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”) and paragraph 9.22 of the Bursa Malaysia Securities Bhd Listing Requirements.
The interim financial report should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2009.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 2009 except for the following:

(i) Adoption of New  and Revised FRSs, IC Interpretations and Amendments

In the current period ended 30 September 2010, the Group adopted the following new and revised FRSs, IC Interpretations and Amendments to FRSs and IC Interpretations which are applicable to its financial statements and are relevant to its operations:
FRS 7, Financial Instruments:Disclosures

FRS 8, Operating Segments

FRS 101(revised), Presentation of Financial Statements

FRS 123(revised), Borrowing Costs

FRS 132(revised), Financial Instruments:Presentation

FRS 139, Financial Instruments:Recognition and Measurement

IC Interpretation 9, Reassessment of Embedded Derivatives

IC Interpretation 10, Impairment and Interim Financial Reporting

IC Interpretation 11, FRS 2, Group and Treasury Share Transactions

IC Interpretation 13, Customer Loyalty Programmes

IC Interpretation 14, FRS 119, The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction

Amendments to FRS 2: Share Based Payment-Vesting Condition and Cancellation

Amendments to FRS 5
Amendments to FRS 8

Amendments to FRS 139, FRS 7 and IC Interpretation 9

Amendments to FRS 107

Amendments to FRS 108

Amendments to FRS 110

Amendments to FRS 116

Amendments to FRS 117

Amendments to FRS 118

Amendments to FRS 119

Amendments to FRS 123

Amendments to FRS 127

Amendments to FRS 128

Amendments to FRS 131

Amendments to FRS 132

Amendments to FRS 134

Amendments to FRS 136
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Amendments to FRS 138

Amendments to FRS 140

FRS 101(revised), Presentation of Financial Statements

Prior to the adoption of the revised FRS 101, the components of the financial statements presented consist of a balance sheet, an income statement, a statement of changes in equity, a cash flow statement and notes to the financial statements. With the adoption of the revised FRS 101, the components of the interim financial statements consist of a statement of financial position, a statement of comprehensive income, a statement of changes in equity, a statement of cash flows and notes to the financial statement.
Amendment to FRS 117, Leases

Prior to the adoption of the Amendment to FRS 117, leasehold lands were treated as operating leases. The considerations paid were classified and presented as prepaid lease payments in the statement of financial position. With the adoption of Amendment to FRS 117, the classification of leasehold lands as a finance lease or an operating lease is based on extend to which risks and rewards incident to the ownership lie. In making this judgement, the Directors have concluded that lands with an initial lease period of 50 years or more are finance leases because the present value of the minimum lease payments is substantially equal to the fair value of the land. Accordingly, the Group has changed the classification of long leasehold lands from operating leases to finance leases in the current quarter. This change in classification has no effect to the statement of comprehensive income for the current quarter or comparative prior period.
2. Annual Report of the Group’s Preceding Annual Financial Statements

The auditors’ report of the Group’s most recent annual audited financial statements for the year ended 31 December 2009 was unqualified.

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
	609


5. Dividends paid

There were no dividends paid during the financial period.
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6. Segmental Reporting

	
	9-months ended 30 September  2010


	
	- Revenue-
	
	

	
	Internal

RM’000
	External

RM’000
	Total

RM’000
	Profit/(loss) before tax

RM’000

	Paper milling
	22,470
	6,802
	29,272
	823

	Paper converting
	3,667
	50,944
	54,611
	2,493

	Trading building materials
	11,676
	201,641
	213,317
	8,763

	Investments/ Management
	-
	599
	599
	136

	Trading - Others
	2,981
	15,578
	18,559
	283

	Unallocated Corp. expenses
	-
	-
	-
	

	Total
	40,794
	275,564
	316,358
	12,498

	Elimination
	(40,794)
	-
	(40,794)
	(2)

	Consolidated
	-
	275,564
	275,564
	12,496

	Financing cost
	
	
	
	(1,654)

	Interest Income
	
	
	
	96

	Profit before tax
	
	
	
	10,938

	Income tax
	
	
	
	1,214

	Profit after tax
	
	
	
	12,152


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 2009.

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 RM23.4 million (2009: RM23.4 million)

Additional information required by the Main Market’s Listing Requirements

1. Review of performance

The Group recorded revenue of RM 91.5 million for the 3rd quarter to 30 September 2010 as compared with RM 77.0 million recorded in the preceding year corresponding quarter.

Paper milling division turnover was RM 1.1 million lower than previous year’s corresponding quarter, paper converting division turnover was higher by RM 6.8 million compared with the previous 2009 quarter, building materials division recorded a higher turnover of RM 12.2 million compared with the preceding year’s 2009 quarter and general trading divisions reported lower turnover compared with preceding year’s quarter RM 3.2 million.

The preceding year’s quarter was affected by the world wide financial turmoil and recession.  

Profit before taxation for 3rd quarter was RM 3.2 million compared with RM 2.4 million for the preceding year’s 2009 quarter.  Gross profit margins were generally lower than previous year’s corresponding quarter. 

2. Variation of results against immediate preceding quarter

The Group recorded a profit before taxation and interests of RM 3.8 million for the 3rd quarter to 30 September 2010 as compared to a profit of RM 4.5 million recorded in the preceding 2nd quarter ended 30 June 2010.

Comparison of current and immediate preceding quarter is 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/interest income/ expenses

- current quarter
	116
	330
	3,360
	136
	(117)

	- preceding quarter
	521
	1,263
	2,429
	19
	279


	Difference
	(405)
	(933)
	931
	117
	(396)


The 3rd quarter results were lower than preceding last quarter due to slightly lower profit margins of 4.2%  compared with 4.5 % profit margins for the previous quarter.
3. Profit Forecast

There were no profit forecasts for the current period.

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

4. Taxation

                             9-months to 30 September 2010
                                                 RM ‘000
Income Tax expense
- current                                      ( 1,283)

      -  prior year                                      ( 84)
      Deferred Income tax

· benefits from previously

unrecognized tax losses        2,581

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

      Income tax recognized in 

      Profit and loss                               1,214

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

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
	50,459
1,000

	HP Creditors
	643

	 
	52,102


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

Long Term Borrowings

	
	RM’000

	Secured

Term loan 
	-

	HP Creditor
	-

	 
	

	
	

	Total Borrowings
	52,102


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 continuing operations the current period is based on the profit of RM 12.1 million for 9-months to 30 September 2010 and the weighted average number of ordinary shares in issue during the current quarter of 147,827,158 ordinary shares.   

(b) Diluted EPS

No disclosure is requires as the Company does not have any potential ordinary shares.

By Order of the Board:

Lau Fook Meng

Executive Director

27 November 2010
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