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Explanatory notes to the Interim Financial Statements

1.
Accounting Policies and 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 Rule 9.22 of the Listing Requirements of the Bursa Malaysia Securities Berhad (“Bursa Securities”) for the ACE Market and should be read in conjunction with the Group’s annual audited financial statements for the financial year ended 31 December 2010.

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 2010.

The significant accounting policies adopted for the interim financial statements are consistent with those adopted for the Group’s annual audited financial statements for the financial year ended 31 December 2010, except for the adoption of the following new/revised Financial Reporting Standards (FRSs) and amendments to FRS, which are applicable to the Group for the financial period beginning on or after 1 January 2011:

	FRS 3
	Business Combinations (Revised)

	FRS 127
	Consolidated and Separate Financial Statements (Revised)

	Amendments to FRS 2
	Share-based Payment

	Amendments to FRS 2
	Group Cash-settled Share-based Payment Transactions

	Amendments to FRS 7
	Improving Disclosures about Financial Instruments

	Improvements to FRSs issued in 2010

	IC interpretation 16
	Hedges of a Net Investment in a Foreign Operation

	Amendments to IC interpretation 9
	Reassessment of Embedded Derivatives


The adoption of the abovementioned FRS, Amendments to FRS and Interpretations will have no material impact on the financial statements of the Group upon their initial application other than:
FRS 3: Business Combinations (Revised)

FRS 127: Consolidated and Separate Financial Statements (Revised)

The revised FRS 3 introduces a number of changes in the accounting for business combinations occurring after 1 July 2010. These changes will impact the amount of goodwill recognised, the reported results in the period that an acquisition occurs, and future reported results. The revised FRS 127 requires that a change in the ownership interest of a subsidiary (without loss of control) is accounted for as an equity transaction. Therefore, such transactions will no longer give rise to goodwill, nor will they give rise to a gain or loss. Furthermore, the revised standard changes the accounting for losses incurred by the subsidiary as well as the loss of control and transactions with minority interests.

1. Accounting Policies and Basis of Preparation (cont’d)
New and revised FRS issued but not yet effective
The Group has not applied the following FRS which has been issued but not yet effective:

	FRS
	Effective for financial periods beginning on or after

	FRS 124: Related Party Disclosures (Revised)
	1 January 2012


The revised standard simplifies the definition of a related party and eliminates certain inconsistencies within the superceded version. In addition to this, transactions and balances with government-related entities are broadly exempted from the disclosure requirements of the Standard.
The Group does not expect any impact on the financial statements arising from the adoption of this Standard.
2.
Audit Report of the Preceding Audited Financial Statements
The auditors’ report of the preceding annual financial statements of the Group 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 were no items or events that arose, which is unusual because of its nature, size, or incidence that has affected the assets, liabilities, equity, net income or cash flows 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 under review.

6.
Changes in Debts and Equity Securities

There were no issuance and repayment of debt and equity securities, share buy-backs and share cancellation, for the current financial quarter under review.
7.
Dividend Paid
The dividend paid during the current financial quarter under review and cumulative financial year-to-date is as follows:
	
	
	2011

	
	
	RM

	Interim dividend:
	
	

	Interim tax exempt dividend of 3.50% or RM0.0035 per ordinary share of RM0.10 each in respect of the financial year ending 31 December 2011, which was declared on 3 August 2011 and paid on 14 September 2011
	
	831,685


No dividend was declared or paid during the corresponding period in the preceding financial year.

8. Segmental Reporting

The segmental result of the Group 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
	24,200
	3,761
	-
	27,971

	- Inter-segment sales
	3,374
	2,560
	-
	(5,934)
	-

	
	3,384
	26,760
	3,761
	(5,934)
	27,971

	
	
	
	
	
	

	RESULT
	
	
	
	
	

	Segment result
	(392)
	2,785
	165
	-
	2,558

	Finance costs 
	-
	(49)
	(18)
	
	(67)

	(Loss)/Profit before tax 
	(392)
	2,736
	147
	-
	2,491

	Tax expense
	(150)
	(160)
	(21)
	-
	(331)

	(Loss)/Profit after tax
	(542)
	2,576
	126
	-
	2,160

	
	
	
	
	
	

	Consolidated Statement of Financial Position
	
	
	
	
	

	Segment assets
	37,817
	52,615
	9,122
	(32,700)
	66,854

	Segment liabilities
	1,347
	30,289
	4,962
	(21,345)
	15,253


The segmental result of the Group for the cumulative 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
	18
	70,196
	13,676
	-
	83,890

	- Inter-segment sales
	6,958
	5,917
	-
	(12,875)
	-

	
	6,976
	76,113
	13,676
	(12,875)
	83,890

	
	
	
	
	
	

	RESULT
	
	
	
	
	

	Segment result
	(1,151)
	7,019
	592
	-
	6,460

	Finance costs 
	(1)
	(113)
	(50)
	
	(164)

	Share of profit in a jointly controlled entity
	

89
	-
	-
	-
	89

	(Loss)/Profit before tax 
	(1,063)
	6,906
	542
	-
	6,385

	Tax expense
	(250)
	(1,031)
	(106)
	-
	(1,387)

	(Loss)/Profit after tax
	(1,313)
	5,875
	436
	-
	4,998

	
	
	
	
	
	

	Consolidated Statement of Financial Position
	
	
	
	
	

	Segment assets
	37,817
	52,615
	9,122
	(32,700)
	66,854

	Segment liabilities
	1,347
	30,289
	4,962
	(21,345)
	15,253


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 and 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 occurred from 1 October 2011 to the date of the 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

(a) Contingent liabilities

The amounts of contingent liabilities as at 30 September 2011 are as follows:

	
	RM

	Guarantees to banks for trade facilities granted
	19,881,452

	Guarantees to suppliers 
	  3,000,000


(b) 
Contingent assets

There were no contingent assets as at the end of current financial quarter under review.

13.
Capital Commitment


Capital commitment as at 30 September 2011 is as follow:

	Capital expenditure:
	RM

	Approved but not contracted for
	493,501

	
	


14.
Review of Performance for the Current Financial Quarter

	
	3 Months Ended
	Variance

	
	30.09.2011
	30.09.2010
	Amount
	%

	
	RM’000
	RM’000
	RM’000
	

	Revenue
	27,971
	22,678
	5,293
	23.34

	Profit before tax 
	2,491
	2,651
	(160)
	(6.04)


The Group’s revenue for the current financial quarter of RM27.971 million was RM5.293 million or 23.34% higher than the previous corresponding quarter of RM22.678 million. The higher revenue was due mainly to the growth in sales volume of polymeric products by 787 metric tonnes coupled with higher selling price. 
Despite higher revenue achieved, the Group’s profit before tax for the current financial quarter under review had decreased by RM0.160 million, from RM2.651 million to RM2.491 million as compared to the preceding financial year corresponding period. The decrease was due mainly to a one-off transaction resulted from the gain on disposal of property, plant and equipment amounting to RM0.677 million in the preceding financial year corresponding quarter.
	
	9 Months Ended
	Variance

	
	30.09.2011
	30.09.2010
	Amount
	%

	
	RM’000
	RM’000
	RM’000
	

	Revenue
	83,890
	68,634
	15,256
	22.23

	Profit before tax 
	6,385
	6,206
	179
	2.88


The Group’s revenue for the cumulative financial quarter had increased by 22.23% to RM83.890 million as compared to the revenue of RM68.634 million recorded in the corresponding period in the preceding financial year.
Similarly, the Group’s profit before tax had also increased by 2.88% to RM6.385 million as compared to the profit before tax of RM6.206 million recorded in the corresponding period in the preceding financial year.

The improvement in revenue and profit before tax for the cumulative financial quarter was a result of the improvement in average selling price and sales volume of polymeric products in the second quarter of the current financial year under review.
 15.
Material Changes in Profit Before Tax as Compared with the Immediate Preceding Quarter 
	
	3 Months Ended
	Deviation

	
	30.09.2011
	30.06.2011
	Amount
	%

	
	RM’000
	RM’000
	RM’000
	

	Revenue
	27,971
	30,054
	(2,083)
	(6.93)

	Profit before tax 
	2,491
	2,634
	(143)
	(5.43)


The Group’s revenue for the current financial quarter under review had decreased by 6.93% to RM27.971 million as compared to the revenue of RM30.054 million recorded in the immediate preceding quarter.

Polymeric and oleochemical sales during the current financial quarter under review had dropped by RM0.630 million and RM1.453 million respectively. The decrease was due mainly to lesser export sales and dropped in selling price of oleochemical products during the current financial quarter under review. As a result of the foregoing factor, the profit before tax for the current financial quarter had also decreased accordingly.
16.
Future Prospects 

With the underlying fundamental strength in business operations, financial stability and wide distribution network, the Board expects a satisfactory financial performance of the Group for the financial year ending 31 December 2011. 
17.
Variance of Profit Forecast and Shortfall in Profit Guarantee
The Group has not issued any profit forecast or profit guarantee for the current financial quarter under review and financial year-to-date.
18.
Tax Expense


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

	
	
	Current Quarter 30.09.2011
	
	Financial Year-To-Date 

30.09.2011

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	
	Estimated current tax expense
	478
	
	1,534

	
	Over estimation of tax in prior year
	(328)
	
	(328)

	
	Deferred tax liability
	181
	
	181

	
	
	331
	
	1,387


The Group’s effective tax rate was lower than the statutory tax rate of 25% due mainly to utilisation of export incentive allowance brought forward from prior years. 

19.
Profit on Sale of Unquoted Investments and/or Properties


There was no disposal of unquoted investments and/or properties during the current financial quarter under review and financial year-to-date.
20.
Purchase and Disposal of Quoted Securities

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

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

	6 October 2011

	Proposed bonus issue of up to 69,258,434 new ordinary shares of RM0.10 each in KIB (“KIB Share(s)”) (“Bonus Share(s)”) on the basis of one (1) Bonus Share for every five (5) existing ordinary shares of RM0.10 each held in KIB (“Proposed Bonus Issue”).


	· The resolution as set out in the notice of extraordinary general meeting (“EGM”) dated 21 October 2011 on the Proposed Bonus Issue was duly passed at the EGM held on 16 November 2011.

· The book closure date for the Proposed Bonus Issue has been fixed on 15 December 2011 via the announcement dated 18 November 2011.




21.
(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, raised a total gross proceeds of approximately RM4.49 million.


As at 30 September 2011, KIB has utilised 88% of the total gross proceeds as follows:
	Purpose
	Revised proposed utilisation
RM’000
	Actual

utilisation

RM’000
	 Balance unutilised 

RM’000
	 Utilisation of balance for the working capital of KIB Group

RM’000
	Remaining balance

RM’000
	Expected timeframe for utilisation

	Expansion of the KIB Group’s polymeric division
	600(a)
	563
	37(b)
	(37)
	-
	N/A

	Part financing for the construction costs of a new factory on a piece of land to be acquired
	700
	181
	519(c)
	-
	519
	5 October 2012

	Working capital for the KIB Group
	2,751(a)
	2,794
	(43)
	43(b)(d)
	-
	N/A

	Defrayment of the expenses incidental to the Rights Issue
	440
	434
	6(d)
	(6)
	-
	N/A

	TOTAL 
	4,491
	3,972
	519
	-
	519
	


Notes:
(a)
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 vide its letter dated 30 April 2007, notified the Securities Commission Malaysia on the proposed variation. The proposed variation involved the allocation of RM400,000 from expansion of the KIB Group’s polymeric division to working capital for the KIB Group.

(b)
The surplus fund of approximately RM37,000 allocated for the expansion of the KIB Group’s polymeric division has been utilised for the working capital of the KIB Group.
(c)
On 3 April 2008, the Company announced that the Company proposed to extend the timeframe for the utilisation of proceeds of RM700,000 raised from the Rights Issue of Warrants in relation to the part financing for the construction costs of a new factory to be built on a piece of land acquired by a wholly-owned subsidiary, Hsing Lung Sdn Bhd (“HLSB”), for eighteen (18) months i.e. from 5 April 2008 to 5 October 2009. This extension was made as HLSB requires more time to study on the construction plan of the new factory and has yet to utilise the proceeds raised from the rights issue.


On 17 September 2009, the Company has deferred the timeframe for the utilisation of proceeds of RM700,000 raised, i.e. from 5 October 2009 to 5 October 2010 as HLSB is awaiting the approvals from the relevant authorities on the building plan of the new factory. 

On 30 September 2010, the Company has further deferred the timeframe for the utilisation of proceeds from 5 October 2010 to 5 October 2011. This extension was made as HLSB is in the midst of selecting the appropriate contractors for the construction of the new factory based on its approved building plan.  

On 12 October 2011, the Company has further deferred the timeframe for the utilisation of proceeds from 6 October 2011 to 5 October 2012. This extension was made as there was a dispute in the estimated cost of construction between HLSB and the consultant appointed for the construction of the new factory (“Project”). As such, HLSB would require more time to further study on the viability for the continuation of the Project.
(d)
The surplus fund of approximately RM6,000 allocated for the expenses of the Rights Issue of Warrants has been utilised for the working capital of the KIB Group.
22.
Group Borrowings and Debt Securities

             The Group’s borrowings, which are all denominated in Ringgit Malaysia, as at 30 September 2011 are shown below:

	
	Secured

RM’000
	
	Unsecured

RM’000
	
	Total

RM’000

	Long Term Borrowings
	
	
	
	
	

	Hire purchase creditors
	414
	
	
	
	414

	Term loans
	702
	
	-
	
	702

	
	1,116
	
	-
	
	1,116

	
	
	
	
	
	

	Short Term Borrowings
	
	
	
	
	

	Hire purchase creditors
	135
	
	-
	
	135

	Bankers’ acceptance
	984
	
	-
	
	984

	Term loans
	278
	
	-
	
	278

	
	1,397
	
	-
	
	1,397

	
	
	
	
	
	

	Total
	2,513
	
	-
	
	2,513


23.
Realised and Unrealised Retained Profits
	
	Current quarter ended 30/09/2011
	Preceding quarter ended 30/06/2011

	
	RM
	RM

	Total retained profits of KIB and its subsidiaries:
	
	

	· Realised 
	24,568
	23,058

	· Unrealised
	(1,292)
	(1,111)

	
	23,276
	21,947

	Total share of retained profits from jointly controlled entity:
	
	

	· Realised 
	315
	315

	· Unrealised
	-
	-

	
	315
	315

	
	
	

	Total Group retained profits 
	23,591
	22,262


24.
Off Balance Sheet Financial Instruments

The Group does not have any off balance sheet financial instruments as at the date of this report.

25.
Material Litigation

(a) Writ of Summons and Statement of Claim By Hsing Lung Sdn Bhd (“HLSB”), a wholly owned subsidiary of Karyon Industries Berhad (“KIB”) Against Mahabuilders Sdn Bhd

HLSB, a wholly owned subsidiary of KIB, had on 6 June 2008 through its solicitors served the sealed Writ of Summons and Statement of Claim on Mahabuilders Sdn Bhd for loss and damage in tort and contract in connection with the acquisition of a piece of land held under HS(D) 212275 PTD 111374 in the Mukim of Plentong, District of Johor Bahru, Johor Darul Takzim.

The Writ of Summons and Statement of Claim (No.22-329-2008(4)) was filed with and a sealed copy thereof extracted from the Johor Bahru High Court on 13 May 2008 and 28 May 2008 respectively.

The pre-trial case management had been held on 24 August 2011. The Learned Registrar has fixed the matter for full trial on 24, 25 and 27 October 2011. Subsequent to the completion of the full trial, the Court has adjourned the matter to 16 December 2011 for decision.  
(b) Summons and Statement of Claim Received by Hsing Lung Sdn Bhd (“HSLB”), a wholly owned subsidiary of Karyon Industries Berhad (“KIB”) Against Cope Consultants Sdn Bhd (“CCSB”)
CCSB through its lawyer served a Summon dated 15 April 2011 on HLSB, at the registered address of KIB and the business address of KIB on 3 May 2011 and 9 May 2011, respectively. CCSB is claiming for professional fees of RM85,216.94 in connection with the proposed construction of a two storey factory located at PTD111374, Jalan Sri Plentong 9, Kawasan Perindustrian Sri Plentong, 81750 Masai Johor.
HLSB through its lawyer has filed a copy of Statement of Defence and Counter Claim in Court on 22 June 2011. The matter has been fixed for hearing on 30 November 2011. 
26.
Dividend payable
The dividend declared and paid during the current financial quarter under review and cumulative financial year-to-date is as follows:
	
	
	2011

	
	
	RM

	Interim dividend:
	
	

	Interim tax exempt dividend of 3.50% or RM0.0035 per ordinary share of RM0.10 each in respect of the financial year ending 31 December 2011, which was declared on 3 August 2011 and paid on 14 September 2011
	
	831,685


No dividend was declared or paid during the corresponding period in the preceding financial year.

27.
Earnings Per Share (“EPS”)


Basic

The calculation of the basic EPS is based on the net profit for the current financial quarter and the nine (9) months financial period, divided by the weighted average number of ordinary shares of RM0.10 each in issue during the current financial quarter and the nine (9) months financial period.
	
	
	3rd Quarter Ended
	
	9 Months Ended

	
	
	30.09.2011
	30.09.2010
	
	30.09.2011
	30.09.2010

	
	
	
	
	
	
	

	Net profit for the period attributable to owners of the parent (RM’000)
	
	2,160
	2,155
	
	4,998
	4,954

	
	
	
	
	
	
	

	Weighted average number of ordinary shares in issue (’000)
	
	237,624
	237,622
	
	237,624
	237,622

	
	
	
	
	
	
	

	Basic EPS (sen)


	
	0.91
	0.91
	
	2.10
	2.08



Diluted

The calculation of the diluted EPS is based on the net profit for the current financial quarter and the nine (9) 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 and warrant exercise.
	
	
	3rd Quarter Ended
	
	9 Months Ended

	
	
	30.09.2011
	30.09.2010
	
	30.09.2011
	30.09.2010

	Weighted average number of ordinary shares in issue (’000)
	
	237,624
	237,622
	
	237,624
	237,622

	
	
	
	
	
	
	

	Effect of ESOS and Warrants (’000)
	
	6,482
	58

(Note 1)
	
	6,482
	58

(Note 1)

	
	
	
	
	
	
	

	Adjusted weighted average number of ordinary shares in issue and issuable (’000) 
	
	244,106
	237,680
	
	244,106
	237,680

	
	
	
	
	
	
	

	Diluted EPS (sen)


	
	0.88
	0.91
	
	2.05
	2.08


Note 1: The warrants were not included in the calculation of diluted EPS for the corresponding quarter/cumulative quarter in the preceding year as they were not dilutive.
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