Univanich Palm Oil Public Company Limited


Notes to the Interim Financial Statements

For the six-month periods ended 30 June 2007 and 2006


1
General information
Univanich Palm Oil Public Company Limited (the “Company”) was formed on 
26 December 1995 from the amalgamation, according to the Civil and Commercial Code, of Hup Huat Palm Oil Industry Company Limited, Siam Palm Oil and Refinery Industry Company Limited and Thai Oil Palm Industry and Estate Company Limited. The Company is a public company limited, incorporated and domiciled in Thailand. The address of its registered office is as follows:

68/2 Patipat Road, Talad Yai Sub-District, Muang Phuket District, Phuket 83000, Thailand.

The Company has been listed in the Stock Exchange of Thailand since 25 November 2003.

The Company operates principally in Thailand and is engaged in oil palm plantations, palm fruit processing and seed businesses.  As at 30 June 2007, the Company employed 1,041 people (31 December 2006: 1,034 people).
These interim financial statements have been approved for issue by the Board of Directors on 10 August 2007.
2
Amalgamation of companies
According to the Civil and Commercial Code, Univanich Palm Oil Public Company Limited has assumed all of the assets, liabilities, rights and obligations of the companies amalgamated on the date of amalgamation.  However, as at 30 June 2007, the names on some legal documents, entitlements and agreements of the three amalgamated companies relating to assets acquired before the companies amalgamated have not yet been amended to the name of Univanich Palm Oil Public Company Limited.

3
Accounting policies

3.1
Basis of preparation

These interim financial statements are prepared in accordance with Thai Generally Accepted Accounting Principles under the Accounting Act B.E. 2543, being those Thai Accounting Standards issued under the Accounting Profession Act B.E. 2547, and the financial reporting requirements of the Securities and Exchange Commission.  The primary financial statements (i.e. balance sheets, statements of income, changes in shareholders’ equity and cash flows) are prepared in the full format as required by the Securities and Exchange Commission.  The notes to the financial statements are prepared in a condensed format according to Thai Accounting Standard 41, “Interim Financial Reporting” and additional notes are presented as required by the Securities and Exchange Commission under the Securities and Exchange Act B.E. 2535.

3
Accounting policies (Cont’d)
3.1
Basis of preparation (Cont’d)
The financial statements have been prepared under the historical cost convention.

An English version of the interim financial statements has been prepared from the interim financial statements that are in Thai language. In the event of a conflict or a difference in interpretation between the two languages, the Thai language interim financial statements shall prevail.

The accounting policies used in the preparation of the interim financial statements are the same as those used in the annual financial statements for the year ended 31 December 2006.

Costs that are incurred unevenly during the financial year are anticipated or deferred in the interim report only if it would be also appropriate to anticipate or defer such costs at the end of the financial year.

Income tax expense is recognised based on the best estimate of the weighted average annual income tax rate expected for the full financial year.  The estimated average annual tax rate on Non - BOI promoted profit is 25%.  The estimated average annual tax rate including BOI promoted profit is 5.75% (the actual average annual tax rate in 2006 was 4 %).
These interim financial statements should be read in conjunction with the annual financial statements for the year ended 31 December 2006.

3.2
Amendment to accounting standards effective in 2007 and 2008

On 2 May 2007, the Federation of Accounting Professions (“FAP”) announced the amendment to Thai Accounting Standards (TAS) as follows:

TAS 25     “Cash flow statement”
TAS 33     “Borrowing costs”

TAS 44     “Consolidated financial statements and separate financial statements”

TAS 45     “Investments in associates”

TAS 46     “Interests in joint ventures”

TAS 49     “Construction contracts”

The effective date for the revised TAS 44 “Consolidated financial statements and separate financial statements”, TAS 45 “Investments in associates” and TAS 46 “Interests in joint ventures” is for the accounting periods beginning on or after 1 January 2007. There is no impact to the Company relating to the revised standards.

TAS 25 “Cash flow statement”, TAS 33 “Borrowing costs” and TAS 49 “Construction contracts” will be effective for the accounting periods beginning on or after 1 January 2008. 

4
Cash and cash equivalents
	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Cash on hand
	1,848,242
	1,260,660

	Deposits held at call with banks
	166,372,102
	139,733,448

	Fixed deposits with banks
	90,953,807
	170,222,140

	
	
	

	Cash and cash equivalents
	259,174,151
	311,216,248


Fixed deposits with banks represent three-month terms and carry interest at the rates of 
2.5% to 3.5% per annum (31 December 2006: 3.75% and 4.75% per annum).
5
Trade accounts receivable, net
	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Trade accounts receivable
	200,333,597
	85,569,874

	Less:  Allowance for doubtful accounts
	(22,600,000)
	(21,500,000)

	
	
	

	Trade accounts receivable, net
	177,733,597
	64,069,874


Outstanding trade accounts receivable as at 30 June 2007 and at 31 December 2006 can be analysed by their age as follows:

	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Up to 3 months         
	179,538,681
	64,774,958

	3 - 6 months
	-
	-

	6 - 12 months
	-
	-

	Over 12 months
	20,794,916
	20,794,916

	
	
	

	Total
	200,333,597
	85,569,874

	Less:  Allowance for doubtful accounts
	(22,600,000)
	(21,500,000)

	
	
	

	
	177,733,597
	64,069,874


6
Inventories, net
	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Palm fruit
	2,333,396
	64,800

	Palm oil
	59,481,019
	77,968,062

	By products from palm oil production
	6,885,666
	5,185,617

	Palm seeds and seedlings
	9,436,634
	10,833,099

	Spare parts and general supplies
	32,917,229
	27,823,935

	
	111,053,944
	121,875,513

	Less:  Allowance for diminution in value 
	
	

	
      of spare parts
	(2,800,000)
	(2,800,000)

	
	
	

	Inventories, net
	108,253,944
	119,075,513


7
Palm plantation, net

	
	Palm
	Immature
	

	
	plantation
	palms
	Total

	
	Baht
	Baht
	Baht

	
	
	
	

	For the six - month period ended 
   30 June 2007  
	
	
	

	Opening net book amount (Audited)
	143,688,769
	16,315,169
	160,003,938

	Additions
	1,388,042
	9,282,095
	10,670,137

	Amortisation charge
	(6,866,826)
	-
	(6,866,826)

	
	
	
	

	Closing net book amount (Unaudited)
	138,209,985
	25,597,264
	163,807,249


The Company’s plantation has been made on both the Company’s own land, concession land and lease land.  The land concessions were issued by the Government for development of oil palm plantation.  Details of land under concession and under operating lease agreements as at 30 June 2007 are as follows:

	Name of estate
	Type
	Terms
	Area per

contract (Rai)
	Planted

area (Rai)

	
	
	
	
	

	Chean Vanich
	Concession
	Granted for 30 years from   22 April 1983.
	20,000
	14,241

	TOPI
	Concession
	Renewed for 30 years from 19 November 1993.
	8,250
	8,250

	TOPI
	Lease
	Leased from Co-operative Promotion Department for 30 years, at the rates of Baht 100 to Baht 300 per Rai per year, commencing on 27 April 1994.
	2,500
	2,500


8     Property, plant and equipment, net
	
	
	
	
	
	Furniture
	Assets
	

	
	
	
	
	Machinery
	fixtures and

office equipment
	under construction
	

	
	
	Land
	Buildings
	and
	and motor
	and
	

	
	Land
	improvement
	and plants
	equipment
	vehicles
	 installation
	Total

	
	Baht
	Baht
	Baht
	Baht
	Baht
	Baht
	Baht

	
	
	
	
	
	
	
	

	For the six-month 
	
	
	
	
	

	   period ended 30 June 2007
	
	
	
	
	
	

	Opening net book 
	
	
	
	
	
	
	

	   amount (Audited)
	95,755,660
	46,568,992
	227,727,219
	337,139,238
	34,008,936
	22,281,359
	763,481,404

	Additions
	36,867,848
	-
	-
	1,062,473
	98,312
	51,208,492
	89,237,125

	Written off - net
	-
	-
	-
	-
	                    -
	(907,165)
	(907,165)

	Disposal - net
	-
	-
	(103,046)
	(790,501)
	(3,167)
	 -
	(896,714)

	Reclassification
	-
	-
	202,135
	(197,994)
	(4,141)
	-
	-

	Transfer in (out)
	-
	4,720,545
	3,946,798
	12,051,277
	558,042
	(21,276,662)
	-

	Depreciation charge
	-
	(2,722,494)
	(8,641,123)
	(31,886,873)
	(5,368,743)
	-
	(48,619,233)

	
	
	
	
	
	
	
	

	Closing net book 
	
	
	
	
	
	
	

	    amount (Unaudited)
	132,623,508
	48,567,043
	223,131,983
	317,377,620
	29,289,239
	51,306,024
	802,295,417


9
Accrued expenses

Accrued expenses consist of:

	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Accrued transportation expenses
	8,080,615
	6,546,888

	Accrued contractors cost
	4,940,032
	5,478,951

	Accrued employee expenses
	13,686,551
	17,676,788

	Others
	5,788,012
	4,633,498

	
	
	

	
	32,495,210
	34,336,125


10
Provision for employee benefits

	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Current portion due within one year
	11,893,881
	10,550,252

	Long-term portion due more than one year
	50,439,071
	59,449,748

	
	
	

	Total
	62,332,952
	70,000,000


The movement on provision for employee benefits is as follows:

	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Beginning balance
	70,000,000
	55,700,000

	Additional provision for employee benefits 
	2,500,000
	16,568,905

	Utilised during the period/year
	(10,167,048)
	(2,268,905)

	
	
	

	Ending balance
	62,332,952
	70,000,000


The Company has accounted for provision for employee benefits for employees who are entitled to the scheme of separation pay or retirement benefit of the Company.  The provision is accrued only for the people who are entitled at the balance sheet date and is calculated by based on current salary with the rate as determined by the Company’s policy.  The rate will be adjusted depending on the number of years of services.  

11
Operating profit
The following expenses classified by nature, have been charged in arriving at operating profit.

	
	For the three-month

	
	periods ended 30 June

	
	(Unaudited)

	
	2007
	2006

	
	Baht
	Baht

	
	
	

	Staff costs
	36,826,224
	40,969,096

	Depreciation and amortisation
	27,867,321
	26,272,427


	
	For the six-month

	
	periods ended 30 June

	
	(Unaudited)

	
	2007
	2006

	
	Baht
	Baht

	
	
	

	Staff costs
	77,008,069
	81,938,456

	Depreciation and amortisation
	55,486,059
	52,988,756


12
Dividend paid

At Annual General Meeting on 20 April 2007, the shareholders approved a dividend for the year ended 31 December 2006 of Baht 2.75 per share, totaling Baht 258,500,000. The Company had paid an interim dividend amounting to Baht 117,500,000 in 2006 and paid the remaining dividend of Baht 141,000,000 in May 2007.

At Annual General Meeting on 28 April 2006, the shareholders approved a dividend for the year ended 31 December 2005 of Baht 2 per share, totaling Baht 188,000,000.  The Company had paid an interim dividend amounting to Baht 122,200,000 in 2005 and paid the remaining dividend of Baht 65,800,000 in May 2006.

13
Basic earnings per share

Basic earnings per share is calculated by dividing the net profit attributable to ordinary shareholders by the weighted average number of ordinary shares in issue during the period as follows:

	
	For the three-month

	
	periods ended 30 June

	
	(Unaudited)

	
	2007
	2006

	
	
	

	Net profit for the period (Baht)
	117,791,649
	107,529,260

	Weighted average number of ordinary
	
	

	     shares in issue during the period (shares)
	94,000,000
	94,000,000

	
	
	

	Basic earnings per share (Baht)
	1.25
	1.14


	
	For the six-month

	
	periods ended 30 June

	
	(Unaudited)

	
	2007
	2006

	
	
	

	Net profit for the period (Baht)
	219,439,547
	197,275,329

	Weighted average number of ordinary
	
	

	     shares in issue during the period (shares)
	94,000,000
	94,000,000

	
	
	

	Basic earnings per share (Baht)
	2.33
	2.10


There are no outstanding potential dilutive ordinary shares, warrants, in issue for the periods ended 30 June 2007 and 2006.

14
Commitments

On 10 April 2007, the Company entered into purchase and sale agreements with 5 sellers to purchase land in the approximate area of 275 Rai at the total price of Baht 16,734,600. The Company made advance payment amounting to Baht 1,692,000 which has been presented as advance payment for purchases of land in the financial statements. The remaining balance of Baht 15,042,600 will be paid on the date of registration the right of land title deed to the Company within 30 April 2009.

Apart from the purchase and sale agreements as mentioned above, as at 30 June 2007, the Company had commitment relating to construction and purchase of machinery and equipment amounted to Baht 6.59 million and EUR 0.11 million (31 December 2006: Baht 9.18 million and EUR 0.37 million).

15
Letters of guarantee

As at 30 June 2007, the Company has letters of guarantee issued by bank on behalf of the Company amounting to Baht 2.68 million for electricity and telephone usage                    (31 December 2006: Baht 2.58 million).

16
Related party transactions 

Mr. Apirag Vanich and members of his family are major shareholders.  Majority of related companies are controlled by Mr. Apirag Vanich. The following transactions were carried out with related parties:

a) Sales of goods 

	
	For the three-month 

	
	periods ended 30 June

	
	(Unaudited)

	
	2007
	2006

	
	Baht
	Baht

	
	
	

	Sales of goods
	4,050
	21,500


	
	For the six-month 

	
	periods ended 30 June

	
	(Unaudited)

	
	2007
	2006

	
	Baht
	Baht

	
	
	

	Sales of goods
	4,050
	21,500


The policy for related party transaction is as follows:

· Sales of goods are made in the normal course of business and at market prices.

b) Purchases of goods and services

	
	For the three-month

	
	periods ended 30 June

	
	(Unaudited)

	
	2007
	2006

	
	Baht
	Baht

	
	
	

	Purchases of goods
	2,559,732
	1,121,335

	Purchases of services
	959,164
	623,975


16
Related party transactions (Cont’d)
b)
Purchases of goods and services (Cont’d)
	
	For the six-month

	
	periods ended 30 June

	
	(Unaudited)

	
	2007
	2006

	
	Baht
	Baht

	
	
	

	Purchases of goods
	3,509,060
	2,343,464

	Purchases of services
	2,671,594
	623,975


The policies for related party transactions are as follows:

· Purchases of palm fruits are made in the normal course of business and at market prices.

· Purchase of services mainly comprise of port charges for export shipping which are made in the normal course of business and at market prices.

c) Outstanding balances from purchases of goods and services 
	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Outstanding balances from purchases of goods
	
	

	   and services
	-
	-


17
Financial instruments

The principal financial risks faced by the Company at 30 June 2007 are exchange rate risk and credit risk. Credit risk arises when sales are made on credit terms.  

Exchange rate risk
The Company is exposed to foreign exchange risk since certain sales are entered into in foreign currencies. The Company minimises the potential adverse effects of fluctuation currency values on the financial performance of the Company by using forward foreign exchange contracts to hedge all such export sales currency risk.

Foreign currency forward contracts protect the Company from movements in exchange rates by establishing the rate at which a foreign currency accounts receivable will be realised.  The foreign currency forward contracts are not separately recognised in the financial statements at fair value but the contract rate is applied to the accounts receivable at initial recognition.  

17
Financial instruments (Cont’d)
As at 30 June 2007 and 31 December 2006, the Company has outstanding foreign currency forward contracts to sell USD as follows:

	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	30 June 2007:
	
	

	US Dollar 3.38 million 
	115,970,816
	

	   (at rates between Baht 34.49 to 34.59 = 1 US Dollar)
	
	

	
	
	

	31 December 2006:
	
	

	US Dollar 3.09 million 
	
	110,323,345

	   (at rates averaging Baht 35.70 = 1 US Dollar)
	
	


Net fair value of foreign currency forward contracts

The net fair value of the open foreign currency forward contracts at the balance sheet date is as follows:

	
	30 June
	31 December

	
	2007
	2006

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Foreign currency forward contracts - 
	
	

	   With positive (negative) fair value
	332,503
	(485,339)


The fair value of foreign currency forward contracts has been calculated, using rates quoted by the banker, mark to market value, at the balance sheet date.

Trading of financial instruments for speculative purposes is prohibited.  Forward foreign exchange counterparties are confined to the Company’s bank.

Credit risk

The Company’s exposure to credit risk consists of deposits at financial institutions and trade receivables.  The Company has a concentration of credit risk with respect to receivables from customers in manufacturing industry.  Deposits are placed, with high credit quality financial institutions.  

Fair values

The carrying amounts of the Company’s cash and deposits at financial institutions, trade receivables and payables and loans to contractors approximate to their fair values.
18
Promotional privileges 
On 16 October 1996, the Company received approval for promotional privileges from the Board of Investment (BOI) for the extraction of palm oil - promotional privilege certificate no. 1062/2540.  The main privileges include the exemption from import duties on machinery, exemption from corporate income tax for the promoted activities for the period of 8 years from the date income is first derived (5 September 1997), and further exemption of corporate income tax at the rate of 50% of the prevailing normal tax rate for another 5 years after the first exemption period which was expired on 4 September 2005.
On 29 September 1999, the Company was approved further promotional privileges from the BOI for the capacity expansion of extraction of palm oil - promotional privilege certificate no. 1562/2542.  The main privileges include the exemption from import duties on machinery, exemption from corporate income tax for the promoted activities for the period of 8 years from the date income is first derived (1 November 2000), and further exemption of corporate income tax at the rate of 50% of the prevailing normal tax rate for another 5 years after the first exemption period.  

On 7 June 2000, the Company received approval for promotional privileges from the BOI for extraction of palm oil at a new factory - promotional privilege certificate no. 1090/2544.  The main privileges include the exemption of import duties on machinery, exemption of corporate income tax for the promoted activities for the period of 8 years from the date income is first derived (14 October 2004), and further exemption of corporate income tax at the rate of 50% of the prevailing normal tax rate for another           5 years after the first exemption period. 

On 15 December 2005, the Company received approval for promotional privileges from the BOI for seed and seedling production - promotional privilege certificate no. 1280(2)/2549.  The main privileges include the exemption of import duties on machinery, exemption of corporate income tax for the total promoted activities, but not exceeding 100% of investment excluding land and working capital, for the period of 8 years from the date income is first derived (4 January 2007).
During the period ended 31 March 2007, the Company received an approval of another promotional privilege from the BOI for seed and seedling production - promotional privilege certificate no. 2138(2)/2549 with effective on 20 April 2006. The main privileges include the exemption of import duties on machinery, exemption of corporate income tax for the total promoted activities, but not exceeding 100% of investment excluding land and working capital, for the period of 8 years from the date income is first derived. The Company has not derived income from this promoted activity in this period.

In May 2007, the company received approval for promotion privileges from the BOI for electricity from Biogas - promotional privilege certificate no. 1487(9)/2550 and no. 1488(9)/2550. The main privileges include the exemption of import duties on machinery, exemption of corporate income tax for the period of 8 years from the date income is first derived. The Company has not derived income from this promoted activity in this period.

The Company must comply with conditions and restrictions indicated in the promotional certificates.
19
Segment information

The Company engages in oil palm plantations, palm fruit processing and seed businesses.  The sales of palm oil contributed more than 90% of total revenues, which is regarded as one business segment.

Sales of the Company comprised mainly local sales and export to neighbouring countries of which there is no material risks and rewards to the Company.
20
Events after balance sheet date
At the Board of Directors’ Meeting held on 10 August 2007, the Board of Directors approved an interim dividend for the year ending 31 December 2007 of Baht 1.50 per share, totaling Baht 141,000,000. The Company will pay the interim dividend in September 2007.
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