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Explanatory notes to the Interim Financial Statements

1.
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 December 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 December 2006.

2.
Audit Report of the Preceding Audited Financial Statements

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

3.
Seasonal or Cyclical Factors

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

4.
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 current financial quarter under review. 

5.
Material Changes in Estimates

There were no material changes in estimates of amounts reported in prior financial years that have material effect on the current financial quarter results.

6.
Changes in Debts and Equity Securities

A total of 210,000 ordinary shares of RM0.10 each in KIB was issued during the financial period under review under the Company’s existing employees shares options scheme (“ESOS”).

7.
Dividend Paid


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

8.
Segmental Reporting

The segmental result of the Group for the current financial quarter and cumulative financial period to-date under review are 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
	-
	10,534
	2,373
	
	12,907

	- Inter-segment sales
	-
	927
	1
	(928)
	-

	
	-
	11,461
	2,374
	(928)
	12,907

	
	
	
	
	
	

	RESULT
	
	
	
	
	

	Segment result
	3
	800
	100
	-
	903

	Finance costs 
	(3)
	(100)
	(33)
	-
	(136)

	Share of profit in an associated company
	62
	-
	-
	-
	62

	Share of loss in a jointly controlled entity
	(118)
	-
	-
	-
	(118)

	Profit before tax 
	(56)
	700
	67
	-
	711

	Tax expense
	(5)
	(70)
	(2)
	-
	(77)

	Net profit after tax
	(61)
	630
	65
	-
	634

	
	
	
	
	
	

	Consolidated Balance Sheets
	
	
	
	
	

	Segment assets
	14,076
	31,696
	7,014
	(8,018)
	44,768

	
	
	
	
	
	

	Segment liabilities
	515
	17,850
	3,794
	(8,018)
	14,141


9.
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 has been brought forward without amendment from the previous annual financial statements.

10.
Material Events Subsequent to the End of the Current Financial Quarter

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

11.
Changes in the Composition of the Group

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

12.
Contingent Liabilities and Contingent Assets

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

13.
Review of Performance for Current Financial Quarter

For the three (3) months financial period ended 31 March 2007, the Group posted a revenue and profit before tax of RM12.91 million and RM0.71 million respectively.

No comparative figures are presented as the Group had changed its financial year end from 31 March to 31 December. The results for the three (3) months financial period ended 31 March 2007 represent the first quarterly report for the current financial year ending 31 December 2007 while the three (3) months financial period ended 31 March 2006 represented the fourth quarterly results for the financial year ended 31 March 2006.

14.
Material Changes in PBT Compared with the Immediate Preceding Quarter 

The Group’s revenue for the 1st quarter ended 31 March 2007 increased by approximately 4%, from RM12.38 million to RM12.91 million as compared to the immediate preceding quarter ended 31 December 2006. This was contributed mainly by the improved performance of the Group.

The PBT increased in tandem with the improved performance achieved by the Group. It was further increased by the absence of operating expenses such as allowance for doubtful debts and fixed assets written off, coupled with additional contribution from its associate company, Miya Engineering Services Sdn Bhd.

15.
Future Prospects 

The Board is optimistic that the Group’s performance will continue to be satisfactory for the remainder of this financial year ending 31 December 2007.

16.
Variance of Profit Forecast and Shortfall in Profit Guarantee
The Group has not issued any profit forecast nor profit guarantee for the current financial quarter and financial period-to-date.

17.
Tax Expense


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

	
	
	Current Quarter 31/3/2007
	
	Financial Year to-date 

31/3/2007

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	
	Estimated current tax expense
	  77
	
	  77

	
	Under estimation of tax in prior years
	    -
	
	    -

	
	Over estimation of tax in previous quarter
	    -
	
	    -

	
	Deferred tax liability
	    -
	
	    -

	
	
	77
	
	77


The Group’s effective tax rate is lower than the statutory tax rate of 27% 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.

18.
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 year to-date under review. 

19.
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 year to-date under review.

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

20. (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 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.


	Completed on 6 April 2007 upon successful listing and quotation of 89,826,812 rights issue on the MESDAQ Market of Bursa Malaysia Securities Berhad.



	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 was completed on 5 March 2007.

	18 September 2006
	Proposed joint venture between Karyon Ventures Sdn Bhd and Southern Aluminium Product Co., Ltd to form a joint venture company, Karyon (Jinhua) Industries Co., Ltd (“KJI”) in the PRC.


	· KJI has been successfully incorporated in the PRC on 1st December 2006 under the name, Karyon (Jinhua) Advanced Materials Co., Ltd (“KJAM”) instead of KJI due to the regulatory requirements.

· KJAM has commenced its production operations on 18 April 2007.
· On 22 May 2007, the Company announced that KJAM has commenced to generate revenue from its business operations.




(ii) Status of utilisation of proceeds

Proceeds from Rights Issue of Warrant

The renounceable rights issue of 89,826,812 warrants, which was completed on 6 April 2007, raising a total gross proceeds of approximately RM4.49 million.

As at 31 March 2007, KIB has yet to utilise the total gross proceeds raised and the proposed utilisation of the proceeds is as follows:

	Purpose
	Proposed Utilisation

	
	RM’000

	
	

	Expansion of the KIB Group’s polymeric division
	1,000

	Part financing for the construction costs of a new factory on a piece of land to be acquired
	700

	Working capital for the KIB Group
	2,351

	Defrayment of the expenses incidental to the Rights Issue
	440

	
	

	Total
	4,491


On 3 May 2007, the Company announced that the Company proposed to vary the proposed utilisation of proceeds raised. This proposed variation is not subject to any regulatory approval and/or Company’s shareholders’ approval. However, in view of the significant variation of the proposed utilisation of proceeds, the Board had, on 30 April 2007 vide a letter, notified Securities Commission on the proposed variation. The intended variation on proposed utilisation is set out as follows:

	Purpose
	Initial Proposed Utilisation
	Proposed Variation
	Revised Proposed Utilisation

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	Expansion of the KIB Group’s polymeric division
	1,000
	(400)
	600

	Part financing for the construction costs of a new factory on a piece of land to be acquired
	700
	-
	700

	Working capital for the KIB Group
	2,351
	400
	2,751

	Defrayment of the expenses incidental to the Rights Issue
	440
	-
	440

	
	
	
	

	Total
	4,491
	-
	4,491


Notes:

1. As noted above, the Company had allotted RM1.0 million for the expansion of the KIB Group’s polymeric division via acquisition of a new extruder machinery and its accessories for the production of Thermoplastic Elastomer compound.

In view of the shortage of current production capacity and the unexpected high demand for the KIB Group’s polyvinyl chloride compound products, the management of KIB wishes to expand the polymeric division urgently by acquiring another type of extruder machinery and accessories for the production of PVC products. The price of machinery and its accessories is approximately USD165,000 or equivalent to approximately RM0.6 million. 


2.
The variation to the proposed utilisation will see an additional RM0.4 million injected into working capital, bringing the amount allocated to RM2.751 million.

21.
Group Borrowings and Debt Securities

             The Group’s borrowings, which are all denominated in Ringgit Malaysia, as at 31 March 2007 are shown below:

	
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	Short Term Borrowings
	
	
	
	
	

	Bank overdraft
	-
	
	-
	
	-

	Hire Purchase Creditors
	152
	
	-
	
	152

	Bankers’ Acceptance
	1,492
	
	-
	
	1,492

	Trust Receipts
	248
	
	-
	
	248

	Term Loans
	723
	
	-
	
	723

	
	2,615
	
	-
	
	2,615

	
	
	
	
	
	

	Long Term Borrowings
	
	
	
	
	

	Hire Purchase Creditors
	154
	
	-
	
	154

	Term Loans
	4,363
	
	-
	
	4,363

	
	4,517
	
	-
	
	4,517

	
	
	
	
	
	

	Total
	7,132
	
	-
	
	7,132


22.
Off Balance Sheet Financial Instruments

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

23.
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. 

24.
Dividend


No interim/final dividend was declared or paid during the current financial quarter under review.

25.
Earnings Per Share (“EPS”)


Basic

The calculation of the basic EPS is based on the net profit for the current financial quarter under review and the three months financial period-to-date divided by the weighted average number of ordinary shares of RM0.10 each in issue during the current financial quarter and the three months financial period-to-date.
	
	
	1st Quarter ended 

31.3.2007
	Preceding corresponding quarter
	
	3 months ended

31.3.2007
	Preceding corresponding period

	
	
	
	
	
	
	

	Net profit for the financial period (RM’000)
	
	634
	N/A
	
	634
	N/A

	
	
	
	
	
	
	

	Weighted average number of ordinary shares in issue (’000)
	
	179,661
	N/A
	
	179,661
	N/A

	
	
	
	
	
	
	

	Basic EPS (sen)
	
	0.35
	N/A
	
	0.35
	N/A

	
	
	
	
	
	
	


Diluted

The calculation of the diluted EPS is based on the net profit for the current financial quarter and the three months financial period-to-date, 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 and warrant exercise.
The warrants are not included in the calculation of diluted earnings per share as they are anti-dilutive.

	
	
	1st Quarter ended 

31.3.2007
	Preceding corresponding quarter
	
	3 months ended

31.3.2007
	Preceding corresponding period

	
	
	
	
	
	
	

	Weighted average number of ordinary shares in issue (’000)
	
	179,661
	N/A
	
	179,661
	N/A

	
	
	
	
	
	
	

	Effect of ESOS (‘000)
	
	523
	N/A
	
	523
	N/A

	
	
	
	
	
	
	

	Adjusted weighted average number of ordinary shares in issue and issuable (‘000)
	
	180,184
	N/A
	
	180,184
	N/A

	
	
	
	
	
	
	

	Diluted EPS (sen)
	
	0.35
	N/A
	
	0.35
	N/A


Remark:

No comparative figures are presented as the Group had changed its financial year end from 31 March to 31 December. The results for the three (3) months financial period ended 31 March 2007 represent the first quarterly report for the current financial year ending 31 December 2007 while the three (3) months financial period ended 31 March 2006 represented the fourth quarterly results for the financial year ended 31 March 2006.
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