HARVEST COURT INDUSTRIES BERHAD

Company No. 36998-T

(Incorporated in Malaysia)
UNAUDITED FINANCIAL REPORT FOR THE YEAR ENDED 30 JUNE 2007


EXPLANATORY NOTES PURSUANT TO FRS 134
A1
Basis of Preparation
The interim financial statements have been prepared under the historical cost convention.

This set of interim financial report is unaudited and has been prepared in compliance with Financial Reporting Standards 134: Interim Financial Reporting and Paragraph 9.22 and Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad, and should be read in conjunction with the Group's annual audited financial statements for the year ended 31 December 2006.

A2
Changes in Accounting Policies
The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2006.  The following Financial Reporting Standards (“FRS”) have been adopted by the Group effective for the period:-
FRS 2

Share-based Payment

FRS 3

Business Combinations

FRS 5

Non-Current Assets Held for Sale and Discontinued Operations

FRS 101

Presentation of Financial Statements

FRS 102

Inventories

FRS 108

Accounting Policies, Changes in Accounting Estimates and Errors

FRS 110

Events after the Balance Sheet Date

FRS 116

Property, Plant and Equipment

FRS 121

The Effects of Changes in Foreign Exchange Rates

FRS 127

Consolidated and Separate Financial Statements

FRS 128

Investments in Associates

FRS 131

Interests in Joint Ventures

FRS 132

Financial Instruments: Disclosure and Presentation

FRS 133

Earnings per Share

FRS 136

Impairment of Assets

FRS 138

Intangible Assets

FRS 140

Investment Property

The adoption of the abovementioned FRSs does not result in significant changes in accounting policies of the Group, other than changes as discussed below:-
(a) FRS 3: Business Combinations and FRS 136: Impairment of Assets
The adoption of these new FRSs has resulted in the Group ceasing annual goodwill amortisation.  Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognised in profit or loss and subsequent reversal is not allowed. Prior to 1 January 2006, goodwill was amortised on a straight-line basis over its estimated useful life of 25 years. This change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006. The transitional provisions of FRS 3, however, have required the Group to eliminate at 1 January 2006 the carrying amount of the accumulated amortisation of RM155,566 with a corresponding decrease in goodwill. The carrying amount of goodwill as at 1 January 2006 of RM388,612 ceased to be amortised. 
(b) FRS 101: Presentation of Financial Statements 
The adoption of the revised FRS 101 has affected the presentation of minority interest. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the  total  profit  or loss  for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.

A3
Audit Qualifications
The auditors’ report on the financial statements for the year ended 31 December 2006 was not qualified.
A4
Seasonal or Cyclical Factors
The operations of the Group were not significantly affected by seasonal and cyclical factors.

A5
Unusual Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flows
There were no unusual items affecting assets, liabilities, equity, net income or cash flows that are unusual because of their nature, size or incidence for the financial period under review.

A6
Material Changes in Estimates
There were no changes in estimates that have had a material effect in the current quarter results.
A7
Debt and Equity Securities
There were no issuance, cancellations, repurchases, resale and repayments of debt or equity securities for the financial period ended 30 June 2007.
A8
Dividend Paid
There were no dividends paid for the current quarter.

A9
Segment Revenue and Results
The segmental analysis for the Group for the period ended 30 June 2007 is as follows:-

	 
	Segment
	Segment

	 
	Revenue
	Results

	 
	RM'000
	RM'000

	  Timber Product Manufacturing
	3,949
	(2,271)

	  Property Development/Construction
	-
	(494)

	  Investment Holding
	33
	(147)

	 
	3,982
	(2,912)

	  Consolidation adjustment
	(200)
	-

	
	3,782
	(2,912)


A10
Valuation of Property, Plant and Equipment
There was no revaluation of property, plant and equipment brought forward from the previous audited financial statements as the Group does not adopt a revaluation policy on its property, plant and equipment.
A11
Material Events Subsequent to the End of Period
There were no material events subsequent to the end of the current quarter, save and except for those mentioned in Note B8.
A12
Changes in Composition of the Group
There have been no changes in the composition of the Group for the financial period ended 30 June 2007. 
A13
Changes in Contingent liabilities/Contingent assets
There were no material changes in contingent liabilities or assets since the last annual balance sheet date.

A14
Capital commitment
There were no capital commitments incurred by the Group to any parties as at 30 June 2007.

ADDITIONAL INFORMATION REQUIRED BY APPENDIX 9B OF THE BURSA MALAYSIA SECURITIES BERHAD’S LISTING REQUIREMENTS

B1 
Review of performance
The Group's revenue for the current quarterly financial period ended 30 June 2007 decreased to RM1,448,479 from RM3,660,669 in the prior quarterly financial period ended 30 June 2006.  Correspondingly, the Group posted a much lower year to date revenue of RM3,781,866 for the period ended 30 June 2007 as compared to RM9,428,635 for the period ended 30 June 2006.  Such major decrease in revenue was mainly attributable to the lack of working capital in the Group to satisfy the sales order from its core business activities, namely the timber product manufacturing.  
B2
Comparison with immediate preceding quarter
The Group generated a loss before tax of RM1,624,364 as compared to a loss before tax of RM1,288,218 for the immediate preceding quarter ended 31 March 2007.  The exacerbated results in the second quarter was due to its significant decrease of revenue by 38% as compared to the first quarter revenue of RM2,333,387. 
B3
Prospects

The Group envisaged a steady growth in its timber products manufacturing division in view of the approval of its regularisation plan, namely the Proposed Corporate and Debt Restructuring Scheme (“PCDRS”) which was approved by the Securities Commission (“SC”) on 27 April 2007, save and except for the Proposed Land Acquisition vide its letter dated 25 April 2007.   Subsequently on 8 August 2007, SC approved the Proposed Land Acquisition vide its letter dated 2 August 2007. 
The PCDRS, upon completion, would provide the Group with an improved working capital to cater for its future sales order.
B4
Variance of Actual Profit from Forecast Profit/ Profit Guarantee
This note is not applicable.

B5
Taxation
There is no provision for taxation for the current quarter and financial period to date as the Group has no chargeable income.

B6
Profit/(Loss) on Sale of Unquoted Investments or Properties
There was no disposal of unquoted investments or properties for the current quarter and financial period to date.
B7
Purchase or Disposal of Quoted Securities
(a) There was no purchase or disposal of quoted securities for the current quarter and financial period to date.

(b) There was no investment in quoted securities as at the end of the financial period.
B8
Status of Corporate Proposals & Utilisation of Proceeds
(a)  
Pursuant to Practice Note 17/2006 ("PN17") of the Listing Requirements of Bursa Malaysia Securities Berhad ("Bursa Securities"), PM Securities Sdn Bhd (“PM”) had on behalf of the Board of Directors of HCIB, submitted a regularisation plan, namely the PCDRS to the relevant authorities on 31 January 2007. The regularization plan includes the following corporate proposals:-

(i) Proposed share capital reduction pursuant to Section 64(1)(b) of the Act involving the reduction of the par value of each existing HCIB Share from RM1.00 to RM0.25 via the cancellation of RM0.75 of the par value of each HCIB Share of RM1.00 each;
(ii) Proposed reduction of the share premium account of HCIB of up to RM873,000 pursuant to Sections 64(1) and 60(2) of the Act; 

(iii) Proposed amendments to the Company’s Memorandum and Articles of Association;

(iv) Proposed renounceable rights issue of up to a maximum of 52,820,000 new ordinary shares of RM0.25 each with up to 52,820,000 free detachable warrants in HCIB on the basis of thirty six (36) Rights Shares with thirty six (36) free detachable warrants for every seventeen (17) existing HCIB Shares of RM0.25 each (after the Proposed Share Capital Reduction) held at an indicative issue price of RM0.25 per Rights Share; 

(v) Proposed acquisition of four (4) parcels of leasehold industrial land at a total purchase consideration of RM5,370,000 to be satisfied entirely by the issuance of 21,480,000 new HCIB Shares of RM0.25 each at an issue price of RM0.25 per share together with 5,370,000 free detachable warrants on the basis of one (1) free detachable warrant for every four (4) new HCIB Shares of RM0.25 each issued;

(vi) Proposed settlement of debts owing to the Bank Lenders and statutory creditors of HCIB Group amounting up to RM38,691,969 and RM1,431,548 respectively as at 31 December 2005; and

(vii) Conditional Joint Venture between Harvest Court Management Sdn Bhd with Laing Huan dan Rakan which owns the rights to harvest timber from an area of 3,000 acres located in Sarawak (the “Designated Area”) to fell, extract, harvest and remove all merchantable timber from the Designated Area under the License

Subsequently, PM had also, on behalf of the substantial shareholders of HCIB, submitted a proposed waiver application to the SC from the obligation to undertake a mandatory offer for the remaining HCIB Shares of RM0.25 each not already owned by the substantial shareholders under Practice Note 2.9.1 of the Code on 28 February 2007, as a result of the undertaking of the substantial shareholders to subscribe for the entire shares pursuant to the proposed renounceable rights issue with free detachable warrants (the “Proposed Exemption”). 

In this regard, the SC had vide its letter dated 11 April 2007, which was received on 12 April 2007, stated that SC will only consider the Proposed Exemption after its substantial shareholder, namely Mr Ng Swee Kiat (“NSK”) and the Parties Acting In Concert with him fulfilling the following requirements under PN2.9.1:-

(i) 
Approval from the independent holders of voting shares of HCIB, on a poll in a general meeting in which the interested parties are to abstain from voting. The result of the poll has to be confirmed by an independent auditor; 

(ii) 
Provision is made for the shareholders of HCIB for competent independent advice regarding the Proposed Exemption. The appointment of the independent adviser and the independent adviser's circular to the shareholders are to be first approved and consented by the SC respectively; and

(iii) 
NSK and the Parties Acting In Concert are to submit a declaration (to be furnished after the general meeting) addressed to the SC, attesting that they have not purchased any shares in HCIB in the 6 months prior to the posting of the circular relating to the Proposed Exemption to the shareholders, but subsequent to negotiations, discussion, understanding or agreement with the Directors of HCIB in relation to the Proposed Rights Issue with Warrants (the date of the discussion is to be stated in the declarations) and until the granting of the Proposed Exemption by the SC (if so decided).
Further, the Ministry of International Trade and Industry had vide its letter dated 26 March 2007, states that it had no objection to the Proposed Rights Issue with Warrants, Proposed Land Acquisition and Proposed Debt Settlement Scheme.  

The Securities Commission had on 27 April 2007 approved the abovementioned PCDRS, save and except for the Proposed acquisition of the four (4) parcels of leasehold industrial land vide its letter dated 25 April 2007 (Proposed Land Acquisition”).  The Proposed Land Acquisition was not approved as the SC is of the view that it will not provide obvious benefits to HCIB.  Consequently, the Company is required to submit a proposal to the SC addressing the minimum paid-up share capital of RM40 million, which is to be complied by company listed on the second board of Bursa Malaysia pursuant to the Listing Requirements.

PM had on behalf of HCIB submitted an appeal to SC for its re-consideration in respect of the Proposed Land Acquisition on 10 May 2007.  Subsequently on 8 August 2007, SC approved the Proposed Land Acquisition vide its letter dated 2 August 2007. 
Bank Negara Malaysia had on 3 July 2007 vide its letter dated 22 June 2007 granted permission to HCIB in relation to the issuance of up to 52,820,000 new warrants pursuant to the Proposed Rights Issue with Warrants under the aforesaid PCDRS to include entitled non-resident shareholders of the Company.  The same was announced by PM on behalf of HCIB on 3 July 2007.

The Equity Compliance Unit of the Securities Commission (“SC(ECU)”), had vide its letter dated 8 August 2007 (which was received on 9 August 2007), expressed no objections to the Company's Proposals subject to the following conditions:
(i) Further equity condition may be imposed after reviewing HCIB's equity structure 3 years from the date of the implementation of the Proposals. In this respect, PM/HCIB is required to submit the effective equity structure of HCIB 3 years after the date of completion of the Proposals, together with the latest audited financial accounts of HCIB; and 
(ii) PM /HCIB is to inform SC(ECU) upon completion of the Proposals.
(b)
There was no utilisation of proceeds raised from any corporate proposals for the Group in the current quarter and financial period to date.
B9
Group Borrowings and Debts Securities
Group’s borrowings as at 30 June 2007 were as follows:
	
	
	RM’000

	( a )
	Secured Borrowings
	            38,406 

	 
	Unsecured Borrowings
	           2,245 

	 
	
	         40,651 

	 
	 
	 

	( b )
	Long Term Borrowings
	197

	 
	Short Term Borrowings
	         40,454

	 
	
	         40,651 

	 
	 
	 

	( c )
	All In Local Currencies (RM)
	40,651 

	
	
	


B10
Off Balance Sheet Financial Instruments

There were no financial instruments with off balance sheet risk at the date of this report.

B11
Changes in Material Litigation
There were no changes in material litigation, including the status of pending material litigation since the last annual balance sheet date of 31 December 2006, except as disclosed below:

A suit was filed by a subsidiary company, Harvest Court Marketing Sdn. Bhd. ("HCMKT") against KLSB Construction Sdn. Bhd. (“KLSB”) for a sum of RM257,000 as at 30 September 2004, being payment for goods sold and delivered to KLSB for a joint venture project between Dewan Bandaraya Kuala Lumpur and Asie Sdn. Bhd. for Messrs Kejuruteraan Bintai Kindenko Sdn. Bhd.. KLSB filed a counter claim alleging that the said goods were not in accordance with the specifications and claimed for a sum of RM2,727,305 as general damages together with interest and costs. HCMKT’s application for summary judgment was fixed for hearing on 23 August 2005 and subsequently on 9 January 2006. 
Summary judgement was obtained against KLSB on 1st March 2006. KLSB applied to Court and was granted as stay off execution on the said judgment. HCMKT has applied to strike off KLSB counter claim but no hearing date has been fixed for the said application.
The defendant was granted a stay for the order. HCMKT had applied to strike off the defendant’s counter-claim and this application is now pending for hearing.
The Directors of HCIB are of the opinion that the judgement sum is recoverable and that the counter claim will be struck-off.

B12
Dividends - Proposed, Recommended or Declared
There were no dividends proposed, recommended or declared for the financial period ended 30 June 2007.
B13
Losses Per Share
(a) Basic
Basic losses per share is calculated by dividing the net loss for the period by the weighted average number of ordinary shares in issue during the period.

	
	Current
	Current

	
	quarter
	period to date

	Losses attributable to ordinary equity holders of  

  the parent (RM)
	(1,623,360)
	(2,911,578)

	
	
	

	Weighted average number of shares
	22,669,900
	 22,669,900

	
	
	

	Basic losses per share (sen) 
	     (7.16)
	(12.85)


(b) Diluted
The Group does not have any dilutive potential ordinary shares and accordingly dilution of losses per share is not applicable.

