FEDERAL FURNITURE HOLDINGS (M) BHD

INTERIM FINANCIAL REPORT – 2nd  QUARTER ENDED 30 JUNE 2010
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 2009.  
Except as disclosed under Note 2 below, the significant 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 2009. 
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 2009 except for the mandated adoption of the following new and revised FRSs which are relevant to the Group’s operations with effect from 1 January 2010:- 
FRS 7
Financial Instruments : Disclosures
FRS 8 
Operating Segments

FRS 101
Presentation of Financial Statements (revised)

FRS 123
Borrowing Costs

FRS 127
Consolidated and Separate Financial Statements (revised)

FRS 139
Financial Instruments : Recognition and Measurement

IC Int. 9
Reassessment of Embedded Derivatives

IC Int. 10
Interim Financial Reporting and Impairment

Amendments to FRS 8, Operating Segments

Amendments to FRS 107, Statement of Cash Flows

Amendments to FRS 108, Accounting Policies, Changes in Accounting Estimates and Errors

Amendments to FRS 110, Events After the Reporting Period

Amendments to FRS 116, Property, Plant and Equipment

Amendments to FRS 117, Leases

Amendments to FRS 118, Revenue

Amendments to FRS 123, Borrowing Costs

Amendments to FRS 127, Consolidated and Separate Financial Statements : Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate

Amendments to FRS 132, Financial Instruments : Presentation

Amendments to FRS 134, Interim Financial Reporting

Amendments to FRS 136, Impairment of Assets

Amendments to FRS 139, Financial Instruments : Recognition and Measurement, FRS 7 Financial Instruments : Disclosure and IC Int. 9 Reassessment of Embedded Derivatives

Unless otherwise described below, the adoption of the above pronouncements are expected to have no significant impact to the financial statements of the Group upon their initial application :-

a) FRS 101 : Presentation of Financial Statements (revised)
Upon the adoption of the revised FRS 101, a set of financial statements shall now comprise a statement of financial position, statement of comprehensive income, statement of changes in equity, statement of cash flows and notes to the financial statements. The statement of comprehensive income consists of profit or loss for the period and other comprehensive income. All non-owner changes in equity previously presented in the consolidated statement of changes in equity are now presented in the statement of comprehensive income as components in other comprehensive income. This revised FRS does not have any impact on the financial position and results of the Group.
b) Amendments to FRS 117 : Leases
Prior to the adoption of the Amendment to FRS 117, leasehold land that normally had an indefinite economic life and where title was not expected to pass to the lessee by the end of the lease term was treated as an operating lease. The payment made on entering into or acquiring a leasehold land was accounted for as prepaid lease payments that were amortised over the lease term in accordance with the pattern of benefits provided.

Upon the adoption of the Amendment to FRS 117 in relation to classification of lease of land, the Group reassessed the classification of a leasehold land as a finance lease or an operating lease based on the extent of risks and rewards associated with the land. The Group has determined that all leasehold land of the Group are in substance a finance lease and has reclassified its leasehold land from prepaid lease payments to property, plant and equipment.

The reclassification has been made retrospectively and does not affect the profit or loss for the current quarter ended 30 June 2010 and the preceding year corresponding quarter ended 30 June 2009. The effects of the reclassification on the consolidated statement of financial position as at 31 December 2009 are as follows :-
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c) FRS 139 : Financial Instruments : Recognition and Measurement
The new Standard on FRS 139 establishes principles for recognising and measuring financial assets, financial liabilities and some contracts to buy and sell non-financial items. There were no significant changes to the interim financial report other than as follows :-
i) Financial guarantee contracts

A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due in accordance with the original or modified terms of a debt instrument. 

Prior to 1 January 2010, outstanding financial guarantee contracts as at balance sheet date were not recognized in the financial statements. FRS 139 provides guidance for the initial and subsequent measurement of such financial guarantee contracts.
The Company has provided various financial guarantees to banks for the guarantee of credit facilities granted to its various subsidiaries. The Company monitors the performance of its subsidiaries closely to ensure they meet all their financial obligations. The Company has carried out an assessment of the probability and timing of default, the sufficiency of assets to meet the financial obligations at subsidiary level, assets pledged as security in respect of facility guaranteed in determining the necessity to fair value the financial guarantee in its books.
FRS 139 has been applied prospectively in accordance with the transitional provisions of the standard. In accordance to the transitional provisions for first-time adoption of FRS 139, adjustments arising from re-measuring the financial instruments as at 1 January 2010 were recognised as adjustments of the opening balance of retained profits or other appropriate reserves. Comparatives are not adjusted. 
Since FRS 139 is applied prospectively, its adoption does not affect the profit or loss for the preceding year corresponding quarter ended 30 June 2009.
3. Audit Report of Preceding Audited Financial Statements

The preceding year’s annual audited financial statements were not subject to any qualifications from the auditors.

4. Seasonal or Cyclical Factors

The operations are subject to the cyclical nature of the property and construction industry especially in the commercial and hospitality segments.
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 2010
	Turnover

RM ‘000
	Profit /(Loss)

Before Taxation

RM ‘000
	Total Assets

Employed

RM ‘000

	Manufacture and trading of furniture
	6,711
	(143)
	23,020

	Trading
	263
	(560)
	845

	Renovation and interior fit-out
	11,221
	(212)
	9,234

	Investment holding
	-
	(628)
	914

	Others
	-
	(4)
	

	Total before Group elimination
	18,195
	(1,547)
	34,013

	Inter segment elimination
	(2,746)
	-
	-

	
	
	
	

	After elimination
	15,449
	(1,547)
	34,013


	Period ended 31 June 2009

	Turnover

RM ‘000
	Profit /(Loss)

Before Taxation

RM ‘000
	Total Assets

Employed

RM ‘000

	Manufacture and trading of furniture
	9,897
	483
	27,597

	Trading
	61
	(552)
	983

	Renovation and interior fit-out
	11,455
	230
	12,438

	Investment holding
	-
	(1,223)
	514

	Others
	-
	3
	89

	Total before Group elimination
	21,414
	(1,059)
	41,621

	Inter segment elimination
	(3,692)
	-
	-

	
	
	
	

	After elimination
	17,722
	(1,059)
	41,621


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
	
	48


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

15. Review of Performance

Group turnover for the quarter fell by 13% to RM9.7 million from RM10.7 a year ago on lower export and delays encountered from secured kitchen projects by customers. The traditional Interior Fit-out division posted a 19% increase in turnover on project secured. PBT was level with last year on account of lower operating cost and better margin yields. YTD turnover was 12% lower than the corresponding period last year attributable mainly to the 36% reduction in export and 43% reduction in kitchen project. YTD operating and attributable loss for the Group increased to RM1.5 million from RM1.1 million a year earlier on account of the lower turnover. 
16. Comparison with Preceding Quarter 

The improvement in pre-tax loss from RM1.2 million in the preceding quarter to RM0.4 in the current quarter is attributable to lower operating cost and the 53% increase in turnover. 
17. Current Year Prospects. 

The prospect for Manufacturing & Export division will depend on whether the pick up in demand since the second quarter can be sustained for the rest of the year and the success of an ongoing negotiation with an American quick-service restaurant chain on supply commercial fixtures for their Asia Pacific Middle East Africa (APMEA). Margin yield will be squeezed due to the lower selling prices on the new supply contract negotiated with an existing customer and the anticipated appreciation of the Ringgit. The kitchen project operations will, barring unforeseen circumstances be able to better last years performance on the basis of the projects already secured, most of which are to be delivered in the final quarter, and the continuing recovery in the high-end residential properties industry. The prospect for the traditional interior fit-out operation however will hinge on the outcome of a substantial project to be tendered. 
18. Profit Forecast and Profit Guarantee

Not applicable.

19. Taxation  

Current Quarter

  Year-to-date







       RM’000

      RM’000

Current year provision / (write-back)

   -


   3
Under/(over) provision in prior years
     
   - 


   -
Deferred tax   


                    
   -

                -







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

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

Total tax





   -

                3






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

None
23. Group borrowings and debt securities as at end of reporting period

· Group Borrowings :

	RM’000
	Short term
	Long term

	Secured :
	
	

	   Bank overdrafts
	-
	-

	   Bankers acceptances
	452
	-

	   Hire Purchase
	29
	89

	
	
	

	Unsecured :
	
	

	   Bank overdrafts
	190
	-

	   Bankers’ acceptances
	2,250
	-

	   Revolving credit
	410
	-

	
	
	

	Total group borrowings
	3,331
	89


· 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 other than as follows:- 
The Company has provided various financial guarantees to banks for the guarantee of credit facilities granted to its various subsidiaries. The Company has carried out an assessment of the probability and timing of default, the sufficiency of assets to meet the financial obligations at subsidiary level, assets pledged as security in respect of facility guaranteed in determining the necessity to fair value the financial guarantee in its books
25. Changes in material litigation since last 31 December 2009  

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

a) Forfeiture of the Terengganu land. – No further progress and the Company is waiting for the next mention date of its appeal.

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 loss after taxation and minority interests of RM359,000 and the average number of shares in issue during the quarter of 82,695,900. The diluted earnings per share was calculated based on the average number of shares and warrants in issue during the quarter amounting to 114,267,328. 
