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Explanatory notes to the Interim Financial Statements

1.
Change of Financial Year End

The Company had on 2 October 2006 announced that its financial year end would be changed from 31 March to 31 December. Hence, the current financial year of the Company commenced from 1 April 2006 to 31 December 2006.

2.
Basis of Preparation

The Quarterly Report has been prepared in accordance with the reporting requirements outlined in the 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”) and should be read in conjunction with the Group’s annual audited financial statements for the financial year ended 31 March 2006.

These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the financial year ended 31 March 2006.

3.
Changes in Accounting Policies

The significant accounting policies adopted by the Group are consistent with those of the audited financial statements for the financial year ended 31 March 2006 except for the adoption of the following new / revised FRSs that are mandatory for the financial period beginning 1 January 2006. The comparatives have been amended where as required, in accordance with the relevant transitional provisions in the respective FRS:


FRS 2

Share Based Payment


FRS 3

Business Combinations


FRS 101
Presentation of Financial Statements


FRS 102 
Inventories


FRS 108
Accounting Policies, Changes in Estimates and Errors


FRS 110
Events after Balance Sheet Date


FRS 116
Property, Plant and Equipment


FRS 121
The Effects of Changes in Foreign Exchange Rates


FRS 127
Consolidated and Separate Financial Statements


FRS 128
Investment in Associates

FRS 131
Interests in Joint Ventures


FRS 132
Financial Instruments: Disclosure and Presentation


FRS 133
Earnings Per Share


FRS 136
Impairment of Assets


FRS 138
Intangible Assets


FRS 140
Investment Property

The adoption of the above-mentioned FRSs that are applicable to the Group does not result in substantial changes to the Group’s accounting policies other than those disclosed below.
3.
Changes in Accounting Policies (cont’d)


The Group has not adopted the following FRSs that have been issued but are only effective for annual financial periods beginning on or after 1 October 2006:


FRS 117
Leases


FRS 124
Related Parties


 
The Directors anticipate that the adoption of these standards in future periods will not have a material impact on the financial statements of the Company.



The MASB has issued FRS 139 Financial Instruments: Recognition and Measurement but for which the MASB has yet to announce the effective date of this Standard.  


Impact and effect of adopting the FRSs on the Group’s financial statements are as follows:


FRS 3: Business Combination


The adoption of this new FRS has resulted in the carrying amount of negative Goodwill being derecognised at the beginning of the period, with a corresponding adjustment to the opening balance of retained earnings. 

Under FRS 3, any excess of the Group’s interest in the net fair value of acquirees’ identifiable assets, liabilities and contingent liabilities over the cost of acquisitions (previously referred to as “reserve on consolidation”), after reassessment, is now recognised immediately in the income statement. Prior to 1 April 2006, reserve on consolidation was captured under other reserve. In accordance with the transitional provision of FRS 3, the reserve on consolidation as at 1 April 2006 of RM2.169 million was derecognised and with a corresponding increase in opening retained earnings.


FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of share of net after tax results of an associate, a jointly controlled entity and other disclosures. 

Share of results in an associate and a jointly controlled entity are now disclosed net of tax and minority interests in the consolidated income statements.
4.
Audit Report of the Preceding Audited Financial Statements

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

5.
Seasonal or Cyclical Factors

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

6.
Unusual Items

There was no item which was unusual because of its nature, size, or incidence that had affected the assets, liabilities, equity, net income or cashflow of the Group for the current financial period-to-date under review. 

7.
Material Changes in Estimates

There were no changes in estimates of amounts that had material effect on the current financial quarter results.

8.
Changes in Debts and Equity Securities

A total of 52,402,125 ordinary shares of RM0.10 each in KIB was issued during the financial period-to-date under review under the following exercise:
i)
 4,063,000 ordinary shares under the Company’s existing employees’ shares options scheme (“ESOS”); and

ii)
12,600,000 ordinary shares under the Private Placement; and

iii)
35,739,125 ordinary shares under the Bonus Issue.

For the current financial quarter under review, 36,617,125 ordinary shares of RM0.10 each in KIB were issued of which 35,739,125 ordinary shares were issued under Bonus Issue and the remaining were under the ESOS.
9.
Dividend Paid


No dividend was recommended and paid for the current financial period-to-date.

10.
Segmental Reporting

The segmental result of the Group’s revenue and profit for the current financial quarter under review is set out below:


	
	Investment Holding
	Manufacturing of Polymeric product
	Manufacturing of Oleochemical product
	Elimination
	Total

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	REVENUE
	
	
	
	
	

	- External
	-
	10,127
	2,252
	-
	12,379

	- Inter-segment sales
	-
	949
	3
	(952)
	-

	
	-
	11,076
	2,255
	(952)
	12,379

	
	
	
	
	
	

	RESULT
	
	
	
	
	

	Segment result
	(21)
	439
	(59)
	22
	381

	Finance costs 
	(1)
	(75)
	(21)
	-
	(97)

	Share of loss in an associated company
	(9)
	-
	-
	-
	(9)

	Profit before tax 
	(31)
	364
	(80)
	22
	275

	Tax expense
	(5)
	(64)
	(5)
	-
	(74)

	Net profit after tax
	(36)
	300
	(85)
	22
	201

	
	
	
	
	
	

	Consolidated Balance Sheets
	
	
	
	
	

	Segment assets
	10,685
	29,635
	6,839
	(8,469)
	38,690

	
	
	
	
	
	

	Segment liabilities
	457
	16,419
	3,684
	(8,469)
	12,091


The segmental result of the Group’s revenue and profit for the current financial period-to-date is set out below:


	
	Investment Holding
	Manufacturing of Polymeric product
	Manufacturing of Oleochemical product
	Elimination
	Total

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	REVENUE
	
	
	
	
	

	- External
	-
	28,126
	6,866
	-
	34,992

	- Inter-segment sales
	-
	2,369
	5
	(2,374)
	-

	
	-
	30,495
	6,871
	(2,374)
	34,992

	
	
	
	
	
	

	RESULT
	
	
	
	
	

	Segment result
	19
	2,252
	334
	22
	2,627

	Finance costs 
	(3)
	(252)
	(75)
	-
	(330)

	Share of profit in an associated company
	142
	-
	-
	-
	142

	Profit before tax 
	158
	2,000
	259
	22
	2,439

	Tax expense
	(43)
	(218)
	(28)
	-
	(289)

	Net profit after tax
	115
	1,782
	231
	22
	2,150

	
	
	
	
	
	

	Consolidated Balance Sheets
	
	
	
	
	

	Segment assets
	10,685
	29,635
	6,839
	(8,469)
	38,690

	
	
	
	
	
	

	Segment liabilities
	457
	16,419
	3,684
	(8,469)
	12,091
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Valuation of Property, Plant and Equipment

The Group did not revalue any of its property, plant and equipment during the current financial quarter under review. Therefore, the valuation of property, plant & equipment had been brought forward without amendment from the previous annual financial statements.

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

There were no material events which might have occurred from 1 January 2007 to the date of this announcement.

13.
Changes in the Composition of the Group

(i) 
On 13 April 2006, the Company subscribed for a 30% equity stake, which comprises 300,000 new ordinary shares of RM1.00 each at par in Miya Engineering Services Sdn Bhd (“Miya”) for a total cash consideration of RM300,000, and has since become an associate company of KIB.

(ii) 
On 9 August 2006, the Company acquired 100% of the issued and paid up share capital of Karyon Ventures Sdn Bhd (“KVSB”) for a total cash consideration of RM2.00. Subsequent to the acquisition, KVSB has become a wholly-owned subsidiary of KIB. 

(iii) 
On 2 November 2006, the Company further subscribed for 1,999,998 ordinary shares of RM1.00 each in KVSB at an issue price of RM1.00 per share, thereby increasing the share capital of KVSB from RM2.00 to RM2 million.

 (iv) On 1 December 2006, Karyon (Jinhua) Advanced Materials Co., Ltd (“KJAM”), an entity which is jointly controlled by both KVSB and Southern Aluminium Products Co., Ltd (“SAP”), has been successfully incorporated in the People’s Republic of China (“PRC”). 



The registered capital of KJAM is Renminbi (“RMB”) 6 million of which was contributed by KVSB and SAP for the amount of RMB 4 million and RMB 2 million respectively.

14.
Contingent Liabilities and Contingent Assets

There were no material contingent liabilities or contingent assets for the current financial quarter under review.

15.
Review of Performance for Current Financial Quarter

For the three (3) months financial period ended 31 December 2006, the Group recorded a revenue of RM12.38 million, which was RM1.49 million higher compared to the corresponding quarter last year. Despite higher revenue achieved, profit before tax (“PBT”) was however reported at RM0.28 million in the current quarter, representing a decline of RM0.43 million as compared to a PBT of RM0.71 million registered in the same quarter last year. This  was due mainly to escalation in material costs and operating expenses.

For the nine (9) months financial period ended 31 December 2006, the Group recorded a revenue of RM34.99 million and PBT of RM2.44 million, representing an increase of 7% and 13% respectively as compared to the same period of last year where RM32.84 million were achieved for revenue and RM2.16 million were posted for PBT. The improved performance was attributable mainly to improvement in operational efficiency as well as additional profit contributed by our new associate company, Miya Engineering Services Sdn Bhd.

16.
Material Changes in PBT Compared with the Immediate Preceding Quarter 

PBT posted for the current financial quarter amounted to RM0.28 million, representing a decrease of 74% as compared to the PBT of the immediate preceding quarter of RM1.06 million. The decrease was due mainly to higher material costs and increase in operating expenses due to the write off in fixed assets and allowance for doubtful debts.
17
Future Prospects 

Despite the less encouraging performance achieved in current financial quarter, the nine (9) months’ operating results for the financial period are better compared to the same period of last financial year. The Board of Directors is optimistic of the Group’s performance for the coming financial year ending 31 December 2007.

18.
Variance of Profit Forecast and Shortfall in Profit Guarantee
The Group did not issue any profit forecast nor profit guarantee for the current financial quarter and financial period-to-date.

19.
Tax Expense


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

	
	
	Current Quarter 31/12/2006
	
	Financial period-to-date 

31/12/2006

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	
	Estimated current tax expense
	  44
	
	 243

	
	Under estimation of tax in prior years
	     -
	
	  13

	
	Over estimation of tax in previous quarter
	   (3)
	
	    -

	
	Deferred tax liability
	  33
	
	  33

	
	
	  74
	
	289


The Group’s effective tax rate is lower than the statutory tax rate of 28% due mainly 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 Unquoted Investments and/or Properties


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

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

22.
(i) Status of Corporate Proposals 

	Date of Announcement
	Subject
	Status

	5 July 2006


	· Proposed renounceable rights issue of up to 90,375,000 new warrants in Karyon Industries Berhad (“KIB”) (“Warrants”) on the basis of one (1) Warrant for every two (2) existing ordinary shares of RM0.10 each in KIB (“KIB Share”) held on an entitlement date to be determined and announced later (“Proposed Rights Issue of Warrants”).


	· The Securities Commission (“SC”) had vide its letter dated 18 September 2006 approved the Proposed Rights Issue of Warrants subject to the following conditions:

(i) KIB is not to utilise any of the proceeds raised from the Proposed Rights Issue of Warrants to repay the term-loan granted to the KIB Group by Public Investment Bank Berhad (formerly known as PB Securities Sdn Bhd); and

(ii) KIB should fully comply with the relevant requirements as stipulated in the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”) for the MESDAQ Market, as applied by the SC effective from 1 January 2005.

· Bank Negara Malaysia had vide its letter dated 11 September 2006 approved the issuance of the Warrants to all non-resident shareholders of KIB.

· On 26 October 2006, the Company announced the following:

(i) The issue price of the Warrants has been fixed at RM0.05 per Warrant; and 

(ii) The exercise price of the Warrants has been fixed at RM0.26 per Warrant for every one (1) new KIB Share representing a premium of four percent (4%) to the five (5)-day weighted average market price of KIB Shares up to 20 October 2006 (being the market day immediately preceding the price fixing date of 26 October 2006) of RM0.25.




22.
(i) Status of Corporate Proposals (cont’d)
	Date of Announcement
	Subject
	Status

	
	
	· KIB’s shareholders had given approval to the Company for the Proposed Rights Issue of Warrants at the Extraordinary General Meeting (“EGM”) held on 29 December 2006.

· Currently, the Company is in the progress of finalising the abridged prospectus for the Proposed Rights Issue of Warrants.



	5 July 2006
	· Proposed increase in the authorised share capital from RM25,000,000 comprising of 250,000,000 KIB Shares to RM50,000,000 comprising 500,000,000 KIB Shares and amendment to the relevant clause of the Memorandum of Association of the Company in conjunction of the Proposed Rights Issue of Warrants (“Proposals”).


	· Completed. The Company had obtained its shareholders’ approval for the Proposals at the Company’s EGM held on 29 December 2006. 

	11 September 2006
	· Hsing Lung Sdn Bhd, a subsidiary of KIB, had entered into a sales and purchase agreement with Mahabuilders Sdn Bhd to purchase a piece of land located in Mukim Plentong, Johor. 

	· The proposed land acquisition is expected to be completed within 2nd quarter of 2007.

	18 September 2006 
	· Proposed joint venture between KVSB and SAP to form a joint venture company in the PRC which is principally involved in producing the metal stearates and mixed metal stabilizers in the PRC.


	· A joint venture company has been successfully incorporated in the PRC on 1st December 2006 under the name, KJAM. 





(ii) Status of utilisation of proceeds

Proceeds from the Private Placement

The Private Placement of 12,600,000 new KIB shares, which was completed on 21 June 2006, raised a total gross proceeds of approximately RM3.24 million.

As at 31 December 2006, KIB has fully utilised the total gross proceeds raised and the utilisation of the proceeds is as follows:

	Purpose
	Proposed Utilisation
	Actual Utilisation
	

	
	RM’000
	RM’000
	Note

	
	
	
	

	Working capital
	2,175
	2,176
	1

	Subscription of new ordinary shares of Allbright   Industries (M) Sdn Bhd
	1,000
	1,000
	-

	Defrayment of the expenses and fees for the Private Placement 
	63
	62
	1

	
	
	
	

	Total
	3,238
	3,238
	


Note 1: 

The surplus fund of RM1,000 allocated for the expenses of the Private Placement had been utilised for the working capital of the Group.

23.
Group Borrowings and Debt Securities

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

	
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	Short Term Borrowings
	
	
	
	
	

	Bank overdraft
	-
	
	
	
	-

	Hire Purchase Creditors
	161
	
	-
	
	161

	Bankers’ Acceptance
	902
	
	-
	
	902

	Trust Receipts
	421
	
	-
	
	421

	Term Loans
	641
	
	-
	
	641

	
	2,125
	
	-
	
	2,125

	
	
	
	
	
	

	Long Term Borrowings
	
	
	
	
	

	Hire Purchase Creditors
	124
	
	-
	
	124

	Term Loans
	3,775
	
	-
	
	3,775

	
	3,899
	
	-
	
	3,899

	
	
	
	
	
	

	Total
	6,024
	
	-
	
	6,024


24.
Off Balance Sheet Financial Instruments

The Group does not have any off balance sheet financial instruments.

25.
Material Litigation

The Group is not engaged in any material litigation either as plaintiff or defendant and the Board of Directors does not have any knowledge of any proceedings pending or threatened against the Group as at the date of this Quarterly Report. 

26.
Earnings Per Share (“EPS”)


Basic

The calculation of the basic EPS is based on the net profit for the three (3) months financial period ended 31 December 2006 and the nine (9) months financial period ended 31 December 2006 divided by the weighted average number of ordinary shares of RM0.10 each in issue. The weighted average number of shares outstanding for the previous quarter as well as the financial period to-date had been adjusted for the effect of the bonus issue.
	
	
	 3rd quarter ended
	
	9 months ended

	
	
	31.12.2006
	31.12.2005
	
	31.12.2006
	31.12.2005

	
	
	
	
	
	
	

	Net profit for the financial period (RM’000)
	
	201
	607
	
	2,150
	1,888

	
	
	
	
	
	
	

	Weighted average number of shares (’000)
	
	171,575
	161,561
	
	171,505
	161,653

	
	
	
	
	
	
	

	Basic EPS / Adjusted EPS (sen)
	
	0.12
	0.38
	
	1.25
	1.17

	
	
	
	
	
	
	


Diluted

The calculation of the diluted EPS is based on the net profit for the three (3) months financial period ended 31 December 2006 and the nine (9) months financial period ended 31 December 2006, 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. The weighted average number of shares outstanding for the previous quarter as well as the financial period to-date had been adjusted for the effect of the bonus issue.
	
	
	 3rd quarter ended
	
	9 months ended

	
	
	31.12.2006
	31.12.2005
	
	31.12.2006
	31.12.2005

	
	
	
	
	
	
	

	Weighted average number of shares (’000)
	
	171,575
	161,561
	
	171,505
	161,653

	
	
	
	
	
	
	

	Effect of ESOS (‘000)
	
	593
	1,558
	
	593
	1,558

	
	
	
	
	
	
	

	Adjusted weighted average number of ordinary shares in issue and issuable (‘000)
	
	172,168
	163,119
	
	172,098
	163,211

	
	
	
	
	
	
	

	Diluted EPS (sen)
	
	0.12
	0.37
	
	1.25
	1.16
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