HARN LEN CORPORATION BHD (502606-H)

EXPLANATORY NOTES TO THE SECOND QUARTER INTERIM FINANCIAL REPORT FOR THE PERIOD TO 30 JUNE 2004

PART A: EXPLANATORY NOTES AS PER MASB 26


Introduction

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”). Harn Len is principally involved in investment holding, the operation of oil palm estates, palm oil mill, hotel operation, provision of transport services and property investment.

The Scheme was completed on 25 July 3003 and Harn Len was listed on the Second Board of the then Kuala Lumpur Stock Exchange, now called Bursa Malaysia Securities Berhad (“Bursa Malaysia”) on 25 July 2003.

A1
Basis of preparation. 

The interim financial report is unaudited and has been prepared in compliance with the Malaysian Accounting Standards Board (MASB) Standard No. 26, Interim Financial Reporting and Chapter 9 part K of the Listing Requirements of  Bursa Malaysia.

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 2003.

A2
Qualified audit report

The preceding financial statements for the year ended 31 December 2003 were reported without any qualification.

A3
Seasonal or cyclical factors.

Harn Len is principally involved in the oil palm plantation business. The production of Fresh Fruit Bunches (“FFB”) from its oil palm estates is seasonal in nature with production of FFB being low at the beginning of the year and picking up thereafter. This seasonal trend is now manifested in the second quarter with production of FFB on an upward trend. This has resulted in the consequent higher production of Crude Palm Oil (“CPO”) and Palm Kernels (“PK”) in the second quarter. Furthermore, the maturing acreages of the Sabah based oil palm plantations have also contributed to the increase production of FFB. The acquisition of the three (3) Sabah oil palm plantation companies on 1 April 2004 has also brought positive contributions to the Group’s income for the quarter ended 30 June 2004. 

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

There were no unusual items affecting the assets, liabilities, equity, net income or cash flows during the current quarter under review.

A5 
Material changes in estimates.

There was no material changes in estimates in the prior financial year which have a material effect in the financial period ended 30 June 2004.

A6
Debt and equity securities.

There was no issuance, cancellation, repurchase, resale and repayment of debt and equity securities for the current period under review.

A7
Dividend paid.


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

A8
Segment information.

Segmental information is presented in respect of the Group’s business segments. The Group operates solely in Malaysia and accordingly, information on geographical location of the Group’s operation is not presented.


Business segments.


The Group comprises  the following business segments:-

Head office
The provision of management services and investment holdings.

Plantations
The operation of oil palm estates, oil palm mill, sales and purchases of FFB, sales of CPO and Palm Kernels.

Transport
Transport services to related parties and external customers,

Property 
Property investment, and

Hotel
Hotel operation.

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

	Business segment
	
	Plantations
	Transport
	Property
	Hotel
	Investment holding
	Total

	
	
	
	
	
	
	
	

	Revenue
	RM
	31,598,964
	256,236
	1,126,982
	1,922,343
	-
	34,904,525

	
	
	
	
	
	
	
	

	Results
	
	 13,446,710
	4,570
	(154,292)
	(442,430)
	-
	12,854,558



	
	
	
	
	
	
	
	

	Unallocated expenses
	
	
	-
	-
	-
	(5,372,031)
	(5,372,031) 

	
	
	
	
	
	
	
	

	Finance expenses
	
	           (7,846)
	
	
	
	(2,887,669)


	(2,895,515)

	Interest income
	
	-
	-
	-
	-
	       74,606
	 74,606

	Profit/(loss) before tax
	
	
	
	
	
	
	  4,661,618

	Tax expense
	
	
	
	
	
	       
	  (2,315,601)

	Net profit/(loss)
	
	
	
	
	
	
	2,346,017


	
	
	
	
	
	
	
	

	Segment assets
	
	223,705,574
	-
	66,498,001
	 989,022
	15,729,031
	306,921,628

	
	
	
	
	
	
	
	

	Segment liabilities
	
	(27,988,562)
	-
	  (419,302)
	(533,214)
	(93,932,155)
	(122,873,233)

	Capital expenditure
	
	  70,604,722
	-
	-
	  574,360
	       1,501,999


	   72,681,081

	Depreciation
	
	    (1,693,112)
	-
	  (462,300)
	(314)
	        (99,520)
	  (2,255,246)

	Non cash expenses
	
	(331,631)
	-
	-
	-
	    
	      (331,631)


Comparative preceding quarter result is not presented as the Group commenced operations from 25 July 2003 following the transfer of listing status from Sportma Corporation Berhad (“Sportma”) pursuant to a Corporate and Debt Restructuring Scheme (“the Scheme”) of Sportma.

  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 subsidiaries, Uniglobal Sdn Bhd, Suen Tai (Sabah) Sdn Bhd, Desamawar Runding Sdn Bhd and Pelita Pertama Sdn Bhd  are stated at its fair value less depreciation at consolidation level. The property of its subsidiary, Masranti Plantation Sdn Bhd is stated at revalued amount. No depreciation is provided for plantation assets under development.

A10
Significant material events during the period.

A)
On 22 December 2003, Hwang-DBS Securities Berhad on behalf of the 
Group issued a Circular to Shareholders in relation to:-

A10.1
Proposed acquisition by Harn Len of 781,205 ordinary shares of RM1.00 
each in Desamawar Runding Sdn Bhd (“DRSB”) representing the entire 
issued and paid-up capital of DRSB from LNH Enterprise Sdn Bhd 
(“LNHE”) for a cash consideration of RM4,569,701;

A10.2  Proposed acquisition by Harn Len of 4,977,990 ordinary shares of RM1.00 
each in Pelita Pertama Sdn Bhd (“PPSB”) representing the entire issued 
and paid-up capital of PPSB from LNHE for a cash consideration of 
RM18,303,625;  

A10.3  Proposed acquisition by Harn Len of 1,182,943 ordinary shares of RM1.00 
each in Suen Tai (Sabah) Sdn Bhd (“STSB”) representing the entire issued 
and paid-up capital of STSB from LNHE for a cash consideration of 
RM4,706,136.

A10.4  Proposed acquisition by Harn Len of estate equipment from Lian Hup 
Manufacturing Company Sdn Bhd for a cash consideration of RM755,000;

A10.5  Proposed acquisition by Harn Len  of estate equipment from Syarikat 
Senang Oil Palm Estate Sdn Bhd for a cash consideration of RM660,000;

A10.6  Proposed subscription by Harn Len of 16,024,010 new ordinary shares of 
RM1.00 each in Masranti Plantation Sdn Bhd (“MPSB”), at an issue price 
of RM1.38 per share, representing 99.99% of the enlarged issued and 
paid-up share capital in MPSB for a cash consideration of RM22,113,134; 
and

A10.7  Proposed management agreement between Tropical Inn Sdn Bhd (“TISB”) 
and Harn Len to appoint TISB as the Manager and operator of a 160 room 
hotel located at No. 15 Jalan Gereja, 80100 Johor Bahru, Johor known as 
Tropical Inn for a nominal sum of RM1.00.



(“collectively referred to as the “Proposals”)

At the Extraordinary General Meeting held on 6 January 2004, shareholders approved the above Proposals.

Proposal VI was completed on 15 January 2004 and MPSB became a 99.99% owned subsidiary of Harn Len from 15 January 2004.



Proposals IV, V and VII were completed on 2 February 2004.

Proposals I, II, and III were completed on 1 April 2004 and  DRSB, PPSB and STSB become wholly owned subsidiary companies of Harn Len from 1 April 2004.

B) Term Loan
On 8 January 2004, the company drawdown on an amount of RM22,200,000 to finance the subscription of MPSB. The remaining term loan of RM27,600,000 was drawndown on 24 February, 2004 to finance the acquisition of the entire issued and paid-up capital of Desamawar Runding Sdn Bhd, Pelita Pertama Sdn Bhd and Suen Tai ( Sabah) Sdn Bhd.

A11
Changes  in the composition of the Group


For the period under review, Harn Len successfully completed the acquisition of 
the three plantation companies mentioned above under A10.1, A10.2 and A10.3.


A11.1


Harn Len acquired 781,205 ordinary shares of RM1.00 each in Desamawar 
Runding Sdn Bhd. (“DRSB”) representing the entire issued and paid-up capital of 
DRSB from LNH Enterprise Sdn Bhd.  (“LNHE”) for a cash consideration of 
RM4,569,701; 


A11.2 

Harn Len acquired 4,977,990 ordinary shares of RM1.00 each in Pelita Pertama Sdn Bhd. (“PPSB”) representing the entire issued and paid-up capital of PPSB from LNHE for a cash consideration of RM18,303,625;

A11.3 

Harn Len acquired 1,182,943 ordinary shares of RM 1.00 each in Suen Tai (Sabah) Sdn Bhd. (“STSB”) representing the entire issued and paid-up capital of STSB from LNHE for a cash consideration of RM4,706,136.

The acquisitions were completed on 1 April 2004 and DRSB, PPSB and STSB became wholly owned subsidiary companies of Harn Len from this date.

For the financial year under review Harn Len had subscribed for 16,024,010 new ordinary shares of RM1.00 each in Masranti Plantation Sdn Bhd (“MPSB”), at an issue price of RM1.38 per share, representing 99.99% of the enlarged issued and paid–up share capital in MPSB after the proposed rationalization exercise undertaken by MPSB for a cash consideration of RM22,113,134. The exercise was completed on 15 January 2004 and MPSB became a 99.99% owned subsidiary of Harn Len from this date.

Effect of acquisition on the Group.


The acquisition of DRSB, PPSB, STSB and MPSB had the following effect on the Group:-

	
	Acquisition of DRSB,PPSB, STSB and MPSB

	
	RM

	Property, plant and equipment
	54,000,000

	Other PPE’s
	5,717,892

	Total PPE’s acquired
	59,717,892

	Current assets
	3,988,493

	Liabilities
	(12,660,747)

	Deferred taxation
	(12,474,992)

	
	

	Net assets acquired
	38,570,646

	Goodwill on acquisition
	11,121,950

	
	

	Total purchase consideration
	49,692,596

	Purchase consideration  satisfied by cash
	(49,692,596)

	Less cash of MPSB
	1,132,627

	Cash flow on acquisition, net of cash acquired

 
	(48,559,969)



The acquisition of DRSB, PPSB, STSB and MPSB resulted in a net cash out-flow 
of RM48,559,969. A post acquisition profit of RM463,869 being profit before 
exceptional items from the dates of the acquisitions of the above-mentioned 
companies was consolidated to the Group’s financial statements for the 
financial period to 30 June 2004.

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.

The following are the material capital commitments to be incurred by the Group as at date of this report.


Property, plant and equipment


Contracted but not provided for in the financial statements: RM4,183,700.

A14
Related party transactions.


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


PURCHASES/ PAYMENTS








               

          RM


Purchases of Fresh Fruit Bunches from



Seri Cemerlang Plantation (Pahang) Sdn Bhd

     4,149,028


Consumable supplies from



Pengangkutan Low Nam Hui  Sdn Bhd


          56,350


Transport charges



Pengangkutan Low Nam Hui Sdn Bhd


        355,034


Oil palm seedlings



Hon Lian Development Sdn Bhd



        375,000


Hire of tractors



Pengangkutan Low Nam Hui Sdn Bhd


          30,000



Low Nam Hui and Sons Sdn Bhd.



          36,000



SALES/ RECEIPTS


Transport income



Seri Cemerlang Plantation (Pahang) Sdn Bhd
                     143,153


Consumable supplies



Seri Cemerlang Plantation (Pahang) Sdn Bhd
   
                359



Pengangkutan Low Nam Hui  Sdn Bhd


           47,803

A15
Comparison with preceding quarter’s results.

The Group achieved a revenue of RM20,796,159 for the current quarter which represented an increase of 47.4% compared to the preceding quarter of RM14,108,365. The increase in revenue is attributable to the higher production of FFB which resulted in higher production of CPO. Prices of both FFB and CPO remain stable during the period under review.

As a result of the above the gross profit of RM11,625,507  for the current quarter was 76.3% higher compared to a gross profit of RM6,595,279 for the  preceding quarter.


The profit from operation of RM6,669,655 for the current quarter was 8.2 times higher than the preceding quarter profit of RM812,873. No additional administrative expenses were incurred in the current period after the completion of the Corporate Proposals other than those incurred in the ordinary course of operation.
Profit after tax was RM3,334,255  for the current quarter compared to a loss after tax of RM988,237 for the preceding quarter.

The net tangible asset per share was RM0.9231 for the current quarter compared to RM0.9687 for the preceding quarter.  

As the Group commenced operation from 25 July 2003, no preceding year’s results are available for comparison.
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