
PADIBERAS NASIONAL BERHAD (Company No. 295514 U)

(Incorporated in Malaysia)

NOTES TO THE QUARTERLY FINANCIAL STATEMENTS

FOR THE FINANCIAL QUARTER ENDED 30 SEPTEMBER 2004 

1. Basis of preparation

The interim financial statements are unaudited and have been prepared in accordance with the requirements of MASB 26: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of the Bursa Malaysia Securities Berhad.

The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2003. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the financial year ended 31 December 2003.

The same accounting policies and methods of computation are followed in the interim financial statements as compared with the financial statements for the year ended 31 December 2003. 

2. Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year ended 31 December 2003 was not qualified.

3. Comments About Seasonal or Cyclical Factors

The Group’s performance for the period under review has not been affected by seasonal or cyclical factors. 

4. Unusual Items Due to their Nature, Size or Incidence

There were no unusual items affecting assets, liabilities, equities, net income, or cash flows during the financial period ended 30 September 2004.

5. Changes in estimates

There were no changes in estimates that have had a material effect in the current quarter results.

6. Debts and Equity Securities

There were no issuances, cancellations, repurchases, resale and repayment of debt and equity securities, other than from the exercise of the Company’s Employee Share Option Scheme (“ESOS”) as disclosed in the Statement of Changes in Equity.  

7. Dividend Paid

An interim dividend has been paid on 25 June 2004, in respect of the year ended 31 December 2004, being tax exempt dividend of 4.5% on 444,313,501 ordinary shares of RM1 each amounting to RM19.99 million.

8. Segmental Information

No segmental information is presented as the activities of the Group during the current and previous periods are substantially in the importing, buying, processing and selling of rice and/or by-products and/or paddy and were predominantly conducted in Malaysia.

9. Carrying Amount of Revalued Assets

There are no assets which are carried at valuation.

10. Significant and Subsequent Events

(a) On 2 September 2004, the proposed divestment of 30% equity interest in Qaiser Noman Bernas (Pvt) Limited (“QNB”) by Bernas Overseas (L) Limited (“BOL”), a wholly-owned subsidiary of the Company, had been completed.


Pursuant to the completion, BOL is now holding 20% equity interest in QNB.

(b) On 10 September 2004, the Company had entered into a conditional Share Sale Agreement (“SSA”) with Tradewinds Corporation Berhad (“TCB”) in respect of the proposed acquisition of 16,200,000 ordinary shares of RM1.00 each representing 45% equity interest in United Malayan Flour (1996) Sdn Bhd (“UMF”) by the Company from TCB for a total cash consideration of RM25 million (“Proposed Acquisition”).

UMF is principally involved in manufacturing and trading of wheat flour and its by-products.

The SSA shall be conditional upon, inter-alia the following:

i. Approval from the Ministry of International Trade and Industry on the Proposed Acquisition;

ii. Approval from the SC on the waiver for the Company under Practice Note 2.9.6 of the Malaysian Code on Take Overs and Mergers, 1998;

iii. Resolution from the board of Directors of TCB approving the sale and purchase of the shares;

iv. Findings of the financial and legal due diligence of UMF and its group of companies; and

v. Approvals from other relevant authorities, if required.

10. Significant and Subsequent Events (Cont’d)

The Proposed Acquisition is in line with the Company’s plan to diversify and expand into other food business and leverage on the potential distribution synergy between the Company and UMF. In addition, the Proposed Acquisition will enable the Group to expand into the distribution of other food commodities and broaden its earnings base.

(c) On 30 September 2004, the Sale and Purchase Agreement for the divestment of 75% equity interest in Bernas Logistics Sdn Bhd, a wholly-owned subsidiary of the Company, to Johor Port Berhad had been completed.

Pursuant to the completion, Bernas Logistics Sdn Bhd is now an associate company of the Group.

(d) On 30 September 2004, the Company had entered into a Memorandum of Understanding (“MOU”) with University Putra Malaysia (“UPM”) to establish strategic studies, research and development (“R & D”) in the agricultural sector particularly in the areas of paddy and rice, rice related and rice based products and agricultural engineering (“Project”).

The R & D is part of the Company’s effort to enhance its involvement in the upstream activities as well as downstream activities of paddy and rice industry. 

11. Changes in Composition of the Group

There are no changes in the composition of the Group apart from that disclosed in Note 10 (a) and (c) above. 

12. Changes in Contingent Liabilities and Contingent Assets

On 12 November 2003, Malimex Company Ltd (“Malimex”), a company incorporated in Cambodia, had served a Statement of Case dated 7th November 2003 under the rules of the Singapore International Arbitration Centre to the Company’s solicitors in Singapore.

The Arbitration is in respect of a dispute arising from a Supply and Procurement Agreement (“SPA”) dated 23 July 2001 entered into between BERNAS and Malimex. In the said arbitration proceeding, Malimex has claimed damages amounting to USD4,710,394.90 which is equivalent to RM17,899,500.62. On 12 December 2003, BERNAS lodged its defence to the claim and the counter claim amounting to USD11,900,950 which is equivalent to RM45,223,610.


On 17 July 2004, the Arbitral Tribunal heard the parties application as follows:-

(a)
Malimex's application to withdraw/discontinue the arbitration;


(b)
BERNAS’s application to dismiss/stay the Malimex's claim; and


(c)
BERNAS’s application for security for costs.

12. Changes in Contingent Liabilities and Contingent Assets (Cont’d)

Upon hearing the respective counsel for Malimex and BERNAS on the abovementioned applications, the Arbitral Tribunal records and orders summarily as follows:-

(a)
Malimex's application to withdraw and discontinue their claim against BERNAS in

the Arbitration is allowed and their claim is accordingly withdrawn and discontinued.

(b)
The Arbitral Tribunal is properly seized of and has jurisdiction to hear and determine BERNAS’s counterclaims against Malimex in the Arbitration.


(c)
Malimex having withdrawn and discontinued their claim in the Arbitration, there

is no need for the Arbitral Tribunal to rule on BERNAS's application in (b) and (c)

above, and the Arbitral Tribunal accordingly makes no order on these applications save as to costs.

(d)
The Arbitral Tribunal will set out its findings and grounds in relation to (a) and (b) above and on costs in respect of Malimex's claim and all interlocutory applications heard up till 17 July 2004 in a Final Award.


(e)
Malimex and BERNAS to keep themselves available on the hearing dates in

respect of the counterclaim by BERNAS fixed for 10 to 20 August 2004.


On 10 and 13 August 2004, the Arbitral Tribunal heard BERNAS' counterclaim against Malimex. The issues in the hearing of the counterclaim involved inter-alia:-

(a)
A declaration/ruling on whether the SPA is void for uncertainty under the laws

of Malaysia; and

(b)
If the SPA is held to be certain, the liability of Malimex in respect of BERNAS' claim for liquidated damages for late delivery.

 
Pursuant to the said hearing, the Tribunal has directed BERNAS and Malimex to submit their respective Closing Written Submission to the Arbitral Tribunal by 7 December 2004 and the Arbitral Tribunal will consider and deliberate on the same and all other relevant matters and make decision thereafter.

There are no other changes in contingent liabilities since the last annual balance sheet as at 31 December 2003. The Group does not have any contingent assets.

13.
Capital Commitments
	
	
	

	Capital expenditure approved 

and contracted for:

Property, plant and equipment

Investments


	
	As at 30.9.2004

RM’000

14,882

10,547

25,429




14.  
Performance Review

The Group’s revenue for the 9 months ended 30 Sept 2004 increased by RM128 million or 9.4% to RM1,484 million from RM1,356 million for the 9 months ended 30 September 2003. The increase is attributable to higher volume of rice sold as a result of competitive pricing strategy implemented by the Group.  

Operational efficiencies achieved from prudent credit controls and lower distribution costs  contributed to the reduction in operating expenditure of 9.3% in this period as compared to the corresponding period last year. 

The Group registered a RM7.6 million gain arising from the disposal of 75% equity interest in Bernas Logistics Sdn Bhd, a wholly owned subsidiary of the Company, which was completed on 30th September 2004, as disclosed in Note 10 (c) above. 

Gross profit for the 9 months ended 30 Sept 2004 improved significantly due to higher volume and improved margin. Lower cost of production of local rice and lower cost of imported rice  due to forward purchasing adopted in late 2003 contributed to the Group’s improved margin. As a result of higher volume, better margin and lower operating expenditure, the Group recorded a net profit of RM108.2 million for the 9 months period ended 30 September 2004 compared to RM9.2 million for the corresponding period last year.

15.  
Comment on Material Changes in Profit Before Taxation

Gross profit for the current quarter fell by RM33.2 million or 26% compared to the preceding quarter mainly due to strategies adopted to increase market share through competitive pricing which  resulted in lower margin. In addition, the continuing increase in purchase cost of imported rice also adversely affected the Group’s gross profit margin. 

The lower gross profit, however, has been partly offset by the RM7.6 million gain from the disposal of Bernas Logistics Sdn Bhd (Refer to Note 10 (c)). Consequently, the Group recorded a lower profit before tax of RM44.1 million in the current quarter compared to RM53.6 million for the previous quarter ended 30 June 2004.

16.  
Commentary on Prospects

In the face of continuing increase in the international prices of rice, the Board of Directors is confident  that the on-going efforts by the Group to improve its market share and operational efficiency are likely  to contribute positively to the Group’s performance for the final quarter of 2004.

17.
Profit Forecast or Profit Guarantee

The disclosure requirements for explanatory notes for the variance of the actual profit after tax and minority interest and shortfall in profit guarantees are not applicable to the Company.

18. Taxation 

	
	
	3 months ended 30.9.2004
	
	9 months ended 30.9.2004

	
	
	RM’000
	
	RM’000

	Tax expense for the period
	
	
	

	
	Malaysian Income Tax
	20,470
	
	34,965

	
	Deferred Tax
	(6,751)
	
	4,620

	
	Share of tax of associates
	1,191
	
	2,745

	
	
	14,910
	
	42,330


The lower effective tax rate compared to the statutory tax rate applicable to the Group is principally due to the tax savings arising from the utilisation of capital allowances and business losses brought forward previously not recognised as deferred tax assets. 

On 20 January 2004, the Ministry of Finance (“MoF”) granted the Company a tax exemption on income equivalent to the amount of grants given to its subsidiary, Bernas Production Sdn Bhd in the previous years, under Section 127(3) of the Income Tax Act, 1967. This income tax exemption is pending formalisation via a Ministerial Order. To date, the Bill to exempt taxation charge on income arising from grants given by holding company in the previous years has not been gazzetted. 

19. Sale of Unquoted Investments and Properties

There are no sales of unquoted investments and properties for the current quarter.

20. Marketable Securities

There are no sales or purchases of marketable securities for the current quarter.

21. Corporate Proposals

There are no new corporate developments since the second quarter of 2004, other than as disclosed in Note 10. 

22. Borrowings and Debt Securities

	
	
	As at 30.9.2004

	
	
	RM’000

	Short Term Borrowings
	

	
	Secured
	53,869

	
	Unsecured
	214,233

	
	
	268,102

	Long Term Borrowings
	

	
	Secured
	13,114

	
	
	281,216


All the above borrowings are denominated in Ringgit Malaysia.

23. Off Balance Sheet Financial Instruments

There are no off balance sheet financial instruments for the current quarter.

24. Changes in Material Litigation

As at 29 November 2004, there were no changes in material litigation, including status of pending material litigation since the last annual balance sheet date of 31 December 2003 other than as disclosed in Note 12.

25. Dividend Payable

There is no dividend payable for the year todate. 

26. Earnings Per Share

a) Basic

Basic earnings per share is calculated by dividing the net profit for the period by the weighted average number of ordinary shares in issue during the period.

	
	3 months ended

 30.9.2004
	
	9 months ended

 30.9.2004

	Net profit for the period (RM’000)
	26,187
	
	108,212

	Weighted average number of ordinary shares in issue (‘000)
	445,540
	
	445,540

	Basic earnings per share (sen)
	5.88
	
	24.29


b) Diluted

For the purpose of calculating diluted earnings per share, the weighted average number of shares in issue during the period has been adjusted for the dilutive effects of all potential ordinary shares arising from the share options granted to employees. 

	
	3 months ended

 30.9.2004
	
	9 months ended

 30.9.2004

	Net profit for the period (RM’000)
	26,187
	
	108,212

	Weighted average number of ordinary shares in issue (‘000)
	449,283
	
	447,119

	Diluted earnings per share (sen)
	5.83
	
	24.20


27. Authorisation for Issue

The interim financial statements were authorised for issue by the Board of Directors in accordance with a resolution of the directors on 29 November 2004.

BY ORDER OF THE BOARD

AZLINA HASAN BASHRI

COMPANY SECRETARY

PADIBERAS NASIONAL BERHAD
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