HARN LEN CORPORATION BHD (502606-H)

EXPLANATORY NOTES TO THE THIRD QUARTER INTERIM FINANCIAL REPORT FOR THE PERIOD TO 30 SEPTEMBER 2003

Part A


Preamble

Harn Len Corporation Bhd (“Harn Len”) was incorporated on 1 January 2000 for the purpose of taking over the listing status of Sportma Corporation Berhad (“Sportma”) under a Proposed Corporate and Debt Restructuring Scheme(“the Scheme”). Upon completion of the Scheme, Harn Len will principally be involved in investment holding, oil palm plantations, the processing of fresh fruit bunches into crude palm oil and palm kernel and property holding. 

The Scheme was completed on 18 July 2003 and Harn Len was listed on the Second Board of the Kuala Lumpur Stock Exchange on 25 July 2003.

A1
Basis of preparation

The interim financial report is unaudited and has been prepared in compliance with MASB26, Interim Financial Reporting and Chapter 9 part K of the Listing Requirements of the Kuala Lumpur Stock Exchange.

The accounting policies and methods of 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, and are set out below:- 

              (a) 
Basis of accounting 


The consolidated statements of assets and liabilities of the Harn Len Group are prepared in compliance with applicable approved accounting standards in Malaysia. 


               (b)  
Basis of consolidation 


A subsidiary is an enterprise controlled by the Company.  Control exists when the Company has the power, directly or indirectly, to govern the financial and operating policies of an enterprise so as to obtain benefits from its activities.  The financial statements of the subsidiary is included in the consolidated financial statements from the date that control effectively commences until the date that control effectively ceases.  Subsidiaries are consolidated using the acquisition method of accounting.

A subsidiary is excluded from consolidation when either control is intended to be temporary if the subsidiary is acquired and held exclusively with a view of its subsequent disposal in the near future and it has not previously been consolidated or it operates under severe long term restrictions which significantly impair its ability to transfer funds to the Company.  Subsidiaries excluded on these grounds are accounted for as investments.


Under the acquisition method of accounting, the results of subsidiaries acquired or disposed off during the year are included from the date of acquisition or up to the date of disposal.  At the date of acquisition, the fair values of the subsidiary’ net assets are determined and these values are reflected in the Group financial statements. The difference between the acquisition cost and the fair values of the subsidiaries’ net assets is reflected as goodwill or reserve on consolidation as appropriate.


Intragroup transactions and balances and the resulting unrealised profits are eliminated on consolidation.  Unrealised losses resulting from intragroup transactions are also eliminated unless cost cannot be recovered.

               (c) 
Property, plant and equipment

  i)
New planting expenditure



New planting expenditure incurred on land clearing, upkeep of immature palms, administrative expenses and interest incurred during the immaturity period (pre-cropping costs) are capitalised under plantation development expenses.



Upon maturity, all subsequent maintenance expenditure is charged to revenue.  Oil palm is considered mature 36 months after the month of planting.  




Plantation development expenditure of estates upon maturity of the trees, will be amortised on a straight line basis over 25 years being the current expected useful life of oil palm trees.  The useful life of oil palm trees would be subjected to review in the future and may be adjusted as considered appropriate.  




Replanting expenditure is capitalised when incurred and upon maturity of the trees, will be amortised on a straight line basis over the 25 years being the current expected useful life of oil palm trees.

  (ii)
Freehold Land  and Building



Freehold land and building are stated at purchased cost based on valuation carried out by independent professional valuers.  Freehold land is not depreciated. Freehold building is depreciated at 2% per annum.  It is the policy of the Group to revalue its properties once every five years or at such shorter period as may be considered to be appropriate based as the advice of professional valuers and appraisers. 

 
(iii)
Depreciation



Long leasehold land is amortised over the period of the lease ranging from 68 to 77 years.



Depreciation of other property, plant and equipment is provided on a straight line basis over their estimated useful lives.  The principal depreciation rates used are as follows:


  
     Freehold building

         2% per annum


Estate buildings
over the lease period or 2% per annum          whichever is the shorter, 



Machineries and equipment
10% to 20% per annum



Furniture and fittings
10% per annum




Roads and bridges
10% per annum



Motor vehicles
20% per annum



Tools and equipment
10% per annum

               (d)    Inventories and stores


Inventories of commodities are stated at the lower of cost and net realisable value and are determined on a weighted average method as the basis for cost.  Stores are stated at cost and are determined on a first-in-first-out method.  Cost of commodities comprise cost of harvesting, direct labour, attributable manufacturing overheads, and transport charges, where applicable.  


Cost of stores comprises the original cost of purchase plus the cost of bringing the inventories to their present location and condition.

               (e)    Trade and other receivables
                Trade and other receivables are stated at cost less allowance for doubtful debts.


(f)     Deferred taxation 

Deferred taxation is provided on the liability method for all timing differences  except where no liability is expected to arise in the foreseeable future and there are no indications the timing differences will reverse thereafter. Deferred tax benefits are only recognised when there is a reasonable expectation of realisation in the near future.
 
   (g)     Assets held under hire purchase agreement 

	Assets acquired under hire purchase agreements are included in the property, plant and equipment. The hire purchase rentals are treated as consisting of capital and interest elements. The capital element is applied to reduce the outstanding obligations and interest element is charged against income statement so as to give a constant periodic rate of charge on the remaining balance outstanding at each accounting period. Assets acquired under hire purchases are depreciated over the useful economic lives of equivalent owned assets. 

	

	

	

	

	

	


               (h)    Revenue recognition 

Sales are recognised upon delivery of products and customer acceptance, if any, or performance of services, net of sales returns and discounts, and after eliminating sales within the Group.

Other revenue earned by the Group are recognised on the following basis:

                     (i)   Transportation
Revenue from transportation service is recognized upon performance of  service. 

                      (ii)  Rental income 

Rental income is recognised on an accrual basis in accordance with the substance of the relevant agreement. 

(i)    Cash and cash equivalents 

For the purpose of the cash flow statement, cash and cash equivalents comprise cash and bank balances, deposits with licensed banks, bank overdrafts and other short term, highly liquid investments that are readily convertible to known amount of cash and which subject to an insignificant risk of changes in value.
	
	
	
	
	
	
	
	
	
	


A2
Qualified audit report.
The preceding financial statements for the year ended 31 December 2002 were reported without any qualification.

A3
Seasonal or cyclical factors.
There was no material seasonal or cyclical factors affecting the performance of the Group for the financial period ended 30 September 2003.

A4
Unusual items affecting assets, liabilities, equity, net income or cash flows.

There were no unusual items affecting the Group for the financial period ended 30 September 2003 other than the write off of listing expenses of RM2,410,802 against Share Premium Account. An amount of RM20,261,251 arising from the Corporate and Debt Restructuring Scheme of Sportma (“Scheme”) was written off in the income statement. The amount of RM20,261,251 is made up of the following:


Investment in Sportma arising from share swap

         RM 2,500,000 


Payment to creditors of Sportma by way of Novation of Debt       RM17,761,251   







Total


         RM20,261,251
Goodwill arising from consolidation amounting to RM 2,178,149 was written off in the income statement.

A5
Material changes in estimates.
There were no material changes in estimates in the prior financial year which have a material effect in the financial period ended 30 September 2003.

A6
Debt and equity securities.
Harn Len was incorporated on 1 January 2000 to takeover the listing status of Sportma under a proposed Corporate and Debt Restructuring Scheme (“Scheme”). Under the Scheme, Harn Len is to acquire the entire issued and paid up capital of Uniglobal Sdn Bhd (“Acquiree Company”) from LNH Enterprise Sdn Bhd and the properties, plant and equipments from Lian Hup Manufacturing Company Sdn Bhd, Syarikat Senang Oil Palm Plantation Sdn Bhd and Perdana Properties Bhd (collectively referred to as “the Vendors”) for a total consideration of RM 209 million to be satisfied in a manner shown hereunder (A6 ii, a to f).

i)
Harn Len completed a share swap with Sportma on 23 May 2003, whereby the existing 25,000,000 Sportma shares were exchanged with 2,500,000 Harn Len shares on the basis of one (1) Harn Len share for every ten (10) existing Sportma shares held.

ii)
On 18 July 2003, the following allotment of debt and equity securities were issued to complete the Scheme.

a) 7,327,692 Harn Len shares of RM1/= per share, representing the underwritten  portion of the Rights Issue under the Scheme, were issued at an issue price of RM1.30 per share raising an amount of RM9,526,000 in cash. 7,327,692 free detachable warrants were issued in connection with the Rights Issue.

b) 19,230,770 Harn Len shares of RM1/= per share at an issue price of RM1.30 per share to the creditors of Sportma on behalf of the Vendors together with 19,230,770 free detachable warrants on the basis of one (1) warrant for every one Harn Len share issued. 

c) 3,441,538 Harn Len shares of RM1/= per share at an issue price of RM1.30 per share to creditors of Sportma pursuant to a Novation of Debt under the Scheme together with 3,441,538 free detachable warrants on the basis of one (1) warrant for every one (1) Harn Len share issued.

d) 139,689,905 Harn Len shares of RM1/= per share to the Vendors of properties, plant and equipment viz Syarikat  Senang Oil Palm Estate Sdn. Bhd., Lian Hup Manufacturing Company Sdn. Bhd., Perdana Properties Bhd., and LNH Enterprise Sdn. Bhd., the Vendor of the entire issue and paid up capital in Uniglobal Sdn. Bhd. purchased by Harn Len under the Scheme.

e) 13,287,251 Harn Len shares of RM1/= per share to creditors of Sportma pursuant to a Novation of Debt under the Scheme.

f) RM44,310,095/= nominal amount of 1.5% five (5) year 2003/08 of Redeemable Convertible Secured Loan Stock at 100% nominal value in Harn in Harn Len together with 44,310,095 free detachable warrants.

The entire 185,477,159 Harn Len shares together with the 74,310,095 Harn Len warrants were successfully listed on the second Board of the Kuala Lumpur Stock Exchange on 25 July 2003.

A7
Dividend paid.

No dividend was declared or paid during the period under review.

A8
Segmental information.
Segmental information is presented in respect of the Group’s business segment. Inter-segment transaction within the Group has been eliminated.

Business 



segment

    Plantations
    Property          Transport       
                Total



Revenue from 
   

               external customers  RM12,630,991     1,339,503           227,606                        RM14,198,100


Segment results
          5,868,108
      -91,827
 142,920
                                5,919,201


Unallocated expenses




                            -23,691,509     






Financing expense                                                                                                        -590,882    

Loss before tax






              -18,363,190  

A9
Valuation of property, plant and equipment.
Harn Len states its property, plant and equipment at purchased cost less  depreciation. The property of its wholly owned subsidiary, Uniglobal Sdn.Bhd. is stated at its fair value less depreciation

A10
Subsequent material events.

There have been no other material events subsequent to the end of the interim financial period that has not been reflected in the financial statements for the current period.

A11
Changes in the composition of the Group.
On 18 July 2003, the company purchased the entire issued and paid up capital in Uniglobal Sdn.Bhd. amounting to 39,378,760 shares of RM1/= per share from LNH Enterprise Sdn.Bhd. for a purchase consideration of RM50,000,000  by the issue of 50,000,000 Harn Len shares at RM1/= per share. 

Effect of acquisition on the Group:

The acquisition had the following effect on the Group:-

	Property, plant and equipment            RM
 51,699,108                        

Net current liabilities


 (3,877,257)

Goodwill




   2,178,149

Total purchase consideration

 50,000,000





Purchase consideration paid in shares      (50,000,000)







    0

Cash acquired



   (439,442)

Net cash inflow

                             439,442




The acquisition of Uniglobal Sdn Bhd resulted in a net cash inflow of RM439,442. A net profit of RM598,218 was consolidated to the Group’s net profit after the acquisition. 

A12
Changes in contingent liabilities and contingent assets. 

There were no material contingent liabilities and contingent assets for the Group as at the date of this financial period

A13
Capital commitments

There were no material capital commitments to be incurred by the Group as at the date of this report.

A14
Related party transactions


Significant related party transactions for the period under review are as follows;











PURCHASES/PAYMENTS 


Purchase of Fresh fruit bunches from






Seri Cemerlang Plantation (Pahang) Sdn. Bhd.   RM          2,705,519

Consumables supplies from



Pengangkutan LNH Sdn. Bhd.

RM
        21,814

Sales commission to 

Low Nam Hui and Sons Sdn. Bhd.

RM
       74,859
(from 18 July to 31 July 2003)


Management fees to



Low Nam Hui and Sons Sdn. Bhd.

RM
       84,376


(from 18 July to 31 July 2003)

Transport charges







Pengangkutan LNH Sdn. Bhd.

RM
      146,286

SALES/RECEIPTS

Transport income








Seri Cemerlang Plantation (Pahang) Sdn. Bhd.
RM
      101,434

Consumables supplies



Seri Cemerlang Plantation (Pahang) Sdn. Bhd.
RM
             301



Pengangkutan LNH Sdn. Bhd.

                    17,375







Total

        17,676
A15
Comparison with preceding quarter’s result

The Group’s restructuring exercise in conjunction with the takeover of the listing   status of Sportma Corporation Berhad on the Second Board of the Kuala Lumpur Stock Exchange was completed on 18 July 2003. Therefore, no preceding quarter’s results are available for comparison
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