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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 2007.

Changes in Accounting Policies

The significant 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 2007 except for the adoption of the following new/revised FRS effective for the Group’s financial period beginning 1 August 2007:-

FRS 112
Income taxes

FRS 117
Leases

FRS 124
Related Party Disclosures

The adoption of the FRSs listed above, other than those stated below, does not have any 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:-

(a)
FRS 112: Income taxes

In accordance with FRS 112, deferred tax assets on unutilised tax credit should be recognisd.  Retrospective adjustments were made to recognise deferred tax asset and comparatives were restated in accordance with FRS 108: Accounting Policies, Change in Accounting Estimates and Errors.

The changes in presentation have been applied retrospectively which comparative have been restated as follows:

	Consolidated Balance Sheet

    As at 31 July 2007
	As previously stated

RM’000
	Effects of adopting FRS 112

RM’000
	As restated

RM’000

	Deferred taxation
	14,604
	(3,874)
	10,730

	Retained earnings
	102,191
	2,533
	104,724

	Minority interest
	8,270
	1,341
	9,611


	Consolidated Income Statement

    For the nine months ended 31 April 2007
	As previously stated

RM’000
	Effects of adopting FRS 112

RM’000
	As restated

RM’000

	Income tax
	4,154
	(220)
	3,934

	Profit for the period attributable to:
	
	
	

	  - Equity holders of the Parent
	11,336
	144
	11,480

	  - Minority interest
	1,931
	76
	2,007


(b)
FRS 117: Leases

Prior to 1 August 2007, leasehold land was classified as property, plant and equipment and was stated at cost less accumulated depreciation.  The adoption of the revised FRS 117 has resulted in a change in the accounting policy in relation to the classification of leases of land and buildings.

Leasehold land held for own use is now classified as operating lease and where necessary, the minimum lease payments or the up-front payments made are allocated between the land and the buildings elements in proportion to the relative fair values for leasehold interests in the land element and building element of the lease at the inception of the lease.  The up-front payment represents prepaid lease payments and are amortised on a straight-line basis over the lease term.

The adoption of FRS 117 has no effect on the consolidated income statement for the current quarter and current financial year-to-date ended 30 April 2008.  The reclassification of leasehold land to Prepaid Lease Payments On Land has been accounted for retrospectively which comparatives have been restated as follows:

	Consolidated Balance Sheet

    As at 31 July 2007
	As previously stated

RM’000
	Effects of adopting FRS 117

RM’000
	As restated

RM’000

	Property, plant and equipment
	95,779
	(6,165)
	89,614

	Prepaid land lease payment
	-
	6,165
	6,165


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 2007 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
During the current financial year to-date, the Company increased its issued and paid-up share capital from RM43,000,500 to RM43,004,500 as a result of the issue of 4,000 new ordinary shares of RM1.00 each to Eligible Persons who have exercised their options under the KESMI Employees Share Option Scheme.

There were no other 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 2007, was paid on 5 February 2008.

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

There was no change in the composition of the Group for the financial year to date.
12. Contingent liabilities 

	
	AS AT
	
	AS AT

	
	30/04/2008
	
	31/07/2007

	
	RM'000
	
	RM'000

	Guarantees granted to licensed banks in
	
	
	

	    respect of credit facilities extended to
	
	
	

	    subsidiary companies
	
	17,964
	
	22,655


13. Review of Performance of the Group
The Group’s revenue for the nine months ended 30 April 2008 decreased marginally to RM151 million, from RM152 million in the corresponding period of the previous year.

Profit from operations decreased by 8% to RM17.7 million from RM19.3 million in the corresponding period of the previous year. That higher profit was attributed to a RM1.9 million gain on sale of testing equipment following the Group’s re-alignment of the testing equipment portfolio with customers’ demand.

The Group wrote back deferred tax provision amounting to RM16.95 million in the period under review on obtaining satisfactory agreement on Reinvestment Allowance claims.

Overall, the Group’s net earnings after tax increased by 107% from RM13.5 million to RM27.9 million for the nine months ended 30 April 2008.

14. Material change in the profit before taxation compared to the results of the preceding quarter

The Group achieved a profit before tax of RM4.8 million for the third quarter ended 30 April 2008.  This was an increase of RM0.8 million from the RM4 million profit before tax reported in the preceding quarter ended 31 January 2008.

The improvement was attributed to a RM2.7 million sales increase in the third quarter as compared to the second quarter as the Group experienced higher capacity utilisation in all sectors of business.

15. Prospects

The Group expects to remain profitable in the coming quarter.

16. Profit forecast / profit guarantee

The Group is not subjected to any profit guarantee.

17. Taxation

	
	Individual Quarter
	
	Cumulative Quarter

	
	Current Year Quarter

30/04/2008
	Preceding Year Corresponding Quarter

30/04/2007
	
	Current Year To Date

30/04/2008
	Preceding Year Corresponding Quarter

30/04/2007

	
	
	(Restated)
	
	
	(Restated)

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

	Malaysian taxation based on results for the year : 
	
	
	
	
	

	
-
Current
	1,310
	1,296
	
	5,460
	4,091

	
-
Deferred
	-
	-
	
	-
	83

	
	1,310
	1,296
	
	5,460
	4,174

	Over provision in respect of prior year : 
	
	
	
	
	

	
-
Current
	-
	(20)
	
	-
	(20)

	
-
Deferred
	-
	(110)
	
	(16,950)
	(220)

	
	1,310
	1,166
	
	(11,490)
	3,934


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

	
	Individual Quarter
	
	Cumulative Quarter

	
	Current Year Quarter

30/04/2008
	
	Current Year To Date

30/04/2008

	
	
	RM'000
	
	RM'000

	Total purchases
	
	448
	
	4,788

	Total disposal
	
	(296)
	
	   (678)

	Gain on disposal 
	
	(25)
	
	1,588

	
	
	
	

	
	As at
	
	As at

	
	30/04/2008
	
	31/07/2007

	
	
	RM'000
	
	RM'000

	Quoted shares : - at cost
	
	6,199
	
	2,089

	 - at carrying value
	
	5,921
	
	1,811

	 - at market value
	
	11,475
	
	6,797


20. Status of uncompleted corporate announcement

There was no uncompleted corporate announcement.

21. Group borrowings and debt securities
	
	
	As At
	
	As At

	
	
	30/04/2008
	
	31/07/2007

	
	
	RM'000
	
	RM'000

	(a)
	Group borrowings
	
	
	
	
	
	
	

	
	     -    Secured
	
	15,811
	
	
	
	28,915
	

	
	Other loan – unsecured
	
	1,374
	
	
	
	1,374
	

	
	
	
	17,185
	
	
	
	30,289
	

	
	
	
	
	
	
	
	
	

	(b)
	Repayable within 12 months
	
	10,933
	
	
	
	16,018
	

	
	Repayable after 12 months
	
	6,252
	
	
	
	14,271
	

	
	
	
	17,185
	
	
	
	30,289
	



(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 does not recommend any interim dividend for the financial quarter ended 30 April 2008.

25. Earnings Per Share

(a)
Basic earnings per ordinary share   

The calculation of basic earnings per share for the period is based on the net profit attributable to ordinary shareholders of the Parent of RM23,850,000 and the weighted average number of 43,001,000 ordinary shares outstanding during the quarter.

(b)
Diluted earnings per ordinary share

The calculation of diluted earnings per share for the period is based on the net profit attributable to ordinary shareholders of the Parent of RM23,850,000 and the weighted average number of  43,087,000 dilutive potential ordinary shares outstanding during the current quarter.

BY ORDER OF THE BOARD

Leong Oi Wah

Company Secretary 

Petaling Jaya

Date : 20 May 2008
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