Company No:  640445-V

Kawan Food Berhad 

NOTES TO THE UNAUDITED FINANCIAL STATEMENTS

FOR THE FORTH QUARTER ENDED 31 DECEMBER 2007


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 2006.
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 2006.
A2
Qualification of Financial Statements

The financial statements of the Company and its subsidiaries for the financial year ended 31 December 2006 were not qualified.

A3
Seasonal or cyclical factors

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

A4
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.
A5
Changes in estimates

There were no changes in estimates that have had material effect in the current quarter results.
A6
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.
A7
Dividend proposed, declared or paid

A second interim dividend of 2 sen less 27% tax totaling RM1,168,000 in respect of the financial year ended 31 December 2006 was paid on 25 May 2007.
A first interim dividend of 2.5 sen less 27% tax totaling RM1,460,000 in respect of the financial year ended 31 December 2007 was paid on 17 December 2007.
A8
Segmental information
Business segments

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

	
	Investment 
	
	
	
	

	
	holding
	Manufacturing
	Trading
	Elimination
	Total

	
	RM'000
	RM'000
	RM'000
	RM'000
	RM'000

	Revenue
	         10,900
	          53,658
	          28,727 
	        (32,924)
	          60,361

	
	
	
	
	
	

	Results
	         10,453
	            8,455
	            1,050
	        (10,443)   
	            9,515 

	Finance cost
	
	
	
	
	             (324)

	Taxation
	
	
	
	
	             (951)

	Profit after tax
	
	
	
	
	            8,240


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.

	
	          3 months ended
	        Year-to-date ended

	
	31/12/07
	31/12/06
	31/12/07
	31/12/06

	
	RM'000
	RM'000
	RM'000
	RM'000

	Asia (Excl. M'sia)
	               1,451 
	               1,790 
	               6,717
	               7,396 

	Malaysia
	               8,146 
	               6,199 
	               26,399 
	               21,992 

	Europe
	783 
	               2,318 
	               9,374 
	               9,048 

	North America
	               3,447 
	               2,265 
	               13,474 
	               10,376 

	Oceania
	                  1,239 
	                  933 
	                  4,097 
	                  3,592 

	Africa
	                    49 
	62
	                    300 
	                    120   

	Consolidated
	             15,115 
	             13,567 
	             60,361 
	             52,524 


A9
Valuation of property, plant and equipment 

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

A10
Material events subsequent to Balance Sheet date

There were no material events subsequent to the end of the current quarter under review.
A11
Changes in the composition of the Group 

On 26 September 2007, the Company has entered into a Share Sale Agreement and a Shareholders’ Agreement to acquire 51,000 Ordinary Shares of par value RM1.00 each in Kayangan Manisan (M) Sdn Bhd (“KM”), representing 51% equity interest in KM for a cash consideration of RM255,000.00. 
The acquisition of KM was completed on 30 September 2007.

A12
Contingent Liabilities

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

A13
Capital Commitments


The capital commitments of the Group as at 31 December 2007 is as follows:











RM’ 000


Property, plant and equipment



 

Contracted but not provided for


    6,190







                                       ======

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

B1
Review of Performance 

The Group registered a turnover of RM15.115 million during the current quarter ended 31 December 2007 which was 11.4% increase as compared to RM13.568 million achieved in the corresponding quarter of the preceding year. Profit after taxation (“PAT”) has decreased from RM1.893 million to RM1.620 million this quarter. The decrease in PAT is mainly due to the increase of raw materials price such as flour and margarine.

B2
Variance of quarterly results compared to preceding quarter
The Group recorded a lower turnover of RM15.115 million for the current quarter under review compared to the immediate preceding quarter of RM17.135 million.

The profit before tax decreased to RM2.138 million for the current quarter from RM3.133 million registered in the immediate preceding quarter. The decreases were due to lower sales generated and sharp increase of raw material price in the current quarter compared to the immediately preceding quarter. 
B3
Commentary on the Prospect

The frozen food industry is expected to continue to grow. Companies which have a large export base will have to manage the continuing strengthening of the Ringgit Malaysia against the US Dollar, which is the currency predominantly used in export transactions.

The Group will continue to stay focused to maintain its leadership in the frozen Ready-To-Serve (“RTS”) segments. Competition in the RTS segments is expected to intensify and the margins are expected to face downward pressures due to increasing cost of materials such as flour, margarine, sugar and packaging materials. 
Besides expanding the existing production facilities in Malaysia, the Group would expand its business operation into China through its wholly-owned subsidiary, Kawan Food (Nantong) Co. Ltd (“KFN”). KFN was incorporated on 15 August 2006 with an authorized paid-up capital of USD5.0 million. KFN would principally be involved in the manufacturing, trading, distributing and exporting of frozen food products. The construction for the factory building in China has commenced in the 3rd quarter of 2007 and due to be completed within the next twelve (12) months from the date of commencement.
The aforesaid factors stated above of a stronger Ringgit Malaysia against the US Dollar and rising raw material prices have adversely affected the Group’s internal target. The actual sales growth achieved for the financial year ended 31 December 2007 is 15% compared to the targeted growth of 50%.
The Board is of the opinion that sales revenue growth in 2008 is expected to be better than the previous year despite the very challenging environment.
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 Dec 2007
                    31 Dec 2007






       RM’000

            RM’000




Tax expense






  



- Current period 


(415)  


       659




- Overprovision in prior year                   
   -                                        (636)
Deferred tax expense


  


  

- origination and reversal of 

  temporary differences

              276              

       270
- Overprovision in prior year                      657                                       657






        ________
                       _________


Total



     
  518


       950








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


The effective tax rate of the Group for the current quarter and financial year ended 31 December 2007 respectively is lower than the statutory tax rate due to the availability of reinvestment allowances and overprovision of tax liability in prior year.
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.
B9
Borrowings 







   As at 


   As at






           31 Dec 2007
           31 Dec 2006







 RM’000
             RM’000
Short term borrowings:

     Secured – Term loan



      990


      940
Long term borrowings


     Secured – Term loan



   2,345


   3,334







------------

 ------------
Total





   3,335


   4,274







======
=

 ======

The term loan is 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.

The trial hearing will be continued on 31 March 2008.
B12
Dividend

a) No dividend has been declared for the quarter under review. (2006 : 2 sen per ordinary share less 27% income tax)

b) The total dividend declared for the current financial year is 2.5 sen per ordinary share less income tax of 27% (2006 : 2 sen per ordinary share less 27% income tax and 1 sen per ordinary share less 28% income tax)
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:

	
	3 months

ended

31.12.2007
	3 months ended 

31.12.2006
	Year-to-date
ended

31.12.2007
	Year-to-date 

ended

31.12.2006

	Profit attributable to equity holders of the Company (RM’000)
	1,637
	1,893
	8,258
	8,237

	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
	80,000,000
	80,000,000

	Basic earnings per share (sen)
	2.05
	2.37
	10.32
	10.30


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: 22 February 2008 
PAGE  
6

