
KFC HOLDINGS (MALAYSIA) BHD (65787-T)
A.
NOTES TO THE INTERIM FINANCIAL REPORT

A1.
Basis of Preparation

This interim financial report is unaudited and has been prepared in accordance with the applicable disclosure provisions of the Listing Requirements of the Bursa Malaysia Securities Berhad, including compliance with Financial Reporting Standard (FRS) 134, Interim Financial reporting, issued by the Malaysian Accounting Standards Board (MASB). The Interim Financial Report should be read in conjunction with the Group’s audited financial statement for the year ended 31 December 2010.

The accounting policies and methods of computation used in the preparation of the interim financial statements are consistent with those used in the preparation of the last audited financial statements for the financial year ended 31 December 2010.

A2.
Significant Accounting Policies


The significant accounting policies adopted are consistent with the audited financial statements for the year ended 31 December 2010. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the year ended 31 December 2010.

On 1 January 2011, the Group adopted the following FRSs, Amendments to FRSs and IC Interpretations:-

FRS 1
First-time Adoption of Financial Reporting Standards

FRS 3
Business Combinations (Revised)

FRS 127
Consolidated and Separate Financial Statements

Amendments to FRS 2
Share-based Payment

Amendments to FRS 2
Group Cash-settled Share-based Payment Transactions

Amendments to FRS 5
Non-current Assets Held for Sale and Discontinued Operations

Amendments to FRS 127
Consolidated and Separate Financial Statements 
Amendments to FRS 138
Intangible Assets

IC Interpretation 4
Determining Whether an Arrangement Contains a Lease

IC Interpretation 12
Service Concession Agreements

IC Interpretation 16
Hedges of a Net Investment in a Foreign Operation

IC Interpretation 17
Distributions of Non-cash Assets to Owners

IC Interpretation 18
Transfers of Assets from Customers

Amendments to IC
Reassessment of Embedded Derivatives 
  Interpretation 9


Amendments to IC
Prepayments of a Minimum Funding Requirement

  Interpretation 14

Improvements to FRSs issued in 2010

Adoption of the above FRSs, Amendments to FRSs and IC Interpretations did not have any material impact on the financial performance, position or presentation of financials of the Group.

A3.
Status on Qualification of Audited Financial Statements

The audit report of the Group’s preceding year financial statement was not qualified.

A4.
Seasonality or Cyclicality of Operations

The Group’s performance is generally affected by seasonal factors such as school holidays and festive seasons.

A5.
Unusual Items affecting Assets, Liabilities, Equity, Net Income or Cash flows

There were no significant items which unusually affect assets, liabilities, equity, net income or cash flows during the financial year.

A6.
Change in Accounting Estimates

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

A7.
Debt and Equity Securities

There were no cancellation, resale and repayment of debt and equity securities for the financial year other than the following :-
(a)
The paid-up share capital of the Company was increased from 793,230,984 ordinary shares of RM 0.50 each or RM 396,615,492 as at 31 December 2010 to 793,266,104 ordinary shares of RM 0.50 each or RM 396,633,052 as a result of the issuance of 35,120 new ordinary shares upon conversion of 35,120 warrants at the exercise price of RM 3.00 per share.
(b) The number of warrants outstanding as at 31 December 2011 was 31,556,573. Each warrant entitles the holder the right to subscribe for a new ordinary share of RM 0.50 each in the Company at an exercise price of RM 3.00 per share. The warrants will expire on 14 September 2015.

(c)
The Company bought back 2,078,000 of its issued and paid-up shares from the open market at an average price of RM 3.82 per share. Total consideration paid for the buybacks including transaction costs was RM 7,933,667 and these buybacks were financed by internally generated funds.
All the bought back shares are being retained as treasury shares.

A8.
Dividend Paid
An interim dividend of 3 sen less 25% tax per share, in respect of the year ended 31 December 2011  amounting to RM17,801,725 was paid on 7 October 2011.
A9.
Operating Segments
	
	Cumulative Quarters
	
	Cumulative Quarters

	
	1 Jan – 31 Dec 2011
	
	1 Jan – 31 Dec 2010

	
	
	
	Operating
	
	
	
	Operating

	RM’million
	Revenue
	
	Profit/(loss)
	
	Revenue
	
	Profit/(loss)

	
	
	
	
	
	(Audited)
	
	(Audited)

	Malaysia
	
	
	
	
	
	
	

	KFC restaurants
	1,655.3
	
	210.3
	
	1,496.9
	
	193.7

	Integrated Poultry
	586.7
	
	1.6
	
	533.4
	
	4.1

	Education
	4.7
	
	(7.4)
	
	1.1
	
	(1.5)

	Ancillary
	102.7
	
	0.6
	
	99.8
	
	6.3

	Revaluation surplus
	-
	
	-
	
	-
	
	6.7

	
	2,349.4
	
	205.1
	
	2,131.2
	
	209.3

	
	
	
	
	
	
	
	

	Foreign
	
	
	
	
	
	
	

	KFC Singapore
	409.1
	
	20.7
	
	368.6
	
	16.0

	KFC Brunei
	20.5
	
	1.4
	
	16.4
	
	0.5

	KFC India
	19.8
	
	(11.7)
	
	6.2
	
	(4.0)

	
	449.4
	
	10.4
	
	391.2
	
	12.5

	
	
	
	
	
	
	
	

	Consolidated Total
	2,798.8
	
	215.5
	
	2,522.4
	
	221.8


	
	Current Quarter
	
	Current Quarter

	
	1 Oct – 31 Dec 2011
	
	1 Oct – 31 Dec 2010

	
	
	
	Operating
	
	
	
	Operating

	RM’million
	Revenue
	
	Profit/(loss)
	
	Revenue
	
	Profit/(loss)

	
	
	
	
	
	
	
	

	Malaysia
	
	
	
	
	
	
	

	KFC restaurants
	455.1
	
	61.6
	
	408.0
	
	54.1

	Integrated Poultry
	162.8
	
	0.1
	
	137.2
	
	0.7

	Education
	1.8
	
	(2.2)
	
	0.3
	
	(0.6)

	Ancillary
	26.4
	
	(1.8)
	
	24.6
	
	0.6

	Revaluation surplus
	-
	
	-
	
	-
	
	6.7

	
	646.1
	
	57.7
	
	570.1
	
	61.5

	
	
	
	
	
	
	
	

	Foreign
	
	
	
	
	
	
	

	KFC Singapore
	108.4
	
	7.6
	
	105.7
	
	4.6

	KFC Brunei
	6.1
	
	0.5
	
	4.8
	
	(0.9)

	KFC India
	6.0
	
	(4.8)
	
	3.3
	
	(1.8)

	
	120.5
	
	3.3
	
	113.8
	
	1.9

	
	
	
	
	
	
	
	

	Consolidated Total
	766.6
	
	61.0
	
	683.9
	
	63.4


A10.
Valuation of Property, Plant and Equipment

The valuation of property, plant and equipment has been brought forward without amendment from the financial statements for the year ended 31 December 2010. 

A11.
Material event subsequent to the end of the interim period

There were no material events subsequent to the end of the current quarter.

A12.
Changes in the Composition of the Group

There were no changes in the composition of the Group during the quarter. 
A13.
Changes in Contingent Liabilities and Contingent Assets

Since the last Balance Sheet date, there were no material changes in contingent liabilities and contingent assets.

A14.
Capital Commitment
	
	
	RM’000

	 Capital expenditure :
	Property, plant and equipment
	

	
	-  authorised but not contracted for
	290,939

	
	-  contracted but not provided for
	18,920

	
	
	309,859


A15.
 Impairment of Assets

There were no significant impairment losses recognised by the Company and the Group during the quarter. 

B.
ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA LISTING REQUIREMENTS
B1.
Detailed analysis of the Performance of all operating segments of the Group
The Group achieved revenue of RM 2,798.8 mil for the current financial year, representing a growth of 11.0% over prior year of RM 2,522.4 mil. 

Profit before tax declined by 2.8% to RM 215.5 mil in the current financial year as against previous year of RM 221.8 mil. Prior year profit included a net surplus from revaluation of properties of RM 6.7 million. On a comparable basis, the Group’s profit before tax improved slightly by 0.2% or RM 0.4 mil against prior year.
Below is the detailed analysis by business segment:
(a)
KFC Restaurants Segment
Malaysia Operations

Revenue for the year increased by 10.6% to RM 1,655.3 mil (2010: RM 1,496.9 mil) principally due to  the following :-

i. network expansion of  24 new restaurants during the  year bringing the total units to 539 restaurants as at end December 2011 .

ii. refurbishment and remodeling of 25 existing restaurants during the year. 
iii. introduction of innovative new products supported by effective execution of marketing promotions to encourage new trials and repeat visits. 
iv. launching of the 500th Restaurant Celebration, the “So Good” thematic campaign and marketing programs for brand building and positioning.

Profit before tax increased by 8.6% to RM 210.3 mil (2010 : RM 193.7 mil) in tandem with the higher sales. 
Singapore Operations

Revenue for the year improved by 11.0% to RM 409.1 mil (2010: RM 368.6 mil) due to the net addition of 3 restaurants and remodeling of 14 restaurants during the year besides launching new products that were supported with effective marketing promotions to drive sales and transactions.  
Profit before tax increased by 29.4% to RM 20.7 mil (2010: RM 16.0 mil) due to higher sales and improved margins from lower cost of sales. 

Brunei Operations

Revenue for the year increased by 25.0% to RM 20.5 mil (2010: RM 16.4 mil) and profit before tax increased by 180.0% to RM 1.4 mil (2010: RM 0.5 mil). The improved results were due to the addition of 3 new restaurants during the year, marketing promotions to drive sales and transactions and the reopening of a restaurant that was temporarily closed since October 2009 due to fire.
India  Operations

Revenue for the year increased by 219.4% to RM 19.8 mil (2010: RM 6.2 mil) in tandem with the higher number of restaurants. KFC India added 6 restaurants during the financial year which increased its store count to 13 restaurants at the end of December 2011.  However, it posted loss of RM 11.7 mil (2010: RM 4.0 mil loss) due to initial start-up costs incurred for general and administration expenditures while the business is being developed.
(b)
Integrated Poultry Segment
The Integrated Poultry segment supplies to KFC restaurants and external customers. Revenue for the year from external sales increased by 10.0% to RM 586.7 million (2010: RM 533.4 million).  Profits for the year however declined to RM 1.6 mil (2010: RM 4.1 mil) as the division was significantly affected by higher commodity costs incurred for the production of feed in its broiler farming activities, increased energy costs, storage costs and other operating costs. The division also incurred  higher cost  for broiler purchases from the open market to meet the increasing demand by KFC Malaysia’s operations. 
(c)
Education and Ancillary Segment
KFCH International College achieved higher revenue of RM 4.7 mil (2010: RM 1.1 mil) but reported loss of RM 7.4 mil (2010: RM 1.5 mil loss) during the financial year. Operating costs increased with the opening of a new campus at Bandar Dato Onn in Johor in addition to its Puchong campus in Selangor. Higher marketing expenses were spent for advertising and promotions through various media. The division have also aggressively promoted student intake by participating in education fairs and career talks, collaborating with government agencies besides running short courses and certificate programs. 

The Group’s Ancillary segment principally comprises its bakery and commissary, sauce manufacturing and contract tea packing operations. Revenue for the year increased marginally by 2.9% to RM 102.7 mil (2010: RM 99.8 mil). This division reported lower profit for the year of RM 0.6 mil (2010: RM 6.3 mil) mainly due to higher packaging and operating costs, reduced volume of contract packing activities and higher costs of raw materials for its sauce manufacturing operations. 

B2.
Material Changes in the Quarterly Results 


The Group’s revenue increased by 12.1% to RM 766.6 mil in the current quarter as against RM 683.9 mil in the previous year’s corresponding quarter. 

Profit before tax decreased by 3.8% to RM 61.0 mil in the current quarter from RM 63.4 mil in the previous year’s corresponding quarter. However, profit before tax in the previous year’s corresponding quarter included a revaluation surplus of RM 6.7 mil and if measured on a comparable basis, the profit before tax in the current quarter improved by RM 4.3 mil or 7.6%. 
The Group achieved higher sales and earnings in the current quarter albeit a challenging economic environment. KFC India and KFCH International College continued to incur high initial start-up costs in the current quarter during the gestation period.

Against the immediate preceding quarter, the Group’s revenue and profit before tax in the current quarter improved by RM 68.8 mil or 9.9% and RM 12.0 mil or 24.6% respectively. This was principally due to the year end school holidays and festive celebrations during the current quarter of the financial year.
B3.
Prospects 
The global economic outlook still appears uncertain in view of the lingering debt crisis in Europe although there are nascent signs of recovery in the US economy judging by the improving jobs market and corporate earnings released thus far. The positive data from US appear to outweigh the concerns in Europe at this moment and if sustainable will be pivotal to win back   investors’ and consumers’ confidence   in the global economy. 
The Malaysian economy continued to be sustained by public spending under the Government’s ETP as well as private capital spending. Coupled with incentives announced during the 2012 Budget, it is expected to stimulate the domestic economy towards achieving a GDP growth of 5% in 2012. 
The food sector is relatively resilient but it faces inflationary cost pressures. The Group expects profit margins to be tight and it plans to generate earnings growth by continuing to drive topline aggressively through new and repeat customer purchases. It will strive to develop and introduce new winning products, launch successful promotions that provide value for the consumers, invest in new facilities and refurbish existing ones, and improve customer service and experience. The Group is also continuously seeking better cost efficiencies and improving productivity at all its business segments.

The economies of the other markets where the Group operates such as Singapore, Brunei and India appear resilient with moderate GDP growth. The Group plans to continue growing in these markets through sustained development and refurbishment of stores besides executing operational excellence. 
Based on the foregoing, the Board is confident of maintaining the Group’s current growth for the year. 
B4.
Profit Forecast/Profit Guarantee
The Company is not subject to any profit forecast or profit guarantee requirement.

B5.
Taxation
	
	Current
	
	Cumulative

	
	Quarter
	
	Quarters

	
	RM’000
	
	RM’000

	Income tax expense for the year :-
	
	
	

	    Malaysian income tax
	18,380
	
	57,309

	    Foreign tax
	405
	
	3,675

	
	18,785
	
	60,984

	Overprovided in prior years
	(14,534)
	
	(14,534)

	Deferred tax
	18,271
	
	22,472

	
	22,522
	
	68,922


The effective tax rate for the Group for the current year is higher than the statutory tax rate in view of the disallowance of certain expenses for tax purposes.  

B6.
Status of Uncompleted Corporate Announcements
1.
 The Company had on 27 December 2007 announced the purchase of a piece of land (including all factories, buildings, structures, infrastructure and facilities built or erected on the land) measuring 20.533 acres (“the Property”) that forms part of a leasehold industrial land (expiring on 30 January 2041) held under document of title HS (D) 2276, PTD 1384, Mukim Hulu Sungai Johor, Kota Tinggi, Johor (“the Land”) for a cash consideration of RM 6,150,000 from Sindora Berhad (“SB”).

SB has obtained the approval for the subdivision of the Land from Jawatankuasa Hasil Bumi, Johor on 4 May 2011 and is now pending the issuance of the separate document of title to the said Property under the name of SB. The Conditions Precedent will be fulfilled upon issuance of the separate document of title to the said Property.

2.
The Company had on 11 July 2011 announced the purchase of part of the freehold vacant commercial land measuring approximately 3.095 acres or 134,818 sq ft on part of Lot PTD 156352 (previously under part of Lot 84134) located within Bandar Dato’ Onn (“BDO”) (“Parcel 2”) at a total consideration of RM 9,167,624.00 or RM 68.00 per sq. ft. from Johor Land Berhad.
The Company is in the midst of completing the Condition Precedents as defined in the Sale and Purchase Agreement with the Vendor. 
3.
Reference is made to the announcement made by the Company in relation to the letter of offer by Massive Equity Sdn Bhd (“MESB”) dated 14 December 2011, wherein MESB stated its intention to acquire the entire business and undertaking of KFC, including all assets and liabilities of KFC, at an aggregate cash consideration equivalent to:-
(a) RM4.00 per ordinary share of RM0.50 each held in KFC (“KFC Share”) multiplied by the total outstanding KFC Shares (less treasury shares, if any) at a date to be determined later; and 
(b)
RM1.00 per warrant of KFC (“KFC Warrant”) multiplied by the total outstanding number of KFC Warrants in issue at a date to be determined later.
(hereinafter referred to as the “KFC Offer”)

MESB had also on even date made an offer to acquire substantially all the business and undertaking of QSR Brands Bhd (“QSR”), including substantially all of the assets and liabilities of QSR (“QSR Offer”). The KFC Offer and the QSR Offer are inter-conditional.
The Company had on 21 December 2011 announced that the Board (save for the Interested Directors under the KFC Offer) has considered, inter-alia, the views of the Main Adviser and the Independent Adviser and all other relevant aspects of the KFC Offer. Pursuant thereto, the Independent Directors of KFC have agreed to accept the KFC Offer subject to further negotiations and mutual agreement on terms and conditions to be incorporated into the definitive sale and purchase agreement (“SPA”).

The KFC Offer is in the midst of being implemented for Shareholders and Warrantholders approval, with the full details to be announced in due course.

 B7.
Borrowings and Debt Securities
	
	As at 31 Dec 2011

RM’000
	
	As at 31 Dec 2010

RM’000

	Current
	
	
	

	Secured 
	
	
	

	-  Term Loan (denominated in RM)
	369
	
	20,557

	
	
	
	

	Unsecured
	
	
	

	-  Term Loans (denominated in RM)
	20,675
	
	15,463

	-  Term Loan (denominated in USD)
	2,701
	
	-

	-  Bankers’ Acceptance (denominated in RM)
	34,000
	
	5,682

	-  Revolving Credit (denominated in RM)
	8,000
	
	5,000

	
	65,745
	
	46,702

	
	
	
	

	Non-current
	
	
	

	Secured
	
	
	

	-  Term Loans (denominated in RM)
	46,708
	
	1,610

	
	
	
	

	Unsecured
	
	
	

	-  Term Loans (denominated in RM)
	101,018
	
	85,724

	-  Term Loan (denominated in USD)
	29,078
	
	18,511

	-  Term Loans (denominated in INR)
	11,700
	
	-

	
	188,504
	
	105,845

	
	
	
	

	
	254,249
	
	152,547


B8.
Material Litigation, Claims and Arbitration


There were no material litigations, claims and arbitration outstanding.
B9.
Dividend Proposed
There was no dividend proposed during the current quarter (2010 : 5.5 sen less tax of 25% per ordinary share).

B10.
Earnings Per Share
	
	CURRENT QUARTER
	  
	CUMULATIVE QUARTERS

	
	1 Oct – 31 Dec
	
	1 Jan – 31 Dec

	
	2011
	
	2010
	
	2011
	
	2010

	Earnings
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000

	
	
	
	
	
	
	
	

	Profit attributable to owners of the Company
	38,001
	
	48,674
	
	144,005
	
	156,848

	
	
	
	
	
	
	
	

	Weighted average number of shares
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	a)
Basic
	(‘000)
	
	(‘000)
	
	(‘000)
	
	(‘000)

	Weighted average number of ordinary shares in issue
	792,184
	
	793,132
	
	792,184
	
	793,132

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	b)
Diluted earnings per share
	
	
	
	
	
	
	

	 Weighted average number of ordinary shares in issue
	792,184
	
	793,132
	
	792,184
	
	793,132

	
	
	
	
	
	
	
	

	 Adjustment for assumed exercised of warrants
	5,783
	
	5,337
	
	5,783
	
	5,337

	
	
	
	
	
	
	
	

	 Adjusted weighted average number of ordinary shares
	797,967
	
	798,469
	
	797,967
	
	798,469

	
	
	
	
	
	
	
	

	Basic earnings per share (sen)
	4.80
	
	6.14
	
	18.18
	
	19.78

	
	
	
	
	
	
	
	

	Diluted earnings per share (sen)
	4.76
	
	6.10
	
	18.05
	
	19.64


B11.
Currency Translation


The exchange rates used for each unit of the foreign currencies in the Group for the current financial year are :-

	
	THIS YEAR CURRENT QUARTER
	PRECEEDING YEAR CORRESPONDING QUARTER

	
	MTH-END
	AVERAGE
	MTH-END
	AVERAGE

	
	RATE
	RATE
	RATE
	RATE

	
	RM
	RM
	RM
	RM

	
	
	
	
	

	Hong Kong (HK$)
	0.4091
	0.4028
	0.3964
	0.4193

	Brunei Darussalam (B$)
	2.4830
	2.4546
	2.4262
	2.4467

	Singapore (S$)
	2.4471
	2.4188
	2.3905
	2.4156

	US Dollar (USD)
	3.1779
	3.1315
	3.0851
	3.2572

	Indian Rupee (INR)
	0.0585
	0.0633
	0.0681
	0.0707


B12.
Realised and unrealised profits or losses

Pursuant to Paragraph 2.06 and 2.23 of Bursa Malaysia Main Market Listing Requirements, the breakdown of retained profits of the Group as at the reporting date,  is as follows :-
	
	As at
	
	As at

	
	31 Dec 2011
	
	31 Dec 2010

	
	RM’000
	
	RM’000

	
	
	
	

	The retained earnings of the Group is made up as follows :-
	
	
	

	-
Realised 
	588,019
	
	471,260

	-
Unrealised
	 (57,612)
	
	(35,140)

	
	530,407
	
	436,120

	Add : Consolidation adjustments
	45,613
	
	46,106

	Total retained earnings
	576,020
	
	482,226


By Order of the Board

KFC HOLDINGS (MALAYSIA) BHD

………………………………………………………..

IDHAM JIHADI BIN ABU BAKAR (MAICSA 7007381)

HENG AI LENG (MAICSA 7017245)

(COMPANY SECRETARIES) 

Date:  28 February 2012
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