KENMARK INDUSTRIAL CO (M) BERHAD (173964-V)
Notes to the Quarterly Report Ended 30 September 2006
PART A – EXPLANATORY NOTES PURSUANT TO FRS 134

1. BASIS OF PREPARATION
The interim financial statements are unaudited and have been prepared in accordance with the requirements of FRS 134 : Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad.

The interim financial statements should be read in conjunction with the audited 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 31 December 2005.

1.1 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 financial period beginning 1 January 2006.

FRS 102

Share-based payment.

FRS 103

Business Combinations.

FRS 105

Non-current Assets Held for Sale and Discontinued Operations.

FRS 101

Presentation of Financial Statements.

FRS 102

Inventories.

FRS 108

Accounting Policies, Change in Estimates and Errors.

FRS 110

Events After the 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

Investments in Associates.

FRS 131

Interest in Joint Ventures.

FRS 132

Financial Instruments : Disclosure and Presentation.

FRS 133 
Earning Per Share

FRS 136

Impairment of Assets.

FRS 138

Intangible Assets.

FRS 140

Investment Property.

In addition to the above, the Group has also taken the option of early adoption of the new/revised FRS117 : Leases, for the financial period beginning 1 January 2006.

The Principal effects of the changes in accounting policies resulting from the adoption of the new/revised FRSs are discussed below:

i.
FRS 3 : Business Combination

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 acquisition (previously referred to as “negative goodwill” after reassessment, is now recognised immediately in profit or loss.  Prior to 1 January 2006, “negative goodwill” was recognised as consolidation reserve.  In accordance with the transitional provisions of FRS 3, the “negative goodwill” of RM11,343,000 as at 1 January 2006, was derecognised with a corresponding increase in retained earnings.
ii. FRS 116 : Property, Plant and Equipment
Under FRS 116, entity should begin depreciation when the property, plant and equipment are available for use, even if during that period the items are idle or not actually used.
Upon adoption of FRS 116, items of property, plant and equipment being held for refurbishment pending transfer to a new factory has, as at 1 January 2006, re-commenced provision for depreciation, which resulted an increase of RM11,490,000 depreciation charges for the period ended 30 September 2006.
iii. FRS 117, Leases

The adoption of revised FRS 117 has resulted in a retrospective change in accounting policy relating to the classification of leasehold land.  The up-front payments made for the leasehold land represents prepaid lease payments and are amortised on a straight line basis over the lease term.  Prior to 1 January 2006, the leasehold land was classified as property, plant and equipment and was stated at cost less accumulated depreciation.

Upon the adoption of the revised FRS 117, the unamortized amount of leasehold land is retained as surrogate carrying amount of prepaid lease payments as allowed by the transitional provisions of FRS 117.  The reclassification of leasehold land as prepaid lease payment has been accounted retrospectively.

iv. FRS 121 : The Effects of Changes in Foreign Exchange Rates

Items included in the financial statements of each of Group’s entities are measured using the currency of the primary economic environment in which the entity operates.  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 on a monetary item that forms part of a reporting entity’s net investment in a foreign operation, where that monetary item is denominated in a currency other than the functional currency of either the reporting entity or the foreign currency, are to be recognised in profit or loss in consolidated financial statement.
2. AUDIT QUALIFICATION

The audit report of the Group’s financial statements for the year ended 31 December 2005 was not subject to qualification.

3. SEASONAL OR CYCLICAL FACTORS
The Group’s revenues are generally affected by the various festive seasons.

4. UNUSUAL ITEMS
There were no unusual items that have materially affected the assets, liabilities, equity, net income or cashflow of the Group for the quarter ended 30 September 2006.

5. CHANGE IN ESTIMATES
The revised FRS 116 : Property, Plant and Equipment requires depreciation of items that are being held for refurbishment pending transfer to a new factory. With the adoption of FRS 116, the depreciation changes for the current quarter ended 30 September 2006 have been increased by RM3,830,000.
The were no other changes in estimates that had a material effect in the current quarter results.

6.  ISSUANCE AND REPAYMENT OF DEBT AND EQUITY SECURITIES

There were no issuance, cancellation, repurchase, resale and repayment of debt and equity securities for the quarter ended 30 September 2006.

7.  DIVIDEND

The first and final tax exempt dividend of 2% in respect of the financial year ended 31 December 2005 was paid on 15 September 2006. 
8.  SEGMENTAL INFORMATION

3 months ended 
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9.
VALUATION OF PROPERTY, PLANT AND EQUIPMENT

There was no change in the valuation of property, plant and equipment since the end of last financial statements.

10.  SUBSEQUENT EVENTS

There was no material event subsequent to the end of the current quarter reported on that have not been reflected in this interim financial statements.

11.  CHANGE IN THE COMPOSITION OF THE GROUP
There was no change in the composition of the Group during the quarter reported on. 
12.  CHANGE IN THE CONTINGENT LIABILITIES

There was no change in contingent liabilities except for a corporate guarantee amounting to RM40,000,000 given by the Company to a financial institution for credit facilities granted to a subsidiary during the quarter ended 30 September 2006.
13.
ACQUISITION AND DISPOSAL OF PROPERTY, PLANT AND EQUIPMENT

During the quarter to 30 September 2006, there was an acquisition of RM227,099 of property, plant and equipment. The acquisitions were made in the ordinary course of business.

The amount of capital commitment for the construction of factory building and the purchase of machinery not provided for in the interim financial statements as at 30 September 2006 is as follows: 






Approved and contracted for      RM28,712,685
PART B -EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BHD. 

1.  REVIEW OF PERFORMANCE

The revenue for the Group for the current reporting quarter decreased to RM61.91 million from RM68.84 million in the quarter  ended 30 September 2005, whilst profit before taxation decreased to RM3.3 million from RM7.3 million in the respective periods.
The decrease in profit before taxation was mainly due to the provision of depreciation on assets held for refurbishment arising from the adoption of FRS 116 which took effect on 01 January 2006.

2. MATERIAL CHANGES IN THE PROFIT BEFORE TAXATION COMPARED TO PRECEEDING QUARTER
The Group’s profit before taxation for the current quarter is RM3.3 million, which is lower that the immediate preceeding quarter of RM5.5 million.  The decrease in profit before taxation was due mainly to the decrease in orders received during the quarter reported on.
3.  PROSPECT FOR CURRENT FINANCIAL YEAR

Barring unforeseen circumstance the directors are of the opinion that the overall performance of the Group for the current financial year is expected to remain favourable.

4.  PROFIT FORECAST

No profit forecast was issued for the financial period.

5.  TAXATION

There was no provision for taxation in respect of manufacturing profit as the Company had sufficient capital allowance to set off against chargeable income for the current quarter.

6.  UNQUOTED INVESTMENT AND PROPERTY
Saved as disclosed under note 13 of part A, there was no purchase or disposal of unquoted investment and property for the current quarter reported on.
7.  QUOTED INVESTMENT

There was no purchase and disposal of quoted investment for the current quarter reported on.

8.  STATUS OF CORPORATE EXERCISE

There was no corporate proposal announced as at 20 November 2006.
9.  GROUP BORROWINGS

The borrowings of the Groups as at 30 September 2006 are as follows :
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USD’000


RM’000 equivalent

Borrowings denominated in foreign
   2,257

 

8,239
Currency – United States Dollars

Included in long term borrowings are RM50,000,000 5 years unsecured fixed rate term loan facility under a Primary Collateralised loan Obligations Programme 2005/2010.

10.  OFF BALANCE SHEET FINANCIAL INSTRUMENTS

There was no off balance sheet instrument for the period as at 30 September 2006.
11.  MATERIAL LITIGATIONS

The material litigation is in respect of a claim by O-Stable Panel Sdn Bhd (“the plaintiff”) against the Company for breach of contract in failing to formalize the contract with the plaintiff to act as project agent subsequent to a letter of award granted by the Company.  O-Stable Panel Sdn Bhd is claiming for damages amounting to RM2,244,911.08.
Application for summary judgment by the plaintiff was dismissed with costs and the appeal by O-Stable Panel Sdn Bhd was also dismissed by the High Court.

The case is now in the full trial stage and fixed for hearing on 20 March 2007.
12. DIVIDEND PAYABLE
No dividend has been proposed for the current quarter under review. 
13.  EARNING PER SHARE
(a) Basic 

The basic earning per share (“EPS”) is arrived at by dividing the profit after taxation attributable to shareholders by the weighted average number of ordinary shares in issue during the period:-
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Basic earnings per share (sen)



         6.00
      12.16 
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(b) Diluted
The fully diluted earnings per share is calculated by dividing the net profit for the year by the weighted average number of shares issued and issuable assuming the full exercise of warrants and share options at the end of the period:-
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Adjusted weighted average number of 
    

181,626
    178,825
Ordinary shares in issue and issuable


    ----------     ----------

Diluted earnings per share (sen)


           6.00
      11.23 
                                                ======     ======
14.
PRIOR YEAR ADJUSTMENT
During the current quarter, the Group changed its accounting policy in relation to the recognition of unutilized reinvestment allowance as deferred asset.
The Group had previously recognised unutilized reinvestment allowance as deferred asset to the extent of the amount of deferred liability recognised pursuant to FRS 112 – Income Taxes (formerly known as MASB 25).  The Group changed its policy to discontinue the recognition of unutilized reinvestment allowance as deferred asset in the current quarter.  Correspondingly, all recognised deferred asset from the previous financial year arising from the unutilized reinvestment allowance will be reversed.  The change in policy has been effected retrospectively as a prior year adjustment and the comparative figures of Income Statement and Balance Sheet for the financial year ended 31 December 2005 will be as follows:

	
	As Previously Reported

31 December 2005
	Effects of change in accounting policy
	As Restated

31 December 2005

	
	RM’000
	RM’000
	RM’000

	Balance Sheet (extract): -
	
	
	

	Deferred asset
	11,500
	(11,500)
	-

	Retained profit
	144,603
	(11,500)
	133,103

	
	
	
	

	Income Statement (extract): 
	
	
	

	Taxation
	(57)
	(11,500)
	(11,557)

	Profit after taxation
	23,126
	(11,500)
	11,626


