HARN LEN CORPORATION BHD (502606-H)

Interim Report for the Second Quarter ended 30 June 2006

Part B: Additional Information Required By Bursa Malaysia’s Listing Requirements.
B1
Review of performance
For the 6 months ended 30 June 2006, the Group achieved a revenue of RM30,991,997 (2005-RM30,078,086). Out of this, the plantation operations contributed RM27,656,691 or 89.2%; (2005-RM26,998,592 or 89.8%) of the Group’s revenue, with the property and hotel operations contributing RM3,335,306 or 10.8%; (2005-RM3,079,494 or 10.2%). 

Oil palm remains the core business of the Group, contributing more than 89.0% of the total revenue. Total Fresh Fruit Bunches (‘’FFB”) production for the second quarter was 44,089 metric tons (“m/t”) compared to 43,060 m/t for the corresponding quarter in the previous year. This represented an increase of 2.4%.

For the second quarter ended 30 June 2006, the revenue of RM18,058,280 represented an increase of 8.0% over the revenue of RM16,711,313 recorded for the corresponding quarter for the preceding year. The profit before tax was RM2,190,954 and this represented a decrease of 64.5%  compared to the profit of RM6,172,861 for the corresponding quarter for the preceding year. 

The increase in revenue was caused by the higher production and higher prices of Crude Palm Oil (“CPO”). The average selling price of CPO for the quarter to 30 June 2006 was RM1,450 per m/t compared to RM1,423 per m/t for the corresponding quarter for the preceding year. FFB and Palm Kernel (“PK”) prices remained fairly stable.

The intake of FFB at the oil mill in Pahang was 37,589 m/t compared to 25,040 m/t for the corresponding quarter for the preceding year, an increase of about 50.0%. This produced 7,223 m/t of CPO (2005-4,544m/t) and 2,190m/t of PK (2005-1,381m/t).

The extraction rates of CPO and PK during the quarter were 19.24% and 5.83% higher than the 18.14% and 5.53% achieved for the preceding year corresponding quarter. The refurbishment of the oil mill has resulted in a more efficient extraction rates for the FFB processed together with a reduction in oil loss.

The hotel and property operation remained robust for the period under review generating revenue of RM1,785,616 compared to RM1,627,767 for the corresponding quarter for last year. Loss was reduced from RM291,362 to RM181,227 in the current quarter.

B2
Comparison of results against preceding quarter
	
	
	Quarter to 30/6/06
	Quarter to

31/3/06
	%

	
	
	RM
	RM
	

	Revenue
	
	18,058,280
	12,933,717
	39.6

	Gross profit
	
	8,988,065
	4,385,368
	205.0

	Profit from operation
	
	3,647,374
	174,201
	>100

	Profit/(loss) before tax
	
	2,190,954
	(1,041,544)
	>100

	Profit/(loss) after tax
	
	667,421
	(1,344,008)
	>100


The revenue of RM18,058,280 achieved in the current quarter was 39.6% higher than the revenue of RM12,933,717 achieved in the preceding quarter. The increase was mainly a result of higher production and sales of CPO. 7,063m/t of CPO were sold during the current quarter for RM10,241,041 at an average selling price of RM1,450 per m/t compared to 4,415/t for RM6,100,578 at an average selling price of RM1,382 per m/t for the preceding quarter. A total of 15,652 m/t of FFB were sold for RM3,911,364 at an average selling price of RM250 per m/t compared to 14,733 m/t for RM3,587,795 at an average price of RM244 per m/t for the preceding quarter.

The gross profit margin was RM8,988,065 compared to RM4,385,368 for the preceding quarter, representing an increase of 105.0%. The increase was caused mainly increased sales of CPO and better control of production costs. 

The profit from operation was at RM3,647,374 compared to the profit of RM174,201 for the preceding quarter. The increase was due to the higher contributions mentioned above. 

The profit before tax for the current quarter was RM2,190,954 compared to a loss before tax of RM1,041,544 for the preceding 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. Any change in the price of palm oil will affect the results of the Group drastically.

The Third Industrial Master Plan (“IMP3”) was unveiled by the Prime Minister on 18 August 2006. The IMP3 essentially lay out a roadmap for Malaysia to achieve its Vision 2020 through of the three pillars of economy, viz, manufacturing, agriculture and the service sector. It targets an average annual economic growth rate of 6.3% for the next 15 years.

For palm oil products, a total investment of RM26.1 billion is targeted for the period from 2006 to 2020 with a gross export value of RM78.8 billion by 2020. Investments in the palm oil sector will mainly in downstream projects such as oleochemicals, biodiesel and renewable energy, as well as biotechnology-based and biomass products, integration and commercialization of research and development, market development efforts to promote healthy and trans-free palm oil products and finally to promote outward investments and global marketing networks in countries such as China, India, Iran and West Asia. Assistance to support the growth of the industry in Sabah and Sarawak will also be provided.  

Palm oil remains an edible oil of choice for consumption. The two biggest importers of edible oil in the world are India and China. Other competitive vegetable oils like soybean oil continue to have an impact on palm oil prices. As the world vegetable oil market is an ever evolving one with competing demands and supplies, any shift in purchase by the two edible oil importing giants will have a profound impact on palm oil prices. Factor such as the imposition of duties by the importing countries are also worrying. 

Recent interest in palm oil as an alternative to fossil fuel has resulted in a surge in CPO futures price, which hit RM1,760 per m/t for September 2006 deliveries. The demand for CPO as a feedstock for biodiesel fuel had reached a stage whereby CPO price was even tracked against the price of crude fossil oil. However, the surge in CPO price is not expected to go beyond RM1,800 per m/t, a price, beyond which, it will no longer be profitable as a feedstock for biodiesel fuel. 

Indonesia and Malaysia, the two biggest producers of CPO in the world, had recently reached an agreement to set aside 40% of their CPO production as feedstock for biodiesel production. This will amount to 6 million m/t of CPO each. This may exert pressure on the supply of CPO as an edible fuel for consumption, which will result in CPO price continuing to remain high.

The Hotel division of Harn Len will undertake a room renovation exercise in anticipation of an increase in tourist arrivals to the city. The hotel industry in Johor Bahru continues to remain competitive in the near future.

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 2006.

 B5
Taxation

The taxation for the current quarter is as follows:-

	

	
	Current quarter

30 June 2006
	
	Preceding  year corresponding quarter

30 June 2005

	
	
	RM
	
	RM

	Malaysian income tax
	
	
	
	

	Current year
	
	1,566,100
	
	1,419,689

	Under-provision in prior years
	
	288,980
	
	   (87,303)

	
	
	
	
	

	Deferred tax
	
	(81,459)
	
	  80,855

	Over-provision in prior years
	
	(250,088)
	
	  

	Total
	
	1,523,533
	
	1,413,241



Certain subsidiaries and the plantation division of the Company have chargeable 
income that is liable to income tax.


The effective tax rate for the preceding year corresponding quarter is lower than 
the statutory rate is due to gain from the early redemption of RCSLS being not 
subject to income tax purpose.

B6
Sale of unquoted investments or properties

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

B7
Purchase or disposals of quoted securities

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

B8
Status of Corporate proposals


B8-A

On 29 March, 2006, on behalf of the Board of Directors, Hwang-DBS  Securities Berhad (Hwang-DBS) announced that the Company had through exchange of letters agreed to dispose 

(a) 781,205 ordinary shares of RM1.00 each in Desamawar Runding Sdn Bhd (“DRSB”) representing the entire equity interests in DRSB to Pahang Enterprise Sdn Bhd (“PESB”) for a cash consideration of RM6,756,579 ;
(b) 4,977,990 ordinary shares of RM1.00 each in Pelita Pertama Sdn Bhd (“PPSB”) representing the entire equity interests in PPSB to Ideal Enterprise Sdn Bhd (“IESB”) for a cash consideration of RM23,228,029 ; and
(c) 1,182,943 ordinary shares of RM1.00 each in Suen Tai (Sabah) Sdn Bhd
(“STSB”) representing the entire equity interests in STSB to PESB for a cash consideration of RM6,738,564.

(Collectively referred to as the “Proposed Disposal) 

Subject to the basis of sale and purchase, the consideration for the shares 
in DRSB, PPSB and STSB are arrived at as follows:-

 (a) 
The consideration of RM6,758,579 in respect of the Proposed Disposal of DRSB is computed based on the area of the land of  202.6 hectares/ 500.6355 acres;

             (b) 
The consideration of RM23,228,029 in respect of the Proposed  Disposal of PPSB is computed based on the area of the land of 696.3 hectares/ 1720.5948 acres; and 

             (c)
      The consideration of RM6,738,564 in respect of the Proposed  Disposal of STSB is computed based on the area of the land of 202 hectares/ 499.1529 acres



at the rate of RM13,500 only per acre;

Upon the exchange of letters as announced on 29 March 2006, the respective Purchasers paid the Earnest Deposit to Harn Len’s solicitors for the account of Harn Len as stakeholder, which form part of the Consideration Price, as represented as follows:-

(i) RM67,585.79 by PESB, representing 1% of the sale consideration of the DRSB Sale Shares;

(ii) RM232,280.29 by IESB, representing 1% of the sale consideration of the PPSB Sale Shares; and

(iii) RM67,385.64 by PESB, representing 1% of the sale consideration of the STSB Sale Shares.

Subsequently, on behalf of the Board of Harn Len, Hwang-DBS announced that the Company had on 13 April 2006 entered into the SPA with the respective Purchasers in relation to the Proposed Disposals, which the respective Purchasers paid the Deposit to Harn Len’s solicitors for the account of Harn Len as stakeholder, which form part of the Consideration Price, as represented as follows:-.

(i) RM608,272.11 by PESB, representing 9% of the sale consideration of the DRSB Sale Shares;

(ii) RM2,090,522.61 by IESB, representing 9% of the sale consideration of the PPSB Sale Shares; and

(iii) RM606,470.76 by PESB, representing 9% of the sale consideration of the STSB Sale Shares.

The aforesaid paid sum and together with the earlier paid Earnest Deposit represented the total Deposit paid by the Purchasers to Harn Len in respect of the Proposed Disposals.

On 28 April 2006, and as announced on even date, Harn Len and the Purchasers, through the exchange of letter, confirmed that the Proposed Disposals would be completed together.

On 19 May, 2006, Hwang-DBS announced that an Extraordinary General Meeting of Harn Len will be held on 16 June, 2006 to seek the approval of the shareholder for the Proposed Disposals.


At the EGM held on 16 June 2006, the shareholders approved the Proposed 
Disposals.


Completion Date


The Proposed Disposals were completed on 26 July 2006.


B8-B


Execution of Supplemental Management Agreement

A Supplemental Management Agreement was executed on 24 April, 2006 between Harn Len Corporation Bhd and Value Hospitality Limited (“VH”).

Details of this Supplemental Management Agreement are elaborated under Note A11-2 of this Interim Financial Report. 


Termination of Management Agreement


The Company announced on 7 August 2006, VHL had given the Company a 
letter stating its intention to terminate the Management Agreement with effect 
from 31 October 2006.


The Company has accepted the notice of termination of the Management 
Agreement and will look into other strategies for improving the performance of 
Tropical Inn Hotel.

B9
Group borrowings
The borrowings by the Group as at 30 June 2006 are as follows:-

	
	
	As at 30 June 2006
	
	As at 31 December 2005

	
	
	RM
	
	RM

	Term loan  payable:
	
	
	
	

	Within 12 months
	
	4,943,835
	
	3,081000

	More than 12 months
	
	97,022,339
	
	94,939,000

	Total
	
	101,966,174
	
	98,020,000

	Bank overdraft
	
	10,447,759
	
	2,985,922

	Total
	
	112,413,933
	
	101,005,922


	Hire purchase payable
	
	
	
	

	Within 12 months
	RM
	677,240
	
	633,893

	More than 12 months
	
	1,306,492
	
	1,390,200

	
	
	
	
	

	Total
	RM
	1,983,732
	
	2,024,093



On 26 July 2006, Harn Len repaid RM22,500,000 of its borrowings with the 
proceeds from the Proposed Disposals mentioned in Note B8-A above.

B10
Off balance sheet financial instruments
During the current period and the financial period 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 period to date.

B13
Earnings per share
	
	
	
	Current quarter
	Current year to date

	
	
	
	30 June 2006
	31 December 2006

	
	Earnings
	
	
	

	
	Net profit/(loss) for the period
	RM
	672,528
	(666,844)

	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)
	
	0.363
	(0.360)

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


As 30 June 2006, 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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