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 accordance with the reporting requirements outlined in the Financial Reporting Standards 134 – ‘Interim Financial Reporting’ issued by the Malaysian Accounting Standards Board (“MASB”).

The interim financial report should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2005.

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 2005.

MASB had issued a total of 21 new and amended Financial Reporting Standards (“FRS”) effective for financial statements commencing 1 January 2006.  The interim financial report had complied with the relevant FRS where applicable.

The comparative figures in respect of 2005 here therefore been restated to reflect the relevant adjustments.

The adoption of FRS with effect from 1 January 2006 had a material impact on the financial results for the 4th quarter in respect of FRS136 on Impairment of Assets and FRS 138 on Intangibles.  Previously goodwill was amortised at RM1.96 million per annum (RM163,386 per month) to profit and loss.  FRS 138 does not allow for amortisation and only impairment tests are carried out annually.  Any impairment of goodwill is then written off to profit and loss and negative goodwill RM11,455,948 transferred to opening balance of profit and loss.  Under FRS136, impairment loss of RM0.838 million had to be provided for investment property whose cost were above current market valuations.

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 2005 was not qualified except for the following.

“As disclosed in Note 29(a) to the Financial Statements, on 2 January 2005, a fire broke out at the factory premises of a wholly owned subsidiary of the Company, Yap Swee Thiam & Sons Industries Sdn Bhd (“YST”), which substantially destroyed YST’s inventories and property, plant and equipment resulting in a net loss of RM5,783,045, after insurance claims received of RM10,800,000.  The Auditors’ report in respect of the financial statement of the Group for the year ended 31 December 2004 was qualified as the Auditors were unable to satisfy themselves as to the amount of the said subsidiary’s inventories destroyed by fire.

In respect of the financial statements for the year ended 31 December 2005, there was no procedures that we could perform to obtain sufficient appropriate audit evidence to satisfy ourselves as to:-

(a) the carrying value of inventories in YST as at 1 January 2005 amounting to RM10,417,623; and

(b) the carrying value of inventories written off by the Group during the year amounting to RM10,417,623.

NOTES TO THE INTERIM FINANCIAL REPORT (CONT’D)

2.    Annual Report of the Group’s Preceding Annual Financial Statements (Cont’d)
In our opinion, except for the effects of such adjustments on the financial statements of the Group, if any, as might have been determined to be necessary had we been able to satisfy ourselves as to the carrying values of inventories as at 1 January 2005 and the carrying value of inventories destroyed by fire written off during the financial year ended 31 December 2005, as described in the preceeding paragraph;

(a) the financial statements have been properly drawn up in accordance with the provisions of the Companies Act 1965….”

3. 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.

4. Debt and equity securities

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

	Company
	Nature
	Amount

RM’000

	Paragon Paper Mill Sdn Bhd
	Term Loan
	1,483


5. Dividends paid

There were no dividends paid during the financial period.

NOTES TO THE INTERIM FINANCIAL REPORT (CONT’D)

6. Segment Reporting

	
	12-months ended 31 Dec 2006 



	
	- Revenue-
	
	

	
	Internal

RM’000
	External

RM’000
	Total

RM’000
	Profit/(loss) before tax

RM’000

	Paper milling
	13,863
	11,923
	25,786
	1,430

	Paper converting
	932
	30,974
	31,906
	512

	Trading building materials/ timber manufacturing
	23,028
	181,016
	204,044
	5,797

	Investments/ Management
	-
	-
	-
	(10)

	Trading - Others
	1,811
	21,988
	23,799
	(54)

	Unallocated Corp. expenses
	-
	-
	-
	-

	Total
	39,634 
	245,901
	285,535
	7,675

	Elimination
	(39,634)
	-
	(39,634)
	-

	Consolidated
	-
	245,901
	245,901
	- 

	Financing cost
	
	
	
	(2,192)

	Interest Income
	
	
	
	410

	Profit/ (Loss) before tax
	
	
	
	5,893


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

7. 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 2005.

8. Material events subsequent to the balance sheet date

There are no other material events subsequent to the balance sheet date that has not been reflected in the financial statements.

9. Changes in composition of the Group

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

10. Changes in contingent liabilities

Corporate guarantees issued to financial institutions and suppliers for banking and credit facilities respectively granted to subsidiary companies amounted to RM62.25 million (2005:RM59.5 million) 

Additional information required by the BMSB’s Listing Requirements

1. Review of performance

The Group recorded revenue of RM68.125 million for the 4th quarter to 31 Dec 2006 as compared with RM58.25 million recorded in the preceding year corresponding quarter.

Paper converting division recorded increased in turnover of RM2.54 million, building materials/ timber manufacturing division recorded increase turnover of RM7.065 million, paper milling division recorded increase in turnover of RM0.144 and general trading divisions reported increase turnover of RM0.124 compared with preceding years’ quarters.

Profit before taxation for 4th quarter was RM0.321 million compared with RM4.948 million for the preceding year’s 4th quarter.  

The higher profits for the preceding year’s 4th quarter are mainly due to fire insurance claim of RM10.8 million received for Yap Swee Thiam & Sons Industries Sdn Bhd.  Generally for current 4th quarter paper converting division showed a profit of RM0.18 million compared with loss of RM0.938 (preceding year’s quarter) and building materials division showed a profit of RM0.5 million compared with loss of RM3.05 million (preceding year’s quarter).  Building material division results also include impairment losses of RM838,014 for investment properties.

2. Variation of results against immediate preceding quarter

The Group recorded a profit before taxation of RM0.321 million for the 4th quarter as compared to the profit of RM1.089 million recorded in the preceding quarter ended 30 Sept 2006.

Comparison of current and immediate preceding quarter are as follows –

	
	Paper Milling

RM’000
	Paper Converting

RM’000
	Building Materials Trading

RM’000
	Investment & Management

RM’000
	Other Trading

RM’000

	Profit before tax

- current quarter
	309
	180
	506
	(2)
	(206)

	- preceding quarter
	453
	(82)
	1,125
	(27)
	44

	Difference
	(144)
	262
	(619)
	25
	(250)


Paper milling division showed a lower profit for the current quarter due to lower turnover and higher costs.  Paper converting division showed improved results due to increase in sales of RM1.5 million for current quarter compared with preceding quarter.  Building materials division current profit was affected by impairment loss of RM0.838 million for investment properties and other trading division results in a loss were due to provisions for doubtful debts of RM0.279 million.

3. Profit Forecast

There were no profit forecasts for the current period.

Additional information required by the BMSB’s Listing Requirements  (Cont’d)

4. Taxation

	
	12-months ended 

31 Dec 2006

RM’000

	Income tax expense

- current
	1,192

	- prior year
	602

	- deferred tax
	(188)

	
	1,606


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

5. Unquoted investments and/or properties

There were no disposals of unquoted investments or properties for the quarter under review.

6. Quoted investments

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

7. 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.

8. 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
	58,102

1,812

	HP Creditors
	68

	 
	59,982


Additional information required by the BMSB’s Listing Requirements  (Cont’d)

8.    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

 
	205

 

	HP Creditor
	23

	 
	12,120

	
	

	Total Borrowings
	72,102


9. Off balance sheet financial instruments

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

10. Material litigation

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

11. Dividends

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

12. Earnings per share (“EPS”)

(a) Basic EPS

The calculation of basic EPS for the current quarter is based on the profit of RM0.139 million (quarter ended 31 Dec 2006) and the weighted average number of ordinary shares in issue during the current quarter of 140,252,636 ordinary shares.  

(b) Diluted EPS

The calculation of diluted EPS for the current quarter is based on the adjusted profit of RM0.148 million and the adjusted weighted average number of ordinary shares in issue during the period of 147,827,158 ordinary shares. 

By Order of the Board:

Lau Fook Meng

Executive Director

27 February 2007

Klang
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