CHONGAI CORPORATION BERHAD  ( 205814V )
NOTES TO THE FINANCIAL STATEMENTS FOR THE SIX MONTHS ENDED 30 SEPTEMBER 1999

1. Accounting Policies
The accounts of the Group have been prepared using the same accounting policies, method of computation and basis of consolidation as those used in the preparation of the most recent annual financial statements.

2. Exceptional Items
	
	
	Individual 
	Cumulative Quarter

	
	
	Current Quarter
	Current
	Preceding Year

	
	
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Provision for amount owing by associated companies
	
	nil
	nil
	12,289

	Provision for doubtful debts
	
	nil
	nil
	2,525

	Goodwill written off
	
	nil
	nil
	1,613

	
	
	nil
	nil
	16,427


3. Extraordinary Items
There were no extraordinary items for the current financial year to date.


4. Taxation
	
	
	Individual 
	Cumulative Quarter

	
	
	Current Quarter
	Current
	Preceding Year

	
	
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Share of taxation in an associated company
	
	nil
	nil
	8

	
	
	
	
	


There were no deferred tax and adjustment for under or over-provision in respect of prior year.

5. Pre-Acquisition Profits
There were no pre-acquisition profits for the current financial year to date.

6. Profit on Sale of Investments and/or Properties
There were no profits on sales of investment and/or properties for the current financial year to date.


7. Quoted Shares
There were no purchase or disposal of quoted shares for the current financial year to date.

8. Changes in the Composition of the Group
There were no changes in the composition of the Group during the current financial year to date.

9. Status of Corporate Proposal
On 21 May 1999, the Company submitted to the Securities Commission (“SC”) a Proposed Restructuring Scheme.

On 26 July 1999, the Company announced that approval has been received from the SC vide its letter dated 21 July 1999 for the Proposed Restructuring Scheme comprising as follows: 

(i) the proposed capital reduction of the Company’s existing and paid-up share capital by the cancellation of 80 sen of the par value of each existing ordinary share followed by the consolidation of every five (5) of the resulting ordinary shares of 20 sen into one (1) ordinary share of RM1.00 each as proposed (“Proposed Capital Reduction”);

(ii) the proposed waiver of a portion of debt and conversion of the remaining debt into equity, as proposed as follows:

(a) waiver of interests accrued after 30 June 1998;

(b) Conversion at par into new ordinary shares of RM1.00 each for the portion of the amount owing which is supported by the realizable value of the underlying charged asset with the remaining portion of the amount owing to be included in and treated as part of unsecured debt;

(c) waiver at the rate of RM0.35 for every RM1.00 of unsecured debt outstanding as at 30 June 1998; and

(d) conversion at par into new ordinary shares of RM1.00 each in the Company for every RM1.00 of the balance of debts outstanding after (c), collectively Debt/Equity Conversion;

(iii) the proposed acquisition of the entire equity interest in Rajang Plywood Sawmill Sdn. Bhd. (“RPS”) for a total purchase consideration of RM120,715,000 to be satisfied through the issue of 120,715,000 new ordinary shares of RM1.00 each in the Company at an issue price of RM1.00 per share, instead of the proposed purchase consideration of RM125,065,000 to be satisfied through the issue of 125,065,000 new ordinary shares of RM1.00 each in the Company at an issue price of RM1.00 each;

(iv) the proposed restricted offer for sale of 20,000,000 new ordinary shares of RM1.00 each in the Company by, inter alia, the financial creditors at an offer price of RM1.00 per share to the existing shareholders of the Company on the basis of five (5) new ordinary shares for every one (1) existing ordinary share held after the reduction of the Company as set out in paragraph (i) above, as proposed;  and  

(v) the listing of and quotation for 160,213,000 new ordinary shares of RM1.00 each in the Company instead of 164,563,000 new ordinary shares as proposed on the Second Board of  the Kuala Lumpur Stock Exchange (“KLSE”).

The approval of the SC is subject to, inter alia, the following:

(i) The Vendors of RPS must comply with the requirements in relation to the moratorium provision under paragraph 18.09(5) of the Policies and Guidelines on Issue/Offer of Securities (“SC Guidelines”) as amended;

(ii) The Company must comply with the requirement of 25% public shareholding spread provided under paragraph 18.09(4) of the SC Guidelines as amended;  and

(iii) The Company must obtain the approvals of the Foreign Investment Committee (“FIC”), and the Ministry of International Trade and Industry (“MITI”).

The approval of the FIC has been received via its letter dated 14 July 1999 and is conditional upon the Company increasing its Bumiputra equity interest to at least 30% before 31 December 2000; whilst the approval of the MITI has been received via its letter dated 26 July 1999 and is conditional upon the Malaysian equity interest (inclusive of 30% Bumiputra equity interest) being increased to at least 51% within three (3) years from the date of its approval letter.

On 5 November 1999 the Company announced that, following appeals, it has together with the vendors of RPS accepted the revisions made by the conditions imposed by  the SC.

The Proposed Restructuring Scheme is now subject to the approvals of the following parties:-

(i) the KLSE for the listing of and quotation for the additional new issue of shares of the Company arising from the Proposed Restructuring Scheme on the Second Board of the KLSE;

(ii) the shareholders of the Company at an Extraordinary General Meeting to be convened;

(iii) the sanction of the High Court of Malaya for the proposed Capital Reduction; and

(iv) any other relevant authorities (if required).

10. Seasonal or Cyclical Factors
The garment retail business is affected by the seasonal demand which increases during the festive months involving Christmas & Chinese New Year, whereby the monthly  turnover is expected to increase at least 1.5 – 2 times depending on the retail market condition.

11. Changes in Share Capital
There were no issuance and repayment of debt and equity securities, share buy-backs, share cancellations, share held as treasury shares and resale of treasury shares for the current financial year to date.

12. Group Borrowings and Debt Securities
Total group borrowings as at 30 September 1999 are as follows:

	
	Secured
	
	Unsecured
	
	Total

	
	RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	

	(a)   Term loans
	5,272
	
	2,522
	
	7,794

	
	
	
	
	
	

	(b)   Short term borrowings
	510
	
	40,778
	
	41,288

	
	
	
	
	
	

	(c)    Bank Overdrafts
	972
	
	9,388
	
	10,360

	
	
	
	
	
	

	Grand Total
	
	
	
	
	59,442

	
	
	
	
	
	


The above loans are the subject of the Debt/ Equity Conversion as mentioned under Note 9 (ii).

13. Contingent Liabilities
(a) Guarantees

As at 30 September 1999 the Company has issued corporate guarantees to financial institutions for banking facilities granted to certain subsidiary companies amounting to RM33.6 million. The corporate guarantees shall be extinguished upon completion of the Proposed Restructuring Scheme.

(b) Interest expenses

As an integral part of the proposed restructuring scheme as set out under note 9  to the quarterly report, the financial institutions have under the provisions of a Deed of Compromise, agreed to waive all interest after 30 June 1998 till the completion date of the Proposed Restructuring Scheme. The Board of Directors is optimistic that the proposed restructuring scheme will be successfully completed and as such, have not imputed the interest expenses of RM9.3 million for the Group for the period from 1 July 1998 to 30 September 1999 in the Consolidated Income Statement.

In the event the Proposed Restructuring Scheme is not approved/implemented for whatsoever reasons, the losses for the Group will accordingly increase by RM9.3 million. 

14. Off Balance Sheet Financial Instruments
The Group does not have any financial instruments with off balance sheet risk as at 24 November 1999, the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report.

15. Material Litigation
The Group is not involved in any material litigation as at 24 November 1999, the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report.

16. Segmental Reporting
	
	
	Turnover
	Profit/loss before taxation
	Assets employed

	
	
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Manufacturing
	
	7,134
	341
	15,266

	Retailing
	
	5,762
	(322)
	5,389

	Investment holding
	
	-
	(422)
	465

	Property dealing
	
	-
	16
	987

	
	
	12,896
	(387)
	22,107


17. Material Changes in the Profit Before Taxation of the Current Quarter Compared to the Results of the Preceding Quarter
Not applicable since results of the preceding quarter were not required to be compiled for announcement.

18. Review of the Performance of the Company and its Principal Subsidiaries
The Group recorded an operating profit before charging depreciation and interest  of RM700,000 for the first 6 months ended 30 September 1999 as compared to a loss of RM1.926 million during the corresponding period of the previous year. The improvement of RM2.7 million was mainly arising from the implementation of cost cutting measures and also closing down of non-profitable retail operations in Singapore i.e Liaboc Concepts Pte Ltd in 1998.

The decrease in interest expenses was mainly due to interest on borrowings for  the period from 1 April 1999 to 30 September 1999 amounting to RM4.1 million which have not been provided in the accounts as the Directors are of the opinion that the amount is deemed waived pending the successful completion of the proposed restructuring scheme as set out in note 9.

19. Prospects for the Current Financial Year
Given the weak domestic garment retail market in the light of the current economic condition, the Group will continue to consolidate its retail operations and expand on the potential of its manufacturing export division. Barring unforeseen circumstances, the Directors are optimistic that the performance of the Group will improve for the financial year ending 31 March 2000.

However, as the huge losses suffered by the Group has resulted in a capital deficit, the continued viability of the Group is contingent upon the successful implementation of the Proposes Restructuring Scheme.

20. Variance of Actual Profit from Forecast Profit
Not applicable

21. Dividend
No dividend is paid, declared or proposed in respect of the quarter ended 30 September 1999.

22. Year 2000 (Y2K) Issue

  
The Group is now Y2K ready and contingency plans have been set up to avoid any disruption in the business operations.

By Order of the Board

Wylaine Thung

Company Secretary

30 November 1999

