FEDERAL FURNITURE HOLDINGS (M) BHD

INTERIM FINANCIAL REPORT – 2ND QUARTER ENDED 30 JUNE 2007
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 2006.  
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 2006. 
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 2006 except for the mandated adoption of the following new/revised FRS effective for the financial period beginning 1 January 2007.  
FRS 117
Leases

FRS 124
Related Party Disclosures

The adoption of FRS 124 does not have any significant financial impact on the Group. The principal changes in accounting policy and its effects resulting from the adoption of FRS 117 are discussed below:

a)
FRS 117: Leases

The adoption of the revised FRS 117 has resulted in a retrospective change in the accounting policy relating to the classification of leasehold land. The up-front payments made for the leasehold land represents prepaid lease payments and are amortised on a straight-line basis over the lease term. A lease of land and building is apportioned into a lease of land and a lease of building in proportion to the relative fair values of the leasehold interests in the land element and the building element of the lease at the inception of the lease. Prior to 1 January 2007, leasehold land was classified as property, plant and equipment and was stated at valuation less accumulated depreciation and impairment losses. The leasehold land was last revalued in 2002.

Upon the adoption of the revised FRS 117 at 1 January 2007, the unamortised revalued amount of leasehold land is retained as the surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions of FRS 117. The reclassification of leasehold land as prepaid lease payments has been accounted for retrospectively and as disclosed below, certain comparative amounts as at 31 December 2006 have been restated. 





As Previous
Adjustments

As





Reported
FRS 117

Restated

 



RM’000
RM’000

RM’000

Property, Plant and Equipment
 24,164,823
(4,942,046)

 19,222,777



Prepaid lease payments

      -

 4,942,046

   4,942,046

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 and construction industry 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 30 June 2007
	Turnover

RM ‘000
	Profit /(Loss)

Before Taxation

RM ‘000
	Total Assets

Employed

RM ‘000

	Manufacture and trading of furniture
	14,514
	4,260
	37,759

	Renovation and interior fit-out
	10,657
	1,572
	17,142

	Investment holding
	-
	16,500
	1,790

	Others
	-
	                     (279)
	242

	Total before Group elimination
	25,171
	22,053
	56,933

	Inter segment elimination
	(6,128)
	-
	-

	
	
	
	

	Turnover after elimination
	19,043
	22,053
	56,933


	Period ended 30 June 2006
	Turnover

RM ‘000
	Profit /(Loss)

Before Taxation

RM ‘000
	Total Assets

Employed

RM ‘000

	Manufacture and trading of furniture
	15,763
	284
	47,485

	Renovation and interior fit-out
	12,838
	(370)
	27,689

	Investment holding
	
	(3,305)
	  5,605

	Others
	
	(90)
	67,153

	Turnover before elimination
	28,601
	(3,481)
	147,932

	Inter segment elimination
	(8,649)
	(69)
	(355)

	
	
	
	

	Turnover after elimination
	19,952
	(3,550)
	147,577


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 payable to Cipta Sentosa Sdn Bhd
	49
	65

	Disposal of property to Choy Fook On & Sons Realty Sdn Bhd
	-
	4,200


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

15. Review of Performance

Turnover for the current quarter at RM11.4 million was marginally higher than the corresponding period last year. This is underpinned by the 15% improvement in turnover from the renovation and interior fit-out division arising from the kitchens projects secured.  For the quarter, pre-tax profit was RM0.2 million compared to a pre-tax loss of RM1.8 million for the same period last year. The substantial improvement in the quarter’s financial results is attributable to the savings in interest expenses upon the completion of the debt restructuring scheme. After-tax loss of RM0.5 million is due to under provision of deferred tax in the preceding quarter. YTD Group turnover is still 5% below last year due to lower manufacturing and export sales in the first quarter. However after-tax profit is RM21.4 million compared to after-tax loss of RM4.0 million last year. This is attributable mainly to interest write-backs from completion of the debt restructuring exercise.
16. Comparison with Preceding Quarter 

The Group registered a much lower pre-tax profit of RM0.2 million for the current quarter compared to a profit of RM21.9 million in the preceding quarter principally due to the one-time write-back of provision for interest no longer required in the preceding quarter. 
17. Current Year Prospects. 

The Board expects that the contribution from the Manufacturing & Export division to continue to improve in current financial year in anticipation of stronger performance from export sales in the second half year. The renovation and interior fit-out division is expected to improve its turnover and bottomline on account of projects secured and better margin yield from the kitchen projects secured this year. As the majority of the contracts secured in the kitchen project and interior fit-out operation are timed for the second half of 2007, the improvements to the financial statements will only be evident in the second half year. The saving in interest cost arising from the completion of the debt restructuring scheme will be reflected in the financial results for the current financial year which has also seen the benefits from the substantial one-time write-back of interest provision. 

18. Profit Forecast and Profit Guarantee

Not applicable.

19. Taxation  

Current Quarter

Year-to-date







       RM’000

     RM’000
Current year provision / (write-back)

  - 


-
Under/(over) provision in prior years
     
  39


 39

Deferred tax   


                        662


630







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

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

Total tax





701


669






       ========

 =========

The higher tax charge in the current quarter is due to under provision of deferred tax in the preceding quarter. On a year-to-date basis, the lower tax rate is because the gains for the year arose principally from write-back of interest provision made previously.

20. Unquoted Investments and/or Properties 

There was no disposal of properties and unquoted investments during the current quarter. 

21. Quoted securities 

There was no material acquisition or disposal of quoted securities during the current quarter.

22. Status of corporate proposal  

The Company has completed its Implementation Plan cum Corporate Restructuring Exercise and regularized its financial condition. Bursa Malaysia Securities Berhad has also uplifted the Company’s PN17 status on 7 May 2007. 
23. Group borrowings and debt securities as at end of reporting period

· Group Borrowings :

	RM’000
	Short term
	Long term

	Secured :
	
	

	   Bank overdrafts
	         975
	-

	   Bankers acceptances
	1,949
	-

	   Term loan due within 12 months 
	359
	-

	   Hire Purchase more than 12 months
	43
	88

	
	
	

	Unsecured :
	
	

	   Bank overdrafts
	535
	-

	   Bankers’ acceptances
	5,213
	-

	   Revolving credit
	500
	-

	
	
	

	Total group borrowings
	9,574
	88


· Debt Securities :

	Secured :
	Short term
	Long term

	   Redeemable Secured Loan Stocks
	-
	1,900

	
	
	

	Total debt securities
	-
	1,900


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 since last 31 December 2006  

There were no changes in material litigation during the interim period to-date except for

a) the filing of a suit with High Court of Terengganu on 11 February 2007 against the Terengganu Land Office in respect of the forfeiture of the Terengganu land. The next hearing date is 28 August 2007.
26. Dividend declared

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

27. Basic/diluted earnings per share. 

The basic earnings per share has been calculated based on the Group’s profit after taxation and minority interests of RM21,422,000 and the average number of shares in issue during the quarter of 55,188,700. The diluted earnings per share was calculated based on the average number of shares and warrants in issue during the quarter which amounted to 70,974,414. The new ordinary shares and warrants of the Company were issued only on 30 March 2007.
