
PADIBERAS NASIONAL BERHAD (Company No. 295514 U)

(Incorporated in Malaysia)

NOTES TO THE QUARTERLY FINANCIAL STATEMENTS

FOR THE FINANCIAL QUARTER ENDED 31 DECEMBER 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 (“Bursa Malaysia”).

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 31 December 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 RM20.0 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 30 November 2004, the Company undertook a Voluntary Separation Scheme (“VSS”) involving 1,695 of its employees for a period of one year with effect from 1 December 2004.

The approvals to implement the VSS have been obtained from the Board of Directors and the Ministry of Finance on 25 August and 14 October 2004, respectively.

(b) On 5 January 2005, 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 Tradewinds Corporation Berhad (formerly known as Pernas International Holdings Berhad) for a total cash consideration of RM25.0 million (“Proposed Acquisition”), has been completed (“Completion Date”).

Prior to the Completion Date, the Company had obtained approvals for the Proposed Acquisition from the following authorities:-

(i) The Securities Commission on 21 December 2004 with respect to the waiver for the Company under Practice Note 2.9.6 of the Malaysian Code on Take Overs and Mergers, 1998; and

(ii) The Ministry of International Trade and Industry on 24 December 2004.

Pursuant to the completion, UMF becomes a 45%-owned associate of the Company effective from the Completion Date.

11. Changes in Composition of the Group

There are no changes in the composition of the Group since date of the previous announcement until 31 December 2004. 

12. Changes in Contingent Liabilities and Contingent Assets

a).
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 to the amount of 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 to the amount of USD11,900,950 which is equivalent to RM45,223,610.

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

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

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

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

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

(i)
Malimex's application to withdraw and discontinue their claim against BERNAS in the Arbitration is allowed and their claim is accordingly withdrawn and discontinued;

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

(iii) 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;

(iv) 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; and

(v) 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.

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

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:-

(i) A declaration/ruling on whether the SPA is void for uncertainty under the laws of Malaysia; and

(ii) 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 which was then extended to 7 January.

On 7 January 2005, BERNAS submitted its closing written submission to the Arbitral Tribunal for their final decision.

b).
On 9 December 2004, the Company has been named 1st Respondent in Section 181 Petition dated 26 November 2004 (“ the Petition”) issued by Konsortium Pemborong Beras Melayu (Kelantan) Sdn Bhd (“the Petitioner”).


The Petition is seeking, inter alia, the following relief:

(i) A declaration that the Company is conducting itself and the affairs of 2nd Respondent, namely Formula Timur Sdn Bhd, a 40%-owned associate of the Company, in a manner that is oppressive, discriminatory and prejudicial to the Petitioner and/or in disregard to the interests of the Petitioner;

(ii) A declaration that the Company's action in stopping the supply of rice to the 2nd Respondent and instead appointing Consolidated Bernas United Distributor Sdn Bhd, a 50%-owned associate of the Company, as its "marketing arm" is contrary to the provisions of the JV Agreement; and

(iii) Damages in the sum of RM32.0 million and further damages for future loss of business and earnings.

On 6 January 2005, the Company submitted an application to strike out the Petition. The striking out application has been fixed for hearing on 24 March 2005 and on the same date, a learned Judge will give direction to the Petition  (which shall depend on the outcome of the Company’s striking out application). 

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 31.12.2004

RM’000

6,983

10,547

17,530




14. 
Performance Review

The Group’s revenue for the financial year ended 31 December 2004 increased by RM149.0 million or 8.2% to RM1,973.8 million from RM1,824.7 million for the corresponding financial year ended 31 December 2003. The increase was due to higher volume of rice sold.

Gross profit increased by RM102.9 million due to the increase in sales volume. Gross profit margin of the Group also increased to 20.9% in the current financial year as compared to 17.0% in 2003. The lower cost of production of local rice brought about by improved efficiency together with the lower cost of imported rice due to forward purchasing adopted in late 2003 contributed to the Group’s improved gross profit margin. 

The Group also registered a RM7.6 million gain arising from the disposal on 30 September 2004 of 75% equity in Bernas Logistics Sdn Bhd, a wholly owned subsidiary of the Company.

Operating expenditure increased by 11.5% compared to the financial year ended 31 December 2003. This is largely due to the write off of certain fixed assets amounting to RM19.5 million arising from review undertaken by the Group on its plant and machineries utilised by its local rice production. The Group also increased its spending on advertising and promotion significantly by RM9.0 million to improve brand awareness and, ultimately, market share.

As a result of higher volume and better margin, the Group recorded a net profit of RM121.0 million for the financial year ended 31 December 2004 compared to a net loss of RM18.9 million for the corresponding financial year 2003.

15.  
Comment on Material Changes in Profit Before Taxation

Gross profit for the current quarter and the corresponding quarter last year remain at RM81 million in spite of an increase of 4.5% in turnover for the current quarter attributable to the increase in cost of imported rice.

Operating expenditure in the current quarter increased by RM48.4 million mainly due to the write off of fixed assets of RM19.5 million, provision for VSS of RM18.0 million and amortisation of goodwill on consolidation of RM7.8 million.  

16.  
Commentary on Prospects

The Board of Directors is of the opinion that 2005 will be a challenging year for the Group in view of the uncertainty in the already high international rice prices. However, on-going efforts by the Group to improve market share and operational efficiency are expected to contribute to a positive performance in 2005.
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 31.12.2004
	
	12 months ended 31.12.2004

	
	
	RM’000
	
	RM’000

	Tax expense for the period
	
	
	

	
	Malaysian Income Tax
	6,441
	
	41,407

	
	Deferred Tax
	(11,667)
	
	(7,048)

	
	Share of tax of associates
	992
	
	3,737

	
	
	(4,234)
	
	38,096


The lower effective tax rate compared to the statutory tax rate applicable to the Group is principally due to the recognition of deferred tax assets arising from provisions made which were deemed non tax deductible.

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 date of the previous announcement. 

22. Borrowings and Debt Securities

	
	
	As at 31.12.2004

	
	
	RM’000

	Short Term Borrowings
	

	
	Secured
	92,968

	
	Unsecured
	145,799

	
	
	238,767

	Long Term Borrowings
	

	
	Secured
	9,341

	
	
	247,534


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 28 February 2005, 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 to date. 

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

 31.12.2004
	
	12 months ended

 31.12.2004

	Net profit for the period (RM’000)
	12,755
	
	120,967

	Weighted average number of ordinary shares in issue (‘000)
	449,148
	
	449,148

	Basic earnings per share (sen)
	2.84
	
	26.93


26.
Earning Per Share (Cont’d)

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

 31.12.2004
	
	12 months ended

 31.12.2004

	Net profit for the period (RM’000)
	12,775
	
	120,967

	Weighted average number of ordinary shares in issue (‘000)
	451,914
	
	450,622

	Diluted earnings per share (sen)
	2.82
	
	26.84


27. Comparatives

Certain comparative amounts have been reclassified and presented to be consistent with the current year’s and / or quarter’s presentation.

28. 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 28 February 2005.

BY ORDER OF THE BOARD

AZLINA HASAN BASHRI

COMPANY SECRETARY
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