A.  NOTES TO THE INTERIM FINANCIAL REPORT

A1.      Basis Of Preparation 

The interim financial report for the second quarter 2003 is unaudited and has been prepared in accordance with MASB 26, Interim Financial Reporting and Part A of Appendix 9B of the KLSE Listing Requirements. 

The interim financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2002.

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

A2.      Audit Report

The audit report of the Group for the preceding annual financial statements for the year ended 31 December 2002 was not qualified.

A3.      Seasonal Or Cyclical Factors

The Group is principally engaged in property development and the business operations are dependent on the Malaysian economy and general market confidence.

A4.      Unusual Items

There were no unusual items affecting assets, liabilities, equity, net income, or cash flows because of their nature, size or incidence for the current financial period under review.

A5.      Changes In Estimates

There were no changes in estimates of amounts reported in prior interim periods of the current financial year or changes in estimates of amounts reported in prior financial years that have material effect in the financial period under review.

A6.      Debt And Equity Securities

There were no issuance, cancellations, repurchase, resale and repayments of debt and equity securities for the current financial period under review.

A7       Dividend Paid 

There were no dividend paid for the current financial period under review.

A8.       Segmental Reporting

                                                           
              
             Profit/(Loss)

    



                       Turnover        Before Taxation        
                                                                       RM’000               RM’000                 

           Malaysia

           Property development                          26,352                   (4,231)                      

           Trading                                                   4,838                        131              

           Plantation                                                  441                        127                            

                                                                     _________         __________           

                                                                         31,631                   (3,973)          

           Investment                                                  -                              (3)         

                                                                     _________         __________           

                                                                         31,631                   (3,976)                

                                                                       
                         Profit/(Loss)

                         



                      Turnover         Before Taxation       
                                                                       RM’000               RM’000               

            China                        

            Manufacturing                                        55,358               (11,968)                      

            Property development                                 -                        (345)             

                                                                        ________       __________            

                                                                            55,358               (12,313)                            

                                                                         
            Profit/(Loss)
       

              



            Turnover       Before Taxation     
                                                                         RM’000             RM’000             

            Group’s share in

            Associated Companies

            Malaysia - Trading                                     -
                         85                 
  

            China - Manufacturing
                   -

       (2,525)
             

                                                                      _________           ________         

                                                                              -                        (2,440) 
      Grand Total                                                  86,989               (18,729)                                       
                

                      ========       =========      
A9.      Revaluation Of Property, Plant And Equipment

The valuation of land and buildings has been brought forward, without amendment from the previous annual financial statements.

A10.    Material Events Subsequent To Balance Sheet Date

Subsequent to the end of the financial period under review, the Company had on 7 July 2003  executed a Sale & Purchase Agreement with its holding company, Farlim Holding Sdn Bhd (FHSB) in respect of the acquisition by the Company of a parcel of land measuring 3.031 acres known as Lot 1445, Mukim 14, Daerah Seberang Perai Utara, Pulau Pinang comprised in Geran Mukim No.417 for a total consideration of RM1,700,000 as partial repayment of amount owing by FHSB to the Company.

A11.    Changes In Group's Composition

       1.   The Company had on 19 April 2002 announced, inter alia the following :-

a) Proposed disposal of 73.3% equity interest in Quanzhou Farlim Real Estate Co. Ltd, ("QFREL") an enterprise established in the People's Republic of China, for a cash consideration of RM1,000,000 (Proposed Disposal Of QFREL)

b) Proposed disposal of 100% equity interest in Farlim Group (China) Limited ("FGCL") , a company incorporated in Hong Kong ,for a cash consideration of RM17,500  (Proposed Disposal Of FGCL)
      The Proposed Disposal of QFREL and the Proposed Disposal of FGCL are pending completion and the status is as disclosed in Note B8(b). There were no changes in the composition of the Group during the current financial period and financial year to-date except that on 26 February 2003, the Company had via its wholly- owned subsidiary, Kanchil Jaya Sdn Bhd acquired additional 30% equity interest in Kaplands Sdn Bhd for a cash consideration of RM3,000.  With this acquisition, Kaplands Sdn Bhd is now a wholly- owned subsidiary of Kanchil Jaya Sdn Bhd.
A12.    Changes In Contingent Liabilities

The changes in contingent liabilities for the Group since the last annual financial year ended 31 December 2002:

                                                                    As At                        As At  

                                                               30 June 2003              31 Dec 2002

                                                                  RM '000                     RM '000  

      Secured

      Bank guarantees issued in favour

      of various third parties                              2,057                        2,919                               

      Unsecured

      Litigation instituted by a customer 

      of a foreign incorporated subsidiary

      company                                                          -                          5,126

                                                                    ________                  ________

                                                                         2,057                        8,045 

                                                                     =======                 =======

Note :  The reduction in contingent liabilities were due to :-   

1) Cancellation of bank guarantees of the Company upon its expiration.

2) Final judgement made by Fuzhou Court in respect of the litigation instituted against a foreign incorporated subsidiary company as disclosed in Note B11(b).

B.      ADDITIONAL INFORMATION REQUIRED BY THE KLSE'S LISTING REQUIREMENTS

B1.      Review Of Performance Of The Company And Its Principal Subsidiaries        

The Group registered a turnover of RM86.989 million and loss before tax of  RM18.729 million for the financial period from 1 January 2003 to 30 June 2003 under review compared to the preceding year financial period of RM74.247 million and RM15.475 million respectively.

The unsatisfactory financial performance of the Group was mainly attributed by the foreign operations in the People's Republic of China.
B2.      Material Changes In The Quarterly Results Compared To The Results Of The Preceding Quarter

            The Group’s loss before tax for the current financial period increased by RM847,000 from RM8.941 million for the preceding  financial period to a loss before tax of RM9.788 million. 
B3.      Prospect For Current Financial Year

Barring any unforeseen circumstances, the Group will make every effort to improve efficiency and productivity with a view to achieving better performance.
B4.     Variance Of Profit Forecast

The Group did not issue any profit forecast to the shareholders during the current financial period and current financial year to-date.
B5.     Taxation

     Taxation comprises : -     

                                                                                     Preceding

                                               Current          Year             Current          Preceding                                                   

                                                                   Year     Corresponding       Year                Year                                                                  

                                                                Quarter         Quarter       Cumulative    Cumulative

                                                             30/06/2003     30/06/2002    30/06/2003     30/06/2002                  

                                                      RM’000        RM’000        RM’000          RM’000      

            - current taxation                    (94)                 (7)                (97)                (16)                                     

            - deferred taxation                     -                    -                    -                     -                              

      - associated companies          (205)            (152)              (211)              (163)     

      - real property gain tax              -                    -                     -                    -

      - in respect of prior years       579                  -                   579                  (7)                           

                                                   __________   _________   _________     ________                                               

                                                          (280)             (159)                271              (186)             

                                                   =========   ========   ========     =======    
Despite the Group’s loss before income tax for the current financial period under review, provision for taxation has been made due to profit of  subsidiaries which, for tax purposes, cannot be offset against losses of the Company and other subsidiary companies in the Group.

B6.      Profit on sale of Investments and /or Properties

There were no disposal of investment for the financial period under review. 

B7.      Quoted Securities

  


(a) There were no purchase and disposal of quoted securities in the current financial period under review and financial year  to-date.                     

(b)    Total investments in quoted securities as at 30 June 2003 are as follows:-                                                                                                                                                                                                                                                                                                                                                     

                                                                                                                   As At                                           

                                                                                                          30/06/2003                         

                                                                                              RM’000              

                        At cost                                                              5,956          

                        Less : Provision for diminution                                                        
      

                                   in value                                                 (4,675) 
                                                                                              ________      

                        At book value                                                   1,381           

                                                                                              =======      

                        Market value                                                     1,381            

                                                                                              =======      

B8.      Status of Corporate Proposals   

 a)      The status on the corporate proposal in respect of the Proposed Debt Settlement  as announced in the last financial period ended 31 March 2003 remains   unchanged  as at  26 August 2003.

b) The status of the Proposed Disposal of  QFREL and the Proposed Disposal of FGCL to Pan-Asia Holdings Limited (PAHL or the Purchaser) as announced in the last financial period ended 31 March 2003 remains unchanged as at 26 August 2003, except that on 27 June 2003 PAHL through their solicitors M/S Loh Eben Ong & Partners requested Farlim to grant them another two calendar months' extension to consider the proposals in relation to the proposed variation of payment as contained in Farlim's letter dated 28 Febtruary 2003.

c) The proposed New Employees' Share Option Scheme which has been approved by the Securities Commission on 11 February 2003 had been duly approved by the Company's shareholders on 25 June 2003. 

B9.      Group Borrowings and Debt Securities

Total group borrowings as at 30 June 2003 are as follows :

                                                                                                RM’000   

            Long Term Bank Borrowings      


Secured         

 
Term loans                                                                    47,888

            Syndicated revolving credit                                          73,579

            Revolving credits                                                            2,782                           

            Bridging loans                                                                 1,485                               

                                                                                              ________                                                            

                                                                                                125,734


Hire purchase




                   462  

            





            126,196 









                      =======

            Short Term Bank Borrowings                                 RM’000 


Secured                                                                      

            Bank overdrafts                                                              1,106
            Term loans                                                                    77,811

            Bridging loans                                                                 1,928

            Bankers’ acceptance
                                                       943


Revolving credits                                                            6,392


                                                                                        ___________

                                                                                                  88,180


Hire purchase                                                                     218

                                                                                            __________
                                                                                                   

                                                                                                  88,398

                                                                                           =========  

            Total                                                                            214,594

                                                                                           =========

Note :  (i)     The syndicated revolving credit is a foreign loan of USD19.271

                                 million equivalent to  RM73.579  million which is  inclusive of

                                 estimated interest capitalised  amounting to RM24.647 million.

                  (ii)    Included in the short term loans of RM77.811 million are foreign  

                                 loans of RM70.915 million equivalent to Renminbi 152.930 million.

(iii)    The other borrowings are denominated in local currency.
B10.     Off Balance Sheet Financial Instruments  

The Group did not have any financial instruments with off balance sheet risk as at 26 August 2003 (the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report).

B11.    Material Litigations

(a) The status of the material litigation between Bandar Subang Sdn Bhd, a wholly-owned subsidiary and Cygal Berhad in respect of the arbitration of the building contract as announced in the last financial period ended 31 March 2003 remains unchanged as at 26 August 2003 (the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report) except that the case was heard on 20 August 2003 to 22 August 2003 and the hearing will continue on 23 September 2003 to 26 September 2003.

(b) The status of material litigation involving Q.F.G.C (Limited), which is a 51%  foreign owned subsidiary in the People’s Republic of China (PRC) together with two (2) other parties in a legal suit by Xiamen Cereal, Oils and Food Import & Export Company (the plaintiff) in 1998 in Xiamen is that on 24 June 2003, the Fuzhou High Court had made a final judgement that Q.F.G.C.(Limited) is liable to compensate the plaintiff an amount of Renminbi 2,439,836.57 and the interest thereof incurred since July 1995 which is estimated to be Renminbi 1,050,000. A sum of Renminbi 3,500,000 had been provided for in the current financial period under review. 
B12.    Basic Earning Per Share

a) Basic Earning/(Loss) Per Share

The calculation of basic loss per share for the current financial period is based on the net loss attributable to ordinary shareholders of RM6.310 million and the weighted average number of ordinary shares outstanding during the period as follows:

            Net loss attributable to ordinary shareholders (RM'000)               6,310

            Weighted average number of ordinary shares ('000)                  120,000                                                                           

                        Basic loss per share (sen)                                                                  5.26

b) Diluted Earning Per Share

                 The diluted earning per share is not computed as it is anti-dilutive.    
B13.     Dividend 

             No dividend is recommended for the financial period under review.
B14.    Provision of Financial Assistance
Pursuant  to paragraph 8.23 and 10.08 of the Listing Requirements and Practice Note No 11/2001 of the Kuala Lumpur Stock Exchange (KLSE) , the following are the financial assistance provided by the Group for the current financial period under review :-
Financial Assistance

Provided By
The Financial

Assistance

Provided To
Type of  Financial

Assistance
Financial

Assistance

Provided

As At

30/06/2003

(RM)
Financial

Assistance

During The Quarter (Apr,

May And June 2003) (RM)

Loan To Non Wholly Owned Subsidiaries





Farlim Group (Malaysia ) Berhad
Farlim Suiwah Sdn Bhd 

(70% owned)
Expenses paid on behalf
    587,634.80
           844.50

Farlim Group (Malaysia ) Berhad


Victory Ace Sdn Bhd (82% owned)
Expenses paid on behalf
        7,345.37
            12.00

Loan To Unlisted

Holding Company





Farlim Group (Malaysia) Berhad


Farlim Holding Sdn Bhd
   Loan

(additional sum due to interest charged)
 56,442,728.66
    691,952.71

Loan From Wholly Owned Subsidiary to Non Wholly Owned Subsidairy







Bandar Subang Sdn Bhd
LJ Harta Sdn Bhd 

(80% owned)
   Loan

(additional sum due to interest charged)

Repayment

   
 11,433,761.51
      66,900.00

   (658,249.20)

   (591,349.20)


Sub - Total

 
     101,460.01

Financial Assistance

Provided By
The Financial

Assistance

Provided To
Type of  Financial

Assistance
Financial

Assistance

Provided

As At

30/06/2003

(RM)
Financial

Assistance

During The Quarter (Apr,

May And June 2003) (RM)

Loan From Non-Wholly Owned Subsidiary to Subsidairy







Q.F.G.C.(Limited) 

(51% owned)
Quanzhou Bao Jia Garment Co Ltd. 

(70% owned by QFGCL)
Loan

(additional sum due to interest charged) 
      915,585.17
        6,904.11

Q.F.G.C.(Limited)

(51% owned)
Quanzhou Fuji-sino Elevators Co Ltd. 

(65.16% owned by QFGCL)
Loan

(additional sum due to interest charged)
   1,972,465.70
      41,145.64

Loan From Non-Wholly Owned Subsidiary to associated companies







Q.F.G.C.(Limited)

(51% owned)
Quanzhou Futa Co Ltd. 

(35% owned by QFGCL)
Loan

(additional sum is due to interest charged)
      169,226.66
        2,387.83


Sub - Total


      50,437.58


Grand Total
 

    151,897.59

  

