HAI-O ENTERPRISE BHD ( Co. No. 22544-D)

Notes To The Quarterly Report

1.  The quarterly financial statements have been prepared using the same accounting policies and methods of computation as compared with the most recent annual financial statement.

2.  There was no exceptional item in the quarterly financial statement under review.

3.  There was no extraordinary item in the quarterly financial statement under review.

4.  The provision for taxation is based on the business income earned for the period under review.  

5.  There were no pre-acquisition profits or losses for the period ended 31st July  2000.

6.  There were no profits on sale of investment and properties for the period ended 31st July 2000.

7.  a)    The dealings in quoted securities for the period ended 31st July 2000 are as follows  :-


RM’000

Total Purchases
NIL

Total Disposals
NIL

Total Profit on disposal
NIL

i) The details of all investments in quoted securities at the end of the reporting period are as follows :-


RM’000

Total investment at cost
1,053

Total investment at book value
469 

Total investment at market value at the end of reporting period
367

8.  There were no changes in the composition of the company for the current financial year to date   including business combination, acquisition or disposal of subsidiaries and long term investments, restructuring and discounting operations.

9.
On 20th  March 2000, the Company via its advisor, Perdana Merchant  Bankers Berhad announced that the Securities Commission had via its letter dated 14th March 2000 approved the Proposals as follows :-

i)  A proposed bonus issue of up to 29,470,000 new ordinary shares of RM1.00 each in Hai-O (“Hai-O Shares”) to be credited as fully paid-up on the basis of ten (10) new Hai-O Shares for every seven (7) existing Hai-O Shares held (“Proposed Bonus Issue”);

ii)  A proposed rights issue of up to 12,377,400 new Hai-O Shares with up to 12,377,400 detachable warrants (“Warrants”) on the basis of three (3) new Hai-O Shares and three (3) Warrants for every five (5) existing Hai-O Shares held (“Proposed Rights Issue”);

iii)  A proposed transfer of the listing of and quotation for the entire enlarged issued and paid-up share capital of Hai-O from the Second Board to the Main Board of the Kuala Lumpur Stock Exchange (“Proposed Transfer”) ; and

iv)  A proposed increase in the authorised share capital of Hai-O from RM50,000,000 to RM100,000,000 divided into 100,000,000 Hai-O Shares (“Proposed Increase in Authorised Share Capital”).

         On 10th  April 2000, Perdana Merchant Bankers Berhad had, on behalf of the Company, announced that the issue price for the Rights Shares and the exercise price of the Warrants had been fixed at RM2.36 per Rights share and RM2.65 per new Hai-O shares respectively.


The abovesaid proposals have been approved by the shareholders of the Company in an extraordinary general meeting held on 15th September 2000. 

10.  The Group business operations are not significantly affected by seasonal and cyclical factors except for some consumer products which are affected by major festive seasons. The seasonal high sales traditionally occur  in the third quarter of the financial year .
11.  For the period ended 31st July 2000, the Company has issued an additional 20,000 new ordinary shares of RM1.00 each pursuant to the Employee Share Option Scheme. 

12.  The Group borrowings and debts securities as at the end of the reporting period  are :-

Group Borrowings
Currency
Secured/ Unsecured
RM’000

Short Term Borrowings
ii) Malaysian Ringgit
Unsecured
6,032

Short Term Borrowings
iii) Malaysian Ringgit
Secured
2,120

Long Term Borrowings
iv) Malaysian Ringgit
Secured 
10,244

Total


18,396

v) The contingent liabilities of the Group as at the date of the issue of this quarterly report are as follows:-                   



RM’000

In respect of unexpired  letters of credit issued by the financial institutions in connection with the transactions arising from the normal course of business



        2,061



2,061

14.  There were no financial instruments with off balance sheet  risk for the period ended 31st July 2000.

15.  Material Litigation
       Save as disclosed below, the Group has not engaged in any litigation, either as plaintiff or defendant, which has a material effect on the financial position of the Group :-

i) By a Writ of Summon and Statement of Claim dated 13th January 1995, Nguang Chan Liquor Trade and Nguang Chan (M) Sdn. Bhd. (collectively "the Nguang Chan Group") (the Plaintiff) instituted an action and sought an injunction against Hai-O (the Defendant) to restrain publication of alleged defamatory statements made against the Nguang Chan Group as well as against slander of a product named Zhan Qiao Pai ("ZQP") Brand Ling Zhi ("Infringing Product"). The Nguang Chan Group has also made a claim that the alleged statements have induced breaches of the Nguang Chan Group's sale contract with their dealers. The High Court      has  dismissed  Nguang Chan Group's application for injunction  with  cost  on  12th   December             

1995. The judge gave oral grounds essentially accepting Hai-O's point that the injunction to restrain all allegation of falsehood is unsustainable in law. Hai-O, in its defence, has denied the falsity of the statements and intend to prove that the statements are true and accurate and establish that the Infringing Product imported and distributed by the Nguang Chan Group is a counterfeit. The solicitors of Hai-O are of the opinion that Hai-O should not have too much difficulty in dismissing the claim based on the evidence shown to the lawyers.
By a writ of Summon and Statement of Claim dated 23rd May 1997, Hai-O and Shangdong Medicine & Health Products Import & Export Corp., Changyu Pioneer Wine Co. and Yantai Native Product Import & Export Corp. (the Plaintiffs) filed an action against Nguang Chan Group and Golden Spring Spirits Agency (the Defendants) claiming for damages for infringement of their product named ZQP Brand Ling Zhi. The solicitors of Hai-O are of the opinion that Hai-O should not have too much difficulty in establishing the claim based on the evidence shown to the lawyers.

The amount of damages claimed for both the suits are not quantified. To date, the above two suits have been consolidated and hearing for the consolidated suit has proceeded from 19th June 2000 to 22nd June 2000 and the continued hearing of the same has been fixed on 20th November 2000 to 23rd November 2000.

ii) By a Writ of Summon dated 14th December 1994 and a Statement of Claim dated 13th December 1994, Yomeishu Seizo Co. Ltd and Banfong Sydney (M) Sdn. Bhd. (the Plaintiff) brought an action to permanently restrain Hai-O Marketing Sdn. Bhd. and Hai-O Medicine Sdn. Bhd. (the Defendants) from using certain Chinese characters and / or  words in their products. Yomeishu Seizo Co. Ltd and Banfong Sydney (M) Sdn. Bhd. claim that the said characters and / or words form part of Yomeishu's trademark and /or intellectual property. Hai-O Marketing Sdn. Bhd. and Hai-O Medicine Sdn. Bhd. in their defence have denied the allegations of passing off or the attempt to pass off "Yang Ming Bao" being the product marketed by Hai-O Marketing Sdn. Bhd. and Hai-O Medicine Sdn. Bhd. and consequently intend in their defence to prove that "Yang Ming Bao" is completely different from the said claimants' product under the name "Yomeishu". Hai-O Marketing Sdn. Bhd. and Hai-O Medicine Sdn. Bhd. have been importing and marketing "Yang Ming Bao" bona fide and not with the intention of infringing the trademark or the rights of the claimants.

Based on legal advice, Hai-O Medicine Sdn. Bhd. and Hai-O Marketing Sdn. Bhd. have good defence on the plaintiffs' claim and should have no difficulty in dismissing such claim based on the evidence that the two Chinese characters cannot be registered as part of a trademark as the same are common words used in the Chinese language and are descriptive in nature and hence, could not have been invented by the plaintiffs. To date, the hearing is still pending. The amount of damages claimed is not quantified.

16.   Segmental Information of the Group for the current financial year to date are as follows :-


Turnover

RM’000
Profit Before Taxation

RM’000
Assets Employed

RM’000

Analysis by activity




Trading
28,066
596
80,659

Manufacturing
1,600
169
3,286

Others
1,036
71
2,062


30,702
836
86,007

Consolidation adjustment

inter-companies transactions
(5,952)
-
-


24,750
836
86,007

17. For the quarter under review, the Group reported a turnover of RM24.75 million representing a marginal decrease of 4.55% over the preceding quarter.  The Group profit before tax and exceptional item decreased by 31% to RM0.84 million as compared with previous quarter 's  of RM1.21 million. This was mainly due to lower sales and lower operating margin in the direct selling sector.

18. The Group's turnover for the first quarter decreased marginally by 2.56% to RM24.75 million as compared with the corresponding quarter of the preceding year. However, the profit before tax decreased by 67% to RM0.70 million as compared with the corresponding quarter of the preceding year's results of RM2.11 million. The lower profit was mainly due to lower operating results from the direct selling sector. The share of result of associated companies has further reduced the Group profit level.

19. In view of the intense competition in the direct selling industry, the Board views that the second quarter would be challenging for the Group. However, the Board is confident that with the aggressive promotional activities, launching of new products and coupled with the Group's expansion plan following its fund raising exercise, the Group's performance for the second quarter is expected to be better.

20.  No profit forecast for the period.

21.  No interim dividend has been declared for the period under review ( 31/7/1999 : Nil).

By Order of the Board

MADAM CHEN YUT MENG

Company Secretary
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