  K & N KENANGA HOLDINGS BERHAD 


 SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF FRS134

1. Accounting Policies

The quarterly interim financial statements have been prepared based on accounting policies and methods of computation consistent with those adopted in the most recent annual financial statements for the year ended 31 December 2005. In addition, the interim financial statements of the Company have also been prepared in accordance with FRS134 Interim Financial Reporting and Chapter 9 Part K of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia” )

2.         Condensed financial statements

This interim financial statements have been prepared on a condensed basis and as such should be read in conjunction with the latest annual financial statements for the year ended 31 December 2005. The 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 year ended 31 December 2005.

3.         Changes In Accounting Policies

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for the financial period beginning 1 January 2006:-

FRS 3      Business Combinations

FRS 101  Presentation of Financial Statements

FRS 108  Accounting Policies, Changes In Estimate and Errors

FRS 116  Property, Plant And Equipment

FRS 121  The Effect of Changes in Foreign Exchange Rates

FRS 133  Earnings Per Share

FRS 136  Impairment of Assets

The adoption of FRS 121 and FRS 136 does not have significant impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the new/revised FRS’s are discussed below:
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF FRS134 (Contd)

3.              Changes In Accounting Policies (Contd)

(a) FRS 3 Business Combinations, FRS 136 Impairment of Assets

The new FRS 3 has resulted in consequential amendments to another accounting standard, FRS 136

The adoption of these new FRSs has resulted in the Group ceasing annual goodwill amortisation. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognized in profit or loss and subsequent reversal is not allowed. Prior to 1 January 2006, goodwill was amortised on a straight line basis over its useful life of 25 years. The carrying amount of goodwill as at 1 January 2006 of RM17.61 million ceased to be amortised. This has the effect of reducing amortisation charges by RM0.21 million and 0.84 million for the current quarter and nine months period ended 30th September 2006 repectively.

(b) FRS 101: Presentation Of Financial Statements

The adoption of the revised FRS101 has affected the presentation of minority interests and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit for the period. A similar requirement is also applicable for the statement of changes in equity showing separately the amounts attributable to equity holders of the parent and to minority interests.

The current period’s presentation of the Group financial statements is based on the revised requirements of FRS 101 with comparatives restated where applicable to conform with current period’s presentation.
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF FRS134 (Contd)

3.              Changes In Accounting Policies (Contd)

                  c.    FRS 121: The Effect of Changes In Foreign Exchange Rates

                        Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary economic environment in which the entity operates (the “functional currency”). The consolidated financial statements are presented in Ringgit Malaysia, which is the Company’s functional and presentation currency.

Under the revised FRS 121, exchange differences arising from monetary item that forms part of a reporting entity’s net investment in a foreign operation, where the monetary item is denominated in a currency other than the functional currency of either the reporting entity or the foreign operation are to be recognized in profit or loss in the consolidated financial statements. An analysis was made on the net investment of a subsidiary company whose functional currency is in USD and there was no impact to the income statement for the previous period ended 30th September 2005.                                             

4.         Preceding financial year audit report

The preceding financial year audit report in respect of the financial year ended 31 December 2005 was not qualified by the external auditors.

5.        Seasonal or Cyclical Factors

The Group’s performance is mainly dependent on Bursa Malaysia market volume which in turn is affected by market sentiment and the country’s macro economic cycles.

6. Nature and amounts in relation to assets, liabilities, equity, net income or cash flows that are unusual because of their nature, size or incidence

There are no exceptional items affecting assets, liabilities, equity, net income or cash flows during the quarter ended 30 September 2006.
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF FRS134 (Contd)

7.    Changes in the nature and amount of estimated figures reported in prior interim periods and or financial years

            There were no changes made in estimates for amounts reported in prior interim periods or financial year.

8. Issuance, cancellation, repurchases, resale and repayments of debt and  equity securities

There were no issues and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the quarter ended 30 September 2006.

9.        Dividends paid per share

           Dividend amounting to RM6,607,002 which represents gross dividend of 1.5% less 28% tax, proposed for the financial year ended 31st December 2005 was paid during the current quarter ended 30 September 2006.

10.        Segmental Reporting

Segmental information is provided as Appendix A of this Report.

11.  Revaluation of property, plant and equipment

            The Group’s property, plant and equipment have not been previously revalued.

12. Material events subsequent to the end of the interim period that have not been reflected in the financial statements for the interim period

            There are no other material events subsequent to the end of the interim period which have not been reflected in the current quarter interim financial statements except for the proposed sale and leaseback of Kenanga International building to Injaz Asiaequity Property Bhd for RM165 million cash.

13.      Effects of changes in the Composition of the Group

There were no changes in the composition of the Group for the quarter ended 30 September 2006
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF FRS134 (Contd)
.

14. Changes in contingent liabilities and assets since the last annual balance sheet date

Contingent liabilities at the date of this report are as follows:-

(i) unsecured corporate guarantee in favour of various banks in respect of credit facilities extended to subsidiary companies amounting to RM885 million.

(ii)    unsecured corporate guarantee in favour of a counter party in respect of a collaterized cash deposit for a subsidiary company amounting to RM15 million.

SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF PART A, APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

1. Review of the performance of the Company and its principal subsidiary companies for the quarter and financial year to date

During the quarter ended 30th September 2006, the Group recorded a profit before taxation of RM4.31 million as compared to a profit before taxation of RM9.37 million in the previous quarter ended 30th June 2006. The performance for the quarter ended 30th September 2006 was much weaker due mainly to lower brokerage income generated by its stock broking arm and impairment in value of investments amounting to RM1.71 million. For the nine months period ended 30th September 2006, the Group made a profit before taxation of RM 21.40million due mainly to operating profits in the Group of RM19.25 million, write back in provision for doubtful debts of RM3.01 million and gains on disposal of investments amounting to RM1.16 million.  However, these gains were reduced by the losses incurred by impairment of investments and provision for diminution in value totaling RM2.02 million.
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF PART A, APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

2.   Explanatory comments on any material change in profit before taxation (current  quarter as compared with the immediate preceding quarter)

During the quarter ended 30th September 2006, the Group recorded a profit before taxation of RM4.31 million as compared to a profit before taxation of RM9.37 million in the previous quarter ended 30th June 2006. The performance for the quarter ended 30th September 2006 was much weaker due mainly to lower brokerage income generated by its stock broking arm and impairment in value of investments amounting to RM1.71 million.

3.         Current year prospects

             The profitability of the Group for the year 2006 will still depend heavily on the volume transacted and market sentiment in Bursa Malaysia. The stockbroking arm has applied for an investment banking licence and is currently awaiting approval. 

4.         Variance From Profit Forecast And Profit Guarantee

This is not applicable as the Company did not issue any profit forecast or profit guarantee during the period.

5.        Taxation

                                                                   Individual                             Cumulative 

                                                                      Quarter                                  Quarter

                                                              Current Year                           Current Year   

                                                                      Quarter                                   To Date

                                                 30 September 2006                    30 September 2006                                                               

                                                                    RM’000                                    RM’000 

 Current period taxation                                   139                                         4,556                                                                                                                                                                                                                                                                                                                                                                                                                                                                                   

                Deferred taxation                                         1,011                                         1,994                                                                                                                                                                  

             Under provision in prior years                      (236)                                         (236)

                Total                                                               914                                         6,314                                                                                                                                                                                                                                                                                                                                                                                                                                                                           
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF PART A, APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

5.        Taxation (Contd)

The effective tax rate for the current quarter and financial year to date is higher than the statutory rate due to:-

                                                             Individual                             Cummulative

                                                          Current Quarter                     Current Quarter    

                                                                RM’000                              RM’000

  Tax effect at statutory rate                       3,890                                  8,634                          

Add:   tax effect of expenses

          that are not tax deductible                1,036                                  1,447                        

          for tax purposes                                           

Less:    utilisation of unabsorbed                                 

            tax losses and capital                          

            allowances                                     (2,220)                               (2,958)                                 

Less:   Inter-company dividends               (2,567)                                (2,567)    

Tax expense                                                  139                                   4,556                               

6.         Profits on Sale of Investments and/or Properties

There were no sales of unquoted investments and properties for the quarter ended 30th September 2006.
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF PART A, APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD

 .
7.       Quoted Securities

(a) Total purchases and sales of quoted securities by the Group other than the stockbroking subsidiary for the quarter ended 30 September 2006 and the profit arising therefrom were as follows:

                                                                          Individual       Cummulative

                                                                            Quarter               Quarter

                                                                             RM’000           RM’000

Total purchases for the period                                  2,384             5,682                                              

Total sales for the period                                          1,055             5,031                                                      

Total gain on disposal for the period                          126                514                            

(b) Total investment in quoted securities by the Group other than the stockbroking subsidiary as at 30 September 2006 was as follows:

                                                                                                 RM’000


Total investment at cost                                                13,463                                                                                                                                                



        ___________


Total investment at carrying value/book value            13,463                   



         ___________


Total investment at market value at end


of reporting period                                                              

                                   
       15,292                          
       

                                                                                                                               ___________                                                                                              
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF PART A, APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD (CONTD)
8.      Status of Corporate Proposals

There are no corporate proposals by the Group which have been announced but not completed at the date of this report except for the following:-

1) The Group’s stockbroking subsidiary company intends to transform itself into an investment bank. It made an initial payment of RM10 million to Bank Negara Malaysia (BNM). Subsequently in May 2006, the Group made a license application to BNM and is currently awaiting approval.

2) The signing of a memorandum of agreement (MOA) on 23th February 2006 between K & N Kenanga Holdings Berhad and a Professor Dr. Al Jefri Yasin Abdulrahman, the representative of a group of investors from the Kingdom of Saudi Arabia, on the proposed setting up of a joint-venture to carry on securities and investment banking activities in Saudi Arabia. The MOA shall be valid for a period of 6 months or such extended period as the parties may agree upon in writing (the “negotiation period”) and will continue throughout the negotiation period unless otherwise terminated or upon the signing of a  joint-venture agreement.

K&N Kenanga Holdings Berhad is currently finalizing the terms and conditions of the shareholders’ agreement with Professor Dr. Al Jefri Yasin Abdulrahman, the representative of a group of investors from the Kingdom of Saudi Arabia.

3) The signing of a memorandum of understanding (MOU) on 5th April 2006 between K & N Kenanga Holdings Berhad and Seylan Merchant Bank Limited, a company incorporated in Sri Lanka, on the proposed setting up of a joint venture to engage in investment banking activities in Sri Lanka and India. 

The joint venture agreement was subsequently signed on 28th June 2006 and currently both parties are working on the setting up of the joint venture company.
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF PART A, APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD (CONTD)

9.      Group Borrowings


         Total Loans 


         RM’000


Subordinated Loan (unsecured)- Note 1                                       1,350                    


              Long term loan from a financial institution (secured)                26,568                                                             

             - Note 2                                                                                                               

           Short term loan from a financial institution (secured)                  1,497                                                                               

· Note 2     

            Short term borrowings (unsecured) – Note 3                             12,507                                                                                                                                                            

             Note 1


A subordinated loan amounting to RM5.00 million was extended in December 1995 by the shareholders of its subsidiary, Kenanga Deutsche Futures Sdn. Bhd. to the subsidiary. The amount of RM1.35 million represents the portion advanced by Deutsche Asia Pacific Holdings Pte Limited.  The loan is unsecured, interest free and is repayable, subject to approval from Bursa Malaysia Derivatives Berhad, upon maturity which was rescheduled to August 2011. An additional RM10.00 million was extended by K & N Kenanga Holdings Berhad in August 2006. The remaining balances of these subordinated loans amounting to RM13.65 million have been eliminated during the group consolidation exercise.

Note 2
A subsidiary company of K & N Kenanga Holdings Berhad, Kenanga Management & Services Sdn. Bhd secured a loan from a financial institution in order to finance its building refurbishment programme. This loan is secured by a charge on the Kenanga International building and is repayable over a period of 15 years with an average interest rate of 5.96 %.

           Note 3

           The Group obtained the following short term borrowings as follows:-

i) Kenanga Capital Sdn. Bhd., the money lending subsidiary company, obtained a revolving credit from a financial institution for an amount of RM 12.5million in order to finance its own working capital. These loans are repayable in one month and the average interest rates charged are in the range of 5.63% to 5.64% per annum.
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SELECTED EXPLANATORY NOTES 

REQUIREMENTS OF PART A, APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD (CONTD)

10.      Off Balance Sheet Financial Instruments

There were no off balance sheet transactions which are not accounted for at the date of this report.

11.      Changes in material Litigation

There were no changes in material litigation for the quarter ended 30th September 2006

12.
Dividend

No interim dividend has been declared for the current quarter ended 30th September 2006.

13.      Earnings per share

           The amount used as the numerator for the purposes of calculating the basic earnings per share for the nine months period is RM13.99 million representing the profits for the period attributable to ordinary equity holder of the parent (30 September 2005:-loss attributable to ordinary equity holder of parent:RM4.71 million )

          The weighted average number of shares used as the denominator in calculating the basic earnings per share for the nine months period is 611,759,499 (30 September 2005: 611,759,499. The reconciliation of the two denominators used for the basic and diluted earnings per share is not made for the quarter as the Employee Share Option Scheme that will contribute to the dilution effect of the basic earnings per share (if any) expired on 17 February 2004.
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By Order of the Board

K & N KENANGA HOLDINGS BERHAD

YM TENGKU DATO’ PADUKA NOOR ZAKIAH BTE TENGKU ISMAIL

Executive Chairman

c.c.
Issues & Investment Division


Securities Commission


(Khris Azman Abdullah, Director) 
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