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

EXPLANATORY NOTES TO THE THIRD QUARTER INTERIM FINANCIAL REPORT FOR THE PERIOD TO 30 SEPTEMBER 2008.

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) 134, 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 audited financial statements for the year ended 31 December 2007, except for the adoption of the following new and revised FRSs’ that are expected to be reflected in the 2008 annual financial statements. Details of these are set out in Note A2.

A2
FRSs’ applicable to the Group

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 
beginning on or after 1 January 2008.
The Board of Directors has determined the new or revised FRSs’ to be adopted in the preparation of the Group’s annual financial statements for the year
 on the basis of FRSs applicable to the Group.


Standards that are applicable to the Group are as follows:-
a) FRS 107 Cash Flow Statements 
b) FRS 111 Construction Contract

c) FRS 112 Income Taxes

d) FRS 118 Revenue

e) FRS 134 Interim Financial Reporting

f) FRS 137 Provisions, Contingent Liabilities and Contingent Assets

g) FRS 139 Financial Instruments : Recognition and Measurement

h) IC Interpretation 8, Scope of FRS 2, Share based Payment
The adoption of these new and or revised standards and interpretations are not expected to have any material impact on the financial statements of the Group and of the Company. As at date of this report, the Group has not adopted FRS 139 Financial Instruments: Recognition and Measurement, issued by the MASB, which effective date has yet to be announced.
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, maturity of the trees, hazy conditions caused by smoke from peat fires shielding sunlight, crop stress and the frequency of fertilizing the oil palm trees.
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. 
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 31 December 2008.
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
The Board declared a Single Tier interim dividend of 2% for the year ending 31 December 2008. The dividend will be paid on 19 January 2009.
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 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 September 2008
	Business segment


	Plantations and Transport
	Property and Hotel
	Consolidated

	Period ended 30 September

	2008
	2007
	2008
	2007
	2008
	2007

	
	RM
	RM
	RM
	RM
	RM
	RM

	Revenue


	110,044,348
	65,212,783
	6,043,800
	5,387,126
	116,088,148
	70,599,909

	Results


	33,228,449
	27,077,419
	(798,890)
	(1,118,548)
	32,429,559
	25,958,871

	Unallocated expenses

	
	
	
	
	(6,021,232))
	(7,400,527)

	Profit from operations

	
	
	
	
	26,408,327
	18,558,344


A9
Significant material events during the period/ post balance sheet events
There were no material events subsequent to the end of the current interim financial period that have not been reflected in the financial statements of the period under review.
A10
Changes in the composition of the Group

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

review.
A11
Contingent liabilities and contingent assets
There were no material contingent liabilities and contingent assets for the Group as at date of this financial period.
A12
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                
      
	 (RM000’s)
     1,139

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

	      4,759



Investment
              Contracted but not provided for
                                                        14,400

              
A13
Related party transactions
Significant related party transactions for the period under review are as follows

Purchases and payments
	Transacting parties
	Relationship
	Nature of transactions
	For the period ended 30 Sept 2008

	
	
	
	(RM000’s)

	
	
	
	

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	Affiliated company
	Purchases of FFB
	25,904

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	Affiliated company
	Transport income
	390

	Pengangkutan Low Nam Hui Sdn Bhd
	Affiliated company
	Purchase  of consumable supplies
	406

	Pengangkutan Low Nam Hui Sdn Bhd
	Affiliated company
	Purchases of transport services
	1,187

	Pengangutan Low Nam Hui Sdn Bhd
	Affiliated company
	Sale of consumable supplies
	463

	Low Nam Hui and Sons Sdn Bhd
	Affiliated company
	Rental
	9

	Low Nam Hui and Sons Sdn Bhd
	Affiliated company
	Provision of management services
	27

	Comet Travels Sdn Bhd
	Affiliated company
	Purchases of air tickets/insurance
	433

	Comet Travels Sdn Bhd
	Affiliated company
	Rental income
	28

	
	
	
	


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

Part B: Additional Information Required Pursuant to Part A of Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad.
B1
Review of performance
For the third quarter ended 30 September 2008, the Group generated revenue of RM36,326,799 (2007-RM27,045,350). Out of this, the plantation operations contributed RM34,455,513 or 95.0%, (2007-RM25,159,349 or 93.0%) of the Group’s revenue, with the property operations contributing RM1,871,286 or 5.0%, (2007-RM1,886,001 or 7.0%).

Total Fresh Fruit Bunches (‘’FFB”) production for the 3 months to 30 September 2008 was 45,132 metric tons (“m/t”) (2007-35,307 m/t). A total of 34,392 m/t of FFB (2007-29,851 m/t) were processed. This produced 6,855 m/t of Crude Palm Oil (“CPO”) (2007-5,962 m/t) and 1,952 m/t of Palm Kernels (“PK”) (2007-1,500 m/t). 

The Group’s revenue was higher compared to the corresponding quarter for the preceding year due to better commodity prices. The average selling price of CPO for the third quarter ended 30 September 2008 was RM2,992 per m/t compared to RM2,627 per m/t for the corresponding quarter for the previous year. The average selling price of PK was RM1,645 per m/t compared to RM1,547 per m/t, whilst the average selling price of FFB was RM490 per m/t compared to RM471 respectively.
The property operation continued to show modest results for the period under review.
B2
Comparison of results against preceding quarter
	
	
	Quarter to 30/9/08
	Quarter to

30/6/08
	%

	
	
	RM
	RM
	

	Revenue
	
	36,326,799
	43,495,302
	-16

	Profit from operation
	
	7,160,189
	12,007,362
	-40

	Profit/(loss) before tax
	
	5,682,094
	10,533,326
	-46

	Profit/(loss) after tax
	
	2,827,715
	7,250,710
	-61


The revenue of RM36,326,799 achieved in the current quarter was 16% lower than the revenue of RM43,495,302 achieved in the preceding quarter. The decrease was mainly a result of free fall in commodity prices during the quarter just ended. A total of 23,568 m/t of FFB were sold at an average selling price of RM490 per m/t compared to 18,302 m/t at an average price of RM650 per m/t for the preceding quarter. Similarly, 1,852 m/t of PK were sold at an average price of RM1,645 per m/t compared to 2,146 m/t at RM2,023. A total of 6,596 m/t of CPO were sold at an average selling price of RM2,992 per m/t compared to 7,107 m/t at RM3,515 per m/t.
The profit from operation was at RM7,160,189 compared to the profit of RM12,007,362 for the preceding quarter. The decrease of 40% was due to mainly to lower commodity prices, decreased volume of production sold and increased operating costs.
B3
Current year prospects
The quarter ended 30 September 2008 saw a financial tsunami sweeping across the world, precipitated by the subprime crisis, whose effect caused chaos in the financial and primary commodities markets. CPO price which once traded around RM4,560 per m/t in May 2008, tumbled more than 60% to RM1,500 currently, trending Crude Oil prices which fell from US$147 per barrel at its highest, to a current price of around US$60 per barrel, down by 60%.
Whilst CPO price is expected to stabilize at around RM1,500 per m/t, cost increases for fuel, electricity, transport and fertilizers may have an adverse impact on the profits of the Group for the remainder part of the year.
The property division may also be affected by impact of the financial crisis but its impact will be minimal in view of the RM7 billion financial stimulus package announced by the Government recently.
B4
Profit forecast
The Group did not issue any profit forecast for the year ending 31 December 2008.
 B5
Taxation

The taxation for the current quarter is as follows:-
	

	
	Current quarter

30 September 2008
	
	Preceding  year corresponding quarter

30 September 2007



	
	
	RM
	
	RM



	Malaysian income tax
	
	
	
	

	Current year
	
	3,051,322
	
	2,389,000

	Under/(over) provision in prior years
	
	38,497
	
	   21,742

	
	
	
	
	

	Deferred tax current year
	
	(174,959)
	
	  (72,428)

	Over-provision in prior years
	
	(60,481)
	
	 (24,423) 

	Total
	
	2,854,379
	
	   2,313,891



The effective tax rate is higher than the statutory tax rate. Certain expenses and capital allowances were not available for deductions.

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

 
There was no corporate proposal announced for the current period. 
B9
Group borrowings
The borrowings by the Group as at 30 September 2008 are as follows:-

	
	
	As at 30 September
 2008
	
	As at 31 December 2007

	
	
	RM
	
	RM

	Term loan  payable:
	
	
	
	

	Within 12 months
	
	21,628,000
	
	19,628,000

	More than 12 months
	
	58,506,000
	
	68,727,000

	Total
	
	80,134,000
	
	88,355,000

	Bank overdraft
	
	3,228,122
	
	5,403,971

	Total
	
	83,362,122
	
	93,758,971


	Hire purchase payable
	
	
	
	

	Within 12 months
	RM
	1,496,087
	
	1,362,424

	More than 12 months
	
	2,039,081
	
	2,415,536

	
	
	
	
	

	Total
	RM
	3,535,168
	
	3,777,960


B10
Off balance sheet financial instruments
The Group did not enter into any CPO swaps contract for the quarter under review.
The Group, however, has 4 outstanding CPO swaps contracts entered in the financial year ended 31 December 2007, for 500 m/t each per month with a bank. The execution of three of the contracts commenced in January 2008 and expires in December 2008. The remaining contract commences in January 2009 and expires on December 2009.

The average strike price for these contracts is RM 2,295 per m/t.

For the 
quarter under review, the difference between the strike price and the reference price given by the bank had resulted in a settlement amount of RM 2,060,416 which was paid to the said bank. The total settlement amount up to 30 September 2008 was RM 12,892,022. 


 
In view of the fluctuating CPO prices, the CPO swaps for the next 3 months to 31 December 2008, will be unwound at a reference price of RM1,610 per m/t to lock in profits. This will result in a gain of RM2,973,825.
The CPO swap for 2009 is expected to be unwound at a reference price of RM1,722 per m/t, which would result in a gain of RM3,468,000 for financial year ending 31 December 2009.

B11
Material litigation


There was no pending material litigation as at date of this report.
B12
Dividend
The Board declared a Single Tier interim dividend of 2% for the financial year ending 31 December 2008. The dividend will be paid on 19 January 2009.
B13
Earnings per share
	
	
	
	Current quarter
	Current year to date

	
	
	
	30 September 2008

 
	31 December 2008

	
	Earnings
	
	
	

	
	Net profit/(loss) for the period
	RM
	3,154,117
	14,304,857

	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)
	
	1.70
	7.71

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


None of the 74,310,095 warrants were converted into ordinary shares on its expiry date on 17 July 2008. The warrants were delisted from Bursa Malaysia on 18 July 2008.
HARN LEN CORPORATION BHD (“Harn Len” or “the Company”)

Additional Information required by Bursa Malaysia’s Listing Requirements Paragraph 2.19.

Status of Progress of Joint Venture 

The Company through its wholly-owned subsidiary, Premium Dragon Sdn Bhd (“PDSB”) had signed a Joint Venture Agreement (“the Agreement”) on 3 September 2004 with Pelita Holdings Sdn Bhd (“PHSB”). Harn Len Pelita Bengunan Sdn Bhd (“HLPB”), the joint-venture company which is 60% owned by PDSB, was set up for the purpose of undertaking development of  several parcels of land known as Kara Ranga Engkaramut NCR Land Development Area, Bukit Bengunan, Sri Aman Division, Sarawak, comprising 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) into oil palm plantations.  The plantable area of the said Land is estimated at 10,000 hectares.

As at 30 September 2008, HLPB has planted 2,826 ha of the Land with oil palm trees. Development commenced in late 2004 and scout harvesting of FFB crop commenced in mid 2007. Crop production was 565 m/t of FFB for the quarter to 30 September 2008. 

HLPB has to-date employed 209 staff and workers to work in the plantation. The plantation faces a severe shortage of workers.

The development expenditure incurred up to 30 September 2008 is as follows:-

	
	
	     RM (000’s)

	Plantation development expenditure
	
	25,692

	Roads and bridges
	
	 5,308

	Buildings, equipment  machinery
	
	      1,394

	Inventory
	
	1,051 

	
	
	

	Total cost
	
	                   33,445


The financing of the development were from the following sources:-

	
	
	    RM (000’s)

	From Harn Len
	
	  30,529

	Suppliers and contractors’ credit
	
	4,310

	
	
	  

	Total
	
	34,839


The Joint-Venture parties had valued the Land at RM1,200 per hectare based on the provisional land area of 10,000 hectares. The NCR Owners will be allotted ordinary shares equivalent to sixty percent (60) of the value of the net area of the Land or equivalent to RM7,200,000. The balance forty percent (40) will be paid to the NCR Owners only in respect of those lots where individual lots survey has been completed and the rightful claimants of such lots have been identified. To date an amount of RM828,360 has been paid to NCR Owners. It is anticipated that the entire oil palm development and planting project will be completed by 2010. 
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