CONSOLIDATED FARMS BERHAD (Company No: 88244-T)

Notes

A.
Selected explanatory notes pursuant to paragraph 16, MASB 26 Interim Financial Reporting

A1.
Basis of accounting and accounting policies

The interim report has been prepared in accordance with MASB 26 and the Bursa Malaysia Securities Berhad (BMSB) Listing Requirements.  The accounting policies and methods of computation adopted by the Group in the interim financial statements are consistent with those adopted in the annual financial statements of the year ended 31 January 2004.

A2.
Audit report

The audit report of the preceding annual financial statements was qualified as the auditors expressed a disclaimer of opinion in the audited financial statements.

With the Company being classified under PN4/2001 Condition, the Board of Directors is in the process of reviewing the operations and financial position before deciding the way forward for the Group.  In this connection, the Company has appointed Deloitte KassimChan Business Services Sdn Bhd as financial advisers to undertake a financial review and, if appropriate, to formulate and implement a suitable restructuring scheme.    

A3.
Seasonal or cyclical factors

The Group’s business operations were not affected by any seasonal and cyclical factors.

A4.
Unusual items

The cumulative effect of the escalating increase in the cost of feed ingredients such as corn and soybean meal which aggravated the cash flow difficulties of the Group impacted adversely on feed supply and quality. This was exacerbated by the outbreak of avian influenza when suppliers stopped credit facilities for purchases. Being a biological system, layers are genetically selected to grow fast, but they also deteriorate fast. With reduced quality feeding, egg production declined. Consequently, debtors’ collection fell with the decline in supply of eggs and the Company was forced to undertake massive and accelerated culling of layers since April 2004 as production had become uneconomical. The difficulties in the cash flow position were compounded by the unexpected refusal by a bank to re-direct the use of certain credit facilities granted and the continued reduced payment from debtors.

The auditors expressed a disclaimer of opinion in the Group and Company’s financial statements for the year ended 31 January 2004 which resulted in the Company falling into PN4/2001 Condition of the Listing Requirements of BMSB.  The Company was reclassified as a PN4/2001 Condition company by BMSB on 21 May 2004.

A5.
Changes in estimate

There were no changes in the estimate of amounts reported in prior interim period of the current financial year or changes in estimates of amount reported in prior financial year that have a material effect in the current interim period.

A6.
Debt and equity securities

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities during the quarter under review.

A7.
Dividends paid 

There were no dividends paid during the quarter under review.   

A8.
Segmental reporting

No segmental reporting by industry and geographical segment is required as the Group’s activities are primarily in one industry segment of poultry farming, and is principally conducted in Malaysia.

A9.
Valuation of property, plant and equipment

The properties and plant which were revalued have been brought forward from the previous financial statements and there was no valuation of property, plant and equipment for the quarter under review.

A10.
Material events subsequent to the current quarter

There were no material events subsequent to the current quarter under review except as mentioned in note A4 above.

A11.
Changes in the composition of the Group

There were no changes in the composition of the Group during the current quarter under review.

A12.
Contingent liabilities

The Company provided eight corporate guarantees amounting to RM64.5 million in favour of financial institutions for banking facilities granted to its subsidiary companies. There were no material changes since 31 January 2004.

On 9 February 2002, the Company entered into a shareholders’ Agreement with its subsidiary, Consolidated Liquid Eggs Sdn Bhd. (“CLE”) and Commerce Technology Ventures Sdn Bhd (“CTV”), whereby the Company warrants that  CLE shall achieve certain projected profits after tax for the years ending 31 January 2004 to 2007. In the event of any shortfall, CTV shall be entitled to require the Company to transfer to CTV certain number of CLE’s ordinary shares held by the Company (“Clawback Shares”), in accordance with a pre-determined formula as prescribed in the Shareholders’ Agreement, provided always that the number of Clawback Shares to be transferred to CTV shall not exceed 20% of CLE’s then paid up ordinary share capital.

CTV had vide a letter dated 1 April 2004 agreed to withhold the exercise of its clawback option provided that CTV reserves its right to exercise such option until the end of financial year ending 31 January 2005 in the event of:

(a) a breach or default of any of the terms or conditions of the following agreements dated 9 February 2002:

(1) the Shareholders’ Agreement between the Company, CLE and CTV;

(2) the Share Swap Agreement between the Company and CTV; or

(3) the Put Option Agreement the Company and CTV.

(b)    any material adverse change in the prospects, business, operations or financial conditions of CLE.

B.
Selected explanatory notes pursuant to Part A of Appendix 9B of the MSEB revised listing requirements

B1.
Review of performance

The Group registered revenue of RM6.3 million for the financial year to date, a decrease of 60.16% compared with the preceding year corresponding quarter. The pre-tax loss of RM11.38 million compared unfavourably with the pre-tax loss of RM4.49 million recorded in the preceding year corresponding quarter due primarily to lower revenue, higher financing cost and relatively higher cost of sales.

B2.
Comments on quarterly results compared to the results of the preceding quarter

The Group registered a pre-tax loss of RM11.38 million in the quarter under review compared with the pre-tax loss of RM8.39 million in the preceding quarter. This was mainly due primarily to lower revenue, higher financing cost and relatively higher cost of sales during the quarter under review.

B3.
Current year prospect

With the Company being classified under PN4/2001 Condition, the Board of Directors is in the process of reviewing the operations and financial position before deciding the way forward for the Group.  In this connection, the Company has appointed Deloitte KassimChan Business Services Sdn Bhd as financial advisers to undertake a financial review and, if appropriate, to formulate and implement a suitable restructuring scheme.    

B4.
Variance of actual profit from forecast profit

This is not applicable as no profit forecast was published.

B5.
Income tax

The income tax of RM16,000 is in respect of reversal of deferred tax. There was no other provision for tax for the quarter under review as the Group incurred a year to-date pre-tax loss of RM 11.38 million. Adjustments for under/over provisions in respect of prior years were not included.

B6.
Profits / (losses) on sale of unquoted investments and/or properties

There were no profits or losses on sale of unquoted investments and/or properties for the current quarter under review.

B7.
Quoted securities

There were no purchases or disposals of quoted securities for the current quarter under review.

B8.
Status of corporate proposals

The proposed application of the revaluation reserves in paying up the second call of RM0.25 per rights share under the Proposed Two-Call Rights Issue of the Company is not lawfully possible in view of the Company’s audited deficit in shareholders’ funds of RM9.29 million as at 31 January 2004.  The Directors have approved the proposed revisions to the proposed rights issue to be implemented by the Company.  Please refer to the Company’s announcement dated 29 May 2004 for details of the proposed revisions.  

An application was made to the Securities Commission on 11 June 2004 for approval of the proposed revisions to the proposed rights issue. 

B9.
Group borrowings and debt securities











30/04/2004

	
	Secured
	Unsecured
	Total

	
	RM’000
	RM’000
	RM’000

	Short term borrowings
	
	
	  

	Bank overdrafts
	3,731
	3,000
	6,731

	Bankers’ acceptance
	22,179
	9,952
	32,131

	Revolving credit
	3,000
	8,000
	11,000

	Bank term loans
	73,254
	533
	73,787

	Hire purchase creditors
	1,087
	-
	1,087

	Total
	103,251
	21,485
	124,736

	
	
	
	

	Long term borrowings
	
	
	

	Bank term loans
	-
	-
	-

	Hire purchase creditors
	-
	-
	-

	Total
	-
	-
	-


There were no borrowings in any foreign currency as at 30 April 2004.

B10.
Off balance sheet financial instruments

There were no material financial instruments with off balance sheet risk during the current quarter under review.

B11.
Material litigation

Save as disclosed, neither Confarm nor any of its subsidiaries is engaged in any material litigation, claims or arbitration, and the Board is not aware of any proceedings pending or threatened against Confarm or any of its subsidiaries or of any facts likely to give rise to any proceedings which might materially affect the financial position and business of Confarm or any of its subsidiaries:

(a) The Company and its wholly-owned subsidiary, Consolidated Feedmill Sdn Bhd (“CFSB”), were named as defendants in two Writs of Summons dated 28 April 2004 filed by Gladron Chemicals Sdn Bhd in the High Court of Kuala Lumpur and served on the Company and CFSB on 10 May 2004.  The suits are in respect of goods sold and delivered to the Company and CFSB and the amount claimed is RM259,940 and RM440,870 respectively together with interest of 1.5% per annum from date of filing the Writs until full resolution, costs and any other relief to the granted by the Court.  The Company and CFSB’s lawyers have filed the Memorandum of Appearance on 13 May 2004 and the defence for both suits was filed on 9 June 2004.  The hearing for the suit against the Company has been fixed on 28 July 2004 whilst no hearing date has been fixed for the suit against CFSB.  The Company and CFSB have sought the indulgence of the plaintiff to withhold legal proceedings pending the finalisation of its restructuring plans; 

(b)
A Notice pursuant to Section 218 of the Companies Act, 1965 (“Notice”), dated 24 May 2004 issued by Messrs Skrine on behalf of Obayashi Corporation (“Obayashi”) demanding payment for a sum of RM1,040,937.53 for works performed pursuant to a contract dated 3 May 2002 was served on Confarm’s 70%-owned subsidiary, Consolidated Liquid Eggs Sdn Bhd (“CLESB”).  Pursuant to the Notice, in the event CLESB fails and/or refuses to make payment for the aforesaid debt within three (3) weeks of the Notice or fails to secure or compound for it to the satisfaction of Obayashi, CLESB shall be deemed to be unable to pay its debts within the meaning of Section 218 of the Companies Act, 1965 and winding-up proceedings shall thereafter be instituted against CLESB.  There is at present no judgment obtained by Obayashi against CLESB for the aforesaid sum.  Obayashi has agreed, without prejudice to their rights and remedies, to withhold filing the winding-up petition against CLESB for a period of two months from 14 June 2004 while the Group proceeds to formulate a restructuring scheme; 

(c)
CLESB was named as defendant in a Summons dated 11 June 2004 filed by Arachem (M) Sdn Bhd in the Magistrate Court of Kuala Lumpur and served on the CLESB on 24 June 2004.  The suit is in respect of goods sold and delivered to CLESB and the amount claimed is RM9,813.00 together with interest of 2% per month on RM4,173.00 from 22 November 2003 and on RM5,640.00 from 22 December 2003 until full resolution, costs and any other relief to be granted by the Court.  The mention date has been fixed on 30 August 2004.  CLESB will seek the indulgence of the plaintiff to withhold legal proceedings while the Group proceeds to formulate a restructuring scheme; and

(d)
CFSB has been named as defendant in a Summons dated 7 May 2004 filed by Prima Inter-Chem Sdn Bhd (“Prima”) in the Session Court of Kuala Lumpur and served on CFSB on 24 June 2004.  The suit is in respect of goods sold and delivered to CFSB and the amount claimed is RM72,025.00 together with interest of 1% per month from 12 April 2004 until full resolution, costs and any other relief to be granted by the Court.  The mention date has been fixed on 12 July 2004.  CFSB will seek the indulgence of Prima to withhold legal proceedings against CFSB while the Group proceeds to formulate a restructuring scheme.

B12.
Dividend

The board of directors does not recommend any interim dividend for the quarter under review.

B13.
Earnings per share

The basic earnings per share is calculated based on the (loss) / profit attributable to shareholders and the weighted average number of  20,898,000 ordinary shares of RM1 each in issue during the period.

There is no material dilutive effect on the earnings per share arising from the assumed exercise of the share options into new ordinary shares.
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