KEMAYAN CORPORATION BERHAD:

APPENDIX I

The following is the summary of the investigative audit findings as extracted from the IA report dated 15 June 2005 by Messrs. Monteiro & Heng , on the various factors that contributed to the past losses of KCB Group for the financial years ended 31 May 1997 to 2002.

1.
Summary of results and losses 

The KCB Group experienced financial losses commencing from financial year ended (“FY”) 31 May 1997, with accumulated losses as at 31 May 2002 of RM1,614,242,000 and a deficit in shareholders’ fund of RM1,100,756,000.

A summary of the financial performance of KCB and KCB Group for FY 31 May 1997 to 31 May 2002:-

	FY
	KCB Group
	KCB

	
	Profit/(Loss) for the year
	Accumulated Profit/(Loss)
	Profit/(Loss) for the year
	Accumulated Profit/(Loss)

	
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000

	31 May 1997
	40,373
	57,423
	39,830
	(9,841)

	31 May 1998
	(396,986)
	(343,563)
	(199,263)
	(209,104)

	31 May 1999
	(757,331)
	(1,103,103)
	(652,667)
	(861,771)

	31 May 2000
	(31,509)
	(1,134,612)
	(10,764)
	(872,535)

	31 May 2001
	(221,606)
	(1,358,476)
	(287,470)
	(1,159,544)

	31 May 2002
	(255,766)
	(1,614,242)
	(95,974)
	(1,255,518)


2.
Summary of the natures of losses incurred 

2.1 KCB Level

As at 31 May 2002, KCB recorded accumulated losses of RM1,255,518,000. Based on the audited accounts, the major losses incurred may be identified to have risen due to the following:-

	Nature of pre-tax losses
	Financial Year End 

	
	1997
	1998
	1999
	2000
	2001
	2002
	TOTAL

	
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000

	Loss on aborted disposal of subsidiary company
	-
	35,560
	-
	-
	-
	-
	35,560

	Loss on disposal of investment in quoted shares
	-
	104,609
	-
	-
	-
	-
	104,609

	Provision of doubtful debts for:-

· non trade receivables

· subsidiary company

· associate company
	-

4,500

-
	6,303

47,602

-
	32,064

252,186

3,171
	224

-

-
	396

157,763

80
	-

-

-
	38,987

461,511

3,251


	Nature of pre-tax losses
	Financial Year End (“FY”)

	
	FY 1997
	FY 1998
	FY 1999
	FY 2000
	FY 2001
	FY 2002
	TOTAL

	
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000

	Provision for diminution in value for:-

· subsidiary companies

· associate companies

· quoted share investment

· investment properties
	-

-

-

-
	59,067

-

11,387

-
	20,329

19,974

(1,634)

15,228
	99

-

1,065

-
	56,179

5,596

1,273

-
	3,225

-

659

2,486
	138,899

25,570

12,750

17,714

	Provision for contingent liabilities arising from profit guarantee
	-
	-
	46,998
	-
	-
	-
	46,998

	Provision for contingent liabilities arising from corporate guarantees to third parties
	-
	-
	57,013
	-
	-
	47,492
	104,505

	Provision for settlement of a put option liability
	-
	-
	175,213
	-
	-
	-
	175,213

	Total major losses
	4,500
	263,988
	620,542
	1,388
	221,287
	53,862
	1,165,567

	Net profit/(Loss) for the financial year *
	39,830
	(199,263)
	(650,050)
	(10,568)
	(287,470)
	(95,974)
	(1,203,495)

	Goodwill on consolidation written off
	-
	41,498
	-
	-
	-
	-
	41,498

	Consolidated profit/(Loss) for the year
	40,373
	(396,896)
	(757,331)
	(31,509)
	(221,606)
	(255,766)
	(1,622,735)


* after incorporating operating income such as interest income, tax exempt dividend income from subsidiaries and profit on sale of land and gain on disposal of subsidiary and exceptional items.

2.2 Subsidiaries Level

The IA covered a total of 41 subsidiaries comprising 17 major and 24 medium size subsidiaries, which have contributed substantially to the total losses incurred by the KCB Group.

The summary of the profit / (losses) incurred by the 17 major and 24 medium size subsidiaries for the period of FY 1997 to FY 2002 is detailed as follows:-

	Major subsidiaries
	FY 1997
	FY 1998
	FY 1999
	FY 2000
	FY 2001
	FY 2002
	TOTAL

	
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000

	Kemayan Bina Sdn Bhd
	5,515
	(17,913)
	(162,422)
	(5,370)
	(27,474)
	(25,385)
	(233,049)

	Kemayan Resources Sdn Bhd
	13,375
	(41,126)
	(40,085)
	(4,179)
	(67,453)
	(31,405)
	(170,873)

	Kemayan Bintan Pte Limited
	(341)
	(67,929)
	(10,394)
	(8,273)
	(7,713)
	(3,865)
	(98,515)

	Kemtrad Holdings Sdn Bhd
	267
	(54,898)
	(15,179)
	3,158
	(6,853)
	(4,812)
	(78,317)


	Major subsidiaries
	FY 1997
	FY 1998
	FY 1999
	FY 2000
	FY 2001
	FY 2002
	TOTAL

	
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000
	RM ‘000

	Kemayan Riverview Sdn Bhd
	17,754
	(4,692)
	(14,128)
	316
	(35,235)
	(38,176)
	(74,161)

	Coral Land Corp.oration Sdn Bhd
	5,454
	(2,139)
	(39,519)
	1,238
	(7,271)
	(9,654)
	(51,891)

	Kemayan Land Sdn Bhd
	38
	(5,921)
	(52,612)
	(7,116)
	7,097
	7,609
	(50,905)

	Kemayan Resort Villa Sdn Bhd
	2,485
	(8,827)
	(40,551)
	895
	2,448
	1,265
	(42,285)

	Kemayan Real Estate Inc
	(903)
	(38,280)
	113
	56
	60
	26
	(38,928)

	Kemayan Synergy Sdn Bhd
	70
	(34,637)
	1,072
	(1)
	(4)
	(1,468)
	(34,968)

	Air Mandalay Holdings Pte Ltd
	(1,489)
	(16,443)
	(3,614)
	(14,429)
	(5,266)
	8,973
	(32,268)

	Puncak Gigih Sdn Bhd
	2,806
	16
	94
	(28)
	(31,154)
	(5)
	(28,271)

	BCM Development Sdn Bhd
	806
	(2,566)
	(1,486)
	340
	240
	(25,381)
	(28,047)

	Visionlead Sdn Bhd
	20
	(1,599)
	(3,120)
	(2,161)
	(17,853)
	(2,443)
	(27,156)

	Kemayan Bintan Sdn Bhd
	-
	(18,420)
	(9,103)
	(114)
	(2)
	(11)
	(27,650)

	United Group Equities Inc
	-
	(1,820)
	(17,140)
	(149)
	(3,384)
	(3)
	(22,496)

	Binabaik Sdn Bhd
	3,511
	(1,578)
	(977)
	1,017
	1,181
	(19,142)
	(15,988)

	Total profit/(losses) incurred by 17 major subsidiaries
	49,368
	(318,772)
	(409,051)
	(34,800)
	(198,636)
	(143,877)
	(1,055,768)

	Total profit/(losses) incurred by 24 medium size subsidiaries
	11,492
	(69,356)
	(73,817)
	(28,049)
	(41,550)
	(14,428)
	(215,708)

	TOTAL PROFT/(LOSSES)
	60,860
	(388,128)
	(482,868)
	(62,849)
	(240,186)
	(158,305)
	(1,271,476)


3.
MAJOR CONTRIBUTORS TO THE LOSSES

3.1 Contingent liabilities arising from a put option claim

KCB entered into a put option agreement with Kuala Lumpur City Securities Sdn Bhd (“KLCS”) on 4 February 1997, whereby KCB granted an irrevocable put option to purchase from KLCS, 47.1 million of Parit Perak Holdings Berhad (“PPHB”) shares at RM4.22 per share from RM198.7 million. The put option was further secured by way of a personal guarantee and indemnity by KCB’s Chief Executive Officer, Dato’ Rickie Tang Yong Kiat and a call option agreement from Merit Capital Sdn Bhd. The above put option was provided as security by KCB to KLCS as a back to back arrangement as KLCS granted a put option over the same shares to Sime Bank Berhad (“SBB”) as security for term loan facility of RM184 million granted to Primal Vision Sdn Bhd (“PVSB”).

In FY 1998, PVSB defaulted in the repayment of the long term loan and SBB exercised the put option against KLCS and in turn KLCS has, via a statement of claim dated 24 July 1998, exercised its right under the put option provided by KLCS and claimed an amount of RM198.7 million against KCB. 

Possible non-compliance

Subject to proof of dishonesty and lack of care and skill, there may be a possible infringement of Section 132 of the Companies Act, 1965 (“Act”) or breach of director’s duty of care and skill arising from the contingent liability of RM175 million of KLCS under the put option arrangement.

No announcement or shareholders’ approval could be located with respect to the execution of the put option agreement and there may well be non-compliance of certain Bursa Malaysia Securities Berhad Listing Requirements.

3.2 Contingent liabilities arising from a profit guarantee

The shareholders of Kemayan Construction Sdn Bhd (“KCSB”), being KCB and Far East Capital Sdn Bhd (“FEC”), disposed of their shareholdings to Jutajaya Holdings Berhad (“Jutajaya”) on 23 January 1997 for 72 million, to be satisfied by way of issuance of 6,857,143 new Jutajaya’s shares. Further, pursuant to an agreement dated 23 January 1997, KCB, FEC and Jutajaya had on 13 October 1997 entered into a Profit Sharing Agreement whereby KCB and FEC irrevocably guaranteed to Jutajaya that KCSB shall achieve an aggregate profit before tax of RM49.22 million for the three (3) financial years ended 31 May 2000.

In FY 1998, KCSB recorded a loss of RM6.4 million due to the economic downturn and tight liquidity and the profit guarantee of FY 1998 of RM15.8 million was not met. On 17 November 1998, KCB entered into an agreement with Jutajaya for the settlement of the total profit guarantee sum of RM49.22 million to Jutajaya by way of issuance of KCB’s shares and/or other financial instrument which would result in a reduction of the net tangible asset and earnings per share by RM0.135.

Possible non-compliance

Subject to proof of dishonesty and lack of care and skill, there may be a possible infringement of Section 132 of the Act or breach of director’s duty of care and skill arising from the contingent liability of RM49.22 million relating to the reason and/or the events leading to the settlement of the profit guarantee sum to Jutajaya.

No announcement or shareholders’ approval could be located with respect to the execution of the Sale & Purchase Agreements and Profit Sharing Agreement and there may well be non-compliance of certain Bursa Malaysia Securities Berhad Listing Requirements.

3.3 Contingent liabilities arising from corporate guarantees extended to third parties

KCB extended corporate guarantees to various parties during the period of FY 1994 to FY 1997 which resulted in the provision of contingent liabilities totaling RM104.50 million in KCB’s books in both FY 1999 and FY 2000. KCB extended corporate guarantees to various financial institutions/leasing companies during FY 1994 to FY 1997 in relation to credit facilities granted to Kemayan Construction Sdn Bhd (“KCSB”), a 60% own subsidiary of KCB. KCSB was disposed off to Jutajaya on 23 January 1997.

In FY 1999, an amount of RM30.50 million contingent liabilities arising from the above corporate guarantees were provided in KCB’s books relating to the above. 

In FY 1994, KCB extended a corporate guarantee in favour of Malaysian Building Society Berhad (“MBSB”) for the loan facilities of RM34 million granted to Badai Indah Sdn Bhd for the purpose of developing a hotel resort project known as Paka Waterfront Resort via a Profit Sharing Agreement dated 17 January 1994 executed between KCB, Syarikat Perantau Enterprise Sdn Bhd (“SPESB”) and Badai Indah Sdn Bhd (“BISB”). The loan facilities were also secured by way of a legal charge over the said land. Subsequently on 20 June 1994, Kemayan Resort Villa Sdn Bhd (“KRVSB”), a subsidiary of KCB, purchased the development units of Phase I of the project from SPESB for RM41.65 million. In FY 2001, BISB defaulted in the repayment of the amounts owing to MBSB and MBSB has demanded the repayment of the loan facilities against BISB and/or KRVSB. In FY 2002, an amount of RM30.5 million contingent liabilities arising from the above corporate guarantees was provided in KCB’s books relating to the above.

Possible non-compliance

Subject to proof of dishonesty and lack of care and skill, there may be a possible infringement of Section 132 of the Act or breach of director’s duty of care and skill arising from the contingent liability of RM104.50 million, the provision of the corporate guarantee, the usage of the said funds and events leading to the default by the respective third party borrower company.

3.4 Write-off/Provision for diminution in value of development expenditure and provision for doubtful debts arising from the development projects

The above nature of loss is the major contributor to the losses incurred by KCB’s major operating subsidiaries during FY 1997 to FY 2002. The development expenditure relate mainly to the joint-venture of property development projects entered between the subsidiaries and other third parties in the State of Johor, Seremban in Negeri Sembilan and Selangor district. The development expenditures comprised amongst others, the payment of guaranteed profits, finance costs and the construction costs incurred for the projects.

The write off/provision is a result of the termination/cessation/ abandonment of the development projects due to amongst others, the cashflow constraints faced by KCB and/or its subsidiaries and the adverse effects of the restraining order obtained by KCB in FY 1999 against the joint-venture agreements. Further, the amount owing from the joint-venture partners, which comprised of advances and/or payments made on behalf of the third parties were subsequently provided for in the subsidiaries’ books.

It would appear that the development project was funded by KCB and/or loan facilities granted by financial institutions and secured by way of legal charge(s) over the project land and corporate guarantees provided by KCB.

Details of development projects undertaken by KCB’s major operating subsidiaries and the quantum of losses arising thereon are as follows:-

	Company
	Project
	Joint-Venture Partners
	Amount 

(RM million)

	Kemayan Bina Sdn Bhd
	Recreational cum residential apartments, Marine Resort Center, Hotel & Commercial, shopping complex, office towers and business class hotel suites in Seremban
	VM Development Sdn Bhd, DK Development Sdn Bhd & Kejora Duta Sdn Bhd
	131.00 

	Kemayan Resources Sdn Bhd
	Rasah Kemayan Golf and Country Township in Seremban
	Mazly Development Sdn Bhd
	31.50

	Kemayan Riverview Sdn Bhd
	Taman Tampoi Utama, Johor
	YPJ Holdings Sdn Bhd
	31.50

	Coral Land Corporation Sdn Bhd
	Taman Subang Permai, Selangor
	Selangor State Government
	29.80

	Kemayan Land Sdn Bhd
	Commercial Complex and Technical College in Mukim Plentong District, Johor 
	Popular Synergy Sdn Bhd, Popular Time Sdn Bhd, Madihill Development Sdn Bhd and Metrosharp Sdn Bhd 
	44.90

	Kemayan Resort Villa Sdn Bhd
	Paka Waterfront Resort, Dungun, Terengganu
	Syarikat Perantau Enterprise Sdn Bhd
	11.40

	BCM Development Sdn Bhd
	Taman Mewah Jaya housing development in Mukim of Plentong, Johor
	The Tutular Roman Catholic Bishop of Johor
	25.30

	Visionlead Sdn Bhd
	Golf and country home resort in Mukit Setul, Seremban, Negeri Sembilan
	Mechgreen Development Sdn Bhd
	15.60

	TOTAL
	321.00


Possible non-compliance

Subject to proof of dishonesty and lack of care and skill, there may be a possible infringement of Section 132 of the Act or breach of director’s duty of care and skill with respect to maintenance of the companies’ records in relation to the above development projects.

4.
CONCLUSION

In the absence of complete documentary evidence, third party confirmation, proof of directors’ dishonesty and lack of care and skill relating to the investigation findings discussed above, Messrs. Monteiro & Heng is unable to determine the extent of the breaches and whether the directors involved are actually in breach of Section 132 of the Act.

Messrs. Monteiro & Heng noted that the information, books and records made available to them do not appear to be complete and accordingly there appears to be non-compliance of Section 167(1) of the Act by the KCB group and its directors with respect to maintenance of the companies’ records to enable them to be conveniently and properly audited.

Furthermore, in the absence of complete documentary evidence and confirmation from third parties relating to the findings discussed in the IA report, Messrs. Monteiro & Heng is unable to determine possible breaches in relation to the lack of the relevant Bursa Malaysia Securities Berhad announcements and approvals required to be given by the respective board of directors and shareholders of KCB to the transactions identified in the IA report.
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