Avenue Assets Berhad ("Avenue")

(Company No: 478-A)


Notes to the quarterly report on consolidated results for the financial period ended 31 July 2002.

1.
Accounting Policies


The accounts of the Group have been prepared using the same accounting policies and methods of computation as those used in the preparation of the financial statements for the year ended 31 January 2002. 

2. Exceptional Items

There were no exceptional items for the financial period ended 31 July 2002.

3.
Extraordinary Items


There were no extraordinary items for the financial period ended 31 July 2002.

4.
Taxation


Taxation of the Group is as follows: -    

.                       






Current  year       quarter

31/07/2002
Preceding year quarter

31/07/2001
Current year        to date

31/07/2002
Preceding year to date

31/07/2001


RM’000
RM’000
RM’000
RM’000







- Current year tax charge
940
238
1,288
886

- Transfer to/(from) deferred taxation  
(19)
5 
(17)
18








921
243
1,271
904







-Over provision in prior year
(93)
  -
(93)
-








828
243
1,178
904








The estimated tax payable reflects an effective tax rate which is higher than the statutory tax rate mainly due to due to losses of certain subsidiaries that are not available for set off against taxable profits of other subsidiaries and certain expenses which were not deductible for tax purposes.

5. Profit on sale of unquoted investment / properties

Profits on sale of investment property for the current quarter and the financial period ended 31 July 2002 amounted to approximately RM Nil and RM1.8 million respectively.

  
There was no sale of unquoted investment for the financial period ended 31 July 2002.

6.
Quoted Securities
(a)  The purchase and disposal of quoted securities for the current quarter and current year to date  are as follows: -


Current year quarter

Current year to date


31/07/2002

31/07/2002


RM'000

RM'000






Total purchase 
1,000

1,000






Total disposal 
-

-






(b) The total investments in quoted securities as at 31 July 2002 are as follows: -


<------------------Quoted in Malaysia-------------------->


Quoted shares in an associated company
Quoted unit trust 
Other investment 
Total


RM'000
RM'000
RM'000
RM'000







At cost
295,951
4,284
40,395
340,630







At carrying value/book value 
316,977
4,284
40,395
361,656







At market value
130,385
4,514
20,461
155,360







7.
Changes in the composition of the Group

a) The business merger between Avenue Securities Sdn Bhd ("AvS") (formerly known as Allied Avenue Assets Securities Sdn Bhd) and Kin Khoon & Co. Sdn Bhd ("KKC") was completed on 14 February 2002.

b) The acquisitions of 100% equity interest in Avenue Unit Trust Management Berhad ("AvUT") (formerly known as PhileoAllied Unit Trust Berhad), Avenue Asset Management Services Sdn Bhd ("AvAM")(formerly known as Phileo Asset Management Sdn Bhd) and Avenue Options & Futures Services Sdn Bhd ("AvOF")(formerly known as Phileo Allied Options and Financial Futures Sdn Bhd) were completed on 11 April 2002.  Accordingly, AvUT, AvAM and AvOF became wholly owned subsidiary companies of Avenue from the date thereon.

Except for the above, there are no other changes in the Group structure during the financial period ended 31 July 2002.

8. Status of Corporate Proposals 

a) The following significant corporate proposals have been announced but have not been completed as at the date of this announcement:

i)
The Employees’ Share Option Scheme ("ESOS")

On 30 June 2000 and 19 July 2001, Avenue announced its proposal to implement an ESOS for eligible employees and executive directors of Avenue Group. The above proposal has been approved by the shareholders and the relevant authorities and is pending implementation.

ii)
Settlement arrangement with term loan lenders of Mega Palm Sdn Bhd (In receivership) ("MPSB")

Pursuant to the Settlement Agreement and its supplemental agreement dated 31 December 2001, entered into by Avenue, Affin Merchant Bank Berhad ("Affin Merchant"), MPSB and Country Heights Holdings Berhad ("CHHB"), CHHB and Avenue have agreed to settle the debt owing by MPSB to several financial institutions of RM200.0 million via the issuance of 148.5 million of RM1.00 nominal value redeemable convertible secured loan stocks in CHHB (“CHHB RCSLS”), issuance of RM14.5 million of RM1.00 nominal value 5-year zero coupon irredeemable convertible unsecured loan stocks ("ICULS") in Avenue and the balance of RM37million in cash by CHHB and Avenue. Affin Merchant shall accept the abovesaid arrangement in settlement of the entire debt owing by MPSB and the related civil suit taken by Affin Merchant against the Avenue Group.  

The proposal is pending implementation.

iii)
Proposed debt equity swap 

On 23 August 2001, Avenue and certain of its subsidiaries and Panbuilt Sdn Bhd (collectively referred to as Subject Companies) entered into a conditional agreement with Aroma Teraju Sdn Bhd ("Aroma"), a 55% owned subsidiary of the Ministry of Finance Incorporated ("MOF"), which, inter-alia, include: -

· the remission of tax liabilities and tax penalties of the Subject Companies amounting to RM165,000,000; and

· the issuance of RM165,000,000 of RM1.00 nominal value 5-year zero coupon irredeemable convertible unsecured loan stocks ("ICULS') in Avenue at 100% of its nominal value to Aroma.

The proposed debt equity swap is pending implementation.

b) The status of the utilisation of the proceeds from Avenue's rights issue exercise which was completed on 26 August 2002 (the details are further explained in Para 17(a)) as at the date this announcement is as follows: - 



As proposed

Actual




RM'000

RM'000


Total proceeds to be raised 

313,388

313,388









Utilisation:-






(i)   Acquisition of AvS debts instruments

100,000

100,000


(ii)  Acquisition of Soon Theam Securities Sdn Bhd 

98,513

99,904
*

(iii) Acquisition of Kestrel Securities Sdn Bhd 

28,565

28,908
*

(iv) Estimated expenses for corporate exercises

8,790

6,788


(v) Working capital 

77,520

77,788


















313,388

313,388









* Based on net tangible assets as per completion audit carried out.

9. Debt and Equity Securities

The issued share capital of Avenue was increased from RM174,104,394 to RM252,104,394 by the issuance of 78,000,000 new ordinary shares of RM1 each, for the following exercises as noted in Note 7 above:- 

a) 55,000,000 new ordinary shares of RM1 each as part consideration for the business merger between AvS and KKC, and

b) 23,000,000 new ordinary shares of RM1 each as consideration of the acquisition of the entire equity interest in AvUT, AvAM and AvOF.


Other than the above, there were no other issuance and repayment of debt and equity securities, shares buy-back, share cancellation, shares held as treasury shares and resale of treasury shares for the financial period ended 31 July 2002.

10.
Group Borrowings


There were no bank borrowings as at 31 July 2002.

11.
Contingent Liabilities

Contingent liabilities of the Avenue Group as at 31 July 2002 are as follows: -

a) Undertaking given to financial institutions for credit facilities granted to an associated company amounting to RM22.47 million.

b) A wholly owned subsidiary of Avenue may be contingently liable to approximately USD7 million for a purchase commitment made in 1996. However, the actual claim cannot be determined at present.

c) A letter of indemnity given to Securities Clearing Automated Network Sdn Bhd for a maximum amount of RM1 million in respect of the facilities used by the stockbroking subsidiary.

d) A standby letter of credit amounting to RM1million given by a subsidiary company to Malaysian Derivatives Clearing House ("MDCH") in accordance with MDCH's requirements to secure present and future amount owing to MDCH in respect of capital and margin requirements.

12.
Off Balance Sheet Financial Instruments

There was no financial instrument with off balance sheet risk for the financial period ended 31 July 2002.

13.
Material Litigation


There was no material pending litigation for the financial year period ended 31 July 2002 other than as follows: -

(i) In 1999, Avenue was served with a writ of claim by Affin Merchant for an amount of RM232.3 million as a result of default in the payment of credit facilities granted to MPSB.  On 14 November 2000, a Settlement Agreement was entered into between Avenue, Affin Merchant, MPSB and CHHB as amended by a supplemental agreement dated 31 December 2001, pursuant to which, CHHB and Avenue have agreed to settle the debt owing by MPSB to several financial institutions of up to RM200.0 million via the issuance of 148.5 million of CHHB RCSLS, the issuance of RM14.5 million of Avenue's ICULS and the sharing of the balance of RM37 million in cash, and Affin Merchant shall accept the above said arrangement in settlement of the entire debt owing by MPSB and the related civil suit taken by Affin Merchant against the Avenue Group as noted in Para 8 (ii) above.

(ii)
On 4 December 1995, AvS was served with a writ of claim by Lim Choon Tiew who alleged that he had suffered losses due to the company’s indiscriminate disposal of his pledged shares in his margin and trading accounts for an amount approximately RM1,200,000.  The trial is currently in progress.  The amount has been provided for in the books of AvS.

(iii)
Claims have been made by AvS, in the ordinary course of its stockbroking business, against various parties for the recovery of amounts owing by its clients in respect of purchases and contra losses incurred in an aggregate amount of approximately RM249 million. These losses were incurred before AvS became a subsidiary of Avenue.

14. Segmental Reporting


Financial services
Investment holding
Property 
Consolidated


RM'000
RM'000
RM'000
RM'000

Revenue
12,225
325
1,171
13,721







Segment results
(398)
(724)
2,306
1,184

Unallocated expenses 



-

Operating profit



1,184

Interest expense



(322)

Interest income 



898

Share of results of associated companies
-
-
-
-

Income taxes



(1,178)

Net Profit



582







Segment assets
213,671
63,356
15,937
292,964

Investment in equity method associated companies
-
316,977
-
316,977

Unallocated corporate assets
-
-
-
13,457





623,398







Segment liabilities
86,290
36,032
9,340
131,662

Unallocated corporate liabilities
-
-
-
161,428





293,090







Capital expenditure
57,327
267
-
57,594







Depreciation and amortisation 
2,823
158
137
3,118







15. Material Changes in the Quarterly Results compared to the Results of the preceding Quarter

            
Current Quarter

31 July 2002

RM’000
Preceding Quarter

30 April 2002

RM’000
Variance

RM’000

Profit/(loss) before tax
500
1,260
(760)






The reduction in the Group's results from RM1.26 million in the preceding quarter to RM0.5 million in the current quarter is mainly due to a RM1.8 million gain from disposal of an investment property taken up in the preceding quarter. The effect was however reduced by the consolidation of the results of 3 new subsidiaries (i.e. AvUT, AvAM and AvOF) for the whole quarter as compared to one month in the preceding quarter. 

16.
Review of Performance of the Company and its Principal Subsidiaries

The Group recorded a turnover and profit before taxation of RM13.72million and RM1.76million respectively for the financial period ended 31 July 2002. The revenue for the current financial period is derived mainly from the subsidiaries involved in financial services as noted in Note 14 above while contributions to profits were mainly as the results from disposal of remaining investment properties.

17. Material subsequent events

The material subsequent events which have arisen since 31 July 2002 are as follows:- 

a)  The renounceable rights issue of 313,387,909 new ordinary shares of RM1.00 each and 174,104,394 warrants 2002/2007 for free on the basis of 9 rights shares and 5 warrants was completed on 26 August 2002.

b) The acquisition of 100% equity interest in Soon Theam Securities Sdn Bhd ("STS") and Kestrel Securities Sdn Bhd ("KSSB") by AvS which were completed on 27 August 2002 and 30 August 2002 respectively. The stockbroking businesses of STS and KSSB were subsequently converted to the Penang and Muar branches of AvS on 2 September 2002 and 16 September 2002 respectively.

c) The acquisition of certain debt instruments in AAA from a special vehicle formed in relation to a put and call option agreement pursuant to the debt restructuring exercise of AvS was completed on 26 August 2002.

d) The share capital of Avenue has increased from RM252,104,394 to RM652,217,732 as a result from the completion of the following exercises:- 

(i) the issue of 313,387,909 new ordinary shares pursuant to the renounceable rights issue; and 

(ii) the issue 86,725,429 new ordinary shares pursuant to the acquisition of KSSB. 

e)
The disposal of the entire equity interest in MPSB by Avenue and Lucky Matrix Sdn Bhd, a wholly owned subsidiary of Avenue, to Country Heights Properties Sdn Bhd, a wholly owned subsidiary of CHHB, for a cash consideration of RM1.00 pursuant to a conditional sale and purchase agreement dated 14 November 2000 was completed on 23 September 2002.

Except as disclosed above, there were no other material subsequent events which have arisen between 31 July 2002 and the date of this announcement.

18. Seasonal or Cyclical Factors

The Group’s activities are not affected by seasonal or cyclical factors.

19.
Prospects for the current financial year

With the weak sentiment in the capital market, the Board of Directors expects a slight improvement to the Avenue Group's result for the remaining quarter. 

20.
Variance of Actual Profit from Forecast Profit or Profit Guarantee

   
Not applicable.

21. 
Dividend

The Directors do not recommend the payment any dividend in respect of the financial period ended 31 July 2002. 
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