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

EXPLANATORY NOTES TO THE SECOND QUARTER INTERIM FINANCIAL REPORT FOR THE PERIOD TO 30 JUNE 2007.

PART A:  EXPLANATORY NOTES AS PER FRS 134

A1
Basis of preparation
This unaudited condensed interim financial report has been prepared in accordance with the applicable disclosure provisions of the Listing Requirements of Bursa Malaysia Securities Berhad, including compliance with Financial Reporting Standard (FRS) 1342004, Interim Financial Reporting, issued by the Malaysian Accounting Standards Board (MASB).

The unaudited condensed interim financial report has been prepared in accordance with the same accounting policies adopted in the 2006 annual financial statements, except for the accounting policy changes that are expected to be reflected in the 2007 annual financial statements. Details of these changes in accounting policies are set out in Note 2.

A2
Changes in accounting policies


The MASB has issued a number of new and revised Financial Reporting 
Standards (FRSs, which term collectively include the MASB’s Issues 
Committee’s Interpretations) that are effective for the accounting periods 
ending 31 December 2007.


The Board of Directors has determined the accounting policies to be adopted in 
the preparation of the Group’s annual financial statements for the year ending 31 
December 2007, on the basis of FRSs applicable to the Group.


FRS 117: Leases.
Prior to 1 October 2006, leasehold land held for own use were classified as property, plant and equipment and were stated at cost less accumulated depreciation. The adoption of FRS 117 has resulted in a change in accounting policy relating to the classification of leases of land. Leases of land are classified as operating or finance leases in the same way as leases of other assets.

Leasehold land held for own use are now classified as operating leases. Any payments made on entering into or acquiring leasehold property that is accounted for as an operating lease represent prepaid lease payments and are amortised over the lease term.


The Group has applied the change in accounting policy in respect of leasehold land in accordance with FRS 117. In accordance with the provisions, the unamortized amount of leasehold land as at 1 January 2007 is reclassified as prepaid lease payments. The reclassification of leasehold land as prepaid leases has been accounted retrospectively by restating the comparative amounts in the financial statements as at 31 December 2006 as follows:

	
	Previously stated
	FRS 117
	Restated

	Non-current assets
	RM
	RM
	RM

	Property, plant and equipment
	232,098,964
	(140,236,296)
	91,862,668

	Prepaid leases
	
	140,236,296
	140,236,296

	
	
	
	

	 
	
	
	

	Total
	232,098,964
	
	232,098,964



The change in accounting policy has no effect on the amortization charge 

of the Group for the period ending 30 June 2007.

A3
Audit opinion

The preceding financial statements for the year ended 31 December 2006 were reported without any qualification.

A4
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 with its drought like conditions, the La Nina, which brings too much rain, hazy conditions caused by smoke from peat fires shielding sunlight, crop stress and the frequency of fertilizing the oil palm trees.

A5
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 except for the changes in accounting policies as disclosed in Note A2.

A6
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 31 December 2007.

A7
Debt and equity securities
There were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities for the current period under review.

A8
Dividend paid
No dividend was declared or paid during the period under review.

A9
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 and the provision of transport services to related parties and external customers.



	Property/Hotel :
	Property investment and hotel operation.






.

Segmental information is presented in respect of the Group’s business segments. Inter-segment and inter-company transactions within the Group has been eliminated

Segment information 


Period ended 30 June 2007
	Business segment


	Plantations and Transport
	Property and Hotel
	Consolidated

	Period ended 30 June


	2007
	2006
	2007
	2006
	2007
	2006

	
	RM
	RM
	RM
	RM
	RM
	RM

	Revenue


	40,053,434
	27,656,691
	3,501,125
	3,335,306
	43,554,559
	30,991,997

	Results


	16,556,088
	8,489,372
	(865,580)
	(522,846)
	15,690,508
	7,966,526

	Unallocated expenses


	
	
	
	
	(4,071,146))
	(4,144,951)

	Profit from operations


	
	
	
	
	11,619,362
	3,821,575


A10
Valuation of property, plant and equipment
Harn Len states its property, plant and equipment at cost less depreciation. 





A11
Significant material events during the period/ post balance sheet events

A11-1

The Company accepted the following facilities from the Standard Chartered Bank Malaysia Berhad (‘the Bank”) on 25 May 2007:-

1) Foreign Exchange Facilities-LER

The Bank will quote rates for foreign exchange spot and forward transactions up to 365 days;

2) Foreign Exchange Facilities-PFE

The Bank will cover Potential Future Exposure for currency options and commodities derivatives up to a maximum tenor of 36 months upon completion of an International Swap Derivative Association Master Agreement (“ISDA”). 

In connection with this, the Company will be able to conduct Over-the-Counter MYR Crude palm Oil (“CPO”) swap. All payments will be in Ringgit Malaysia (“MYR”). The Over-the-Counter swap offers the Company protection against falling CPO prices. This structure gives the Company protection from future CPO price weakness by establishing a set of Fixed Price Rate. Subsequent Floating Price settlements below the Fixed Price Rate will result in the Company being compensated by the Bank. If the Floating Price be settled above the Fixed Price, the Company will be obliged to receive the Fixed Price and will be required to pay an offsetting MYR cash payment to the Bank.


Salient features of the Over-the-Counter MYR CPO swap are:-


Monthly notional Amount:
500 metric tonnes (“m/t”)


Total Notional Amount:

6000 m/t per annum


Start Pricing Date:

1 January 2008


End Pricing Date:

31 December 2008


Fixed Price Rate:

RM2,300 per m/t

Floating Price Rate:
The monthly mean arithmetic average of the daily Reference Price  

Reference Price:
The nearby CPO-Bursa Malaysia derivatives Berhad (“BNDB”) contract, not in actual delivery month, such that throughout January 2008, it shall reference the February 2008 futures contract, and the February 2008 shall reference the March 2008 futures contract.


This will continue through to December 2008, whose reference price shall be the January 2009 contract.

The Company entered into the following CPO swaps during the period under review:


Date


Notional Amount
Fixed Price


19 June 2007

500 m/t


RM2,300 per m/t



2 July 2007

500 m/t


RM2,250 per m/t



12 July 2007

500 m/t


RM 2,350 per m/t


A11-2

There was a breach in loan covenant in respect of a term loan taken by a subsidiary company, Premium Dragon Sdn Bhd. (“PDSB”). The breach relates to the gearing ratio of PDSB which must not exceed 2 times.

As at 30 June 2007, the gearing was:

External finance / Tangible net worth (RM000’s)        10,000/3,657= 2.73 times 

The Group considers the breach to be temporary in nature and has subsequently settled the loan through refinancing.

A12
Changes in the composition of the Group

There were no changes in the composition of the Group for the period under 

review.

A13
Contingent liabilities and contingent assets
There were no material contingent liabilities and contingent assets for the Group as at date of this financial period.

A14
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                

      
	RM1,271,000

	Note: 

Estimated amount for plantation development  expenditure, not contracted for and not provided for in the financial statements                                                 


	     RM9,057,000



Investment

Contracted but not provided for
                                                RM14,400,000


                   

A15
Related party transactions
Significant related party transactions for the period under review are as follows


A15-1
Purchases and payments
	Transacting parties
	Relationship
	Nature of transactions
	For the period ended 30 June 2007

	
	
	
	RM

	
	
	
	

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	Affiliated company
	Purchases of FFB
	9,308,137

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	Affiliated company
	Transport income
	232,571

	Pengangkutan Low Nam Hui Sdn Bhd
	Affiliated company
	Purchase  of consumable supplies
	183,241

	Pengangkutan Low Nam Hui Sdn Bhd
	Affiliated company
	Purchases of transport services
	648,390

	Pengangutan Low Nam Hui Sdn Bhd
	Affiliated company
	Sale of consumable supplies
	155,121

	Low Nam Hui and Sons Sdn Bhd
	Affiliated company
	Rental
	6,000

	Low Nam Hui and Sons Sdn Bhd
	Affiliated company
	Provision of management services
	18,000

	Comet Travels Sdn Bhd
	Affiliated company
	Purchases of air tickets
	81,842

	Comet Travels Sdn Bhd
	Affiliated company
	Rental income
	10,393

	Green Recycle Biotech Enterprise
	Affiliated company
	Purchases of fertilisers
	43,770
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