FEDERAL FURNITURE HOLDINGS (M) BHD

INTERIM FINANCIAL REPORT – 4th QUARTER ENDED 31 DECEMBER 2002

This interim financial report contains condensed financial statements and should be read in conjunction with the most recent annual financial report. It has been prepared in compliance with Malaysian Accounting Standard Board (“MASB”) 26.

Notes to interim financial statements :

1. Accounting policies

The accounting policies and methods of computation used in the interim financial statements are consistent with those adopted in the most recent annual financial statements.

2. Audit Report

The Company’s Audit Report for the preceding annual financial Statement was not qualified by the auditors.

3. Comment about seasonal or cyclical aspects of operations.

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 property market especially in the commercial and hospitality sectors.
4. Unusual items

Save as disclosed in the Income Statement, there were no items affecting assets, liabilities, equity, net income or cash flows that were unusual because of their nature, size or incidence in the current quarter. 

5. Changes in estimates

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

6. Debt and equity securities

There were no issuances, cancellation, repurchase, resale and repayments of debt and equity securities during the current quarter. 

7. Dividends paid

There were no dividends paid during the current quarter. 

8. Segmental reporting

By activity :
Turnover

RM ‘000
Profit /(Loss)

Before Taxation

RM ‘000
Total Assets

Employed

RM ‘000






Manufacture and export of furniture
6,399
(5,617)
49,428

Trading
723
(1,351)
1,001

Renovation and interior fit-out
17,247
(5,422)
27,065

Investment holding
26
(6,330)
63,726

Others

(70)
575


24,395
(18,790)
141,795

9. Property, plant and equipment

The valuation of plant and equipment have been brought forward without any amendment from the previous annual financial statements. A valuation was carried out of all properties in the Group at 31 December 2002 and the increase in values net of deferred tax amounting to RM19.4 million was credited to revaluation surplus

10. Events subsequent to the balance sheet date

There were no material events subsequent to the end of the current quarter that have not been reflected in the financial statements of the interim period except for the impending compulsory acquisition of 2,714 sq. ft of the 36,372 sq. ft. of land held under PT279 Sek.91A Daerah & Negeri Wilayah Persekutan. The next hearing date is 7 March 2003.

11. Status of group composition

There were no changes in the composition of the Group during the current quarter.

12. Changes in contingent liabilities

Contingent liabilities amounting to RM395,350 as at the last annual balance sheet, 31 December 2001, has been provided for in the income statement for the period ended 31 December 2002. The Company has contingent liabilities amounting to RM1.1 million in respect of prior years taxation and tax penalties that is under litigation with the Inland Revenue.

13. Related party transactions 

(All figures in RM’000)
Current quarter
Year-to-

Date

Rent receivable from Masteron Sdn Bhd
(60)
(240)

Building maintenance payable to Cipta Sentosa Sdn Bhd
61
244

Rent payable to Cipta Sentosa Sdn Bhd
46
185





14. Taxation

Current Quarter

Year-to-date

Current year provision / (write-back)
        (44,000)

   
5,000

Under/(over) provision in prior years
        379,000
 
         379,000


The current quarter’s write back in taxation provision is due to the loss reported in the quarter in respect of a subsidiary that is taxable due to higher depreciation against capital allowance on a year-to-date basis.

15. Profits/loss from sale of properties and/or quoted investments

There were no profit/loss from sale of properties and/or quoted investments during the current quarter and financial year-to-date.

16. Quoted securities

There were no purchase of quoted securities during the current quarter and financial year-to-date.

17. 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:

17.1 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.

17.2 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,
17.2.1 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”),
17.2.2 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”),
17.2.3 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,
17.2.4 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. 

18. Group borrowings as at end of reporting period

· Short Term Borrowings :


RM’000

Secured :


   Bank overdrafts
1,999

   Short Term loans
48,904

   Revolving credits
1,900

   Bankers acceptances
2,896




Unsecured :


   Bank overdrafts
5,146

   Short term advance
1,168

   Bankers’ acceptances
27,871

   Revolving credit
5,899

   Short term loan
553




Total short term borrowings
96,336

· Long Term Borrowings :

Secured :
RM’000

   Term loans
5,358

   Hire Purchase Creditors
144




Total long term borrowings
5502

19. Off balance sheet financial instruments

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

20. Changes in material litigation

Since the last annual balance sheet, the Company’s subsidiary company, Federal Furniture (M) Sdn Bhd, had on 16 January 2003 received a writ of summons from Lembaga Hasil dalam Negeri for alleged non-payment of income taxes, additional income taxes and tax penalties for years of assessment 1992 to 1996 amounting to RM1,496,494.04. The Company has appointed legal counsel to defend the case and the statement of defense was filed on 18 February 2003.

21. Comment on material changes in profit before tax for the quarter compared to the preceding quarter.

Loss before tax for the current quarter increased to RM10.7 million compared to RM2.7 million in the preceding quarter. This is attributable to write-down in recoverable values of fixed assets and stocks, provisions made for doubtful debts and write-down in goodwill on consolidation amounting in aggregate to RM7.7 million.  

22. Review of performance

Group turnover increased by 40% from RM6.0 million in the preceding quarter to RM8.4 million for the current quarter due to higher sales achieved by the Renovations and Interior Fit-out Division. Year to-date turnover for the Group was 32% higher than the corresponding period last year as all divisions except for Trading saw significant improvements in sales. Operating loss before interest and depreciation for the year increased by 23% over last year as a result of write-downs in certain fixed assets, stocks, goodwill on consolidation and provisions made for doubtful debts amounting to RM7.7 million. Consolidated loss before tax for the full year was RM18.8 million. This represents an increase of 11% over the loss of RM17.0 million reported in the previous year. 

23. Current year prospects

The prospects for the Manufacturing and Export division will depend on whether there will be a war on Iraq and the impact of the war on the world economy. The expansion plans of the division’s customer’s in Japan will also have a material impact on demand for the division’s products as Japan is the biggest export market.. The prospect for the Renovation and Interior Fit-out industry is expected to improve in tandem with the increase in the number of new fit-out projects that will be implemented in 2003 but margin yield will continue to be under pressure due to the intense price competition. The prospect for the Group for 2003 as a whole will depend on the successful completion of the proposed debt restructuring and fund raising exercise that will substantially reduce the current high interest costs. 

24. Variance from profit forecast

Not applicable.

25. Dividend declared

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

26. Basic/diluted loss per share.

The basic loss per share has been calculated based on the Group’s loss after taxation and minority interests of RM19,044,038 and the number of shares in issue during the year of 27,681,500 

The fully diluted loss per share is the same as the basic loss per share as the assumed conversion of the outstanding warrants would be anti-dilutive.

27.  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 16 above). On 5 November 2002, the Company had written to the Securities Commission to request for an extension of time to comply with the minimum share capital requirement. Since then the deadline for listed enterprises to comply with the minimum capital requirement has been extended to 31 December 2003. 

