MANGIUM INDUSTRIES BHD (formerly known as Serisar Industries Bhd)

NOTES TO THE REPORT FOR THE FINANCIAL QUARTER ENDED 31  MARCH 2004

EXPLANATORY NOTES AS PER MASB 26 – INTERIM FINANCIAL REPORTING

	M1
	Basis of Preparation – MASB 26, Paragraph 16 (a)

The interim financial report is unaudited and has been prepared in compliance with the Malaysian Accounting Standards Board 26 (MASB 26), Interim Financial Reporting and Bursa Malaysia Listing Requirements (Bursa Malaysia LR).

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2003.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the year ended 31 December 2003.

The following notes explain the 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 31 December 2003.



	M2
	Preceding Year’s Audit Report – MASB 26, Paragraph 16 (b)

The auditors’ report on the financial statements of the Group were not subject to any qualification and did not include any adverse comment made under subsection (3) of Section 174 of the Companies Act, 1965.



	M3
	Seasonal or Cyclical Factors – MASB 26, Paragraph 16 (c)

The volume of the timber operation of the Group is dependent on availability of logs and price of logs. As log harvesting can only be carried out during favourable dry weather condition, very little log harvesting can be carried out during the rainy season, which results in limited supplies and higher log prices.


	M4
	Nature and amount of items affecting assets, liabilities, equity, net income or cashflows that are unusual because of their nature, size or incidence – MASB 26, Paragraph 16 (d)

There were no items affecting the assets, liabilities, equity, net income of cashflows that were unusual because of their nature, size or incidence for the quarter ended 31 March 2004.



	M5
	Changes in Estimates – MASB 26, Paragraph 16 (e)

There were no material changes in estimates of amounts reported in prior interim periods of the current financial year or changes in estimates of amounts reported in prior financial year that have a material effect in the current interim period.



	M6
	Issuances, cancellations, repurchases, resale and repayment of debt and equity securities – MASB 26, Paragraph 16 (f)

There were no issuance, cancellations, repurchases, resale and repayments of debt and equities securities for the quarter ended 31March 2004.



	M7
	Dividend Payout – MASB 26, Paragraph 16 (g)

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



	M8
	Segmental Reporting – MASB 26, Paragraph 16 (h)

Segmental analysis was prepared as the Company operates in a multi industry segment and its operations are located wholly in Malaysia.

31.03.2004              
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Analysis by Industries

- Timber manufacturing and

  marketing of timber and timber

  related products 3,768,878 (2,046,787) 68,820,658

- Provision of printing services 2,088,844 (208,763) 6,120,474

- Trading in alcoholic beverages 528,581 63,938 3,211,897

- General trading 438,115 (96,052) 11,037

6,824,418 (2,287,664) 78,164,066

Analysis by Geographical Location
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	M9
	Valuations of Property, Plant and Equipment – MASB 26, Paragraph 16 (i)

For the quarter ended 31 March 2004, no provisions were made for the impairment loss of fixed assets.



	M10 
	Material Events Subsequent to the end of the Interim Period – MASB 26, Paragraph 16 (j)

In the opinion of the Directors, 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 report except as disclosed in note K8.



	M11


	Change in Composition of the Group – MASB 26, Paragraph 16 (k)

There were no change in composition of the group for the quarter ended 31 March 2004.



	M12


	Contingent Liabilities – MASB 26, Paragraph 16 (l)

There were no contingencies for the quarter ended 31 March 2004.



	
	

	EXPLANATORY NOTES AS PER BURSA MALAYSIA LISTING REQUIREMENTS



	K1
	Review of Performance
The Group made a loss for the 1st Quarter due to the lack of contribution from its milling operations.



	K2
	Material Change in Profit/Loss Before Taxation

Turnover for the current quarter is recorded at RM6.8 million compared to RM6.7 million in the immediate preceding quarter. 

The Group’s loss before taxation of RM2.3 million is lower in the current quarter compared to the loss before taxation of RM6.9 million for the immediate preceding quarter ended 31.12.2003 principally due to the provision of doubtful debt for the immediate preceding quarter of RM3.4 million. 



	K3
	Prospects for 2005

The demand for timber and timber related products is expected to increase with China now poised to become a prominent consumer.  However, the expected increase in prices is negated by the overall increase in freight charges as the Pacific Rim is faced with an acute shortage of log carriers.  Continued positive contribution  is also  anticipated from the Group’s non timber related subsidiaries, which in turn, will further enhance the Group’s overall performance.



	K4
	Variance on Forecast Profits
This note is not applicable.



	K5
	Taxation – Bursa Malaysia LR, App 9B (Notes 4)

The taxation credit of the Group for the period under review are as follows:

Current Quarter

RM’000

Current Year to Date

RM’000

Current Taxation                                                            

1

1

Deferred Taxation

0

0



	K6
	Profit/(Loss) on Sale of Unquoted Investment and/or Properties

There were no sale of unquoted investments and/or properties for the quarter ended 31 March 2004.



	K7
	Quoted Securities

a) There were no purchase or disposal of quoted securities for the quarter ended 31 March 2004.

b) There was no investment in quoted shares as at the period ended 31 March 2004.



	K8
	A) Status of Corporate Proposals

I     -
 PROPOSED DEBT SETTLEMENT OF MANGIUM INDUSTRIES BERHAD ("MIB" OR THE “COMPANY”) AMOUNTING TO APPROXIMATELY RM53.35 MILLION UP TO 31 DECEMBER 2003 (INCLUDING ACCRUED INTEREST UP TO 31 DECEMBER 2003) BETWEEN THE COMPANY AND THE SECURED AND UNSECURED CREDITORS TO BE SETTLED BY A COMBINATION OF NEW ORDINARY SHARES OF RM1.00 EACH IN MIB (“MIB SHARES”), IRREDEEMABLE CONVERTIBLE UNSECURED LOAN STOCKS (“ICULS”), REDEEMABLE CONVERTIBLE SECURED LOAN STOCKS ("RCSLS") AND CASH PAYMENT ("PROPOSED DEBT SETTLEMENT");

II    -
RENOUNCEABLE RIGHTS ISSUE OF RM16.0 MILLION NOMINAL VALUE ZERO COUPON 5-YEAR ICULS TOGETHER WITH 16.0 MILLION FREE DETACHABLE WARRANTS (“WARRANTS”) ATTACHED ON THE BASIS OF RM1.00 NOMINAL VALUE ICULS WITH ONE (1) FREE DETACHABLE WARRANT ATTACHED FOR EVERY TWO (2) EXISTING MIB SHARES ("PROPOSED RIGHTS ISSUE OF ICULS"); 

III   -
PROPOSED JOINT-VENTURE BETWEEN MIB AND TELAGA CHIPMILL SDN BHD (“TCSB”) (“PROPOSED JOINT-VENTURE”)

IV   -
PROPOSED EMPLOYEE SHARE OPTION SCHEME FOR EXECUTIVE DIRECTORS AND ELIGIBLE EMPLOYEES OF MIB AND ITS SUBSIDIARIES (“PROPOSED ESOS”); AND 

V   -
PROPOSED INCREASE IN THE AUTHORIZED SHARE CAPITAL OF MIB FROM RM50,000,000 COMPRISING 50,000,000 MIB SHARES TO RM200,000,000 COMPRISING 200,000,000 MIB SHARES (“PROPOSED CAPITAL INCREASE”)

(COLLECTIVELY KNOWN AS THE “PROPOSALS”)

The announcement was made on 22 December 2003. For the full announcement, kindly log into:

http://announcements.klse.com.my/linkwebmainpage.nsf/lca.htm
The announcement is tagged with the reference number OS-031219-67146

The summary of the Proposals are as set out below.

I
Proposed Debt Settlement

The Proposed Debt Settlement will be implemented through an informal scheme of arrangement between MIB and/or certain subsidiaries of MIB with the Scheme Creditors. The Scheme Creditors represent the secured and unsecured creditors of MIB and its subsidiaries.

MIB had negotiated with the secured and unsecured creditors on the Proposed Debt Settlement and had received approval in-principle from more than ninety five percent (95%) of the said creditors in value.  

As at 31 March 2003, the Company has debt owing to the Scheme Creditors amounting to approximately RM48.05 million (inclusive of accrued interest up to 31 March 2003).  The Company has also provided for interest payments until the year ending 31 December 2003 amounting to approximately RM5.29 million. The debt interest from 1 January 2004 to 30 June 2004 will be waived. 

The Scheme Creditors with total debt owing of approximately RM53.35 million (inclusive of accrued interest up to 31 December 2003) were classified into two classes, namely secured and unsecured creditors, as set out below:

Classes of creditors

Debt as at

 31 March 03

Accrued interest

Total debt as at

31 December 03

 RM’000 

 RM’000 

 RM’000 

Secured creditors

16,561

2,279

18,840

Unsecured creditors

31,493

3,016

34,509

Grand total

48,054

5,295

53,349

II
Proposed Rights Issue Of ICULS

The Proposed Rights Issue of ICULS will entail:

(a) the issuance of RM16.0 million nominal value zero coupon 5-year ICULS together with 16.0 million free detachable Warrants attached on the basis of RM1.00 nominal value ICULS with one (1) free detachable Warrant attached for every two (2) existing MIB Shares held at 100% of its nominal value at the entitlement date; and

(b) the issuance of RM8.0 million nominal value ICULS to the subscribers of the ICULS to serve as an up-front coupon of 10% per annum for the RM16.0 million ICULS for a period of five (5) years on the basis of RM1.00 nominal value ICULS for every RM2.00 nominal value ICULS subscribed.

The holders of new MIB Shares to be issued pursuant to the Proposed Debt Settlement shall not be entitled to participate in the Proposed Rights Issue of ICULS.

The ICULS and Warrants will be provisionally allotted to the shareholders of MIB whose names appear in the Register of Members and/or Record of Depositors at the close of books of the Company on a date to be determined and announced later by the Directors of the Company. The conversion price of the ICULS is fixed at RM1.00, while the exercise price of the Warrants shall be determined later.

III
Proposed Joint Venture

The Proposed Joint-Venture between MIB and TCSB stipulates that MIB be engaged in the production and supply of Acacia Mangium pulp log from its Acacia Mangium concession located in Pitas, Sabah, while TCSB would be involved in the building of and operation of a woodchip mill and subsequently selling the final product on its own behalf. MIB shall exclusively supply the Acacia Mangium pulp logs to TCSB, which shall then manufacture it into wood chips. TCSB, in turn, shall only purchase all its Acacia Mangium pulp logs from MIB. 

The Proposed Joint-Venture shall be valid for a period of five (5) years from the date of the agreement, unless extended in writing by MIB.

IV
Proposed ESOS

The Proposed ESOS will be governed by a set of Bye-Laws and shall, inter-alia, stipulate the following indicative terms:- 

(i) Quantum

The maximum number of MIB Shares to be offered by the Company under the Proposed ESOS shall not exceed ten per cent (10%) of the issued and paid-up share capital of the Company (or such other higher percentage as may be permitted by the relevant authorities from time to time) at any time during the duration of the Proposed ESOS.

(ii) Basis of allocation

Not more than fifty per cent (50%) of the shares available under the Proposed ESOS would be allocated, in aggregate, to the eligible directors and senior management of the MIB Group. In addition, not more than ten per cent (10%) of the shares available under the Proposed ESOS will be allocated through persons connected to the eligible directors and the Company who, either singly or collectively through his/her associates, holds twenty per cent (20%) or more in the issued and paid –up share capital of the Company.

(iii) Eligibility of participation

Any employee (including executive directors) of the MIB Group shall be eligible to participate in the Proposed ESOS, if as at the date of offer, the employee:-

a. has attained the age of eighteen (18) years;

b. is a confirmed employee of a company that is within the MIB Group;

c. is employed full-time by and on the payroll of a company within the MIB Group; and

d. must be under such categories and of such criteria that the options committee may from time to time decide.

In the case of the executive director(s) of MIB, their specific entitlement under the Proposed ESOS shall be approved by the shareholders of the Company in a general meeting.

(iv) Option price

The price of the option shares to be offered to the eligible employees shall be at a discount of not more than ten per cent (10%) based on the 5-day weighted average market price of MIB Shares preceding the date of offer or at the par value of MIB Shares, whichever is the higher.

(v) Duration

The Proposed ESOS shall be in force for a period of five (5) years commencing from the date of the confirmation letter to be submitted by MIB’s adviser for the Proposed ESOS to the SC that the Company has satisfied all relevant conditions imposed therein.  

The Proposed ESOS may be extended or renewed, as the case may be, at the discretion of the Board of MIB and upon recommendation of the ESOS Committee, subject to an aggregate duration of not more than ten (10) years from the commencement date. In the event that the Proposed ESOS is extended or renewed in accordance with the terms in the Bye-Laws, the ESOS Committee shall furnish a written notification to the SC, eligible employees, and grantees and announcements/disclosures to shareholders of MIB and relevant authorities prior to the proposed extension or renewal of the Proposed ESOS.

(vi) Ranking of new MIB Shares

The new MIB Shares to be issued pursuant to the exercise of the options to be granted under the Proposed ESOS shall, upon allotment and issue, rank pari-passu in all respects with the then existing MIB Shares save and except that they will not be entitled to participate in any rights, allotments, dividends and/or any other distributions that may be declared, made or paid prior to the date of allotment of such new MIB Shares.

V
Proposed Capital Increase

The Proposed Capital Increase involves the proposed increase of the authorised share capital of MIB from RM50,000,000 comprising 50,000,000 ordinary shares of RM1.00 each to RM200,000,000 comprising 200,000,000 ordinary shares of RM1.00 each by the creation of an additional 100,000,000 ordinary shares of RM1.00 each.

The Proposed Capital Increase is to accommodate the Company’s proposed new issue of MIB Shares pursuant to the Proposed Debt Settlement, the conversion of the ICULS, the exercise of the Warrants and the conversion of the RCSLS (if applicable) and any future corporate exercises which may involve the issue of MIB Shares.

Subject to approval being obtained from the shareholders vide a special resolution, the Memorandum of Association and Articles of Association of MIB will be duly amended to reflect the increase in authorised share capital.

The Group is now finalizing the submission of the Proposals for approvals from the relevant authorities.

B Status of Utilisation of Proceeds Raised

This note is not applicable



	K9
	Group Borrowings

As at 1st Quarter ending 31.03.2004

RM

As at 31.12.2003

RM

Secured

Short term

- Bank overdraft

22,924,443

22,542,237

- Term loan

2,117,090

2,117,090

- Bankers acceptance

3,300,000

3,300,000

- Hire purchases

953,619

1,363,163

29,295,152

29,322,490

Secured

Long term

- Term Loan

22,000,000

22,000,000

- Hire purchases

1,438,394

1,006,031

23,438,394

23,006,031

52,733,546

52,328,521



	
	

	K10
	Off Balance Sheet Financial Instruments

There were no financial instruments with off-balance sheet risk as at 31 March 2004.



	K11
	Changes in Material Litigation
The following are pending material litigation as at the financial period ended 31 March 2004 and to the date of this announcement:

(i)
Claim by Standard Chartered Bank Malaysia Berhad (“SCB”):

Kota Kinabalu High Court SuitNo. K22-50-2001

Standard Chartered Bank Malaysia Berhad
(Plaintiff)

Kilang Papan Dasatu Sdn Bhd (“KPD”)

Loi Hien Khong

Wong Kin Nyuk

Serisar Sdn Bhd
(Defendant)

Claims for sums due and owing under bank facilities (in default)rendered of: 

1. RM8,907,178.24

2. Interest at the rate of 3.5%+BLR per annum from 1-3-2001 to the date of full payment

3. Costs on a full indemnity basis

KPD sue as Borrower and the 2nd, 3rd and 4th Defendants sued as guarantors.

Writ of Summons filed at Kota Kinabalu High Court suit no: K22-50 of 2001 dated 05.03.2001. Memorandum of Appearance filed and served on 30-3-01. The Defense was filed and served on 30.04.2001.

On 13.06.2001, the Plaintiff applied for summary judgment. The Plaintiff filed and served 3 Affidavits. Defendants filed and served 3 Affidavits. Written Submissions filed and served by both parties pursuant to Court’s directions. Judgment entered against KPD on 07.12.2001.

KPD has filed a Notice of Appeal on 13.12.2001. The Notice of Appeal was served on the solicitors for SCB on 15.12.2001. The hearing for the appeal has been fixed on 10.02.2004.

SCB is part of the Unsecured Lenders which has agreed to the Proposed Debt Settlement & Restructuring Scheme as announced by MIB on 22 December 2003. Kindly refer note K 8A above for more details.

(ii)
Claim by Southern Bank Berhad (“SBB”):

Kota Kinabalu High Court Suit No. K22-260-01

Southern Bank Berhad
(Plaintiff)

Kilang Papan Dasatu Sdn Bhd (“KPD”)





Loi Hien Khong

Wong Kin Nyuk

Loh Hien Hua

Serisar Industries Bhd
(Defendants)

Claim of facilities (in default) granted up to the principal sum of RM2,140,531.51

KPD is being sued as the Borrower whilst the 2nd, 3rd, 4th, and 5th Defendants are being sued as guarantors.

Memorandum of Appearance was filed on 27.09.2001 and Defense on 27.10.2001. Plaintiff’s Reply was filed and served on 08.11.2001. 

On 18.10.2001, the Solicitors for SBB filed for summary judgment. The Plaintiff have filed and served 7 Affidavits. The Defendants have filed and served 8 Affidavits.

Hearing for the summary judgment was fixed on 05.02.2002 which was adjourned to 03.04.2002, then 08.05.2002, then 21.05.2002, then 13.08.2002, then 02.10.2002 and 21.10.2002. Next hearing date is 22.07.2003.

         SBB has withdrawn the Plaintiff’s  Order No. 14 as well as  the writ of Summons on KPD vide their letter dated 25 July 2003. An announcement to the effect was made to the Bursa Malaysia on 27 August 2003.  KPD is currently in discussions to conclude the restructuring of the account with SBB. The matter will be kept in abeyance by SBB’s solicitors until further notice.



	K12
	Dividends
The Directors do not recommend any dividend for the financial period ended 31 March 2004.



	K13
	Earnings Per Share
a) Basic Earnings Per Share – The basic earnings per ordinary share has been calculated by dividing the Groups’ net loss for the financial year to date of RM2,268,371 (2003 : RM14,279,723) by the weighted average number of ordinary shares of the Company in issue during the current financial year to date of 32,000,000 shares (2003 : RM32,000,000).

b) Fully Diluted Earnings Per Share – This note is not applicable.



	
	

	ADDITIONAL EXPLANATORY NOTE



	A1
	Minimum Paid-Up Capital Requirement of RM40 Million
The Group notes that the minimum paid-up capital of all Second Board companies is RM40.0 million and has taken the necessary steps to comply with this requirement. Kindly refer note K8 A above for more details.



	A2


	Change of name

The name of the Company has been changed from “Serisar Industries Bhd” to “Mangium Industries Bhd”  with effect from 3rd July 2003 pursuant to the approval granted during the Company’s 7th AGM on 20 June 2003. “Mangium” is the name of a specie of acacia tree.  The name “Mangium Industries Bhd” would better reflect the core industry (timber) and operations in which the Company is involved in.




KLSE-Notes to the Accounts-Mar04
Page 1 of 11

_1082792234.xls
Sheet1

								Profit/(Loss) Before Taxation		Total Assets Employed

						Revenue

						RM		RM		RM

		(a)		Analysis by Industries

				- Timber manufacturing and

				marketing of timber and timber

				related products		3,768,878		(2,046,787)		68,820,658

				- Provision of printing services		2,088,844		(208,763)		6,120,474

				- Trading in alcoholic beverages		528,581		63,938		3,211,897

				- General trading		438,115		(96,052)		11,037

						6,824,418		(2,287,664)		78,164,066

		(b)		Analysis by Geographical Location

				- Malaysia		6,824,418		(2,287,664)		78,164,066






