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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 the KIB Group has only commenced to publish its first set of unaudited interim results from the 2nd quarter ended 30 September 2004. 

The accounting policies and presentation adopted by Karyon Industries Berhad (KIB), and its subsidiaries (collectively known as 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 in the audited financial statements of the Group for the financial year ended 31 March 2005.

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 the subsidiaries acquired or disposed of are to be included in the consolidated income statement from the effective date of acquisition or up to the effective date of disposal. The difference between the acquisition cost and the fair value of the Group’ share of the identifiable net assets of the subsidiaries at the date of acquisition is reflected as goodwill or reserve on consolidation as appropriate.

3.
Audit Report of the Preceding Audited Financial Statements

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

4.
Seasonal or Cyclical Factors

There were no seasonal or cyclical factors affecting the results of the Group for the current quarter under review.

5.
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 current financial period under review. 

6.
Exceptional Items

There was no extra ordinary item for the current quarter and the financial year to-date under review.

7.
Material Changes in Estimates

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

8.
Changes in Debts and Equity Securities

There were 830,000 ordinary shares of RM0.10 each for cash being issued under Company’s Employees Share Options Scheme during the period under review. 

9.
Dividend Paid


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

10.
Segmental Reporting

Segmental reporting of the Group’s result for the current quarter under review is set out below:


	
	Investment Holding
	Manufacturing of Polymeric product
	Manufacturing of Oleochemical product
	Total

	
	RM’000
	RM’000
	RM’000
	RM’000

	Segment Revenue
	
	
	
	

	- External
	-
	8,385
	2,324
	10,709

	
	
	
	
	

	Segment Result
	(18)
	660
	192
	834

	Finance Costs
	-
	(40)
	(15)
	(55)

	Profit before Tax 
	(18)
	620
	177
	779

	Tax expense
	-
	(51)
	(40)
	(91)

	Net Profit after Tax
	(18)
	569
	137
	688

	
	
	
	
	

	Consolidated Balance Sheets
	
	
	
	

	Segment assets
	939
	22,040
	5,590
	28,569

	
	
	
	
	

	Segment liabilities
	127
	7,240
	2,426
	9,793


10.
Segmental Reporting (cont’d)

The segmental result of the Group for the current financial year-to-date is set out below:

	
	Investment Holding
	Manufacturing of Polymeric product
	Manufacturing of Oleochemical product
	Total

	
	RM’000
	RM’000
	RM’000
	RM’000

	Segment Revenue
	
	
	
	

	- External
	-
	8,385
	2,324
	10,709

	
	
	
	
	

	Segment Result
	(18)
	660
	192
	834

	Finance Costs
	-
	(40)
	(15)
	(55)

	Profit before Tax 
	(18)
	620
	177
	779

	Tax expense
	-
	(51)
	(40)
	(91)

	Net Profit after Tax
	(18)
	569
	137
	688

	
	
	
	
	

	Consolidated Balance Sheets
	
	
	
	

	Segment assets
	939
	22,040
	5,590
	28,569

	
	
	
	
	

	Segment liabilities
	127
	7,240
	2,426
	9,793


11.
Valuation of Property, Plant and Equipment

The Group did not revalue any of its property, plant and equipment during the current financial quarter/year under review.

12.
Material Events Subsequent to the End of the Current Quarter

There were no events materially affecting the results of the Group for the current quarter and financial year-to-date, which might have occurred between 1 July 2005 and the date of this announcement.

13.
Changes in the Composition of the Group

There were no changes in the composition of the Group during the current financial quarter/year under review.

14.
Contingent Liabilities and Contingent Assets

As at the date of this report, there were no changes in the contingent liabilities or contingent assets of the Group since the balance sheet of the Group for the financial year ended 31 March 2005.

15.
Review of Performance for Year-to-date

The Group achieved revenue of RM10.71 million and recorded a profit before tax (PBT) of RM0.78 million. No comparative figures for the preceding year corresponding period are presented as the KIB Group has only commenced to publish its first set of unaudited interim results from the 2nd quarter period ended 30 September 2004.

16.
Material Changes in Profit before Tax Compared with the Immediate Preceding Quarter 

The Group’s revenue for the current quarter ended 30 June 2005 increased by approximately 12% to RM10.71 million as compared to RM9.54 million for the previous quarter ended 31 March 2005. This was mainly contributed by the increase in sales volume of polymeric products following the increase in customers demand. 

The Group’s PBT for the current quarter ended 30 June 2005 increased in tandem with revenue. The PBT increased from RM0.45 million to RM0.78 million, which was attributed to the greater magnitude of the reduction in purchase cost of raw materials for polymeric products than the reduction in selling prices of the said products.

17.
Future Prospects 

Based on the current level of operations and prevailing market condition, KIB is confident of surpassing the results achieved in the last financial year. 

18.
Variance of Profit Forecast

Not applicable as no profit forecast has been provided.

19.
Tax Expense


The tax expense charged for the current financial quarter under review and current financial year to date includes the following:-

	
	
	Current Quarter 30/06/2005
	
	Financial Year-to-date 

30/06/2005

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	
	Estimated current tax payable
	  91
	
	91

	
	Deferred tax liability
	  -
	
	   -

	
	
	  91
	
	91


The Group’s effective tax rate is lower than statutory tax rate of 28% mainly due to the utilisation of reinvestment allowance to set off against statutory business income and the tax savings arising from the lower corporate tax rate of 20% on the chargeable income of up to RM0.5 million for the subsidiary companies with paid up capital of RM2.50 million and below.

20.
Profit on Sale of Investments and/or Properties


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

21.
Purchase and Disposal of Quoted Securities

There was no purchase or disposal of quoted securities by the Group during the current financial period and current financial year to date under review.

22.
(i) Status of Corporate Proposals

	Date of Announcement
	Subject
	Status

	25.7.2005
	· Proposed Shareholders’ Ratification for Past Recurrent Related Party Transactions of a Revenue or Trading Nature; and 

· Proposed Shareholders’ Mandate for Recurrent Related Party Transactions of a Revenue or Trading Nature.

Collectively referred to as “Proposals”
	Pending approval from shareholders of KIB.

Proposals to be tabled at the forthcoming AGM.


(ii) Status of Utilisation of Listing Proceeds

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

The Company wishes to seek the approval from its shareholders to vary the utilisation of proceeds as set out in the Application to the Securities Commission dated 29 August 2003 and that disclosed in the Prospectus. This is pursuant to the Securities Commission’s conditions set forth in their approval letter dated 9 June 2005 in response to the Company’s application dated 12 May 2005 to vary the utilisation of proceeds as follows:

	
	Proposed Utilisation
	
	Revised Utilisation
	
	Proposed Variation
	
	Remark

	
	RM’000
	
	RM’000
	
	RM’000
	
	

	
	
	
	
	
	
	
	

	Purchase of a new factory


	2,000


	
	2,000


	
	-


	
	-



	Purchased of new machinery


	1,400


	
	794


	
	(606)


	
	Note 1



	Estimated listing expenses


	1,200


	
	1,193


	
	(7)


	
	Note 2



	Working capital


	2,546


	
	3,159


	
	613


	
	Note 3



	TOTAL
	7,146
	
	7,146
	
	-
	
	


22.
(ii) Status of Utilisation of Listing Proceeds (cont’d)

Notes:

1. As noted above, a total of RM656,730 has already been spent for the purchase of the three machines as at 30 April 2004 and an additional RM136,800 is to be utilised to purchase a Mixer and Pulverizer machine for KIB’s polymeric products.
In this respect, KIB intends to reallocate the unutilsed sum of RM606,470 to working capital.

2. The actual listing expenses incurred totaled RM1.193 million, and approximately RM7,000 was left unutilised.

In this respect, KIB intends to reallocate the unutilised amount to working capital.

3. The variation to the proposed utilisation of proceeds raised from the Proposals will see an additional RM613,470 injected into working capital, bringing the amount allocated to RM3.159 million. 

23.
Group Borrowings and Debt Securities

             The Group’s borrowings, which are all denominated in Ringgit Malaysia, as at 30 June 2005 are shown as below: -

	
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	Short Term Borrowings
	
	
	
	
	

	Bank Overdraft
	102
	
	-
	
	102

	Term Loans
	387
	
	-
	
	387

	Bankers’ Acceptance
	1,237
	
	-
	
	1,237

	Trust receipts
	854
	
	-
	
	854

	Hire Purchase Creditors
	91
	
	-
	
	91

	
	2,671
	
	-
	
	2,671

	
	
	
	
	
	

	Long Term Borrowings
	
	
	
	
	

	Term Loans
	1,794
	
	-
	
	1,794

	Hire Purchase Creditors
	29
	
	-
	
	29

	
	1,823
	
	-
	
	1,823

	
	
	
	
	
	

	Total
	4,494
	
	-
	
	4,494


24.
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.

25.
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 report. 

26. Earnings Per Share


Basic

The calculation of the basic earnings per share is based on the net profit for the current quarter under review and the three months financial period divided by the weighted average number of ordinary shares of RM0.10 each in issue during the current quarter and the three months financial period.

	
	1st quarter ended
	3 months ended

	
	30.06.2005
	30.06.2004
	30.06.2005
	30.06.2004

	
	
	
	
	

	Net profit for the period (RM’000)
	688
	N/A
	688
	N/A

	
	
	
	
	

	Weighted average number of shares (’000)
	125,346
	N/A
	125,346
	N/A

	
	
	
	
	

	Basic EPS (sen)
	0.55
	N/A
	0.55
	N/A


Diluted

The calculation of the diluted earnings per share is based on the net profit for the quarter and the three months financial period, divided by the adjusted weighted average number of ordinary shares of RM0.10 each in issue and issuable under the exercise of share options granted under the ESOS.

	
	1st quarter ended
	3 months ended

	
	30.06.2005
	30.06.2004
	30.06.2005
	30.06.2004

	
	
	
	
	

	Weighted average number of shares (’000)
	125,346
	N/A
	125,346
	N/A

	
	
	
	
	

	Effect of ESOS (‘000)
	1,958
	N/A
	1,958
	N/A

	
	
	
	
	

	Adjusted weighted average number of ordinary shares in issue and issuable (‘000)
	127,304
	N/A
	127,304
	N/A

	
	
	
	
	

	Diluted EPS (sen)
	0.54
	N/A
	0.54
	N/A
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