KKB ENGINEERING BERHAD 

(Company no: 26495-D)

(Incorporated in Malaysia)

NOTES TO THE QUARTERLY FINANCIAL STATEMENTS

Selected explanatory notes pursuant to Financial Reporting Standards (FRS) 134 (formerly known as MASB 26), Interim Financial Reporting

1. Accounting policies and methods of computation

The interim financial statements were unaudited and have been prepared in accordance with Financial Reporting Standards (FRS) 134 (formerly known as MASB 26), Interim Financial Reporting, and Chapter 9 Part K of the Listing Requirements of Bursa Malaysia Securities Berhad (“BMSB”). The accounting policies and methods of computation adopted in preparing the interim financial statements were consistent with those adopted in the audited financial statements for the financial year ended 31 December 2004.

2. Declaration of audit qualification

The audited financial statements for the financial year ended 31 December 2004 were not qualified.

3. Seasonal or cyclical factors 

The business operations of the Group were not significantly affected by any seasonal or cyclical factors.
4. Unusual Items 

There were no unusual items affecting the assets, liabilities, equities, net income or cash flows because of their nature, size or incidence for the current quarter and financial year-to-date.

5. Changes in estimates

There were no significant changes in estimates of amounts reported in prior interim period of the current financial year or prior financial years which have a material effect in the current quarter and financial year-to-date.

6. Debt and equity securities

There were no issuance and repayments of debt and equity securities, share buy backs, shares cancellation, shares held as treasury shares and resale of treasury shares for the current quarter and financial year-to-date.

7. Dividend paid 

The Company paid a first and final tax-exempt dividend of 5 sen per ordinary share in respect of the financial year ended 31 December 2004 on 22 July 2005 totaling RM2,412,500.

8. Segmental Reporting 

The segment revenue and segment results for business segments predominantly conducted in Malaysia for the current financial year-to-date were as follows:

	
	Manufacturing

RM ’000
	
	Engineering

RM ’000
	
	Consolidation adjustments

RM ’000
	
	Consolidated

RM ’000

	Revenue 
	33,607
	
	35,783
	
	(13,056)
	
	56,334

	Results
	4,735
	
	5,453
	
	
	
	 10,188

	Unallocated corporate expense
	
	
	
	
	
	
	  (4,992)

	Operating profit
	
	
	
	
	
	
	  5,196

	Other operating income
	
	
	
	
	
	
	    742

	Share of results of associates
	
	
	
	
	
	
	     (43)

	Profit before taxation
	
	
	
	
	
	
	  5,895





9. Valuations of property, plant and equipment 

The valuations of property have been brought forward, without amendment from the previous audited financial statements except for the net book values of the property, plant and equipment where depreciation has been provided for in the current quarter and financial year-to-date. Any additions to the property, plant and equipment are carried at costs less depreciation charges for the current quarter and financial year-to-date.
10. Material subsequent events
On 5 October 2005, KKB Engineering Berhad subscribed additional 8,999,998 new ordinary shares of RM1.00 each at par value in the capital of its subsidiary, KKB Industries (Sabah) Sdn. Bhd., satisfied by way of capitalizing the inter company debt account to the extent of RM8,999,998, being part of the advances owing to KKB Engineering Berhad by KKB Industries (Sabah) Sdn. Bhd. Subsequent to the subscription of the new shares, the equity interest of KKB Engineering Berhad in KKB Industries (Sabah) has been diluted from 100% to 90%.

The existing authorized capital of KKB Industries (Sabah) Sdn. Bhd. is RM10,000,000 divided into 10,000,000 ordinary shares of RM1.00 each, whilst the issued and fully paid-up capital is RM10,000,000 divided into 10,000,000 ordinary shares of RM1.00 each.

Save as disclosed above, there were no material events subsequent to the end of the current quarter and financial year-to-date that have not been reflected in the financial statements for the current quarter under review.

11. Changes in composition of the Group

On 24 January 2005, KKB Engineering Berhad acquired 2 ordinary shares of RM1.00 each representing 100% of the issued and paid-up share capital of KKB Industries (Sabah) Sdn. Bhd. for a total cash consideration of RM2.00.

On 26 April 2005, KKB Engineering Berhad subscribed additional 6,600,000 ordinary shares of RM1.00 each at an issue price of RM1.00 each in its subsidiary, Harum Bidang Sdn Bhd, hence increasing its total equity holding from 80% to 90%.

On 8 July 2005, KKB Engineering Berhad subscribed 40,000 new ordinary shares of RM1.00 each at par value representing 40% of the issued and paid-up share capital of its associate, KKB Builders Sdn Bhd for a total cash consideration of RM40,000.

Save as disclosed above, there were no other changes affecting the composition of the Group for the current quarter and financial year-to-date.

12. Contingent liabilities or contingent assets

There were no material contingent liabilities or contingent assets as at the date of this announcement.
Additional information required pursuant to Appendix 9B of the Listing Requirements of BMSB

13. Review of performance 

The Group’s current third quarter turnover of RM22.04 million registered a 5.0% growth compared to RM21.00 million in the preceding year third quarter.  This quarterly comparison shows a substantial shift of revenue contribution on the overall group activities from the manufacturing sector to the engineering sector with the construction division leading the pack.  The steel pipes division within the manufacturing sector was the main trigger for the lower revenue and hence the squeeze on the group’s current profit before taxation to RM2.16 million from RM2.82 million in the previous year corresponding period.

The Group’s current year-to-date turnover of RM56.33 million was 10.69% higher as compared to RM50.89 million achieved in the previous year corresponding period. Again, the growth in turnover was entirely attributable to growth in revenue in the construction division within the Engineering sector by RM6.05 million.  Group’s profit before taxation has however dropped a little to RM5.89 million as compared to RM6.02 million achieved in the previous year corresponding period mainly due to the share of losses of an associate company which has been profitable previously.

14. Material changes in the quarterly results compared to the results of the preceding quarter
The Group’s revenue and profit before taxation of RM22.04 million (2Q2005: RM18.54 million) and RM2.16 million (2Q2005: RM2.35 million) for this quarter under review compared to preceding quarter clearly reflects a reduced profit margin for this quarter arising from global steel price downward correction. The growth of revenue from the engineering sector reached RM10.28 million this quarter compared to RM6.49 million registered last quarter while a slight reduction in revenue was recorded from the manufacturing sector to RM11.77 million from RM12.05 million last quarter.
15. Prospects 

With the recent award of several contracts for the supply of steel water pipes worth approximately RM100.0 million in aggregate to two of the group’s 90% owned subsidiaries, Harum Bidang Sdn. Bhd. and KKB Industries (Sabah) Sdn. Bhd. and barring any unforeseen circumstances, the Group’s operations continue to look favourable for the last quarter of the year 2005.

16. Variances from profit forecast and profit guarantee 

Not applicable to the Group as no profit forecast and profit guarantee were published.

17. Taxation 

	
	3 Months Ended
	
	Cumulative 9 Months Ended

	
	Current
	Comparative
	
	Current
	Comparative

	
	Quarter Ended
	Quarter Ended
	
	Period Ended
	Period Ended

	
	30/09/2005
	30/09/2004
	
	30/09/2005
	30/09/2004

	
	RM
	RM
	
	RM
	RM

	Malaysian taxation
	
	
	
	
	

	- current taxation
	714,700
	         180,000
	
	  1,680,700
	      550,358

	- under/(over) provision in 

  respect of prior years 
	               6,264
	          (30,061)
	
	         6,264
	        (30,061)

	- deferred tax adjustment
	
	          350,000
	
	  -
	       350,000

	- share of tax of         

  Associate company
	-
	1,526
	
	         4,000
	        32,338

	
	           720,964
	501,465
	
	1,690,964
	      902,635


The Group’s effective tax rate for the current quarter and financial year-to-date are higher than the statutory tax rate principally due to unqualified expenses being disallowed for taxation purposes.

18. Sales of unquoted investments and/or properties

There were no sales of unquoted investments and/or properties for the current quarter and financial year-to-date.

19. Purchase or disposal of quoted securities

There were no purchases or disposals of quoted securities for the current quarter and financial year-to- date.

20. Status of Corporate proposals

There were no new or outstanding corporate proposals announced which have not been completed as at the date of this announcement.

21. Group borrowings and debt securities 

Total Group borrowings as at 30 September 2005 are as follows: -

Borrowings (denominated in Ringgit Malaysia)
 
              Secured
Unsecured









   RM’000  
   RM’000


Short-term

	Bankers’ acceptances                                                   

Hire Purchase Creditors                                                                 
	        -

     724
	    9,552

        -

	
	     
	



Long-term

	Hire Purchase Creditors                                                  
	      724
	        -

	
	
	


22. Off balance sheet financial instruments

There were no material financial instruments with off balance sheet risks as at 30 September 2005 and as at the date of this announcement.

23. Material litigations

There were no pending material litigations as at the date of this announcement.

24. Dividend

No interim dividend has been recommended for payment for the financial year-to-date.

25. Earnings per share

	
	3 Months Ended
	
	Cumulative 9 Months Ended

	
	Current 

Quarter Ended
	Comparative Quarter Ended
	
	Current 

Period Ended
	Comparative Period Ended

	
	30/09/2005
	30/09/2004
	
	30/09/2005
	30/09/2004

	
	RM
	RM
	
	RM
	RM

	Net profit attributable to ordinary shareholders
	1,464,687
	2,098,422
	
	4,178,546
	4,573,679

	Basic:
	Shares
	Shares
	
	Shares
	Shares

	Number of ordinary shares in issue as of 1 July/1 January 

Effect of the exercise of ESOS
	48,250,000

-
	48,243,000

       7,000
	
	48,250,000

-
	48,243,000

        4,667

	Weighted average number of ordinary shares in issue
	48,250,000
	48,250,000
	
	48,250,000
	48,247,667

	Basic earnings per share (sen)
	Sen

3.04
	Sen

4.35
	
	Sen

8.66
	Sen

9.48

	Diluted:
	Shares
	Shares
	
	Shares
	Shares

	Weighted average number of ordinary shares in issue
	48,250,000
	48,250,000
	
	48,250,000
	48,247,667

	No. of unissued ordinary shares

No. of ordinary shares that would have been issued at fair value


	2,285,000

(2,285,000)
	1,164,000

(1,163,493)
	
	2,285,000

(2,285,000)
	1,164,000

(1,157,503)

	Adjusted weighted average number of ordinary shares for calculating diluted earnings per ordinary share


	48,250,000
	48,250,507
	
	48,250,000
	48,254,164

	Diluted earnings per share (sen)
	Sen

3.04
	Sen

4.35
	
	Sen

8.66
	Sen

9.48
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