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 2013.


PART A:  EXPLANATORY NOTES AS PER FRS 134
A1
Basis of preparation
The Group and the Company are Transitioning Entities and are within the exemption scope of MFRS 141: Agriculture and will defer the adoption of MFRS to 1 January 2014. Accordingly, this unaudited condensed  interim financial report for the first quarter for the year ending 31 December 2013  has been prepared in accordance with the applicable disclosure provisions of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia”), 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 2012. 
A2
Significant Accounting Policies
The accounting policies adopted by Group in this interim financial statement are consistent with those adopted in the Group’s audited financial statements for the financial year ended 31 December 2012. The following FRSs’, Interpretations and Amendments are adopted where applicable for the year beginning 1 January 2013.
FRSs, Interpretations and amendments effective for annual periods beginning on or after 1 July 2012:-

Amendments to FRS 101, Presentation of Items of Other Comprehensive Income

FRSs, Interpretations and amendments effective for annual periods beginning on or after 1 January 2013:-

FRS 10, Consolidated Financial Statements
FRS 11, Joint Arrangements
FRS 12, Disclosure of Interest in Other Entities
FRS 13, Fair Value Measurement

FRS 119, Employee Benefits (2011)

FRS 127, Separate Financial Statements

FRS 128, Investment in Associates and Joint Ventures

IC Interpretation 20, Stripping Costs in the Production Phase of a Surface Mine

Amendments to FRS 7, Disclosures-Offsetting Financial Assets and Financial Liabilities
Amendments to FRS 1, Government Loans
Amendments to FRS 1, Annual Improvements 2009-2011 Cycle
Amendments to FRS 101, Presentation of Financial Statements (Annual Improvements 2009-2011 Cycle)

Amendments to FRS 116, Property, Plant and Equipment (Annual Improvements 2009-2011   Cycle)

Amendments to FRS 132, Financial Instruments: Presentation (Annual Improvements Cycle 2009-2011)
Amendments to FRS 134, Interim financial Reporting (Annual Improvement Cycle 2009-2011)

Amendments to FRS 10, Consolidated Financial Statements: Transition Guidance
Amendments to FRS 11, Joint Arrangements: Transition Guidance

Amendments to FRS 12, Disclosure of Interests in Other Entities: Transition Guidance


FRSs, Interpretations and Amendments effective for annual periods beginning on or after 1 January 2014:- 
Amendments to FRS 10, Consolidated Financial Statements: Investment Entities

Amendments to FRS 12, Disclosure of Interests in Other Entities: Investment Entities

Amendments to FRS 127, Separate Financial Statements (2011): Investment Entities

Amendments to FRS 132, Financial Instruments: Presentation-Offsetting Financial Assets and Financial Liabilities.

FRSs, Interpretations and Amendments effective for annual periods beginning on or after 1 January 2015:-

FRS 9, Financial Instruments (2009)

FRS 9, Financial Instruments (2010)


Amendments to FRS 7, Financial Instruments: Disclosures-Mandatory Effective Date of FRS 9 and Transition Disclosures, 



The initial application of a standard, an amendment or an interpretation, which will be applied prospectively or which requires extended disclosures, is not expected to have any financial impacts to the current and prior period financial statements upon their first adoption. The other standards, amendments, interpretations and improvements are either not applicable or are not expected to have any material impact on the financial statements of the Group and the Company.
With the disposal of certain assets belonging to a subsidiary company, as elaborated under A10, item 6, Changes in the Composition of The Group, the Group has classified these assets under Available for Sale (“AFS”). The disposal of leasehold land and biological assets belonging to the subsidiary, when completed, will affect the basic earnings and assets per share for the current period.
	
	As at 30 September 2013
	Reclassified to AFS 
	Balance after re-classification

	Assets
	RM
	RM
	RM

	Property, plant and equipment
	297,729,271
	31,901,576
	265,827,695

	Biological assets
	113,326,013
	10,184,432
	103,141,581

	Investment property
	14,214,580
	-
	14,214,580

	Intangible assets
	8,312,215
	1,821,724
	6,490,491

	
	___________
	__________
	___________

	Total non-current assets
	433,582,079
	43,907,732
	389,674,347

	
	
	
	

	Non-current liabilities
	
	
	

	Deferred tax
	11,392,858
	2,623,602
	8,769,256



The net amount classified under AFS is RM 41,284,130.
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 climatic factors, maturity of the trees, crop stress and the frequency of fertilizing the oil palm trees.
The hotel and property have steady business throughout the year and are not affected by seasonal or cyclical factors.

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 2013.
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 Group did not pay any dividend for the quarter under review.
A8
Operating segments
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 results, assets and liabilities include items that are directly attributable to a segment as well as those that can be allocated on a reasonable basis. Unallocated items comprise interest earning assets and revenue, interest bearing loans, borrowings and expenses and corporate assets and liabilities.
Segment information 

Period ended 30 September 2013


	
	Plantations
	Property
	Corporate Head office
	Eliminations
	Consolidation

	
	RM
	RM
	
	RM
	RM

	External revenue
	141,358,256
	5,942,921
	-
	-
	147,301,177

	Inter-segment revenue
	10,420,556
	
	-
	(10,420,556)
	-

	Total  revenue
	151,778,812
	5,942,921
	-
	(10,420,556)
	147,301,177

	Segment results
	15,740,123
	(2,020,564)
	
	
	13,719,559

	Unallocated expenses
	
	
	
	
	(9,214,981)

	Profit/ (loss) from operation
	
	
	
	
	4,504,578



	Assets
	
	
	
	
	

	Reported segment assets
	360,689,414
	91,135,834
	
	(2,374,051)
	449,451,197

	Corporate assets
	
	
	
	
	10,815,000

	Consolidated total assets
	
	
	
	
	460,266,197


	Liabilities
	
	
	
	
	

	Segment liabilities
	158,669,516
	2,500,133
	-
	
	161,169,649

	Corporate liabilities
	
	
	-
	
	57,442,348

	Total consolidated liabilities


	
	
	-
	
	218,611,997



Period ended 30 September 2012
	
	Plantations
	Property
	Corporate Head Office
	Eliminations
	Consolidation

	
	RM
	RM
	
	RM
	RM

	External revenue
	146,303,278
	5,777,239
	
	
	152,080,517

	Inter-segment revenue
	5,861,836
	-
	
	(5,861,836)
	-

	Total revenue
	152,165,114
	5,777,239
	
	(5,861,836)
	152,080,517

	Segment results
	18,874,128
	(2,253,223)
	-
	-
	16,620,905

	Unallocated expenses
	
	
	
	-
	(8,520,798)

	Profit/(Loss) from 
Operation
	
	
	
	
	8,100,107


	Assets
	
	
	
	
	

	Reported segment assets
	362,193,627
	80,434,462
	-
	(1,513,933)
	441,114,156

	Corporate assets
	
	
	-
	
	9,006,269

	Total consolidated assets
	
	
	-
	
	450,120,425

	Liabilities
	
	
	
	
	

	Segment liabilities
	126,453,318
	2,562,415
	-
	
	129,015,733

	Corporate liabilities
	
	
	-
	
	73,181,134

	Total corporate liabilities
	
	
	-
	
	202,196,867


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
     1
On 31 January 2013, the Board of Directors of the Company announced that the 
Company had
 
entered into a Sale and Purchase Agreement (“SPA”) with Tan Sri Dato’ 
Low Nam Hui 
(“Vendor”) for the proposed acquisition of 7 pieces of land (“Property”) for a total purchase 
consideration of RM10,680,000 (“Purchase Consideration”) free from all charges, liens and 
encumbrances. The acquisition was completed on 4 March 2013.
2
On 20 May 2013, the Board of Directors of the Company announced that the Company had 
acquired 2 ordinary shares of RM1.00 each representing 100% of the total issued and paid-up 
capital of Success Woodlands Sdn Bhd for a total consideration of RM2.00.

3
On 26 July 2013, The Board of Directors of the Company announced that Masranti Plantation 
Sdn Bhd (“MPSB”), a wholly owned subsidiary of the Company had on 25 July 2013, acquired 
the entire issued and paid-up share capital of Masranti Sebangkoi Sdn Bhd (formerly known as 
Cosmo Benefit Sdn Bhd) (“MSSB”) comprising 2 ordinary shares of RM1.00 each for a cash 
consideration of RM2.00. As a result of the acquisition, MSSB has become a wholly owned 
subsidiary of MPSB which in turn is a wholly owned subsidiary of the Company.

4
On 2 August 2013, Han Len Chang Zheng (Hong Kong) Limited (“HLCZ”) a wholly owned subsidiary of Zhangxern Corporation Sdn Bhd, which is a wholly owned subsidiary of HLCB, was de-registered. HLCZ was a dormant company incorporated in Hong Kong with an issued and paid-up share capital of HK$100.

5
On 20 August 2013, The Board of Directors of the Company announced that the Company had 
entered into a Share Sale Agreement with Pengangkutan Low Nam Hui Sdn Bhd for the Proposed 
Acquisition of the entire issued and paid up capital of Tanaim Sdn Bhd comprising 500,000 
ordinary share of RM1.00 each for a total purchase consideration of RM700,000.00 only.  

The sale, purchase and transfer of the sale Shares as contemplated are conditional upon the conduct of a due diligence investigation by the Purchaser into the Company and its affairs, the results of which are satisfactory to the Purchaser in its absolute discretion.

Tanaim Sdn Bhd became a 100% owned subsidiary from 1 September 2013.
The acquisition of Tanaim Sdn Bhd had the following effect on the composition of the Group

	
	Acquisition of Tanaim Sdn Bhd

	
	RM

	Property, plant and equipment
	        13

	Current assets
	    8,795

	Current liabilities
	  (4,500)

	Net assets acquired
	    4,308

	Goodwill on acquisition
	695,692

	Purchase consideration satisfied in cash
	700,000


The acquisition resulted in a net cash out-flow of RM700,000.
6
On 27 September 2013, the Board of Directors of the company announced that Uniglobal Sdn 
Bhd (“USB or Vendor”), a wholly-owned subsidiary of the Company, had entered into a 
conditional Sale and Purchase Agreement (“SPA”) with Boustead Rimba Nilai Sdn Bhd 
(“BRNSB or Purchaser”), a wholly-owned subsidiary of Boustead Plantations Bhd (‘BPB”), 
which in turn is a wholly subsidiary of Boustead Holdings Bhd (“BHB”)
, for the proposed 
disposal (“Proposed Disposal”) by USB of two parcels of contiguous plantation land measuring 
in aggregate 5,955.77 acres (or 2409.80 hectares) held respectively under CL 115345401 (‘Land 
1”) and CL 115378115 (“Land 11”) to BRNSB for a total cash consideration of RM184,596,825 
(“the Properties”).

Information on the Properties

 
The Proposed Disposal entails the disposal of the Properties as set out below.
	Details
	Land 1
	Land 11

	Title
	Country Lease (CL) 115345401, District of Lahad Datu, Sabah
	Country Lease (CL) 115378115, District of Lahad Datu, Sabah

	Address location
	Tenegang-Koyah, District of Lahad Datu
	Ulu Segama, District of Lahad Datu

	Land area
	5,000 acres (or 2,023.00 hectares)
	955.77 acres (or 386.80 hectares)

	Tenure
	Leasehold of 99 years expiring on 31 December 2077
	Leasehold of 99 years expiring on 31 December 2084

	Encumbrances
	Charged to Public Bank Bhd (“PBB”)
	Charged to Bank of China (Malaysia) Bhd (“BOC”)


Basis and justification of arriving at the Disposal consideration
The Disposal consideration of RM 184,596,825 was negotiated on a willing-buyer willing-seller basis after taking into consideration the indicative market value of the Properties of RM185,200,000 as set out in the provisional certificate issued by Messrs CHWT&W on 26 September 2013. The Disposal consideration represents:-
a) A price of RM30,994.62 per acre or RM 76,602.55 per hectare;

b) A discount of RM603,176 or 0.33% over the indicative market value of RM185,200,000;

c) A premium of RM143,263,073 or 346.60% over the latest audited Net Book Value of the Properties as at 31 December 2012.

Settlement of Disposal consideration

The Disposal consideration shall be satisfied in the following manner:-

	No.
	Mode of settlement
	Timeline for settlement
	RM

	I
	Cash
	Prior to execution of the SPA
	3,690,000

	Ii
	Cash
	Upon signing of the SPA
	14,769,683

	Iii
	Cash
	Within three (3) working days after vacant possession of the Properties has been delivered to BRNSB
	166,137,142

	
	Total
	
	184,596,825


Liabilities to be assumed by Purchaser
Save for the obligations and liabilities pursuant to the SPA, there are no other liabilities to be assumed by the Purchaser pursuant to the Proposed Disposal.

Original cost of investment

Land I and Land II were acquired on 12 September 1997 and 16 March 1998 respectively. The original cost of the Land by USB was RM 30,367,406.
Salient terms and conditions of the SPA
Conditions precedent

The SPA is subject to the following conditions precedent:-

a) The approval and resolution of the Board and shareholders of HLCB for the sale of the Properties to BRNSN; and

b) The approval and resolution of the Board of Directors of the Purchaser for the purchase of the Properties from USB.

(hereinafter referred to as the “Conditions Precedent”)

The Vendor and Purchaser shall as soon as possible after the execution of the SPA take the necessary steps and use their best endeavours to apply for/or obtain the approvals set out above.
Non-fulfilment of conditions precedent
a) In the event any one or more of the Conditions Precedent is/are not fulfilled within three (3) months from the date hereof or within such longer period as the parties may agree, the SPA shall be terminated whereupon the Vendor shall refund to the Purchaser the Deposit free from interest within ten (10) business days from the date of notice of non-fulfilment of the Conditions Precedent issued by either of the non-defaulting party, failing which late payment interest calculated at eight percent (8%) per annum shall be chargeable on the Deposit from the date after the expiry of the stipulated period until full refund of the Deposit to the Purchaser, and upon full refund of the Deposit (together with any accrued late payment interest, if applicable) the SPA shall be deemed to be terminated and neither party shall have any claim against the other.

b) In this section non-fulfilment of any of any one of the Conditions Precedent means the non-completion of a condition precedent or the rejection or non-approval of ant application or the imposition of conditions/terms unacceptable to and/or cannot be reasonably complied with by either of the parties hereto. 
Unconditional Date

The date when the last of the Conditions Precedent is fulfilled, including the date of receipt of a decision on any appeal against against any conditions/terms imposed, shall be referred to as the “Unconditional Date”

Completion Date

The Vendor and the Purchaser hereby agree that the transfer of the properties shall take place within three (3) months of the Unconditional Date (“Completion Period”) or on a date within an extended period not exceeding thirty (30) days (‘Extended Completion Period”) provided however, that the Purchaser shall pay to the Vendor interest calculated at eight per centum (8%) per annum on the amount of the Balance Deposit Consideration outstanding on a daily basis from the commencement of the Extended Completion Period till the date of actual payment (“Completion Date”)
Provided always that in the event of the delay being caused by the Vendor and/or any of the Chargees in furnishing the documents to the Purchaser’s solicitors, in relation to the redemption statement cum undertaking; amongst others, delivery of titles and discharge of charge to the Properties or providing the Memorandum of Transfer to the properties duly endorsed by the relevant local council.

Indicative utilization of proceeds
From the Disposal consideration of RM 184,596,825 approximately RM 91,500,000 will be uded to redeem the charge on the Properties by the Chargees (including any outgoings arising towards discharging the Properties). The balance of the Disposal consideration of RM 93,096,825 will be utilized in the following manner:-
	
	Total
	Estimated timeframe for utilization

	
	RM
	RM

	Repayment of borrowings
	48,500,000
	Within twelve (12) months

	Working capital
	42,096,825
	Within twelve (12) months

	Estimated expenses in relation to the Proposed Disposal
	2,500,000
	Immediate

	Total net proceeds
	93,096,825
	


Rationale for the Proposed Disposal
The Proposed Disposal provides the opportunity for the Company to unlock value of one of its plantation assets and will enable the Company to realize an estimated gain on disposal of approximately RM 143,263,073.
In addition, the Proposed Disposal provides an opportunity for the Company to raise funds for
working capital, reduce its gearing thereby reducing its interest expenses, strengthen its future cashflow and balance sheet position of the Company and the Harn Len Group.

Effects of the Proposed Disposal

a) Share capital and substantial shareholders shareholdings

The Proposed Disposal will not have any effect on the issued and paid-up share capital as well as substantial shareholders’ shareholdings in HLCB and USB as it does not involve any issuance of shares

b) Earnings

Based on the latest audited financial statements of HLCB as at 31 December 2012 and on the assumption that the Proposed Disposal has been effected on that date, the HLCB Group expects to realize a gain on disposal of RM 143,263,073 after taking into consideration the carrying amount of the Properties for the FYE 31 December 2012 of RM 41,332,752.

The Proposed Disposal will result in an estimated net gain of approximately RM 140,763,073 after taking into consideration the indicative estimated expenses of the Proposed Disposal of RM 2,500,000. This is expected to translate into an increase in earnings per share (“EPS”) by approximately 0.76 sen for FYE 31 December 2012.

c) Net assets (“NA”) and gearing

The proforma effects of the Proposed Disposal on the NA per share and gearing of the HLCB group based on the latest audited consolidated financial statements of the HLCB Group as at 31 December 2012 are set out as follows:-

	
	Audited consolidated NA as ate 31 December 2012
	After Proposed Disposal

	
	RM
	RM

	Share capital
	185,477,159
	185,477,159

	Share premium
	6,634,854
	6,634,854

	Reserves
	61,741,159
	202,504,232

	Shareholders’ fund / NA
	253,853,172
	394,616,245

	
	
	

	No. of HLCB shares
	185,477,159
	185,477,159

	NA per share (RM)
	1.37
	2.13

	Total borrowings
	145,258,573
	5,258,573

	Gearing ratio (times)
	0.57
	0.01


Interests of Directors, Major Shareholders And /Or Persons Connected To Them 
None of the Directors, major shareholders and/or persons connected to them has any interest, whether direct or indirect, in the Proposed Disposal
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)
4,204

	Not contracted for and not provided for in the financial statements
                                 
	15,670


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 September

	
	
	
	  2013
	2012

	
	
	
	(RM000’s)
	(RM000’s)

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	Affiliated company
	Purchases of FFB
	-
	19,442

	Advance Pinnacle Sdn Bhd
	Affiliated company
	Purchase of FFB
	106
	-

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	Affiliated company
	Transport income
	-
	260

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	Affiliated company
	Rental of motor equipment
	23
	-

	Pengangkutan Low Nam Hui Sdn Bhd
	Affiliated company
	Purchase  of consumable supplies
	134
	172

	Pengangkutan Low Nam Hui Sdn Bhd
	Affiliated company
	Purchases of transport services
	402
	664

	Pengangutan Low Nam Hui Sdn Bhd
	Affiliated company
	Sale of consumable supplies
	42
	258

	Low Nam Hui and Sons Sdn Bhd
	Affiliated company
	Provision of management services
	36
	45

	LNH Enterprise Sdn Bhd
	Affiliated company
	Provision of management service
	9
	-

	Kanghui Travel Sdn Bhd
	Affiliated company
	Purchases of air tickets/insurance/ staff trip
	482
	455

	Kanghui Travel Sdn Bhd
	Affiliated company
	Rental income
	29
	29

	One63 Ideas Sdn Bhd
	Affiliated company
	Rental income
	20
	-

	Advance Pinnacle Sdn Bhd
	Affiliated company
	Sales of seedlings
	
	122


	Advance Pinnacle Sdn Bhd
	Affiliated company
	Purchase of seedlings
	460
	-


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 9 months ended 30 September 2013, the Group generated total revenues of RM 147,301,177 (2012-RM 152,080,517). The plantation operations contributed RM 141,358,256 or 96%, (2012-RM 146,303,278 or 96%). The property divisions contributed RM 5,942,921 or 4%, (2012-RM 5,777,239 or 4%). The loss before tax was RM 3,609,074 (2012-Profit of RM 2,009,246). The loss was due mainly to the sharp fall in prices for palm oil commodities during the first half of 2013 and higher operating costs compared to the corresponding period for the preceding year. Production of FFB, CPO and PK had increased in the current quarter and palm oil price has also been trending upward.
Plantation operations
Production of Fresh Fruit Bunches (‘FFB’) for the year to date was 130,218 metric tons (“m/t”) (2012-116,655 m/t). A total of 257,476 m/t of FFB (2012-175,680 m/t) were processed. This produced 50,558 m/t of Crude Palm Oil (“CPO”) (2012-35,797 m/t) and 11,849 m/t of Palm Kernels (“PK”) (2012-7,925 m/t). The average selling price of CPO was RM 2,285 per m/t (2012-RM 2,950 per m/t), FFB was RM 406 per m/t (2012- RM 582 per m/t) and for PK, it was RM 1,156 per m/t (2012- RM 1,604 per m/t).
Year to date FFB production increased by about 12 % compared to the corresponding period in the preceding year. The increase in FFB production was 11 % in the Sarawak plantations as more trees mature. Harvesting commenced in some replanted areas in the Pahang estates. This has resulted in an increase of 22% FFB crop production from the under planted areas. FFB production in the Sabah estates increased by about 6% compared to the corresponding period in the preceding year. 
Plantation operating expenses were better managed and this together with higher output of FFB has resulted in lower cost of production of per m/t of FFB. As the Sarawak estates are situated mostly in peat areas, maintenance cost on upkeep of roads, bridges and drains, de-silting of rivers remained high.
Property and hotel operations 

The property operation, especially the hotel division, was subdued for the period under review due to the low season. Its revenue remained static. The average room rate was RM 86.00 (2012-RM90.00) and average room occupancy was 73% (2012-74 %).
B2
Comparison of results against preceding quarter
	
	
	Quarter to 
30/9/2013
	Quarter to

30/6/2013
	%

	
	
	RM
	RM
	

	Revenue
	
	76,454,452
	37,205,255
	205%

	Profit /(loss) from operating activities
	
	11,186,353
	(2,869,378)
	490%

	Profit/(loss) before tax
	
	8,198,700
	(5,516,090)
	249%


The revenue of RM 76,454,452 generated in the current quarter was 2 times higher than the revenue of RM 37,205,255 achieved in the preceding quarter. The increase was mainly due to the increase in production volume in the current quarter compared to the preceding quarter due mainly to the up-turn in the FFB production cycle as well as an increase in commodity prices. As a result, revenue of palm oil commodities sales improved. A total of 22,849 m/t of FFB were sold at an average selling price of RM413 per m/t, compared to 15,838 m/t at an average price of RM408 per m/t, for the preceding quarter. 6,249 m/t of PK was sold at an average price of RM 1,215 per m/t compared to 2,715 m/t at RM 1,129. A total of 26,793 m/t of CPO were sold at an average selling price of RM 2,315 per m/t compared to 12,562 m/t at RM 2,262 per m/t.  
There was a profit from operating activities of RM 11,186,353 compared to a loss of RM 2,869,378 for the preceding quarter. The decline in operating loss was due to increase in production volume of palm oil commodities amidst an improvement in commodity prices.
B3
Current year prospects
CPO is currently trading around RM 2,500 per m/t. The higher oil palm production and higher inventories of CPO and weak market sentiments will continue to have a dampening effect on prices. Higher production of soybean, together will lower crude oil price of around US$100 per barrel, will also have a diluting effect on CPO price in the coming months. Production and operating costs such as fertilizers, transport charges and high in-direct tax charges will continue to erode profit margins.
The property operations especially the hotel division, continue to face difficult times with stiff competition and new entrants entering the market.
B4
Profit forecast
The Group did not issue any profit forecast for the year ending 31 December 2013.
 B5
Taxation

The taxation for the current quarter is as follows:-
	

	Current quarter ended 30 September 2013

	Preceding quarter ended 30 September  2012
	Current year to date ended 31 September 2013
	Preceding year to date ended 31 September2012

	Malaysian income tax
	
	
	
	

	Current year
	555,670
	855,000
	1,305,670

	2,105,000

	Under/(over) provision in prior years
	(27,154)
	-
	(53,074)
	(471,718)

	
	
	
	
	

	Deferred tax
	1,656,530
	1,246,432
	(197,570)
	2,431,796

	(Over)/Under-provision in prior years
	(11,043)
	-
	(13,027)
	233,869

	Total
	2,174,003
	2,101,432
	1,041,999
	4,298,947



Deferred tax was provided for a company that had chargeable income which was set off against available capital allowances whilst another company in the Group had deferred tax assets arising from operating losses. The loss was taken into account as there is a high probability of future profits. 
B6
Notes to the Statement of Comprehensive Income

	
	Current quarter ended 30 September 2013

	Preceding quarter ended 30 September 2012
	Current year to date ended 30 September 2013
	Preceding year to date ended 30 September 2012

	
	RM000’s
	RM000’s
	RM000’s
	RM000’s

	
	
	
	
	

	Depreciation
	(4,452)
	(4,244)
	(13,652)
	(11,494)

	Interest expense
	(2,990)
	(2,398)
	(8,120)
	(6,091)

	Audit fees
	(49)
	(44)
	(153)
	(120)

	Rental paid
	(8)
	(5)
	(22)
	(12)

	Interest received
	2
	9
	4
	9

	Impairment of receivables
	-
	-
	-
	(28)

	Fixed asset written off
	
	(76)
	
	(76)

	Profit from sale of fixed asset
	
	
	
	20


B7
Status of Corporate proposals

On 31 January 2013, the Board of Directors announced that the Company had entered into a Sale 
and Purchase Agreement with Tan Sri Dato’ Low Nam Hui for a proposed acquisition of 7 pieces 
of land for a total purchase consideration of RM10,680,000 free from all charges, liens and 
encumbrances. The proposed acquisition was completed on 4 March 2013.

On 20 May 2013, the Board of Directors of the Company announced that the Company had 
acquired 2 ordinary shares of RM1.00 each representing 100% of the total issued and paid-up 
capital of Success Woodlands Sdn Bhd for a total consideration of RM2.00.


On 26 July 2013, The Board of Directors of the Company announced that Masranti Plantation 
Sdn Bhd (“MPSB”), a wholly owned subsidiary of the Company had on 25 July 2013, acquired 
the entire issued and paid-up share capital of Masranti Sebangkoi Sdn Bhd (formerly known as 
Cosmo Benefit Sdn Bhd) (“MSSB”) comprising 2 ordinary shares of RM1.00 each for a cash 
consideration of RM2.00. As a result of the acquisition, MSSB has become a wholly owned 
subsidiary of MPSB which in turn is a wholly owned subsidiary of the Company.
Harn Len Chang Zheng (Hong Kong) Limited 
(“HLCZ”), a wholly owned subsidiary of Harn 
Len Chang Xern Sdn Bhd, with a paid up capital of HKD100, was de-registered on 2 August 
2013.  


On 20 August 2013, The Board of Directors of the Company announced that the Company had 
entered into a Share Sale Agreement with Pengangkutan Low Nam Hui Sdn Bhd for the Proposed 
Acquisition of the entire issued and paid up capital of Tanaim Sdn Bhd comprising 500,000 
ordinary share of RM1.00 each for a total purchase consideration of RM700,000.00 only.  


The sale, purchase and transfer of the sale Shares was completed and Tanaim Sdn Bhd become a wholly owned subsidiary on 1 September 2013.

On 27 September 2013, the Board of Directors of the Company announced the Proposed Disposal of Leasehold land and Oil palm plantation belonging to a subsidiary company, Uniglobal Bdn Bhd. Details of the Proposed Disposal are shown under A10, Changes in the composition of the Group, item 6.
B8
Group borrowings
The borrowings by the Group as at 30 September 2013 are as follows:-

	
	
	As at 30 September 2013
	
	As at 31 December 2012

	Term loans payable
	
	RM
	
	RM

	Within 12 months
	
	27,679,388
	
	40,433,433

	More than 12 months
	
	103,898,557
	
	84,170,770

	Total
	
	131,577,945
	
	124,604,203

	Bank overdraft
	
	19,668,047
	
	18,063,900

	Total
	
	151,245,992
	
	142,668,103


	Hire purchase payable
	
	
	
	

	Within 12 months
	RM
	1,379,087
	
	1,153,989

	More than 12 months
	
	1,930,460
	
	1,436,482

	Total
	RM
	3,309,547
	
	2,590,471



Total borrowings
       RM
  154,555,539

           145,258,574
B9
Material litigations
1. The Board of Directors of Harn Len Corporation Bhd (“HLCB”) announced that Harn Len Pelita Bengunan Sdn Bhd, (“the Defendant”), a subsidiary company of HLCB had been served with the following Writs of Summons and Statement of Claims by the High 
      Court of Sabah and Sarawak (“the Court”) at Kuching:-
a) Writ of Summons ( 23 June 2011) and Statement of Claims (17 June 2011)  by Plaintiffs namely, Iran Anak Gemong (WNKP. 480304-13-5293), Juntik Anak Jampong (WNKP. 550717-13-5399) and Bangga Anak Regih (WNKP. 460925-13-5167), representing themselves and other owners, occupiers, licensees and / or proprietors of Native Customary Rights (NCR) land from Rumah Iran, Sungei Besai, Pantu, 95000 Sri Aman; Rumah Juntik, Sungei Asal Baru, Pantu, 95000 Sri Aman; and Rumah Bangga, Sungei Labi, Selanjan, Pantu,95000 Sri Aman, Sarawak for trespassed upon the Plaintiffs’ said NCR land.
On 8 October 2013 HLCB announced that the Court had granted in term of TR. Winston Mupit AK Junas’s Application to intervene and directed that the previously rescheduled hearing date from 16 to 18 October 2013 be vacated. The Court had also fixed a Mention Date on the 18 October 2013 at 9.00 a.m. in Kuching to monitor the status of pleadings and for further trial directions to be given.
Subsequently, a sealed Amended Writ and Statements of Claim re-dated 30 September 2013 from the Plaintiffs’ Solicitors on 1 October 2013 had been served. The Amended Writ includes the 5th Defendant, TR.Winston Mupit Anak Juna (WN. KP.470514-13-5233) who is the Tuai Rumah Rumah Winston Mupit, Sungai Besai Asal, Pantu, 95000 Sri Aman and claimed to represent all residents of Rumah Winston Mupit and several residents from Rumah Bangga who have agreed and consented to participate in the NCR Land Development Scheme introduced by the 4th Defendant (who is the Government of Sarawak) within the said NCR Land.
On 20 November 2013, HLCB announced that the Trial date has been fixed for mention from 31 March 2014 to 11 April 2014 before the High Court in Kuching.

b) Writ of Summons (In the High Court in Sabah and Sarawak at Sri Aman, Suit No: SRA-2-1/2-2012 was served on Harn Len Pelita Bengunan Sdn Bhd (“Harn Len Pelita”)(“Defendant”), a subsidiary company of Harn Len Corporation Bhd, on 21 February 2012 by the Plaintiffs namely Augustine Gawan Anak James Evin (No. Tentara: 6053472) and Sili Anak Jampong (WNKP: 330613-13-5074) who are both Iban by race and are natives of Sarawak for the following orders:
	a.
	A Declaration order that the Defendant is trespassing upon the Plaintiff’s Land described as Simanggang Occupation Ticket No. 4480 located at Munggu Gua, Simanggang containing an area of 1.2141 hectares more or less (“the said Land or NCR Land”);

	b.
	A prohibitory injunction restraining the Defendant and/ or their employees, servants and/ or agents from trespassing, clearing, using or occupying the Plaintiffs’ said NCR Land;

	c.
	A mandatory injunction against Harn Len Pelita and/ or its employees, servants and/ or agents to cease operations and remove all structures and their equipment or machineries from the Plaintiffs’ said NCR Land forthwith;

	d.
	Damages to be assessed by the Registrar;

	e.
	Costs of this action; and

	f.
	Any further order or relief deems fit and proper by this Honourable Court.


g.        Amount claimed was not mentioned in the summons.
In connection with the above Writ of Summons No SRA-22-1/2-2012, the Trial has been rescheduled for further mention from 11 February to 14 February, 2014 at the High Court at Kuching.
B10
Dividend payable
The Board of Directors  has declared a Single Tier Special Interim Dividend of 20% in respect of the financial year ending 31 December, 2013.  The dates of entitlement and payment will be determined at a later date.
B11
Earnings per share
	
	
	
	Current quarter ended 30 September 2013
	Cumulative year  to date 30 September 2013
	Quarter ended 30 September 2012
	Cumulative year to date 30 September 2012

	
	
	
	
	
	
	

	
	Earnings
	
	
	
	
	

	
	Net profit/(loss) for the period
	RM
	5,304,018
	(4,463,726)
	6,036,335
	454,016

	a)
	Basic 

weighted average number of shares
	
	185,477,159
	185,477,159
	185,477,159
	185,477,159

	c)
	Basic earnings per share (sen)
	
	2.86
	(2.41)
	3.25

	1.52

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


B12
Realised and unrealised profits
The breakdown of retained profits of the Group as at 30 September 2013, into realized and unrealized profits, pursuant to the directive issued by Bursa Malaysia is as follows:-
	
	
	Group

	Retained profits
	
	30 September 2013
	31 December 2012

	
	
	RM000’s
	RM000’s

	Realised profit/(loss)
	
	15,395
	20,238

	Unrealised in respect of deferred tax recognized in income statement
	
	(8,769)
	(8,952)

	Total
	
	6,626
	11,286

	Add Consolidation adjustments
	
	44,383
	44,187

	Total Group retained profits
	
	51,009
	55,473


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.
The authorized capital of the joint-venture company (“JVC”) was increased to RM10,000,000 made up of 10,000,000 ordinary shares of RM 1.00 per ordinary share. The paid up capital is RM4,756,805. The authorized capital of the JVC will be increased to RM24,000,000 made up of 24,000,000 shares of RM1.00 per ordinary share when the entire plantable Land has been developed. 
The parties to the joint-venture company are:-








% shareholdings
      i)
Premium Dragon Sdn Bhd



60

     ii)
PHSB as Trustees for NCR Owners


30

    iii)
Pelita Holdings Sdn Bhd



10





Total


           100
On 23 August 2010, the Board of Directors of HLPB approved the issue of a total of 4,756,800 new ordinary shares of RM1.00 each in the share capital of HLPB credited as fully paid-up and the shares were allotted to the following allotees:-

i) Premium Dragon Sdn Bhd


RM2,854,080

ii) PHSB as Trustees for NCR Landowners

RM1,427,040
iii) Pelita Holdings Sdn Bhd


RM   475,680

Total


RM4,756,800
The Board of Directors of HLPB had determined that 1,982 ha. of land had been surveyed as being developed. Based on the agreed valuation of RM1,200 per ha. the leasehold land was valued at RM2,378,400. An amount of RM1,427,040 was credited as fully paid-up shares and the shares were issued to PHSB as Trustees for the NCR Landowners. The balance of RM951,360 were paid to the NCR Landowners.
As at 30 September 2013, HLPB has planted 3,752 ha of the Land with oil palm trees, of which 3,223 ha are matured. Crop production for the year to date was 25,269 m/t of FFB (2012-16,450 m/t).  

HLPB has to-date employed 262 staff and workers in the plantation. In addition the sub-contractors employed 194 workers to work in the plantation. With more hectarages ready for harvesting, no efforts are being spared to recruit additional workers.
The development expenditure and other assets and liabilities incurred up to 30 September 2013 were as follows:-

	
	
	30 September 2013
	31 December 2012

	
	
	RM000’s
	RM000’s

	Plantation development expenditure
	
	40,371
	39,906

	Property, plant and equipment
	
	9,823
	10,114

	Inventory and other assets
	
	596
	420

	
	
	
	

	Total cost
	
	50,790
	50,440


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

	
	
	    RM (000’s)
	RM000’s

	From Harn Len
	
	63,333
	61,455

	Finance lease liabilities
	
	380
	225

	Suppliers and contractors’ credit
	
	6,324
	7,630

	Total
	
	70,037
	69,310


Material Litigations:-
On 11 July 2011 the Board of Directors of Harn Len Corporation Bhd announced Harn Len Pelita Bengunan Sdn Bhd (“the Defendant”), had been served with the following Writs of Summons and Statements of Claims by the High Court of Sabah and Sarawak at Kuching:-

a) Writ of Summons (23 June 2011) and Statement of Claims (17 June 2011) by Plaintiffs  namely, Iran Anak Gemong, Juntik Anak Jampong and Bangga Anak Regih representing themselves and other owners, occupiers, licensees and/ or proprietors of Native Customary Rights (NCR) land for trespass upon the Plaintiffs’ NCR land.
b) On 8 October 2013, the Court had granted TR. Winston Mupit AK Junas’s Application to intervene in the Trial as a Defendant in the Trial. TR. Winston Mupit Anak Juna (WN. KP. 470514-13-5233) is the Tuai Rumah Rumah Winston Mupit, Sungei Besai Asal, Pantu, 95000 Sri Aman and claimed to represent all residents of rumah Winston Mupit and several residents from Rumah Bangga who have agreed to participate in the NCR Land Development Scheme introduced by the 4th Defendant (who is the Gorvernmant of Sarawak) within the said NCR Land. 
The Trial for the above litigation has been rescheduled for mention from 17 March to 21 March 2014 at the High Court in Kuching.
c) Writ of Summons (In the High Court in Sabah and Sarawak at Sri Aman, Suit No: SRA-22-1/2-2012) was served on Harn Len Pelita Bengunan Sdn Bhd, a subsidiary company of Harn Len Corporation Bhd, on 21 February 2012 by the Plaintiffs namely Augustine Gawan Anak James Evin (No. Tentara: 6053472) and Sili Anak Jampong (WNKP: 330613-13-5074) who are both Iban by race and are natives of Sarawak for trespass upon the Plaintiffs’ NCR land.
The Trial has been rescheduled for mention on 11 to 14 February 2014.
Additional details of the Writs of Summons and Statement of Claims by the Plaintiffs, as well as the latest up-dates of the Court hearings, are shown at Notes B9-Material litigations, attached to this Interim Financial Report.  

Supplemental Agreement:-
On 29 March 2010, a Supplemental Agreement (“SA”) to the Joint Venture Agreement was signed between Pelita Holdings Sdn Bhd and Premium Dragon Sdn Bhd to vary certain terms relating to the issuance of share capital in Harn Len Pelita Bengunan Sdn Bhd.
The salient points of the SA are :-

i) The JVC shall issue 4,800,000 shares or any agreed quantum to the respective parties to the JVC in accordance to the respective ratios agreed upon by the parties to the JVC upon the land with native customary rights having being surrendered by the NCR owners to the JVC and developed by the JVC.

ii) Thereafter, upon the JVC reaching every additional 500 hectares of planting, a further 1,200,000 shares shall be issued to the parties to the JVC in accordance to their respective ratios.
To date the JVC is still in the process of individual lot surveys, identifying the rightful NCR Owners and getting the rightful NCR Owners in relation to such lots to be duly certified by the relevant Tuai Rumah or Area Development Committees and approved by the Board of the JVC.
On 17 May 2010, another Supplemental Agreement (“SA II”) to the Joint Venture Agreement was signed between Pelita Holdings Sdn Bhd and Premium Dragon Sdn Bhd. The SA II relates to the increase in the area to be developed into oil palm plantation with the addition of an additional area described as Semada Block, Simunjan, Sarawak containing an aggregate area of 1136 ha to be known as “the Second Land”.  
The parties to the SA II shall procure from the Sarawak Government the alienation of the Second Land to the JVC for a period of sixty (60) years and shall fix a value at RM1,500.00 (Ringgit Malaysia One thousand five hundred only) per ha. which shall be paid as follows:

i) Upon each increase of the plantable area in the Second Land, 100% of the value of such increase (calculated on the basis of RM1,500.00 per ha.) shall be capitalized in favour of the relevant NCR owners, as the subscription amounts for the relevant number of fully-paid shares to be issued in due course to the JVC to PHSB as trustee for the relevant participating NCR Owners, at the times and in the manner specified, such that the NCR portion shall at all times represent 30% of the issued and paid-up shares in the JVC.
ii) RM480.00 (Ringgit Malaysia Four hundred and eighty only) per ha. shall be paid in cash by the JVC to PHSB as trustee for the relevant participating NCR Owners as upfront and land banking cost in respect of those plantable area of the Second Land in respect of which an individual lot survey has been completed and the rightful NCR Owner in relations to such lots have been duly identified and certified by the relevant Tuai Rumah or Area development Committees and approved by the Board of the JVC.
The total land area is now increased to 24,636 ha and the estimated plantable area will be 10,681.60 ha.
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