United Plantations Berhad

(Company No. 240-A)

Notes To The Interim Financial Report

A1)
ACCOUNTING POLICIES AND BASIS OF PREPARATION


The interim financial report is unaudited.

The interim financial report has been prepared in accordance with the Financial Reporting Standards (FRS) 134 Interim Financial Reporting issued by the Malaysian Accounting Standards Board (MASB) and Chapter 9.22 part K of the Listing Requirements of Bursa Malaysia Securities Berhad. The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2005. 

The MASB issued a total of 21 new and amended FRS and other Interpretations 

(herein thereafter referred as FRSs). 18 FRSs are effective for financial statements commencing 1 January 2006 and 3 other FRSs are deferred to a later date. 

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised FRSs effective 1 January 2006:

FRS  1

First Time Adoption of Financial Reporting Standards

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 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

A1)
ACCOUNTING POLICIES AND BASIS OF PREPARATION ( contd.)
The adoption of the above FRSs does not have any significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the FRSs are discussed below:

(i) FRS 3: Business Combinations

Under FRS 3, any excess of the Group’s interest in the net fair value of acquirees’ identifiable assets, liabilities and contingent liabilities over cost of acquisition ( previously referred to as ‘negative goodwill’ ), after reassessment, is now recognized immediately in profit or loss. Prior to 1 January 2006, negative goodwill was carried in the equity. In accordance with the transitional provisions of FRS 3, the negative goodwill as at 1 January 2006 of RM220,000 was derecognised with a corresponding increase in retained profit.

(ii) FRS 101: Presentation of Financial Statements

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. 

The following amounts as at 31 December 2005 have been reclassified due to the  adoption of the new and revised FRSs:





Previously
Reclassification
Restated





Stated





RM’000
RM’000

RM’000

Other Investments

9,490

(9,490)


-


Available for sale financial


assets,
Non-current

-

4,182


4,182

Financial assets at fair value,   

Current assets


-

5,308


5,308

A2)
AUDIT REPORT
The auditor’s report on the financial statements for the financial year ended 31 December 2005 was not qualified.

A3)
SEASONAL AND CYCLICAL NATURE OF GROUP’S PRODUCTS AND OPERATIONS

The prices  for the Group’s  products are not  within  the  control of the Group but  are determined by the global supply and demand situation for edible oils.

Crop production is seasonal. Based on statistics, the group’s production of CPO and palm kernel (PK) gradually increases from March, peaking around July to September, and then declines from October to February. This pattern can be affected by severe global weather conditions such as El-Nino.

The prices obtainable for the Group’s products as well as the volume of production which is cyclical in nature will determine the profits for the Group.

A4)
EXCEPTIONAL AND EXTRAORDINARY ITEMS

There were no exceptional or extraordinary items for the current quarter and year todate.

A5)
CHANGES IN ESTIMATES
There were no material changes to estimates made in prior periods.

A6)
EQUITY AND DEBT SECURITIES
There have been no  issue of new shares, share buy-backs, share cancellation, shares held as treasury shares and re-sale of treasury shares for the period.

There were no issuances of debt instruments during the period.

A7)
DIVIDENDS PAID

The following dividends were paid during the period in respect of the financial year ended 31 December 2005  :-

Ordinary :




         RM ‘000
         

Interim paid


-  15% less 28% tax




22,479
A8)
SEGMENTAL INFORMATION

Segmental information for the current financial year-to-date :

	
	
	Plantations
	Refining
	Other Segments
	Elimination
	Total

	
	
	RM '000
	RM '000
	RM '000
	RM '000
	RM '000

	Segment  Revenue
	
	
	
	
	
	

	External Sales
	        144,757
	     126,245
	
      214
	              -
	         271,216

	Inter-segment Sales
	         23,604
	            -     
	                   732
	        (24,336)
	                -

	
	
	        168,361
	     126,245
	                   946
	        (24,336)
	         271,216

	Segment Results
	
	
	
	
	
	

	Profit before tax
	         77,534
	      1,673
	                 1,244
	            -____
	           80,451

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


A9)
VALUATION OF PROPERTY, PLANT AND EQUIPMENT

The valuations of land and buildings have been brought forward without amendment from the financial statements for the year ended 31 December 2005.

A10)
EVENTS AFTER THE BALANCE SHEET DATE

On 25 April 2006, the Group entered into a Conditional Master Agreement (Conditional MA) with the existing shareholders of two (2) Indonesian plantation companies, namely PT. Surya Sawit Sejati (PT SSS) and PT. Mirza Pratama Putra (PT MPP) to acquire 95% of the issued and paid up capital of each company for approximately USD5.9 million and USD3.1 million respectively. On the same date, the Group also entered into a Conditional Sale and Purchase Agreement (Conditional SPA) with the existing shareholders of PT SSS for purpose of the Proposed Acquisition of 

PT SSS.

The details of the Proposed Acquisitions are further elaborated under Note B8.

A11)
CHANGES IN THE COMPOSITION OF THE GROUP
The Group completed the acquisition of 95% equity interest in PT SSS on 9 June 2006. 

Other than as stated above, there were no changes in the composition of the Group for the year including business combination, acquisition or disposal of subsidiaries and long term investments, restructuring and discontinuing operations.

A12)
CONTINGENT LIABILITIES AND CONTINGENT ASSETS


There were no contingent liabilities or contingent assets as at 26 August 2006.

B1)
DIRECTORS’ REVIEW OF THE GROUP’S PERFORMANCE


The Group’s revenue for the current period under review decreased by RM 29 million which is 10% lower than that of the corresponding period last year due to lower production of FFB, CPO, PK and coconuts by 8%, 10%, 5% and 14% respectively. The decline was caused by the effect of prolonged dry weather experienced in the middle of 2005. The Oil Extraction Rate (OER) of 21.06% was also lower compared to 21.47% in the corresponding period last year. 

Consequently, the Group's profit before tax for the current period under review was also lower than that of  the corresponding period last year. 

B2)
COMPARISON OF RESULTS WITH PRECEDING QUARTER        

The profit before tax increased from RM 35.2 million in the preceding quarter to RM45.2 million for the quarter under review. 

The increase in the profit before tax for the quarter under review was due to the increase in the production of FFB, CPO, PK of 23%, 22% and 19% respectively attributed to seasonality of production.

B3)
PROSPECTS AND OUTLOOK

Crude palm oil prices rallied to a 2-year high in the recent weeks, moving from RM1400/mt to RM1650/mt. However, lately due to technical selling on the futures market as well as the prospective seasonal increase in palm oil production in August and September, prices have softened a little around RM1600/mt.
Palm oil stocks are still high in Malaysia but world demand has increased due to the upcoming festive season and usage of palm oil for biofuels. The rally in crude mineral oil prices will continue to have a positive impact on vegetable oil prices in general. The Malaysian and Indonesian governments have recently signed a deal for the utilization of substantial quantities of palm oil for biodiesel which if materialized will have an upside effect on vegetable oil prices, as demand will outpace supply.
As substantial quantities of produce have been sold forward we expect 2006 to be another satisfactory year.
B4)
PROFIT FORECASTS


The Group has not issued any profit forecasts for the period under review.

B5)
TAXATION
The charge for taxation for the quarter ended 30 June 2006 comprises :






 


  Current 
Current year







  

  Quarter
     to date







 

 RM ‘000
   RM ‘000

Current taxation                    

     

                 13,424
      23,876

Deferred taxation

     

                   
       (600)     
      (1,100)









     12,824     
      22,776
Profit before taxation             




    45,243               80,451  

Tax at the statutory income tax rate of 28 %

  
     12,668              22,526    


Tax effects of expenses not deductible / 

   (income not taxable) in determining taxable profit :


   Provision for investments net of (gains)/losses

            30                   (83) 


   Depreciation on non-qualifying assets


          423       
           834


   Claims for reinvestment allowance and research 

                and development   




         
        (133)
        (266)


   Utilisation of  b/f tax losses of a subsidiary


          (89)               (468)


   Others                       




          (75)                  233
Tax expense





                  12,824
      22,776
B6)
PROFIT/LOSS ON SALE OF UNQUOTED INVESTMENTS AND/OR PROPERTIES
There were no sales of any unquoted shares and or properties during the current period other than the gain of RM5,500 arising from the acquisition of land by the government.

B7)
PURCHASES AND DISPOSAL OF QUOTED SECURITIES
a)   There were no purchases or sales of quoted investments for the current period.

b)  Details of  investments  in  quoted  securities  at  30 June 2006 are given below:

            


    (i)

         (ii)

        (iii)





At Cost
At Book Value
Market Value




RM’000
    RM’000

    RM’000

Quoted shares: 
   7,886
        5,604

       5,604

B8)
CORPORATE PROPOSALS


Status of Corporate Proposals

Proposed Acquisitions of 95% Equity in Two (2) Indonesian Plantation Companies,  namely, PT SSS and PT MPP.

On 25 April 2006, the Group entered into a Conditional Master Agreement (Conditional MA) with the existing shareholders of two (2) Indonesian plantation companies, namely PT. Surya Sawit Sejati (PT SSS) and PT. Mirza Pratama Putra (PT MPP) to acquire 95% of the issued and paid up capital of each company for approximately USD5.9 million and USD3.1 million respectively (collectively referred to as the Proposed Acquisitions). The purchase consideration for the Proposed Acquisitions will be financed from internally generated funds.

On the same date, the Group also entered into a Conditional Sale and Purchase Agreement (Conditional SPA) with the existing shareholders of PT SSS for purpose of the Proposed Acquisition of PT SSS.

The Conditional SPA in respect of the Proposed Acquisition of PT MPP will be executed by the Group and or its designated party in due course pending the completion of a satisfactory due diligence by the Group on PT MPP and the issuance of the location permit by the local authority for the land held by PT MPP.

The Proposed Acquisitions  are subject to the approvals of the Indonesian Investment Coordinating Board and Bank Negara Malaysia.

B8)
CORPORATE PROPOSALS (contd)
Upon completion of the Proposed Acquisitions, the Group will have access to approximately 29,600 hectares of land in Indonesia. The Proposed  Acquisitions are expected to contribute positively to the future earnings of the Group in the medium to long term. The Proposed Acquisitions are expected to be completed within twelve (12) months from the date of the Conditional MA.

On  9 June 2006, the acquisition of 95% equity in PT SSS was completed. As the oil palms are still immature, there is no revenue contribution from PT SSS.

As at the date of this report, the conditions in respect of PT MPP have not been met.

B9)
GROUP BORROWINGS
All outstanding Group borrowings  as at 30 June 2006 were unsecured, short term and  denominated in Ringgit Malaysia only.  

They consist of the following items:








RM’000

            Bank Overdrafts


                 1,950

There were no long term borrowings in the Group as at 26 August 2006.

B10)
FINANCIAL INSTRUMENTS WITH OFF BALANCE SHEET RISK
The amounts of financial instruments used for hedging purposes and outstanding as at 21 August 2006 were :-

	Type of
	
	Contract
	Maturity from reporting date
	Total Contract
	Cash

	Instrument
	Currency
	Date
	Within 1 yr
	1 – 2 years
	Over 2 years
	Amount
	Requirement

	
	
	
	RM '000
	RM '000
	RM '000
	RM '000
	RM '000

	i)  Forward 
	US $
	Nov 04
	     7,641
	-
	-
	 7,641
	-

	    Foreign
	US $
	Feb 05
	    24,883
	        -
	-
	     24,883
	-

	    Exchange
	US $
	Jun 06
	62,674
	-
	-
	    62,674
	-

	    Contracts 
	US $
	Jul 06
	11,193
	-
	-
	    11,193
	           -

	
	
	
	    106,391
	 -
	-
	   106,391 
	           -

	
	
	
	
	
	
	
	

	ii) Futures Crude
	RM
	May 04
	3,796
	-
	-
	3,796
	-

	    Palm Oil /
	RM
	June 04
	19,092
	-
	-
	     19,092
	-

	    RBD Olein
	RM
	Aug 04
	(5,040)
	-
	-
	(5,040)
	-

	
	RM
	Oct 04
	(514)
	-
	-
	        (514)
	-

	
	RM
	Nov 04
	(3,500)
	-
	-
	     (3,500)
	-

	
	RM
	Dec 04
	(4,291)
	        -
	-
	     (4,291)
	-

	
	RM
	Apr 05
	(2,409)
	-
	-
	(2,409)
	-

	
	RM
	May 05
	(2,537)
	(7,250)
	-
	     (9,787)
	-

	
	RM
	Aug 05
	 3,436
	-
	-
	3,436
	-

	
	RM
	Nov 05
	(114)
	-
	-
	      (114)
	-

	
	RM
	Dec 05
	(2,275)
	-
	-
	     (2,275)
	-

	
	RM
	Jan 06
	       (15,499)
	-
	-
	   (15,499)
	-

	
	RM
	 Feb 06
	1,525
	-
	-
	1,525
	-

	
	RM
	 Mar 06
	7,748
	1,913
	1,367
	     11,028
	-

	
	RM
	 Apr 06
	(5,449)
	-
	-
	(5,449)
	-

	
	RM
	May 06
	6,666
	10,986
	4,736
	22,388
	-

	
	RM
	June 06
	(1,034)
	(1,909)
	(3,825)
	     (6,768)
	-

	
	RM
	July 06
	         (7,860)
	-
	-
	(7,860)      
	256

	
	RM
	Aug 06
	          16,456
	         3,768
	-
	     20,224
	232

	
	
	
	8,197
	7,508
	2,278
	17,983
	488


  Credit Risk is controlled by the application of authority and trading limits and dealing with well established      

  counter parties and regular monitoring procedures
B10)
FINANCIAL INSTRUMENTS WITH OFF BALANCE SHEET RISK (contd.)
Market Risk is minimized by daily monitoring of financial markets, supply and demand for crude palm oil and world vegetable oils in general. Regular production and sales as well as cash flow forecasts are carried out to establish hedging requirements. There are also ‘stop loss’ procedures in place to minimize possible losses. 

There are no significant credit and market risks posed by the above off balance sheet financial instruments as at 26 August 2006.

B11)
MATERIAL LITIGATION
There was no material litigation as at 26 August 2006.

B12)
PROPOSED DIVIDENDS
(a) On 24 June 2006, the shareholders approved a final dividend of 15 % gross less tax or 15 sen per share less tax (2nd Quarter 2005 – 15% less tax or 15 sen per share less tax in respect of the year ended 31 December 2004) in respect of the year ended 31 December 2005 payable on 26 July 2006.

(b) No interim dividends have been declared or proposed for the year ending 31         December 2006. 

B13)
EARNINGS PER SHARE (EPS)

The calculation of EPS is based on Group profit after taxation and extraordinary items  of RM57,675,000 (2005 : RM64,157,000) and the weighted average number of ordinary shares of 208,134,266 (2005 : 208,134,266) in issue during the period.

      By Order of the Board

      R. Nadarajan

      Company Secretary

      Jendarata Estate

      36009 Teluk Intan

      Perak Darul Ridzuan

      Malaysia

      26 August  2006
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