HARN LEN CORPORATION BHD (“Harn Len” or “the Company”) (502606-H)

Interim Report for the Third Quarter ended 30 September 2006

Part B: Additional Information Required By Bursa Malaysia’s Listing Requirements.
B1
Review of performance
For the 9 months ended 30 September 2006, the Group achieved a revenue of RM50,793,970 (2005-RM46,395,429). Out of this, the plantation operations contributed RM45,762,470 or 90.1%, (2005-RM41,654,191 or 89.8%) of the Group’s revenue, with the property and hotel operations contributing RM5,031,500 or 9.9%, (2005-RM4,741,238 or 10.2%).

Oil palm remains the core business of the Group, contributing more than 90.0% of the total revenue. Total Fresh Fruit Bunches (‘’FFB”) production for the 9 months to 30 September 2006 was 115,355 metric tons (“m/t”) compared to 119,846 m/t for the corresponding period in the previous year. This represented a decrease of 3.7%. The decrease is due to the loss of contribution from the disposal of the three subsidiaries involved in palm oil plantations (see Note B8-A below). For the 9 months ended 30 September 2006, the oil mill processed 100,423 m/t of FFB (2005-99,901 m/t), producing 19,605 m/t of Crude Palm Oil (2005-18,757 m/t) and 5,821 m/t of Palm Kernel (2005-5,364 m/t).

For the third quarter ended 30 September 2006, the revenue of RM19,801,973 represented an increase of 21.4% over the revenue of RM16,317,343 recorded 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 September 2006 was RM1,453 per m/t compared to RM1,319 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 40,070 m/t compared to 21,269 m/t for the corresponding quarter for the preceding year, an increase of about 188.0%. This produced 7,990 m/t of CPO (2005-4,024m/t) and 2,261m/t of PK (2005-952m/t).

The extraction rates of CPO and PK during the quarter were 19.92% and 5.64% higher than the 18.93% and 4.46% 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 RM1,696,194 compared to RM1,661,744 for the corresponding quarter for last year. Loss was reduced from RM386,284 to RM277,528 in the current quarter.

B2
Comparison of results against preceding quarter
	
	
	Quarter to 30/9/06
	Quarter to

30/6/06
	%

	
	
	RM
	RM
	

	Revenue
	
	19,801,973
	18,058,280
	9.7

	Gross profit
	
	8,561,754
	8,988,065
	(4.7)

	Profit from operation
	
	7,836,997
	3,647,374
	214.9

	Profit/(loss) before tax
	
	6,523,920
	2,190,954
	297.8

	Profit/(loss) after tax
	
	5,023,592
	667,421
	>100


The revenue of RM19,801,973 achieved in the current quarter was 9.7% higher than the revenue of RM18,058,280 achieved in the preceding quarter. The increase was mainly a result of higher production and sales of CPO. 8,001 m/t of CPO were sold during the current quarter at an average selling price of RM1,453 per m/t compared to 7,063 m/t at an average selling price of RM1,450 per m/t for the preceding quarter. A total of 16,302 m/t of FFB were sold at an average selling price of RM260 per m/t compared to 15,652 m/t at an average price of RM250 per m/t for the preceding quarter.

The gross profit margin was RM8,561,754 compared to RM8,988,065 for the preceding quarter, representing a decrease of 4.7%. The decrease was due mainly increased production costs in our Sarawak oil palm plantation.

The profit from operation was at RM7,836,997 compared to the profit of RM3,647,374 for the preceding quarter. The increase was due to the gains arising from the disposal of investments in the three subsidiaries (Note B8-A below). 

The profit before tax for the current quarter was RM6,523,920 compared to a profit before tax of RM2,190,954 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, mainly due to recent increased interest in palm oil as a feedstock for biofuel diesel. 

The Third Industrial Master Plan (“IMP3”) and the 9th Malaysian Plan continue to place emphasis on the agriculture sector which will be the third engine of growth, after manufacturing and the service sectors. For palm oil products, total investment of RM26.1 billion is targeted till 2020 and the gross export value of RM78.8 billion by then. Investments will focus mainly in research and development in the palm oil industry, particularly to look for new uses of palm oil and turning biomass into a sustainable energy source. 

Palm oil remains an edible oil of choice for consumption. The two biggest importers of edible oil in the world are India and China. China had recently announced the abolishment of import quotas on palm oil. India recently announced its intention to increase import of edible oils. The moves by the two importing giants auger well for the future of palm oil. It was also reported recently that the Unites States has become the fourth largest importer of Malaysian palm oil in view the need to label trans fat levels on food products.

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. 

Recent interest in palm oil as an alternative to fossil fuel has resulted in a surge in CPO futures price, which hit RM1,720 per m/t for January 2007 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. Furthermore, with the recent softening price of crude fossil oil to less than US$60 per barrel, it may not be feasible to use CPO as a feedstock for biodiesel fuel since it will no longer become competitive when crude oil based diesel is cheaper. CPO price is expected to trade between RM1,650 to RM1,700 per m/t till the end of the current year.  

The Wilayah Pembangunan Iskandar was launched by the Sultan of Johor on 4 November 2006. Known as the South Johor Economic Region (“SJER”), it covers an area of 2,217 sq. km. in the State of Johor.

Highlights of the SJER are as follows:-

a)
It will have an initial start-up capital of RM7.7 billion with Government 
Linked Companies like Khazanah Nasional, the EPF and Kumpulan Prasarana Rakyat Johor amongst its shareholders. Another RM10.0 billion 
is expected from private sector investors. 

b)
800,000 jobs are expected to be created over the next 20 years.

c)
There will be the setting up of a one stop agency, the South Johor Authority to oversee the processing of licences, permits, approvals and fiscal incentives.

d)
Johor Bahru City will be turned into a financial centre.

e)
Special Free Access Zones (“FAZ”) to be created in Johor Bahru City and Nusajaya FAZ for travel to work from Singapore to the FAZs  without going through Immigration and Customs control.

f)
Developing the SJER into a service centre for service based industries such as cyber centres, medical hubs, an international financial centre, creative industrial park, biofuel centre and a centre for halal food manufacturing.

As the Company is located in Johor Bahru City, it is expected that the economic spin-off created by the SJER will benefit the Harn Len Group immensely especially in property development where the Company, through a recently purchased subsidiary (see Note B8-B below) that owns a piece of prime land for development in the City.

Economic activities arising from the development of the SJER will be in the form of housing developments, schools and institutions of higher learning, hospitals and medical centres, recreational facilities as well as the integration of transportation links involving Tanjung Pelepas Port, Johor Port and Senai Airport. Additional works such as the widening of many access roads linking the SJER to the various hubs and the City are expected to contribute positively towards making the SJER a success. 

The Hotel division of Harn Len has an on-going room renovation exercise in anticipation of an increase in tourist and business arrivals to the city as spin-offs from the SJER and the 9MP whose RM10billion allocation for Johor Bahru City will boost economic activities in the State. The hotel industry will remain competitive in the near future.

The property rental segment will continue to attract new tenants due to the location of Johor Tower. With the SJER and implementation of the 9MP there will be a need to provide more office space to businesses wishing to locate in Johor Bahru City.

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 September 2006
	
	Preceding  year corresponding quarter

30 September 2005

	
	
	RM
	
	RM

	Malaysian income tax
	
	
	
	

	Current year
	
	1,629,088
	
	1,018,374

	Under/(over) provision in prior years
	
	
	
	   (62,518)

	
	
	
	
	

	Deferred tax/(over-provision)
	
	(90,629)
	
	  (115,466)

	Over-provision in prior years
	
	(38,131)
	
	(60,649)  

	Total
	
	1,500,328
	
	779,741



Certain subsidiaries and the plantation division of the Company have income that 
is liable to income tax. The gains arising from the disposal of investments in three 
subsidiaries are not liable to income tax. Real Property Gains Tax was assessed on 
the chargeable gains.

The effective tax rate for the preceding year corresponding quarter is higher than 
the statutory rate is due to certain expenses being not allowed.

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
Proposed Disposals


As announced on 29 March, 2006, 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 RM6,758,579 ;

(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 Disposals”)  

The Proposed Disposals were approved by shareholders at the Extraordinary General  Meeting held on 16 June, 2006 and completed on 29 July 2006.  Pursuant thereto, DRSB, PESB and STSB ceased to be subsidiaries of Harn Len.

 B8-B
Proposed Acquisition


On 19 September 2006, the Board of Directors announced that the Company entered into a conditional sale and purchase agreement (“SPA”) with Low Nam Hui and Sons Sdn Bhd (“LNH”) and En Kamari Bin Karman (“collectively known as “the Vendors”) for the proposed acquisition of the entire and issued and paid-up share capital of Nusantara Daya Sdn Bhd (“NDSB”) for a purchase consideration of RM9,993,160 (“herein referred as the “Proposed Acquisition of NDSB”) to be satisfied wholly by way of cash.  In view that NDSB is effectively controlled by certain directors and major shareholder(s) of Harn Len, the Proposed Acquisition is deemed to be a related party transaction.



The Proposed Acquisition of NDSB was approved by shareholders at the Extraordinary General Meeting held on 31 October, 2006. Completion of the Proposed Acquisition of NDSB is pending the fulfillment of the conditions precedent, which include the legal due diligence of NDSB to be conducted and completed by 30 November, 2006. Pursuant to SPA, completion of the SPA shall take place not later than ninety (90) days from 19 September, 2006, the date of the SPA or such other date as may be mutually agreed upon.

B8-C
Termination of Management Agreement

The Company announced on 7 August 2006 that 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.

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

	
	
	As at 30 September 2006
	
	As at 31 December 2005

	
	
	RM
	
	RM

	Term loan  payable:
	
	
	
	

	Within 12 months
	
	4,547,000
	
	3,081000

	More than 12 months
	
	76,191,996
	
	94,939,000

	Total
	
	80,738,996
	
	98,020,000

	Bank overdraft
	
	10,613,258
	
	2,985,922

	Total
	
	91,352,254
	
	101,005,922


	Hire purchase payable
	
	
	
	

	Within 12 months
	RM
	744,686
	
	633,893

	More than 12 months
	
	1,462,312
	
	1,390,200

	
	
	
	
	

	Total
	RM
	2,206,998
	
	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.

Note: The OCBC Bank had on 16 January 2006 agreed to reschedule the principal  repayment of credit facilities extended to the Company for the year 2006 onwards and to extend the remaining 7 years repayment tenor to 8 years repayment.  The interest margin remained at the bank’s BLR +0.50% from BLR +0.25% per annum from 31 March 2006.



The revised repayment schedule is as follows:

	Due dates
	Original schedule
	Revised schedule

	
	RM
	RM

	1/1/2006
	1,250,000
	         575,000(paid)

	1/7/2006
	1,250,000
	          575,000 (paid)

	1/1/2007
	1,250,000
	825,000

	1/7/2007
	1,500,000
	825,000

	1/1/2008
	1,500,000
	1,000,000

	1/7/2008
	1,500,000
	1,000,000

	1/1/2009
	1,500,000
	1,500,000

	1/7/2009
	2,250,000
	1,500,000

	1/1/2010
	2,250,000
	2,000,000

	1/7/2010
	2,250,000
	2,000,000

	1/1/2011
	2,250,000
	2,000,000

	1/7/2011
	1,100,000
	2,000,000

	1/1/2012
	1,100,000
	2,000,000

	1/7/2012
	-
	2,000,000

	1/1/2013
	-
	1,150,000

	Total
	20,959,000
	20,950,000


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 September 2006
	31 December 2006

	
	Earnings
	
	
	

	
	Net profit/(loss) for the period
	RM
	5,036,335
	4,369,491

	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)
	
	2.715
	2.356

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


As 30 September 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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