Univanich Palm Oil Public Company Limited


Notes to the Interim Financial Statements

For the three-month period ended 31 March 2008 


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 Company’s head office is located at 68/2 Patipat Road, Tambol Talad Yai, Ampur Muang Phuket, Phuket province.
The Company has 3 branches located at the following addresses:
1) Aoluk Branch : 258 Aoluk-Laemsak Road, Ampur Aoluk, Krabi province.

2) Plai Pharaya Branch : 231 PlaiPhraya-Pasaeng Road, Ampur Plaipaya, Krabi province.

3) Lamthap Branch : 142 Moo 1 Tambol Toongsaitong, Ampur Lamthap, Krabi province.
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.  
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 31 March 2008, 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.
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Summary of significant of accounting policies
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 Professions 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.
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Summary of significant of accounting policies (Cont’d)
An English version of the interim financial statements has been prepared from the interim financial statements that are in the 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 consistent with those used in the annual financial statements for the year ended 31 December 2007. 
These interim financial statements have added additional information in relation to critical accounting estimated and judgements and capital risk management as required by the revised standards TAS 35.

The following amendments to standards and new standard as published by the Federation of Accounting Professions are mandatory for the Company’s accounting periods beginning on or after 1 January 2008.

Revised standards

TAS 25
 “Cash Flow Statements”

TAS 29
“Leases”

TAS 31
“Inventories”

TAS 33
“Borrowing Costs”

TAS 35
“Presentation of Financial Statements”

TAS 39
“Accounting Policies, Changes in Accounting Estimates and Errors”

TAS 41
“Interim Financial Reporting”

TAS 43
“Business Combinations”
TAS 49
“Construction Contracts”
New standard

TAS 51
“Intangible Assets”

TAS 33, TAS 43, TAS 49 and TAS 51 are not relevant for the Company.

TAS 25, TAS 29, TAS 31, TAS 39 and TAS 41 did not result in substantial effect to the Company’s financial statements except;

TAS 35 (Revised) has affected the other disclosures as discussed in Note 4.

Costs that incur 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.
These interim financial statements should be read in conjunction with the 2007 annual financial statements.

Where necessary, comparative figures have been adjusted to conform with changes in presentation in the current period.

These interim financial statements have been approved for issue by the Company’s Board of Directors on 14 May 2008.
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Additional information


Critical accounting estimates, assumption and judgements
Estimates and judgments are continually evaluated and are based on historical experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances.

1.
Impairment of receivable

The Company maintains an allowance for doubtful accounts to reflect impairment of trade receivables relating to estimated losses resulting from the inability of customers to make required payments.  The allowance for doubtful accounts is significantly impacted by the Company’s assessment of future cash flows, such assessment being based on consideration of historical collection experience, known and identified instances of default and consideration of market trends.

2.
Property, plant and equipment 

Management determines the estimated useful lives and residual values for the Company’s property, plant and equipment. Management will revise the depreciation charge where useful lives and residual values are different to previously estimated, or it will write off or write down technically obsolete or assets that have been abandoned or sold.

3.
Employee benefit

The Company has employee benefit schemes to provide benefit to the employees who resign or retire from the Company after working for the Company for the period or at age as specified in the employee benefit schemes.  The Company has set up the provision as at the balance sheet only for the employees who are entitled to such benefits 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.  
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Cash and cash equivalents
	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Cash on hand
	1,088,203
	467,664

	Deposits held at call with banks
	300,579,292
	126,064,111

	Fixed deposits with banks
	30,523,222
	100,354,795

	
	
	

	Cash and cash equivalents
	332,190,717
	226,886,570


Fixed deposits with banks represent three-month terms and carry interest at the rates of 2.50% 
per annum (31 December 2007 : between 2.25% and 3.00% per annum).
6
Short-term investments
Short-term investments as at 31 March 2008 represented fixed deposits with banks with maturity of four months and carried interest at the rate of 3.00% per annum. 

7
Trade accounts receivable, net
	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Trade accounts receivable
	119,475,578
	243,544,207

	Less  Allowance for doubtful accounts
	(10,000,000)
	(12,500,000)

	
	
	

	Trade accounts receivable, net
	109,475,578
	231,044,207


Outstanding trade accounts receivable as at 31 March 2008 and at 31 December 2007 can be analysed by their age as follows:

	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Up to 3 months         
	109,640,315
	233,708,944

	3 - 6 months
	-
	-

	6 - 12 months
	-
	-

	Over 12 months
	9,835,263
	9,835,263

	
	
	

	Total
	119,475,578
	243,544,207

	Less  Allowance for doubtful accounts
	(10,000,000)
	(12,500,000)

	
	
	

	
	109,475,578
	231,044,207
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Inventories, net
	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Palm fruit
	11,195,080
	-

	Palm oil
	309,525,917
	101,187,863

	By products from palm oil production
	36,133,033
	7,897,595

	Palm seeds and seedlings
	9,300,769
	5,939,913

	Fertilizers, spare parts and general supplies
	36,167,116
	26,706,822

	
	
	

	
	402,321,915
	141,732,193

	Less  Allowance for diminution in value
	
	

	
      of spare parts
	(3,500,000)
	(3,500,000)

	
	
	

	Inventories, net
	398,821,915
	138,232,193
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Palm plantation, net

	
	Palm
	Immature
	

	
	plantation
	palms
	Total

	
	Baht
	Baht
	Baht

	
	
	
	

	For the three - month period ended
	
	

	   31 March 2008  
	
	
	

	Opening net book amount (Audited)
	145,067,485
	17,793,032
	162,860,517

	Additions
	283,082
	1,881,166
	2,164,248

	Amortisation charge
	(3,622,751)
	-
	(3,622,751)

	
	
	
	

	Closing net book amount (Unaudited)
	141,727,816
	19,674,198
	161,402,014


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 
31 March 2008 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
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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 three-month
	
	
	
	
	
	
	

	   period ended 31 March 2008
	
	
	
	
	
	
	

	Opening net book 
	
	
	
	
	
	
	

	    amount (Audited)
	132,623,508
	45,686,883
	221,924,448
	291,666,921
	37,196,120
	82,203,998
	811,301,878

	Additions
	13,063,803
	-
	-
	253,920
	162,434
	30,891,869
	44,372,026

	Disposal - net
	-
	-
	(315,572)
	(2)
	-
	-
	(315,574)

	Transfer in (out)
	-
	-
	486,193
	443,075
	-
	(929,268)
	-

	Depreciation charge
	-
	(1,415,656)
	(4,410,673)
	(14,946,285)
	(2,875,297)
	-
	(23,647,911)

	
	
	
	
	
	
	
	

	Closing net book 
	
	
	
	
	
	
	

	    amount (Unaudited)
	145,687,311
	44,271,227
	217,684,396
	277,417,629
	34,483,257
	112,166,599
	831,710,419
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Accrued expenses

	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Accrued transportation expenses
	8,363,653
	11,894,117

	Accrued contractors cost
	7,661,814
	5,754,701

	Accrued employee expenses
	21,571,513
	22,410,378

	Others
	4,948,051
	5,916,391

	
	
	

	
	42,545,031
	45,975,587
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Provision for employee benefits

	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Current portion due within one year
	24,764,967
	1,862,540

	Long-term portion due more than one year
	29,135,033
	51,137,460

	
	
	

	Total
	53,900,000
	53,000,000


The movement on provision for employee benefits is as follows:
	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Beginning balance
	53,000,000
	70,000,000

	Additional provision for employee benefits 
	1,680,094
	5,231,321

	Utilised during the period/year
	(780,094)
	(22,231,321)

	
	
	

	Ending balance
	53,900,000
	53,000,000


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

	
	For the three-month

	
	periods ended 31 March

	
	(Unaudited)

	
	2008
	2007

	
	Baht
	Baht

	
	
	

	Staff costs
	48,597,795
	40,181,845

	Depreciation and amortisation
	27,270,662
	27,618,738
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Income taxs

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 24.83%.  The estimated average annual tax rate including BOI promoted profit is 6.63% (the actual average annual tax rate in 2007 was 4.41%).
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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 31 March

	
	(Unaudited)

	
	2008
	2007

	
	
	

	Net profit for the period (Baht)
	286,406,212
	101,647,898

	Weighted average number of ordinary
	
	

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

	
	
	

	Basic earnings per share (Baht)
	3.05
	1.08


There are no outstanding potential dilutive ordinary shares, warrants, in issue for the periods ended 31 March 2008 and 2007.
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Commitments
On 10 April 2007, the Company entered into purchase and sale agreement 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 in April 2007 and Baht 4,000,000 in November 2007 which has been presented as advance payment for purchases of land on the financial statements as at 31 December 2007. The remaining balance of Baht 11,042,600 would be paid on the date of registration the right of land title deed to the Company within 30 April 2009.  However, in March 2008, the right of land title deed was registered to the Company amounting to Baht 11,795,100.  The Company utilised advance payment amounting to Baht 5,000,000.
On 25 October 2007, the Company entered into purchase and sale agreement with 2 sellers to purchase land in the approximate area of 7 Rai at the total price of Baht 1,504,000.  In 2007 the Company made advance payment amounting to Baht 261,600 which has been presented as advance payment for purchases of land on the financial statements as at 31 December 2007.  The right of entire land title deed was registered to the Company and the remaining balance had been settled in January 2008.
Apart from the purchase and sale agreements as mentioned above, as at 31 March 2008, the Company had commitments relating to constructions and purchases of machinery and equipment amounted to Baht 5.21 million, EUR 0.01 million and USD 0.6 million (31 December 2007 : Baht 9.52 million and USD 0.07 million).
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Letters of guarantee

As at 31 March 2008, 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 2007 : Baht 2.68 million).
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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:
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Related party transactions (Cont’d)
a) Purchases of goods and services

	
	For the three-month

	
	periods ended 31 March

	
	(Unaudited)

	
	2008
	2007

	
	Baht
	Baht

	
	
	

	Purchases of goods
	2,120,561
	949,328

	Purchases of services
	427,685
	1,712,430


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.

b) Outstanding balances from purchases of goods and services 
	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Outstanding balances from purchases of goods
	
	

	   and services
	
	

	- Trade accounts payable
	89,477
	108,110

	- Accrued expense
	155,128
	93,980

	
	
	

	
	244,605
	202,090


Outstanding balances from purchases of goods and services were included in trade accounts payable and accrued expenses.
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Financial instruments

The principal financial risks faced by the Company are foreign 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.  
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Financial instruments (Cont’d)
As at 31 March 2008 and 31 December 2007, the Company has outstanding foreign currency forward contracts to sell USD as follows:

	
	31 March
	31 December

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Foreign currency forward contracts - fair value hedges
	
	

	2008 : Nil
	-
	

	(2007 : US Dollar 2.25 million at rates between Baht 
	
	

	   33.57 to 33.65 = 1 US Dollar)
	
	75,545,637

	
	
	

	Foreign currency forward contracts - cash flow hedges
	
	

	2008 : US Dollar 16.94 million at rates between Baht 
	
	

	   31.26 to 32.77 = 1 US Dollar
	538,762,810
	

	(2007 : US Dollar 2.38 million at rates between Baht 
	
	

	   33.42 to 33.65 = 1 US Dollar)
	
	75,861,910

	
	
	

	
	538,762,810
	155,407,547


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

	
	2008
	2007

	
	(Unaudited)
	(Audited)

	
	Baht
	Baht

	
	
	

	Favorable (Unfavorable) forward
	
	

	   foreign exchange contracts, net
	
	

	   - fair value hedge
	-
	266,549

	   - cash flows hedge
	8,279,399
	205,259

	
	
	

	
	8,279,399
	471,808


The net 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, short-term investments, trade receivables and payables and loans to contractors approximate to their fair values.
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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 which will be expired on 31 October 2008.  

On 7 September 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.
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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.

In 2007, the Company invested in the 2 biogas projects at Lamthap Branch and Aoluk Branch following incentives of the Government. The biogas projects are expected to produce income from the sale of electricity under the recently announced Government incentives for Very Small Power Produces (VSPP). As at 31 March 2008, the assets by business segment for biogas projects are under construction amounting to Baht 85 million (31 December 2007 : Baht 69 million) which has been presented as assets under construction in the financial statements. The Company has not derived income from the sale of electricity activities from such projects.
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Events after balance sheet date

At the Annual General Shareholders’ Meeting held on 25 April 2008, the shareholders approved a dividend for the year ended 31 December 2007 of Baht 4.00 per share, totaling Baht 376,000,000.  The Company paid an interim dividend at Baht 2.50 per share, amounting to Baht 235,000,000 during the year 2007. The Company will pay the remaining dividend at Baht 1.50 per share for 94,000,000 shares, totalling amounting to Baht 141,000,000 by 23 May 2008.
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