HARRISONS HOLDINGS (MALAYSIA) BERHAD (194675-H)

NOTES TO THE UNAUDITED QUARTERLY REPORT ON CONDENSED 

CONSOLIDATED FINANCIAL STATEMENTS 

FOR THE FINANCIAL QUARTER ENDED 31 DECEMBER 2017

A. SELECTED EXPLANATORY NOTES PURSUANT TO PARAGRAPH 16, FRS 134 INTERIM FINANCIAL REPORTING: 
A1.
Basis of Preparation
The interim financial statements are unaudited and have been prepared in accordance with the requirements of MFRS 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 financial year ended 31 December 2016. 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 financial year ended 31 December 2016.

The interim financial statements has been prepared using the same accounting policies as the most recent audited financial statements and in accordance with MFRS 134 “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 the interim financial statements are consistent with those adopted for the recent annual audited financial statements of the Group for the financial year ended 31 December 2016. The new, revised and amended MFRS and IC Interpretations, which are effective for the financial periods beginning on or after 1 January 2017, did not have any material impact on the financial results of the Group. 

For the standards and amendments that have been issued but not yet effective, the Group is currently assessing the financial impact of the standards.
A2.
Disclosure of Audit Qualification
The financial statements for the year ended 31 December 2016 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 the end of the reporting period. No review on change in estimate is required during the current quarter under review.
A6.
Issuance, Cancellations, Repurchases, Resale and Repayments of Debt and Equity Securities
During the current 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 during the current quarter under review.

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.
Segmental information
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Group






RM’000
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2017


Revenue

Total segment revenue


1,540,258
47,126
1,587,384
Intersegment revenue


-
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(36,637)
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1,540,258
10,489
1,550,747
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Results





Segment results (external)


32,312
131
32,443
Interest income




1,597
Finance costs




(5,929)





────────

Profit from ordinary activities





   before taxation




28,111





════════

Capital employed

Segments assets


612,719
62,392
675,111
Unallocated assets




10,468





────────

Total assets




685,579





════════

Segments liabilities


377,910
2,354
380,264
Unallocated liabilities




641





────────

Total liabilities




380,905





════════
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Group






RM’000
RM’000
RM’000

2016
Revenue

Total segment revenue


1,489,360
31,774
1,521,134
Intersegment revenue


-
(21,136)
(21,136)




────────
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1,489,360
10,638
1,499,998
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Results

Segment results (external)


28,680
1,996
30,676
Interest income




1,279
Finance costs




(4,974)






────────

Profit from ordinary activities






  before taxation




26,981






════════
Capital employed

Segments assets


582,253
49,583
631,836


Unallocated assets




9,760





────────

Total assets




641,596





════════

Segments liabilities


338,172
2,223
340,395
Unallocated liabilities




770





────────

Total liabilities




341,165





════════
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

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.
	15,882
29,585
350
133
	15,882

29,585
-

-



	Total
	45,950
	45,467


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 2017, the Group has budgeted capital expenditure totalling RM1,996,000 for financial year 2018. 
A14.
Material litigation
The Sibu High Court had on 13 November 2015 allowed part of the Eastern Pillars Sdn Bhd (“Eastern”) and Able Harmony Sdn Bhd (“Able”) claim in the sums of RM244,000.00 and RM2,790,000.00 respectively out of the original claims of RM776,000.00 and RM5,700,000.00 against Harrisons Sarawak Sdn Bhd (“HSSB”), a wholly owned subsidiary of the Company, as damages arising from a fire which occurred on 20/05/2013 in a warehouse rented by HSSB from Able at the material time.
The Plaintiffs’ claims are premised on the alleged negligence of HSSB in causing the fire. HSSB denies any negligence as alleged and has filed the appeal to the Court of Appeal. The Court of Appeal had on 7 December 2016 by unanimous decision allowed the HSSB’s appeal against the decision of the Sibu High Court given on 13 November 2015 in allowing Eastern’s claim in the sum of RM244,000.00 and Able’s claim in the sum of RM2,794,058.20 together with interest and cost from the date of judgment with cost of RM50,000.00.

The Plaintiffs have appealed the case from the Court of Appeal of Malaysia to the Federal Court of Malaysia. HSSB through its’ solicitors have served the Applicants an affidavit in opposition. 
B.
SELECTED EXPLANATORY NOTES PURSUANT TO PARAGRAPH 9.22 OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

B1.
Profit for the year

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

	
	Individual Quarter
	Cumulative Quarter

	
	31.12.2017
(RM’000)
	31.12.2016
(RM’000)
	31.12.2017
(RM’000)
	31.12.2016
(RM’000)

	Other income comprise of :-

· Interest Income

· Other Income

Total

Interest expenses

Depreciation

Allowance of impairment for
    trade and other receivables (net)
(Reversal)/Allowance of impairment for  

    slow moving inventories (net)
Inventories written off

Unrealised foreign exchange loss/ (gain)
Gain on disposal of 
    available-for-sale financial assets


	(389)

(614)

(1,003)

1,718
1,908
2,110
(550)

1,968
247
(448)

	(269)

(3,314)

(3,583)

933
2,051
609
(45)
3,858
(935)

(2,554)


	(1,597)

(2,591)

(4,188)

5,929
4,690
4,156
(1,173)

4,155
442
(1,100)


	(1,279)

(5,284)

(6,563)

4,974
4,234
3,890
1,389
6,420
(16)
(2,891)


	


B2.
Financial review for current quarter and financial year to date
	 
	individual Period
	Changes
	Cumulative Period
	Changes 

	
	(3rd quarter)
	
	
	

	
	Current quarter
	Preceding Year Corresponding Quarter
	
	Current Year To-date
	Preceding Year Corresponding Period
	

	
	31-12-17
	31-12-16
	
	31-12-17
	31-12-16
	

	Revenue
	364,566
	352,599
	3.39%
	1,550,747
	1,499,998 
	3.38% 

	Operating profit
	 5,722
	4,512 
	 26.82%
	 29,852
	25,793 
	15.74% 

	Profit Before Interest and Tax
	6,725
	7,694 
	 -12.59%
	 34,040
	31,955 
	6.52% 

	Profit Before Tax
	5,007
	6,761 
	 -25.94%
	 28,111
	26,981 
	4.19% 

	Profit After Tax
	 4,101
	5,018 
	 -18.27%
	 21,255
	20,524 
	3.56% 

	Profit Attributable to Ordinary Equity Holders of the Parent
	4,048
	5,044 
	-19.74% 
	 21,255
	20,550 
	3.43% 


Overall Review of Group’s Financial Performance

In general, the Group has performed better in 2017 as compared to 2016. Revenue for 2017 and Profit After Tax for 2017 have increased by 3.38% and 4.19% respectively. Cement sales continue to be weak with sales dropping by RM26 million for 2017. Sales for the main consumer agencies grew by RM77.771 million or 6.49%. The new agency Colgate Palmolive too performed well and contributed additional revenue of RM52.720 million for 2017. 
The Group’s trade and other receivables increased from RM291.895 million as at 31 December 2016 to RM330.967 million as at 31 December 2017. The increase is due to increase in revenue and slow collections due to prevailing market condition. Bank borrowings increased from RM130.164 million as at 31 December 2016 to RM188.450 million as at 31 December 2017 to fund working capital requirements. 

Cash and bank balances reduced from RM113.419 million as at 31 December 2016 to RM95.346 million as at 31 December 2017 as a result of cash being used to fund operations and net temporary excess funds invested into short term money market investments. There was an increase in receivables of RM43.670 million as at 31 December 2017 as sales increased in the month of December 2017 to hit sales target required by the principals. Inventories increased as at 31 December 2017 due to having to stock up to be ready for promotional and to push sales towards year end and beginning 2018 sales.
Profit before tax in 2017 improved by RM1.130 million as compared to 2016.
Quarterly
Revenue for the current quarter increased by RM11,967 million or 3.39% as compared to the previous corresponding quarter. The increase is mainly due to increase in sales in Nestle, Heineken beer and Colgate Palmolive. The increase more than off-set the decrease in cement sales of RM2.065 million for the current quarter under review.
The profit before tax for the current quarter was RM1.754 million or 25.94% lower as compared to the previous corresponding quarter. Gain on disposal of quoted securities amounted to RM2.554 million in the previous corresponding quarter as compared to RM448,000 for the current quarter.
Year to-date
Revenue for 2017 increased RM50.749 million or 3.38% as compared to 2016 due to the growth in sales for Nestle, Heineken beer and Colgate Palmolive.
Profit before tax increased by RM1.130 million in 2017. There was a reversal of impairment of slow moving inventories of RM1.173 million. Inventories written off were lower by RM2.265 million as policies to reduce market returns were implemented successfully. However interest expense increased by RM955,000 due to more usage of bankers’ acceptance to fund operations.
Segmental analysis
The Group has two reporting segments, 
1. Trading and distribution

2. Others

	Revenue
	
	Year to-date

December

2017
RM’000
	
	Year to-date 

December
2016
RM’000
	
	Changes

	Fast-Moving Consumer Goods
	
	1,276,247
	
	1,198,476
	
	6.49%

	Building Materials
	
	209,327
	
	237,708
	
	-11.94%

	Chemicals
	
	54,684
	
	53,176
	
	2.84%

	Others
	
	10,489
	
	10,638
	
	-1.40%

	
	
	1,550,747
	
	1,499,998
	
	3.38%



Trading and distribution

Under this segment the Group provides marketing, sales and distribution of Fast-Moving Consumer Goods, building materials, industrial and agriculture chemical products, and engineering products. This segment is the major segment of the Group, in which contributed 99.32% of the Group revenue.
Revenue for this segment in 2017 increased by RM50,898 million or 3.42% as compared to 2016. The increase is mainly due to the stronger sales in Nestle, Heineken beer and Colgate Palmolive in the Fast-Moving Consumer Goods section. Building material however declined by 11.94% due to decline in cement sales, following a weak demand for cement in 2017.
Gross margin improved slightly from 9.36% in 2016 to 9.46% in 2017. Operational expenses increased 4.8% in 2017 following salary revisions from unionized staff and some increment in impairment for trade receivables and depreciation. Interest expense increased by RM955,000 as more bank borrowings were utilized to fund working capital requirements. The Company took the opportunity to reduce some of its overseas quoted securities realising a gain of RM2.891 million and RM1.100 million for 2016 and 2017 respectively. There was also a reversal of impairment of slow moving inventories of RM1.173 million during 2017. 
The profit before tax for this segment in 2017 was RM3.632 million or 12.66% higher as compared to 2016.
Others

This segment comprises of shipping agency commissions, insurance agency commissions, travel agency commissions and income from investment in marketable securities.
Revenue for this segment for 2017 decreased slightly from RM10.638 million for 2016 to RM10.489 million. 

The profit contribution for this segment decreased by RM1.865 million in 2017 because there was a gain from disposal of quoted securities of RM2.891 million in 2016 as compared to a gain of RM1.100 million in 2017.
B3.
Financial review for current quarter compared with immediate preceding quarter 
	 

	Current Quarter
	Immediate Preceding Quarter
	Changes 

	
	31-12-17
	30-09-17
	

	Revenue
	364,566
	376,827 
	-3.25% 

	Operating profit
	 5,722
	7,015 
	-18.43% 

	Profit Before Interest and Tax
	6,725
	7,840 
	-14.22% 

	Profit Before Tax
	5,007
	6,363 
	-21.31% 

	Profit After Tax
	 4,101
	4,686 
	-12.48% 

	Profit Attributable to Ordinary Equity Holders of the Parent
	4,048
	4,688 
	-13.65% 


Revenue for the current quarter decreased by RM12.261 million or 3.25% compared to the immediate preceding quarter due to lower sales of Nestle during the current quarter.
The profit before tax for the current quarter decreased by RM1.356 million or 21.31% compared to the immediate preceding quarter. Inventories written off increased from RM468,000 for the immediate preceding quarter to RM1.968 million for the current quarter.

B4.
Prospects for Current Year
The market condition continues to remain competitive and challenging in year 2018. Cement sales is expected to be weak as the oversupply situation remains. The existing main fast moving consumer goods agencies are expected to grow modestly. The management will proactively monitor our trade credit exposure in managing trade receivables. There are no material adverse foreseen factors affecting the group operations.
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: -
	
	Individual Quarter
	     Cumulative Quarter

	
	31.12.2017
(RM’000)
	31.12.2016
(RM’000)
	31.12.2017
(RM’000)
	31.12.2016
(RM’000)

	Income tax 

Deferred Taxation
	1,623
 (717)
906
	1,649
 94
1,743
	7,789
(933)
6,856
	7,707
 (1,250)

6,457


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 are shown below: 
	 
	As at 4th quarter ended 2017

	
	Long term
	Short term
	total borrowings

	
	Foreign denomination
	RM denomination
	Foreign denomination
	RM denomination
	Foreign denomination
	RM denomination

	
	(‘000)
	(RM‘000)
	(‘000)
	(RM‘000)
	(‘000)
	(RM‘000)

	Secured
	 
	 
	 
	 
	 
	 

	Bank overdrafts
	-
	-
	- 
	997
	- 
	997

	Bankers' acceptance
	- 
	- 
	- 
	15,810
	- 
	15,810

	Revolving credit
	- 
	- 
	- 
	5,500
	- 
	5,500

	Unsecured
	 
	 
	 
	 
	 
	 

	Bank overdrafts
	- 
	- 
	- 
	3,499 
	- 
	3,499 

	Bankers' acceptance
	- 
	- 
	- 
	162,644 
	- 
	162,644 

	
	
	
	
	
	
	

	 
	As at 4th quarter ended 2016

	
	Long term
	Short term
	total borrowings

	
	Foreign denomination
	RM denomination
	Foreign denomination
	RM denomination
	Foreign denomination
	RM denomination

	
	(‘000)
	(RM‘000)
	(‘000)
	(RM‘000)
	(‘000)
	(RM‘000)

	Secured
	 
	 
	 
	 
	 
	 

	Bankers' acceptance
	- 
	- 
	- 
	12,850 
	- 
	12,850 

	Revolving credit
	- 
	- 
	- 
	5,500 
	- 
	5,500 

	Unsecured
	 
	 
	 
	 
	 
	 

	Bank overdrafts
	- 
	- 
	- 
	896 
	- 
	896 

	Bankers' acceptance
	- 
	- 
	- 
	106,918 
	- 
	106,918 

	Revolving credit
	- 
	- 
	- 
	4,000 
	- 
	4,000 


The Group uses mostly Bankers’ acceptance for financing requirements. There were no material changes in the borrowing structure.


The average interest rates per annum of borrowings that were effective as at the reporting date are as follows:

	
	2017
	2016

	
	
	

	-Bank overdrafts
	7.95%
	7.75%

	-Bankers' acceptance
	3.97%
	4.16%

	-Revolving credits
	4.78%
	4.80%


B8. 
Ageing analysis of trade and other receivables
	
	2017

	
	RM'000

	Neither past due nor impaired
	235,901

	1 to 30 days past due not impaired
	57,077

	31 to 60 days past due not impaired
	22,679

	61 to 90 days past due not impaired
	15,310

	
	95,066

	
	330,967


Trade receivables are non-interest bearing and are generally on 30 to 90 days credit terms. They are recognised at their original invoice amounts which represent their fair values on initial recognition.


Included in trade receivable is amount due from an associate of RM2,964,000 which has been fully impaired. This amount represents balance arising from trade transactions and advances, is unsecured, has no fixed term of repayment.

The Group has trade and other receivables amounting to RM95.066 million that are past due at the reporting date but not impaired. The Group is of the view that these amounts are recoverable. The receivables are creditworthy customers with good payment records with the Group.
B9.
Derivative Financial Instruments
There is no outstanding derivative financial instrument as at 31 December 2017.
B10.
Dividend Payable


No dividends were declared during the current quarter under review.
B11.
Basis of Calculation of Earnings Per Share (EPS)

The basic earnings per share 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 earnings per share.
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	INDIVIDUAL QUARTER
	
	CUMULATIVE QUARTER

	
	
	
	
	QUARTER
	
	QUARTER
	
	PERIOD
	
	PERIOD 

	
	
	
	
	ENDED
	
	ENDED
	
	ENDED
	
	ENDED

	
	
	
	
	31.12.2017
	
	31.12.2016
	
	31.12.2017
	
	31.12.2016

	
	Basic and diluted earnings per share


	
	
	
	
	
	
	
	
	

	
	Profit for the financial period 

  attributable to owners of the 

  Company
	
	(RM'000)
	4,048
	
	5,044
	
	21,255
	
	20,550

	
	Weighted average number of
	
	
	
	
	
	
	
	
	

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

	
	
	
	
	
	
	
	
	
	
	

	
	Basic and diluted   

  earnings per share
	
	(sen)
	5.91
	
	7.37
	
	31.04
	
	30.01

	
	
	
	
	
	
	
	
	
	
	


B12.
Related party transactions 






	
	Cumulative Quarter

	
	31.12.2017
(RM’000)
	
	31.12.2016
 (RM’000)

	Rental of office space and car park from Sinar Nusantara Sdn Bhd
	186
	
	181


Sinar Nusantara Sdn Bhd is a company 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 also a Director of the company.

B13.
Authorisation for issue

This interim financial information has been approved for issue in accordance with a resolution of the Board of Directors dated 26 February 2018.
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