Hai-O Enterprise Bhd ( Co. No. 22544-D)

Quarterly Report for the first quarter ended 31 July 2002


Notes To The Quarterly Report

1.  Accounting Policies

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.  Exceptional Items

There were no exceptional  items in the quarterly financial statement under review.

3.  Extraordinary Items

There were no extraordinary items in the quarterly financial statement under review.

4.  Taxation

The provision for income tax is based on the business income earned for the period under review and does not contain any deferred taxation or adjustment in respect of prior years.

5.  Profits on Sale of Unquoted Investment and / or Properties

There were no profits on sale of investment and properties for the period ended 31 July  2002.

6.  Purchase or Disposal of Quoted Securities
a)  There were no dealings in quoted securities for the period ended 31 July 2002.

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


RM’000

Total investment at cost
1,047

Total investment at book value
271

Total investment at market value at the end of reporting period
271

7.  Changes in the Composition of the Group

There were no changes in the composition of the Group for financial year to date except the following :-

i)      On 17 May 2002, Hai-O Raya Bhd., a 56.6% owned subsidiary company, has initiated a members’ voluntary winding-up of its wholly-owned subsidiary, Hai-O Raya (Titi) Sdn Bhd., pursuant to Section 254 (1) (b) of the Companies Act, 1965.

ii) On 21 June 2002, the Company acquired the entire equity interest in Hai-O Informtech Sdn. Bhd. (“HISB”)  comprising two (2) ordinary shares of RM 1.00 each for a total cash consideration of RM 2.00. The intended activity of HISB is to develop and market computer software. 

8.  Corporate Proposals

i)  The Company had completed its rights issue of 12,306,000 new ordinary shares of RM1.00 each at an  issue price of RM1.00 per share for cash on the basis of three (3) new ordinary shares for every five (5) existing ordinary shares held. These new ordinary shares were quoted on the Second Board of the Kuala Lumpur Stock Exchange on 10 July 2002.  The Company had also completed its bonus issue of 32,816,000 new ordinary shares of RM1.00 each on the basis of one (1) new ordinary share for every one (1) existing ordinary share held after the rights issue. These new ordinary shares were quoted on the Second Board of the Kuala Lumpur Stock Exchange on 14 August 2002.

          Upon completion of the rights issue and thereafter of the bonus issue on 14 August 2002, the share capital of the Company was increased from 20,510,000 ordinary shares of RM1.00 each to 65,632,000 ordinary shares of RM1.00 each;

ii) On 5 September 2002, the adviser, Southern Investment Bank Berhad (“SIBB”) on our behalf announced that the Company proposes to seek the approval of the shareholders at an Extraordinary General Meeting (EGM) to be convened to purchase on the Kuala Lumpur Stock Exchange, up to ten percent (10%) of the issued and paid-up share capital of the Company subject to the prevailing laws and relevant regulations, rules and guidelines as may be issued by the relevant authorities and the availability of retained profits and / or share premium account of the Company.

In the same announcement made to the Kuala Lumpur Stock Exchange, the Company also proposes to amend the bye-laws of its Employees’ Share Option Scheme (ESOS) to reflect the new guidelines on ESOS issued on 10 May 2001 by the Securities Commission.

9.  Issuance and Repayment of debt and Equity Securities

On 26 June 2002, the Company had allotted an additional of 12,306,000 new ordinary shares of RM1.00 each at an issue price of RM1.00 per share for cash pursuant to the rights issue of three (3) new ordinary shares for every five (5) existing ordinary shares held.

Save as above and Note 10, there have been no issuance and repayment of debts and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the period ended 31 July 2002.

10.  Group Borrowings and Debts Securities

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
Malaysia Ringgit
Unsecured
4,909

During the first quarter ended 31 July 2002, all the secured term loans of RM 9.179 million have been fully settled by the utilisation of proceeds from the Right issue.

11.  Contingent Liabilities 

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


Group
Company


RM’000
RM’000

Corporate guarantee in respect of banking facilities granted to subsidiary companies
-
2,932


-
2,932

       The above facilities are secured by a negative pledge on all assets of the Company.

12.  Financial Instruments

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

13.  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 (“Suit 34”), 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 Enterprise Bhd (“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’s application for injunction with cost on 19 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 laws. Hai-O, in its defence has denied the falsity of the statements and intends 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 has a good case to establish that the Nguang Chan Group’s present claim is without merit. Hai-O is entitled to protect Hai-O’s products and that Hai-O’s actions against what appears to be clear counterfeits cannot be the subject matter of complaint by the Nguang Chan Group.

The Nguang Chan Group has not quantified their claim for damages as the same has been pleaded by way of general damages. At this stage, there is no indication of the amount of their products that have been affected by the alleged statements made.

By a Writ of Summon and Statement of Claim dated 23rd May 1997 (“Suit 400”), Hai-O and Shandong Medicine & Health Products Import & Export Corp., Changyu Pioneer Wine Co. and Yantai Native Product Import & Export Corp.(the Plaintiffs) filed an action against the Nguang Chan Group and Golden Spring Spirits Agency (the Defendants) claiming for damages for infringement of their product named ZQP Brand Ling Zhi. 

Further and by reason of the fact that both Suit 34 and Suit 400 are related and arises from the same facts, an application to transfer the proceedings in Suit 34 to be heard and disposed off together was filed. Order in terms of this application wherein the outcome in Suit 400 will bind Suit 34 given on 5 August 1997.

The matter is currently in the midst, of trial wherein Hai-O and Shandong Medicine & Health Products Import & export Corp., Changyu Pioneer Wine Co. and Yantai Native Product Import & Export Corp. (the Chinese Parties) had made several applications seeking for further discovery, production and inspection of documents against the Nguang Chan Group. Order in terms of the these applications were given by the Court on 23 April 2001 wherein the Nguang Chan Group had thereafter appealed to the Court of Appeal against this decision. 

Pursuant to these various Orders of Court obtained by Hai-O and the Chinese Parties and in light of non compliance by the Nguang Chan Group to-date, Hai-O and the Chinese Parties have also filed an applications to strike out the Nguang Chan Group’s Defence and Counterclaim in this action as well as their claim in Suit 34. 
Pursuant to the Appeals by the Nguang Chan Group to the Court of Appeal against the decisions of Court on 23 April 2001, The Nguang Chan Group has also applied to the Court to stay all proceedings pending the disposal of such Appeals. 
In the interim, the Nguang Chan Group has also filed a similar application for discovery and production against Hai-O and the Chinese parties.  

Upon hearing brief submissions by both Counsels in respect of the nature of each applications, On 6 February 2002, the Judge has indicated that given Nguang Chan’s appeal  to the Court of Appeal, the Judge was of the view that Nguang Chan’s application seeking a stay of execution of the entire proceedings should be heard and disposed off first. The Judge had thereafter adjourned the matter and fixed all the pending applications for mention 22 October 2002.

Based on legal advice, the Board of Hai-O is of the opinion that Hai-O and the Chinese Parties have a good case in claiming common law proprietary rights if Hai-O and the Chinese Parties can successfully show that the Chinese Parties are instrumental in the manufacture, production and export to Hai-O of their Product.

14.  Segmental Reporting

Details of segmental analysis for the period ended 31 July 2002 are as follows :-

By Industry












 
Revenue








Total
Derived from

other 

Segment
Derived from

external parties

Profit/ (Loss)

Before Taxation
Total Assets

Employed




RM '000
RM '000
RM '000

RM '000
RM '000

Manufacturing


          1,166 
                 891 
                 275 

85 
          2,034 

Trading


        27,220 
               8,122 
            19,098 

     1,260 
        99,005 

Advertising


            645 
                  549 
                   96 

17 
             352 

Financial services


            135 
                    31 
                 104 

54 
          4,625 




        29,166 
               9,593 
            19,573 

      1,416 
       106,016 











By Geographical Region









 
Revenue








Total
Derived from Other 

Segment
Derived from external parties

Profit/(Loss)

Before Taxation
Total Assets Employed




RM '000
RM '000
RM '000

RM '000
RM '000

Malaysia


        29,166 
               9,593 
            19,573 

      1,557 
       104,632 

China


               -   
                     -   
-

        (21)
-

Thailand


               -   
                     -   
-

      (120)
           1,384 




        29,166 
              9,593 
            19,573 

      1,416 
       106,016 











Terms, conditions and prices of the inter-segment sales are not materially different from those obtainable in transactions with unrelated parties









15.  Comparison with Immediate Preceding Quarter’s Results

For the quarter under review, the Group recorded lower turnover of RM 19.57 million against RM 21.18 million, representing a decrease of 7.6% over the previous quarter’s result. Despite the lower turnover, the Group achieved higher profit after tax and minority interest of RM 0.61 million against loss after tax and minority interest of RM 0.65 million.   The loss incurred in the previous quarter was mainly due to provision for bad debts / bad debts written off and investment written off amounting to RM 1.1 million and RM 90,200 respectively.

16.  Review of Performance

For the first quarter ended 31 July 2002, the Group recorded marginal higher turnover of RM19.57 million as compared to RM 19.48 million for the corresponding period of the preceding year. However,  the Group profit after tax and minority interest increased sharply by 31.16% from RM 0.462 million to RM 0.606 million. 

This was mainly due to higher sales and profit margin been achieved with greater operational efficiency, particularly in direct selling division.
17.  Subsequent Events

On 1 August 2002, the Company had allotted an additional of 32,816,000 new ordinary shares of RM1.00 each pursuant to the bonus issue of one (1) new ordinary shares for every one (1) existing ordinary shares held after the rights issue. 

There were no other material events subsequent as at the date of this report which will materially affect the financial results of the period under review.

18.  Seasonal or Cyclical Factors

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.
19.  Prospects for the Current Financial Year

The  Malaysia economy expanded at a stronger pace and supported by overall strengthening of demand condition. The private consumption increased at faster rate of 5.6% at second quarter would have positive impact on our consumer products business. In addition, the completion of rights issue exercise will enable the company to tap on other business venture that would help to improve earnings of the company. Barring any unforeseen circumstances, the Board of Directors is of the opinion that the Group will continue to perform profitability in the next quarter.

20.  Profit Forecast

No profit forecast for the period.

21.  Dividend

No interim dividend has been declared for the period under review (31/7/2001 : NIL).

BY ORDER OF THE BOARD

MADAM CHEN YUT MENG

Company Secretary

18 September 2002

Kuala Lumpur
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