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) 1342004 Interim Financial Reporting

1. Basis of preparation

The interim financial statements are unaudited and have been prepared in accordance with Financial Reporting Standards (FRS) 1342004 Interim Financial Reporting, and Chapter 9 Part K of the Listing Requirements of Bursa Malaysia Securities Berhad (BMSB). The interim financial statements should be read in conjunction with the audited financial statements for the financial year ended 31 December 2005 and these explanatory notes attached to the interim financial statements as they provide an explanation of events and transactions that are significant to the understanding of the changes in the financial position and performance of the Group since the year ended 31 December 2005.

2. Changes in Accounting Policies

The significant accounting policies adopted in these interim financial statements are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (FRS) effective for financial period commencing 1 January 2006.

FRS 2

Share-based payment

FRS 3

Business Combinations

FRS 5

Non-current Assets Held for Sale and Discontinued Operations

FRS 101
Presentation of Financial Statements

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in Estimates and Errors

FRS 110
Events After the Balance Sheet Date

FRS 116
Property, Plant & Equipment

FRS 121
Effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements

FRS 128
Investments in Associates

FRS 131
Interests in Joint Ventures

FRS 132
Financial Instruments: Disclosure and Presentations

FRS 133
Earning Per Share

FRS 136
Impairment of Assets

FRS 138
Intangible Assets

FRS 140
Investment Property

The Group has not taken the option for early adoption of the following new/revised FRSs effective for financial period commencing 1 October 2006.

FRS 117
Leases

FRS 124
Related Party Disclosures

FRS 139
Financial Instruments: Recognition and Measurement


The adoption of FRS 102, 108, 110, 116, 121, 127, 128, 131, 132, 133 & 140 does not have significant financial impact on the Group.  The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are discussed below:

a) FRS 2 : Share-based Payment

This FRS requires an entity to recognize share-based payment transactions in its financial statements, including transactions with employees or other parties to be settled in cash, other assets or equity instruments of the entity.

The Company operates an equity-settled, share-based compensation plan for the employees of the Group.  Prior to 1 January 2006, no compensation expense was recognized in profit or loss for share options granted.  With the adoption of FRS, the compensation expense relating to share options is recognized in profit or loss over the vesting periods of the grants with a corresponding increase in equity.  The total amount to be recognized as compensation expense is determined by reference to the fair value of the share options at the date of the grant and the number of share options to be vested by vesting date.  The fair value of the share option is computed using the binomial model.  At Balance Sheet date, the Group revises its estimates of the number of share options that are expected to vest by the vesting date.  Any revision of this estimate is included in profit or loss and a corresponding adjustment in equity over the remaining vesting period.

Under the transitional provisions of FRS 2, share options granted after 31 December 2004 and has not yet vested on 1 January 2006 has to be applied retrospectively and accordingly the comparatives amounts as at 31 December 2005 has been restated to reflect this application.  The financial impact of this change in accounting policy is as follows:











As at 1.1.06 











       RM

Decrease in retained earnings





   (55,281)


Increase in Equity ESOS reserve (included within other reserves)

    55,281









3 months 
    3 months









 
 31.3.06
      31.3.05










    RM

         RM

Decrease in profit for the period


             11,440

       20,969

As disclosed in note 3, certain comparatives have been restated due to this change in accounting policy.

b) FRS 3 : Business Combinations, FRS 136 : Impairment of Assets and FRS 138 : Intangible  Assets

The new FRS 3 has resulted in consequential amendments to two other accounting standards FRS 136 and FRS 138.  

Under FRS 3, any excess of the Group’s cost of acquisitions over the group’s interest in the net fair value of the acquirees’ identifiable assets, liabilities and contingent liabilities is recognized immediately in profit or loss.  Prior to 1 January 2006, Goodwill was written off to Group reserves in the year of acquisition.

This change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006.  According to the transitional provisions, the change in accounting policy has no effect on the retained earnings as at 1 January 2006.  The financial impact on the Group arising from this change in accounting policy is as follows:










3 months 
      3 months









 
 31.3.06
       31.3.05









   
    RM

          RM

Decrease in profit for the period


                (512)

             -

In addition, under FRS 138, intangible assets are now assessed at the individual asset level as having either a finite or indefinite life which prior to 1 January 2006, all intangible assets were considered to have a finite useful life.  Under FRS 136, the intangible assets having indefinite useful lives are not amortised but instead are tested for impairment annually.  Other tangible and intangible assets having finite useful lives continue to be stated at cost less accumulated depreciation and impairment losses.   The change in accounting policies on impairment of assets and intangible assets has no financial impact on the Group for the quarter under review.

c) FRS 5 : Non-current Assets Held For Sale and Discontinued Operations

The Group has applied FRS 5 prospectively in accordance with its transitional provisions, which has resulted in a change in accounting policy on the recognition of a discontinued operation.  Prior to 1 January 2006, under the provision of FRS 135, the Group would have recognized discontinued operations at the earlier of the date the Group enters into a binding sale agreements and the date the board of directors have approved and announced a formal disposal plan.  FRS 5 requires a component of an entity to be classified as discontinued when the criteria to be classified as held for sale have been met or it has been disposed of.  Such a component represents a separate major line of business with a view to sale.  The result of this change in accounting policy is that a discontinued operation is recognized by the Group at a later point than under the previous FRS 135 due to the stricter criteria in FRS 5.

An item is classified as held for sale if its carrying amount will be recovered principally through a sale transaction rather than through continuing use.  The assets and liabilities of a discontinued operation (a disposal group) that are classified as held for sale are measured in accordance with FRS 5.  Immediately before classification as held for sale, the carrying amounts of all the assets and liabilities in the disposal group are measured in accordance with the applicable FRSs.  Then on initial classification as held for sale, the disposal Group is recognized at the lower of carrying amount and fair value less costs to sell.

As at 3 April 2006, the Steel Drums operation has discontinued and negotiation for the sale of its plant and machinery in the Steel Drum Division is in progress.  Accordingly, the plant and machinery with a carrying amount of RM1.0 million has been classified as a disposal group held for sale.

d) FRS 101 : Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interests, share of net after-tax results of associates and other disclosures.  In the consolidated Balance Sheets, minority interests are now presented within total equity.  In the consolidated Income Statement, minority interests are presented as an allocation of the total 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 the Statement of Changes in Equity, total recognised income and expense for the period, showing separately the amounts attributable to equity holders of the parent and to minority interests.

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

3. Comparatives

The following comparatives amounts have been restated due to the adoption of the new and revised FRSs stated under note 2:







           --------Adjustments-------





    Previously 

FRS 2

FRS 5







       stated

Note 2(a)
Note 2(c)
Restated





         RM

 RM

  RM

    RM

As at 31 December 2005


Retained Earnings

     29,295,922
          
 (55,281)
    -
         29,240,641


Other Reserves


       6,290,427
              55,281
    -
           6,345,708




1st quarter ended 31 March 2005


Revenue


     15,748,917

     -
        (3,041,145) 12,707,772  
Operating expenses

    (14,504,193)

     -
          2,746,492       (11,757,701)   


Other operating income

         266,382

     -

   (3,895)
   262,487


Profit from operations

      1,511,106
                -

(609,867)            901,239    


Finance costs


      (148,705)

     -

    42,637          (106,068)


Income tax


      (433,000)

     -
               18,592 
 (414,408)


The following amounts as at 31 March 2005 have been reclassified to conform to the current period’s presentation:

1st quarter ended 31 March 2005




    Restated after adjustments above
Reclassification

Restated




                    RM


         RM

    RM

Operating expenses

  (11,757,701)


   11,757,701

      -


Finance costs


      (106,068)


         (7,950)

(114,018)

Cost of Sales



-


  (10,243,151) 
       (10,243,151)

Distribution costs


-


      (106,699)

(106,699)


Administrative expenses


-


   (1,094,698)
         (1,094,698)


Other expenses



-


      (305,203)
           (305,203)

4. Declaration of audit qualification

The audited financial statements for the financial year ended 31 December 2005 was not qualified.

5. Seasonal or cyclical factors 

The business operations of the Group were not significantly affected by any seasonal or cyclical factors.
6. 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 except as disclosed in note 2.

7. 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.

8. 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.

9. Dividend paid 

A first and final dividend of 5 sen per ordinary share, tax exempted, in respect of the financial year ended 31 December 2005 has been recommended by the Board of Directors on 23 February 2006 for payment on 17 July 2006.  The payment of this first and final dividend is subject to the shareholders’ approval at the forthcoming 30th Annual General Meeting to be held on 16 May 2006. 

10. 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
	
	 Elimination

RM ’000
	
	Consolidated

   RM ’000

	Revenue 
	11,789
	
	6,105
	
	(616)
	
	17,278

	Results
	 231
	
	2,340
	
	
	
	 2,571

	Other income
	
	
	
	
	
	
	  409

	Finance cost
	
	
	
	
	
	
	  (224)

	Share of results of associates
	
	
	
	
	
	
	   (24)

	Taxation
	
	
	
	
	
	
	  (707)

	Profit from continuing operations
	
	
	
	
	
	
	2,025             

	Loss from a discontinued operation
	
	
	
	
	
	
	  (10)  

	Profit for the period
	
	
	
	
	
	
	2,015


11. 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.
12. Material subsequent events
There were no other material subsequent events that have not been reflected in the financial statements for the current quarter under review.

13. Changes in composition of the Group

On 1 March 2006, KKB Engineering Berhad acquired 49,000 ordinary shares of RM1.00 each representing 49% of the issued and paid-up share capital of its subsidiary, KKB Halmac Services Sdn. Bhd. for a total cash consideration of RM52,643.  Subsequent to the acquisition, KKB Halmac Services Sdn. Bhd. became a 100% owned subsidiary of KKB Engineering Berhad.

The assets and liabilities arising from the acquisition are as follows:

Fair Value/Acquiree’s carrying amount










          RM


Cash & Cash Equivalents





       54,150


Other receivables






         1,142


Other payables







        (3,161)

Group’s share of net assets





       52,131


Goodwill arising on acquisition




                       512










       52,643

Discontinued Operation

On 23 January 2006, the Board of Directors announced the receipt of a written notice of termination effective 3 April 2006, of a Material Supply Contract dated 30 December 1998, entered into between KKB Engineering Bhd and a major Oil Marketing Company in Malaysia, for the supply of 210 litre nominal capacity Steel Drums and Tab Seals to the Oil Company’s Kuching Luboil Blending Plant (KLOBP).

The termination of the contract is made necessary by the Oil Company’s decision to cease operations of its KLOBP for commercial reasons.  The Oil Company’s offtakes of these Steel Drums and Tab Seals in recent years vary from RM10 million to RM14 million per annum in value.

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

14. Contingent liabilities or contingent assets

There were no material changes in 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

15. Review of performance 

The Group’s current quarter revenue of RM20.1 million rose by 27.6% compared to RM15.7 million in the preceding year corresponding quarter mainly due to the revenue generated from the steel pipe manufacturing division of its new subsidiary, KKB Industries (Sabah) Sdn Bhd which manufacturing operation commenced late last year. 

16. Material changes in the quarterly results compared to the results of the preceding quarter
Correspondingly, Group’s profit before tax for the current quarter shows a much more significant improvement from RM1.4 million in the preceding year corresponding period to RM2.7 million mainly due to higher profit margin on projects completed from its engineering division.

17. Prospects 

Despite the discontinuation of operation in its Steel Drum manufacturing Division, the timely commencement of the Steel Pipes manufacturing operation since late last year under its subsidiary, KKB Industries (Sabah) Sdn Bhd together with the existing contracts in hand for Steel Water Pipes, LPG cylinders and Steel Fabrication works and barring any unforeseen circumstances, the Group’s operations continue to look favourable for 2006.

18. Variances from profit forecast and profit guarantee 

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

19. Taxation 

	
	3 Months Ended
	
	Cumulative 3 Months Ended

	
	Current
	Comparative
	
	Current
	Comparative

	
	Quarter Ended
	Quarter Ended
	
	Period Ended
	Period Ended

	
	31/3/2006
	31/3/2005
	
	31/3/2006
	31/3/2005

	
	RM
	RM
	
	RM
	RM

	Malaysian taxation
	
	
	
	
	

	- current taxation
	          717,752
	        427,000         
	
	  717,752
	     427,000

	- deferred tax adjustment
	        (2,500)
	                -
	
	     (2,500) 
	            -

	- share of tax of associates  
	                 -
	             6,000
	
	           -
	          6,000

	
	         715,252
	        433,000
	
	  715,252
	     433,000


The Group’s effective tax rate for the current quarter and financial year-to-date are lower than the statutory tax rate principally due to the utilization of Investment Tax Allowance available to the Company and the exemption of income tax under pioneer status for a subsidiary company.

20. 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.

21. Purchase or disposal of quoted securities

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

22. Status of Corporate proposals

On 20 February 2006, KKB Engineering Berhad entered into a Memorandum of Understanding (‘MOU’) with Sarawak Enterprise Corporation Berhad (‘SECB’) with an intention to acquire the entire issued and paid up capital of Sarwaja Timur Sdn. Bhd (‘Sarwaja’) from SECB group of companies (‘Proposed Acquisition’). 

The salient terms of the MOU include, amongst others the following:-

a)  The MOU is valid for a period of six (6) months from the date of the MOU or such later date(s) as the parties may agree upon in writing (the ‘Negotiation Period’) and will continue throughout the Negotiation period unless terminated pursuant to the provisions of the MOU or upon entry by the parties into a share sale agreement.  During the Negotiation Period, the parties shall negotiate with each other for the entry into a share sale agreement for the proposed acquisition (‘SSA’); and

b)  The SSA shall be conditional on, amongst others, the approval of all relevant regulatory, governmental or other authorities including (without limitation) the Securities Commission (‘SC’), Equity Compliance Unit of the SC under the Foreign Investment Committee requirements, Ministry of International Trade and Industry and the approval of the shareholders of KKB.

As at the date of this announcement, the negotiation of the proposed acquisition with various legal and financial due diligence work and assets valuation exercise are still in progress.
Save as disclosed above, there were no new or outstanding corporate proposals announced which have not been completed as at the date of this announcement.

23. Group borrowings and debt securities 

Total Group borrowings as at 31 March 2006 are as follows: -

Borrowings (denominated in Ringgit Malaysia)
 
              Secured
Unsecured









   RM’000  
   RM’000


Short-term

	Bankers’ acceptances                                                   

Hire Purchase Creditors    

Term Loan                                                             
	        -

     640

        -
	    13,478

        -

        557

	
	     
	



Long-term

	Hire Purchase Creditors                                                  
	      732
	        -

	Term Loan
	        -
	      5,803

	
	
	


24. Off balance sheet financial instruments

There were no material financial instruments with off balance sheet risks as at 31 March 2006 and as at the date of this announcement.

25. Material litigations

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

26. Dividend

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

27. Earnings per share

	
	3 Months Ended
	
	Cumulative 3 Months Ended

	
	Current 

Quarter Ended
	Comparative Quarter Ended
	
	Current 

Period Ended
	Comparative  Period Ended

	
	31/3/2006
	31/3/2005
	
	31/3/2006
	31/3/2005

	
	RM
	RM
	
	RM
	RM

	Net profit from continuing operations 
	    1,975,819
	     718,960
	
	 1,975,819
	      718,960

	(Loss)/profit from a discontinued operation
	   (10,314)
	 237,319
	
	(10,314)
	      237,319

	Basic:
	Shares
	Shares
	
	Shares
	Shares

	Number of ordinary shares in issue as of 1 January 

Effect of the exercise of ESOS
	48,250,000

-
	48,250,000

       -
	
	48,250,000

-
	48,250,000

        -

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

	Basic earnings per share from continuing operations
	Sen

4.09
	Sen

1.49
	
	Sen

4.09
	Sen

1.49

	Basic earnings per share from a discontinued operation
	Sen

(0.02)
	Sen

0.49
	
	Sen

(0.02)
	        Sen

       0.49

	Basic earning per share for the period attributable to equity holders of the parent
	Sen

4.07


	Sen

1.98


	
	Sen

4.07


	Sen 

1.98



	Diluted:
	Shares
	Shares
	
	Shares
	Shares

	Weighted average number of ordinary shares in issue


	48,250,000
	48,250,000
	
	48,250,000
	  48,250,000

	No. of unissued ordinary shares

No. of ordinary shares that would have been issued at fair value
	2,961,000

(2,943,941)
	2,282,000

(2,282,000)
	
	2,961,000

(2,943,941)
	2,282,000

(2,282,000)

	Adjusted weighted average number of ordinary shares for calculating diluted earnings per ordinary share
	48,267,059
	48,250,000
	
	48,267,059
	48,250,000

	Diluted earnings per share from continuing operations 
	Sen

4.09
	Sen

1.49
	
	Sen

      4.09
	Sen

1.49

	Diluted earnings per share from a discontinued operation 
	Sen

(0.02)
	Sen

0.49
	
	Sen

(0.02)
	Sen

0.49

	Diluted earning per share for the period attributable to equity holders of the parent.
	Sen

4.07
	Sen

1.98
	
	Sen

4.07
	Sen

1.98


28. Authorisation for Issue

The interim financial statements were authorized for issue by the Board of Directors in accordance with a resolution of the directors on 15 May 2006.
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