KPS CONSORTIUM BERHAD (“KPSCB” or the “Company”) and 

GROUP OF COMPANIES (“The Group”)

NOTES TO THE INTERIM FINANCIAL REPORT

1. Basis of preparation

The interim financial report is unaudited and has been prepared in compliance with MASB 26, Interim Financial Reporting.

The interim financial report should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2004.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the financial year ended 31 December 2004.

2. Annual Report of the Group’s Preceding Annual Financial Statements

The audit report of the Group’s most recent annual audited financial statements for the year ended 31 December 2004 was not qualified except for the following.

“As disclosed in Note 31 to the Financial Statements, a fire broke out at the subsidiary company, Yap Swee Thiam & Sons Industries Sdn Bhd’s factory premises on 2 January 2005 and destroyed the subsidiary company’s inventories substantially.

We did not carry out a physical count on the inventories destroyed by fire and there were no practicable alternative auditing procedures that we could apply to confirm the quantities.  Accordingly, we are unable to satisfy ourselves as to the existence of inventories values at RM10,471,623 destroyed by fire which is included as part of the total inventories of RM14,020,933 in the balance sheet of the subsidiary company concerned and RM31,066,767 in the balance sheet of the Group.

In our opinion, except for the effects of such adjustment, if any, as might have been determined to be necessary had we been able to satisfy ourselves as to the amount of the subsidiary company’s inventories destroyed by fire:-

a) the financial statements have been properly drawn up in accordance with the provisions of the Companies Act……”.

3. Unusual items

The consolidated Income Statement for the period to 30 Sept 2005 include the write-off of the following assets of Yap Swee Thiam & Sons Industries Sdn Bhd, a wholly owned subsidiary company due to fire damaged on 2 January 2005 as follows:-
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	RM’000

	Stock
	10,418

	Office/ Factory building
	3,321

	Plant and machinery
	2,750

	Furniture, fittings, office equipments
	52

	Total write-off
	16,541


The above assets together with the loss of profits due to fire are covered by insurance.  No insurance claims had been accounted for in the quarterly reports as the insurance claimable had not yet been determined.  When the insurance claims had been determined and included in the quarterly reports the losses reported would be substantially reduced.

4. Changes in estimates

There were no changes in the estimate of amounts reported in prior quarter in the current financial year or changes in estimates of amounts reported in prior financial years that have a material effect in the current interim period.

5. Debt and equity securities

During the current reporting period, the term loans were repaid by the following companies:-

	Company
	Nature
	Amount

RM

	KPS Consortium Berhad
	RCSLS
	19,332,000

	Yap Swee Thiam & Sons Industries Sdn Bhd
	Term Loan
	3,240,529

	KPS Plywood Sdn Bhd
	Term Loan
	118,752

	Paragon Paper Mill Sdn Bhd
	Term Loan
	313,285


6. Dividends paid

There were no dividends paid during the financial period.

NOTES TO THE INTERIM FINANCIAL REPORT

7. Segment Reporting

	
	9-months ended 30 Sept 2005 



	
	- Revenue-
	
	

	
	Internal

RM’000
	External

RM’000
	Total

RM’000
	Profit/(loss) before tax

RM’000

	Paper milling
	3726
	8,264
	11,990
	1,613

	Paper converting
	206
	18,409
	18,615
	599

	Trading building materials
	26,817
	124,809
	151,626
	4,863

	Timber manufacturing
	20
	3,843
	3,863
	(1,709)

	Investments/ Management
	-
	-
	-
	-

	Trading - Others
	654
	14,287
	14,941
	251

	Unallocated Corp. expenses
	-
	-
	-
	(1,664)

	Discount on early repayment of RCSLS
	-
	-
	-
	2,984 

	Asset written-off due to fire
	
	
	
	(16,541)

	Total
	31,423 
	169,612
	201,035
	(9,604) 

	Elimination
	(31,423)
	-
	(31,423)
	-

	Consolidated
	-
	169,612
	169,612
	- 

	Financing cost
	
	
	
	(3,187)

	Interest Income
	
	
	
	375

	Profit/ (Loss) before tax
	
	
	
	(12,416)


The activities of the Group are carried out in Malaysia and as such segmental reporting by geographical location is not presented.

8. Property, plant and equipment

The valuation of land and buildings has been brought forward, without amendment from the recent audited financial statements for the year ended 31 December 2004.

9. Material events subsequent to the balance sheet date

On 2 January 2005, the factory located at Lot 46082, Jalan Sungei Tua, Batu 9, Batu Caves of Yap Swee Thiam & Sons Industries Sdn Bhd (YST) was substantially destroyed by fire.  The Company’s assets destroyed and loss of profits for year 2005 are adequately covered by insurance.   

10. Changes in composition of the Group

There was no change in the composition of the Group during the financial period.

11. Changes in contingent liabilities

Corporate guarantees issued to financial institutions and suppliers for banking and credit facilities respectively granted to subsidiary companies amounted to RM22.49 million as at 30 Sept 2005 [December 2004: RM22.49 million].

Additional information required by the MSEB’s Listing Requirements

1. Review of performance

The Group recorded revenue of RM57.1 million for the 3rd quarter to 30 Sept 2005 as compared with RM68.1 million recorded in the preceding year corresponding quarter.

The lower turnover in the quarter under review was mainly due to the timber manufacturing operations which registered a turnover of RM1.2 million compared with RM7.05 million in the preceding year’s quarter due to fire on 2 January 2005 and had only resumed partial manufacturing operations pending re-construction of the factory and lower turnover of RM7 million for trading in building materials for the current quarter compared with the preceding year 3rd quarter.

Profit before tax for 3rd quarter to 30 Sept 2005 was RM0.676 million compared with a profit of RM3.2 million for preceding year corresponding 3rd quarter.  

Due to market conditions, profit margins were lower for the current quarter compared with the preceding year’s quarter resulting in reduction in profits totaling RM1.6 million for paper milling, paper converting and building materials division.

Timber manufacturing recorded a loss of RM0.5 million for the current quarter compared with a profit of RM0.8 million for the preceding year’s quarter.  The reason being that since the fire on 2nd January 2005, manufacturing operations are reduced pending completion of the factory which is expected in mid-2006.

2. Variation of results against immediate preceding quarter

The Group recorded a profit before taxation of RM0.676 million for the 3rd quarter as compared to the profit of RM3.05 million recorded in the preceding quarter ended 30 June 2005.  The variation in profits for the current quarter is mainly due to reduce profit margins obtained compare with the preceding quarter for all the sectors and also refer to Note 4 of the Notes to the Interim Financial Report.

3. Current year prospects

The Group expects to remain profitable in year 2005 if write-offs due to fire by Yap Swee Thiam & Sons Industries Sdn Bhd include fire insurance claim can be finalised in 2005

4. Profit Forecast

There were no profit forecasts for the current period.

Additional information required by the MSEB’s Listing Requirements

5. Taxation

	
	Individual Quarter

9-months ended 

30 Sept 2005

RM’000

	Income tax expense

- current
	1,066

	- prior year
	-

	
	1,066


The provision for income tax is due to certain subsidiary Companies whose profits are subject to income tax.

6. Unquoted investments and/or properties

During the first quarter under review, KPS Plywood Sdn Bhd, a wholly-owned subsidiary, sold its property in respect of office suite in UE3, Taman Miharja for a cash consideration of RM1.3 million, resulting in a loss on sale of RM1.07 million.

During the 2nd quarter, Yap Swee Thiam & Sons Industries Sdn Bhd sold an industrial land and building in Bandar Selayang, Daerah Gombak for RM5.42 million resulting in a profit of RM0.5 million.

7. Quoted investments

There were no investments in quoted securities as at the end of the reporting period.

8. Status of corporate proposals announced

(a) There were no major corporate proposals announced during the reporting period to date.

(b) The status of utilization of proceeds from any corporate proposal.

This is not applicable.

9. Borrowings and debt securities

Group borrowings and debt securities as at the end of the reporting period:-

Short Term Borrowings

	
	RM’000

	Secured

Bank overdrafts/ Bankers’ Acceptances

Term loan
	64,287

1,812

	 
	66,099


Additional information required by the MSEB’s Listing Requirements

9.   Borrowings and debt securities (Cont’d)
Long Term Borrowings

	
	RM’000

	Unsecured

Irredeemable Convertible Unsecured Loan Stocks of      nominal value of RM1.00 each (“ICULS”)
	11,892

	Secured

Term loan

 
	2,081

 

	 
	13,973

	
	

	Total Borrowings
	80,072


10. Off balance sheet financial instruments

There were no financial instruments with off balance sheet risk at the date of issuance of this report.

11. Material litigation

There was no material litigation, which would have a material adverse effect on the financial results.

12. Dividends

The Board of Directors is not recommending any payment of an interim dividend for the current financial period under review.

13. Earnings per share (“EPS”)

(a) Basic EPS

The calculation of basic EPS for the current quarter is based on the profit of RM300,934 (quarter ended 30 Sept 2005) and the weighted average number of ordinary shares in issue during the current quarter of 140,252,636 ordinary shares.  

Additional information required by the MSEB’s Listing Requirements

13.  Earnings per share (“EPS”) (Cont’d)

(b) Diluted EPS

The calculation of diluted EPS for the current quarter is based on the adjusted profit of RM413,764 (quarter period ended 30 Sept 2005) and the adjusted weighted average number of ordinary shares in issue during the period of 152,144,636 ordinary shares. 

By Order of the Board:

Lau Fook Meng

Executive Director

30 November 2005

Klang
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