Company No:  640445-V

Kawan Food Berhad 

NOTES TO THE UNAUDITED FINANCIAL STATEMENTS

FOR THE SECOND QUARTER ENDED 30 JUNE 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 Part A of Appendix 9B 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. The following notes provide 
an explanation of events and transaction that are significant to an understanding of the changes in the financial position and performance of the Group.


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 in the annual financial statements are consistent with those adopted in the annual financial statements of the Group for the financial year ended 31 December 2004.

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 except for the acquisition of KFM and KGPM.

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

Save as disclosed below, there were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities by the Company during the current quarter under review:

a) On 1 June 2005, KFB completed the acquisition of 1,000,000 ordinary shares of RM 1.00 each in KFM, represented the entire issued and paid up share capital of KFM, for a purchase consideration of RM24,840,609 satisfied wholly by the issuance of 40,680,347 new ordinary shares of RM0.50 each (“KFB Shares”) at an issue price of approximately RM0.50 per KFB Share (“Acquisition of KFM”). 

b) On 1 June 2005, KFB completed the acquisition of 10,000,002 ordinary shares of RM1.00 each in KGPM, representing the entire issued and paid up share capital of KGPM, for a total purchase consideration of RM10,000,002 satisfied wholly by the issuance of 19,999,649 new KFB shares at an issue price of approximately RM0.50 per KFB Share. 

A7
Dividend proposed, declared or paid


a)
KFB and KGPM

There was no dividend proposed, declared or paid by the Company or KGPM during the current quarter under review.

b)
KFM

Prior to the completion of the Acquisition of KFM, KFM declared a special interim dividend amounting to RM8,000,000 (RM4,082,772 tax exempt dividend) and RM3,917,228 net of tax dividend) on 26 May 2005 made payable to the shareholders/vendors of KFM then.

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 that have 
not been reflected in the financial statements except for the following:

(a)
On 30 June 2005, the Company issued a Prospectus in respect of the following:

(i)
Public issue of 10,320,00,00 new KFB Shares each at the issue price of RM1.00 per KFB Share to the Malaysian public, eligible Directors and employees of the Group as well as identified investors; and

(ii)
Offer for sale of an aggregate of 10,400,000 KFB Shares at the offer price of RM1.00 per KFB Share to Bumiputera investors approved by the Ministry of International Trade and Industry, identified investors and the Malaysian public.

(collectively referred to as “IPO”)

(b)
The Company is expected to be listed on the Second Board of Bursa Securities on 8 August 2005.

(c)
On 21 July 2005, Bank Negara Malaysia announced the removal of currency peg to the US dollar and adopted a managed float against a basket of trade-weighted currencies. As a significant portion of sales of the Group is denominated in US dollar, the management has taken measures to address the fluctuation in the currency conversion. The Directors do not expect the financial results of the Group to be significantly affected by the currency change. 
A11
Changes in the composition of the Group 

There were no changes in the composition of the Group during the current quarter under review save for the acquisition by KFB of KFM and KGPM as mentioned in note A6.

A12
Contingent Liabilities

The Board of Directors of the Group 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 30 June 2005 is as follows:










RM’ million



Property, plant and equipment





contracted but not provided for 





in the financial statements
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PART: B
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA SECURITIES  

B1
Review of Performance 

The Group recorded consolidated revenue of RM4.268 million and consolidated profit after taxation of RM1.618 million, reflecting mainly the results of one (1) month 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 consolidated financial statements published by the Group.

B2
Variance of quarterly results compared to preceding quarter

The financial statements for the period ended 30 June 2005 are the first quarterly consolidated results published by the Group and hence no preceding quarterly results are available for comparison.

B3
Current Year Prospect

For the financial year ending 31 December 2005, the Group expects 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. To cater for the future expansion, the Group intends to continue to invest in product branding and new technology in order to further improve the production process. The Board remains optimistic of the opportunities in the frozen food industry in Malaysia and international market. 

Barring unforeseen circumstances, the Board believes that the performance of the Group will be in line with the forecast as disclosed in the Prospectus dated 30 June 2005.

B4
Variance of actual and profit forecast

The Group has not provided any quarterly profit 
forecast and therefore no variance information is available for presentation.
The analysis on the variance of the profit forecast will be only applicable when the Group announces the results for the final quarter of the financial year ending 31 December 2005.

A profit forecast was provided for the year ending 31 December 2005 in the prospectus dated 30 June 2005 in connection with the Company’s listing on the Second Board of Bursa Securities.

B5
Taxation







      Current  

      Current Year







 Quarter Ended 
     To-date Ended

  30 June 2005

       30 June 2005







       RM’000

            RM’000




Tax expense






  



- Current period 


431  


  431


Deferred tax expense


  


  

- origination and reversal



of temporary differences


(24)


  (24)








___


  ___ 



Total




407


  407


The effective tax rate of the Group for the current quarter and financial year to-date ended 30 June 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

Save as disclosed of the purchases below and in note A1, there were no purchase or disposal of unquoted investment and/or properties by the Group during the current quarter under review:

(a)
all that piece of land held under H.S. (D) 98527, Tapak Perusahaan Shah Alam, Daerah Petaling, Negeri Selangor measuring 78,980 square feet bearing postal address Lot 20, Jalan Pengapit 15/19, 40200 Shah Alam, Selangor Darul Ehsan (together with the buildings erected on the land);

(b)
all that piece of land held under PTD No. 59709 H.S. (D) 207237 Mukim of Tebrau, Negeri Johor, measuring approximately 3,120 square feet bearing postal address at No. 52, Jalan Mutiara Emas 5/12, Taman Mount Austin, 81100 Johor Bahru (together with the buildings erected on the land); and

(c)
all that piece of land held under No. H.S (D) 98500 for No. PT 714, Seksyen 16, Bandar Shah Alam, Daerah Petaling, Negeri Selangor Daerah Ehsan measuring approximately 21,796 square metres. 

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

Save as disclosed below, there are no corporate proposals announced but not completed as at to date:

On 30 June 2005, the Company issued a Prospectus as mentioned in note A10(a) in conjunction with the listing of KFB on the Second Board of Bursa Securities.

The Company is expected to be listed on the Second Board of Bursa Securities on 
8 August 2005.

The Company raised a gross proceeds of RM10,320,000 from the IPO. The proceeds shall be utilised as follows:

	
	
	RM’000

	Purchase of machinery
	
	4,000

	Working capital
	
	4,320

	Estimated share issue expenses
	
	2,000

	
	
	10,320


In the event there is a change to the estimated share issue expenses, the proceeds to be utilized for the working capital will be adjusted accordingly.

As at the date of this statement, the Company has yet to utilise the proceeds arising from the IPO save for the estimated share issue expenses.

B9
Borrowings 

Save as disclosed below, there were no other borrowings or debt securities in the Group as at 30 June 2005:

	
	Secured

RM’000

	i.           Revolving credit


	                  4,939




The revolving credit is denominated in US dollars.

B10
Off balance sheet financial instrument 


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

B11
Changes in 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 had made an application for transfer of proceedings and the Court had dismissed the applications on 30.05.2005. Nevertheless, a Notices of Appeal dated 13.06.2005 has been filed in to appeal against the decision of the Session Court Judge. The next hearing is fixed on 8.8.2005.

KFM has made a full provision of RM130,940 above in the financial year ended 
31 December 2004.

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

30 June 2005
	Current Year To-Date Ended

30 June 2005

	Profit after taxation (RM’000)
	1,618
	1,618

	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)
	22,971,431
	11,549,175

	Basic earnings per share (sen)
	7.04
	14.01


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: 29 July 2005
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