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

EXPLANATORY NOTES TO THE FIRST QUARTER INTERIM FINANCIAL REPORT FOR THE PERIOD TO 31 MARCH 2016.


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 2018 (Note A2-Significant Accounting Policies). Accordingly, this unaudited condensed  interim financial report for the first quarter for the year ending 31 December 2016  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 2015. 
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 2015. The following FRSs’, Interpretations and Amendments are adopted, where applicable for the year beginning 1 January 2016.
FRSs, Interpretations and amendments effective for annual periods beginning on or after 1 January 2016.
· FRS 14, Regulatory Deferral Accounts
· Amendments to FRS 5, Non-current Assets Held for Sale and Discontinued Operations (Annual Improvements 2011-2014 Cycle)
· Amendments to FRS 7, Financial Instruments: Disclosures (Annual Improvements 2012-2014 Cycle )
· Amendments to FRS 10, Consolidated Financial Statements, FRS 12 Disclosures of Interests in Other Entities and FRS 128, Investments in Associates and Joint Ventures-Investment Entities: Applying the Consolidation Exception
· Amendments to FRS 11, Joint Arrangements-Accounting for Acquisitions of Interests in Joint Operations
· Amendments to FRS 101, Presentation of Financial Statements-Disclosure Initiative
· Amendments to FRS 116, Property, Plant and Equipment and FRS 138, Intangible Assets-Clarification of Acceptable Methods of Depreciation and Amortisation 
· Amendments to FRS 119, Employee Benefits (Annual Improvements 2012-2014 Cycle)

· Amendments to FRS 127, Separate Financial Statements-Equity method in Separate Financial Statements 
· Amendments to FRS 134, Interim Financial Reporting (Annual Improvements 2012-2014 C

FRSs, Interpretations and Amendments effective for annual periods beginning on or after 1 January 2017.

· Amendments to FRS 112, Recognition of Deferred Tax Assets for Unrealised Losses
· Amendments to FRS 107, Statement of Cash Flows - Disclosure Initiative

FRSs, Interpretations and Amendments effective for annual periods beginning on or after 1 January 2018.

· FRS 9, Financial Instruments (2014)
FRSs, Interpretations and Amendments effective from a date yet to be confirmed

· Amendments to FRS 10, Consolidated Financial Statements and FRS 128, Investments in Associates and Joint Ventures-Sale or Contribution of Assets between an Investor and its Associate or Joint Venture

The Group and the Company plan to apply the abovementioned standards, amendments and 
interpretations in the respective financial years when the above standards, amendments and 
interpretation become effective.
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.
The Group and the Company falls within the scope of MFRS 141, Agriculture. Therefore, the Group and the Company are currently exempted from adopting the Malaysian Financial Reporting Standards (“MFRS”) and is referred to as “Transitioning Entities”.
The Group’s and the Company’s financial statements for annual period beginning on 1 January 2018 will be prepared in accordance with the MFRS issued by the MASB and the International Financial Reporting Standards (“IFRS”).

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 period 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 2016.
A6
Debt and equity securities
The Company bought-back the following shares during the period under review.

	Date
	No. of shares
	Amount paid (RM)

	18 February 2016
	74,000
	67,888

	  1 March     2016
	   1,000
	    944

	Total
	  75,000
	68,832


The total shares bought-back and held as treasury shares to-date is 76,000. 
Subsequent to the period under review, the Company bought back 5,463,000 shares and settlement was made on 4 April 2016.

Other than the aforementioned, there were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities for the period under review.
A7
Dividend paid
The Company did not pay any dividend for the period 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 and trading of CPO and PK and the provision of plantation development contract 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 31 March 2016


	
	Plantations
	Property
	Corporate Head office
	Eliminations
	Consolidation

	
	RM
	RM
	
	RM
	RM

	External revenue
	41,483,262
	1,728,655
	
	
	43,211,917

	Inter-segment revenue
	7,565,039
	
	
	-7,565,039
	-

	Total  revenue
	49,048,301
	1,728,655
	
	-7,565,039
	43,210,073

	Segment results
	-5,518,247
	-1,061,404
	
	-
	-6,579,651

	Unallocated expenses
	
	
	
	
	   -3,338,458

	Profit/ (loss) from operation
	
	
	
	
	-9,918,109



	Assets
	
	
	
	
	

	Reported segment assets
	354,457,085
	92,392,706
	
	
	446,849,791

	Corporate assets
	
	
	
	
	23,187,306

	Consolidated total assets
	
	
	
	
	470,037,097


	Liabilities
	
	
	
	
	 

	Segment liabilities
	122,434,623
	4,440,069
	
	
	126,874,692

	Corporate liabilities
	
	
	
	
	40,080,995

	Total consolidated liabilities


	
	
	
	
	166,955,687



Period ended 31 March 2015
	
	Plantations
	Property
	Head Office
	Eliminations
	Consolidation

	
	RM
	RM
	
	RM
	RM

	External revenue
	39,601,157
	1,739,173
	
	
	41,340,330

	Inter-segment revenue
	6,996,123
	
	
	-6,996,123
	-

	Total revenue
	46,597,280
	1,739,173
	
	-6,996,123
	41,340,330

	Segment results
	-3,252,443
	-850,732
	
	-
	-4,103,175

	Unallocated expenses
	
	
	
	
	-4,926,403

	Profit/(Loss) from 
Operation
	
	
	
	
	-9,029,578


	Assets
	
	
	
	
	

	Reported segment assets
	345,315,123
	80,596,383
	
	
	425,911,506

	Corporate assets
	
	
	
	
	16,360,223

	Consolidated total assets
	
	
	
	
	442,271,729

	Liabilities
	
	
	
	
	

	Segment liabilities
	88,153,542
	2,546,717
	
	
	90,700,259

	Corporate liabilities
	
	
	
	
	28,076,542

	Total corporate liabilities
	
	
	
	
	118,776,801


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 to 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 for the period under review.
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)
4,115

	Not contracted for and not provided for in the financial statements                                 
	33,047



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 31 March

	
	
	
	  2016
	2015

	
	
	
	(RM000’s)
	(RM000’s)

	Seri Cemerlang Plantation (Pahang) Sdn Bhd
	Affiliated company
	Rental of motor equipment
	30
	26

	Low Nam Hui and Sons Sdn Bhd
	Affiliated company
	Provision of management services
	6
	6

	LNH Enterprise Sdn Bhd
	Affiliated company
	Provision of management services
	9
	9

	Kanghui Travel Sdn Bhd
	Affiliated company
	Purchases of air tickets/insurance.
	209
	333

	Kanghui Travel Sdn Bhd
	Affiliated company
	Rental income
	9
	10

	One63 Ideas Sdn Bhd
	Affiliated company
	Rental income
	34
	63

	Advance Pinnacle Sdn Bhd
	Affiliated company
	Purchase of FFB/ seedlings
	96
	80

	Horn Len (Merakai) Sdn Bhd
	Affiliated company
	Purchase of FFB
	97
	40

	Horn Len (Semada) Sdn Bhd
	Affiliated company
	Purchase of FFB
	57
	-

	Horn Len (Merakai) Sdn Bhd
	Affiliated company
	Supply of contract services
	-
	264

	Horn Lern (Semada) Sdn Bhd
	Affiliated company
	Supply of contract services
	-
	9

	Horn Len (Merakai) Sdn Bhd
	Affiliated company
	Sales of seedlings
	135
	-

	Horn Len (Krangan) Sdn Bhd
	Affiliated company
	Sales of seedlings
	3
	-

	Horn Len (Jerok) Sdn Bhd
	Affiliated company
	Sales of seedlings
	11
	-


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 3 months ended 31 March 2016, the Group generated total revenues of RM 43,211,917 (2015-RM 41,340,330). The plantation operations contributed RM 41,483,262 or 96%, (2015-RM 39,601,157 or 96%). The property divisions contributed RM 1,728,655 or 4%, (2015-RM 1,739,173 or 4%). 
Plantation operations
The following are the production and sales for the period ended 31 March 2016:-
	
	31 March 2016
	31 March 2015

	FFB produced (m/t)
	22,497
	26,867

	FFB processed (m/t)
	72,677
	74,056

	CPO produced (m/t)
	14,139
	13,937

	PK produced (m/t)
	  3,079
	  3,465

	CPO sold (m/t)
	14,297
	14,183

	PK sold (m/t)
	  3,178
	 3,573


The average selling price of CPO was RM 2,313 per m/t (2015-RM 2,191per m/t), FFB was RM 415 per m/t (2015-RM 377 per m/t) and for PK, it was RM 1,822 per m/t (2015- RM 1,566 per m/t).
Property and hotel operations 

The property operation, especially the hotel division, remained lackluster for the year to date due to intense competition from newer hotels and less visitor arrivals. The average room rate was RM 76.00 (2015-RM 93.00) and average room occupancy was 60% (2015-49%).
B2
Comparison of results against preceding quarter
	
	Quarter to 

31/3/2016
	Quarter to

31/12/2015
	%

	
	RM 
	RM 
	

	Revenue
	   41,430,330
	   72,299,611
	-43

	Profit /(loss) from operating activities
	  -9,029,578
	  -10,716,006
	         15


The revenue generated in the current quarter was 43% lower than the revenue achieved in the preceding quarter. The lower revenue generated was mainly due to the lower production and sales volume of FFB, CPO and PK in the current quarter compared to the preceding quarter even with commodity prices trending upwards in the current quarter. An amount of 72,677 m/t of FFB was processed compared to 129,686 m/t for the preceding quarter. 14,139 m/t of CPO and 3,079 m/t of PK were produced, compared to 26,071 m/t of CPO and 5,987 m/t of PK respectively in the preceding quarter. A total of 6,808 m/t of FFB were sold at an average selling price of RM 415 per m/t, compared to 13,427 m/t at an average price of RM 364 per m/t, for the preceding quarter. 3,178 m/t of PK was sold at an average price of RM 1,821 per m/t compared to 6,359 m/t at RM 1,492 per m/t.  A total of 14,297 m/t of CPO were sold at an average selling price of RM 2,313 per m/t compared to 26,413 m/t at RM 2,084 per m/t.  
Operating costs remained high and the group incurred an operating loss of RM 9,029,578 compared to a loss of RM 10,716,006 in the preceding quarter.
B3
Current year prospects
CPO price is currently trading around RM 2,600 per m/t. The price of CPO is expected to remain at this level in the near future. However, uncertainty remains in the direction of the economy, the direction of the MYR and low world crude oil prices which will have an effect on the bio-diesel start-ups. Production cost remains high due to increase operating costs. The minimum wage will be increased by RM 100 from 1 July 2016. This will increase operating cost. The proposed increase levy on foreign workers’ working in the plantation industry has been held back. If implemented it will have negative impact on the profits of plantation companies.
The property operations especially the hotel division, continue to face difficult times with stiff competition and the continued decline in arrivals. The austerity measures undertaken by the Government will affect the business of the hotel.
B4
Profit forecast
The Group did not issue any profit forecast for the year ending 31 December 2016.
 B5
Taxation

The taxation for the current quarter is as follows:-
	

	Current quarter ended 31 March 2016

	Preceding quarter ended 31 March 2015
	Current year to date ended 31 March  2016
	Preceding year to date ended 31     March 2015

	Malaysian income tax
	
	
	
	

	Current year
	-295,400
	-532,400
	-295,400

	-532,400

	0ver/ -under provision in prior years
	
	
	
	

	Deferred tax
	1,876,212
	1,491,270
	1,876,212
	1,491,270

	Over/-Under provision in prior years
	
	
	
	

	Total
	1,580,812
	958,870
	1,580,812
	958,870



Deferred tax assets were provided for companies that had adjusted losses.  The losses were taken into account as there is a high probability of future profits. The Group was unable to avail itself for Group tax relief from the loss incurred by its 60% subsidiary.
B6
Notes to the Statement of Comprehensive Income

	
	Current quarter ended 31 March 2016

	Preceding quarter ended 31 March
 2015
	Current year to date ended 31 March 2016
	Preceding year to date ended 31 March 2015

	
	RM000’s
	RM000’s
	RM000’s
	RM000’s

	
	
	
	
	

	Depreciation
	-4,860
	-4,807
	-4,860
	-4,807

	Interest expense
	-1,117
	-699
	-1,117
	-699

	Audit fees
	-47
	-40
	-47
	-40

	Rental paid
	-10
	-12
	-10
	-12

	Interest received
	2
	
	2
	


B7
Status of Corporate proposals
a) On 27 August 2015, a subsidiary company, Gemilang Bumimas Sdn Bhd (‘GBSB’), (‘the Vendor’), entered into a Sales and Purchase Agreement with Wintrip Sdn Bhd, (‘WSB’), (Co. no. 240522-M), (‘the Purchaser’), to dispose a piece of leasehold land known as Lot 1513 in the Bukar-Sadong Land District, Sarawak measuring 726 ha. for a  disposal consideration of RM 13,600,000.

The disposal is still not completed pending the approval from the Director, Lands and Surveys Department, Sarawak and the signing of a Supplemental Agreement between GBSB and WSB. As at date of this report vacant possession of the land had been given to the Purchaser on 1 September 2015. 
The leasehold land was classified as assets held for sale.

b) On 5 November 2015, Gemilang Bumimas Sdn Bhd (‘GBSB’) entered into a Sales and Purchase Agreement with Zhangxern Corporation Sdn Bhd (‘ZCSB’), another subsidiary of the Harn Len Group for the disposal of a piece of leasehold land known as Lot 1514 in the Bukar-Sadong Land District, Sarawak, measuring 198 ha for a disposal consideration of RM 2,368,517 to be satisfied by cash. 

The leasehold land was purchased on 1 July 2010 for RM 2,368,517. The net book value of the said land at 31 December 2015 is RM 2,146,023.

The completion date is two months from the date of the Sales and Purchase Agreement and is subject to the approval of the Director, Lands and Surveys Department, Sarawak, which has yet to be received as at to date.
B8
Group borrowings
The borrowings by the Group as at 31 March 2016 are as follows:-

	
	
	As at 31 March 2016
	
	As at 31 December 2015

	Term loans payable
	
	RM
	
	RM

	Within 12 months
	
	     5,497,644
	
	     265,073

	More than 12 months
	
	   18,369,912
	
	  18,434,511

	Total
	
	   23,867,556
	
	  18,699,584

	Bank overdrafts
	
	   44,872,997
	
	40,444,193

	Total
	
	  68,740,553
	
	59,143,777


	Hire purchase payable
	
	
	
	

	Within 12 months
	RM
	  3,657,969
	
	 3,510,503

	More than 12 months
	
	  6,,081,758
	
	  6,449,636

	Total
	RM
	  9,739,727
	
	 9,960,139



Total borrowings
       RM          78,480,280

 69,103,916
B9
Material litigations

There was no material litigation against the company or its subsidiaries as at date of this report.

B10
Dividend payable

No dividend was announced for the current period under review

B11
Earnings per share
	
	
	
	Current quarter ended 31 March 2016
	Cumulative year  to date 31 March 2016
	Quarter ended 31 March 2015
	Cumulative year to date 31 March  2015

	
	Earnings
	
	
	
	
	

	
	Net profit/(loss) for the period
	RM
	-8,575,265
	-8,575,265
	-8,167,638
	-8,167,638

	a)
	Basic weighted average
 number of shares
	
	185,401,159
	185,401,159
	185,477,159
	185,477,159

	c)
	Basic earnings per share 
	Sen
	-4.63
	-4.63

	-4.40

	-4.40

	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 31 March 2016, into realized and unrealized profits, pursuant to the directive issued by Bursa Malaysia is as follows:-
	
	
	Group

	Retained profits
	
	31 March 2016
	31 December 2015

	
	
	RM000’s
	RM000’s

	Realised profit/(loss)
	
	   31,877
	   40,934

	Unrealised in respect of deferred tax recognized in income statement
	
	   -8,953
	 -10,829

	Total
	
	   22,924
	   30,105

	Add consolidation adjustments
	
	   96,489
	   97,883

	Total Group retained profits
	
	 119,413
	 127,988


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 24,636 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 10,681 hectares.
The authorized capital of the joint-venture company (“JVC”) is RM 10,000,000 made up of 10,000,000 ordinary shares of RM 1.00 per ordinary share. The paid up capital is RM 4,756,805. The authorized capital of the JVC will be increased to RM 24,000,000 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
As at 31 March 2016, HLPB has planted 4,394 ha of the Land with oil palm trees, of which 3,733 ha are considered matured. Crop production for the year to date was 6,808 m/t of FFB (2015-7,865 m/t).  
The development expenditure and other assets and liabilities incurred up to 31 March 2016 were as follows:-

	
	
	31 March 2016
	31 December 2015

	
	
	RM000’s
	RM000’s

	Plantation development expenditure
	
	46,211
	42,310

	Property, plant and equipment
	
	  7,983
	  8,661

	Inventory and other assets
	
	  2,592
	  2,041

	
	
	
	

	Total cost
	
	56,786
	53,012


Material Litigations:-
There was no material litigation against the company as at date of this report.
Supplemental Agreements:-
On 29 March 2010, a Supplemental Agreement (“SA”) to the Joint Venture Agreement was signed between the parties relating to the issuance of shares in Harn Len Pelita Bengunan Sdn Bhd. 4,800,000 shares or any quantum agreed upon by the parties to the JVC shall be issued, when the NCR owners surrendered their land to the JVC that had been developed by the JVC and thereafter, for every 500 ha developed, a further 1,200,000 shares shall be issued to the parties in the JVC.
On 17 May 2010, another Supplemental Agreement (“SA II”) to the Joint Venture Agreement was signed between the parties. 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 RM 1,500.00 (Ringgit Malaysia One thousand five hundred only) per ha. Upon each increase in planting area in the Second Land, the value of such increase calculated on the basis of RM1,500 per ha shall be capitalized as issued and paid up shares in the JVC and RM 480 per ha shall be paid to the NCR Owners when their lots have been and certified.
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