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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 Financial Reporting Standards (“FRS”) 134 – Interim Financial Reporting and Appendix 9B of the Listing Requirements of the Bursa Malaysia Securities Berhad (“Bursa Securities”) for the MESDAQ Market (“MMLR”).

The accounting policies and presentation adopted by Karyon Industries Berhad (“KIB” or “Company”), 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’s 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 its nature, size, or incidence that has affected the assets, liabilities, equity, net income or cashflow of the Group for the financial year-to-date. 

6.
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.

7.
Changes in Debts and Equity Securities

A total of 2,302,500 ordinary shares of RM0.10 each in KIB had been issued during the financial year-to-date for cash under the Company’s employees shares options scheme (“ESOS”). For the period under review, 312,500 ordinary shares of RM0.10 each in KIB had been issued for cash. 

8.
Dividend Paid


No dividend was recommended and paid during the financial year-to-date.

9.
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
	      -
	7,814
	2,276
	10,090

	
	
	
	
	

	Segment result
	238
	   198
	  125
	     561

	Finance costs *
	     -
	    (24)
	      (8)
	    (32)

	Profit before tax 
	238
	  174
	  117
	     529

	Tax expense
	  (46)
	  (127)
	    39
	    (134)

	Net profit after tax
	192
	   47
	   156
	     395

	
	
	
	
	

	Consolidated Balance Sheets
	
	
	
	

	Segment assets
	395
	23,017
	6,181
	29,593

	
	
	
	
	

	Segment liabilities
	294
	  6,306
	2,359
	  8,959


* exclude bank charges
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
	-
	33,693
	9,238
	42,931

	
	
	
	
	

	Segment result
	94
	 2,026
	  725
	 2,845

	Finance costs *
	-
	    (111)
	    (48)
	    (159)

	Profit before tax 
	94
	 1,915
	  677
	 2,686

	Tax expense
	(53)
	    (265)
	    (85)
	    (403)

	Net profit after tax
	  41
	 1,650
	  592
	 2,283

	
	
	
	
	

	Consolidated Balance Sheets
	
	
	
	

	Segment assets
	  395
	23,017
	6,181
	29,593

	
	
	
	
	

	Segment liabilities
	294
	  6,306
	2,359
	  8,959


* exclude bank charges


10.
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. Therefore, the valuation of property, plant & equipment has been brought forward without amendment from the previous annual financial statement.

11.
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 from 1 April 2006 to the date of this announcement.

12.
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.

Subsequent to 31 March 2006, the proposed 30% equity investment in Miya Engineering Sdn Bhd (“Miya”) had been completed by way of shares allotment on 13 April 2006, whereby Miya became an associate of the Company.  

13.
Contingent Liabilities and Contingent Assets

There were no changes in the contingent liabilities and contingent assets from 1 April 2006 to the date of this announcement.

14.
Review of Performance for Financial Year-to-date

The Group’s turnover and profit before tax (“PBT”) for the fourth quarter ended 31 March 2006 increased by 6% and 17% to RM10.09 million and RM0.53 million respectively as compared to the same corresponding last year. The increase in revenue and PBT is contributed by growth in sales volume as demand increased.

The Group’s turnover and PBT for the twelve (12) months ended 31 March 2006 increased by 44% and 25% to RM42.93 million and RM2.69 million respectively as compared to the ten (10) months post acquisition results for the financial year ended 31 March 2005. 

For comparison purpose, the Group’s turnover and PBT for the twelve (12) months ended 31 March 2006 and 31 March 2005 were used. The Group’s turnover and PBT have increased by 22% and 15% respectively as compared to the corresponding last year. This is attributed to the increase in sales volume arising from the increase in demand for KIB products.

15.
Material Changes in PBT Compared with the Immediate Preceding Quarter 

The Group revenue for the current quarter ended 31 March 2006 has decreased by approximately 7%, from RM10.89 million to RM10.09 million as compared to the previous quarter ended 31 December 2005. The decrease was mainly due to the long festive holidays in the months of January and February 2006 coupled with the shorter working days in the month of February 2006.  

The PBT for the current quarter ended 31 March 2006 has decreased from RM0.71 million to RM0.53 million as compared to the previous quarter ended 31 December 2005, following by the drop in revenue and the increase in operating expenses, namely professional fees in relation to term loan and trade line facility granted to a subsidiary company.

16.
Future Prospects 

The Board is optimistic that the Group’s performance will continue to be satisfactory for the next financial year.

17.
Variance of Profit Forecast

Not applicable as no profit forecast nor profit guarantee have been provided.

18.
Tax Expense


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

	
	
	Current Quarter 31/3/2006
	
	Financial Year-to-date 

31/3/2006

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	
	Estimated current tax payable
	       -
	
	230

	
	Under estimate of tax in prior years
	    14
	
	  14

	
	Over estimate of tax in previous  quarter
	   (39)
	
	    -

	
	Deferred tax liability
	  159
	
	159

	
	
	  134
	
	403


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.

19.
Profit on Sale of Unquoted 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. 

20.
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.

KIB does not have any material investment in quoted securities as at the reporting date.

21.
(i) 
Status of Corporate Proposals

	Date of Announcement
	Subject
	Status

	12 December 2005
	· Proposed acquisition by a wholly owned subsidiary, Allbright Industries (M) Sdn Bhd of a piece of land held under HS (D) 212173 PTD 111271 in the Mukim of Plentong, District of Johor Bahru together with one-and-half storey detached factory erected on the said land (“Proposed Land Acquisition”).


	The Proposed Land Acquisition was completed with vacant possession on 28 April 2006 and upon full settlement of the purchase consideration of RM3.80 million.



	6 February 2006
	· Proposed private placement of 12,600,000 new ordinary shares of RM0.10 each in KIB (“KIB Shares” or “Shares”) (Placement Shares”) at an issue price to be determined and announced later (“Proposed Private Placement”); and 

· Proposed bonus issue of up to 36,150,000 new KIB shares (“Bonus Shares”), to be credited as fully paid-up, on the basis of one (1) bonus share for every four (4) existing KIB shares held after the proposed private placement on an entitlement date to be determined and announced later (“Proposed Bonus Issue”). 


	An application for the Proposed Private Placement was submitted to the relevant authority on 21 March 2006, and was subsequently approved on 29 March 2006.

An application for the listing of the Placement Shares was submitted to Bursa Securities on 14 April 2006, and subsequently approved on 9 May 2006.

The price fixing date was determined on 11 May 2006. The issue price of the Placement Shares has been fixed at RM0.257 per Share, which represents a discount of approximately 4.81% from the five (5)-day weighted average market price of KIB’s Shares of RM0.27 from 4 May 2006 to 10 May 2006.




21.
(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.

As at 31 March 2006, KIB had fully utilised the total gross proceeds as follows:

	
	2nd Revised utilisation*
	Actual utilisation
	Deviation                  amount
	
	

	Purpose
	RM’000
	RM’000
	 RM’000
	%
	Explanation

	
	
	
	
	
	

	(i)   Purchase of a new factory
	2,000
	2,000
	-
	-
	-

	(ii)  Purchase of new machinery
	754
	754
	-
	-
	-

	(iii) Defray listing expenses
	1,193
	1,193
	-
	-
	-

	(iv) Working capital
	3,199
	3,199
	-
	-
	-

	
	
	
	
	
	

	Total
	7,146
	        7,146
	
	
	


Note:

*
Approval for the 2nd Revised Utilisation was attained from the Securities Commission (“SC”) vide its letter dated 7 February 2006.

22.
Group Borrowings and Debt Securities

             The Group’s borrowings, which are all denominated in Ringgit Malaysia, as at 31 March 2006 are shown below:

	
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	Short Term Borrowings
	
	
	
	
	

	Term Loans
	396
	
	-
	
	396

	Bankers’ Acceptance
	526
	
	-
	
	526

	Trust Receipts
	350
	
	-
	
	350

	Hire Purchase Creditors
	141
	
	-
	
	141

	
	1,413
	
	-
	
	1,413

	
	
	
	
	
	

	Long Term Borrowings
	
	
	
	
	

	Term Loans
	1,490
	
	-
	
	1,490

	Hire Purchase Creditors
	254
	
	-
	
	254

	
	1,744
	
	-
	
	1,744

	
	
	
	
	
	

	Total
	3,157
	
	-
	
	3,157


23.
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.

24.
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. 

25. Earnings Per Share (“EPS”)


Basic

The calculation of the basic EPS is based on the net profit for the current quarter under review and the twelve months financial year divided by the weighted average number of ordinary shares of RM0.10 each in issue during the current quarter and the 12 months financial year.
	
	
	 4th quarter ended
	
	12 months ended
	10 months ended

	
	
	31.3.2006
	31.3.2005
	
	31.3.2006
	31.3.2005

	
	
	
	
	
	
	

	Net profit for the period (RM’000)
	
	395
	309
	
	2,283
	1,700

	
	
	
	
	
	
	

	Weighted average number of shares (’000)
	
	126,077
	94,209
	
	126,202
	94,209

	
	
	
	
	
	
	

	Basic EPS (sen)
	
	0.31
	0.33
	
	1.81
	1.80

	
	
	
	
	
	
	


Diluted

The calculation of the diluted EPS is based on the net profit for the quarter and the twelve months financial year, 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.
	
	
	4th  quarter ended
	
	12 months ended
	10 months ended

	
	
	31.3.2006
	31.3.2005
	
	31.3.2006
	31.3.2005

	
	
	
	
	
	
	

	Weighted average number of shares (’000)
	
	126,077
	94,209
	
	126,202
	94,209

	
	
	
	
	
	
	

	Effect of ESOS (‘000)
	
	1,462
	614
	
	1, 462
	614

	
	
	
	
	
	
	

	Adjusted weighted average number of ordinary shares in issue and issuable (‘000)
	
	127,539
	94,823
	
	127,664
	94,823

	
	
	
	
	
	
	

	Diluted EPS (sen)
	
	0.31
	0.33
	
	1.79
	1.79
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