Khee San Berhad (304376-A)

(Incorporated in Malaysia)


NOTES TO THE FINANCIAL STATEMENTS FOR THE PERIOD ENDED 31 MARCH 2007
PART A – EXPLANATORY NOTES PURSUANT TO FINANCIAL REPORTING STANDARDS (“FRS”) 134
1.
Basis Of Preparation

The interim financial statements is unaudited and has been prepared in accordance with the requirements of FRS 134 - Interim Financial Reporting (formerly known as MASB 26) and Paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia”).

The interim financial statements should be read in conjunction with the audited financial statements for the financial year ended 30 June 2006. The 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 financial year ended 30 June 2006.

The accounting policies and methods of computation adopted in this quarterly financial statements of the Group are consistent with those adopted in the most recent annual audited financial statements for the year ended 30 June 2006, except as mentioned in Note 2 below.
2.
Changes In Accounting Policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the financial year ended 30 June 2006 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for the financial period beginning 1 January 2006:-

FRS 3

Business Combinations


FRS 101
Presentation of Financial Statements


FRS 102
Inventories


FRS 108
Accounting Policies, Changes in Accounting Estimates and Errors


FRS 110
Events after the Balance Sheet Date


FRS 116
Property, Plant and Equipment


FRS 121
The Effects of Changes in Foreign Exchange Rates


FRS 127
Consolidated and Separate Financial Statements


FRS 132
Financial Instruments: Disclosure and Presentation


FRS 133
Earnings Per Share

FRS 136
Impairment of Assets


FRS 138
Intangible Assets

2.
Changes In Accounting Policies (Cont’d)
In addition to the above, the Group has also taken the option of early adoption of the following new/revised FRS for the financial period beginning 1 July 2006:-

FRS 117
Leases

A summary of the principal impact on the Group’s accounting policies resulting from the adoption of the new or revised standards are as follows:-

(a) FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.

(b) FRS 117: Leases

The adoption of the revised FRS 117 has resulted in a retrospective change in the accounting policy relating to the classification of leasehold land. The up-front payments made for the leasehold land represents prepaid lease payments and are amortised on a straight-line basis over the lease term. A lease of land and building is apportioned into a lease of land and a lease of building in proportion to the relative fair values of the leasehold interests in the land element and the building element of the lease at the inception of the lease. Prior to 1 July 2006, leasehold land was classified as property, plant and equipment and was stated at cost less accumulated depreciation and impairment losses, if any.

All other new/revised accounting standards adopted resulted in only minimal changes to the presentation and additional disclosures.

3.
Comparatives

The following comparative amounts have been restated due to the adoption of new/revised FRS:-


Adjustments 



Previously
    FRS117


   Stated
  (Note 2(b)) 
   Restated

   RM’000
    RM’000
    RM’000
At 30 June 2006

Property, plant and equipment
    43,557
     (1,888)
      41,669
Investment property
        -    
         222
           222

Prepaid lease payments
        -
         1,666
        1,666


4.
Status Of Audit Qualification
The audited financial statements for the year ended 30 June 2006 was not subject to any qualification.

5.
Seasonal Or Cyclical Factors

The results of the Group are not subject to any seasonal or cyclical factors.

6.
Nature And Amount Of Exceptional And Extraordinary Items
There were no unusual items affecting the assets, liabilities, equity, net income or cash flows during the quarter ended 31 March 2007.
7.
Changes In Estimates

There were no material changes in the estimates used for the preparation of this interim financial report.
8.
Debt And Equity Securities

During the financial period, there were no issuances, cancellation, repurchases or resale of debt and equity securities.
9.
Dividend


A first and final dividend of 4 sen per ordinary share less 27% tax amounting to RM1.752 million was declared on 6 December 2006 and paid on 5 January 2007 in respect of the financial year ended 30 June 2006.

10.
Segment Information


Segment analysis for the current financial year-to-date:-


  Investment
  Manufacturing


     Holding
    And Trading
    Eliminations
     Group

9 Months Ended 31 March 2007
     RM’000
        RM’000
        RM’000
    RM’000

REVENUE:

External
          -
        51,464
              -
     51,464

Internal
          -
        26,552
       (26,552)
         -

TOTAL
          -
        78,016
       (26,552)
     51,464

RESULTS:
Profit / (Loss) Before Taxation



        (283)


Taxation



          (16)

Profit / (Loss) After Taxation



        (299)

The Group’s operations are mainly in the manufacture and trading of sweets and confectionery.

11.
Revaluation of Property, Plant and Equipment

The valuations of land and buildings have been brought forward, without any amendments from the previous annual financial statements.

12.
Material Subsequent Events

There have been no material events subsequent to the end of the quarter that have not been reflected in the financial statements.

13.
Changes In The Composition Of The Group

There were no changes in the composition of the Group for the current quarter and financial year-to-date.
14.
Changes In Contingent Liabilities / Assets
There is a contingent liability amounting to approximately RM11 million being corporate guarantees given to financial institutions for banking facilities granted to a subsidiary company.

PART B – EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

15.
Review Of Performance

For the financial period ended 31 March 2007, the Group achieved a higher turnover of RM51.464 million ( 31 March 2006 – RM44.830 million ). However, a loss before tax of RM0.283 million was recorded as compared to a profit before tax of RM1.672 million in the same period last year. 
The revenue growth for the first three quarters of the current financial year was driven by growth in both the local and export market; with increases of 7.33% and 42.75% respectively. The revenue growth could only to a certain extent defray the higher cost of raw materials, packaging materials and costs of fuel/utilities. As a result thereof, the Group incurred a lower profit margin.
16.
Material Changes In The Quarterly Results Compared To The Results Of The Preceding Quarter

The Group achieved a turnover of RM17.828 million in the third quarter ended 31 March 2007 representing a 7% increase over the preceding quarter. With the improvement in turnover, the Group incurred a lower loss before tax of RM0.125 million in the quarter under review as compared with a loss before taxation of RM0.315 million in the preceding quarter. 

17.
Current Year Prospects

The operating environment is expected to remain unchanged in the fourth quarter. The Group continues to face increases in commodity/packaging materials costs and other production costs in a competitive market. The Board of Directors expects the performance of the Group in the fourth quarter to be in line with the earlier quarters.

Nevertheless, to counteract the challenges, the Group will focus on introducing new products to the market and improve on its marketing and branding strategies. Consistent efforts will be made to improve production efficiency so as to mitigate the rising costs of production.

18.
Variance from Profit Forecast

As the Group has not provided any profit forecast or profit guarantee, no explanatory notes will be provided.
19. 
Taxation













Current Quarter 
Year to Date

     31.03.2007

  31.03.2007
       RM’000

     RM’000

Current tax:

- for the financial period/year


             (74)

        (126)

Deferred taxation




  55

         109
 (19)

          (17)


The effective tax rate for the current quarter was lower than the statutory tax rate principally due to utilisation of tax losses and unabsorbed capital allowances brought forward available for set-off against taxable business income of one of the subsidiary companies.

20.
Profit On Sale Of Unquoted Investments Or Properties
There was no sale of unquoted investment or sale of properties for the current quarter. 
21.
Purchase Or Disposal Of Quoted Securities

There were no purchase or sale of quoted securities in the current quarter. For the financial year-to-date, the Group made the following disposal of quoted securities. 








Current Quarter 
Year to Date

     31.03.2007

  31.03.2007

       RM’000

     RM’000

Disposal Proceeds



             -

       2,016









Gain on Disposal




 -

          230          


Quoted Securities
-
at cost


 -

       2,000



-
at carrying value

 -

       1,938



-
at market value

 -

       2,016


22.
Corporate Proposals

There were no new corporate proposals that have been announced by the Company as at date of this report.

23.
Group Borrowings And Debt Securities



 31.03.2007



The Group



   RM’000


Short term borrowings:


Bank overdraft
        3,049


Bankers’ acceptance
        6,280


Term loan
           514



        9,843

Long term borrowing:


Term loan

-



        9,843



Bank overdraft and trade facilities of one of the subsidiary companies are secured by corporate guarantees given by the Company and a negative pledge over the unencumbered assets of the subsidiary company. The term loans of the subsidiary company are secured by corporate guarantees given by the Company and a specific debenture over certain plant and machineries of the subsidiary company.

24.
Off Balance Sheet Financial Instruments

There were no material financial instruments with off balance sheet risk as at 23 May 2007.

25.
Material Litigation

There was no pending material litigation against the Group as at 23 May 2007.

26.
Proposed Dividend

The Board does not recommend any interim dividend for the third quarter ended 31 March 2007.

27.
Earnings Per Share
The earnings per share is calculated by dividing the Group’s profit after taxation for the financial period over the number of ordinary shares in issue during the financial period as follows:-


 





Current Quarter
Year to Date
    31.03.2007
  31.03.2007
Profit / (Loss) after taxation (RM’000)
           (144)

        (299)





Number of ordinary shares in issue (‘000)
       60,000

    60,000

Basic earning / (loss) per share (sen)
          (0.24)

       (0.50)
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