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NOTES TO THE INTERIM FINANCIAL REPORT

1. Basis of preparation

The interim financial report is unaudited and has been prepared in accordance with Financial Reporting Standards (“FRS”) No.134 : “Interim Financial Reporting” issued by the Malaysian Accounting Standards Board and paragraph 9.22 of the Bursa Malaysia Securities Berhad Listing Requirements, and should be read in conjunction with the Group’s audited financial statements for the year ended 31 July 2006.

Changes in Accounting Policies

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted for the audited financial statements for the year ended 31 July 2006 except for the adoption of the following new/revised FRS effective for the Group’s financial period beginning 1 August 2006:-

FRS 2
Share-based Payment

FRS 3 
Business Combinations

FRS 5
Non-current Assets Held for Sales and Discontinued Operations

FRS 101
Presentation of Financial Statements

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in Accounting Estimates and Errors

FRS 110
Events after the Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 117
Leases

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements

FRS 128
Investments in Associates

FRS 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

The adoption of the above FRS does not have significant financial impact on the Group.  The principal effect of the changes in accounting policies resulting from the adoption of new/revised FRS is as follows:-

FRS 101: Presentation of Financial Statements

The Group has applied the revised FRS 101 where minority interest is now required to be presented within total equity in the consolidated balance sheet.  In the consolidated income statement, minority interests are presented as an allocation of the net profit or loss for the period.  A similar requirement is also applicable to the statement of changes in equity.  FRS 101 also requires disclosure on the face of statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the Parent and minority interest.

The current period’s presentation of the Group’s financial statements is based on the revised requirement of FRS 101, with the comparatives restated to conform with the current period’s presentation.

2. Audit report of preceding annual financial statements

The audit report of the Group’s most recent annual audited financial statements for the year ended 31 July 2006 was not qualified.

3. Seasonality or cyclicality of operations 

There is no material seasonal or cyclical fluctuation in the operations of the Group.

4. Nature and amount of items affecting assets, liabilities, equity, net income, or cash flows that are unusual because of their nature, size, or incidence
There were no unusual items affecting assets, liabilities, equity, net income, or cash flows during the period under review.

5. Changes in estimates of amounts reported in prior interim periods of the current financial year or in prior financial years

There were no changes in estimates of amounts reported in prior financial years.

6.
Issuances, cancellations, repurchases, resale and repayments of debt and equity securities
There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities for the current financial year to date.

7.
Dividends paid
A first and final tax exempt dividend of 3 sen per ordinary share, amounting to RM1,290,000, in respect of the previous financial year ended 31 July 2006, was paid on 2 February 2007.

8. Segmental reporting

Segmental information is not provided as the Group operates primarily in the electronic industry in Malaysia.

9. Valuations of property, plant and equipment
The valuation of property, plant and equipment has been brought forward without any amendment from the previous annual financial statements.

10. Material events not reflected in the financial statements

There are no material subsequent events to be disclosed as at the date of this report.
11. Changes in the composition of the Group

During the year, a wholly-owned subsidiary, KESM Industries (Tianjin) Co., Ltd was incorporated in China with a registered capital of USD5 million.  The intended principal activities are the manufacturing of electronic equipment and the provision of semiconductor burn-in, testing and related services.

12. Contingent liabilities 

	
	AS AT
	
	AS AT

	
	31/07/2007
	
	31/07/2006

	
	RM'000
	
	RM'000

	Guarantees granted to licensed banks in
	
	
	

	    respect of credit facilities extended to
	
	
	

	    subsidiary companies
	
	22,655
	
	31,854


13. Review of Performance of the Group
The Group’s revenue for the financial year ended 31 July 2007 increased by 29% to RM210 million, from RM162 million in the previous corresponding year.  The Group experienced higher capacity utilisation in all sectors of its business.  
Profit from operations increased by 25% to RM29 million from RM23 million in the previous corresponding year.  The increase was largely attributed to a RM2.8 million increase in gain on disposal of quoted shares, gain on sale of testing equipment of approximately RM1.8 million as a result of re-aligning our test equipment portfolio with customers demand and a higher operating profit of approximately RM1.4 million arising from the higher level of revenue achieved for the year ended 31 July 2007 as compared to the preceding year.

Overall, the Group’s net earnings after tax increased by 46% from RM15.5 million to RM22.6 million, for the year ended 31 July 2007.
14. Material change in the profit before taxation compared to the results of the preceding quarter

The Group achieved a profit before tax of RM9.2 million for the fourth quarter ended 31 July 2007.  This is a 91% increase from the RM4.8 million profit before tax in the preceding quarter ended 30 April 2007.

The increase was attributed to a RM3 million gain on the disposal of quoted securities and better capacity utilisation in all sectors of business in the fourth quarter ended 31 July 2007. 
15. Prospects

The Group expects to remain profitable in the coming financial year.

16. Profit forecast / profit guarantee

The Group is not subjected to any profit guarantee.

17. Taxation

	
	Individual Quarter
	
	Cumulative Quarter

	
	Current Year Quarter

31/07/2007
	Preceding Year Corresponding Quarter

31/07/2006
	
	Current Year To Date

31/07/2007
	Preceding Year Corresponding Quarter

31/07/2006

	
	RM'000
	RM'000
	
	RM'000
	RM'000

	Malaysian taxation based on results for the year : 
	
	
	
	
	

	
-
Current
	111
	(791)
	
	4,202
	2,786

	
-
Deferred
	1,071
	2,096
	
	1,154
	2,329

	
	1,182
	1,305
	
	5,356
	5,115

	Under/(Over) provision in respect of prior year : 
	
	
	
	
	

	
-
Current
	114
	10
	
	94
	(399)

	
-
Deferred
	(1,464)
	(69)
	
	(1,464)
	(69)

	
	(168)
	1,246
	
	3,986
	4,647


The effective tax rate for current quarter and financial year to date is lower than the statutory tax rate largely due to the utilisation of reinvestment allowances.

18. Sale of unquoted investments and/or properties

There were no sales of unquoted investment or properties in the current quarter and financial year to date.

19. Purchase or disposal of quoted securities

During the fourth financial quarter, the Group made the following acquisitions and disposal of quoted securities. 

	
	Individual Quarter
	
	Cumulative Quarter

	
	Current Year Quarter

31/07/2007
	
	Current Year To Date

31/07/2007

	
	
	RM'000
	
	RM'000

	Total purchases
	
	-
	
	2,096

	Total disposal
	
	(2,099)
	
	(3,833)

	Gain on disposal 
	
	3,038
	
	3,571

	
	
	
	

	
	As at
	
	As at

	
	31/07/2007
	
	31/07/2006

	
	
	RM'000
	
	RM'000

	Quoted shares : - at cost
	
	2,089
	
	3,826

	 - at carrying value
	
	1,811
	
	3,548

	 - at market value
	
	6,797
	
	6,402


20. Status of uncompleted corporate announcement

There was no uncompleted corporate announcement.

21. Group borrowings and debt securities
	
	
	As At
	
	As At

	
	
	31/07/2007
	
	31/07/2006

	
	
	RM'000
	
	RM'000

	(a)
	Group borrowings
	
	
	
	
	
	
	

	
	     -    Secured
	
	28,915
	
	
	
	26,914
	

	
	     -    Unsecured
	
	-
	
	
	
	1,500
	

	
	Other loan – unsecured
	
	1,374
	
	
	
	1,374
	

	
	
	
	30,289
	
	
	
	29,788
	

	
	
	
	
	
	
	
	
	

	(b)
	Repayable within 12 months
	
	16,018
	
	
	
	17,304
	

	
	Repayable after 12 months
	
	14,271
	
	
	
	12,484
	

	
	
	
	30,289
	
	
	
	29,788
	



(c)
The securities provided on term loans comprise fixed charge on certain assets of the Group.

Other loan represents unsecured loan obtained from a minority shareholder of a subsidiary company who is also a corporate shareholder of the Company.  This loan bore interest at prevailing commercial rates and has no fixed term of repayment.

22. Financial instruments with off balance sheet risk

There were no financial instruments with off balance sheet risk.

23. Changes in material litigation

There was no pending material litigation.

24. Dividend

The Board recommends for shareholders’ approval at the forthcoming Annual General Meeting a first and final tax exempt dividend of 3.0 sen per share in respect of the financial year ended 31 July 2007.

25. Earnings Per Share

(a)
Basic earnings per ordinary share   

The calculation of basic earnings per share for the year is based on the net profit attributable to ordinary shareholders of the Parent of RM20,431,000 and the weighted average number of 43,001,000 ordinary shares outstanding during the year.

(b)
Diluted earnings per ordinary share

The calculation of diluted earnings per share for the year is based on the net profit attributable to ordinary shareholders of the Parent of RM20,431,000 and the weighted average number of  43,001,000 dilutive potential ordinary shares outstanding during the current year.

BY ORDER OF THE BOARD

Leong Oi Wah

Company Secretary 

Petaling Jaya

Date : 18 September 2007
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