APPENDIX A


This summary of the investigative audit findings are extracted from the Investigative Audit Report by Messrs PKF, Chartered Accountants on the factors that contributed to the past losses of the HFB Group of companies for the years ended 31 May 1998 to 2003

1.
Summary of results and losses
The summary of the consolidated audited results of HFB for the past 5 financial years ended (“FYE”) 31 May 1998 to 2003 is as follows:- 

	
	Financial Year Ended

	
	31.5.98

(RM’000)
	31.5.99

(RM’000)
	31.5.00

(RM’000)
	31.5.01

(RM’000)
	31.5.02

(RM’000)
	31.5.03

(RM’000)

	Turnover
	50,526
	38,632
	47,968
	48,065
	21,335
	1,324

	Loss before tax
	(28,749)
	(52,425)
	(12,903)
	(8,269)
	(20,160)
	(28,662)

	Taxation
	475
	86
	(307)
	(52)
	(615)
	18

	Loss after tax
	(28,274)
	(52,339)
	(13,211)
	(8,321)
	(20,775)
	(28,644)

	Minority Interests
	273
	-
	-
	-
	-
	-

	Net loss for the year
	(28,000)
	(52,339)
	(13,211)
	(8,321)
	(20,775)
	(28,644)

	Weighted average number of ordinary shares in issue (‘000)
	19,000
	19,390
	21,077
	21,778
	21,777
	21,788

	Gross loss per share (RM) 
	1.51
	2.70
	0.61
	0.38
	0.93
	1.31

	Net loss per share (RM)
	1.47
	2.70
	0.63
	0.38
	0.95
	1.31


Losses incurred by the Group over the past five years were predominantly attributable to the following:-

	
	Financial Year Ended
	

	
	31.5.98

(RM’000)
	31.5.99

(RM’000)
	31.5.00

(RM’000)
	31.5.01

(RM’000)
	31.5.02

(RM’000)
	31.5.03

(RM’000)
	Total

	Provision for anticipated loss from crystallisation of corporate guarantee 
	-
	-
	-
	-
	-
	48,800
	48,800

	Interest expenses
	8,225
	9,545
	8,445
	8,798
	9,541
	3,242
	47,796

	Performance bond deposits written off
	-
	21,678
	-
	-
	-
	-
	21,678

	Bad debts written off/(recovered)
	8
	10,839
	1,001
	(463)
	(60)
	303
	11,628

	Provision for doubtful debts
	9,444
	-
	-
	191
	1,971
	-
	11,606

	Depreciation of fixed assets
	2,882
	2,768
	2,030
	1,841
	1,554
	136
	11,211

	Impairment loss on property 
	-
	-
	-
	-
	-
	4,460
	4,460

	Inventories value written down
	-
	-
	1,088
	-
	2,600
	739
	4,427

	Provision for slow moving inventories
	3,143
	236
	478
	-
	89
	-
	3,946

	Fixed  assets written off
	127
	881
	334
	-
	-
	579
	1,921

	Deposit written off
	
	
	
	
	362
	362
	724

	Deferred expenses written off
	-
	-
	-
	-
	436
	-
	436

	Total losses/expenses
	23,829
	45,947
	13,376
	10,367
	16,493
	58,621
	168,633


Provision for anticipated loss from crystallization of corporate guarantee granted to financial institutions, interest expense, performance bond deposits written-off, provision for doubtful debts, bad debts written off, and depreciation of fixed assets constitute 91% of the total losses and expenses incurred over the past five financial years ended 31st May 1998 to 31st May 2003.

2.
Limitations

The investigative auditors, Messrs PKF, Chartered Accountants (“PKF”) were faced with the following obstacles and limitations during the course of the Audit:

i) The books and records of the Group are stored in a chaotic state and dispersed in various locations

Through observation and discussions with the appointed Receiver of HFB’s subsidiaries, RSM Nelson Wheeler Teo Corporate Advisory Services Sdn Bhd (“RSM”), PKF found that the books and records of the HFB Group are stored chaotically and any meaningful verification work will be extremely difficult.  Our objective to present any conclusive and definitive findings cannot be achieved with an inadequate audit trail.  

As a result, PKF had in numerous occasions requested the assistance from HFB’s Board of Directors to retrieve certain books and records as stated in our letter to them dated 27 July 2004, but have been denied on the grounds that HFB does not have the requisite resources to extend assistance.  

PKF were also notified by Messrs RSM via correspondence dated 24 September 2004 that the books and records of HFB were packed and removed from the Company’s factory premises by a former director of HFB Group, prior to RSM’s storage exercise.

ii) HFB does not have the adequate manpower and other resources necessary to commit to the audit exercise;

Practically the entire HFB organisation has been relieved of their duties.  There were only two officers that were directed to assist us in our work but were both incapable of extending the assistance that PKF required. 

iii) HFB’s auditors have denied us access to review the records of the HFB Group;

PKF also considered examining the audit trail that HFB’s auditors may have in respect of the accounting affairs of HFB over the years, and had requested HFB’s Board to seek their assistance (via correspondences dated 23rd December 2003 and 20th May 2004).  PKF were denied access as HFB’s auditors represented that it is against firm policy in their correspondence dated 19th July 2004.

iv) HFB has not been expedient in their correspondences and follow-ups with our requests.

PKF have thus been unable to satisfactorily review and audit the affairs of HFB in light of the above.

3.
Summary of Potential Breaches / Irregularities

Notwithstanding the above, PKF conducted our work based on records available to us, albeit limited, and have found the following:

	 
	Transaction
	Attributed losses

RM’000
	Type of breach / irregularity
	When breach occured
	Related

Party Transaction or Balance
	Breaches of

	
	
	
	
	
	
	Securities Laws
	CA 1965
	Bursa Securities LR
	M&A

	1. 
	Inadequate care and improper management of accounting records
	n/a
	Failure of the directors and managers of HFB Group to keep the Group’s accounting records in a proper manner so as to enable them to be conveniently and properly audited. 

 
	2002
	n/a
	-
	S 167 (1) and S174 (2)(b)
	Rule 8.31
	Clause 130

	2. 
	Removal of books and records of HFB from the Company’s factory premises 
	n/a
	Act committed by a former director of HFB Group of removing books and records of HFB required to be kept or maintained under the Companies Act 1965.


	2002
	n/a
	S122D, SIA 1983
	-
	-
	-

	3. 
	Bad debts written off
	11,142
	Shareholders’ approval not obtained.
	FYE 30 May 1999 and 2003.


	n/a
	-
	S 132 (C)
	-
	Clause 93 (a)

	4. 
	Performance Bonds Written-Off
	21,678
	Non disclosure and shareholders’ approval not obtained
	FYE 30 May 1999


	A former director of HFB,  is suspected to be a related party to  Tanco Kimpex International 

Ltd, a company HFB contracted with.


	-
	S 132 (C)
	Rule 10.08
	Clause 93 (a)

	5. 
	Inventory Value Written Down


	739
	Shareholders’ approval not obtained.
	FYE 30 May 2003


	n/a
	-
	S 132 (C)
	-
	Clause 93 (a)

	6. 
	Fixed Assets Written-Off
	1,304
	Shareholders’ approval not obtained and records not properly kept
	FYE 30 May 1999, 2000 and 2003
	n/a
	-
	S 132 (C); 

S 167 (1); and  S174 (2)(b)
	-
	Clause 93 (a)
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