                        KULIM (MALAYSIA) BERHAD – Company No. 23370-V



Interim report for the financial year ended  31 December 2003



_______________________________________________________________________


A.
NOTES TO THE INTERIM FINANCIAL REPORT

A1.
Basis of preparation

The interim financial report is unaudited and has been prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 of the Kuala Lumpur Stock Exchange Listing Requirement and should be read in conjunction with the Group’s audited financial statement for the year ended 31 December 2002.

The accounting policies and presentation adopted by the Group in this interim financial report are consistent with those adopted in the annual financial statements for the financial year ended 31 December 2002. 

There are no changes in accounting policy that effect net profit for the quarter or shareholders’ equity as a result of the adoption of these standards in the interim financial report except as set out below.

A2.
Status on Qualification of Audited Financial Statements 


The audit report of the Group’s preceding year financial statement was not qualified. 

A3.
Seasonality or cyclicality of operations

There were no abnormal seasonal factors that effect result for the quarter under review. Price cycles for palm products which are comparatively high during the quarter contributed significantly to the good performance for the quarter under review. 

A4.
Unusual items affecting assets, liabilities, equity, net income or cash flows
There were no significant items which unusually affect assets, liabilities, equity net income or cash flows during the quarter. 

 

A5.
Change in Accounting Estimates
There were no changes in estimate of amount reported in prior interim period or financial year that have a material effect in the current financial quarter for the current financial period.

A6.
Debt and equity securities
There was no cancellation, repurchases, resale and repayment of debt and equity securities during the quarter.

A7.
Dividend

The Board declared an interim dividend of 10% per ordinary share of RM0.50 each less 28% income tax on the 31 December 2002 in respect of the financial year ended          31 December 2002. The dividend amount, net of tax, of RM6,806,016 was paid on       18 February 2003. There was no dividend paid during the financial quarter under review.

A8.
Segmental Information

Segmental information for the current financial year based on geographical locations and business segments within the geographical locations are as follows:


Malaysia
Papua

New Guinea
Indonesia
Group


RM’000
RM’000
RM’000
RM’000

REVENUE





    External sales
313,438
145,432
7,677
466,547

Plantation operations
114,663
145,432
7,677
267,772

Manufacturing
182,393
-
-
182,393

    Oleochemicals
177,626
-
-
177,626

    Rubber based products
4,767
-
-
4,767

Property development
14,151
-
-
14,151

Property investment
2,231
-
-
2,231

Others
-
-
-
-

RESULTS

   Profit/(Loss) before taxation   





Plantation operations
24,333
68,007
(623)
91,717

Manufacturing
18,558
-
-
18,558

   Oleochemicals
19,144
-
-
19,144

   Rubber based products
(586)
-
-
(586)

Property development
612
-
-
612

Property investment
(1,498)
-
-
(1,498)

Others
-
-
-
-

Associated companies
4,222
-
-
4,222

Investment income
1,041
-
-
1,041

Interest income
369
1,284 
25
1,678


47,637
69,291
(598)
116,330

Add/(Less):





Interest expense
(17,356)
(920)
-
(18,276)

Exceptional item
-
-
14,395
14,395


30,281
68,371
13,797
112,449

OTHER INFORMATION





    Total segment assets
2,742,870
591,102
131,883
3,465,855

Plantation operations 
2,107,571
591,102
131,883
2,830,556

Manufacturing





    Oleochemicals
291,322
-
-
291,322

    Rubber based products
31,382
-
-
31,382

Property development 
213,791
-
-
213,791                                     

Property investment
98,719
-
-
98,719

Others
85
-
-
85







    Associated companies
40,388
-
-
40,388

    Unallocated corporate assets
35,932
-
-
35,932







    Total segment liabilities
780,639
125,538
2,982
909,159

Plantation operations 
568,053
125,538
2,982
696,573

Manufacturing





    Oleochemicals
129,571
-
-
129,571

     Rubber based products
1,181
-
-
1,181

Property development 
80,010
-
-
80,010

Property investment
1,823
-
-
1,823

Others
1
-
-
1







    Unallocated corporate    

    liabilities 
91,041
57,394
-
148,435







    Capital expenditure
25,083
28,746
7,638
61,467

Plantation operations
(180)
28,746
7,638
36,204

Manufacturing - Oleochemicals 
24,993
-
-
24,993

Others
270
-
-
270







    Depreciation and amortisation
8,384
12,633
2,760
23,777

Plantation operations
4,027
12,633
2,760
19,420

Manufacturing - Oleochemicals 
3,807
-
-
3,807

Others
550
-
-
550







    Non-cash expenses other than      

    depreciation
1,144
-
-
1,144

A9.
Valuation of property, plant and equipment

The carrying value of the land and estate development expenditure for the Group except those located overseas, is based on valuation carried out on 31 December 1997 by Independent qualified valuer using the open market method of valuation to reflect their fair value. The carrying value was brought forward without any amendment.

A10.
Material events subsequent to the end of the interim period

In July 2002 the Group announced a land sale to Pelangi Berhad for RM110 million. The sale was completed on schedule on July 18, 2003 with balance 90% payment, net of real property gains tax, received at RM93.5 million at end of July 2003. 

A11.
Changes in the composition of the Group

There is no change in the composition of the Group during the quarter.

A12.
Changes in contingent liabilities or contingent assets


Since the last Balance Sheet date, there were no material changes in contingent liabilities and contingent assets.

A13.
Capital Commitments

Authorised capital expenditures not provided for in the financial statements as at 30 June 2003 are as follows:







RM’000

Contracted




19,583

Not Contracted



12,781

                                                                        ---------

                                                                        32,364

                                                                                    =====   

A14.
Impairment of Assets

There was no impairment losses recognized by the Company and the group during the Quarter, there were no reversals of impairment losses required to be recognized in the quarter.

B.
ADDITIONAL INFORMATION REQUIRED BY THE KLSE LISTING REQUIREMENT

B1.
Review of the performance of the Company and Its Principal Subsidiaries

(i)
Plantation Operation Malaysia 

The cumulative 2nd quarter FFB production was at 273,167mt, which is 15.59% higher than the same period production last year. Cumulative yield per hectare for the year was at 11.27mt compared to 9.75mt achieved for the same period last year. The Cumulative Oil Extraction Rate for the two quarters was at 18.73%, compared to 19.04% achieved for the same period last year.  The average delivered price of CPO for the quarter was at RM1,370/mt whereas for the Palm Kernel the average was at RM714/mt. There were carried forward, forward sales done in earlier year delivered during the quarter, which affected the group cumulative price average for the quarter.   The physical forward position contracted at end 2001 is expected to be fully delivered by end of the year. The delivery, whilst affecting the price average, is not expected to significantly impact on the year’s result as the undelivered portion is proportionately low compared to estimated overall production for the remainder of the year.

(ii)   Plantation Operation - Papua New Guinea (PNG)

The Group’s subsidiary in PNG the New Britain Palm Oil Ltd (NBPOL) perform well during the quarter with increase in FFB harvested at 15.6% higher than the corresponding period last year. Oil Extraction Rate was at 22.84%. Total palm products achieved per mt FFB was at 28.1%. Good prices secured during the quarter resulted in profit before tax of RM35.26 million or 45.3% higher profit for the quarter compared to the corresponding quarter last year. 

PNG currency the Kina strengthened by 4.08% during the quarter to RM1.08 compared to RM1.03 per one Kina as at end of March 2003. 



(iii)   Plantation Operation - Indonesia
The Group’s program on plantation nurturing is proceeding as planned with continued spending on fertilizer input and fields maintenance carried out during the quarter. FFB production in the quarter was at 19,282 mt compared to 20,538mt achieved in the corresponding quarter last year, a slight reduction. Cumulative yields at 4.6 mt/ha for the two quarters is comparatively still low and has large room for improvement. 

The construction of the mill is ongoing and the mill is on target for commissioning in the fourth quarter of this financial year.

Manufacturing:

The Oleochemical division cumulative turnover is 12.69% higher compared to the same period 2002. Profit before tax (PBT) is affected by the increase in cost of raw materials not equally matched by the increase in products prices. For the two quarters, profit before tax dropped by 7.28% compared to the same period last year. This is a much improvement to 1st quarter result which had a deficit in PBT of 31.6 % compared to same quarter 2002.  The recovery in profit margin is expected to stay.

Property:

(a)
Property Development
The property division cumulative revenue for the two quarters ended 30 June 2003 deteriorated compared to the same period last year. The division recorded an operational profit of RM0.6 million compared to an operational profit of RM11.5 million recorded last year. The performance for the year excluding its share of result of the associate is expected to stay in the adverse position.

(b)
Property Holding

The Group’s office tower, the Menara Ansar, in Johor Bahru is maintaining its tenancy. Rental rates remained low and expected to stay low during the financial year 2003. The revenue and maintenance of the office tower recorded a deficit of RM0.77 million for the quarter and a cumulative of RM1.5 million for 2 quarters of the year. The position is almost unchanged from last year and performance is expected to remain at the approximate level recorded in year 2002. 

B2.
Material Changes in the Quarterly Results

FFB production for Malaysia is 15.59% higher compared to the same period last year. The same applies to PNG operation which recorded a 15.6% higher FFB production. This and the comparatively good prices secured for palm products contributed to better performance for the plantation division. The other aspect of the operations remains the same. 

The property and manufacturing (Oleochemicals) division performance declined compared to same period last year. The property is affected by market trends which are showing signs of changing for the better. The signs are yet to translate to better sales. 

The Oleochemicals products costs increases outstripped products sales value increases.  Comparative between the 1st quarter and 2nd quarter this year shows that the positions are improving resulting in improved margin.

B3.
Current Year Prospects
Although palm products prices are off their highs for the year, is still a favourable price level for palm products compared to the recent past. The Group is cautiously confident of better performance for the plantation segment for the remainder of the financial year 2003 compared to last year should prices be maintained at current traded levels.

Looking at the quarter two result, the outlook for the Oleochemicals division to contribute at the level of 2002 result is improving. The division’s soap noodle plant has started operation and is expected to contribute from the 3rd quarter this year.

Recent good performances in some part of the country and over certain segment of the property market have yet to be felt in the Johor Bahru sector. The Group anticipates the unexciting Johor Bahru property market to remain and this will affect the property division result for this year.

Although there is a dip in this quarter production, the Indonesia plantations are expected to record better yield performance this year. Operationally they are expected to still be in operating loss in this financial year as the Group spends above normal levels to bring up the plantations to better standard for higher yield in the later years.

The Indonesia Rupiah remained volatile with current levels off its high achieved at end of this quarter. As at this date it is still higher than the last year end closing rate of RP2352 to the Ringgit. 

The Palm Oil mill currently under construction is on course for completion in the last quarter of this year.

B4.
Profit Forecast / Profit Guarantee
The Company is not subject to any profit forecast or profit guarantee requirement.

B5.
Taxation


CURRENT QUARTER
CUMULATIVE QUARTER


30.06.03

RM’000
30.06.02

RM’000
30.06.03

RM’000
30.06.02

RM’000









Current Taxation
(18,267)
(355)
(28,543)
(5,552)

-Malaysia
(6,194)
(4,830)
(8,983)
(5,544)

-Overseas
(12,073)
4,475
(19,560)
(8)







Transfer to deferred

Taxation
376
(10,549)
(397)
(10,549)

-Malaysia
376
-
(397)
-

-Overseas
-
(10,549)
-
(10,549)







Share of tax in associated Company
(619)
(735)
(1,182)
(1,639)


(18,510)
(11,639)
(30,122)
(17,740)

The effective tax rate on group profit for the Quarter ended 30 June 2003 was higher than the statutory rate due to the changes in tax rate in Papua New Guinea with an increase of 5% over last year. 

B6.    Sale of Unquoted Investments and/or Properties


CURRENT QUARTER

1 APR – 30 JUNE
CUMULATIVE QUARTER

1 JAN – 30 JUNE    





Profit on sale of part of Ulu Tiram Estate to Pelangi Berhad
-
-

B7.
Quoted Securities

a.  The particulars of purchase or disposal of quoted securities by the Group are as    

     follows :-


THIS YEAR


CURRENT

QUARTER

RM’000
CUMULATIVE 

QUARTER

RM’000

Total Purchase consideration
91
91

Total Sales proceeds
(120)
(120)

Total Profit/(Loss) on Disposals
6
6


b.   Investment as at 30 June 2003


Held as Long Term Investments

RM’000


Held as Current

Assets

RM’000


TOTAL

RM’000

      At cost
47,594
2,257
49,851

      At book value
15,496
781
16,277

      At market value                                                        
20,702
821
21,523

B8.
Status of uncompleted corporate announcement

The Group announcements on corporate proposals and land sales are updated as follows:

(i) The proposed sale of 24,000,000 shares in New Britain Palm Oil Ltd. as approved by the shareholders at the Extraordinary General Meeting dated          8 December 2001.



No sale has been made todate.

(ii) A disposal of 1,000 acres land forming part of Ulu Tiram Estate announced on the 18 July 2002.

The sale has been completed with balance 90% payment on the sale price of RM110 million, less Real Property Gains Tax of RM5.5 million, received in full in July 2003.

(iii) 
The Company has made an announcement on 16 May 2003 and 9 June 2003 on the followings:

(a)    The proposed acquisition from Johor Corporation (“JCorp”) of 6,091,358    

         Ordinary Shares of RM1.00 each representing 62.03% Equity interest in     

         Kumpulan Bertam Plantations Berhad for a purchase consideration of   

         RM13,186,000.

(b)   The proposed acquisition from JCorp of 80,321,257 Ordinary Shares of 

          RM1.00 each representing 100% of the enlarge issued and paid-up share   

          capital of EPA Management Sdn Bhd after the proposed internal    

          restructuring and the proposed recapitalization of amount due to JCorp, 

          for a purchase consideration of RM80,000,000.

(c)   The proposed renounceable rights issue of up to 70,804,891 new Ordinary 

  Shares of RM0.50 each in Kulim together with up to 70,804,891   

  detachable free warrants on the basis of one (1) new Ordinary Shares of   

  RM0.50 each together with one (1) free warrant for every four (4) 

  existing Ordinary Shares of RM0.50 each held in the Company before the  

  proposed acquisitions.

The above proposals are being attended to and ongoing towards meeting various approvals requirement for their completion. Completion of the proposals is targeted by end of this financial year.

B9.
Borrowings and Debt Securities

As at 30.06.2003
As at 31.12.2002


RM’000
RM’000

Term Loans



   Secured      - denominated in RM
499,162
503,978

                       -  denominated in USD
53,775
52,895

                       - denominated in AUD
-
-

   
  
   

Unsecured – denominated in USD
-
-


552,937
556,873





Less : Amount repayable within 12 months
(12,097)
(36,147)





Total
540,840
520,726





Short Term Borrowings 



   Bank overdrafts                     - secured
-
6,715

                                                  - unsecured
26,825
24,440

   Short term bank borrowings – secured
121,323
105,892

                                                 - unsecured
53,330
63,152

Total
201,478
200,199

B10.
Financial instruments with off balance sheet risk

a.   Warrants

As at 30 June 2003 there were outstanding warrants of 94,163,550 units. Each warrant entitles its registered holder to subscribe for one (1) new ordinary share of RM0.50 each in the Company at an exercise price of RM3.30 per share. The warrants will expire on 27 January 2004. The warrants were last quoted on                30 June 2003 at RM0.125 sen per unit.

b. Commodity futures contracts entered into by certain subsidiaries  companies outstanding as at 20 August 2003 (being a date not earlier than 7 days from the date of issue of the quarterly report) are follows:

c.



       RM’000

    Maturity Period

 Sale Contract
       107,600
    
    Sept 2003 to Dec 2004


 Purchase Contract       ( 20,775)
                Sept 2003 to June 2004

The above exchange traded commodity contracts were entered into with the objective of managing and hedging the Group’s exposure to adverse price movements in vegetable oil commodities.

The associated credit risk is minimal as these contracts were entered into with Brokers of commodity exchange. Gains or losses arising from contracts entered into as hedges of anticipated future transactions are deferred until the date of such transactions at which time they are included in the measurement of such transactions gains or losses on contracts which are no longer designated as hedges are included in Income Statement.

c.
Forward foreign exchange contracts are entered into by the company in currencies other than its functional currency to manage exposure to fluctuations in foreign currency exchange rate on specific transactions.  Currently, the group’s policy is to enter into forward foreign exchange contracts for up to 30% of such foreign currency receipts where company is able to enjoy premium market swap point and up to 80% of such foreign currency payment over the following year but it is subject to review by management from time to time due to the currency market trend and situation.

At 30 June 2003, the settlement dates on open forward contracts range between 1 and 6 months.  The foreign currency amounts and contractual exchange rate for the group’s outstanding contracts are as follows:










RM’000
  




Hedged item  

 

Currency
Equivalent      Contract rate




Trade receivables:




USD 4,688,900
     

USD     
17,839        
 1US = M3.8046



Future sales of goods 



over the following 6 months:



USD Nil                 

   
Future purchase of 



equipments Euro Nil


The fair value of outstanding forward contracts of the group at the balance sheet date approximate their carrying amounts.

The net unrecognised gain at 30 June 2003 on open contracts which hedge anticipated future foreign currency sales amounted to RMnil.  These net exchange gains are deferred until the related sales are transacted, at which time they are included in the measurement of such transactions.

B11.
Changes in Material Litigations


There is no pending material litigation on the financial year todate.

B12.
Dividend Proposed

There was no interim dividend proposed/declared during the 2nd Quarter 2003.

B13.
Earnings Per Share (“EPS”)



CURRENT

QUARTER
CUMULATIVE QUARTER





30.06.03

RM’000
30.06.02

RM’000
30.06.03

RM’000
30.06.02

RM’000



a. Basic earnings per share








    Net profit for the period 
(RM’000)
35,689
11,446
70,050
25,512

    Weighted average no. of

    Shares in issue
      (‘000)
189,056
189,056
189,056
189,056

    Basic earnings per share
      (sen)
18.88
6.05
37.05
13.49

b. Diluted earnings per share

      For the diluted earnings per shares, the weighted average number of ordinary shares 

      in issue is  adjusted to  assume  conversion  of all dilutive potential ordinary shares.

      The   Company  has  one  category  of  dilutive  potential   ordinary   shares:  Bonds

     1994/1999  issued  with  94,163,550  detachable warrants. The Bonds were repaid in

     1999.

      The  diluted earnings  per share  is  not  calculated  as  the  warrants  conversion has      

      anti-dilutive effect.  



B14.
Currency translation
The exchange rates used for each unit of the currencies in the Group for the current financial period are:


THIS YEAR CURRENT QUARTER
PRECEEDING YEAR CORRESPONDING QUARTER


MTH-END

RATE
AVERAGE RATE
MTH-END

RATE 
AVERAGE RATE 

Indonesia (IDR’000)
0.4274
0.4260
0.4300
0.4100

Papua New Guinea (PGK)
1.0850
1.0203
0.9520
0.9830

United Kingdom (GBP)
6.2795
6.1860
5.8090
5.6870

United States (USD)
3.8000
3.8000
3.8000
3.8000

EURO
4.3405
4.1605
3.5500
3.4300

By Order of the Board

KULIM (MALAYSIA) BERHAD

IDHAM JIHADI BIN ABU BAKAR, MAICSA 7007381

JAMALLUDIN BIN KALAM, LS 02710
(Secretaries)

Dated : 26 August 2003
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