HARN LEN CORPORATION BHD (502606-H)

EXPLANATORY NOTES TO THE THIRD QUARTER INTERIM FINANCIAL REPORT FOR THE PERIOD TO 30 SEPTEMBER 2005.

PART A:  EXPLANATORY NOTES AS PER FRS 134

A1
Basis of preparation
The interim report is unaudited and has been prepared in compliance with the FRS 134, 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 2004.

A2
Audit opinion


The preceding financial statements for the year ended 31 December 2004 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 being low at the beginning of the year and picking up thereafter and tapering off towards the year end.  

The production of FFB can also be affected by a number of climatic factors such as rainfall, the El Nino effect, hazy conditions and the frequency of fertilizing the plants. The dry spell at the beginning of the year has affected the production of FFB. The palm trees require regular and sustained rainfall to enable the trees to produce a regular supply of FFB. The advent of the rainy season began in April and continued through the month of May. The rain in April and May was therefore a welcome relief and may ensure that FFB production will not be affected in the later part of the year. However, production growth is likely to slow down due to yield stress and crop fatigue and the lagged impact of the dry weather early this year. The hazy conditions in late July and early August this year may also have a lagged effect in early next year as was evidenced in 1997 when the whole country was shrouded in a haze caused by forest and peat fires in Indonesia which affected production of FFB about 6 months later in January 1998.

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

There were no unusual items affecting the assets, liabilities, equities, net income 
or cash flows for the quarter under review.


On 30 May 2005 the Company completed the early redemption of the 
Redeemable Convertible Secured Loan Stocks (“RCSLS”) based on the sum 
equivalent to RM0.85 per RM1.00 nominal value of RCSLS issued. The early 
redemption of RCSLS has resulted in a net saving of RM3,606,441. This saving  
has been recorded as other income in the income statement. (Please refer to  A10 
of these Notes). 


The net saving of RM3,606,441 was calculated as follows:-


Fair value of RCSLS as at 30 May 2005


RM 39,893,291


Deferred tax liability





         1,376,731 





Total 




RM 41,270,022


Amount paid






       37,663,581




Saving




RM   3,606,441
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 to 30 September 2005. 

A6
Debt and equity securities
There were 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.


Segment activities are as follows:-


Plantations
The operation of oil palm estates, oil palm mill, sales and 




purchases of FFB, sales of CPO and PK.


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 segments. Inter-segment transaction within the Group has been eliminated.

Segment information 


Period ended 30 September 2005

	Business segment


	
	Plantations
	Transport
	Property
	Hotel
	Investment holding
	Total

	
	
	
	
	
	
	
	

	Revenue
	RM
	41,254,709
	399,482
	1,538,283
	3,202,955
	-
	46,395,429

	
	
	
	
	
	
	
	

	Results
	
	16,454,559
	(33,764)
	(457,396)
	(727,756)
	(3,152,495)
	12,083,148

	

	Finance expenses
	
	
	
	
	
	(4,213,450)
	(4,213,450)

	Interest Income
	
	
	
	
	
	48,002
	48,002

	Profit/(loss) before tax
	
	
	
	
	
	
	7,917,700

	Tax expense
	
	
	
	
	
	
	(3,149,149)

	Net profit/(loss)
	
	
	
	
	
	
	4,768,551

	Minority interest
	
	
	
	
	
	
	35,764

	Profit for the period
	
	
	
	
	
	
	4,804,315.


Period ended 30 September 2004

	Business segment
	
	Plantation
	Transport
	Property
	Hotel
	Investment holding
	Total

	
	
	
	
	
	
	
	

	Revenue
	RM
	50,942,498
	483,587
	1,620,758
	3,098,005
	
	56,144,848

	
	
	
	
	
	
	
	

	Results
	
	20,826,763
	56,109
	 (451,131)
	(540,681)
	(6,917,381)
	12,973,679



	

	Finance expenses
	
	        
	
	
	
	(4,620,064)  
	    (4,620,064)

	Interest income
	
	
	
	
	
	105,365
	105,365

	Profit/(Loss) before tax
	
	
	
	
	
	
	 8,458,980

	Tax expense
	
	
	
	
	
	
	   (3,691,588)

	Net profit/(loss)
	
	
	
	
	
	
	 4,767,392


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 fair value less depreciation at consolidation level. The leasehold property of its wholly owned subsidiary, Masranti Plantation Sdn Bhd is stated at revalued amount. No depreciation was provided for plantation assets under development.

A10
Significant material events during the period
In the interval between the end of the reporting period and this report, the Board of Directors of Harn Len made an announcement on 13th.October 2005 that the Company had acquired two (2) ordinary shares of RM1-00 each, representing 100% equity in Keyrange Corporation Sdn Bhd (“KCSB”) (Co. No. 711091-K) from the promoters of  the company for a cash consideration of RM2-00 only (“the consideration”).


KCSB has become a wholly–owned subsidiary of the Company after the said 
acquisition.


Details of the acquisition


KCSB was incorporated on 27 September 2005 as a private company limited by 
shares under the Companies Act 1965. The authorized share capital of KCSB 
stands at RM100,000 comprising of 100,000 ordinary shares of RM1-00 each and 
its issued and paid-up share capital stands at RM2-00 comprising of two (2) 
ordinary shares of RM1-00 each. KCSB has not commenced any business 
operation since the date of incorporation.


Basis of consideration  


The purchase consideration was arrived at on a willing-buyer willing–seller 
basis. Harn Len had acquired the shares free from all charges, liens, pledges and 
other encumbrances and with all rights, benefits and entitlement attached thereto.


Effect of the said acquisition


The said acquisition will not have any material impact on the earnings and net 
tangible assets of the Company for the financial year ending 31st. December 2005.


Directors’ and substantial Shareholders’ Interest


None of the Directors’ substantial shareholders of Harn Len or persons connected 
with the Directors or substantial shareholders has any interest, direct or indirect in 
the said Acquisition.


The said acquisition was approved by the Harn Len Board of Directors on 13th. 
October 2005. 


No significant event occurred during the current period under review. 


For the financial period to date the following events occurred:-


A10-1
Redemption of RM44,310,095 Nominal Value of 1.5% 2003/2008 


Redeemable Convertible Secured loan Stocks (“RCSLS) and Term 


Loan Facilities.

On 30 May 2005, the Company announced that it had completed the early redemption of the RCSLS based on the sum equivalent to RM0.85 per RM1.00 nominal value of RCSLS issued or a total of RM37,663,581 (“Redemption”). The RCSLS had been issued to Danaharta Managers Sdn Bhd by the Company as part of the restructuring scheme of Sportma Corporation Berhad carried out in 2003.
 


The Redemption was funded from a term loan facility of RM35,000,000 from 
HSBC Bank Malaysia Berhad (“Term Loan Facilities”) and the balance from 
internally generated funds. The Term Loan Facilities comprise of two tranches of 
term loans of RM17,500,000 each. Interest rate for the first tranche of 
RM17,500,000 is pegged at 6.45% per annum at monthly rests and is payable 
over ten years. Interest rate for the second tranche of RM17,500,000 is pegged at 
0.40% above the base lending rate (presently at 6.05% per annum) per annum at 
monthly rests and is payable over ten years.


The Term Loan Facilities are secured by the following:-

i)
an ‘all monies” first party and third party legal charge for RM35,000,000 over properties known as Geran 27393 Lot 1782  (Johor Tower) in the  District of Johor Bahru and CL115403757, CL115398368 and CL115397496 all in the District of Lahad Datu, Sabah in the names of Harn Len Corporation Bhd, Suen Tai (Sabah) Sdn Bhd, Desamawar Runding Sdn Bhd and Pelita Pertama Sdn Bhd respectively as the chargors;


ii)
letter of negative pledge over all the present and future assets of Masranti 


Plantations Sdn Bhd; and


iii)
letters of undertaking from Desamawar Runding Sdn Bhd, Suen Tai 


(Sabah) Sdn Bhd, Pelita Pertama Sdn Bhd, Uniglobal Sdn Bhd, and 


Masranti Plantations Sdn Bhd to service the loan repayments if required.


Based on existing interest rates, the Redemption and Term Loan Facilities will 
enable the Company to refinance its borrowings at a lower effective interest rate 
and thereby yield interest savings for the Company over the longer term.


The Redemption and Term Loan Facilities are not subject to Shareholders’ 
approval or approvals from any relevant authorities and none of the Directors, 
major shareholders or persons connected to the Directors or major shareholders of 
the Company have any interest, direct or indirect, in the Redemption or Term 
Loan Facilities.


A10-2 Hotel Agreement


For the period under review, Harn Len made an announcement that it had on 28 
April 2005 entered into a management agreement (“Agreement”) with Value 
Hospitality Limited (“VHL”), a corporation organized and existing under 
the 
laws of Hong Kong with its office at Room 809, Tsim Sha Tsui Centre, No. 
66 Moody Road, T.S.T. East, Kowloon, Hong Kong.


Under the Agreement, Harn Len will appoint VHL to manage, operate and 
undertake marketing for the hotel division of the Company, currently known as 
Tropical Inn (“the Hotel”) which is owned by Harn Len. The Hotel will be 
renamed as Prescott Inn as part of the rebranding exercise under the Agreement.


VHL shall be responsible to the Company for the performance of the Hotel 
Management Services (as defined in the Agreement); which includes supervision 
of staff, proper maintenance of accounts and inventory and handling of 
advertising and promotional programmes; in a proper and professional manner 
and in accordance with the terms and conditions of the Agreement and the 
customs and standards of the hotel industry and shall not at any time conduct 
itself in such a way as to bring the reputation of the Hotel and /or the Company 
into disrepute. VHL shall also use its best endeavours to ensure that the budgets 
prepared by VHL for the Hotel are complied with in all respects. VHL shall 
supervise, direct and control the management and operation of the Hotel and shall 
render or supervise and control the performance of all services and do or cause to 
be done all things reasonably necessary for the efficient and proper operation of 
the Hotel.


The Agreement shall take effect from the date of the Agreement and shall remain 
in force for a period of ten (10) years (“Contract Term”), commencing from the 
date when all the required renovations of the Hotel to meet the standards of 
Prescott Inn are completed and the signages of the Hotel and the official name of 
the Hotel is changed to Prescott Inn. VHL shall be entitled to extend the 
Agreement for a further period of ten (10) years by serving a notice to that effect 
on Harn Len at least twelve months before the expiry of the Contract Term 
subject to the terms and conditions of the Agreement. 

The first six months of the Agreement shall be considered the probation period. During the probation period, VHL is required to improve the gross operating profit by RM40,000 on a monthly basis taking into consideration any seasonal low periods for the Hotel that may exist. If VHL is unable to achieve this improvement in the gross operating profit on a monthly basis within this six months, Harn Len shall have the right to terminate the Agreement at its sole discretion.

Under the Agreement, a basic management fee equivalent to 2.5% per annum of the Hotel’s gross revenues is payable to VHL. Further, VHL shall be entitled to receive an incentive management fee of such amount equivalent to 7.5% per annum of the gross operating profit of the Hotel for each fiscal year.

During the first six months of the contract i.e. the probation period, if VHL is not able to improve the gross operating profit for the Hotel by RM40,000 in any of the first six months, the basic management fee and the incentive management fee shall be waived and Harn Len shall not be liable for the payment of the management fees billed.

VHL possesses considerable expertise and experience in the management of hotels and has developed a high standard of management and services. Under the Agreement, Prescott Inn, consisting of 160 rooms, will be operated and managed  under the international standards of VHL and the Prescott Inn trade name and service mark and trademark.

The Agreement is not subject to any conditions precedent. The Board of Harn Len is of the view that the Agreement will enable the Company to tap into the experience and expertise of an established international hotel management company and will eventually enable the Company to generate better returns from its hotel operations.

The Agreement is not expected to have any material effect on the earnings and NTA of Harn Len. None of the directors and/or substantial shareholders of Harn Len or persons connected with them have any interest, direct or indirect, in the Agreement.


A10-3
Joint Venture.


In connection with the announcement made on 3 September 2004, the Company 
had through its wholly-owned subsidiary Premium Dragon Sdn Bhd (“PDSB”) on 
16 June subscribed to three (3) new shares of RM1.00 each in Harn Len Pelita 
Bengunan Sdn Bhd (“HLPB”), a joint-venture company set up for the purpose 
of undertaking the development of 23,500 hectares of land in Sarawak into oil 
palm plantations. Details of the 3 September 2004 announcement are stated 
below. 


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


The following announcement in relation to a Joint Venture Agreement made in 
the financial year ended 31 December 2004.

“The Board of Directors of Harn Len announced on 3 September 2004 that 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 Engkaramut NCR Land Development Area, Bukit Bengunan, Sri Aman Division, Sarawak, containing a gross area of approximately 23,500 hectares (“Land”) which is occupied by natives of Sarawak who have Native Customary Rights over the said 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 named Harn Len Pelita Bengunan Sdn Bhd  with an initial authorized capital of RM100,000 and an initial paid-up capital of RM2-00 only comprising two (2) ordinary shares or 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 but is expected to enhance the earnings of the Harn Len Group in the long term. There is no condition precedent to the Joint Venture.”

A11
Changes in the composition of the Group
The Company through its wholly owned subsidiary Premium Dragon Sdn Bhd (‘PDSB”) had on 16 June 2005, subscribed for three (3) new shares of RM1.00 each in Harn Len Pelita Bengunan Sdn Bhd  representing 60% of the issued and paid up capital of HLPB of RM5 of five (5) ordinary shares of  RM1.00 each. 


For consolidation purpose, the consolidation is considered on 1 January 2005.


Effect of acquisition.


The effect of the acquisition of HLPB is as follows:-











   RM


Consideration paid






   3.00


Cash acquired







  (3.00)


Net cash flow







     -



The effect of the acquisition has resulted in the consolidation loss of RM53,647. 
 


A12
Changes in contingent liabilities and contingent assets

There were no material contingent liabilities and contingent assets for the Group 
as at 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: RM 1,410,595


Note: Estimated amount for plantation development 



expenditure, not contracted for and not provided for


in the financial statements:




RM75,063,000

A14
Related party transactions

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


A14-1
Purchases and payments
	
	RM

	Purchases of FFBs
	

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	2,744,980

	
	

	Consumable supplies
	

	Pengangkutan Low Nam Hui Sdn Bhd.
	57,538

	
	

	Transport services
	

	Pengangkutan Low Nam Hui Sdn Bhd.
	183,706

	
	

	Rental
	

	Low Nam Hui and Sons Sdn Bhd.
	3,000

	
	

	Travel
	

	Comet Travels Sdn Bhd.
	21,525



A14-2
Sales and receipts
	
	RM

	Transport  income
	

	 Seri Cemerlang Plantation (Pahang) Sdn Bhd
	191,966

	
	

	Consumable supplies
	

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	-

	Pengangkutan Low Nam Hui Sdn Bhd
	81,455

	
	

	Rental
	

	Comet Travels Sdn. Bhd.
	3,696

	
	

	Management fees
	

	Low Nam Hui and Sons Sdn. Bhd.
	9,000
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