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



Interim report for the financial year ending 31 December 2004

                            ________________________________________________________________________


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 Bursa Malaysia’s Listing Requirement and should be read in conjunction with the Group’s audited financial statement for the year ended 31 December 2003.

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 2003. 

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 affect result 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, repurchase, resale and repayment of debt and equity securities during the quarter.

A7.
Dividend Paid

           There was no dividend paid during the 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
436,671
263,093
17,167
716,931

Plantation operations
143,821
263,093
17,167
424,081

Manufacturing
255,847
-
-
255,847

    Oleochemicals
251,479
-
-
251,479

    Rubber based products
4,368
-
-
4,368

Property development
33,011
-
-
33,011

Property investment
3,685
-
-
3,685

Other investment income
307
-
-
307







RESULTS

  Profit/(Loss) before interest 

  and exceptional item
71,460
87,779
(2,381)
156,858

Plantation operations
32,698
87,616
(2,381)
117,933

Manufacturing
23,087
-
-
23,087

   Oleochemicals
22,105
-
-
22,105

   Rubber based products
982
-
-
982

Property development
6,480
-
-
6,480

Property investment
(268)                                                                                                                                                             
-
-
(268)

Associated companies
4,704
-
-
4,704

Investment income
4,132
-
-
4,132

Interest income
627
163
-
790







Add/(Less):





Interest expense
(13,755)
(730)
-
(14,485)

Exceptional item 
-
4,002
(18,787)
(14,785)

Profit/(Loss) before taxation
57,705
91,051
(21,168)
127,588


Malaysia
Papua 

New Guinea
Indonesia
Group


RM’000
RM’000


RM’000
RM’000

OTHER INFORMATION





    Total segment assets
2,757,812
639,708
131,539
3,529,059

Plantation operations 
2,043,059
639,708
131,539
2,814,306

Manufacturing
392,111
-
-
392,111

    Oleochemicals
363,913
-
-
363,913

    Rubber based products
28,198
-
-
28,198

Property development 
226,813
-
-
226,813

Property investment
95,829
-
-
95,829







    Associated companies
40,175
-
-
40,175

    Unallocated corporate assets
35,160
-
-
35,160







    Total segment liabilities
700,352
63,404
24,242
787,998

Plantation operations 
442,178 
63,404
24,242
529,824

Manufacturing
178,037
-
-
178,037

    Oleochemicals
177,325
-
-
177,325

     Rubber based products
712
-
-
712

Property development 
78,151
-
-
78,151

Property investment
1,985
-
-
1,985

Others (commodity broking)
1
-
-
1







    Unallocated corporate    

    liabilities 
104,216
74,456
-
178,672







    Capital expenditure
37,230
33,372
12,364
82,966

Plantation operations
8,576
33,372
12,364
54,312

Manufacturing - Oleochemicals 
27,576
-
-
27,576

Others
1,078
-
-
1,078







    Depreciation and     

    amortization
12,968
16,771
3,261
33,000

Plantation operations
7,665
16,771
3,261
27,697

Manufacturing - Oleochemicals 
4,733
-
-
4,733

Others
570
-
-
570







    Non-cash expenses other    

    than Depreciation
1,701
-
-
1,701

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 an 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

The Group completed on its proposed acquisition of 62.03% of Kumpulan Bertam Plantations Berhad (KBP) and 100% of EPA Management Sdn  Bhd (EPA) on 13 July 2004. Also completed on the same date were the issuance of the consideration shares of 3,939,130 and 19,565,217 (as part consideration for the acquisition of KBP and EPA respectively), the rights issue shares of 47,289,060 and warrants of 47,289,060

The shares and warrants were given the approval for quotation and commencement trading on Bursa Malaysia with effect from the 13 July 2004.

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 Commitment

Authorised capital expenditures not provided for in the financial statements as at 30 June 2004 are as follows:







RM’000

Contracted




   96,885
   
 

Not Contracted                                                  72,970

                                                                         ----------

                                                                         169,855

                                                                                    ======                                        

A14.
Impairment of Assets

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

B.
ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA LISTING REQUIREMENT

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

  (a)       Group Results

The Group turnover increased by RM177 million (86%) and cumulative RM250 million (54%) for the reporting Quarter and two Quarters  2004 respectively. This is contributed by better prices for palm products and higher sales recorded by Natural Oleochemicals.                                                                                                                                    

                                   Whilst achieving significant increase in turnover   the Group net

after tax profit declined by RM10.15 million (28.45%) to                                    RM25.16 million and RM6.19 million (8.84%) to RM63.86 million for the reporting Quarter and two cumulative Quarters of 2004 respectively compared to the same Quarters last year.

The decline in profit is primarily due to the depreciation of the Indonesia Rupiah during the Quarter. The Group accounted for net unrealized exchange loss of RM18.79 million (2nd Quarter 2003 Ex gain of RM14 million) during the Quarter to reflect an increase in translated liabilities in the weakened Rupiah. The effect is reduced by the strengthening of Kina, the PNG currency, which contributed to RM4 million profits to the Quarter’s result.  Reflective of the taxable profit position, higher tax liability also affect the net after tax profit position compared to same period last year.

                        (b) 
Operational results

                               
Plantations :



(i)
Plantation Operation Malaysia 

The Group’s 2nd Quarter 2004 FFB production was at 132,232 mt which is 16.14% lower compared to FFB production in the same Quarter 2003. 

Cumulative FFB production  for  the  two Quarters at  244,363 mt is  10.54% lower compared to the same period last year. The Group’s cumulative Oil Extraction Rate for the cumulative Quarters improved to 19.46% compared to 18.72% for the same Quarters 2003. FFB production decline reflect the overall Peninsular Malaysia yield decline during the Quarter.

For the Cumulative Quarters Malaysia Plantation operation achieved CPO and PK price averages of RM1,791.68 and RM1,073.88 per mt respectively compared to RM1,368.17 and RM714.57 for CPO and PK for the same period 2003 respectively.




(ii)   
Plantation Operation - Papua New Guinea 

       

- New Britain Palm Oil Ltd (NBPOL)

NBPOL recorded 185,341 mt FFB production in the 2nd Quarter 2004 which is 15.4% higher compared to the same Quarter last year. For the cumulative Quarters NBPOL achieved 16.64% higher FFB production. Together with purchase crops NBPOL processed 275,001/530,905 mt FFB which were 18.77%/18.6% higher for this Quarter and cumulative Quarters 2004 respectively compared to the same Quarters last year. 

The average cumulative Crude Palm Oil extraction rate for the cumulative Quarters 2004 was at 24.48% as compared to 22.84% for the same Cumulative Quarters last year.   Price averages were Kina 1,362.94 per mt CPO equivalent to RM1,601.45.



(((
(iii)     Plantation Operation - Indonesia
Indonesia plantation operations FFB production for the 2nd Quarter 2004 was at 18,542 mt. This is 3.84% lower compared to the FFB productions for the same Quarter last year. FFB production for the two cumulative Quarters 2004 was at 7.8% lower compared to the same period 2003. FFFBFB productions for two cumulative quarters 

The CPO mill that commences operation in March this year is running smoothly with increase in capacity utilization.                             

Todate prices fetched for the CPO and PK are reflective of prices quoted and traded for palm products trades in Malaysia.

Manufacturing :

The Oleochemicals division turnover for the 2nd  Quarter 2004 was at RM120.88 million which is 48.82% higher compared to the same Quarter 2003.  PBT margin on Oleochemicals products declined significantly from 9.9% to 3.7% in the 2nd Quarter due to higher material input costs. 

For the cumulative Quarters turnover is 45.12% higher and the PBT is 2.75% lower compared to same period 2003. 

Property:

(i)
Property Development
Johor Land Berhad recorded  a cumulative turnover of RM34.98 million compared to RM14.15 million achieved in same period last year. PBT for the period was at RM4.65 million against RM0.61 million recorded in same period last year. The Quarter recorded PBT of RM3.85 million.

(ii)
Property Investment

The Group’s office tower, the Menara Ansar in Johor Bahru is  fully tenanted. Rental rates are still below expectation reflective of the current commercial building rental rates in Johor Bahru. For the cumulative two Quarters 2004 the property recorded a smaller deficit of RM0.27 million compared to a deficit of RM1.5 million recorded in the same period last year.  Prospect for a year of operational surplus is still good.

B2.
Material Changes in the Quarterly Results

            Good palm product prices contracted for the quarter contributed to strong operational performance for the plantation sector, the result is nevertheless affected by the depreciation of the Indonesian Rupiah and its effect on the translation of the subsidiaries liabilities into Ringgit. The loss although unrealized is affecting the Group’s current Quarter result significantly. 

            The Oleochemicals division showed strong growth in turnover but result is affected by input materials price increases.   

Higher tax allocations during the Quarter bring the net profit below the achievement of same quarter last year in spite of better operating performances.
          B3.
Current Year Prospects
CPO prices have declined swiftly to below RM1,500/mt.  Price on Palm Kernel is still holding at around RM1,000/mt.  Fundamentals on edible oil trades are uncertain and shifting between bullish and bearish positions. The outcome would definitely impact the Group significantly.  Plantation operations in Papua New Guinea have performed better to date and are expected to conclude the year better than last year in term of yields. Unless there are surprises in the 2nd half of the year, yield levels for Malaysian plantations are expected to be below last year’s peak production. 

Whilst steel prices which have shown sign of potential downward adjustments, fertilizer prices and diesel price are still on the uptrend. These will have some continued impact on the Group results. 

The Group’s Indonesia plantation operation is still a long way to profitability. Palms are still to respond to corrective spending incurred during the year to bring up plantation yields to acceptable levels. The Group’s CPO mill is expected to achieve higher capacity utilization as we move on contributed by outside FFB purchase.

The Indonesian Rupiah position will have a significant impact on the  Group’s results for the year. 

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

B5.
Taxation


CURRENT QUARTER
CUMULATIVE QUARTERS


30.06.04

RM’000
30.06.03

RM’000
30.06.04

RM’000
30.06.03

RM’000







Current Taxation
(19,503)
(18,643)
(39,286)
(28,543)

-Malaysia
(8,011)
(6,570)
(14,703)
(8,983)

-Overseas
(11,492)
(12,073)
(24,583)
(19,560)







Transfer to deferred

taxation
(1,848)
376
(4,970)
(397)

-Malaysia
(1,848)
376
(4,970)
(397)

-Overseas
-
-
-
-







Share of tax in associated Company
(694)
(619)
(1,317)
(1,182)


(22,045)
(18,886)
(45,573)
(30,122)

The effective tax rate on group profit for the 2nd Quarter 2004 is higher than the statutory tax rate. This is affected by
the effect of significant unrealized forex loss not affecting taxable profit, the effect of withholding tax on dividend declared by overseas subsidiary, the tax effect on unallowable losses at subsidiary level and Natural Oleochemicals exhausting its pioneering status for tax purposes.

B6.    Sale of Unquoted Investments and/or Properties


CURRENT QUARTER

1 April – 30 June     
CUMULATIVE QUARTERS

1 Jan – 30 June


RM’000
RM’000


-
-

B7.    Quoted Securities

          (a)
The particulars of purchase or disposal of quoted securities by the   

     
Group are as follows :-


THIS YEAR


CURRENT

QUARTER

1 April – 30 June

RM’000
CUMULATIVE 

QUARTERS

1 Jan – 30 June

RM’000

Total Purchase consideration
12
120

Total Sales proceeds
(48)
(168)

Total Profit/(Loss) on Disposals
3
27

(b)  
 Investment as at 30 June 2004.


Held as Long Term Investments

RM’000
Held as Current

Assets

RM’000
TOTAL

RM’000

At cost
52,581
2,243
54,824

At book value
18,252
810
19,062

At market value                                                        
31,628
816
32,444

B8.
Status of Uncompleted Corporate Announcement

The Group announcements on corporate proposals 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) 
The Company has made  announcements 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 RM15,060,000.

(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 Share 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.

                        Items (ii) (a), (b) and (c) above have been completed on 13 July 2004 and

                        the related further announcements on its progression are as follows:-

                        (i) 
Announcement dated 13 April 2004
The announcement detailed the Securities Commission approval on the above proposals subjects to conditions and guidelines to the

                              
approvals being adhered to in full.

                              
Except on the Mandatory General Offer for the remaining 37.97% 

                                    minority equity interest in Kumpulan Bertam Plantations Berhad

                                    not owned by Kulim, all conditions and guidelines have been

                                    complied with and completed on the 13 July 2004.                                                                                                                                                       
  

           

(ii)   
Announcement on Subsidiary – Johor Land Berhad Proposal

The Company made an announcement on 10 December 2003 on the proposed acquisition by Johor Land Berhad, a 50.55% subsidiary of Kulim, of freehold agricultural land measuring approximately 1,474.25 acres located in Mukim Tebrau, Johor for a purchase price of RM353,000,000 to be satisfied by way of cash of RM1,000,000 the issuance of 22,000,000 new ordinary shares of Johor Land Berhad of RM1.00 each  at par and the issuance of five (5) years RM330,000,000 nominal value of irredeemable  unsecured loan and a proposed increase in Johor Land Berhad authorized share capital from RM200 million comprising 200 million shares of RM1.00 each to RM500 million comprising 500 million shares of RM1.00 each.

Further to the Company’s announcement dated December 10, 2003 on the proposed acquisition, another announcement was made by Johor Land Berhad on February 19, 2004 to inform the parties involved in the sale and purchase agreement for the acquisition have agreed that the five (5) years RM330,000,000 nominal value irredeemable Unsecured Loan Stock (‘ICULS”) to be issued as part  consideration  shall be termed as Convertible Unsecured Loan 

Stocks (“CULS”). There is no change to the features of the loan stocks.

For clarification and as stated in the announcement dated December 10, 2003, the loan stocks were to be issued to the vendor, Johor Corporation (‘JCorp”) with redeemable feature ONLY at the option of Johor Land. Upon Maturity, any loan stocks not redeemed or converted previously shall be automatically converted into ordinary shares of Johor Land of RM1.00 each at conversion price of RM1.00.

Johor Land Berhad shareholders have approved the proposed purchase and its  related proposals at its EGM dated May 12, 2004.

The  new  shares  issuance  to  the  vendor  is  being attended to for completion.

(iii) Employee Share Option Scheme (ESOS)

The Group announced  on 7 June 2004 of a proposal for the Employee Share Option Scheme.  The ESOS has received the Shareholders approval on 29 June 2004.  The ESOS is being attended for offering by end September 2004.

(iv) Mandatory General Offer (MGO)

            – Kumpulan Bertam Plantations Bhd (KBP)

The Group announced on 6 July 2004 that Kulim will undertake an MGO on 37.97% shares of KBP not already owned. The offer document is in the process of being finalised for release to KBP Directors and Shareholders.

B9.
Borrowings and Debt Securities


As at 

30.06.2004
As at 31.12.2003
As at 30.06.2003




RM’000
RM’000
RM’000

Term Loans           




   Secured      -  denominated in  RM
391,500
401,417
499,162

                      -  denominated in USD
74,892
55,641
53,775

                      





466,392
457,058
552,937

Less :

Amount repayable within 12 months
(64,000)
(86,329)
(12,097)






Total
402,392
370,729
540,840






Short Term Borrowings 




Bank overdrafts                    - secured
-
-
-

                                              - unsecured
28,258
30,663
26,825

Short term bank borrowings - secured
139,300
108,745
121,323

                                              - unsecured
41,230
31,214
53,330

Total
208,788
170,622
201,478

B10.
Financial Instruments with Off Balance Sheet Risk

(a)         Commodity futures contracts  entered  into  by  certain subsidiaries      

companies outstanding as at 24 August 2004 (being a date not earlier than 7 days from the date of issue of the quarterly report) are as follows:

       


           RM’000
      Maturity Period

      Sale Contract
             49,572        September 2004 to Dec 2005


      Purchase Contract      (32,864)       September 2004 to Dec 2005 

      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.



Forward    foreign   exchange  contracts  are   entered   into   by    a



subsidiary 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 2004,  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:




            USD5,696,437         USD     
      21,646           1USD = RM3.8036



            Future sales of 

                           goods over the 

                           following 

                           6 months:                 USD             Nil                 

   
            Future purchase  



            of equipments          Euro             Nil


     
The fair values of outstanding forward contracts of the group at the    

     
Balance Sheet date approximate their carrying amounts.

     
The net unrecognised gain at 30 June 2004 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 in the financial year todate.

B12.
Dividend Proposed

There was no dividend proposed during the Quarter under review.

B13.
Earnings Per Share (“EPS”)



CURRENT

QUARTER

1 April – 30 June 
CUMULATIVE QUARTERS

1 Jan – 30 June





2004

RM’000
2003

RM’000
2004

RM’000
2003 RM’000



a. Basic earnings per share








    Net profit for the period 
(RM’000)
25,163
35,313
63,856
70,051

    Weighted average no. of

       shares in issue
      (‘000)
189,070
189,056
189,070
189,056

    Basic earnings per share
        (sen)
13.31
18.68
33.77
37.05

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 Rupiah (IDR/RP ’000)
0.404
0.427
0.4274
0.4260



Papua New Guinea Kina (PGK/K)


1.199
1.175
1.0360
0.9958

United Kingdom Pound Sterling (GBP)
6.8695
6.8058
5.9810
6.0370



United States of America Dollar  (USD)
3.8000
3.8000
3.8000
3.8000



EURO
-
-
4.1000
4.0300



By Order of the Board

KULIM (MALAYSIA) BERHAD

IDHAM JIHADI BIN ABU BAKAR, MAICSA 7007381

HASLINDA MOHD NOR @ MOHD NOAH LS 05697 

(Secretaries)

Dated : 26 August 2004
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