TIMBERMASTER INDUSTRIES BERHAD

(Company No. 240031-V)

(Incorporated in Malaysia)

(SPECIAL ADMINISTRATORS APPOINTED)

NOTES TO THE INTERIM FINANCIAL REPORT

1. Basis of Preparation
The interim financial report is un-audited and has been prepared in accordance with MASB 26, Interim Financial Reporting and Chapter 9 Part K of the Listing Requirements of Kuala Lumpur Stock Exchange and should be read in conjunction with the Group’s annual audited financial statements for the year ended 31 December 2002. 

The accounting policies and methods of computation adopted in the interim financial statements are consistent with those adopted in the annual financial statements for the year ended 31 December 2002. 

2. Annual Report of the Group’s Preceding Annual Financial Statements

The audit report of the Group’s most recent annual audited financial statements for the year ended 31 December 2002 was qualified on the basis that as at 31 December 2002, the Group and Company have shareholders’ deficits and net current liabilities of RM402,269,776 and RM380,504,970 respectively. As such, the financial statements have been prepared on a break-up basis whereby adjustments have been made to the value of all assets so as to reduce their carrying values to their estimated realised amounts, to provide for any further estimated liabilities which will arise, and to reclassify property, plant and equipment, other non-current assets and non-current liabilities as current assets and current liabilities.

3. Seasonal or Cyclical Factors

The business operations of the Group were not materially affected by any seasonal or cyclical factors.

4.
Extraordinary Items

There were no extraordinary items for the financial period under review.

5.
Material Changes in Estimates

There were no changes in estimates of amounts reported in the prior quarters of the current financial year or changes in estimates of amounts reported in prior financial years that have a material effect in the current quarter.

6.
Debt and Equity Securities

There was no issuance, cancellation, repurchase, resale and repayment of debts and equity securities for the current financial quarter under review.

7.
Dividends paid

No interim dividend has been declared for the financial period under review.


8. Segment Reporting

	
	Turnover
	Cost of Sales
	Loss Before taxation
	Total assets

	
	RM’000
	RM’000
	RM’000
	RM’000

	Timber
	-
	-
	(12,569)
	39,229

	Property
	-
	-
	(332)
	3,056

	Others
	-
	-
	(5,389)
	1,588

	
	-
	-
	(18,290)
	43,873


The activities of the Group are carried out in Malaysia and as such segmental reporting by geographical location is not presented.

9.
Property, plant and equipment

There was no revaluation of property, plant and equipment during the quarter under review and none were brought forward from the previous annual financial statements.

10.
Material Events Subsequent to the Balance Sheet Date

There were no material events subsequent to the end of the current quarter that have not been reflected in the financial statements for the said period as at the date of issue of this quarterly report.

11.
Changes in Composition of the Group

There were no changes in the composition of the Group during this interim period.

12.

Changes in Contingent Liabilities 

There have been no changes in contingent liabilities since the last annual balance sheet as at 31 December 2002.
ADDITIONAL INFORMATION REQUIRED BY THE KLSE’S LISTING REQUIREMENTS

1.
Review of Performance

The Group still continued to report losses for the current quarter and financial year-to date as the Group has ceased all operations and remained dormant.  No revenue was therefore generated and its main source of income in form of fixed deposit interest could not sustain the Group expenses, especially the increasing interest costs on bank borrowings.  The management does not anticipate any major changes in the forthcoming period for the Group.

2.
Variation of Results against Immediate Preceding Quarter

The Group incurred a loss before tax of RM9.20 million compared to the immediate preceding quarter loss of RM 9.09 million. The losses reported mainly derived from interest expenses and depreciation. 
3.
Current Year Prospects

The prospects of the Group will depend on the finalisation of the Company’s corporate and debt restructuring scheme to regularise the Group’s financial condition pursuant to Practice Note 4/2001.
4. Profit Forecast

There are no profit forecasts or profit guarantees to be met for the period.

5.
Taxation

There were neither prior year adjustments in respect of deferred tax nor provision for taxation during the financial period under review as the Company anticipates that the Group will continue to be in a tax loss position.
6. Unquoted Investments and/or Properties

There was no disposal of unquoted investments and properties for the financial period under review.
7.
Quoted Investments

There were neither sales nor purchases of quoted securities for the financial period under review and the Group does not hold any quoted investments as at the end of the financial period.

8.
Status of Corporate Proposals Announced

On 2 December 2002, the Company obtained the Securities Commission’s (“SC”) approval for its corporate and debt restructuring scheme, subject to certain conditions to be fulfilled. The corporate and debt restructuring scheme will involve the following:

(i) Proposed Capital Reconstruction;

(ii) Proposed Exchange of Shares;

(iii) Proposed Acquisitions of Vendor Companies by Leweko Resources Berhad (“LRB”);

(iv) Proposed Offer for Sale and/or Placement of Shares;

(v) Proposed Debt Restructuring;

(vi) Proposed Exemption from Undertaking a Mandatory Offer;

(vii) Proposed Transfer of  Timbermaster Industries Berhad’s (“TMIB”) Listing Status; and

(viii) Proposed Liquidation of TMIB. 

(Collectively to be referred to as “Proposals”)

The Proposals have been approved by Pengurusan Danaharta Nasional Berhad (“Danaharta”) on 17 October 2002. 

The Ministry of International Trade and Industry (“MITI”) had vide its letter dated 30 October 2002 approved the Proposals conditional upon:

(i) Approval from SC;      

(ii) Approval from the Foreign Investment Committee (“FIC”); and

(iii) The return of Timbermaster Timber Complex (Sabah) Sdn Bhd's (Special Administrators Appointed)(“TMTC”) manufacturing licence to the Malaysian Industrial Development Authority (“MIDA”).

The FIC had vide its letter dated 20 November 2002 approved the Proposals.

The SC's approval is conditional upon the following:-
(i) LRB is required to issue the Information Circular to shareholders of LRB and Abridged Prospectus in relation to the Proposed Restructuring Scheme. The Information Circular must disclose the trade debts of Maju Weko Timber Industries Sdn Bhd ("MWTI"), Maju Leweko Timber Sdn Bhd ("MLT"), Syarikat Amiziz (M) Sdn Bhd ("SAM"), Kota Pinang Sdn Bhd (“KPSB”), Sesenduk Air Sdn Bhd (“SASB”) and Petralman Sdn Bhd (“PSB”) together with their respective ageing analysis and the debts that have exceeded the credit period. In addition, the directors of MWTI, MLT, SAM, KPSB, SASB and PSB are also to disclose in the Information Circular their comments/statements on the recoverability of the trade debts that have exceeded the credit period;
(ii) Full provision has to be made on the following trade debts where:
(a) the amounts have been disputed;
(b) legal proceedings have been initiated/taken; and 
(c) have been outstanding for more than 6 months;

(iii) The directors of LRB are required to provide written declaration to the SC that the trade debts which have exceeded their credit periods are recoverable and the provision for doubtful and bad debts have been incorporated into the accounts and financial forecast prior to the issuance of Information Circular to shareholders and the Abridged Prospectus of LRB;
(iv) The Vendors of MWTI, MLT, SAM, KPSB, SASB and PSB are required to settle any bad debts which have not been provided for or disclosed on the completion date of the Proposed Restructuring;
(v) The Vendors of the Proposed Acquisitions of Vendor Companies are subject to a moratorium on fifty percent (50%) of their consideration shares whereby they will not be allowed to sell, transfer or assign their shareholdings for at least one(1) year from the date of the listing of the new LRB Shares. Thereafter, the Vendors will be allowed to sell, transfer or assign only up to a maximum of one third per annum (on a straight line basis) of their respective shareholdings under moratorium. The proposed moratorium as proposed by LRB to be imposed are as follows:-
	
	Total number of shares that are placed under moratorium
('000)
	% over the consideration shares
	% over the enlarged share capital

	Abd. Aziz bin Jantan
	13,313
	11.87
	11.56

	Leong Wei Kong
	28,265
	25.21
	24.55

	Mohamed Yusoff bin Ismail
	14,485
	12.92
	12.58

	Total
	56,063
	50.00
	48.69


LRB/Aseambankers is required to provide the list of the shareholders of LRB and the total number of shares that are placed under moratorium. Accordingly, these LRB shareholders, whose shares are placed under moratorium, are required to provide undertaking not to sell, transfer or assign their respective shareholdings during the entire moratorium period. However, LRB can follow the new SC guidelines in relation to moratorium on the sale of shares. The new SC guidelines, which will be announced in due course, are in accordance with the disclosure-based regulation;

(vi) TMIB is required to nominate an independent audit firm (which is experienced in investigative audit and has not been the past and is not the current auditor of TMIB Group) within the next two months from the date of the letter of approval of SC to conduct an investigative audit on the past business losses of TMIB. TMIB is also required to take the necessary steps to recover such losses. Based on the findings of the investigative audit, TMIB has to report to the relevant authorities if there has been any breach to any laws, rules, guidelines and/or Memorandum and Articles of Association by directors of TMIB and/or other parties which resulted in the losses of TMIB. The investigative audit has to be completed within 6 months from the date of the appointment of the said independent audit firm and the resultant findings have to be reported. Two copies of the investigative audit report have to be submitted to the SC after the completion of the investigative audit;
(vii) Upon completion of the Proposed Restructuring, LRB must ensure that at least 25% of its issued and paid-up share capital are in the hands of the public;
(viii) LRB is required to carry out an effective management succession plan to ensure continuity of the company's management following the implementation of the Proposed Restructuring;

(ix) 
LRB is required to provide comprehensive information on the following in the Information Circular and Abridged Prospectus:-
(a) Management succession plan as mentioned in (viii) above;
(b) Future prospects of LRB; and 

(c) Risk Management Plan of LRB following the implementation of the Proposed  

      Restructuring. 

(x)
In relation to the related parties advances, the vendors of MWTI, MLT, SAM, KPSB, SASB and PSB are required to fully settle the related parties advances prior to the completion of the Proposed Restructuring of TMIB. All future transactions between LRB Group and potential director(s), substantial shareholder(s) of LRB or related parties or those essential to the potential director(s) and substantial shareholder(s) of LRB must be on arms-length basis and not on detrimental terms to the LRB Group. In relation to this, the audit committee of LRB has to monitor, and the directors of LRB need to report any transaction of such nature in the annual report of LRB;

(xi) In relation to the Proposed Acquisitions of MWTI, MLT, SAM, KPSB, SASB and PSB, LRB is required to state the basis for each of the purchase considerations. In this connection, Aseambankers is required to comment on the reasonableness of the purchase considerations in the Information Circular to shareholders as well as the Abridged Prospectus of LRB;
(xii) MWTI is required to obtain the relevant logging permit(s) for its timber concessions prior to the completion of the said Proposed Restructuring. In the event that MWTI fails to obtain the logging permit(s) prior to the implementation of the Proposed Restructuring, LRB is required to confirm to the SC that they have sufficient supply of logs for its consumption and this has to be disclosed in the Information Circular and Abridged Prospectus of LRB;
(xiii) In relation to the 4 parcels of leasehold land leased by SASB, PSB and KPSB from the Perbadanan Pembangunan Pertanian Negeri Perak ("PPPNP"), the promoters/vendors have to obtain confirmation that the consent of PPPNP has been obtained prior to the execution of the sub-lease agreements with SASB, PSB and KPSB and that the waiver on the minimum Bumiputera shareholding requirement of 51% in KPSB and SASB respectively has been obtained for the entire period of the sub-lease before the Proposed Restructuring is implemented;


(xiv) In relation to the debentures between MWTI and Malayan Banking Berhad ("MBB"), MWTI is required to obtain consent from MBB for the change in ownership of MWTI resulting from the Proposed Restructuring, prior to the implementation of the Proposed Restructuring;

(xv) In relation to the Compliance with Licenses and Local Authority Regulations, MWTI is required to obtain consent from the State Authority for the conditions stated in Kiln Drying Chamber License No. P3/94 and Sawmill License No. 106/74 on the changes in the shareholdings of MWTI as a result of the Proposed Restructuring and to obtain the certificate of fitness for the land and buildings located on Lots No. 1219, 1220 and 11841 Mukim of Gerik, prior to the implementation of the Proposed Restructuring;

(xvi) Implementation of the Proposed Restructuring;


(xvii) In relation to the Forest Certification issued by the Malaysian Timber Certification Council, LRB should endeavour to obtain the said Forest Certification for its forest concession(s). The measures taken to obtain such Certification and its impact on the business of LRB have to be stated in the Information Circular to shareholders and Abridged Prospectus of LRB;

(xviii) In relation to the revaluation of the land and building of KPSB, SASB and PSB as stated above, the lessee has to provide an undertaking to register the lease on the title of the land within 6 months after the title is issued by the relevant authority;
(xix) The Information Circular to shareholders of LRB has to be submitted to the SC for clearance;
(xx) Aseambankers/LRB have to meet the conditions imposed by FIC and MITI and;
(xxi) Aseambankers/LRB/TMIB are required to comply with the relevant requirements of the Policies and Guidelines on Issue/Offer of Securities.
TMIB had on 18 December 2002 submitted an application to the SC to appeal on certain terms and conditions stated in the letter of approval from the SC dated 2 December 2002 (“SC Approval Letter”).  The SC had vide its letter dated 21 March 2003 approved the appeal subject to the following:-


(i)  The condition stated in paragraph 5(x) of the SC Approval Letter wherein the Vendors of MWTI, MLT, SAM, KPSB, SASB and PSB ("Vendors Companies") are required to fully settle the related parties advances prior to the completion of the Proposed Restructuring of TMIB, can be waived on condition that the Vendors / LRB provide undertaking that the trade debts are from transactions based on an arms-length basis and the terms are not detrimental to LRB Group and the said trade debts are collectible within the credit period imposed;

(ii)  The condition stated in paragraph 5(xv) of the SC Approval Letter, wherein, MWTI is required to obtain the certificates of fitness for the land and buildings located on Lots No. 1219, 1220 and 11841 Mukim of Gerik, prior to the implementation of the Proposed Restructuring Scheme, can be waived on condition that:-
(a) Application for approval on the buildings located on Lot 1220 has to be submitted to the local authority within 6 months from the date of this approval letter.

(b) MWTI has to use its best endeavour to obtain the approval and certificates of fitness for factories/buildings located on Lots no 1219, 1220 and 11841 Mukim of Gerik within 1 year from the date of this approval letter. 

(c) MWTI has to inform the SC the status of the applications (as mentioned in paragraph 2(a) and (b) above) on a monthly basis until the certificates of fitness for all factories/buildings located on Lots No. 1219, 1220 and 11841 Mukim of Gerik are issued by the local authority.

(iii)  The condition stated in paragraph 5(xvii) of the SC Approval Letter wherein the lessee has to provide an undertaking to register the lease on the title of the land within 6 months after the title is issued by the relevant authority, can be waived on condition that the lessee use their best endeavour to ensure registration of lease on the title of land within 6 months after the individual titles are issued by the relevant authority and inform the SC the status of the approval on a monthly basis until such time that the registration is completed.


(iv)  The SC has no objection for LRB to meet the requirement of public spread of 25% of its issued and paid-up share capital within 6 months from the date of listing of LRB, on condition that the Offeror provide an undertaking to sell such number of shares in LRB through the open market transaction by way of an off market placement in order to meet the requirement on the public spread.


Save as disclosed above, all other conditions stated in the SC Approval Letter remain.

On 26 March 2003, TMIB submitted an application to MITI to appeal against the return of TMTC’s manufacturing licence to MIDA.  MITI has vide their letter dated 13 May 2003 agreed to cancel the abovesaid condition provided that the new company which takes over TMTC applies for a new licence should TMTC continue its operations and change its name under the new management.  

On 16 May 2003, TMIB submitted an application to the SC for a further extension of time of six (6) months from 2 June 2003 to 2 December 2003 to complete the implementation of the Proposals.  SC has vide their letter dated 22 May 2003 granted the said extension of time.

As part of TMIB’s restructuring exercise, TMIB had on:-

· 7 July 2001 entered into a sale and purchase agreement with Foowood International Sdn Bhd (“Foowood”) to dispose of TMIB’s wholly-owned subsidiary, Perkayuan T.M. (Malaysia) Sdn Bhd (Special Administrators Appointed)(“PTM”) to Foowood for a total cash consideration of RM5,800,000. The total cash consideration was subsequently revised to RM5,300,000 under a supplemental agreement dated 18 January 2002. The completion of the sale is currently pending fulfilment of certain conditions precedent.

· 10 September 2001, served petitions under Section 218 of the Companies Act 1965 to wind up 9 of its wholly owned subsidiary companies (as listed below) which are dormant and inactive.

(i) Timbermaster Management Sdn Bhd

(ii) Timbermaster Realty Sdn Bhd

(iii) Timbermaster Products Sdn Bhd

(iv) Dawning Enterprise Sdn Bhd

(v) Lagenda Ria Sdn Bhd

(vi) TM Capital Sdn Bhd

(vii) SHDC Timbermaster Sdn Bhd

(viii) Miracle Creation Sdn Bhd

(ix) Forest Forever (M) Sdn Bhd

On 13 June 2002, Kompleks Perkayuan Timbermaster Smallholders Sdn Bhd (Special Administrators Appointed)(“KPTS”), a 72.5% subsidiary of TMIB, entered into the following agreements:

(i) Assets Sale Agreement in relation to the assets of KPTS entered into between KPTS as vendor and Fundamental Production Sdn Bhd (“Fundamental Production”) as purchaser for a purchase consideration of RM440,000. These assets comprised of plant and machinery, equipment and other chattels owned by KPTS; and

(ii) Sale and Purchase Agreement in relation to three (3) pieces of land of which Syarikat Yale Enterprise Sdn Bhd (“Yale”), a wholly-owned subsidiary of KPTS, is the registered owner entered into between Yale as vendor, KPTS and Fundamental Production as purchaser for a purchase consideration of RM5,560,000.

All conditions precedent have been fulfilled and the above agreements are currently in the midst of completion.

In connection to TMIB’s restructuring exercise, the workout proposal of Timbermaster (Malaysia) Sdn Bhd (“TMM”) dated 12 March 2002 had been approved in accordance with the Danaharta Act by Pengurusan Danaharta Nasional Berhad (“Danaharta”) on 5 June 2002. Pursuant to this workout proposal, it was proposed that TMM be liquidated.  In accordance with the same, provisional liquidators were appointed to Timbermaster Malaysia Sdn Bhd (“TMM”) on 11 December 2002.  Simultaneous to the appointment of the provisional liquidators, the Special Administrators of TMM were released and discharged immediately.  Thereafter, on 7 January 2003, TMM was wound-up by way of creditors’ voluntary liquidation at its Extraordinary General Meeting.

9.
Borrowings and Debt Securities


Group borrowings and debt securities as at the end of the reporting period:

	
	RM’000
	

	Secured
	
	

	Revolving credit
	3,000
	

	Short term loan
	21,285
	

	Bonds
	75,000
	

	HP & Leasing
	6,607
	

	
	105,892
	

	
	
	

	Unsecured
	
	

	Bank overdrafts
	8,134
	

	Bankers acceptance
	20,684
	

	Al-Mudharabah facilities
	2,032
	

	Trust receipts
	                   499
	

	Revolving credit
	68,515
	

	
	99,864
	

	
	
	

	Total
	205,756
	


None of the Group’s borrowings are denominated in foreign currency. 

10.
Off Balance Sheet Financial Instruments

There are no financial instruments with off balance sheet risk as at the date of the quarterly report.

11.
Material Litigation

TMIB and three (3) companies in the Group, namely KPTS, TMTC and PTM are currently under the administration of Special Administrators appointed by Danaharta. These companies have a 12 months moratorium period commencing from the date of appointment of the Special Administrators, during which creditors are prohibited from taking any legal action against these companies without prior written consent of Danaharta. 

Pursuant to Section 41(3) of the Danaharta Act, the 12 months moratorium granted to TMIB and the affected subsidiaries has been extended three times with the latest extension to expire on 13 December 2003 for TMIB, KPTS and TMTC and 23 January 2004 for PTM.

12.
Dividends


No interim dividend has been declared for the financial period under review.


13.
Basic Loss Per Share

The calculation of the basic loss per share for the quarter is based on the net loss for the period of RM9.20 million and the number of ordinary shares in issue during the period of 65.842 million. 

FOR AND ON BEHALF OF TIMBERMASTER INDUSTRIES BERHAD

LIM SAN PEEN

SPECIAL ADMINISTRATOR

OF TIMBERMASTER INDUSTRIES BERHAD

KUALA LUMPUR
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