TSH RESOURCES BERHAD (49548-D)

(Incorporated in Malaysia)

EXPLANATORY NOTES FOR QUARTERLY REPORT FOR THE FINANCIAL PERIOD ENDED 30 JUNE 2005

FRS 134 – Paragraph 16

(a) Accounting policies

The same accounting policies and methods of computation are followed in the quarterly financial statements as compared with the most recent annual audited financial statements for the year ended 31 December 2004. 

The interim financial report is unaudited and has been prepared in compliance with FRS 114, FRS 134- Interim Financial Reporting and Chapter 9 Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad (formerly known as Malaysia Securities Exchange Berhad) (“Bursa Malaysia”).

The interim financial report should be read in conjunction with the audited financial statements for the year ended 31 December 2004. These explanatory notes attached to the interim financial report provides 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 31 December 2004.

(b) Audit report

The audit report of the Company’s preceding annual financial statements was not qualified.

(c) Seasonal or cyclical factors

The effects of seasonal or cyclical fluctuations, if any, are explained under Paragraphs 1 & 2 of Appendix 9B Part A of the Bursa Malaysia Listing Requirements below.

(d) Unusual items

There were no unusual items during the quarter affecting assets, liabilities, equity, net income, or cash flows. 

(e) Changes in estimates of amount reported previously with material effect in current interim period

There were no estimations of amount used in our previous reporting quarter having a material impact in the current reporting quarter.
(f) Debt and equity securities 

The number of issued and fully paid-up ordinary shares of the Company increased from 301,339,836 to 305,465,455 during the quarter ended 30 June 2005 and the details of the share movements are as follows:-

	Particulars
	Par value

(RM)
	No. of shares
	Cumulative

No. of shares

	Balance as at 31 March 2005
	0.50
	-
	301,339,836

	Warrants conversion
	0.50
	4,029,619
	305,369,455

	Exercise of ESOS
	0.50
	96,000
	305,465,455


During the period under review, the Company issued RM10.0 million Al-Murabahah Commercial Papers for a tenor of 4 months.

(g) Dividend

There was no dividend paid in respect of the quarter ended 30 June 2005.

(h) Segmental reporting


i)
Business segments

	
	Palm & Bio-Integration

RM’000
	Wood product manufacturing & trading & forestation

RM’000
	Cocoa manufacturing & trading

RM’000
	Elimination

RM’000
	Consolidated

RM’000

	REVENUE
	
	
	
	
	

	External sales
	166,622
	70,537
	40,719
	0
	

	Inter-segment sales
	0
	0
	0
	0
	

	Total segment revenue
	166,622
	70,537
	40,719
	0
	277,878

	
	
	
	
	
	

	RESULT
	
	
	
	
	

	Segment result
	19,724
	8,132
	4,022
	
	31,878

	
	
	
	
	
	

	Unallocated corporate expenses
	
	
	
	
	(3,312)

	
	
	
	
	
	

	Operating profit
	
	
	
	
	28,566

	Interest expenses
	
	
	
	
	(2,687)

	Interest income
	
	
	
	
	1,223

	Share of profits of associates
	
	
	
	
	-

	Income taxes
	
	
	
	
	(3,822)

	Profit from ordinary activities
	
	
	
	
	23,281

	Gain on disposal of shares in subsidiary
	
	
	
	
	-

	Minority interest
	
	
	
	
	(3,991)

	Net profit for the period
	
	
	
	
	19,290

	
	
	
	
	
	

	OTHER INFORMATION
	
	
	
	
	

	
	
	
	
	
	

	Segment assets
	330,164
	256,126
	73,332
	
	659,622

	Unallocated corporate assets
	
	
	
	
	15,494

	Consolidated total assets
	
	
	
	
	675,116

	
	
	
	
	
	

	Segment liabilities
	86,360
	73,550
	49,818
	
	209,728

	Unallocated corporate liabilities
	
	
	
	
	55,352

	Consolidated total liabilities
	
	
	
	
	265,080

	
	
	
	
	
	

	Capital expenditure
	18,038
	15,354
	737
	
	

	Depreciation
	4,503
	2,464
	745
	
	

	Amortisation
	1,135
	49
	-
	
	

	Other non-cash expenses
	-
	-
	-
	
	


ii)
Geographical segments

	
	Sales revenue to external customers
RM’000
	Carrying amount of segment assets

RM’000
	Additions to property, plant, equipment and intangible assets

RM’000

	Malaysia
	236,206
	595,393
	29,764

	Europe
	28,267
	33,822
	18

	United States of America
	6,135
	9,747
	-

	Indonesia
	7,270
	36,154
	4,347

	
	277,878
	675,116
	34,130


(i) Valuations

Valuation of land, buildings and plantations of the Group were brought forward without amendment from the previous annual financial statements. The land, buildings and plantations of the Group were valued by the Directors in 1993 and 1998 based on professional appraisals by independent valuers using open market values on an existing use basis. 
(j) Material events subsequent to the end of the reporting period

There were no material events subsequent to the end of the reporting period.

(k) Changes in composition of the Group

On 4 April 2005, Ekowood International Berhad (“Ekowood International”), a 65% owned subsidiary of the Company acquired the entire shareholding in TSH Products Inc, representing 1,000 shares of USD1.00 each from its wholly owned subsidiary, TSH Products Sdn Bhd. Subsequent to the acquisition, TSH Products Inc became a  wholly-owned subsidiary of Ekowood International.

On 12 May 2005, the Company incorporated a 70% owned subsidiary, EkoPulp Sdn Bhd with an authorized share capital of RM100,000 divided into 100,000 ordinary shares of RM1.00 each of which 100 ordinary shares of RM1.00 each have been issued and fully paid-up.

On 24 June 2005, the Company disposed off 1,400,000 and 70 ordinary shares of RM1.00 each in Eko Pulp & Paper Sdn Bhd (“EPP”) and EkoPulp Sdn Bhd (“EkoPulp”) respectively, both 70% owned subsidiaries of the Company to its wholly owned subsidiary, TSH Plantation Sdn Bhd (“TSHP”) at a sale consideration of RM1.4 million or RM1.00 per EPP share and RM70 or RM1.00 per EkoPulp share.

(l) Changes in contingent liabilities or contingent assets

Save as disclosed below, there were no changes in contingent liabilities or contingent assets since the last annual balance sheet as at 31 December 2004:-

Additional corporate guarantees amounting to RM18 million was given by the Company to banks for banking facilities granted to certain subsidiaries. 

The private debt securities were secured by legal charges over the plantation lands of certain subsidiaries, assignment of Renewable Energy Purchase Agreement, biomass power plant and palm oil mill insurances and charge over accounts. 

Bursa Malaysia Listing Requirements 

Appendix 9B Part A

1. Review of the performance of the Company and its principal subsidiaries

The Group’s turnover for the six months ended 30 June 2005 was RM277.87 million compared to RM223.38 million for the preceding year corresponding period, an increase of 24.4%. Profit before tax for the six months to 30 June 2005 was RM27.1 million compared to RM27.0 million for the preceding year corresponding period. Increases in profit for the six months period from the palm bio-integration and cocoa business segments were offset by a drop in profit from the wood products business. 

The Group’s turnover for the quarter under review was RM144.47 million compared to RM117.14 million for the preceding year corresponding quarter, representing an increase of 23.3%. Profit before tax for the quarter of RM12.55 million is 16.2% lower than the preceding year corresponding quarter of RM14.97 million.

The palm bio-integration segment recorded an increase in turnover of 37% to RM91.37 million from the preceding year corresponding quarter of RM66.67 million. Despite significantly lower crude palm oil prices during the period, the segmental contribution for the quarter improved compared to preceding year corresponding quarter due to higher yield of own estates fresh fruit bunches crop and higher mill throughput.
Turnover for the wood products segment at RM36.08 million for the quarter is broadly in line with the preceding year corresponding quarter. However, segmental contribution was lower as lower Euro exchange rate and changes in sales mix adversely affected margins. 

The cocoa manufacturing and marketing business registered higher turnover at RM17.02 million compared to RM14.06 million recorded in preceding year corresponding quarter. Segmental profit dropped due mainly to lower product ratio. 
2. Material changes in the profit before taxation for the quarter reported on as  compared with the immediate preceding quarter

The Group’s current quarter’s profit before tax of RM12.55 million, decreased by 16.2% compared to the immediate preceding quarter. The palm bio-integration segment registered higher profit contribution for the current quarter compared to the immediate preceding quarter. This was due mainly to higher throughput from the palm oil mills. However, there was a reduction in contribution from the wood products business segment, caused by foreign currency fluctuation and adverse impact of changes in product mix. 

The cocoa manufacturing and trading business segment also showed a drop in segmental contribution during the quarter under review compared to the immediate preceding quarter due to lower product ratio. 
3.
Commentary on the prospects

The Board of Directors views the prospect for the rest of the financial year 2005 with optimism. 
The palm bio-integration segment is expected to improve due to contribution from the newly commissioned palm oil mill in Kinali, Sumatra, Indonesia as well as the newly commissioned bio-mass power plant in Kunak, Sabah. Fresh fruit bunches from the Group’s own estates should continue to improve as the palms reach optimum yield. 
While global demand for hardwood timber flooring is expected to increase as it captures a bigger share of the total flooring market, competition will be keen as more players, especially from emerging countries such as Indonesia and China, enter the market. Lifting of the Ringgit peg and the resultant revaluation will to some extent impact margins. The wood products segment will continue to focus on improving efficiency and brand building to improve its competitiveness and penetrate new markets.
The cocoa segment should continue to be profitable with improved sourcing of raw material ensuring better plant utilisation.

4.
Explanatory notes for any variance of actual profit from forecast profit and shortfall in the profit guarantee (only applicable to the final quarter)

Not applicable.

5. Taxation

        30 June 2005

	
	RM

	Tax expenses for the period:
	

	Malaysian income tax
	5,392,634

	Foreign income tax
	-

	
	

	Deferred tax:
	

	Relating to origination and reversal of temporary differences
	(1,528,850)

	Under/(over) provided in prior years
	-

	
	

	Under/(over) provided in prior years:
	

	Malaysian income tax
	(42,249)

	Foreign income tax
	-

	
	3,821,535


6. The amount of profits/(losses) on any sale of unquoted investments and/or properties respectively for the current quarter and financial year-to-date

There is no disposal of unquoted investments or other properties by the Group during the financial quarter under review save as disclosed below:-

No gain or loss was made by the Company’s sub-subsidiary, TSH Products Sdn Bhd on disposal of 1,000 shares of USD1.00 each in TSH Products Inc to its holding company, Ekowood International.
No gain or loss was made by the Company’s sale of shares in EPP and EkoPulp to TSHP as mentioned in section (k) “Changes in composition of the Group” above.
7. Particulars of any purchase or disposal of quoted securities

There is no purchase or disposal of quoted securities during the financial quarter under review.

8. Corporate Proposals 

i)
Status of corporate proposals

There was no other corporate proposal announced but not completed at the date of this report

ii) Status of utilisation of proceeds

Islamic Private Debt Securities Issuance Programme of up to RM100 million in nominal value Al-Murababah Papers / Medium Term Notes 

There was no change to the status of utilisation of proceeds as disclosed in the previous quarter announcement.

9. Group Borrowings and Debt Securities

               As at 30 June 2005

	Total Group borrowings
	
	

	- secured
	RM
	48,366,387

	- unsecured 
	RM
	71,014,206

	
	
	

	Repayable within next twelve months
	
	

	- secured
	RM
	-

	- unsecured 
	RM
	71,014,206

	
	
	

	Repayable after next twelve months
	
	

	- secured
	RM
	48,366,387

	- unsecured
	RM
	-


All borrowings are denominated in Ringgit Malaysia, except for USD5.0 million loan in the books of sub-subsidiary PT Andalas Agro Industri.
10. Off balance sheet financial instruments

There are no financial instruments with off balance sheet risks issued during the quarter under review and as at the date of this report that might materially affect the position or business of the Group.

11. Changes in material litigation 

There is no change to the status of the material litigations since the last quarter as reported below except that the suit is now fixed for case management on 14 October 2005:- 

Save as disclosed below, neither the Company nor any of its subsidiaries is engaged in any material litigation either as plaintiff or defendant as at the date of this report and the Directors do not have any knowledge of any proceeding pending or threatened against the Company or its subsidiaries or of any facts likely to give rise to any proceedings which might materially affect the position of the Company and its subsidiaries:-

(i)
Ekowood International Berhad (formerly known as TSH Ekowood Berhad) (“Ekowood”) had on 19 September 1997 filed a suit via Suit No. 22-118-1997 in Ipoh High Court against Gopeng Land & Properties Sdn. Bhd. (“Gopeng”), Villa Technobuild Sdn. Bhd. (“Villa”) and Chuah Cheng Hoe (“CCH”) (practising as CH Chuah Associates) for loss and damages arising from the breach of contract and/or negligence on the part of the defendants as follows:

(a) 
breach of contract and/or negligence by Gopeng in carrying out the infilling works on a piece of land in the Gopeng Industrial Park in accordance with a Sale and Purchase Agreement dated 18 January 1995 between Ekowood and Gopeng resulting in severe damage to the factory buildings and associated external works (“Works”) located within and/or nearby the aforesaid land; 

(b) 
breach of contract by Villa of the construction contract dated 15 March 1995 in failing to construct the Works in a good or workmanlike manner or with good or proper materials and therefore the Works are not fit for its purpose and cannot be properly used as a wood product factory; and 

(c) 
breach by CCH of his contract of employment with Ekowood as consultant engineer and/or negligence in failing to exercise due professional skill and care in the performance of his services resulting in the Works containing serious and substantial defects which prevent the Works from being properly and efficiently used as a wood product factory. 

In the abovementioned suit, Ekowood claimed against Gopeng and Villa, inter alia, for damages of RM45,160,104.10 and general damages for loss of goodwill to be assessed by the Court and against CCH, inter alia, for the sum of RM16,284,872.89 being the amount paid to Villa under the construction contract, or alternatively, for damages to the sum of RM45,160,369.00 and general damages for loss of goodwill to be assessed by the Court. 

The suit is now fixed for mention on 14 October 2005.

The Board of Directors, in consultation with the lawyers, is of the opinion that the Company has a fair chance of succeeding in this suit.

(ii) 
Gopeng had on 8 November 2001 filed a suit against Ekowood via Suit No. 22-219-01 in Ipoh High Court in relation to the abovementioned Sale and Purchase Agreement dated 18 January 1995 made between Gopeng and Ekowood whereby Gopeng has agreed to sell and Ekowood has agreed to purchase the land in Gopeng Industrial Park. 

In the abovementioned suit, Gopeng claimed against Ekowood inter alia for specific performance of the Sale and Purchase Agreement in that Ekowood be ordered to pay to Gopeng the sum of RM3,434,457.04, interests thereon from 1 July 1997 or such other date deemed appropriate, or alternatively for vacant possession of the aforesaid land and damages pursuant to the Sale and Purchase Agreement, and general damages for breach of contract, and costs. 

Payment of the principal sum has been provided for in the accounts of Ekowood. 

Ekowood has filed its defence and counter-claim to the above suit. Ekowood counter-claimed against Gopeng for general damages, for special damages of RM45,160,104.10 being the cost of inter alia rectification of works damaged by the subsidence of the land and loss of profits, and also claimed for interest from date of judgment and costs. Gopeng has thereafter filed its reply and defence to the counter-claim. 

The suit is now pending the trial mentioned in paragraph (i) above as the 2 suits are inter-related.

The Board of Directors, in consultation with the lawyers, is of the opinion that the Company has a fair chance of defending the claim and succeeding in the counter-claim.

12. Dividend 

The Board of Directors has not recommended any interim dividend for the quarter under review.

13. Earnings per share

(a)
Basic earnings per share

	
	Current Year 

to date
	Current Year 

Quarter

	
	
	

	Net profit for the period/quarter (RM’000)
	19,290
	9,145

	
	
	

	Number of ordinary shares (’000)
	303,508
	303,508

	
	
	

	Basic earnings per ordinary share (sen)
	6.36
	3.01



Diluted earnings per share

	
	Current Year 

to date
	Current Year 

Quarter

	
	
	

	Net profit for the period/quarter (RM’000)
	19,290
	9,145

	
	
	

	Weighted average number of ordinary shares in issue (’000)
	351,189
	351,189

	
	
	

	Diluted earnings per ordinary share (sen)
	5.49
	2.60


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 financial period have been adjusted for all the unissued shares under options granted pursuant to the Employees’ Share Options Scheme of 17,473,500 shares and warrants of 56,334,728.

The share options and warrants were calculated based on the number of shares which would have been acquired at the market price (average annual share price of the Company’s share) based on the monetary value of the subscription rights attached to the outstanding share options and warrants. No adjustment is made to the net profit attributable to the shareholders for the share options and warrants calculation.

(b) weighted average number of ordinary shares (diluted) is as follows:-

	No. of ordinary shares (’000)
	303,508

	Effect of ESOS (’000)
	11,195

	Effect of warrants (’000)
	36,486

	Weighted average number of ordinary shares (diluted) (’000)
	351,189
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