HARN LEN CORPORATION BHD. (502606-H)

Interim Report for the 3rd Quarter ended 30 September 2004.

Part B: Additional Information Required By Bursa Malaysia Securities Berhad Listing Requirements.
B1
Review of performance
Harn Len Corporation Bhd (“Harn Len”) commenced operation on 25 July 2003 after the completion of the takeover and transfer of listing status of Sportma Corporation Bhd (“Sportma”) under a Corporate and Debt Restructuring Scheme (“the Scheme”). The Group is principally involved in investment holding, the operation of oil palm estates, palm oil mill, hotel operation, transport services and property investment.

For the third quarter ended 30 September 2004, the Group achieved a revenue of RM56,145,000 and a profit before tax of RM8,459,000. Of this, the plantation operation contributed RM51,426,000 or 91.6% of the Group’s revenue, with the hotel operation contributing RM3,098,000 or 5.5%; and the property operation contributing RM1,621,000 or 2.9%.

For the quarter ended 30 September 2004, the Group achieved a revenue of  RM21,240,000 and a profit before tax of RM3,797,362. This represented an increase of 65% in revenue; and more than 5 times increase in profit before tax, compared to the loss for the corresponding quarter for the preceding year, albeit the preceding year’s quarter operation having started on 25th July 2003 and taking a one time write off of exceptional charge of RM20,261,251.

The increase in revenue was a result of higher production of Crude Palm Oil (“CPO”) and Palm Kernels (“PK”) even though prices have softened in the current quarter. Production of Fresh Fruit Bunches (“FFB”) continued to show an upward trend due to maturing acreages and additional contribution from the acquisition of three (3) Sabah based plantation companies. The intake of FFB at the oil mill was 31,500 metric tons (“m/t”) compared to 22,000 m/t for the preceding year corresponding quarter, an increase of 43%. Production of FFB was 40,200 m/t compared to 28,000 for the same period last year, an increase of 44%. Extraction rates of CPO and PK were 19.35% and 5.43% in line with industry averages.

The hotel and property operation remain stable in the period under review compared to the corresponding period for last year.

B2
Comparison of results against preceding quarter
	
	
	Quarter to 30/9/04
	Quarter to 30/6/04
	%

	
	
	
	
	

	Revenue
	RM
	21,240,324
	20,796,159
	2.14

	Gross profit
	
	9,908,439
	11,625,507
	(14.76)

	Profit from operation
	
	5,491,152
	6,669,655
	(17.67)

	Profit/(loss) before tax
	
	3,797,362
	5,095,846
	(25.48)

	Profit/(loss) after tax
	
	2,421,375
	3,334,255
	(27.38)


The revenue of RM21,240,324 achieved in the current quarter was 2.14% higher than the revenue of RM20,796,159 achieved in the preceding quarter. This was due to the higher production of CPO arising from higher intake of FFB processed at its oil mill and the higher production of FFB due to the maturing acreages of its Sabah based plantation companies. 

The gross profit margin was RM9,908,439 compared to RM11,625,507 for the preceding quarter, representing a decrease of 14.76%. The decrease was due mainly to lower prices of CPO and FFB during the quarter despite an increase in  production of both FFB and CPO. The average selling price of CPO during the period was RM1,560 per m/t compared to an average selling price of RM1,910 per m/t for the preceding period. This represented a drop of 18.00%. The selling price of FFB fell from an average price of RM300 per m/t to RM280 per m/t representing a fall of 6.6%. The price of Palm Kernel remained fairly stable at around RM 1,100 per m/t.

Profit from operation was also lower at RM5,491,152 compared to the amount of RM6,669,655 for the preceding quarter. The decrease represented a fall of 17.67%. The fall was due mainly to lower prices of FFB and CPO. Operating costs remained consistent with the current level of operation.

The profit after tax for the current quarter was RM2,421,375 compared to an amount of RM3,334,255 for the preceding quarter. This represented a drop of 27.38%.  This reduction in profit after tax profit was due mainly to the decrease in gross margin and also the inclusion of tax underprovided in the financial year ended 31 December 2003, where certain capital allowances were not available for set off against adjusted profit for that year (Note B5 below).

B3
Current year prospects
The Group is involved mainly in the oil palm industry and property investment. Prospects in the oil palm industry remain good as there is still a strong demand for palm oil. The El Nino weather effect that was once thought of to be having a dampening effect on oil palm crop production is now seen as not that serious. The El Nino effect may cause an upward trend in palm oil prices.  CPO prices are expected to remain between RM1,400 to RM1,500 per m/t till the middle of next year. 

The hotel segment will see improved performance in the third and final quarter of the year due to the school holidays. The property rental segment will have improved occupancy rates as certain floor spaces have been converted for easier rental purposes.

B4
Profit forecast
The Group did not issue any profit forecast for the year ending 31 December 2004.

 B5
Taxation

The taxation for the current quarter is as follows:-

	

	
	Current quarter 

30 September 2004
	
	Financial year 30 September 2004

	Malaysian income tax
	
	
	
	

	Current year
	RM
	1,315,332
	RM
	2,742,722

	Under-provision in prior year
	
	258,307
	
	258,307

	
	
	
	
	

	Deferred tax
	
	(40,265)
	
	847,946

	Over-provision in prior year
	
	(157,387)
	
	(157,387)

	Total
	
	1,375,987
	
	3,691,588


There was an under-provision in income tax amounting to RM258,000 and an over provision in deferred tax amounting to RM157,387 for the financial year ended 31 December 2003 which were incorporated into the income tax provision for the current period. This was due to certain capital allowances being not available for set-off against adjusted profit for the preceding year.

Taxation was provided at the statutory rate of 28% based on the operating profit. The effective tax rate is higher as some expenses relating to the Corporate Proposals completed in the second quarter of this financial period were disallowed for tax deduction. Certain capital allowances were also not available for off-set against adjusted profit.

B6
Sale of unquoted investments or properties

There was no sale of unquoted investments or properties in the quarter under review and financial year to date.

B7
Purchase or disposals of quoted securities

There was no purchase or disposal of quoted securities in the current quarter and financial year to date.

B8
Status of Corporate proposals


No Corporate Proposals are outstanding as at date of this report.


Announcement on Joint Venture Agreement

On 3 September 2004, the Board of Directors announced that Harn Len via its wholly owned subsidiary, Premium Dragon Sdn Bhd. (“PDSB”) had entered into a Joint Venture Agreement with Pelita Holdings Sdn Bhd. (“PHSB”).

The Joint Venture is to facilitate co-operation between PDSB and PHSB for the purpose of developing several parcels of land known as Kara Ranga Engkaranamut NCR Land Development Area, Bukit Bengunan, Sri Aman Division, Sarawak, containing an area of approximately 23,500 hectares (“Land”) which is occupied by natives of Sarawak who have Native Customary Rights over the Land (“NCR Owners”). PHSB has been nominated by the Land Custody and Development Authority of Sarawak to act as trustee for and on behalf of the NCR Owners for the development of the said Land into an oil palm plantation.

The Land will be developed into an oil palm plantation for the benefit of the NCR Owners. The plantable area of the said Land is estimated at 10,000 hectares. The Joint Venture will be undertaken by a joint venture company to be incorporated by PDSB and PHSB and to be named Harn Len Pelita Bengunan Sdn Bhd. (“HLPB”) with an initial authorized capital of RM100,000 and an initial paid-up capital of RM2-00 only comprising of two (2) ordinary shares of RM1-00 each to be subscribed by PDSB and PHSB. However, it is intended that HLPB will eventually have a paid-up capital of RM24,000,000 of which 60% will be held by PDSB.

The Joint Venture will allow Harn Len to expand its oil palm plantation acreage by way of a joint venture with the Sarawak Government and to reduce the need to incur substantial outlays by the Company for the acquisition of new land for the development of oil palm plantations.

None of the Directors and substantial shareholders of Harn Len have any interest, whether direct or indirect in the Joint Venture. The Joint Venture is not expected to have any immediate effect on the earnings or net tangible assets of Harn Len Corporation but is expected to enhance the earnings of Harn Len Group in the long term. There is no condition precedent to the Joint Venture. 

B9
Group borrowings
The borrowings by the Group as at 30 September 2004 are as follows:-

	
	
	As at 30 Sept. 2004
	
	As at 31 Dec. 2003

	Term loan
	
	
	
	

	Within 12 months
	RM
	2,500,000
	
	nil

	More than 12 months
	
	47,300,000
	
	nil

	Total
	RM
	49,800,000
	
	nil


	Hire purchase
	
	
	
	

	Within 12 months
	RM
	342,259
	
	80,004

	More than 12 months
	
	1,030,988
	
	139,995

	
	
	
	
	

	Total
	RM
	1,373,247
	
	219,999


B10
Off  balance sheet financial instruments
During the current period and the financial year to date, the Group did not enter into any contracts involving off balance sheet financial instruments.

B11
Material litigation


There is no pending material litigation as at date of this report.

B12
Dividend
The Directors do not recommend any dividend in respect of the current period and the financial year to date.

B13
Earnings per share
	
	
	
	Current quarter
	Current year to date

	
	
	
	30 September 2004
	30 September 2004

	
	Earnings
	
	
	

	
	Net profit/(loss) for the period
	RM
	2,421,375
	4,767,392

	a)
	Basic 

weighted average number of shares
	
	185,477,159
	185,477,159

	b)
	Diluted

weighted average number of shares 
	
	185,477,159
	185,477,159

	
	Effects of RCSLS conversion
	
	44,310,095
	44,310,095

	
	Total
	
	229,787,254
	229,787,254

	c)
	Basic earnings per share (sen)
	
	1.305
	2.570

	d)
	Diluted earnings per share (sen)
	
	n/a
	n/a


As at 30 September 2004, 74,310,095 warrants remained outstanding. For the purpose of computation of diluted earnings or loss per share, only the warrants attaching to the RCSLS are included to arrive at the weighted average number of ordinary shares. This is because the exercise price of each warrant is more than the market value of each Harn Len share.

No diluted earnings per share are disclosed as its effect is anti dilutive after RCSLS conversion.

B13
Comparative figures

The comparative figures for the preceding year’s corresponding quarter and 
period were based on the period from 25 July to 30 September 2003 instead of 
from 18 July as reported in the quarterly report for the period ended 30 September 
2003. The Group was informed by its legal advisers, M/s Shahrizat Rashid and 
Lee, that the completion day of the Scheme was the day the shares of Harn Len 
were listed on Bursa Malaysia which was 25 July 2003 and not on the date that 
the shares were issued to complete the Scheme, which was 18 July 2003. 
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