HARN LEN CORPORATION BHD (502606-H)

Interim Report for the 2nd Quarter ended 30 June 2005

Part B: Additional Information Required By Bursa Malaysia’s Listing Requirements.
B1
Review of performance
For the 6 months period to 30 June 2005, the Group achieved a revenue of RM30,078,086. Out of this, the plantation operations contributed RM26,998,592 or 89.76% of the Group’s revenue, with the hotel operation contributing RM2,046,493 or 6.80%; and the property operation contributing RM1,033,001 or 3.44%. 

For the second quarter to 30 June 2005, the revenue of RM16,711,313  represented a decrease of 19.64% over the revenue of RM20,796,159 recorded for the corresponding quarter for the preceding year. The profit before tax was RM6,172,861 and this represented an increase of 21.14%  compared to the profit of RM5,095,846 for the corresponding quarter for the preceding year. The increase was due mainly the one-off gain of RM3,606,441 made as a result of the early redemption of the Redeemable Convertible Secured Loan Stocks (“RCSLS”) mentioned in Part A Note A4.

The decline in revenue was a result of lower prices of Fresh Fruit Bunches (“FFB”), Crude Palm Oil (“CPO”) and Palm Kernels (“PK”). The average selling price of CPO for the quarter to 30 June 2005 was RM1,420 per metric ton (‘m/t”) compared to RM1,910 per m/t for the corresponding quarter for the preceding year. Similarly, the average selling price of FFB was RM276 per m/t against RM362 per m/t for the corresponding quarter for the preceding year. Production of FFB increased to 43,059 m/t compared to 37,482 m/t for the corresponding quarter for the preceding year. This represented an increase of 15%. The intake of FFB at the oil mill was 25,040 m/t compared to 31,182.m/t for the preceding year corresponding quarter, a decrease of about 20%. The decrease in the intake of FFB was a result of the oil mill undertaking a machinery refurbishment exercise which is expected to be completed by the end of August 2005. In view of the refurbishment, the extraction rates of CPO and PK were 18.44% and 5.81%  lower than the 18.81% and 5.33% respectively achieved for the preceding year corresponding quarter. 

As a result of the lower intake of FFB for processing, more FFB were sold.

The decline in prices of CPO and FFB, however, was mitigated by the increase production of FFB from the oil palm plantations operations which increased by 15%. This was due to maturing acreages of the Sabah based plantation companies and the strong performance of the Company’s Peninsula based oil palm plantations. 


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

B2
Comparison of results against preceding quarter
	
	
	Quarter to 30/6/05
	Quarter to

 31/3/05


	%

	
	
	
	
	

	Revenue
	RM
	16,711,313
	13,366,773
	25.02

	Gross profit
	
	9,164,513
	7,015,841
	30.63

	Profit from operation
	
	7,260294
	2,756,116
	>100.00

	Profit/(loss) before tax
	
	6,172,861
	1,125,543
	>100.00

	Profit/(loss) after tax
	
	4,759,620
	169,376
	>100.00


The revenue of RM16,711,313 achieved in the current quarter was 25.02% higher than the revenue of RM13,366,773 achieved in the preceding quarter. This was due mainly to the marginally higher prices of CPO and FFB obtained during the current quarter. The average selling prices of CPO and FFB for the current quarter were RM1,423 and RM276 per m/t compared to RM1,359 and RM262 per m/t respectively for the preceding quarter. The increase was also due to higher production of FFB.

The gross profit margin was RM9,164,513 compared to RM7,015,841 for the preceding quarter, representing an increase of 30.62%. This was due mainly to higher selling prices of the two commodities and a higher production of FFB in the current quarter. 

Profit from operation was also higher at RM7,260,294 compared to RM2,756,116 for the preceding quarter. The increase was mainly due to the one-off gain of RM3,606,441 arising from the early redemption of the RCSLS. Operating costs remained fairly stable at the current level of operation.

The profit before tax for the current quarter was RM6,172,861 against RM1,125,543 for the preceding quarter. This represented a five (5) fold increase.  This increase in profit before tax was due mainly to the savings from the early redemption of the RCSLS and the lower incidence of interest paid in the current quarter. 

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 demand for palm oil remained strong. 

The Ringgit de-peg against the USD$ announced on 21 July may be a temporary dampener as CPO is internationally traded in USD$. However, as the peg against the USD$ is now lifted and with the Ringgit trading now confined to a narrow floating margin against a basket of currencies, the effect may not be substantial and is thought not to affect the price of CPO adversely. This is because of the continued strong demand and a temporary low domestic supply.

Several developments in the year have brightened prospects in this commodity. With petroleum prices continuing to increase, the prospect of using palm oil as a alternative bio-fuel diesel is encouraging. The European Union has ruled that by 2010 vegetable based fuel will comprise a minimum of 5.7% of the total fuel consumed to protect the environment and ensure a sustainable fuel source is further evidence that the demand for palm will remain high.  Furthermore, with the United States ruling on the labeling of trans-fatty acids on food products, the demand for palm oil will increase due to its health benefits.

With China’s and India’s economy continuing to grow at a reported 7% to 8 % this year, demand for CPO is expected to increase. Another encouraging factor is the removal of import tariff rate quota by China from next year. This will auger well for demand for palm oil. China currently is the largest importer of palm oil from Malaysia, importing 2.8 million tons of palm oil last year, followed by the Netherlands, India and Pakistan 

The dry spell at the beginning of the year was a worrying factor that was thought would affect FFB production for the rest of the current year. However, with the  regular and sustained rainfall in the months of April and May in areas where our oil palm plantations are located, the fear of lower crop production for the rest of the year is thus removed. The only worry now may arise from the fall in production of FFB due to crop fatigue and the delayed effect of the dry season at the beginning of this year.

The signing of an Agreement with VHL to operate and manage the Hotel division of Harn Len into an international class hotel under a rebranding exercise under the prestigious name of Prescott Inn as mention in Part A, Note A10-1, it is anticipated that the hotel will be able to improve its operation and profitability in the coming quarters. 

The property rental segment will continue to attract new tenants due to the location of Johor Tower. Continued vigilance is being maintained over collections of rental and the quality of prospective tenants.

B4
Profit forecast
The Group did not issue any profit forecast for the year ending 31 December 2005.

 B5
Taxation

The taxation for the current quarter is as follows:-

	

	
	Current quarter 

30 June 2005
	
	Financial year to 31 December 2005

	Malaysian income tax
	
	
	
	

	Current year
	RM
	1,419,689
	RM
	2,480,602

	Over-provision in prior year
	
	(87,303)
	
	(87,303)

	
	
	
	
	

	Deferred tax
	
	80,855
	
	(23,891)

	Over-provision in prior year
	
	
	
	

	Total
	RM
	1,413,241
	RM
	2,369,408


Taxation was provided at the statutory rate of 28% based on the operating profit. The effective tax rate is lower as the gain from the savings on the early redemption of the RCSLS is not subject to income tax.

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


The Company had through its wholly-owned subsidiary Premium Dragon Sdn 
Bhd (“PDSB”) on 16 June 2005 subscribed to three (3) new shares of RM1.00 
each in Harn Len Pelita Bengunan Sdn Bhd (“HLPBSB”). HLPBSB is a joint-
venture company set up for the purposes of undertaking the development of 
23,500 hectares of land in Sarawak into oil palm plantations. (Details of the 
joint-venture agreement is shown below.)


On completion of the subscription, PDSB will hold three (3) ordinary shares of 
RM1.00 each in HLPBSB representing 60% of the issued and paid-up capital of 
HLPBSB of RM5.00 of five ordinary shares of RM1.00 each.


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. The joint venture company named Harn Len Pelita Bengunan Sdn Bhd. (“HLPB”) was incorporated on 4th November 2004 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 June 2005 are as follows:-

	
	
	As at 30 June 2005
	
	As at 30 June 2004

	Term loan  payable:
	
	
	
	

	Within 12 months
	RM
	5,523,000
	
	Nil

	More than 12 months
	
	89,237,000
	
	49,800,000

	Total
	RM
	94,760,000
	
	49,800,000


	Hire purchase payable:
	
	
	
	

	Within 12 months
	RM
	515,891
	
	342,259

	More than 12 months
	
	1,083,552
	
	1,115,163

	
	
	
	
	

	Total
	RM
	1,599,443
	
	1,457,422


	RCSLS payable:
	
	
	
	

	Within 12 months
	RM
	Nil
	
	Nil

	More than 12 months
	
	Nil
	
	38,289,622

	
	
	
	
	

	Total
	RM
	Nil
	
	38,289,622


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 was 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 June 2005
	30 June 2005

	
	Earnings
	
	
	

	
	Net profit/(loss) for the period
	RM
	4,793,191
	4,962,568

	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
	
	-
	-

	
	Total
	
	185,477,159
	185,477,159

	c)
	Basic earnings per share (sen)
	
	2.58
	2.68

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


As 30 June 2005, 74,310,095 warrants remained outstanding. As the RCSLS has been redeemed, it is not likely that the outstanding warrants will be converted as 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 it is anti-dilutive.
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