Company No:  640445-V

Kawan Food Berhad 

NOTES TO THE UNAUDITED FINANCIAL STATEMENTS

FOR THE FOURTH QUARTER ENDED 31 DECEMBER 2005


A1
Basis of Preparation

The unaudited financial statement has been prepared in accordance with the requirement of FRS 134 (previously known as MASB 26) Interim Financial Reporting and Paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”).


The financial statements should be read in conjunction with the audited financial statements of Kawan Food Berhad (“KFB” or “Company”) and/or its subsidiaries (hereinafter referred to as “Group” or “KFB Group”), namely:



i)
Kawan Food Manufacturing Sdn. Bhd. (“KFM”)



ii)
KG Pastry Marketing Sdn. Bhd. (“KGPM”)

for the financial year ended 31 December 2004 and the Company’s Prospectus dated 30 June 2005 (“Prospectus”) in connection with the Company’s listing on the Second Board of Bursa Securities.


In conjunction with the listing of KFB on the Second Board of Bursa Securities, KFB acquired 100% of the issued and paid-up share capital of its subsidiaries stated above. The acquisitions were completed on 1 June 2005.

The accounting policies and methods of computation adopted by the Group for these quarterly financial statements are consistent with those to be adopted by the Group.
A2
Qualification of Financial Statements

The financial statements of the Company and its subsidiaries for the financial year ended 31 December 2004 were not qualified.

A3
Seasonal or cyclical factors

The business operations of the Group were not significantly affected by any seasonal or 
cyclical factors.

A4
Unusual items affecting assets, liabilities, equity, net income or cash flows

There were no unusual items affecting assets, liabilities, equity, net income or cash flows for the current quarter under review.
A5
Changes in estimates

There were no changes in estimates that have a material effect on the current quarter under review.

A6
Issuance and repayment of debt and equity securities

There were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities by the Company during the current quarter under review.
A7
Dividend proposed, declared or paid

The Board of Directors of KFB (“Board”) declared a first interim dividend of 2% per ordinary shares less income tax of 28% in respect of financial year ended 31 December 2005 (2004: N/A). The net dividend of RM576,000 was paid on 30 December 2005.
The Board recommend a final dividend of 3% per ordinary shares less income tax of 28% in respect of the financial year ended 31 December 2005 (2004: N/A). The proposed dividend will be subject to shareholders’ approval at the forthcoming Annual General Meeting to be held on a date to be announced later. The date of book closure of the Record of Depositors for determining dividend entitlements and the date of payment will be announced at a later date. 
A8
Segmental information

The Group is principally engaged in the business of manufacturing, trading, distributing and exporting of pastries and other food products.

A9
Valuation of property, plant and equipment 

No revaluation of property, plant and equipment were undertaken during the current quarter under review.

A10
Material events subsequent to Balance Sheet date

There were no material events subsequent to the end of the current quarter under review.
A11
Changes in the composition of the Group 

There were no changes in the composition of the Group during the current quarter under review.
A12
Contingent Liabilities

The Board is not aware of any material contingent liabilities incurred by the Group for the current quarter under review. 

A13
Capital Commitments


The capital commitments of the Group as at 31 December 2005 is as follows:











RM’ 000


Property, plant and equipment





Authorized, contracted but not provided for
  4,516
        

Contracted but not provided for


  2,976
 








  7,492  









======
A14
Acquisition of property, plant and equipment

There was no material acquisition or disposal of items of property, plant and equipment during the current quarter. 


PART: B
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES  

B1
Review of Performance 

The Group recorded revenue of RM26.560 million and profit after taxation (“PAT”) of RM5.195 million for the twelve (12) months ended 31 December 2005, reflecting mainly the results of seven (7) months of the subsidiaries acquired on 1 June 2005. 

No comparison is made with the corresponding period in the previous financial year as this is the first set of consolidated financial statements for the fourth quarter published by the Group.

B2
Variance of quarterly results compared to preceding quarter
The Group achieved a higher revenue of RM11.720 million for the current financial quarter under review compared to the immediate preceding financial quarter of RM10.571 million mainly due to the increase of sales in conjunction with the festive seasons.

The PAT decreased to RM1.265 million for the current financial quarter from RM2.312 million registered in the immediate preceding financial quarter due to inventories written off and increased in the advertising and promotional expenses.
B3
Commentary on the Prospect

The Group will continue its effort to expand the existing export markets and also to new export markets. As such, the Group expects to widen the customer base and further reinforce the Group’s presence both locally and overseas. Barring any unforeseen circumstances, the Board believes that the performance of the Group for the financial year ended 31 December 2006 should be better than that for the previous year. 

B4
Variance of actual and profit forecast

In conjunction with the listing of KFB on the Second Board of Bursa Securities, the Group forecasted revenue and PAT of approximately RM41.357 million and RM 3.575 million respectively. 

For the financial year ended 31 December 2005, the Group achieved a lower revenue of RM36.346 million which is mainly due to the restructuring of distributorships of the Group’s products in the US market. However, the Group recorded a higher PAT of RM5.195 million compared to the forecasted PAT of RM3.575 million mainly due to the availability of reinvestment allowance on the transfer of property, plant and equipment and recognition of negative goodwill arising from the acquisition of subsidiaries.

B5
Taxation







      Current  

      Current Year


             Quarter Ended                   To-date Ended 

                       31 December 2005
   31 December 2005







       RM’000

            RM’000




Tax expense






  



- Current period 


(343)   


 (263)




- Overprovision in prior period/year 
   -                                     (31)
Deferred tax expense


  


  

- origination and reversal of 

  temporary differences


 188


  460
- underprovision in prior year

 138


  138







        ________
                       ________ 



Total




 (17)


  304








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


The effective tax rate of the Group for the current quarter and financial year to-date ended 31 December 2005 respectively is lower than the statutory tax rate due to the availability of reinvestment allowances.
B6
Acquisition and Disposal of Unquoted Investment and/or Properties

There was no purchase or disposal of unquoted investment and/or properties during the current quarter under review.
B7
Quoted and Marketable Securities


There was no purchase or disposal of quoted and marketable securities during the 
current quarter under review.

B8
Status of Corporate Proposal

There were no corporate proposals announced but not completed as at to date. In addition, save as disclosed below as set out in the Prospectus, there are no corporate proposals that have not been completed as at the date of this report:
(i) Sales and Purchase Agreement dated 26 May 2005 between KFM and Timah Langat Holdings Berhad for the acquisition of a piece of land held under No. H.S. (D) 98500 for No. PT 714, Seksyen 16, Bandar Shah Alam, Daerah Petaling, Negeri Selangor Darul Ehsan in an area measuring approximately 21,796 square metres for a total cash consideration of RM7,880,000; and

(ii) Employees’ share options scheme.

The Company raised gross proceeds of RM10,320,000 from the initial public offering. Part of the proceeds has been utilised as follows:



                                         Proceeds
 Utilisation          Balance 






    RM’000           RM’000             RM‘000

Purchase of machinery

                   4,000
    (1,612)
   2,388              

Working capital*


      4,320               (4,694)               (374)             
Estimated share issue expenses*
      2,000               (1,626)                374





_________         _________    ________






    10,320               (7,932)             2,388





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

* As stated in the Prospectus, in the event there is a change to the estimated listing expenses, the proceeds to be utilised for working capital will be adjusted accordingly.
B9
Borrowings 

There were no other borrowings or debt securities in the Group as at 31 December 2005.
B10
Off balance sheet financial instrument 

The Group has not entered into any off balance sheet financial instruments as at the date of this financial statement.

B11
Material litigation

The Group does not have any material litigation as at the date of this announcement except for the following:

Georgetown Sessions Court Summons No. 52-3313-2004 Twenty First Grafix Sdn Bhd v KFM
By a summons and statement of claim of filed on 9 November 2004 and served on KFM on 29 November 2004, Twenty First Grafix Sdn Bhd, an advertising consultant providing corporate and product branding services of products (“Consultant”) has claimed against KFM the sum of RM130,940 alleged as owing by KFM to the Consultant, pursuant to the work and services provided to KFM by the Consultant, as well as interest and costs on the claim.

KFM has made a full provision of RM130,940 above in the financial year ended 
31 December 2004. 
The trial date has been adjourned to 20 April 2006.
B12
Dividend


Refer to note A7.

B13
Earnings Per Share (“EPS”)


a)
Basic EPS

The basic EPS for the current quarter under review and cumulative year to date are computed as follows:

	
	Current Quarter Ended

31 December 2005
	Current Year To-Date Ended

31 December 2005

	Profit after taxation (RM’000)
	1,265
	5,195

	Total weighted average number of shares capital in issue during the current quarter/current year to-date (No. of ordinary shares of RM0.50 each)
	80,000,000
	45,151,125

	Basic earnings per share (sen)
	1.58
	11.51


b)       Diluted EPS

There are no diluted EPS as the Company does not have any convertible financial instrument as at the end of the current quarter under review.

By order of the Board

__________________________

Gan Thiam Chai

Managing Director

Date: 27/02/2006
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