HARRISONS HOLDINGS (MALAYSIA) BERHAD (194675-H)

NOTES TO THE UNAUDITED QUARTERLY REPORT ON CONDENSED 

CONSOLIDATED FINANCIAL STATEMENTS FOR THE 4TH FINANCIAL QUARTER ENDED 31 DECEMBER 2013

A. SELECTED EXPLANATORY NOTES PURSUANT TO PARAGRAPH 16, FRS 134 INTERIM FINANCIAL REPORTING: 
A1.
1.  Basis of Preparation
The interim financial statements are unaudited and have been prepared in accordance with the requirements of FRS 134: Interim Financial Reporting, and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad. 
The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2012. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the year ended 31 December 2012.

The interim financial report has been prepared using the same accounting policies as the most recent annual financial statements and in accordance with FRS134 “Interim Financial Reporting”, and Appendix 9B (Part A) paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with the recent annual audited financial statements for the year ended 31 December 2012.

2.  Standards, amendments to published standards and interpretations that are effective

The new standards, amendments to published standards and interpretations to existing standards applicable to the Group that will be effective but have not been early adopted by the Group, are as follows:
(i) Standards effective from 1 January 2014

	Amendment to MFRS 132
	Presentation – Offsetting Financial Assets & Financial Liabilities


(ii) Standards effective from 1 January 2015

	MFRS 9
	Financial instruments (2009)

	MFRS 9
	Financial instruments (2010)

	Amendment to MFRS 7
	Disclosure – Mandatory Date of MFRS 9 and transition Disclosures



The adoptions of these standards are not expected to have a material impact on the financial position and results of the Group.
A2.
Disclosure of Audit Qualification
The financial statements for the year ended 31 December 2012 was not subject to any qualification.

A3.
Seasonality or Cyclicality of Operations
The businesses of the Group are mainly in fast moving consumer goods. Revenue and contributions tend to be influenced by festival seasons.

A4.
Items affecting Assets, Liabilities, Equity, Net Income or Cash Flows
There were no items affecting assets, liabilities, equity, net income or cash flows that are unusual because of their nature, size or incidence.

A5.
Change in Estimates
The group review the assets’ residual values and useful lives at each balance sheet date. No review on change in estimate is required during the quarter ended 31 December 2013.

A6.
Issuance, Cancellations, Repurchases, Resale and Repayments of Debt and Equity Securities
During the current 4th quarter, the Company did not purchase any its own shares from the open market. The cumulative number of shares repurchased year to-date was 13,000 at a total consideration of RM17,936. The average price paid for the shares repurchased was at approximately RM1.38 per share. The repurchased transactions were financed by internally generated funds. The shares repurchased are being held as treasury shares as allowed under Section 67A of Companies Act 1965. The Company has the right to resell these shares at a later date. None of the treasury shares repurchased have been sold as at 31 December 2013.

At the balance sheet date, the number of outstanding shares in issue after offsetting treasury shares against equity is 68,476,200.

A7.
Dividends paid

There were no dividends paid during the current quarter under review.

A8.
Segment Revenue and Segment Result by Business Segments

	Business Segments
	Turnover
	
	Turnover
	
	PBT
	
	PBT

	
	(RM’000)
	
	(RM’000)
	
	(RM’000)
	
	(RM’000)

	
	2013
	
	2012
	
	2013
	
	2012

	Trading and Distribution
	1,399,076
	
	1,364,952
	
	40,217
	
	44,632

	Others
	1,103
	
	938
	
	(3,060)
	
	(3,347)

	
	1,400,179
	
	1,365,890
	
	37,157
	
	41,285

	Less: Eliminations
	-
	
	-
	
	-
	
	-

	
	1,400,179
	
	1,365,890
	
	37,157
	
	41,285

	Interest income

Finance costs
	
	
	
	
	915
(2,503)
	
	917
(2,197)

	Profit from ordinary activities
	
	
	
	
	35,569
	
	40,005


A9.
Material Subsequent Events

There was no material event subsequent to the financial quarter under review.

A10.
Effect of Changes in the Composition of the Group
There were no changes in the composition of the Group during the interim period including business combinations, acquisition or disposal of subsidiaries and long term investments, restructuring and discontinuing operations.

A11.
Changes in Contingent Liabilities or Contingent Assets

a. Contingent Liabilities

	Description
	Group

(RM’000)
	Company

(RM’000)

	Unsecured Corporate Guarantees given to: -

(A) Financial institutions for credit facilities granted to  subsidiary company

(B) Third Parties for trade guarantees extended to subsidiary companies
Unsecured Bank Guarantee Given to Third Parties for Trade Guarantees Extended to Subsidiary Companies

Unsecured Bank Guarantee Given to Third Parties in the ordinary course of business.
	106,200
56,780
430
473
	106,200
56,780
-

-



	Total
	163,883
	162,980


b. Harrisons Trading (Sabah) Sdn Bhd (‘HTSh’), a wholly owned subsidiary of the Company received a letter of demand dated 15 February 2012 from Kastam DiRaja Malaysia demanding payment of the sum of RM91,750,418.99 (‘Letter of Demand’) for purported unpaid:
(i) Import Duty amounting to RM31,452,344.00;

(ii) Excise Duty amounting to RM54,805,709.42;

(iii) Sales Tax amounting to RM5,492,365.57.

Subsequently, by letter dated 19 September 2012, Kastam alleged that HTSh is liable to pay the aforesaid amounts as HTSh had purportedly breached provisions of the Customs Act 1967 and advised HTSh to settle the amount demanded within 14 days from 19 September 2012 failing which Kastam will propose that civil and criminal action be taken against HTSh. HTSh has not paid for the amounts demanded of RM91,750,418.99 and to date, no civil or criminal action has been initiated. 

HTSh has been in discussions with Kastam and has provided all necessary documentation to support their view. In the interim, the Directors have obtained legal advice on the matter, and based on the advice received, HTSh continues to engage Kastam on the claim notwithstanding the directors are of the view that HTSh is not legally liable for the claim.
A12.
Valuations of property, plant and equipment
There were no updates in valuations of properties, since the previous annual financial statements.

A13.
Capital Commitments
As at 31 December 2013, the Group has budgeted capital expenditure totalling RM3,376,629.
B.
SELECTED EXPLANATORY NOTES PURSUANT TO PARAGRAPH 9.22 OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

B1.
Profit for the period

Profit for the period is arrived at after charging / (crediting):

	
	Individual Quarter 
	Cumulative Quarter

	
	31.12.2013
(RM’000)
	31.12.2012
(RM’000)
	31.12.2013
 (RM’000)
	31.12.2012
 (RM’000)

	Other income comprise of :-

· Interest Income
· Other Income
Total
Interest expenses

Depreciation and amortization

(Reversal)/Allowance of impairment for
    trade receivables
Write back for slow moving inventories
Inventory written off
Foreign exchange loss/(gain) 
Gain on disposal of quoted investments

	(281)
(8,182)
(8,463)

672
1,425
(338)
(343)
9,080
5
(169)

	(287)

(6,153)

(6,440)

580
1,238
(287)
(737)
5,319
34
-
	(915)
(9,668)
(10,583)

2,503
3,776
1,964
(273)
11,783
(69)
(382)
	(917)

(7,407)

(8,324)

2,197
3,511
2,053
(665)
6,136
(4)
(1)



B2.
Review of Performance

	
	Individual Quarter 
	Cumulative Quarter

	
	31.12.2013

(RM’000)
	31.12.2012

(RM’000)
	31.12.2013

 (RM’000)
	31.12.2012

 (RM’000)

	Turnover

Profit before tax
	337,253
8,586
	327,861
9,395
	1,400,179
35,569
	1,365,890
40,005


Turnover for the current quarter was 2.86% higher compared to the previous corresponding quarter due to increase in sales of fast moving consumer goods arising from existing agencies, the F&N Diaries agency and building materials.
The profit before tax for the current quarter was 8.61% lower compared to the previous corresponding quarter. Margins decreased from 10.12% for the previous corresponding quarter to 9.46% for the current quarter. Principal’s implementations of stricter terms on incentives and wholesales discounts continue to exert pressure on our margins for the current quarter.  Selling and distribution cost increased by 7.43% during the current quarter compared to the previous corresponding quarter as certain principal changed its policy to absorb stock returns from the market.
B3.
Material Change in Profit Before Tax 

	
	  Individual Quarter
	

	
	31.12.2013

 (RM’000)
	30.09.2013

 (RM’000)
	

	Turnover

Profit before tax
	337,253
8,586
	355,293

8,503
	


Turnover for the current quarter decreased by 5.08% compared to the immediate preceding quarter mainly due to additional sales from the Hari Raya and Deepavali festivals during the third quarter.
The profit before tax for the current quarter increased 0.97% compared to the immediate preceding quarter due to higher operational costs for the immediate preceding quarter. Allowance of impairment for trade receivables was RM945,000 for the immediate preceding quarter while there was a reversal of impairment for trade receivables of RM338,000 for the current quarter.
B4.
Prospects for Current Year
The Malaysia economy is expected to grow by 5% in 2014. Our business is anticipated to grow in tandem with the economy for 2014. The Group which is well supported by its strong marketing and comprehensive distribution network across the country continues to maintain a positive outlook in its business. However, inflationary effects on our operation costs and pressure from principals on our margins are expected in 2014.
B5.
Profit Forecast / Profit Guarantee
The Company did not prepare a profit forecast for this financial period and therefore comments on variances with forecast profit are not applicable.

B6.
Tax Charge

The tax charge comprise: -

	
	2013
Individual

4th Quarter

(RM’000)
	2012
Individual

4th Quarter (RM’000)
	2013
Financial 

Year-to-date (RM’000)
	2012
Financial 

Year-to-date

(RM’000)

	Income tax 

- Company and Subsidiary Companies

- Over provision in prior year

Deferred Taxation
	2,889
0
405
  3,294
	2,513
(631)
411
  2,293
	10,991
(325)
385
11,051  
	11,864
(631)
410
  11,643


The Group’s effective tax rate for the current quarter and financial year-to-date is slightly higher than the statutory tax rate due to certain expenses which are non-allowable for tax purposes and losses of subsidiary companies that are not available for set-off against taxable profits of other subsidiaries.  
B7.
Group Borrowings and Debt Securities
The Group borrowings as at 31 December 2013 are shown below:

	Short Term 
	RM’000

	Unsecured Short Term Borrowings

Secured Short Term Borrowings

Secured Finance Lease Liabilities


	83,458
 17,360
12
100,830

	
	


There are no borrowings denominated in foreign currencies.
B8.
Derivative Financial Instruments
Details of the outstanding derivative financial instrument as at 31 December 2013 are as follows:

	Type of Derivatives


	Contract/ Notional Value (RM’000)
	Fair Value (RM’000)
	Fair Value changes

(RM’000)
	

	Forward Foreign Exchange Contract in Singapore Dollar

- Maturing less than a year

	496
	496
	-
	


Forward foreign exchange contract is used as a hedging tool to minimize the group’s exposure to changes in fair value of its purchases conducted in the ordinary course of business, as a result of fluctuation in the exchange rates.

The fair value of forward exchange contract is determined by using the market rates at the end of reporting period and changes in the fair value is recognized in the profit or loss. The subsequent 
cumulative change in the fair value of the commitment attributable to the hedged risk is recognized as an asset or a liability with the corresponding gain or loss recognized in the profit or loss.

The above derivative financial instrument is not subjected to any credit risk, market risk and liquidity risk as the Group had sufficient internal funds for its settlement of such amount when it falls due.

B9.
Dividend Payable


No dividends were declared during the current quarter under review. 
B10.
Realised and Unrealised Profit Disclosure
	
	
	
	

	
	As at

31.12.2013
(RM’000)
	
	As at

31.12.2012
(RM’000)
	

	Total retained profits of the Group:

- Realised

- Unrealised
	245,481
7,783
	
	230,038
7,020
	

	
	253,264
	
	237,058
	

	Total share of accumulated losses from

associated company

- Realised

- Unrealised

Less consolidation adjustments
	(58)

0

(21,026)
	
	(25)

0

(19,100)
	

	Total retained profits as per consolidated accounts
	232,180
	
	217,933
	


B12.
Basis of Calculation of Earnings Per Share (EPS)

The basic EPS for the quarter and financial year was calculated based on the Group’s net profit for the respective period divided by weighted average number of ordinary shares in issue during the financial period.

For the diluted earnings per share calculation, the weighted average number of ordinary shares in issue is adjusted to assume conversion of all dilutive potential ordinary shares. There is no dilutive potential ordinary share issued during the financial period. The computation of diluted earnings per share is same with the basic EPS.
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	INDIVIDUAL QUARTER
	
	CUMULATIVE QUARTER

	
	
	
	
	QUARTER
	
	QUARTER
	
	PERIOD
	
	PERIOD 

	
	
	
	
	ENDED
	
	ENDED
	
	ENDED
	
	ENDED

	
	
	
	
	31/12/2013
	
	31/12/2012
	
	31/12/2013
	
	31/12/2012

	
	Basic and diluted earnings per share


	
	
	
	
	
	
	
	
	

	
	Profit for the period
	
	(RM'000)
	5,292
	
	7,102
	
	24,518
	
	28,362

	
	Weighted average number of
	
	
	
	
	
	
	
	
	

	
	Ordinary shares in issue
	
	('000)
	68,476
	
	68,476
	
	68,476
	
	68,476

	
	
	
	
	
	
	
	
	
	
	

	
	Basic and diluted earnings per share
	
	(sen)
	7.73

	
	10.37

	
	35.81
	
	41.42

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	


B13.
Related party transactions 






	
	Cumulative Quarter

	
	31.12.2013
(RM’000)
	
	31.12.2012

 (RM’000)

	Rental of office space and car park from Sinar Nusantara Sdn Bhd
	162
	
	158


Sinar Nusantara Sdn Bhd are companies in which Directors, Pandjijono Adijanto @ Tan Hong Phang and Mariana Adijanto @ Tan Phwe Leng, and/or close members of the family have substantial interest in.


Pandjijono Adijanto @ Tan Hong Phang is a Director in the above company.

B14.
Authorisation for issue

This interim financial information has been approved for issue in accordance with a resolution of the Board of Directors dated 28 February 2014.
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