Company No:  640445-V

Kawan Food Berhad 

NOTES TO THE UNAUDITED FINANCIAL STATEMENTS

FOR THE FIRST QUARTER ENDED 31 MARCH 2006


A1
Basis of Preparation

The interim financial statements are unaudited and have been prepared in accordance with FRS 1342004: Interim Financial Reporting, issued by Malaysian Accounting Standards Board (MASB) and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad. 
The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 December 2005.
The preparation of an interim financial report in conformity with FRS 1342004, Interim Financial Reporting requires management to make judgements, estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities, income and expenses on a year to date basis. Actual results may differ from these estimates.

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for financial period beginning 1 January 2006:

FRS 2

Share-based Payment

FRS 3

Business Combinations
FRS 5

Non-current Assets Held for Sale and Discontinued Operations

FRS 101
Presentation of Financial Statement

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in 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 128
Investment in Associates

FRS 131
Interests in Joint Ventures

FRS 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earning Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

FRS 140
Investment Property 

In addition to the above, the Group has also taken the option of early adoption of the FRS 117: Leases and FRS 124: Related Party Disclosures for the financial period beginning 1 January 2006.

The adoption of these new and revised FRS does not have significant financial impact to the Group. The principle effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are discussed below:-
FRS 116 Property, Plant and Equipment
All leasehold land which were previously carried at cost less amortisation under property, plant and equipment are now treated as prepaid lease payment under non current assets.

FRS 117 Leases

With the adoption of FRS117 as from 1January 2006, the leasehold interest in land held for own use is accounted for as being under an operating lease and the prepaid lease payments are amortised on a straight line basis over the remaining lease term of the land.

FRS 140 Investment Property 
The adoption of FRS140 has resulted in a change in the accounting policy for investment property as well as the reclassification of a property previously recognised in as property, plant and equipment to investment property. As a result of the adoption of FRS 140, property of the Group which is held for rental to external parties has been reclassified to investment property. The investment property is measured initially at cost, including transaction cost. Following initial recognition, investment property is carried at cost less accumulated depreciation and accumulated impairment losses, if any.
A2
Comparatives

The following comparative amounts have been restated due to the adoption of new and revised FRSs:



            
         Previously






                            Stated

FRS 117
FRS 140
Restated





RM’000

RM’000

RM’000

RM’000





At 31 December 2005






Property, plant and equipment
 23,290

 (2,981)

 (1,021)

19,288


Prepaid lease payment

     -

   2,981

        -

  2,981


Investment property
 
     -

      -

  1,021

  1,021

A3
Qualification of Financial Statements

The financial statements of the Company and its subsidiaries for the financial year ended 31 December 2005 were not qualified.

A4
Seasonal or cyclical factors

The business operations of the Group were not significantly affected by any seasonal or 
cyclical factors.

A5
Unusual items affecting assets, liabilities, equity, net income or cash flows

There were no unusual items affecting assets, liabilities, equity, net income or cash flows for the current quarter under review.
A6
Changes in estimates

There were no changes in estimates that have a material effect on the current quarter under review.

A7
Issuance and repayment of debt and equity securities

There were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities by the Company during the current quarter under review.
A8
Dividend proposed, declared or paid

There were no dividend payments made during the current financial quarter.

A9
Segmental information

Business segments

The Group’s business segments mainly comprise the manufacture and sale of frozen food products.

Business segmental information has therefore not been prepared as all Group’s revenue, operating profit, assets employed, liabilities, depreciation and amortization, and non cash expenses are mainly confined to one business segment.

Geographical segments
The manufacturing and investment holding segments are operated solely in Malaysia. In presenting information on the basis of geographical segments, segment revenue is based on the geographical location of customers.





         Revenue from external







         customers by location







         of customer








             RM




Asia (Ex-M’sia)



        1,107,706

     

Malaysia



        5,441,314

     


Europe




        2,067,720



North America



        2,825,448


 

Oceania



           996,730


  



        


    ___________

    

Consolidated
     


      12,438,918

    



     


     ==========

    
A10
Valuation of property, plant and equipment 

No revaluation of property, plant and equipment were undertaken during the current quarter under review.

A11
Material events subsequent to Balance Sheet date

There were no material events subsequent to the end of the current quarter under review.
A12
Changes in the composition of the Group 

There were no changes in the composition of the Group during the current quarter under review.
A13
Contingent Liabilities

The Board is not aware of any material contingent liabilities incurred by the Group for the current quarter under review. 

A14
Capital Commitments


The capital commitments of the Group as at 31 March 2006 is as follows:











RM’ 000


Property, plant and equipment



 

Contracted but not provided for


  3,278
 








======
PART: B
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES  

B1
Review of Performance 

The Group recorded revenue of RM12.439 million and profit after taxation (“PAT”) of RM2.017 million for the three (3) months ended 31 March 2006. 
No comparison is made with the corresponding period in the previous financial year as this is the first set of consolidated financial statements for the first quarter announced by the Company.
B2
Variance of quarterly results compared to preceding quarter
The Group achieved a higher revenue of RM12.439 million for the current financial quarter under review compared to the immediate preceding financial quarter of RM11.720 million mainly due to the increase of sales in conjunction with the festive seasons.

The PAT increased to RM2.017 million for the current financial quarter from RM1.265 million registered in the immediate preceding financial quarter due to certain inventories written off in the immediate preceding financial quarter. 
B3
Commentary on the Prospect

The Group will continue its effort to expand the existing export markets and also to new export markets. As such, the Group expects to widen the customer base and further reinforce the Group’s presence both locally and overseas. Barring any unforeseen circumstances, the Board believes that the performance of the Group for the financial year ending 31 December 2006 should be better than that for the previous year. 

B4
Variance of actual and profit forecast

Not applicable as the Group did not issue any profit forecast for the current financial year.
B5
Taxation







      Current  

       Current Year


             Quarter Ended                   To-date Ended 

                          31 March 2006
                   31 March 2006






       RM’000

            RM’000




Tax expense






  



- Current period 


 619   


  619


Deferred tax expense


  


  

- origination and reversal of 

  temporary differences


(114)


  (114)






        ________
                       ________ 



Total




 505


  505








         =======                          =======


The effective tax rate of the Group for the current quarter and financial year to-date ended 31 March 2006 respectively is lower than the statutory tax rate due to the availability of reinvestment allowances.
B6
Sale of Unquoted Investment and Properties

There were no sales of unquoted investment and properties during the current quarter under review.
B7
Quoted and Marketable Securities


There was no purchase or disposal of quoted and marketable securities during the 
current quarter under review.

B8
Status of Corporate Proposal


There were no corporate proposals announced but not completed as at to date. In addition, save as disclosed below as set out in the Prospectus, there are no corporate proposals that have not been completed as at the date of this report. 
B8.1
Save for the Employees’ share options scheme as set out in the Company’s prospectus dated 30 June 2005 (“Prospectus”), there were no corporate proposals announced but not completed as at to date.
B8.2
Status of Utilisation of Proceeds


The Company raised gross proceeds of RM10,320,000 from the initial public offering. Part of the proceeds has been utilised as follows:



                                         

 Utilisation          





   Proceeds
   to date 
Balance





    RM’000           RM’000             RM‘000
Purchase of machinery

                   4,000
    (3,139)
      861              

Working capital*


      4,320               (4,678)               (358)             
Estimated share issue expenses*
      2,000               (1,642)                358





_________         _________    ________






    10,320               (9,459)                 861





=========        =========   ========

* As stated in the Prospectus, in the event there is a change to the estimated listing expenses, the proceeds to be utilised for working capital will be adjusted accordingly.

B9
Borrowings 










RM’000
Short term borrowings:

     Secured – Term loan





      907
Long term borrowings


     Secured – Term loan





   4,040









______

Total







   4,947










======

All borrowings are denominated in Ringgit Malaysia.

B10
Off balance sheet financial instrument 

The Group has not entered into any off balance sheet financial instruments as at the date of this financial statement.

B11
Material litigation

The Group does not have any material litigation as at the date of this announcement save for the following:

Georgetown Sessions Court Summons No. 52-3313-2004 Twenty First Grafix Sdn Bhd v Kawan Food Manufacturing Sdn Bhd (‘KFM”)
By a summons and statement of claim of filed on 9 November 2004 and served on KFM, a wholly owned subsidiary of the Company, on 29 November 2004, Twenty First Grafix Sdn Bhd, an advertising consultant providing corporate and product branding services of products (“Consultant”), has claimed against KFM the sum of RM130,940 alleged as owing by KFM to the Consultant, pursuant to the work and services provided to KFM by the Consultant, as well as interest and costs on the claim.

KFM has made a full provision of RM130,940 above in the financial year ended 
31 December 2004. 
The trial date has been adjourned to 22 June 2006.
B12
Dividend


No interim dividend has been declared for the financial period ended 31 March 2006.
B13
Earnings Per Share (“EPS”)


a)
Basic EPS

The basic EPS for the current quarter under review and cumulative year to date are computed as follows:

	
	Current Quarter Ended

31 March 2006
	Current Year To-Date Ended

31 March 2006

	Profit after taxation (RM’000)
	2,017
	2,017

	Total weighted average number of share capital in issue during the current quarter/current year to-date (No. of ordinary share of RM0.50 each)
	80,000,000
	80,000,000

	Basic earnings per share (sen)
	2.52
	2.52


b)       Diluted EPS

There are no diluted EPS as the Company does not have any convertible financial instrument as at the end of the current quarter under review.

By order of the Board

__________________________

Gan Thiam Chai

Managing Director

Date: 31/05/2006
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