PADIBERAS NASIONAL BERHAD (Company No. 295514 U)

(Incorporated in Malaysia)

NOTES TO THE QUARTERLY FINANCIAL STATEMENTS

FOR THE FINANCIAL QUARTER ENDED 31 MARCH 2006 

1.
Basis of Preparation

The interim financial statements are unaudited and have been prepared in accordance with the requirements of FRS 134 : 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 2005. 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 2005.

2.
Changes in Accounting Policies

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 Financial Reporting Standards (“FRS”) effective for financial period beginning 1 January 2006 :

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
Investment in Associates

FRS 132
Financial Instruments : Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

The adoption of FRS 102, 108, 110, 116, 121, 127, 128, 132 and 133 does not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are discussed below:

2.
Changes in Accounting Policies (Cont’d.)

(a) FRS 3 : Business Combinations, FRS 136 : Impairment of Assets and       FRS 138 : Intangible Assets

The new FRS 3 has resulted in consequential amendments to two other accounting standards, FRS 136 and FRS 138. The adoption of these new FRSs has resulted in the Group ceasing annual goodwill amortisation. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognised in profit or loss and subsequent reversal is not allowed. 

Prior to 1 January 2006, goodwill was amortised on a straight-line basis over its estimated useful life of 10 years. This change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006. 

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 acquisitions (previously referred to as “negative goodwill”), after reassessment, is now recognised immediately in profit or loss. 

Prior to 1 January 2006, negative goodwill was amortised over the weighted average useful life of the non-monetary assets acquired, except to the extent it related to identified expected future losses as at the date of acquisition. In such cases, it was recognised in profit or loss as those expected losses were incurred. In accordance with the transitional provisions of FRS 3, the negative goodwill as at 1 January 2006 of RM19,504,509 was derecognised with a corresponding increase in retained earnings. 

In addition, the useful lives of other intangible assets are now assessed at the individual asset level as having either a finite or indefinite life. Prior to 1 January 2006, intangible assets were considered to have a finite useful life and were stated at cost less accumulated amortisation and impairment losses. Under the new FRS 138, some of the intangible assets are regarded to have an indefinite useful life when, based on an analysis of all of the relevant factors, there is no foreseeable limit to the period over which the asset is expected to generate net cash inflows for the Group. Intangible assets with indefinite useful lives are not amortised but instead, are tested for impairment annually. 

Accordingly, trademarks of the Group are considered to have indefinite life. In accordance with the transitional provisions of FRS 138, the change in the useful life assessment from finite to indefinite is made on a prospective basis. The carrying amount of trademarks as at 1 January 2006 of RM138,875 ceased to be amortised. This has the effect of reducing the amortisation charges by RM12,625 in the current quarter and RM50,500 in the financial year ended 31 December 2006. 
2.
Changes in Accounting Policies (Cont’d.)

(b) FRS 5 : Non-current Assets Held for Sale and Discontinued Operations

The Group has applied FRS 5 prospectively in accordance with its transitional provisions, which has resulted in a change in accounting policy on the recognition of a discontinued operation. Prior to 1 January 2006, under the previous FRS 135, the Group would have recognised a discontinued operation at the earlier of the date the Group enters into a binding sale agreement and the date the board of directors have approved and announced a formal disposal plan. 

FRS 5 requires a component of an entity to be classified as discontinued when the criteria to be classified as held for sale have been met or it has been disposed of. Such a component represents a separate major line of business or geographical area of operations, is part of a single co-ordinated plan to dispose of the component or is a subsidiary acquired exclusively with a view to resale. The result of this change in accounting policy is that a discontinued operation is recognised by the Group at a later point than under the previous FRS 135 due to the stricter criteria in FRS 5. 

An item is classified as held for sale if its carrying amount will be recovered principally through a sale transaction rather than through continuing use. The assets and liabilities of a discontinued operation (a disposal group) that are classified as held for sale is measured in accordance with FRS 5. Immediately before classification as held for sale, the carrying amounts of all the assets and liabilities in the disposal group are measured in accordance with applicable FRSs. Then, on initial classification as held for sale, the disposal group is recognised at the lower of carrying amount and fair value less costs to sell.

(c) FRS 101 : Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net after-tax results of associates and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. 

A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest. 

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.

3.
Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the financial statements for the year ended 31 December 2005 was not qualified.

4.
Comments About Seasonal or Cyclical Factors

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

5.
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 March 2006, except as disclosed in Note 2 and Note 6.

6.
Changes in estimates

The revised FRS 116: Property, Plant and Equipment require the review of the residual value and remaining useful life of an item of property, plant and equipment at least at each financial year end. The Group revised the residual values of certain motor vehicles and the estimated useful life of certain plant and machineries from twenty five to fifthteen years, certain furniture and fitting and office equipment from ten to five years and certain renovation from fifty to ten years with effect from 1 January 2006. The revisions were accounted for as change in accounting estimates and as a result, the depreciation charges for the current quarter ended 31 March 2006 have been increased by RM1,078,000.

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

7.
Debts and Equity Securities

There were no issuances, cancellations, repurchases, resale and repayment of debt and equity securities in the current quarter.  

8.
Dividend Paid

Dividends paid on 3 January 2006 were declared on 28 November 2005, in respect of the year ended 31 December 2005, being interim tax exempt dividend of 4.0% on 470,401,501 ordinary shares of RM1 each amounting to RM18,816,000.

9.
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.
10.
Carrying Amount of Revalued Assets

There are no assets which are carried at valuation.

11.
Significant and Subsequent Events 

(a) On 1 January 2006, both the acquisition of 3,999,999 ordinary shares of RM1.00 each representing 50% equity interest in Consolidated Bernas United Distributors Sdn Bhd (“CBUD”) by the Company from United Rice Wholesalers (“URW”) for a total cash consideration of RM16,250,000 (“CBUD Acquisition”), and the divestment by the Company of its 8,296,839 ordinary shares of RM1.00 each representing 20% equity interest held in Edaran Bernas Nasional Sdn Bhd (“Edaran”) to URW for a total cash consideration of RM1,493,431 (“Edaran Divestment”) had been completed.

Pursuant to the completion of CBUD Acquisition and Edaran Divestment, CBUD became a wholly-owned subsidiary and Edaran became an 80% subsidiary of BERNAS.

(b) On 25 April 2006, a wholly–owned subsidiary of BERNAS, Beras Corporation Sdn Bhd (“BCSB”) entered into a Share Sale Agreement (“SSA”) with Sisamdin Bin Bugan (“Sisamdin”) for the purchase of 150,000 ordinary shares of RM1.00 each representing the entire 5% equity interest of Sisamdin in Sazarice, for a cash consideration of RM2,064,000.

Pursuant to the completion of the acquisition, BCSB holds 73% equity interest in Sazarice.

(c)
On 30 December 2005, Bernas Dominals Sdn Bhd (“BDSB”), a wholly owned subsidiary of BERNAS, had entered into a Share Sale Agreement (“SSA”) with KBB Resources Bhd (“KBB”) in respect to the proposed disposal by BDSB of its 3,957,500 ordinary shares of RM1.00 each representing 50% equity interest in Rasayang Food Industries Sdn Bhd (“Rasayang”) for a total cash consideration of RM5.8 million. 


Pursuant to the completion of the disposal, Rasayang cease from being an associate company of BDSB effective from 29 May 2006.

12.
Changes in Composition of the Group 

There are no changes in the composition of the Group since date of the previous announcement other than that disclosed in Note 11 above. 

13.
Changes in Contingent Liabilities and Contingent Assets 

(a)
On 25 November 2005, the Company has been served with a Writ and a Statement of Claim dated 14 October 2005 by Konsortium Pemborong Beras (Melayu) Kelantan Sdn Bhd (“KBK”) and was named as the First Defendant.

13.
Changes in Contingent Liabilities and Contingent Assets (Cont’d)

KBK is seeking, the following :

(i)
A declaration that the Company violated the terms of the Joint Venture Agreement (“JVA”) by not complying with its duties and obligations as a member/partner of Formula Timur Sdn Bhd (“the Joint Venture Company);

(ii) A declaration that the Company's action in stopping the supply of rice to the Joint Venture Company is contrary to the provisions of the JVA, was wrongful and invalid;

(iii) A declaration that the Company by commission or omission committed a fraud upon the minority shareholders of the Joint Venture Company and/or abuse of power;

(iv) General damages of RM112 million to be paid by the Company to the Joint Venture Company;

(v) Rebate of RM760,000;

(vi) Interest under Section 11 of the Civil Law Act, 1965 and in equity on the damages at 8% per annum from August 2003 till payment; and

(vii) Injunction and Costs and other reliefs as the Honourable Court deem just.

On consultation with the Company’s solicitors, the Board of Directors are of the opinion that there are no strong basis for the above claims and the Company has filed for defence accordingly.

(b)
On 27 March 2006, the Company has been served with a sealed copy of a Summons in Chambers dated 3 March 2006 by KBK named as the Plaintiff for an interlocutory injunction, inter alia, the followings:

(i)
Restrain the Company from selling, hiring and supplying rice to any third party or allowing any activities which may compete with the business of the Plaintiff; and

(ii) Instruct the Company to resume selling, hiring and supplying rice to the Plaintiff.

The application for the interlocutory injunction and the Pre-Trial Case Management which was fixed on 13 April 2006 and 22 May 2006 accordingly, have both been postponed to 16 August 2006. The Company has instructed its solicitors to set aside the said injunction application.

There are no other changes in contingent liabilities since the last annual balance sheet as at 31 December 2005. The Group does not have any contingent assets.

14.
Capital Commitments 
	
	
	

	Capital expenditure approved 

  and contracted for:

Property, plant and equipment

Investments


	
	As at 31.03.2006

RM’000

3,107

8,000

11,107


15.
Performance Review 

The Group’s revenue for the current quarter has increased by RM27.8 million from RM451.2 million for the corresponding quarter last year to RM478.9 million this year. 

The increasing international rice prices since the beginning of 2005, increase in paddy purchase price and diesel costs have all contributed to higher cost of sales. Consequently, the Group’s gross profit margin has decreased to 17.9% in the current quarter compared to 19.3% in the corresponding quarter of 2005. There has been a marginal increase in administrative expenditure by RM0.6 million or 1.7% compared to the quarter ended 31 March 2005. 

As a result of lower gross profit margin, the Group recorded a net profit of RM31.2 million for the current quarter compared to RM34.3 million for the corresponding quarter previous year. 

16. 
Comment on Material Changes in Profit Before Taxation 

The Group’s revenue for the current quarter was lower by RM79.5 million or 14.2% compared to the preceding quarter ended 31 December 2005. Consequently, gross profit has decreased by RM3.9 million or 4.3% compared to the preceding quarter.

Administrative expenditure in the current quarter was, however, 29.6% or RM19.9 million lower than the preceding quarter ended 31 December 2005 due to various provisions of expenses that was made in the latter quarter.

The Group’s profit before tax for the current quarter of RM43.7 million was RM14.3 million higher than the RM27.2 million for the preceding quarter ended 31 December 2005, largely due to the lower operating expenditure as mentioned above.

17. 
Commentary on Prospects

Due to the increasing trend of raw materials namely import rice, local paddy as well as higher input costs, the Board of Directors is of the opinion that 2006 will be a challenging year for the Group. However, on going efforts to maintain the Group’s market share and improved operational efficiency shall continue to sustain profitability.

18.
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.

19.
Taxation 

	
	
	3 months ended

	
	
	31.03.2006
	
	31.03.2005

	
	
	RM’000
	
	RM’000

	Tax expense for the period
	

	
	Malaysian Income Tax
	17,342
	
	17,374

	
	Deferred Tax
	(4,896)
	
	(6,620)

	
	
	12,446
	
	10,754


The higher effective tax rate compared to the statutory tax rate applicable to the Group is principally due to losses in certain subsidiaries of the Group that cannot be set off against profits of the other subsidiaries.

20.
Sale of Unquoted Investments and Properties

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

21.
Marketable Securities

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

22.
Corporate Proposals

There are no new corporate developments since the date of the previous announcement. 

23.
Borrowings and Debt Securities 

	
	
	As at 31.03.2006
	
	As at 31.03.2005

	
	
	RM’000
	
	RM’000

	Short Term Borrowings
	
	
	

	
	Secured
	247
	
	8,455

	
	Unsecured
	275,947
	
	176,682

	
	
	276,194
	
	185,137

	Long Term Borrowings
	
	
	

	
	Secured
	14,364
	
	12,240

	
	
	290,558
	
	197,377


All the above borrowings are denominated in Ringgit Malaysia.

24.
Off Balance Sheet Financial Instruments

	
	
	Notional amount

	
	
	as at 31.03.2006

	
	
	RM’ 000

	
	
	

	Forward foreign exchange contracts :
	
	

	   Within 1 year
	
	33,212

	
	
	33,212


Credit risk, or the risk of counterparties defaulting, is controlled by limiting the Group’s association to creditworthy financial institutions in Malaysia.

Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market prices whether those changes are caused by factors specific to the individual security or its issuer or factors affecting all securities traded in the market. Exposure to market risk may be reduced through offsetting on and off balance sheet positions.

There are no significant credit and market risks posed by the above off balance sheet financial instruments.

The related accounting policies for the off balance sheet financial instruments is as follows :

Forward Foreign Exchange Contracts

Forward foreign exchange contracts are not recognised in the financial statements on inception. The underlying foreign currency assets or liabilities are translated at their respective hedged exchange rates and all exchange gains or losses are recognised as income expense in the income statement in the same period as the exchange differences on the underlying hedged items. Exchange gains and losses arising on 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.

25.
Changes in Material Litigation

As at 30 May 2006, there were no changes in material litigation, including status of pending material litigation since the last annual balance sheet date of 31 December 2005 other than as disclosed in Note 13.

26.
Dividend Payable 

No interim ordinary dividend has been declared for the financial period ended 31 March 2006 (31 March 2005 : Nil).

27.
Earnings Per Share 

a) Basic

Basic earnings-per-share (“EPS”) 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

 31.03.2006
	
	3 months ended

 31.03.2005

	Net profit for the period (RM’000)
	30,379
	
	33,229

	Weighted average number of ordinary 

    shares in issue (‘000)
	470,402
	
	463,788

	Basic earnings per share (sen)
	6.46
	
	7.16


b) Diluted

EPS for current quarter was not being diluted as the remaining ESOS has expired on 15 September 2005. Comparatively, 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

 31.03.2006
	
	3 months ended

 31.03.2005

	Net profit for the period (RM’000)
	30,379
	
	33,229

	Weighted average number of ordinary 

    shares in issue (‘000)
	470,402
	
	465,683

	Basic earnings per share (sen)
	6.46
	
	7.14


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 30 May 2006.

BY ORDER OF THE BOARD

AZLINA HASAN BASHRI

COMPANY SECRETARY

PADIBERAS NASIONAL BERHAD

