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Explanatory notes to the Interim Financial Statements

1.
Basis of Preparation

The condensed financial statements are unaudited and had been prepared in accordance with Malaysian Accounting Standards Board (MASB) 26 – Interim Financial Reporting and the requirements of the amended Appendix 7A of the Listing Requirements of the Bursa Malaysia Securities Berhad (“Bursa Securities”) for the MESDAQ Market. No comparative figures are presented as KIB Group was only in existence since 1 June 2004.

The accounting policies and presentation adopted by Karyon Industries Berhad 

(“KIB”), and its subsidiaries (“the Group”) namely, Hsing Lung Sdn Bhd (HLSB), Karyon (M) Sdn Bhd (KMSB) and Allbright Industries (M) Sdn Bhd (AISB) for this condensed financial statements are consistent with those adopted for the proforma audited financial statements of KIB Group for the financial year ended 31 March 2004.

2.
Basis of Consolidation

The Group’s policy is to adopt the acquisition method of accounting as the basis of consolidation. Under the acquisition method of accounting, the results of subsidiaries acquired or disposed of are to be included in the consolidated income statement from the effective date of acquisition. The difference between the acquisition cost and the fair value of the net assets of the subsidiaries at the date of acquisition is reflected as goodwill or reserve on consolidation as appropriate.

3.
Audit Report Of Preceding Annual Financial Statements

The auditors’ report of the preceding annual financial statements was not subjected to any qualification.

4.
Unusual Items

There was no item which is unusual because of their nature, size, or incidence that has affected the assets, liabilities, equity, net income or cashflow of the Group for the financial period under review. 

5.
Material Changes in Estimates

There were no changes in estimates of amounts reported during this quarter and in prior interim periods or prior financial year that have material effect on the current financial quarter.

6.
Tax expense


The taxation charge for the quarter reviewed includes the following:

	
	
	Current Quarter 30/09/2004
	
	Financial Year-to-date 

30/09/2004

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	
	Estimated current tax payable
	118
	
	204

	
	Over estimate in prior year
	    (9)
	
	    (9)

	
	Deferred tax
	    -
	
	    -

	
	
	109
	
	195


The Group’s effective tax rate is lower than statutory tax rate of 28% mainly due to the utilisation of reinvestment allowance by a subsidiary.

7.
Profit on sale of Investments and/or Properties

There was no disposal of unquoted investments and/or properties by the Group during the financial period under review. 

8.
Purchase and Disposal of Quoted Securities

There were no purchase or disposal of quoted securities by the Group during the financial period under review.

9.
Changes In The Composition Of The Group

There were no changes in the composition of the Group during the period.

10.
Status of Corporate Proposals

(i) Save for the co-operation agreement entered into between Nanjing Jinling Chemical Plant Co., Ltd. and KIB on 13 October 2004, which was announced on the same day, there are no other corporate proposals announced but not completed as at the date of this report. The co-operation agreement is subject to further discussions and finalisation of the detailed terms and conditions.

(ii) Status of Utilisation of Listing Proceeds

The rights issue of 17,456,680 new KIB shares, implemented on 3 June 2004, and Public issue of 30,000,000 new KIB shares, completed on 15 September 2004, raised a total gross proceeds of approximately RM7.15million.

10.
Status of Corporate Proposals (cont’d)

As at 30 September 2004, KIB has utilized approximately 53% of the total gross proceeds raised and the status of the utilization of the proceeds is as follows: 

	
	Proposed Utilisation
	
	Utilisation as at 30 September 2004
	
	Utilistion rate

	
	RM’000
	
	RM’000
	
	%

	Purchase of a new factory
	2,000
	
	10
	
	0.5

	Purchased of new machinery
	1,400
	
	64
	
	4.6

	Estimated listing expenses
	1,200
	
	1,197
	
	100

	Working capital
	2,546
	
	2,549
	
	>100

	TOTAL
	7,146
	
	3,820
	
	53


11.
Seasonal Or Cyclical Factors

There were no seasonal or cyclical factors affecting the results of the Group for the current quarter under review.
12.
Issuances and Repayment of Debt and Equity Securities

There were no issuance, cancellations, repurchases, resale and repayment of debt and equity securities for the quarter under review.

13.
Group Borrowings and Debt Securities

             The Group’s borrowings, which are all denominated in Ringgit Malaysia, as at 30 September 2004 are shown as below: -

	
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	Short Term Borrowings
	
	
	
	
	

	Term Loan
	391
	
	-
	
	391

	Trade Line
	761
	
	-
	
	761

	Bank Overdraft
	35
	
	-
	
	35

	Hire Purchase Creditors
	220
	
	-
	
	220

	
	1,407
	
	
	
	1,407

	
	
	
	
	
	

	Long Term Borrowings
	
	
	
	
	

	Term Loan
	1,459
	
	-
	
	1,459

	Hire Purchase Payables
	71
	
	-
	
	71

	
	1,530
	
	-
	
	1,530

	
	
	
	
	
	

	Total
	2,937
	
	-
	
	2,937


14.
Contingent Liabilities and Contingent Assets

As at the date of this report, there were no changes in the contingent liabilities or assets of the Group since the last disclosure made in the Prospectus dated 23 August 2004.

15.
Off Balance Sheet Financial Instruments

There were no financial instruments issued by the Group with off balance sheet risk as at the date of this report.

16.
Material Litigation

The Group is not engaged in any material litigation either as plaintiff or defendant and the directors do not have any knowledge of any proceedings pending or threatened against the Group as at the date of this announcement. 

17.
Segmental Information

Segmental reporting of the Group’s result for the period under review.


	
	Investment Holding
	Polymeric
	Oleochemical
	Total

	
	RM’000
	RM’000
	RM’000
	RM’000

	Segment Revenue
	
	
	
	

	- External
	-
	6,308
	2,015
	8,323

	
	
	
	
	

	Segment Result
	(9)
	587
	178
	756

	Finance Cost
	-
	(38)
	(12)
	(50)

	Profit before Tax 
	(9)
	549
	166
	706

	Tax expense
	-
	-
	-
	(109)

	Net Profit after Tax
	-
	-
	-
	597

	
	
	
	
	

	Consolidated Balance Sheets
	
	
	
	

	Segment assets
	3,419
	16,143
	4,425
	23,987

	
	
	
	
	

	Segment liabilities
	81
	5,321
	1,623
	7,025


18.
Comparison with previous quarter's results 

There is no comparison to the preceding quarter as this is the first interim financial report of the Group.

19.
Review of Performance for the Quarter and Year-to-date

The Group achieved revenue of RM8.323 million and net profit after tax of RM0.597 million for the second quarter ended 30 September 2004. As for the current year to-date results (1 June 2004 to 30 September 2004), the Group has achieved revenue of RM11.323 million and recorded a net profit after tax of RM0.836 million. No comparative figures are presented as KIB Group was only in existence since 1 June 2004.

20.
Current Year’s Prospect

KIB shall continue to maintain its financial performance for the financial year ending 31 March 2005 after taking into consideration of the Group’s current level of operation and current market condition.

The Group expects to increase its production capacity by optimizing the existing plant and machinery in order to fulfill the high demand received from its customers.

21.
Variance of Profit Forecast

Not applicable as no profit forecast has been issued.

22.
Dividend Paid


No dividend was recommended and paid during the current quarter under review.

 23.
Revaluation of Property, Plant and Equipment

The Group did not revalue any of its property, plant and equipment during the period under review.

24.
Material Events subsequent to the End of the Current Quarter

On 9 November 2004, KIB entered into a Sale & Purchase Agreement to purchase a piece of land held under HS(D)212181 PTD 111279 in the Mukim of Plentong, District of Johor Bahru measuring an area of approximately 41,801 square feet together with a one and a half storey detached factory known as No.10, Jalan Sri Plentong, Taman Perindustrian Sri Plentong, 81750 Masai, Johor for a total purchase of RM2.3 million.

25.
Earnings Per Share

· Basic earnings per share
The basic earnings per share of the Group is calculated by dividing the net profit after tax of RM0.597 million by the following weighted average number of ordinary shares in issue for the current quarter ended 30 September 2004.

	
	
	Current Quarter
	
	Preceding Year Corresponding Quarter

	
	
	30/09/2004

RM’000
	
	30/09/2003

RM’000

	
	
	
	
	

	Profit after tax for the period
	
	     597
	
	N/A

	
	
	
	
	

	Issued number of ordinary shares at   the beginning of quarter
	
	90,000
	
	N/A

	Initial Public Offering
	
	30,000
	
	N/A

	ESOS exercised
	
	          4,250
	
	N/A

	Issued number of ordinary shares at the end of the quarter
	
	      124,250
	
	N/A

	
	
	
	
	

	Dilutive Effect:
	
	
	
	

	ESOS (#)
	
	  7,750
	
	N/A

	
	
	
	
	

	Weighted average number of shares of ordinary shares
	
	
	
	

	Basic EPS
	
	        65,708
	
	N/A

	Diluted EPS
	
	66,815
	
	

	
	
	
	
	

	Earnings per share (sen)
	
	
	
	

	Basic
	
	0.91
	
	N/A

	Diluted
	
	0.89
	
	N/A


Note:

(#)
Assuming the remaining 7,750,000 ESOS options are exercised.
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