002, export earnings increased slightly to RM5.4 billion" as
compared to RM4.8 billion in 2001.

The onslaught of globalisation and liberalisation 1s expected to have a major impact on the
furnitute industry as free market practices will dictate the future of this industry.
International buyers are mncreasingly more demanding in terms of design wortk, quality,
environment and safety standards as well as competitive pricing.

The global furniture manufactuting industry is 10 a transition itself, as manufacturers no
loniger confine their activities to the boundaries of a single host country. The free flow of
components, sub-assemblies, accessories and supplies from different locations around the
wotld is characterising the current trend in the global furniture industry. Therefore, going
global is a key stratcgic move to remain competitive in this industry. As the World Trade
Organisation (“WTO”) regulations on free market practices becomes a reality, players that
have been enjoying protection through tariff imposition and Government subsidies will be
challenged by other low-cost producers such as China.

Malaysia’s stand on the global front has gone through a multi-facet challenge, from
complying with the ISO 9000 Quality Management Systemn to the recent regional fmancial
crisis. The resilience of the industry is attested as proven by the fact that Malaysia is in the
10™ position in the global furniture export league table in 2000.

As the economic gap between the Organisation for Economic Co-operation and
Development (“OECD”) countries and the developing world natrows, the imbalance in
furniture trade will be reduced. The purchasing power of the Astan economies will improve
and domestic markets will soon expand.

The Asean Free Trade Area (“AFTA”) which houses an estimated population of 500 million,
is a good example of a domestic market created to cushion the turbulence of external
markets. The anticipated increase in intra-regional trade is also expected to off set any
adverse affect of the mtra-regional trade, which will ensure the sustainability and growth of
the Malaysian furniture industty in the future.

1* Source: Department of Statstics
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However, the impact of AFTA is still unclear, as it could be positive as well as negative. It
depends on the strategies employed by the manufacturers. Most of the small and medium
scale manufactuning companies would fecl the pressure in competing with other countries.
However, manufacturing companies believe that AFTA would give them better
opportunities as they are able to import certain raw materials cheaper and are able to export
theit end products at a better rate. Manufacturing companies need to increase their
competitiveness in pricing and product quality in order to face stiff competition from
manufacturcrs in other countties with low cost competitiveness.

The Government’s role in the development and growth of the furniture industry cannot be
denied, as the industry has been alleviated to greater heights through the assistance of
various policies and incentives. With the inherent competitive edge coupled with the
enhancement of creative and mnovative skills, the growth momentum of the Malaystan
furmture industry 1s sustainable.
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B Business Overview
1 Principal activities and operations

UDS Capital Bethad (“UDS”) was established in 28 December 1999 as an investment
holding company and it has mine subsidiary companies of which five of them are actively
involved in the manufacturing of wood-based furniture, fixtures and accessories and
upholstered furniture (settee and sofa). The five subsidiary companies are U.D. Trading Sdn
Bhd (“UDT”), U.D. Panclform Sdn Bhd (“UDP”), Sin Wee Seng Industries Sdn Bhd
(“SWS), U.D. Industties Sdn Bhd (“UJD1”) and U.D. Wood Products Sdn Bhd (“UDW?”).

The activities of the wood-based furniture, fixtures and accessories division which 1s
undettaken by UD'T, UDIL, UDP and UDW involves the following:-

1) Value-added FMS including lamination and moulding of particle boards,
MDF boards and plywood into laminated boards such as kitchen worktops
(marketed under the brand name “panform™), custom-made decorative
boards, antique finishing laminated boards and others. These products are
supplied to other furniture manufacturers;

() Manufacturing of pneumatic fasteners such as air nails, air staples and coil
nails which are sold under its own brand name “UD”;

(1) Manufacturing of kitchen and living room furniture; and

(iv)  General trading of furniture products and equipments

The manufacturing and sale of upholstered furniture 1s undertaken by SWS which focuses
mote on ODM and customised design backed by its in-house R&D know-how and high
quality manufacturing process. Made mainly from leather and fabric, the products are

exported to overseas markets such as Japan, Europe, the U.S., Middle East, Australia and
others.

The UDS Group’s differentiation lies not only in its specialisation that begins from matenals
sourcing to product design and finishing but also leveraging on its wide array of product
lines to cater to ditferent segments of the market.

The Group provides a diversified range of value-added furniture manufacturing and
suppotting setrvices for the furniture industry cspecially for kitchen wortktops and board
lamination. This includes wood-based boards such as chipboards, particleboards, laminated
tops and other wood-based panel products including plywood.

199



Company No. 502246-P

10.0 INDEPENDENT MARKET REPORT (Cont’d)

2 Matket Positioning

[) FMS

The closest competitors of UDS are Minply Holdings (M) Berhad, Mieco Chipboard Berhad,
Malaysian Aica Berhad and Sunply Industries (M) Sdn Bhd. The few selected players have
similar activittes such as board lamination, manufacturing or trading of panel boards,
furniture hardware and other furniture products. Based on table below, UDS and Minply
Holdings (M) Berhad are the two companies providing a fully integrated production process.

ICompanies Plywood Boards ;:i:i::z La]fl:’i?:ies Tabletops Others Status Product Descrption
Cheay Enterprise T 3 ; N e
Sdn Bhd # TFurniturc Mfg  Fibrcboards, furniture
Jacksing Deco- ] . Tanel products and
[Board Sdn Bhd # Panel Mfg wooden table tops
Moulding,
| .en Cheong L™ Mfg/ o .
uemiture Sda Bhd # # g:rrtr:mlre Trdg [aminatwed board
Malaysian Aica Furniture _ Chipboards, table tops
Berhad (Maica) # # parts Mg lamination
Plain chipboard,
Micco Chipboard Furniture laminated chipboard,
# # # Mfg furniture components and
Berhad parts L ’
melamine impregnated
paper
Minply [Toldings ” 5 4 ” " E:::lzm Mg Integrated \Ifalue—addcd
(M) Berhad moulding manufacturing scrvices
Permaju Industoes Furniturce Plywood and Laminated
Berhad # # parts Mty Board
i?ng CI:;E:;) ad # ” Door s ME Decorative paper overlay
Bﬁ;‘;uo acn ) g and PVC overlay panels
Sunply Tndustries . Printed opeley fancy
\D) Sdn Bhd # # e M Dlywood
Furniture
. . parts, settees Mfg/ [ntegrated value-added
VDS Capital Berhad # # # # # and sofas and l'rdg manufacturing services
moulding
Naote:

Miz=Mangfatnring Trdg=Trading
Sourcer: Infocredit DB, Trade Interviews, Malaysia Securitier Excohange Berhad

e  The competitive advantage of the UDS Group lies in its strength where it has a group
of subsidiaty companies that integrate with one another into I'MS. In addition to
manufactuting finished furniture products, the Group also manufactures semi-finished
furniture patts to support the furniture industry.
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The valuetadded FMS market recorded an cstimated matrket revenue of RM491.5
million in 2002, an increased of 6.7% from the total market revenue of RM460.6
million in 2001. UDS is ranked the 4" largest player in the total FMS market in 2002
with a market share estinated at 13.6%. The three largest players in the FMS industry
by tevenue ranking are public listed companies (Mieco Chipboard Bhd, Minply
Holdings Bhd and Petmaju Industries Bhd),

The UDS Group’s turnover recorded an increased of 11% growth from RMG6.8
million in the FYE 2002 to RM74.2 million in the FYE 2003. The major contributions
were attributable by the Group’s lamination, boards and settee and sofa sets.
Mcanwhile, knocked-down furniture sets such as buffet and hutch, dining, bedroom
and living sets have shown improvement in growth for the FYE 2003.

The upholstery furniture (setteg and sofa)

Ouz research findings suggest that UDS Group 1s one of the major exporters of settees
and sofas with an estimated market share of 5.5% in the Malaysian upholstery furniture
export categoty in 2002. ‘This is a broad comparison based on a diverse product-mix
comprising settees and sofas furniture upholstered from a varety of raw matcrials
from full leather, Polyvinvi Cloride {“PVC”) artificial leather, half leather or fabrics

SWS, a subsidiary of UDS Group produces mainly genuine leather settee and sofa sets
and is estimated that there are about 19 majos players in this category

The other major players identified under this segment are HTL Leather Sdn Bhd,
Lorenzo Sofa (Malaysia) Sdn Bhd, Aquila Sofa Sdn Bhd, Master Sofa Industries Sdn
Bhd, Isella Sofa Design Sdn Bhd, Casa Salotti Design Manufacturer Sdn Bhd and Even
Sofa Sdn Bhd. The majority of leather sofa furniture players focuses mainly on
domestic home usets (mid to high-end), home office users and to the corporate
offices. Some of the established settee and sofa players such as Fella Design and
Lorenzo have their own showrooms for end-users to view the product range besides
distributing the sofa furniture through a wholesale and retailet.
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COLLIERS

JORDAN LEE « JAAFAR

COLLIERS, JORDAN LEE &
Dat l D F - B JAATAR {M;)C((\;Jé\() SDN. BHD.
ate (136815~ ) 0B63/3)
L 200‘ No. 669 & BBYA,
Jalan Melaka Raya 8,

The Board of Directors Taman Melzka Raya,

- : . 75000 Mealaka.
uDSs Cap1ta1 Berhdd' X Tel No: 05-2835522 (4 lines)
PTD 6001, Jalan Perindustrian 5 Fax No: 06-2837635, 2646972
Kawasan Perindustrian Bukit Bakri E-mail: cllimi@tm.net.my

Batu 8, 84200 Muar
Johor Darul Takzim

Dear Sirs

VALUATION OF PROPERTIES
BELONGING TO UDS CAPITAL BERHAD (“UDS™)

This certificate has been prepared for inclusion in the Prospectus of UDS to be dated 20 FEB 2004 ,
in relation to the Public Issue of 15,200,000 new ordinary shares of RM0.50 each at an issue price of
RMO.88 per ordinary share payable in full on application.

In accordance with your instruction, we have assessed the Market Values of the landed properties set out
below in conjunction with the listing of UDS on the Second Board of the Malaysia Securities Exchange
Berhad. We have valued the aforesaid properties on 8" January, 2003, the details of which are set out in
our valuation reports bearing Reference Nos. MK/SC134/03/1151, MK/SC135/03/7151,
MK/SC137/03/J138 and MK/SC138/03/J153,

The basis of the valuation is the Market Values of the subject properties. The Market Value is the
estimated amount for which an asset should exchange on the date of valuation between a willing buyer
and a willing seller in an arm’s length transaction after proper marketing wherein the parties had each
acted knowledgeably, prudently and without compulsion.

These vatluation reports have been prepared in accordance with the *Guidelines on Asset Valuation for
submission lo the Securities Commission (1995)” issued by the Securities Commission in compliance
with the Valuation Standards issued by the Board of Valuers, Appraisers and Estate Agents, Malaysia
and with the necessary professional responsibility and due diligence.

Inlematisnal Praperty Consultants * Charlerad Yaluation Sureyors » Registered Valuers & Real Estale Agants +
Preject & Properly Managers » Plant & Machinery Valuers + Aucfioneers

=
§ Exacitiva Chaimman JORDAN LEE, KM, Fiam, Frics, Apeps, Imy, Maisy, Scv. Executive Diraclor LEE THIAM SING, Mism. Apeps. Director P TANGGA PERAGASAM, Fism, Frics, F
Ef
g JAAFAR ISMAIL, Fist, Frics, THOO SING CHOON, Frics, fire, Aci. Arh, Fpos, CBIN LA SITT, Figen, Frics, iy, LLB {Hong), GLP TH'NG KIM KOK, Mism, Fries
?E Headquarbers ¢ Kuala Lurmpur : Level 6, Block G Marih, Pusal Bandar Damaneara, Damansara Heights, 50490 Kuala Lumgur, Tel; 03-20655811 (10 ines] Fax Mo: (3-20855343 1
Agenty Division : Callisrs Intermational Property Consuitarts Sdn. Bhd. .
16 Hos, 108 & 208, Blek C, Pusat Dagangan Philee Damansara 4, e, 9, Jalan 1611, 46350 Pataing Jaya, O4F Jalan Damansarz, Kuala Lumpur, Tel 03-PBS00220 Fax: 03-7B800230 =4
g Other Officas = Selangor < 31, Jalan Kapar, 41400 Klang, Selangar Dand Ehsan, Tel. 03-Z420860 {3 Lines) Fax No: (3-3341738% EE
i) W Sembtan b Komplews Magedi, Jakan Dr Krishnar, 70000 Seremban, Nagesi Sembskan Danl Khusus, Malaysia, Tal: 067629850 & 7638000 Fax No: (67637938 F:ﬁ
Parak . Suites 1,2, &3 Tmghat Kedua, Labrooy House, Jalan Dato Sagor, 30000 Ipch, Perak Darut Rikdzuan. Tek: 06-2414826 {3 Lines) Fax No: 05-2666363
Jekar : Biiba 226, 3rd Foor, PanGlobal Plaza, Jalan Wang Ah Fook, 80000 Johor Bahry, Johor Dand Takzim, Tek: 07-2232299 Fax No: 07-2245888
Pahang - A7, Jaian Gambut 2, 25000 Kuantan. Pahang Dasul Makrar, Tet (9-5555508 Fax No: (8-5142146 @
| Panang + Lot 201, 2nd Flocr, Southern Bank Buildivg, 21, Lebuh Pantai, 10300 Pulau Prang. Tek: (4-2637740 & 2637750 Fax Mo: 04-2637644
Aeso.Ofce  : Kuehing - Lot216(3F), Jaban i Taha, 93400 Kuching, Serawak. Tel 052-419200 & 419228 Fax N 082428315 PN

Other Colilers Offices @ Australla, Ching, Hong Kong, India, Indgpesiz, Japan, Hew Zealand, Phillppines, Singapore, Taiwan, Thaliand, ¥letnam, Augtria,
Belgium, Gzech Republic, France, Germany, Greecs, Hungary, italy, Netherlands, Poland, Portugal, Republic of Ireland, Ryssia. Scotland,
Sloveniz, South Africa, Spain, Turkey, United Kinadom, The Americas Argentina, Canada, Mexico, Yenszuels and United States Of America.
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SCHEDULE
Properties Held for Owner-Occupation
Proeperty Identification General Description of Property Market
Value (RM)
Lot PTD No. 4085, HS (D) 22978, The subject property is a plot industrial land occupied as a ‘Sofa” Manufacturing Factory. 1t 4,095,000
Mukim of Sri Menanti, District of | comprises a block of single-storey factory building together with a fiont office annexe, a
Muar, State of Johore. rear factory extension and other ancillary buildings.
The subject property is a parcel of | The factory cum office annexe is constricted of mild steel “1” shaped stanchions, steel
freehold industrial land bearing a postal | Portal frames on reinforced concrete footings and reinforced concrete floorings, pitch roof of
address of No. 10 (PTD No. 4085), | mild steel purlins covered with PYC roofing sheets, corrugated PVC cladding walls on a 3-
Kawasan Perindustrian Parit Jamil, Parit | metre high plastered brickwalls and ventilation blocks. This factery cum office building has
Jawa, 84150 Muar, Jehor Darul Takzim a gross floor arza of about 4,459.34 square metres.
The category of land uwse s The rear factory extension is constructed of steel framework on reinforced concrete footings,
perusahaan/perindustrian and the steel roof trusses covered with metal roofing sheets, metal cladding walls and reinforced
registered proprietor is Starlight Industry concrete floor slab. It covers an area of about 594,58 square metres,
Sldﬁng‘i;T ic;;;:;s (211‘6(')}\,2‘5;2:}::) tand area of The above buildings were constructed in accordance with the building plan and building
' : extension plan approved by the local authority in year 2001 and 2002 respectively except for
the loft floor in the factory building which is used as showroom, sewing and store area
Lot PTD Ne. 4084, IS (D) 22977, | The subject vacant industrial Jand is roughly rectangular in shape, with a road frontage 1,360,000
Mukim of Sri Menanti, District of | width of about 119,52 meties and an average depth of about 141.09 metres.
Muar, State of Johore. ,
It has been earth-filled {o a level stightly above the frontage road. The site boundaries are
The subject property is a plot of freehold | yet to be provided with any fencing,
vacant industrial land located tn Phase [l
{2) of the Kawasan Perndustrian Parit
Jamil, Muar, Johor Darul Takzim.
The land is categorised for industrial use
and is registered under the ownership of
Oricna Industry Sdn Bhd, It has a
provisional land area of 16840 hectares
{4.1612 acres).
Lot PTD Nos. 7722 and 7723, HS (M) | These iwo adjoining units of doubie-stotey semi-detached houses have been issued with a 740,000
3867 and 3868, Mukim of Bandar, | Certificate of Fituess for Occupation by the Majlis Perbandaran Muar on the 3" December,
District of Muar, State of Johore. 2002,
The property comprises two adjoining | These buildings are similarly congtructed of reinforced concrete frameworks and floor slabs,
units of double-storey semi-detached | Pitch ¥0of of timber frusses covered with quality cement tiles, plasier board ceilings,
houses. They are identified as Nos. 48-10 plastered brickwalls with timber panel doors, aluminiun frames glass sliding doors and
and 48-11, Jalan Khalidi, 84000 Muar, | Casement windows. The floorings are of ceramic tiles throughout.
Johor Darul Takzi d  havi a . . . R
1'gspocrctiv earln;n d are alrgr 23;9.896?'\”5?:[%1are Each unit has a similar gross built-up area of 225.39 square metres.
metres and 444.1715 square metres.
Both lots have a freechold tenure and
categorised for residential building use.
They arc under the registered ownership
of 8in Wee Seng Industries Sdu Bhd.
Lot No. 1420, GM 848, Mukim of | This is an agricultural land fully planted with mature durian, duku and duku-langsat trees of 320,000

Sungai Raya, District of Muar, State of
Johore.

The property is a plot of road frontage
orchard small-holding located along the
north-weslen side of Jalan Raja, Bukit
Pasir, Muar, Johor Darul Takzim.

It is a freehold land with a land area of
1.5741 hectare, categorised  for
agriculttural use and under the registered
ownership of Sin Wee Seng Industries
Sdn Bhd.

about 15 ta 20 years old. :

The fromt south-eastern portion of the land is erected with an old single-storey dwelling
house of semi-permanent construction, consisting of timber framework with concrete
flooring, pitch roof of timber trusses covered with corrugated zinc roofing sheets, timber
board on about one metre high plastered brickwalls, and having a gross floor area of about
205.14 square metres.

The land is flat in terrain and is rectangular in shape, with a frontage width of about 37.19
metres onte Jalan Raja and a depth of 167.07 metres.

The buildmg is being tenanted at a rental of RM500/- per month on 2 3-year tenancy,
expiting on 14™ March, 2005.
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We have valued thc properties listed below with titles free from all encumbrances, using the
Comparison, Cost or Investment Methods of Valuation and are of the opinion that the Market Values of
these properties are as follows:

Registered Owner/ Date of Tenure Land Area Building/Age Gross Existing Market Valuc
Properly Address/ Valualion of the Building Built- UTse/Description {RM)
Reference No. Up Area
{sq.m}
Starlight Industry Sdn Bhd 08.01.2003 | Frechold | 1.6840 ha. Single-storey 4,459.34 Sofas 4,095,000
(4.1612 ac) faciory building Manufacturing
No. 10 (PTD No. 4085) and office Factory
Kawasan Perindustrian annexe/one year
Parit Jamil, Parit Jawa
84150 Muar Rear Factory 594,58
Johor Darul Takzim Extension
MK/SC134/03/1151
Chriena Industry Sdn Bhd 08.01.2003 | Freebold | 1.6840 ha A plot of vacant - - 1,360,000
(4.1612 ac) industrial land
PTD 4084, Parit  Jamil
Industnal Estate Phase [ {1}
Parit Jawa, Wuar
Johor Darul Takzim
MK/5C135/03/J151
Sin Wee Seng Industties Sdn | 08.01.2003 | Frechold | 744.0682 sg.m | Two {2y | 450.78 Residential uses 740,000
Bhd {8,009 5q.11) adjoining  units
of newly
Nos. 48-10 and 48-11 completed
Jalan Khalidi, Muar double-storey
Johor Darul Takzim semi-detached
houses
MI/SC137/03/7138
Sin Wee Senp Industries Sdn | 08.01.2003 | Freehold | 0.5741 ha A plot of road | 20514 Agricultural/ 320,000
Bhd {1.42 ac) frontage Homestead use
orchard  small-
Lot No. 1420, Mukim of holdmg erected
Sungat Raya, Muar with a single-
Johor Dart Takzim storey dwelling
house of semi-
MEK/SC138/03/J153 permanent
constmction
TOTAL | RM6,515,000

Brief details of the above-mentioned properties are attached in the following Schedule.

Yours faithfully
COLLIERS
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AT H AR T
UDS CAPITAL BERHAD (502246-P}

Registered Office:
No.67, 2™ Floor
Room B, Jalan Al

24000 Muar
1 0 FEB 2004 Johor Darul Takzim
The Shareholders
UDS Capital Berhad
Dear Sirs/Madams,

On behalf of the Board of Directors of UDS Capital Berhad (“UDS” or the “Company™), I report after due
inquiry that during the period from 31 August 2003 {being the date to which the last audited financial statements
of the Campany and its subsidiary companies have been made up}to ] { F £B 2004 (being a date
not earlier than 14 days before the issue of this Prospectus), that:- ' vl

(2) the business of the Company and its subsidiary companies has, in the opinion of the Directors, been
satisfactorily maintained,

{b) in the apinion of the Directors, no circumstances have arisen since the last audited financial statements
of the Company and its subsidiary companies which have materially affected the business and
operations or the value of the assets of the Company or any of its subsidiary companies;

{c) the current assets of the Company and its subsidiary companies appear in the books at values which are
believed to be realisable in the ordinary course of business;

(d) save as disclosed in the proforma consolidated balance sheets in Section 8.9 of this Prospectus, there
are no contingent liabilities by reason of any guarantee or indemmnity piven by the Company or any of
its subsidiary companies;

(e} there has been no default or any known event that could give rise to a default situation, in respect of
payments of either interest and/or principal sums in refation io any borrowings in which the Directors
are aware of, since the last audited financial statements of the Company and its subsidiary companies;
and

H save as disclosed in the proforma consolidated balance sheets in Section 8.9 and in the Accountants’
Report in Section 9.0 of this Prospectus, there have been no changes in the published reserve or any
unusual factors affecting the profit of the Company and its subsidiary companies since the last audited
financial statements of the Company and its subsidiary companies.

Yours faithfully,
For and on behalf of the Board of
UDS CAPITAL BERHAD

PTD 6001, Batu 8, Jalan Perindustrian 5, Kawasan Perindustrian Bukit Bakri,
84200 Muar, Johor Darul Takzim, Malaysia.
Tel:606-986 5236 (Hunting Line) Fax:606-986 5239
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