FEDERAL FURNITURE HOLDINGS (M) BHD

INTERIM FINANCIAL REPORT – 1st QUARTER ENDED 31 MARCH 2006
NOTES TO THE INTERIM FINANCIAL REPORT
1. Basis of preparation
This interim financial report has been prepared in accordance with the Financial Reporting Standards (“FRS”) 134 “Interim Financial Reporting” and paragraph 9.22 of the “Bursa Malaysia Securities Berhad” (BMSB) Listing Requirements, and should be read in conjunction with the Group’s audited financial statements for the financial year ended 31 December 2005.  
Except as disclosed under Note 2 below, the accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the audited financial statements for the financial year ended 31 December 2005. 
2. Changes in accounting policies

The significant accounting policies adopted are consistent with those adopted in the preparation of the audited financial statements for the financial year ended 31 December 2005 except for the mandated adoption of the following new/revised 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 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 133
Earnings Per Share

FRS 134
Interim Financial Reporting

FRS 136
Impairment of Assets

FRS 140
Investment Property

The adoption of these new FRS does not have significant financial impact on the Group, other than the following:

a)
FRS 101: Presentation of Financial Statement

The adoption of the revised FRS 101 has affected the presentation of minority interest, investment property and other disclosures.  In the consolidated balance sheet, minority interest is now presented within equity and investment property is presented separately from other assets.  In the consolidated income statement, profit and loss attributable to minority interest is presented as an allocation of profit or loss for the period.  In the consolidated statement of changes in equity, total recognised income and expenses for the period is presented showing separately the amounts attributable to equity holders of the parent and to minority interest.

The current period’s presentation of the Group’s interim financial statements is based on the requirements of the revised FRS 101, with the comparatives restated to conform to the current period’s presentation and includes the following reclassifications:-





As Previous



As





Reported
Reclassification

Restated

 



RM’000
RM’000

RM’000
Property, Plant and Equipment
 54,637

(25,654)

 28,983
 


Investment property

      -

 25,654


 25,654


Revaluation reserves

 42,724

(  5,446)

 37,278


Accumulated losses

(85,600)
   5,446


(80,154)
b) Investment Property (FRS 140)

Prior to 1 January 2006, investment properties are stated at valuation.  Revaluations were carried out at least once every five years and any revaluation increase is taken to equity as a revaluation surplus.  The investment properties were last revalued in 2002.  In accordance with the transitional provisions of FRS 140, this change in accounting policy is applied prospectively and the comparatives as at 31 December 2005 are not restated.  Instead, the changes have been accounted for by restating the opening balance in the balance sheet as at 1 January 2006.

The adoption of this new FRS has resulted in a change in accounting policy for investment properties.  Investment properties are now stated at fair value, representing open-market value, determined by external valuers.  Gains or losses arising from changes in the fair values of investment properties are recognised in profit or loss in the period in which they arise and as a result no depreciation has been charged for the investment properties in the income statement for the quarter under review.  This has increased the Group profit before tax for the quarter by RM91,000.
3. Audit Report of Preceding Audited Financial Statements
The preceding year’s annual audited financial statements were not subject to any qualifications.
4. Seasonal or Cyclical Factors
The operation was also subject to the cyclical nature of the property market especially in the commercial and hospitality sectors.
5. Unusual items Affecting the Assets, Liabilities, Equity, Net Income or Cash Flows
There were no items affecting assets, liabilities, equity, net income or cash flows that were material and unusual because of their nature, size or incidence in the current quarter. 

6. Changes in estimates

There were no material changes in estimates of amount reported in prior interim periods or in previous financial years which have a material effect in the current quarter.
7. Debt and equity securities

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

8. Dividends paid

There were no dividends paid during the current quarter. 

9. Segmental Information 
	Period ended 31 Mac 2006
	Turnover

RM ‘000
	Profit /(Loss)

Before Taxation

RM ‘000
	Total Assets

Employed

RM ‘000

	Manufacture and trading of furniture
	6,030
	(224)
	44,865

	Renovation and interior fit-out
	5,596
	54
	28,154

	Investment holding
	
	(1,561)
	  5,700

	Others
	
	29
	67,119

	Turnover before elimination
	11,626
	(1,702)
	145,838

	Inter segment elimination
	(2,966)
	(36)
	(286)

	
	
	
	

	Turnover after elimination
	8,660
	(1,738)
	145,552


	Period ended 31 Mac 2005
	Turnover

RM ‘000
	Profit /(Loss)

Before Taxation

RM ‘000
	Total Assets

Employed

RM ‘000

	Manufacture and trading of furniture
	4,099
	(270)
	43,317

	Renovation and interior fit-out
	11,182
	84
	34,708

	Investment holding
	51
	(1,493)
	3,703

	Others
	
	(40)
	67,246

	Turnover before elimination
	15,332
	(1,719)
	148,974

	Inter segment elimination
	(1,843)
	
	(414)

	
	
	
	

	Turnover after elimination
	13,489
	(1,719)
	148,560


10. Valuation of Property, Plant and Equipment

There were no changes in the valuation of the property, plant and equipment reported in the previous audited financial statements that will have an effect in the current financial quarter under review. 

11. Material Events Subsequent to the Quarter End
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. 

12. Changes in Group Composition

There were no changes in the composition of the Group for the financial quarter under review.
13. Changes in Contingent Liabilities

There were no changes in contingent liabilities or contingent assets as at the date of this announcement.
14. Related party transactions 
	(All figures in RM’000)
	Current quarter
	Year-to-

Date

	Rent receivable from Masteron Sdn Bhd
	(42)
	(42)

	Building maintenance payable to Cipta Sentosa Sdn Bhd
	61
	61

	Rent payable to Cipta Sentosa Sdn Bhd
	17
	17


ADDITIONAL INFORMATION REQUIRED PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

15. Review of Performance
For the quarter ended 31 March 2006, the Group registered lower revenue of RM8.7 million as compared to RM13.5 million registered in the corresponding period last year.  Export sales from the manufacturing operations expanded by 47% on strong demand whereas turnover for the renovation and interior fit-out operations fell by 54% on account of the reduction in contracts secured.  Despite the decrease of revenue by 36%, the Group’s EBITA and pre-tax losses were maintained at RM1.0 million and RM1.7 million respectively on the said quarter-to-quarter comparison. This was mainly attributable to higher margin yields from the manufacturing and export division and a reversal of impairment loss on quoted securities.  After accounting for tax and minority interest, the Group registered YTD loss of RM1.9 million as compared to an after-tax profit of RM 0.4 million in the previous year.  This was due to the recognition of a deferred tax asset of RM2.1 million for the corresponding quarter last year. 
16. Comparison with Preceding Quarter 
Pre-tax loss for the current quarter fell to RM1.7 million from RM2.6 million in the preceding quarter due mainly to the higher margins and reversal of impairment loss on quoted securities.

17. Current Year Prospects. 

The Board expects that the contribution from the Manufacturing & Export division to continue to improve in current financial year.  However, the renovation and interior fit-out division will see lower revenue due to the intense competition and shrinking market.  The Group will also continuously look at investment opportunities to enhance its business activities and earnings potential.  The Proposed Debt Restructuring Scheme (“PDRS”) is only expected to be completed by the end of 2006 and any interest saving arising there from will only be achieved in 2007. 

18. Profit Forecast and Profit Guarantee
Not applicable.

19. Taxation  
Current Quarter

Year-to-date
Current year provision / (write-back)
           173,000
     
  173,000


Under/(over) provision in prior years
     
 -
 
       
-
Deferred tax asset


                        (45,000)

   (45,000)







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

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

Total tax




           128,000

  128,000






       ========

 =========

20. Unquoted Investments and/or Properties 

There was no disposal of properties and/or quoted investments.

21. Quoted securities 

There was no acquisition or disposal of quoted securities.
22. Status of corporate proposal  
On 24 March 2006, the Securities Commission (“SC”) has indicated that it will only consider the application for a waiver from the obligation by certain major shareholders to undertake by a Mandatory General Offer (“GO”) for all the remaining FFHB share not already owned by them pursuant to Part II, Section 6 of the Malaysian Code on Take-Overs and Mergers, 1998 (“the Code”), after the approval of the minority shareholders have been obtained.  In this regard, the Company is currently preparing the relevant circular to its shareholders to procure their approval for the PDRS and the GO. 
23. Group borrowings as at end of reporting period
· Short Term Borrowings :

	
	RM’000

	Secured :
	

	   Bank overdrafts
	

1,854

	   Short Term loans
	47,003

	   Revolving credits
	1,900

	   Bankers acceptances
	1,940

	   Term loan due within 12 months 
	3,522

	   Hire Purchase – 12 months
	43

	
	

	Unsecured :
	

	   Bank overdrafts
	4,542

	   Bankers’ acceptances
	27,468

	   Letter of credit 
	1,017

	   Revolving credit
	6,590

	   Short term loan
	2,735

	
	

	Total short term borrowings
	98,614


· Long Term Borrowings :

	Secured :
	RM’000

	   Term loans
	3,150

	   Hire Purchase Creditors
	143

	
	

	Total long term borrowings
	3,293


24. Off Balance Sheet Financial Instruments. 

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

25. Changes in material litigation  

There were no changes in material litigation during the interim period to-date. 
26. Dividend declared

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

27. Basic/diluted loss per share. 
The basic earnings per share has been calculated based on the Group’s loss after taxation and minority interests of RM1,897,000 and the number of shares in issue during the year of 27,681,500 

28. Compliance with Bursa Malaysia’s minimum share capital requirements 
On 13 March 2006, Bursa Malaysia Securities Berhad granted the Company an extension of time until 15 March 2007 to meet the minimum issued and paid up share capital required under Paragraph 8.16A of the Listing Requirements.   Pursuant to the Proposed Debt Restructuring Scheme, the Company would be undertaking a proposed rights issue with warrants and proposed restricted issue of shares that in aggregate would increase the issued and paid up share capital of the Company beyond the RM40 million required under paragraph 16A of the Listing Requirements. (Refer to Note 21 above on status of Corporate Proposal)
