EXPLANATORY NOTES FOR QUARTERLY RESULTS FOR THE FINANCIAL QUARTER ENDED 31st DECEMBER 2003

1. ACCOUNTING POLICIES

1.1
The interim financial statements are unaudited and have been prepared in accordance with the requirements of MASB 26: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of the Kuala Lumpur Stock Exchange (“KLSE”).


The interim financial statements should be read in conjunction with the audited financial statements for the year ended 30 June 2003. These explanatory notes attached to the interim financial statements provide 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 financial year ended 30 June 2003.


The same accounting policies and method of computation are followed in the interim financial statements as compared with the financial statements for the year ended 30 June 2003. 

1.2
At each balance sheet date, the group reviews the carrying amounts of its assets, other than inventories, deferred tax assets, assets arising from employee benefits and financial assets, to determine whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, impairment is measured by comparing the carrying values of the assets with their recoverable amounts. Recoverable amount is the higher of net selling price and value in use, which is measured by reference to discounted future cash flows. Recoverable amounts are estimated for individual assets or, if it is not possible, for the cash-generating unit to which the asset belongs.

An impairment loss is charged to the income statement immediately, unless the asset is carried at revalued amount. Any impairment loss of a revalued asset is treated as a revaluation decrease to the extent of any available previously recognised revaluation surplus for the same asset.

Reversal of impairment losses recognised in prior years is recorded when there is an indication that the impairment losses recognised for the asset no longer exist or have decreased. The reversal is recognised to the extent of the carrying amount of the asset that would have been determined (net of amortisation and depreciation) had no impairment loss been recognised. The reversal is recognised in the income statement immediately, unless the asset is carried at revalued amount. A reversal of an impairment loss on a revalued asset is credited directly to revaluation surplus. However, to the extent that an impairment loss on the same revalued asset was previously recognised as an expense in the income statement, a reversal of that impairment loss is recognised as income in the income statement.

2. AUDITORS’ REPORT ON PRECEDING ANNUAL FINANCIAL STATEMENTS

The Auditors’ report on the financial statements for the year ended 30 June 2003 was not qualified by the auditors except for the financial statements of a subsidiary company, Syarikat Mustapha & Ngu Timber Sdn Bhd (“SMNT”) which were qualified in respect of the landed properties of SMNT which were revalued to RM45,265,000 based upon independent valuation. However, in arriving at the valuation, it has been assumed that the land is categorised as industrial. As at balance sheet date, the land has yet to be converted from agricultural to industrial pending the payment of conversion premium. In auditors’ opinion, it is inappropriate for the carrying value of the land to be stated at valuation amount based on it being categorised as industrial. Had the carrying amount been determined based on the assumption that the land is agricultural as stated in the independent valuer’s report, it would have been stated at RM6,305,000 and the Capital Reserve of the Group would have been reduced by RM39,019,196 after related tax effects, and shareholders’ equity would be a deficit of RM25,550,496.

3. EXCEPTIONAL ITEM

There was no exceptional item for the current quarter and financial year-to-date.

4. EXTRAORDINARY ITEM

There was no extraordinary item for the current quarter and financial year-to-date.

5. TAXATION

Taxation charged for the quarter and year-to-date comprise of:-
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6. PROFIT ON SALE OF INVESTMENT AND / OR PROPERTIES

There was no sale of investments and properties for the current quarter and financial year-to-date.

7. QUOTED SECURITIES

There was no purchase or disposal of quoted securities for the current quarter and financial year-to-date.

8. CHANGES IN THE COMPOSITION OF THE GROUP

There was no change in the composition of the Group for the current quarter and financial year-to-date.

9. CARRYING AMOUNT OF REVALUED ASSETS

The valuations of property, plant and equipment and investment properties have been brought forward without amendment from the financial statements for the year ended 30 June 2003. 

During the financial year ended 30 June 2003, the land and building of a subsidiary company, SMNT were revalued to RM45,265,000 based upon independent valuation. However, in arriving at the valuation, it has been assumed that the land is categorised as industrial. The land has yet to be converted from agricultural to industrial pending the payment of conversion premium. Had the carrying amount been determined based on the assumption that the land is agricultural as stated in the independent valuer’s report, it would have been stated at RM6,305,000. 

10. CHANGES IN CONTINGENT LIABILITIES OR CONTINGENT ASSETS

There were no changes in contingent liabilities or contingent assets since the last annual balance sheet as at 30 June 2003, except as disclosed in Notes 16.

11. STATUS OF CORPORATE PROPOSALS

During the quarter under review, there were no corporate proposals announced but not completed.

12. ISSUANCE AND/OR REPAYMENT OF DEBT AND EQUITY SECURITIES, SHARE BUY-BACKS

The Company did not undertake any issuance and/or repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the current financial year-to-date.

13. GROUP BORROWINGS

The Group’s borrowings as at 31st December 2003 are as follows:-










RM’000

Short Term, secured



    
              
  67,873

Long Term, secured


 

               
    1,104










  
  68,977 

14. OFF BALANCE SHEET FINANCIAL INSTRUMENTS

There were no financial instruments with off balance sheet risk during the current financial period ended 31st December 2003.

15.
CHANGES IN MATERIAL LITIGATION

As disclosed during the previous quarter ended 30 September 2003, the progress of the legal suits served on the Group are as follows:-

(a)
Bumiputra-Commerce Bank Berhad against Syarikat Mustapha & Ngu Timber Sdn Bhd (‘SMNT’) and Jin Lin Wood Industries Berhad (‘JLWIB’) (Suit No. 22-80-2002-II)


The Plaintiffs as to date have taken no further action.

(b)
Standard Chartered Bank Malaysia Berhad against Jin Lin Trading Sdn Bhd (“JLT”) and JLWIB (Suit No. 22-4-2002(BTU)) 


The auction of the Third Party Charge was fixed for hearing on 17 June 2003, which was adjourned, to 9 December 2003. The Court has further adjourned the hearing with no fixed date.

The Plaintiffs as to date have taken no further action.

(c)
Arab-Malaysian Finance Berhad against SMNT (Sessions Court Summons No. 52-49-2002)

The Plaintiffs as to date have taken no further action.

(d)
Affin Bank Berhad against SMNT and JLWIB (Suit No. 22-10-2002 (BTU))

Affin Bank Berhad against Akitiasa Sdn Bhd (“ASB”) (Suit o 24-38-2002 (BTU))

The Plaintiffs as to date have taken no further action.

(e)
HSBC Bank Malaysia Berhad against SMNT, Ko Kung Hai and Chan Lan Ngai (Suit No. 22-18-2002(BTU))

The Plaintiffs as to date have taken no further action.

(f)
Mulpha International Bhd against JLT and Ko Kung Hai (Suit No 22-40-03(MR))


JLT and certain directors of the Company were served with the Writ of Summons dated 27 August 2003 in relation to a claim by Mulpha International Bhd for the amount of RM7,235,233.91 together with interest at a rate of 8% per annum from the date of judgment till full and final payment.


The Company’s solicitors are taking the necessary steps to defend the claims made by Mulpha International in the legal suit against JLT.

(g)
Government of Malaysia against JLT (Suit No 22-32-2003 (BTU))


JLT were served with a copy of the Writ of Summons dated 2 September 2003 by the Government of Malaysia against JLT. The claim is for Tax, the 10% and 5% increases in all amounting to RM2,414,503.74 for the years of assessment 1999 and 2000 under the provisions of Income Tax Act, 1967 together with interest at a rate of 8% per annum from the date of judgment until the date of realisation, cost of suit of RM225.00 and such further and other relief as the Court may deem fit.


An appearance has been entered on 22 November 2003 and Defense submitted.

16.
   SUBSEQUENT EVENTS

(1)
Proposed Restructuring Scheme

The Company announced on 9 February 2004 that it had entered into a conditional restructuring agreement (Restructuring Agreement) with Seo Aik Leong (SBG Controlling Shareholder) wherein the Company and SBG Controlling Shareholder have agreed to undertake a restructuring scheme with the intention of restoring the Group onto stronger financial footing via injection of new viable business.

The main features of the Proposed Restructuring Scheme (the Scheme) are summarized as follows:

(a)
Proposed arrangements with the existing shareholders of the Company:

(i)
Proposed reduction of the existing issued and paid-up capital of the Company of RM44,000,000 comprising 44,000,000  ordinary shares of RM1 each to RM8,800,000 comprising 44,000,000 ordinary shares of RM1 each of RM0.20 each;

(ii)
Proposed consolidation of the 44,000,000 ordinary shares of RM0.20 each into 8,800,000 shares;

(iii)
Proposed cancellation of the entire issued and paid-up capital of the Company of RM8,800,000 comprising 8,800,000 ordinary shares, resulting in a credit reserve of RM8,800,000 arising in the Company’s accounts;

(iv)
In consideration for the proposed cancellation, a new company (Newco) is to be incorporated to serve as the holding company for the purpose of facilitating the implementation of the Scheme, shall allot and issue to the shareholders 8,800,000 ordinary shares of RM1 each in Newco at par, credited as fully paid on the basis of one Newco Share for every one of the Company’s share; 

(b)
Proposed arrangements with the existing creditors:

(i)
Proposed settlement of debts owing to certain creditors of the Company comprising inter-alia, all financial institutions and certain other creditors (Creditors) amounting to RM57 million based on the cut off date of 30 June 2002; 

(ii) The waiver by the Creditors of all interest, penalties, costs, fees and other charges accrued after 30 June 2002;

(iii) The release of the contingent liability under the corporate guarantees and other security arrangement provided by the Group;

(iv)
A further waiver by the unsecured/partially secured creditors at the rate of at least 50% for every RM1 of all the aggregate debts and liabilities after taking into account paragraph b(i) and b(ii) above;

(v)
The repayment of debts owing to the secured creditors (after taking into account paragraph b(i) and b(ii) above) from the proceeds of the disposal of certain assets of the Group;

(vi) The issuance of Newco Shares of RM1 each in Newco to the unsecured/partially secured creditors or such persons as they may each nominate in the settlement of debts owing to them (after taking into account paragraph b(i), b(ii) and b(iv) above;

(c)
Proposed acquisition by Newco of the entire equity interest in two companies involved in producing marble for a purchase consideration of RM126,000,000 or such amount to be mutually agreed by the parties on a willing buyer-willing seller basis; 

(d)
Proposed disposal of 100% equity interest in the Company by Newco (after the Proposed Scheme of Arrangement with the Company’s shareholders) to purchaser(s) to be identified at a fair value to be determined as soon as it is practicable by an independent valuer and/or auditor;

(e)
Proposed transfer of the listing status of the Company on the Second Board of the Malaysia Securities Exchange Berhad (MESB) to Newco.

As at the balance sheet date and at the date of this report, the implementation of the Scheme is pending finalization of the definitive agreements and submissions to the authorities. 

The Group was granted a restraining and stay order (RO) for a period of 90 days effective from 3 March 2004 by the Kuala Lumpur High Court pursuant to Section 176(10) of the Companies Act, 1965.

The aforesaid RO was applied for in order to facilitate the Proposed Restructuring Scheme, which was announced on 9 February 2004. The sealed RO dated 3 March 2004 is pending extraction from the Kuala Lumpur High Court. 

(2)
Material Litigations

(a) Government of Malaysia against ASB

On 4 February 2004, the Inland Revenue Board (“IRB”) issued a notice of civil proceeding against ATSB under Section 106 of the Income Tax Act, 1967 for not paying income tax liability amounting to RM41,777. An appearance has been entered. According to IRB, the summons has not been served and is pending service.

(b)
Orix Credit Malaysia against Jin Lin Bio-Coal Sdn Bhd (“JLBC”), JLT and Others

One of the subsidiary companies, JLBC and JLT were served with the Writ of Summons dated 5 February 2004 in relation to a claim by Orix Credit Malaysia Sdn. Bhd. for hire purchase facilities amounting to RM364,698 at a rate of 0.065% per day on the principal outstanding until full and final settlement.

(c)  
Mulpha International Berhad against SMNT


SMNT was served with the Writ of Summons dated 12 February 2004 in relation to a claim by Mulpha International Berhad amounting to RM817,443 at a rate of  8% per annum until full and final settlement. 

(d) 
RHB Delta Finance Berhad against SMNT and 3 Others

SMNT and certain directors of the Company were served with the Writ of Summons dated 21 February 2004 in relation to a claim by RHB Delta Finance Berhad for hire purchase facilities due from SMNT amounting to RM93,637 at a rate of 17.75% per annum until full and final settlement. The matter is fixed for Mention on 28 April 2004.

(e) 
Mayban Finance Berhad against SMNT and JLWIB

SMNT and JLWIB were served with the Writ of Summons dated 15 March 2004 in relation to a claim by Mayban Finance Berhad for hire purchase facilities due from SMNT amounting to RM108,021.93 at a rate of 8% per annum until full and final settlement. The matter is fixed for Mention on 30 June 2004 nad 20 May 2004 respectively.

17.
SEGMENTAL REPORTING

The Group is principally involved in the manufacturing and trading of timber and timber products and thus does not have segmental analysis on its financial results. 

18.
COMMENT ON FINANCIAL RESULTS

For the 2nd quarter under review, the Group recorded a loss before taxation of RM 3.513 million compared to a loss before taxation of RM3.295 million in the year preceding quarter. The Group’s turnover decreased by 5% to RM2.655 million from RM2.790 million recorded in the preceding year corresponding quarter. Due to the financial and cash constraints of the Group, the working capital for the operations to attain full capacity has been affected. 

19.
REVIEW OF PERFORMANCE OF THE COMPANY AND ITS PRINCIPAL SUBSIDIARIES

For the current quarter and financial year-to-date, the Group recorded a turnover of RM2.655 million and 5.654 respectively. The low turnover resulted in a loss after taxation of RM 3.513 million for the current quarter and 6.685 million for the financial year-to-date. The losses for the financial year-to-date incurred by the Group consist of depreciation, finance cost amounted to RM 3.914 million and 1.529 million respectively.   

20.
MATERIAL EVENTS

The Directors are not aware of any transactions or events of a material or unusual nature, which may have an effect on the results of the Group from the end of the reporting period to the date of this quarter result.

21.
SEASONAL OR CYCLICAL FACTORS

Due to the diversity of Jin Lin Group’s products and markets, the Group is of the opinion that the seasonal or cyclical factors will not have a material impact on its operation.  However, being an export-based company, the Group would be susceptible to any adverse change in the world economic situation.

22.
PROSPECT FOR THE CURRENT FINANCIAL YEAR

The timber market is expected to trend upwards in terms of prices and demand. The Group expects the trend to continue for the next six months. However, due to working capital constraint of the Group, the Group is not in the position to capitalize on this and the uptrend would not have material impact on the operations of the Group.

23.
VARIANCE OF ACTUAL PROFIT FROM FORECAST PROFIT

Not applicable.

24.
DIVIDEND

No dividend has been declared in respect of the financial quarter ended 31st December 2003.

By Order of the Board

GWEE OOI TENG

MAICSA 0794701

Company Secretary

Kuala Lumpur

21 April 2004 
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