ASSOCIATED KAOLIN INDUSTRIES BERHAD (24669 H)

(Special Administrators Appointed)

Quarterly Report On Results For The First Quarter Ended 30 September 2003

A.
NOTES TO THE INTERIM FINANCIAL REPORT

A1
Accounting Policies and Method of Computation

The interim financial report is unaudited and has been prepared in accordance with MASB 26, Interim Financial Reporting and part A of Appendix 9B of the Kuala Lumpur Stock Exchange Listing Requirements, and should be read in conjunction with the audited financial statements for the year ended 30 June 2003.

The accounting policies and method of computation adopted are consistent with those adopted in the most recent audited annual financial statements for the year ended 30 June 2003 except for the following:-

(i) MASB 23, Impairment of Assets and MASB 24, Financial Instruments: Disclosure and Presentation, which have been adopted prospectively.

(ii) MASB 25, Income Taxes which has been adopted retrospectively.  The adoption of this standard has no material impact on the financial statements.

A2
Disclosure of Audit Report Qualification and Status of Matters Raised

The audit report of the Company’s preceding annual financial statements was qualified and details of the qualifications are as follows:

1. On 3 May 2000, Danaharta appointed Special Administrators (“SA”) over the Company.  With this appointment, the SA assumed control of the assets and affairs of the company.

The Company had a twelve (12) months moratorium period commencing from the date of appointment of the SA, during which creditors are prohibited from taking any legal action against the company.  The aforesaid moratorium period, which expired on 2 May 2001, has been extended for the third time to 2 May 2004 in accordance with the provisions of Section 41 of the Danaharta Act.

2. As the above SA were appointed only to the Company and not its subsidiary companies, the subsidiary companies are not within the control of the above SA.  As such, the SA do not have personal knowledge and cannot accept responsibility for events and transactions pertaining to the subsidiary companies.

3. As at 30 June 2003, the Group and the Company have net current liabilities of RM167.3 million and a deficit in shareholders’ funds of RM160.5 million.

The ability of the Group and the Company to continue as going concerns is dependent upon continuing financial support from the bankers and creditors of the Company together with the successful implementation of the proposed Corporate and Debt Restructuring Scheme.

On 11 July 2002 and 7 May 2003, the Securities Commission approved the workout proposal in respect of the Company’s Corporate and Debt Restructuring Scheme (“Corporate and Debt Restructuring Scheme’) developed by the SA and the revised proposal respectively as disclosed Section B8, subject to certain conditions to be fulfilled by the Promoters of the Corporate and Debt Restructuring Scheme and the current status of the implementation of the proposal stated in Section A11.  In view of the implementation which is still pending, the financial statements do not include any adjustments that will result from the outcome of the proposal.  

4. The financial statements of the subsidiary company, AKI Labuan Ltd that have been consolidated with the Company’s financial statements have not been audited as at the date of this report.

5. The Company operates an unfunded defined benefit scheme for certain employees under the collective agreement with their union.  The benefits, payable on retirement or admissible prior departure after a minimum of eight completed years of service, are based on length of service and final remuneration.  The provision for retirement benefits, however, is calculated based on length of service and current remuneration without reference to actuary.  This is not in compliance with the requirements of International Accounting Standard 19, Accounting for Retirement benefits in the Financial Statement of the Employers.

In view of the foregoing limitations and significance of the matters referred to in the preceding paragraphs, the auditors do not express an opinion as to whether the financial statements are properly drawn up in accordance with the provisions of the Companies Act, 1965 and applicable approved accounting standards in Malaysia so as to give a true and fair view of :-

(i) the state of affairs of the Group and of the Company at 30 June 2003 and the results of their operations and cash flows for the year ended on that date, and

(ii) the matters required by Section 169 of the Companies Act, 1965 to be dealt with in the financial statements of the Group and of the Company.

However, in the auditors’ opinion, the accounting and other records and registers required by the Companies Act, 1965 to be kept by the Company have been properly kept in accordance with provisions of the said Act.


The financial statements of subsidiary company, AKI Labuan Ltd for the year ended 30 June 2003 that have been consolidated with the Company’s financial statements have not been audited.



A3
Seasonal or Cyclical Factors

The business operations of the Company were not materially affected by any seasonal or cyclical factors.

A4
Exceptional / Extraordinary Items


There were no exceptional / extraordinary items for the financial quarter under review.

A5
Changes in Estimates

There were no changes in estimates of amounts reported in the prior quarters of the current financial year or changes in estimates of amounts reported in prior financial years that have a material effect in the current quarter.

A6
Debts and Equity Securities

There was no issuance, cancellation, repurchase, resale and repayment of debts and equity securities for the current financial quarter.

A7
Related Party Transactions


(a)
The Company purchases materials from Song Seng (Trading) Sdn Bhd.  Song Seng (Trading) Sdn Bhd is a subsidiary of Song Seng Sdn Bhd, which is a substantial shareholder of the Company.  The purchases for the quarter ended 30 September 2003 amounted to RM86,637 (2002: RM278,476).


The Directors of the Company are of the opinion that the above transactions have been established and entered into in the normal course of business.  The balance owing to this company is RM68,979 (2002: RM74,817) as at 30 September 2003 and are included in trade creditors.

(b) The Company paid professional services to Messrs PricewaterhouseCoopers in which the SA, Lim San Peen and Yap Wai Fun are the partners of the firm.  The total professional fees paid and payable during the quarter was RM75,000 (2002: RM75,000).

(c)
The Company received tax exempt dividends from its subsidiary company amounting to Nil (2002 : RM568,500) during the quarter.

A8
Dividend Paid



The Company has not paid any dividends for the current financial quarter.

A9
Segment Information



3 months ended 30 September 2003

By
Business Segment:


Consolidated

Turnover

RM’000
Consolidated

Profit/(Loss)

Before Taxation From

Operations

RM’000
Consolidated

Total Assets at

30 Sept 2003

RM’000

Kaolin

Trading and others

Logging Project

Rental of machinery

Investment
 3,587

0

0

0

0
   169 

(3)

0

0

(2,829)
11,074

39

0

0

2,541

Total
  3,587
( 2,663)
13,654



3 Months ended 30 September 2002

By
Business Segment:


Consolidated

Turnover

RM’000
Consolidated

Profit/(Loss)

Before Taxation From

Operations

RM’000
Consolidated

Total Assets at

30 Sept 2002

RM’000

Kaolin

Trading and others

Logging Project

Rental of machinery

Investment
 3,093

0

0

0

0
(204)

(1)

0

0

(2,627)
10,917

50

0

0

3,145

Total
 3,093
( 2,832)
14,112

The comparatives figures have been restated to conform with current quarter’s presentation.

A10
Revaluation of Property, Plant and Equipment

There was no revaluation of property, plant and equipment during the quarter.

A11
Material Events Subsequent to the end of the Reporting Period

There were no material events subsequent to the end of the current quarter that have not been reflected in the financial statements for the said period as at the date of issue of this quarterly report except that the Company had completed the following proposals as detailed in section B8 of this announcement :-

(a) the Proposed Termination of outstanding Warrants 1996/2005;

(b) the Proposed Capital Reduction and Consolidation of Shares;

(c) the Proposed Share Exchange; and

(d) the Proposed Acquisition of the entire share capital of Greatpac Sdn. Bhd. and Success Profile Sdn. Bhd. by GHB

A12
Changes in the Composition of the Company

There were no changes in the composition of the Group since 30 June 2003.

A13
Contingent Liabilities


(a)
The Company has contingent liabilities which are not readily ascertainable 
in respect of filling and levelling conditions on the Company's mining leases.

(b)  There is a legal dispute between the Company and the labour union in respect of salary and bonus adjustments for its union workers under a Collective Agreement.  This matter has been heard in the Industrial Court (“IC”) and the Company is awaiting for the decision by the IC.  The estimated amount for the adjustment is approximately RM1,200,000 (2002: RM871,000).  No provision has been made as the outcome of the decision is still pending.

ASSOCIATED KAOLIN INDUSTRIES BERHAD. (24669 H)

(Special Administrators Appointed)

Quarterly Report On Results For The First Quarter Ended 30 September 2003

B.
ADDITIONAL INFORMATION REQUIRED BY THE KLSE’S LISTING REQUIREMENTS


B1
Review of Performance

The Group recorded a turnover of RM3.587 million for the quarter ended 30 September 2003 which was RM0.494 million or 16.0% higher than the turnover registered in the same period last year.  This was mainly due to the increased in kaolin sales.

Loss after tax amounted to RM2.663 million for the current quarter which was 6.6% lower than RM2.852 million loss registered in the same quarter last year mainly due to the increase in kaolin sales and contribution. High financing costs of RM2.583 million and provision of doubtful debts of RM0.435 million contributed to the loss.

B2
Variation of Results Against Preceding Quarter

The Group’s loss after taxation of RM2.663 million was RM1.462 million or 35.4% lower than the preceding quarter loss of RM4.125 million.  This was mainly due to provisions in the preceding quarter as follows :









     RM

1. Additional provision for loan interest

1,070,647

2. Provision for Special Administrators

fees





   800,000

3. Provision for bad debts


   181,415

4. Provision for Directors’ incentives and

bonus written back



( 337,350)

5. Provision for Directors’ fee


    30,000

-------------

1,744,712

6. Less : provision for bad debt made

 in this quarter




(435,000)







-------------







1,309,712

========

As in previous quarters, the group continued to suffer losses for the current quarter due to high financing costs of RM2.583 million.  However, it is expected that this interest accrued will be waived upon the implementation of the Corporate and Debt Restructuring Scheme.


B3
Current Year Prospects


The prospects of the Group will depend on the finalisation and the successful implementation of the Corporate and Debt Restructuring Scheme to regularise the Group’s financial condition pursuant to Practice Note 4/2001.
B4
Profit Forecast


This is not applicable.

B5
Taxation



Details of taxation are as follows:


Current Year

Quarter

30/09/2003

RM’000
Current Year

To Date

30/09/2003

RM’000

Current taxation
-
-

Deferred taxation
-
-

Under provision in prior year
-
 -


-
 -


B6
Unquoted Investments and/or Properties

There was no disposal of unquoted investments and properties for the financial quarter under review.


B7
Purchase or Disposals of Quoted Securities

During the financial quarter the company disposed of its rights entitlement for its investment in a listed company and some shares in the listed company for a total consideration of RM170,197. The gain on disposal amounting to RM138,347.


B8
Status of Corporate Proposals Announced

On 11 July 2002, the Company obtained the Securities Commission’s (“SC”) approval for the Corporate and Debt Restructuring Scheme developed by the Special Administrators, subject to certain conditions to be fulfilled by the Promoters of the Scheme. The Corporate and Debt Restructuring Scheme would involve the following:-

(i)
Proposed Capital Reduction;

(ii)
Proposed Termination of AKI’s Outstanding Warrants 1996/2005;

(iii) Proposed Share Exchange of 5,465,023 Ordinary Shares Of RM1.00 each in AKI ("AKI Shares") on the Basis of One (1) Ordinary Share of RM1.00 Each In Greatpac Holdings Berhad ("GHB") ("GHB Shares") for Every One (1) AKI Share ("Proposed Share Exchange");

(iv) Proposed Rights Issue of up to 16,395,070 New GHB Shares on the Basis of Three (3) New GHB Shares for Every One (1) Existing GHB Share Held After the Proposed Share Exchange at an Issue Price of RM1.00 per GHB Share ("Proposed Rights Issue");

(v) Proposed Special Bumiputera Issue ("SBI") of 25,000,000 New GHB Shares to Bumiputera Investors at an Issue Price Of RM1.00 per Ordinary Share ("Proposed SBI");

(vi)
Proposed Acquisition of the Entire Equity Interest In Greatpac Sdn. Bhd. ("GPSB") by GHB for a Total Consideration of RM72,000,000 to be Satisfied by the Issuance of 72,000,000 New GHB Shares at an Issue Price Of RM1.00 per GHB Share ("Proposed GPSB Acquisition");

(vii)
Proposed Acquisition of the Entire Equity Interest In Success Profile Sdn. Bhd. ("Success Profile") By GHB For A Total Consideration Of RM17,727,272 to be Satisfied by the Issuance Of 17,727,272 New GHB Shares at an Issue Price Of RM1.00 per GHB Share ("Proposed Success Profile Acquisition");

(viii)
Proposed Debt Restructuring Of AKI; 

(ix)
Proposed Waiver From Undertaking a Mandatory General Offer ("Proposed Waiver"); and

(x)
Proposed Transfer of Listing Status of AKI to GHB ("Proposed Transfer Listing")

(Collectively to be referred to as "Proposals")
The Proposals had been approved by Danaharta on 17 September 2001 and 
the Foreign Investment Committee (“FIC”) had vide its letter dated 21 January 2002 stated that the FIC has no objection for AKI to undertake the Proposals.

The Ministry of International Trade and Industry (“MITI”) had vide its letter dated 20 February 2002 stated that MITI has no objection for AKI to undertake the Proposals subject to the following conditions:

(i)
the approval of the SC being obtained;

(ii)
the approval of the FIC being obtained;

(iii) the SBI involving the issue of up to 25,000,000 new GHB Shares are treated as SBI Shares which allocation of the same will be determined separately by MITI after the SC’s approval on the Proposals has been obtained; and

(iv) GHB is required to inform MITI on the actual equity structure upon the implementation of the Proposals.

The SC’s approval is subject to the following conditions:

(i)
Jasa Ringgit Holdings Sdn Bhd (“JRH”) and the vendors/Promoters of GPSB are required to furnish an irrevocable undertaking that the factory owned by JRH which is currently being used for GPSB’s manufacturing and business operations shall continue to be let to GPSB based on the current tenancy terms until GPSB has completed the relocation of the manufacturing operations to its new site in Ijok, Selangor;

(ii)
AKI/GHB is required to disclose in the circular/information memorandum to its shareholders on its risk management practices as well as its insurance coverage for the business operations;

(iii)
GHB is required to comply with the twenty five percent (25%) public spread requirement upon the listing of GHB on the Second Board of the Kuala Lumpur Stock Exchange (“KLSE”) in place of AKI;

(iv)
In relation to the proposal for the promoters of GHB to dispose through open market transactions such number of GHB Shares upon the listing of GHB, in order to comply with the minimum number requirement of public shareholders holding not less than one thousand (1,000) shares each, GHB/the promoters are required to seek the SC’s approval in relation to the details of such disposals, including the total number of shares to be disposed and the mode of disposal.  In addition, the promoters are required to dispose such shares within six (6) months from the date of listing of GHB;

(v) A moratorium would be imposed on the sale of GHB Shares issued to the vendors of GPSB and Success Profile pursuant to the Proposed GPSB Acquisition and Proposed Success Profile Acquisition.  In this regard, the vendors are not allowed to sell, transfer or assign their shareholdings representing fifty percent (50%) of the total shares issued as consideration for the said acquisitions for at least one (1) year from the date of listing of the said shares.  Thereafter, in every subsequent year, the said shareholders are allowed to sell, transfer or assign up to a maximum of one-third (1/3) per annum of their respective shareholdings in GHB which are under moratorium.  In this connection, the SC has no objection on the proposed moratorium imposed on the shareholders as set out below:

Moratorium on the sale of GHB shares

Name of shareholders
No. of ordinary 

shares under 

moratorium
% of the issued 

and paid-up 

share capital

Stargard Resources Sdn Bhd
36,000,000
22.47

Saporiti Resources Sdn Bhd
886,364
0.56

Shucho Asua Trading Sdn Bhd
5,318,182
3.32

Poh Kim Heng
2,659,091
1.66


44,863,637
28.01


The moratorium and restriction imposed are also applicable on shareholders, which are private companies, and to each of its ultimate individual shareholders.  As such, each shareholders, which are private companies, and its ultimate individual shareholders, are required to furnish the SC with an written undertaking that they will not sell, transfer or assign their shares in the private companies throughout the moratorium period;

(vi)
CIMB/AKI/GHB is required to obtain the SC’s approval on any variation to the terms of issuance of the irredeemable convertible unsecured loan stock (“ICULS”);

(vii)
Prior to the issuance of the ICULS, CIMB/AKI/GHB is required to furnish the following:

(a)
Forms FMF/JPB (“Facility Maintenance File”) to the SC and Bank Negara Malaysia; and

(b)
The duly executed trust deed

and

(viii)
To adhere to all relevant requirements in relation to the implementation of the Proposals, as stated in the SC’s Policies and Guidelines on Issue/Offer of Securities and the SC’s Guidelines on the Offering of Private Debt Securities.

The SC also approved the application on behalf of the vendors of GPSB and Success Profile, for an exemption from having to undertake a mandatory general offer for the remaining GHB Shares, as provided under the Practice Note 2.9.3 of the Malaysian Code on Take-Overs and Mergers, 1998. 

Upon completion of the implementation of the Proposals, CIMB and AKI/GHB are required to furnish a written confirmation that all terms and conditions imposed on the Proposals in the said letter have been fully complied with.

Subsequent Revisions

Due to the inability of the Promoters of GHB to procure underwriting for the Proposed Rights Issue and procure investors for the Proposed SBI, the Promoters have proposed certain revisions to AKI’s Corporate and Debt Restructuring Scheme approved by SC on 11 July 2002 (“Proposed Revisions”).

AKI had on 17 January 2003 and 10 March 2003 made announcements of the Proposed Revisions to the KLSE.  Applications to the relevant authorities were made on 12 March 2003. Subsequently, as announced by AKI on 3 April 2003, the FIC had via its letter of the same date stated that it has no objection for AKI to undertake the Proposed Revisions.

On 12 May 2003, AKI announced that the SC had via its letter dated 7 May 2003 approved the Proposed Revisions subject to the following conditions:

(i) AKI/GHB is required to clearly disclose in the information circular to its shareholders that the Proposed Right Issue will be implemented regardless of the level of subscription; and

(ii) AKI is required to appoint an independent audit firm (with relevant experience in investigative audit) not being the present or previous auditors of AKI and its subsidiaries ("AKI Group"), to carry out an investigative audit on the losses incurred by AKI Group within two (2) months from the date of the SC's letter. AKI is required to take the necessary steps to recover the losses incurred by the AKI Group. Based on the outcome of the investigative audit, AKI is required to report to the relevant authorities if it is found that there are breaches in law, rules, guidelines and/or the Memorandum and Articles of Association relating to the Board of Directors of AKI and/or any other persons which had caused the AKI Group to incur the said losses. The investigative audit must be completed within six (6) months from the date of appointment of the independent audit firm and relevant announcement must be made to the KLSE on the outcome of the investigative audit. Upon the completion of the investigative audit, two (2) copies of the investigative report must be furnished to the SC.

In view of (ii) above, AKI had on 4 July 2003 appointed Messrs BDO Binder as the independent auditor to carry out the investigative audit.

On 21 March 2003, on behalf of Stargard Resources Sdn Bhd, Saporiti Resources Sdn Bhd, Shucho Asia Trading Sdn Bhd and Poh Kim Heng (the "Promoters"), CIMB applied to the SC to allow the Promoters to be governed by the new guidelines on the moratorium of disposal of shares. The SC had via its letter dated 7 May 2003 also approved the said application whereby the moratorium shares to be issued pursuant to the Proposed GPSB Acquisition and the Proposed Success Profile Acquisition, will only be subjected to one (1) year moratorium from the date of the listing of GHB Shares on the KLSE.

The other terms of approval of the Proposals in the SC's letter dated 11 July 2002 are retained. 

MITI had, via its letter dated 24 June 2003, stated that MITI had no objection for AKI to undertake the revisions to Proposals subject to the following conditions:

(i) GPSB is required to discuss with MITI on meeting its equity condition within three (3) years from 24 June 2003; and

(ii) AKI/GHB is to inform MITI on its final group structure after the completion of the Proposals.

On 10 April 2003, on behalf of AKI, Commerce International Merchant Bankers Berhad (“CIMB”) had applied to the Kuala Lumpur Stock Exchange (“KLSE”) for a waiver on following requirements of the Listing Requirements of KLSE ("LR”) in relation to the Proposed Capital Reduction and the Proposed Right Issue: 

(i) Paragraph 6.18 of the KLSE LR: Notice of Books Closing Date for rights issue

To shorten the period between the announcement of the books closing date and the books closing date from the prescribed twelve (12) clear market days to four (4) clear market days;

(ii)
Paragraph 6.19 of the KLSE LR: A rights issue must be renounceable

To seek the exemption for the Provisional Allotment Letter (“PAL”) arising from the Proposed Rights Issue to be traded in the KLSE; and

(iii)
Paragraph 6.20 of the KLSE LR: Timetable for a rights issue 

The shortening of the period of the books closing date to the closing date of the applications for the acceptance of the Proposed Rights Issue from the prescribed twenty two (22) market days to fourteen (14) market days. 

In the same application dated 10 April 2003, on behalf of AKI, CIMB had also sought the approval of the KLSE to list the entire issued and paid-up capital of GHB (prior to the conversion of the Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) to be issued pursuant to the Proposed Debt Restructuring of AKI) and the ICULS simultaneously upon completion of the Proposals.  

KLSE had via its letter dated 27 May 2003, approved the abovementioned application.

The Proposed Waiver has been approved by the SC via its letter dated 29 July 2003.
Developments since 30 June 2003

The Securities Commission has vide its letter of 12 August 2003 approved an extension of time for a period of six (6) months up to 10 January 2004 for AKI to implement the Proposed Corporate and Debt Restructuring Scheme.

To-date, the Company has completed the following proposals:-

(i) The Capital Reduction and Consolidation of AKI shares and the Share Exchange


(ii) Termination of AKI’s outstanding Warrants 1996/2005.

(iii)
Acquisitions of the entire interest of Greatpac Sdn. Bhd. and Success Profile Sdn. Bhd. by GHB.

The completion of the Proposed Corporate and Debt Restructuring Scheme is pending the completion of the following proposal:- 

(i) Proposed Rights Issue of the shares of GHB;

(ii) Proposed Special Bumiputera Issue of the shares of GHB;

(iii) Proposed Debts Restructuring of AKI; and

(iv) Proposed transfer of the listing status of AKI to GHB.

B9
Borrowings and Debt Securities

Group borrowing and debt securities (all in Ringgit Malaysia) at the end of reporting period:-




 
 
 
RM’000

1.        Short term borrowings (Unsecured)




Bank overdrafts
 
13,461 

Revolving credit
 
 
18,833 

Short term loan
 
29,991 

 
 
 
62,285 

 
 
 


 
 
 
RM’000

 
 
 


2. Other loans (Unsecured) [Danaharta has taken over the rights, title and interest of certain banking facilities and amount due to a Bond guarantor]


Bank facilities
 
35,528 

Amount due to Bond guarantor
11,397 

 
 
 
46,925 

The above excludes provision for interest amounting to RM57.013 million which are included in Other Payables and Accruals.

B10
Off Balance Sheet Financial Instruments

During the financial quarter todate, the Group did not enter into any contracts involving off balance sheet financial instruments.


B11
Material Litigation

There were no pending material litigation as at the date of issue of this quarterly report.


B12
Dividend

No interim dividend has been declared during the financial quarter ended 30 September 2003.

B13
Basic Earnings per Share

The basic earnings per share is calculated by dividing the group’s loss after tax attributable to ordinary shareholders of RM2.663 million for the quarter and for the year divided by the number of issued shares of the AKI of 54.650 million ordinary shares.


FOR AND ON BEHALF OF ASSOCIATED KAOLIN INDUSTRIES BERHAD


LIM SAN PEEN


SPECIAL ADMINISTRATOR


OF ASSOCIATED KAOLIN INDUSTRIES BERHAD


KUALA LUMPUR


[                              ]


Company Secretary
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