ANNEXURE 1

MENTIGA CORPORATION BERHAD

(Company No: 10289-K)

(Incorporated in Malaysia)

and its subsidiaries

List of Audit Qualifications for the accounts year ended 31 December 2002


i)
Mentiga Plantation Sdn Bhd



The auditors’ report was qualified as follows:


“As described in note 2(c) to the financial statements, as at 31 December 2001, the Company has an accumulated loss of RM13,818,223. At that date, the Company’s current liabilities had exceeded its current assets by RM25,972,299 and the Company’s shareholders’ equity was in deficit of RM1,818,221. In view of these factors, the appropriateness of preparing the financial statements of the Company on a going concern basis depends on the continuous financial support from its creditors and banker and also its ability to generate profit and positive cash flows in the future. The financial statements do not include any adjustments relating to the recoverability and classification of recorded asset amounts or to amounts and classification of liabilities that may be necessary if the Company is unable to continue as a going concern.

No arrangements had been made to ensure that sufficient financing is available to enable the Company to continue its operations without a significant curtailment in activities and neither have we obtained management’s consideration as to its ability to generate profit and positive cash flows in the future. Accordingly, we are unable to satisfy ourselves as to the appropriateness of preparing the financial statements on a going concern basis.


Due to the significance of the matters, the auditors were unable to express 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 of RM8,142,574 owing by its holding company is recoverable as the amount is long outstanding and yet to be recovered as to date.”
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iii)
Mentiga Plantation Management Sdn Bhd

The auditors’ report was qualified as follows:

“The amounts due from related companies of RM6,907,480 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 RM247,995 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 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 express an opinion as to whether the financial statements give 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 RM35,811,095 (2000:RM10,779,743) for the year ended 31st December, 2001. At that date, the Group’s shareholders’ fund was in deficit of RM51,722,831 (2000:RM16,456,664) and the Group’s current liabilities exceeded its current assets by RM6,112,073 (1999 : RM6,370,502).


Further, the Company has incurred a loss after taxation of RM46,193,693 (2000: RM2,196,856) for the year ended 31 December 2001. At that date the Company’s shareholders’ fund was in deficit of RM44,989,017 and its current liabilities exceeded its current assets by RM2,078,442 (2000: RM2,321,680).
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These factors together with the adverse economic conditions faced by the Indonesia subsidiary raise substantial doubt that the company and its subsidiary would be able to continue as a going concern. The appropriateness of preparing the financial statements on a going concern basis depends upon the successful implementation of the subsidiary’s plans and efforts, in particular, the subsidiary successfully obtaining sufficient funding to meet its working capital requirements. 


The Group has made a provision for impairment of assets of RM28,886,427 and the Company has made provision for diminution in value of investment in subsidiary of RM43,904,311 in order that the group’s “property, plant and equipment” and the Company’s investment in subsidiary reflect their recoverable amount.

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.

The Company has incurred significant losses of Rp24,932,153,000(RM9,109,798) for the year ended 31 December 2001, resulting in an accumulated deficit as of 31 December 2001 of Rp53,208,615,000 (RM19,441,553) and a net capital deficiency of Rp42,708,615,000 (RM15,605,026) 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 being undertaken by the Government and other actions that are beyond the control of the Company.
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At the date of these financial statements, the measures the Company has implemented, or plans to implement, in response to the adverse economic conditions include the following: -

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 it plans 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.

