MENTIGA CORPORATION BERHAD

(Company No: 10289-K)

(Incorporated in Malaysia)

and its subsidiaries

Notes to the interim financial report for the First Quarter ended 31 March 2003

1.
Basis of preparation
The interim financial report is unaudited and has been prepared in compliance with MASB 26, Interim Financial Reporting

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2000.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the year ended 31 December 2000.

2.(a)
Audit Report For Preceding Financial Year


The audit report on the financial statements of the Group for the year ended 31 December 2000 was with qualifications.


The qualification was mainly due to the financial problem faced by the Group since the 1997 financial crisis.  The qualifications are as follows: -


i)
Mentiga Plantation Sdn Bhd



The auditors’ report was qualified as follows:


“The term loan and bank overdraft of the Company was sold to Pengurusan Danaharta Nasional Berhad on 30 December 1999.  The Company has yet to finalise with Pengurusan Danaharta Nasional Berhad on the restructuring of the term loan and bank overdraft.  The validity of the going concern assumption depends on the satisfactory resolution of the restructuring of the term loan and bank overdraft and the ability of the Company to generate profits and positive cash flows in the future.  If the Company is not able to continue as a going concern, adjustments would have to be made to reduce the values of assets to their recoverable amounts, to provide for any further 
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liabilities which might arise, and to reclassify fixed and non-current assets as current assets, and long term liabilities as current liabilities.


As management’s negotiation with Pengurusan Danaharta Nasional Berhad has not been finalized, management’s consideration of future operations is subject to significant uncertainties.  Accordingly there is a limitation on our work relating to the appropriateness of the going concern used in the preparation of the financial statements.


We are unable to ascertain whether the amount owing by holding company of RM16,615,751 and amount owing by a related company of RM3,233,357 are recoverable as the amounts has yet to be recovered as at to date”.


Due to the significance of the matters, the auditors were unable to form an opinion on the financial statements as to whether it shows a true and fair view.


ii)
Lesong Forest Products Sdn Bhd


The auditors’ report was qualified with an except qualification as follows: -

“We are unable to ascertain whether the amount owing by its holding company of RM8,016,990 are recoverable as the amount has yet to be recovered as to date.”

iii)
Mentiga Plantation Management Sdn Bhd

The auditors’ report was qualified as follows:

“The amounts due from related companies of RM6,616,640 have been long overdue.  We have not been able to satisfy ourselves that these debts which have not been settled to date are recoverable as the related companies have yet to generate sufficient funds to meet its liabilities and have been dependent on the holding company for financing its operations.

The Company had incurred a net loss for the year of RM105,102 and it had not been able to generate positive cash flows from its operations.  In view of these factors, the appropriateness of preparing the financial statements on a going concern basis may not be appropriate.  The validity of the going 
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concern assumption depends on the recoverability of the debts from the related companies as well as the ability of the Company to generate positive cash flows to sustain its operations.  If the company is not able to continue as a going concern, adjustments would have to be made to reduce the values of assets to their recoverable amounts, to provide for any further liabilities which might arise, and to reclassify fixed and non-current assets as current assets, and long term liabilities as current liabilities”.

Due to the significance of the matters, the auditors were unable to form an opinion on the financial statements as to whether it shows a true and fair view.

iv)
Selat Bersatu Sdn Bhd

i) The  auditors’ report includes an emphasis on matter as follows :


“The subsidiary company incurred substantial losses, and this resulted in the Group incurring a loss after taxation and minority interest of RM10,783,872 (1999:RM3,858,437) for the year ended 31st December, 2000.  At that date, the Group’s shareholders’ fund were in deficit of RM16,426,560 (1999 : RM5,442,126) and the Group’s current liabilities exceeded its current assets by RM6,370,502 (1999 : RM7,235,380)


These factors together with the adverse economic conditions faced by the Indonesia subsidiary raise substantial doubt that the subsidiary would be able to continue as a going concern.  In view of the foregoing, the carrying value of the total assets of RM51,676,366 of the Indonesia subsidiary company in the Group’s accounts, and the recovery of advances of RM23,173,986 given by the Company for the funding of the subsidiary’s assets are subject to uncertainties”.

ii)
In addition, the financial statements of the Indonesia subsidiary company, PT Rebinmas Jaya, held through the subsidiary company, Selat Bersatu Sdn Bhd includes the following note to the financial statements:

“Many Asia Pacific countries, including Indonesia, have experienced severe economic difficulties related to currency devaluation, volatile stock markets and slow downs in growth or even negative economic growth.
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The Company has incurred significant losses of Rp19,301,659,000 for the year ended December 31, 2000, resulting in an accumulated deficit as of December 31, 2000 or Rp28,200,441,000 and a net capital deficiency of Rp17,700,441,000 at that date.  These have significantly weakened the Company’s financial position and its ability to meet its obligations and liabilities as and when they fall due.

The Company’s future operations may be significantly affected by the continuation of these economic conditions.  Some economic improvements or indications of recovery have been achieved in recent months but continuation of the economic improvements and recovery are dependent upon several factors such as fiscal and monetary action undertaken by the Government and others; actions that are beyond the control of the Company.

At the date of these financial statements, the effects on the Company of the adverse economic conditions and the measure the Company has implemented, or plans to implement, in response to these conditions.  The Company takes the following measure during the adverse economic condition:

a) Field maintenance is confined to circle and selective weeding in the mature area.

b) Priorities were given to crop harvesting in the mature areas to generate some income that will help in subsidizing the estate operation.

c) Expansion on the remaining unplanted areas is placed on hold until 7,000 hectares of the planted areas come into maturity.  Once the Company has generated enough funds from these areas and plan to develop the remaining areas to some 2,500 hectares per year.

Further, the management of the Company do not believe that there is any measurable specific impact on the recoverability of assets of the Company or on the ability if the Company to meet its financial obligations as they fall due”.


The Company has yet to implement a restructuring scheme to regularize the financial condition of the Group.
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(b)
Current Status Of Matters Giving Rise To The Qualification

The Group continued to register loss after tax of RM2.5 million for the three-(3) months period ended 31 March 2003.  As at 31 March 2003, the Group’s accumulated loss and deficit in shareholders’ fund amounted to RM89.03 million and RM57.5 million respectively.


The Company has yet to implement a restructuring scheme to regularize the financial condition of the Group.

3.
Seasonal or Cyclical Factors
Since the Group is in plywood manufacturing operation and oil palm plantation development, the Group is subjected to seasonal or cyclical factors

4.
Unusual Items

Not applicable.

5. Changes in estimates of amounts reported previously with material effect

 
in current interim period.


Not applicable.

6.
Debt and Equity Securities
There were no debt and equity securities issued, cancelled, repurchased, resold or repaid during the current quarter and financial period to-date.

7.
Dividend

No dividend has been paid, proposed or declared during the current quarter under review.
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8.
Segment Reporting
 Turnover
Profit before
     Assets







1st Quarter
Tax1stQtr      Employed







 RM’000     
  RM’000   
   RM’000

a) Analysis by activity





    Logging & Manufacturing



    0
   (1,472)
    41,435

    Development and Construction
                            0
            0
             0

    Plantation





 662
   (1,026)
    47,504

    Rental Income




   37
        (19)
      5,560









 699
   (2,517)
    94,499
b) Analysis by geographical location
     Malaysia




           236
    (2,139)
   71,993

     Indonesia




           406
       (378)
   22,506







           699
    (2,517)
   94,499

9.
Property, Plant and Equipment
During the period, the company has not acquired any new property, plan or equipment. Value of Property, Plant and Equipment has not been changed since last annual financial report.

10.
Material Events Subsequent to End of Reporting Period

There were no material events subsequent to the end of the current period under review.

11.
Changes in the Composition of the Group
There were no changes in the composition of the Group during the current interim period.
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12.
Contingent Liabilities
The contingent liabilities pending at the end of current quarter










   As at







31/3/2003







  RM’000

Claims made by a project employer and contractor
   26,189


Legal claim by a licensed bank                                              
32,649


Legal claims by contractors                                                      
6,258  

13.
Review of Performance

The Group continued to operate under difficult financial condition and adverse business environment.

The Group registered a loss before tax of RM2.5 million for the three (3) months ended 31 March 2003 as compared with RM1.1 million losses before tax for the corresponding period last year.  

14.
Comparison with Immediate Preceding Quarter

The current interim quarter registered a loss before tax of RM2.52 million as compared with RM1.49 million loss before tax in the preceding quarter ended 31 December 2002.

15.
Taxation
There was no taxation provided for the period due to losses incurred in the current quarter.
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16.
Sale of Investment and/or Properties

On 26 June 2002, AmMerchant Bank Berhad has on behalf of the Company has on even date announced the company entered into several conditional sale and purchase agreements for the proposal disposal of the company’s 48.0% and 8.0% equity interest in Selat Bersatu Sdn Bhd. (“Selat Bersatu”) to Kuala Lumpur Kepong Berhad  (“KLK”) and Perfect Portfolio Sdn Bhd (“PPSB”) respectively for a total cash consideration of RM11.2 million (“Conditional SPA”).


According to the terms of the conditional SPA, the company shall within 60 days from the date of the Conditional SPA, being 26 June 2002, submit the application for the Proposed Disposal to the following authorities :-


a)
the Securities Commission;


b)
the Foreign Investment Committee and

c) any other relevant Malaysian and/or Indonesian authorities and/or

regulatory bodies and/or financial institution.

On 26 August 2002, AmMerchant Bank Berhad again announced on behalf of the Company that the parties have now agreed to extend the above-mentioned period for a further sixty days pending the finalization of the audited accounts of Selat Bersatu and Mentiga Group of companies for the financial year ended 31 December 2002.

On 30 October 2002, AmMerchant Bank Berhad again announced on behalf of the Company that the conditional sale and purchase agreements pertaining to the Proposed Disposal have now lapsed due to the non-fulfillment of certain conditions precedent set out in the Conditional SPA.

17.
Purchased and Sales of Quoted Securities
There were no purchases of and have not held any quoted securities.

18.
Status of Corporate Proposals
Refer to earlier announcements made on 31 December 2002 and Note 16 above.
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19.
Group Borrowings and Debt Securities
The Group borrowings consist of the following:


  As at
   As at


31/3/03
31/12/02



RM’000
RM’000

Bank Overdraft
47,611
45,998
Negative pledge & Corp. guarantee


Short Term


Trade Finance
   7,087
  7,050
 Unsecured, negative pledge


Revolving Credit
   8,746
  8,535
 Unsecured, Director’s Guarantee


Term Loan
 10,868
  4,651
 Corporate guarantee




 26,701
20,236

Long term borrowing
      328
  6,527
 Corporate guarantee 



 74,640
72,761
20.
Off balance sheet financial instruments
There were no off balance sheet financial instruments as at the date of this report.

21.
Material Litigation
The Company had been included as a third party by a contractor who is now being sued by a licensed bank for approximately RM32.649 million.  In addition, the Company had been served with the following legal actions:-

a) Winding-Up Petition No. D6-28-385-2002 between Affin Bank Berhad and Mentiga Corporation Berhad, announced on 26th August, 2002 ;

b) Winding-Up Petition No. 28-20-2001 between Standard Chartered Bank (M) Berhad and Mentiga Corporation Berhad, announced on 26th August, 2002 ;

c) Writ of Summons No. 52-920-2002 between IQ Quest Sdn Bhd and Mentiga Corporation Berhad, announced on 24th October, 2002 ;

d) Writ of Summons No. 72-46409-02 between Premier Lubricants (M) and Mentiga Corporation Berhad, announced on 5th November, 2002 ;
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e) Winding-Up Notice Under Section 218 of Companies Act 1965 between HSBC Bank (M) Berhad and Mentiga Corporaiton Berhad, announced on 11th November, 2002 ;

f) Writ of Summons No. 12-51-234-02 between Inland Revenue Board and Lesong Forest Products Sdn Bhd, announced on 14th November, 2002 ;

g) Writ of Summons No. 52-1018-2002 between WB Supply Centre (M) Sdn Bhd and Mentiga Corporation Berhad, announced on 20th November, 2002.

22.
Prospect and Outlook
The performance of the Group for the remaining period of the current financial year is not expected to experience any significant changes.

The prospects for the forthcoming year will depend on the successful implementation of a restructuring proposal.

23.
Profit Forecast and Profit Guarantee

Not applicable.

24.
Basic Earning Per Share
The EPS for the current quarter and financial period to-date is calculated based on the net loss of RM2.52 million and RM1.07 million divided by RM37,500,000 ordinary shares.  There are no changes in the number of ordinary shares during the current quarter.

BY ORDER BY THE BOARD

YEAP KOK LEONG

Company Secretary

Kuala Lumpur

Date: 31th day of  May 2003

