FEDERAL FURNITURE HOLDINGS (M) BHD

Explanatory notes on Quarterly Report on consolidated results for the second financial quarter ended 30 June 2002. 

Notes :

1. Accounting Policies

The quarterly financial statements have been prepared based on accounting policies and methods of computation consistent with those adopted in the most recent annual financial statements and in accordance with applicable accounting standards approved by the Malaysian Accounting Standard Board (“MASB”).

2. Exceptional Items

None











3. Extraordinary Items

There was no extraordinary item during the financial period under review. 

4. Taxation

Current year provision


  76,000

Under/(over) provision in prior years
     - 
   

The current year taxation provision is in respect of a subsidiary that is profitable.

5. Sale of Investment and/or Properties

There was no sale of unquoted investment or property for the current financial year to-date. 

6. Quoted Securities

There were no purchases or disposals of quoted securities for the current financial year to- date. 

7. Changes in the Composition of the Group during the financial year to-date

None

8. Status of Corporate Proposal

On 12 October 2000, Aseambankers Malaysia Berhad (“Aseambankers”), announced on behalf of FFHB that the Company had on 11 October 2000 entered into a conditional Debt Restructuring Agreement with certain of its lenders to restructure part of its borrowings and to undertake the following proposals:

8.1 Proposed renounceable rights issue of up to 33,085,920 new ordinary shares of RM1.00 each together with 24,814,440 detachable new warrants at an issue price to be determined at the price-fixing date after the approval of the Securities Commission (“SC”) on the basis of four (4) new ordinary shares of RM1.00 each together with three (3) detachable new warrants for every five (5) existing ordinary shares of RM1.00 each.

8.2 Proposed debt restructuring arrangement between FFHB and certain subsidiaries and their respective scheme lenders to restructure an estimated debt of RM58,700,457 (inclusive of interest capitalised up to 31 May 2001) which involve, inter alia,
8.2.1 Proposed restricted issue of up to 13,408,820 new ordinary shares of RM1.00 each to the scheme lenders at an issue price to be determined at the price-fixing date after the approval of the SC (“Issue of Shares”),
8.2.2 Proposed restricted issue of rights to allotment of RM27,681,500 nominal value of Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) to the scheme lenders at the nominal price of RM1.00 per ICULS (Issue of ICULS”),
8.2.3 Proposed restricted offer for sale of the rights to allotment of RM27,681,500 nominal value of ICULS to shareholders on a renounceable rights basis of RM1.00 nominal value of ICULS for each existing share held,
8.2.4 Proposed cash repayment of approximately RM17,610,137 for the remaining 30% of the principal debts outstanding.   
On 5 September 2001, Aseambankers, on behalf of FFHB, announced the following revisions to the above proposal:

i. Proposed renounceable rights issue of up to 41,357,400 new ordinary shares of RM1.00 each in FFHB together with up to 24,814,440 detachable new warrants at an issue price to be determined at the price-fixing date after the approval of the SC on the basis of five (5) new ordinary shares of RM1.00 each together with three (3) Warrants for every five (5) existing shares of RM1.00 each,

ii. Revision of the duration of the exercise period of the Warrants from five (5) to ten (10) years, and

iii. Proposed cash repayment for all the remaining indebtedness up to the date of completion of the Proposed Debt Restructuring of the Principal Debt after the proposed Issue of ICULS and proposed Issue of Shares.

The Securities Commission rejected the Company’s proposal on 23 January 2002 and required the Company to submit a revised proposal to turnaround the cash balance deficit in a shorter time. The Company is currently working on the revised proposal. 

9. Changes in Share Capital and/or debt securities.

There were no issuance and repayment of debt security nor changes in the share capital for the current financial year to-date.

10. Group Borrowings as at end of Reporting Period

· Short Term Borrowings :


RM’000

Secured :


   Bank overdrafts
1,990

   Short Term loans
48,344

   Revolving credits
1,900

   Bankers acceptances
2,896




Unsecured :


   Bank overdrafts
6,034

   Short term advance
1,462

   Bankers’ acceptances
26,219

   Revolving credit
5,899

   Short term loan
553




Total short term borrowings
95,297

· Long Term Borrowings :

Secured :
RM’000

   Term loans
4,222

11. Contingent Liabilities

There were no changes in contingent liabilities since the last annual audited balance sheet date.

12. Off Balance Sheet Financial Instruments

There were no off balance sheet financial instruments at the date of this report.

13. Material Litigation

None.

14. Segmental Reporting

By activity :
Turnover

RM ‘000
Profit /(Loss)

Before Taxation

RM ‘000
Total Assets

Employed

RM ‘000






Manufacture and export of furniture
1,984
(1,911)
51,213

Trading
492
(232)
1,215

Renovation and interior fit-out
7,494
(840)
28,819

Investment holding
10
(2,223)
46,429

Others

(33)
575


9,980
(5,239)
128,251

15. Comment on material Changes in profit before tax for the quarter compared to the preceding quarter.

The 6% increase in Loss before tax of RM 2.7 million for the current quarter is not materially higher than the RM2.5 million registered in the preceding quarter. 

16. Review of Performance

Year to-date turnover for the Group was 40% lower compared to the corresponding period last year. This is attributable to the realignment of the Group’s resources to manufacture the new case works for export to the Asia Pacific market. This initiative is necessitated by the continuing weak demand in the US retail market and poor margin yields for the traditional dining sets following the economic slowdown. EBIT for the half year improved by 40% over the same period last year. All operating business units recorded reduction in operating losses. However, this improvement was diluted by the higher interest expensed to the Income Statement due the discontinuation of interest capitalisation on certain assets. On a consolidated basis, loss before tax improved by 8% from a loss of RM5.7 million last year to a loss of RM5.2 million in the current year. 

17. Material events subsequent to the end of period reported

None

18.  Comment about seasonal or cyclical aspects of operations.

The manufacturing and Export division has traditionally been subject to the seasonality of its export markets that peak in the fourth quarter due to the Christmas festive period. The Trading operations that carry out a substantial portion of its business activities in the United States of America’s market is subject to the same seasonal peak in retail sales of furniture. This would be followed by the trough in the next quarter when turnover will be lowest. Turnover for the Renovation and Interior Fit-out operations is normally lower in the first quarter due to the long Chinese New Year break. The operation is also subject to the cyclical nature of the commercial and hospitality sectors of the property market that has experienced a drastic downturn since the economic crisis in 1997.  
19.  Current Year Prospects

The Furniture Manufacturing and Export division expects the prospects for 2002 to depend on the success in fulfilling the contract secured to supply case works for multi chain retail outlets in the Asia Pacific region. Efforts have also been made to improve the local retailing business with sales promotion and the introduction of more affordable products and the prospect for the year ahead therefore will hinge on the results of these efforts. The prospect for the Renovation and Interior Fit-out industry is expected to improve in tandem with the increase in number of new governmental projects being implemented from 2002 onward but margin yield will be under increasing pressure from intense price competition. 

High interest costs will continue to impair the Group’s financial results until the completion of the proposed debt restructuring and fund raising exercise (refer to Note 8 above). 

20. Variance From Profit Forecast

Not applicable.

21.  Dividend

No interim dividend has been declared during the period under review.

22. Compliance with KLSE’s minimum share capital requirements

The Company will be able to meet KLSE’s minimum share capital requirement of RM40 million upon the completion of the Proposed Fund Raising and Debt Restructuring Exercise (refer to Note 8 above).

