MITHRIL BERHAD (577765-U)


	NOTES TO THE INTERIM FINANCIAL STATEMENTS FOR THE PERIOD ENDED

30 SEPTEMBER 2010




PART A - EXPLANATORY NOTES PERSUANT TO FINANCIAL REPORTING STANDARD (“FRS”) 134

A1.
Basis of Preparation

The interim financial statements are unaudited and have been prepared in compliance with Financial Reporting Standard 134 (FRS 134), Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad. 

The interim financial statements should be read in conjunction with the audited financial statements of the Group for the financial year ended 30 June 2010.

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 2010.

The accounting policies and methods of computation adopted by the Group in these interim financial statements are consistent with those adopted in the audited financial statements of the Group for the financial year ended 30 June 2010, except for the adoption of the following new Financial Reporting Standards (“FRSs”), Amendments to FRSs and IC Interpretations:-

· FRS 7 “Financial Instruments: Disclosures” (effective from 1 January 2010)

· Amendment to FRS 7 “Financial Instruments: Disclosures” (effective from 1 January 2010)

· The revised FRS 101 “Presentation of Financial Statements” (effective from 1 January 2010)

· The revised FRS 3 “Business Combinations” (effective prospectively from 1 July 2010)

· Amendment to FRS 127 “Consolidated and Separate Financial Statements: Cost of an Investment in Subsidiary, Jointly Controlled Entity or Associate” (effective from 1 January 2010)

· FRS 139 “Financial Instruments: Recognition and Measurement” (effective from 1 January 2010)

· IC Interpretation 9 “Reassessment of Embedded Derivatives” (effective from 1 January 2010)

· IC Interpretation 10 “Interim Financial Reporting and Impairment” (effective from 1 January 2010)

The new and revised FRSs and Interpretations above are expected to have no significant impact on the financial statements of the Group upon initial application except for the following:

The revised FRS 101 “Presentation of Financial Statements”

The revised FRS 1010 “Presentation of Financial Statements” (effective from 1 January 2010) prohibits the presentation of items of income and expenses (that is “non-owner changes in equity”) in the statement of changes in equity. “Non-owner changes in equity” are to be presented separately from owner changes in equity. All non-owner changes in equity will be required to be shown in a performance statement, but entities can choose whether to present one performance statement (the statement of comprehensive income) or two statements (the income statement and statement of comprehensive income). Where entities restate or reclassify comparative information, they will be required to present a restated balance sheet as at the beginning comparative period in addition to the current requirement to present balance sheets at the end of the current period and comparative period.

A2.
Preceding Year’s Audit Report

The auditors’ report on the financial statements of the Company for the financial year ended 30 June 2010 was not subject to any qualification and did not include any adverse comment made under subsection (3) of Section 174 of the Companies Act, 1965.

A3.
Seasonal or Cyclical Factors

The Group’s business operations are not materially affected by any seasonal or cyclical factors.

A4.
Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size, or incidence 

There were no items affecting the assets, liabilities, equity, net income or cash flows that were unusual because of their nature, size, or incidence for the quarter ended 30 September 2010.

A5.
Changes in Estimates

There were no material changes in estimates of amounts that have a material effect in the current interim period.

A6.
Issuances, cancellations, repurchases, resale and repayments of debt and equity securities
There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities by the Company for the current quarter ended 30 September 2010.

A7.
Dividend Payout

No dividends have been paid since the beginning of the current financial year.

A8.
Segmental Reporting 

	
	Cumulative
	Cumulative

	
	Revenue
	Profit/(loss) from operations
	Revenue
	Profit/(loss) from operations

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	30.09.10
	30.09.10
	30.09.09
	30.09.09

	Manufacturing
	3,365
	(631)
	3,238
	(1,180)

	Investment
	825
	(3,777)
	826
	29

	Others
	-
	43
	-
	(41)

	
	4,190
	(4,365)
	4,064
	(1,192)

	Inter-segment elimination
	-
	-
	-
	-

	
	4,190
	(4,365)
	4,064
	(1,192)


A9.
Valuations of Property, Plant and Equipment

For the quarter ended 30 September 2010, there were no valuations done for the property, plant and equipment for the Group. The valuations of property, plant and equipment have been brought forward without amendment from the previous audited financial statements.

A10.
Material Events Subsequent to the end of the Interim Period

The financial statements for the interim period have not been affected by any material event that has occurred between the end of the interim period and the date of this announcement.

A11.
Changes in Composition of the Group

There were no changes in the composition of the Group for the quarter ended 30 September 2010.

A12.
Contingent Liabilities

There were no contingent liabilities at the Group level for the quarter ended 30 September 2010.

The contingent liabilities at the Company level for the quarter ended 30 September 2010 are as follows:


As at
As at 


30.09.10
30.09.09


RM’000
RM’000

Corporate guarantee given to a bank for 

facilities granted to a subsidiary company
13,500
13,500

A13.
Significant Related Party Transactions

	
	Current quarter 3 months 

ended 

30.09.10
	Cumulative

3 months ended 

30.09.10

	
	RM’000
	RM’000

	
	
	

	Rental income from a related party,
	
	

	     Malaysian Assurance Alliance Berhad
	(826)
	(826)

	
	
	

	Rental expense charged by a related party,
	
	

	     Malaysian Assurance Alliance Berhad
	355
	355

	
	
	

	Interest charged by a related party,
	
	

	     MAA Credit Sdn Bhd
	409
	409


PART B - EXPLANATORY NOTES AS PER BURSA MALAYSIA SECURITIES BERHAD LISTING REQUIREMENTS

B1.
Review of Performance of the Company and Principal Subsidiaries

The Group achieved a revenue of approximately RM4.19 million for the quarter ended 30 September 2010 as compared to RM4.06 million in the corresponding financial quarter last year. The Group’s revenue during the quarter is mainly contributed by the sales of polyurethane products (“PU”) and the rental generated from the investment properties.
The Group’s loss before taxation for the current quarter ended 30 September 2010 was RM5.8 million as compared to a loss before taxation of RM2.8 million for the same period last year. The increase in loss before taxation was mainly due to the impairment loss on investment property amounting to RM3.97 million.

B2.
Material Change in (Loss)/Profit Before Taxation For Quarter Reported As Compared With The Immediate Preceding Quarter.

The comparison of the Group’s revenue and (loss) before taxation for the current quarter and preceding quarter is as follows:

	
	30.09.10
	31.06.10
	Variance

	
	RM’000
	RM’000
	RM’000
	%

	
	
	
	
	

	Revenue
	4,190
	3,959
	231
	5.8

	Loss before taxation
	(5,752)
	(38,409)
	32,657
	85.0


The significant decrease in loss before taxation can be analysed as follows:-

	
	
	RM’000

	i.   Fair value adjustments on investment properties in prior quarter
	
	18,500

	ii.  Impairment of goodwill recognized in prior quarter
	
	14,867

	iii. Impairment losses on property, plant and equipment
	
	

	     recognized in prior quarter
	
	830

	iv. Allowance of slow-moving stocks in prior quarter
	
	1,234

	v. Offset by impairment loss on investment properties during the quarter
	
	(3,966)

	v.  Others
	
	1,192

	
	
	32,657


B3.
Prospects of the Group

The Directors do not expect any improvement or turnaround in the results of the Group for this year. Any improvement or turnaround would only be achieved if the Group is able to successfully carry out the proposed corporate exercise as disclosed in Note B8.

The pessimistic outlook for the performance of the Group is further aggravated by the classification of Mithril as a PN 17 Company. This has had an adverse effect on the operations of the Group, as the classification has prompted some of the key existing bankers and suppliers to review the credit facilities granted to the Group. Therefore, there could be a possibility that the existing credit facilities granted may be reduced or withdrawn in the near future. As the Group relies heavily on the credit facilities and the credit terms to fund its working capital, the reduction in the credit facilities and the credit terms can and may lead to a reduction in working capital, which in turn could lead to a downsizing of business operations, and a possible default in the repayment of existing loans/borrowings.  

B4.
Variance on Profit Forecast and Shortfall in Profit Guarantee

This note is not applicable.

B5.
Taxation 

Taxation charge comprises:

	
	Current Quarter
	Financial year-to-date

	
	30.09.10
	30.09.10

	
	RM’000
	RM’000

	Deferred taxation
	113
	113

	
	113
	113


Deferred taxation is in relation to the debt instruments (RCSLS) issued by Mithril Berhad.

B6.
Profit/(Loss) on Sale of Unquoted Investments and/or Properties 

During the quarter, there was no sale of unquoted investments and/or properties.

B7.
Quoted Securities 

There was no purchase or sale of quoted securities for the quarter ended 30 September 2010 and financial year-to-date.

B8.
(a)
Status of Corporate Proposals

On 30 August 2010, the Company announced that the Company is deemed an Affected Listed Issuer as defined in the Amended PN17.

As an Affected Listed Issuer, the Company is required pursuant to the paragraph 4.1 of the Amended PN17 to announce details of the Regularisation Plan as referred to in paragraph 8.04(3)(b) of the Listing Requirements.

Subsequently, on 18 October 2010, the Company had made an announcement that the Company intends to undertake the following:-

(i) Proposed share capital reduction of the Company’s existing issued and paid up capital of RM49,775,548 comprising 199,102,191 ordinary shares of RM0.25 each via cancellation RM0.10 of the par value of RM0.25 in the Company;

(ii) Proposed amendments to the memorandum and articles of association of the Company;

(iii) Proposed special issue of up to 67,000,000 of the Company’s Shares at par to investors to be identified;

(iv) Proposed acquisition by the Company of ninety five percent (95%) of the issued and paid up capital of PT Era Karya Prima (EKP) comprising 95,000 ordinary shares of RP1,000,000 each and any new securities to be issued or allotted to Djohan and Beni Jon Djohan (collectively the promoters) pursuant to the capitalisation of advances granted by the promoters to the Company or otherwise (sale shares) from Dragon Region Sdn. Bhd. (DRSB) and Pyramid Joy Sdn. Bhd. (PJSB) (DRSB and PJSB will be collectively referred to as the vendors hereinafter) for a total consideration of RM245,251,950 to be satisfied by the issuance of 1,635,013,000 new ordinary shares of RM0.15 each in the Company at an issue price of RM0.15 per share (Mithril shares) and 817,506,500 free detachable new warrants in the Company (Mithril warrants) on a basis of 1 Mithril warrant for 2 Mithril shares;

(v) Proposed earn-out payment to the vendors of up to RM185,734,500 to be satisfied;

(vi) Proposed settlement of the indebtedness owing to MAA Credit Sdn. Bhd.;

(vii) Proposed private placement of up to 262,449,911 Mithril shares at an issue price of RM0.15 each to placees to be identified;

(viii) Proposed exemption under Practice Note 2.9.1 of the Malaysian Code on Take Overs and Mergers, 1998 to the vendors and any persons acting in with them (“PACs”) from the obligation to extend a general offer for all the remaining ordinary shares of RM0.15 each in Mithril not already owned by the vendors and the PACs pursuant to the proposed acquisition and proposed earn-out payment; and

(ix) Proposed increase in the authorized share capital of Mithril from 513,306,270 ordinary shares of RM0.25 each to 7,000,000,000 ordinary shares of RM0.15 each.

The above proposals are undertaken with the intention to regularize its financial conditions and level of operations under the requirements of Paragraph 3.1 of Practice Note 17 (“PN17”) of the Listing Requirements.

There were no other corporate proposals announced and pending completion as at 24 November 2010.

b) 
Status of Utilisation of Proceeds Raised
This note is not applicable.

B9.
Group Borrowings and Debt Securities
Group borrowings and debt securities for the financial quarter ended 30 September 2010 are as follows:

	Borrowings
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	Short Term Borrowings
	
	
	

	Bank Overdraft
	316
	-
	316

	Trade Facilities
	2,396
	-
	2,396

	Hire Purchase and Leasing
	12,146
	-
	12,146

	Term Loans
	19,936
	-
	19,936

	
	34,794
	-
	34,794

	
	
	
	

	Long Term Borrowings
	
	
	

	Hire Purchase and Leasing
	26
	-
	26

	Term Loan
	810
	-
	810

	
	836
	-
	836

	
	35,630
	-
	35,630

	
	
	
	

	Debt Securities
	
	
	

	RCSLS
	38,959
	-
	38,959

	
	38,959
	-
	38,959


The RCSLS is secured by the Deed of Assignment and Security Deed of Assignment on 29 subsidiary parcels of commercial/ office space together with 195 units of basement car park bays within an 11-storey office building with 3 basement car parks known as Menara MAA located in Kota Kinabalu.

The RCSLS is constituted by a Trust Deed dated 16 February 2004. Under Clause 10.1 of the Trust Deed, Mithril is required to procure that the aggregate amount of RCSLS oustanding from time to time will not exceed 1.5 times of the amounts of the Shareholders’ Fund (“Borrowing Limit”). 

However, based on the latest audited financial statements of the Company dated 29 October 2010, the Borrowing Limit has exceeded 1.5 times. This is a breach of the covenant under Clause 10.1 of the Trust Deed, in which the Company has duly informed the Trustee on 1 November 2010. At the same time, the Company has also requested the Trustee to seek the consent from the RCSLS holders for an extension of time to remedy the breach in the Borrowing Limit pursuant to Clause 10.1 as explained above. 

Pursuant to Clause 11.1(k) of the Trust Deed, failure to perform or observe any covenant, condition or provision or any obligations under the Trust Deed and such failure continuing for a period of 30 days next following the service by the Trustee a notice requiring the same to be remedied, shall constitute an event of default. 

As at the date of this report, the Trustee has not served a notice requiring the breach of covenant to be remedied. However, on 3 November 2010, the Trustee has informed the Company that the Company should seek the consent for the extension of time either via a circular resolution or a meeting with the RCSLS holders. In accordance with the advice obtained from the Trustee, the Company will be holding a meeting with the RCSLS holders to obtain their consent for the extension of time to satisfy the Borrowing Limit covenant.  As at the date of this report, the proposed meeting with the RCSLS holders has not been fixed.

B10.
Off Balance Sheet Financial Instruments 

There were no financial instruments with off-balance sheet risks as at the date of the issue of this quarterly report.

B11.
Changes in Material Litigation 

There is no impending material litigation on Mithril Group as at 30 September 2010.

B12.
Dividend 

The Directors do not recommend any dividend on the ordinary shares of the Company for the financial period ended 30 September 2010.

B13.
Loss Per Share

a)
Basic loss per share

The basic loss per share was calculated based on the Group’s loss for the period attributable to ordinary shareholders and the weighted average number of ordinary shares.

The basic loss per share was calculated as follows: -

	
	Individual quarter current year 30.09.10

RM’000
	Individual quarter preceding year 

30.09.09

RM’000
	Cumulative period current year 30.09.10

RM’000
	Cumulative period preceding year 

30.09.09

RM’000

	
	
	
	
	

	Net loss attributable to shareholders (RM’000)
	(5,639
	(2,264)
	(5,639
	(2,264)

	
	
	
	
	

	Weighted average number of ordinary shares (’000)
	199,102
	182,274
	199,102
	182,274

	
	
	
	
	

	Basic loss per share (sen)
	(2.83
	(1.24)
	(2.83)
	(1.24)


b)
Fully diluted earnings per share

The effect on the basic loss per share for the financial year arising from the assumed conversion of the RCSLS is anti-dilutive.

By Order of the Board, 

Lily Yin Kam May

Company Secretary

KUALA LUMPUR

DATED: 25 NOVEMBER 2010

